CARGOJET INC.
Management’s Discussion and Analysis
Of Financial Condition and Results of Operations

For the Three Month and Twelve Month Periods EndedDecember 31, 2012



This page intentionally left blank



CARGOJET INC.

Management’s Discussion and Analysis of Financial@dition

and Results of Operations
For the Three Month and Twelve Month Periods Ended>ecember 31, 2012 Page 1 of 29

The following is the Management’s Discussion andalygsis (“MD&A”) of the consolidated financial
condition and results of operations of Cargojet (tlze "Company") for the three month and twelventho
periods ended December 31, 2012. The following &lsludes a discussion of and comparative opeyatin
results for the three month and twelve month peremtled December 31, 2011.

Cargojet is publicly listed with shares and conéetdebentures traded on the Toronto Stock Exahang
(“TSX"). The Company is incorporated and domiciladCanada and the registered office is locatedb@t 3
Britannia Road East, Units 5 and 6, Mississaugaaxn

The effective date of the MD&A is March 4, 2013.heT consolidated financial statements have been
prepared in accordance with International FinanRegborting Standard (“IFRS”). This MD&A should be
read in conjunction with the consolidated financséhtements of the Company for the years ended
December 31, 2012 and 2011.

EBITDA ® and Adjusted Free Cash Flow®

References to “EBITDA” are to earnings before iagtrincome taxes, depreciation, amortization, gain
loss on disposal of capital assets and after adgustircraft heavy maintenance amounts to actual ne
expenditures. Non-GAAP measures, EBITBAd Adjusted Free Cash Flow, are not earnings mesisu
recognized by IFRS and do not have standardizedimgsmprescribed by IFRS. Therefore, EBITDA and
Adjusted Free Cash Flow may not be comparablendasi measures presented by other issuers. Imgesto
are cautioned that EBITDA and Adjusted Free CashwMhould not be construed as an alternative to net
income determined in accordance with IFRS as itdisaof the Company’s performance or to cash flows
from operating, investing and financing activitesmeasures of liquidity and cash flows. The datimns

of EBITDA and Adjusted Free Cash Flow are showmpage 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 affetedh number of factors outside the control of the
management of the Company. For a more complemmusgison of the risks affecting the Company’s
business, reference should be made to the Annfaahtation Form (“AlF”), filed February 27, 2012 it
the regulatory authorities.

Forward Looking Statements

This discussion includes certain forward-lookingtsiments that are based upon current expectations,
which involve risks and uncertainties associateth vaiur business and the environment in which the
business operates. Any statements contained h#rainare 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 relatth&o
Company or its management. The forward-lookingestents are not historical facts, but reflect
Cargojet’s current expectations regarding futusailts or events. These forward-looking statemangs
subject to a number of risks and uncertainties ¢batd cause actual results or events to differenlty

from current expectations, as detailed in the CamigaAlF, filed February 27, 2012 with the reguiato
authorities.

@ Please refer to End Nof® included at the end of this MD&A.
®  Please refer to End Nof2 included at the end of this MD&A.
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Corporate Overview

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

» Operating a domestic overnight air cargo co-lod@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 iéanéransporting time sensitive air cargo each
business night utilizing its fleet of all-cargoamt. The Company’s domestic overnight air cargo co-load
network consolidates cargo received from custonserd transports such cargo to the appropriate
destination in a timely and safe manner. The Comgantinually monitors key performance indicators
and uses this information to reduce costs and iwgptioe efficiency of its services.

The Company currently operates one leased 757-2qQUBEFRS7") series aircraft, two leased 767-200ER
(“B767") series aircraft and ten Boeing 727-200 {2B™) series aircraft, owned by the Company. The
Company also periodically contracts other airlinesan ACMI or sub-charter basis to temporarily aper
aircraft on the Company’s behalf. This providesextidapacity to its overall network to meet new bess
and/or peak period demands.

As at the date of this MD&A, the Company owns tvegional aircraft. One regional aircraft is under a
finance lease to a third party and accordingly dhlreraft has been discontinued as an owned asket. T
other regional aircraft is available for lease.

Recent Events

Property, plant and equipment

In July 2012, the Company purchased a Boeing 7&7adi for total consideration of $1,224,925. The
costs were segregated into three components dogsist engines totaling $540,630, airframe totaling
$619,295 and deferred heavy maintenance totalibg$6.

In August 2012, the Company reviewed the carryialye of its used engine cores and estimated tkat th
recoverable amount was less than the book value.Gdmpany reduced the net book value of the used
engine cores to fair value by $567,395 and repatieds on impairment of property, plant and eqeipm
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Recent Events (Continued)

Issuance of Convertible Debentures — 6.5%

In March 2012, $28.8 million of unsecured subortBdaconvertible debentures were issued with a tdrm
five years. These debentures bear a fixed inteatsof 6.5% per annum, payable semi-annuallyreaas
on April 30 and October 31 of each year, commengipgl 30, 2012.

On or after April 30, 2015, but prior to April 32016, the debentures are redeemable, in wholeyatraa

or in part from time to time, at the option of tBempany at a price equal to at least $1,000 pezrdake
plus accrued and unpaid interest, provided thatctirveent market price of the common shares of the
Company on the date on which the notice of redemps given is at least 125% of the conversionegpot
$11.75 per common share. After April 30, 2016, pribr to the maturity date of April 30, 2017, the
debentures are redeemable at a price equal to®p&0debenture plus accrued and unpaid interest. O
redemption or at maturity on April 30, 2017, then@many has the option to repay the debentureshereit
cash or freely tradable voting shares of the Comp@ihe number of common shares to be issued will be
determined by dividing the aggregate amount ofghecipal amount of the debentures by 95% of the
current market price of the common shares.

Based on certain conditions, the debentures areectilble, at the holders’ discretion, at $11.75 yp&ting
share at any time prior to the close of businesgherearliest of the business day immediately mhece
the maturity date; if called for redemption, on thesiness day immediately preceding the date spddify
the Company for redemption of the debentures; oalied for repurchase pursuant to a change ofaiont
on the business day immediately preceding the paydate. The Company also has the right at ang tim
to purchase debentures in the market, by tendby @rivate contract subject to regulatory requiratag
provided, however, that if an event of default basurred and is continuing, the Company or anysf i
affiliates will not have the right to purchase tiiebentures by private contract. The conversion aoate
$11.75 per voting share is subject to adjustmeientain circumstances, including the payment oash
dividend or distribution to holders of voting shaie excess of $0.142 per quarter ($0.568 per ahnum

In the event of a change in control, as definethenindenture, the Company will be required to make
offer to the holders of debentures to repurchaseddbentures at a price equal to 100% of the jpdhci
amount plus accrued and unpaid interest. In additfca change in control occurs in which 10% orreno
of the consideration consists of cash, certaintgaacurities or other property not traded or ideshto be

traded immediately following such transaction aee@ognized exchange, holders of the debenturedwill
entitled to convert their debentures and, subjectdrtain limitations, receive an additional amooht

voting shares to those that they would otherwiseri@led at the normal conversion rate. The amadint
such additional voting shares will depend on tHeative date and the price paid per voting sharthén

transaction constituting the change in control.
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Recent Events (Continued)

Issuance of Convertible Debentures — 6.5% (Continug

The principal amount of the debentures has beeoatd between its debt component and the conwersio
option and has been classified separately on tlada sheet. The fair value of the debt componers w
determined using an estimated market rate for aasidmability without an equity component and the
residual was allocated to the conversion option.

The debt component is measured at amortized chstb@lance of the debt component at December 31,
2012 consisted of the following:

December 3.

2012

$

Principal balanc 28,750,00

Less

Issuance cos (1,312,192
Conversion option at incepti (2,642,384

Accretior 468,10°
Balance 25,263,531

The conversion option, net of related issuancesco$t$132,808, has been recorded in shareholders’
equity. Factoring in issuance costs, the effedtiterest rate on the debentures is 10.01%.

Interest expense on the debentures for the thrdetva@lve month periods ended December 31, 2012
totaled $624,545 and $1,927,272, respectively.

Redemption of Convertible Debentures — 7.5%

In May 2012, the Company redeemed $24,655,000 ipghamount of the convertible debentures
($24,100,397 net of the related unamortized issiaust and the portion allocated to the conversion
option) at par or $1,000 per convertible debentAtaedemption, the Company allocated $24,655,@00 t
the liability component redeemed and the equity mament of $1,271,503 was reclassified from
conversion option to reserve for surplus on delrentepurchases in shareholders’ equity. The redempt
of the convertible debenture resulted in a losg5&4,603.

Interest expense on the debentures for the thrdetw@lve month periods ended December 31, 2012
totaled $nil and $802,030, respectively (2011 -5800 and $2,403,728, respectively).

Provisions

The Company’s aircraft operating lease agreemexsine leased aircraft to be returned to the lelssar
specified operating condition. As a result of clesm the Company’s c-check intervals for certaicraft
from 18 months to 24 months, the Company has esahthat it will incur certain maintenance costhat
end of the lease terms and has recorded a maimepaavision liability for these costs. The changthe
carrying amount of the provision is as follows:
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Recent Events (Continued)

Provisions (Continued)

$
Balance, January 1, 2012 -
Recognition of provision for lease return condition 1,476,973
Accretion 49,141
Effects of exchange rate changes on the providiatance 17,670
Balance, December 31, 2012 1,543,784

The provision for lease return conditions represéme present value of management’s best estinide o
future outflow of economic benefits that will bequéred to settle the obligation at the end of tsasks.
Such costs have been estimated based on contramuahitments and Company specific history.
Accretion expense of $49,141 has been recordetkeipériod as part of finance costs in the constia
statement of income. The provision has been adudket cost of deferred heavy maintenance included i
property, plant and equipment and will be amortiaeer the remaining terms of the leases.

Long-term Incentive Plan

The Company’s long-term incentive plan (the “Plan™LTIP”") provides certain of its executive office
and senior management of the Company with compiensapportunities tied to the performance of the
Company. Company incentive bonuses, in the forrshaires, are provided to eligible employees on an
annual basis where the earnings of the Companyedxaere-determined base (the “Base Target”). The
Base Target is set annually by the Compensationnd@itiee of the Company’s Board of Directors in
accordance with the terms of the Plan.

If the Company’s earnings exceed the Base Targgieraentage 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.

For the years ended December 31, 2012 and 2014-bhaed compensation expense totaled $402,932 and
$497,144, respectively, including withholding tax#s$52,313 and $99,675, respectively, paid on lbeha
of the eligible employees.

2012 Awards

In March 2012, pursuant to the Company’s LTIP, amoant of $348,750 was approved to the executive
officers and senior management. Accordingly, then@any purchased 39,275 shares from the open
market at an average price of $7.55. As at DecerBfier2012, 7,580 of these shares had vested and
$63,210 was transferred from share-based compensaserve to shareholders’ capital. The balance of
LTIP award not vested as at December 31, 2012 233,327.
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Recent Events (Continued)

Long-term Incentive Plan (Continued)

2011 Awards

In March 2011, in accordance with the Plan, the Gamy purchased 65,984 shares from the open market
at an average price of $8.55, plus commissionsatABecember 31, 2011, 14,238 of these shares had
vested, $121,825 being transferred from share-bem®gensation reserve to shareholders’ capital.

As at December 31, 2012, an additional 25,875 efstimres for the 2011 awards had vested and $2Zr1,50
was transferred from share-based compensationveesershareholders’ capital. The balance of LTIP

award not vested as at December 31, 2012 was $%21,5

The following table details the impact of the abaransactions on shareholders’ capital as at Deeemb
31, 2012 and on the consolidated statements ofriador the years ended December 31, 2012 and 2011

Shares purchased under the Plan Number $
Balance, January 1, 2011 - -
Shares acquired by Company for long-term incenila 65,984 564,825
Shares distributed by Company to long-term incenpilan participants (14,238) (121,825)
Balance, December 31, 2011 51,746 443,000
Shares acquired by Company for long-term incenila 39,275 296,437
Shares distributed by Company to long-term incenpilan participants (33,455) (284,710)
Balance, December 31, 2( 57,56¢ 45472

December 31,

December 31,

2012 2011
Share-based compensation expense $ $
Shares transferred to long-term incentive planigipants 107,507 121,825
Withholding tax paid for long-term incentive plaarficipants 52,313 99,675
Share-based compensation, not yet vested 243,112 275,643
Share-based remunerat 402,93: 497 ,14:

Renewal of credit agreement

On October 12, 2012, the Company renewed its revpleredit facility with a Canadian chartered bank.
The renewal changed the maturity date from DecerBlheR2013 to December 31, 2015. All other terms

and conditions related to the credit facility renead the same.



CARGOJET INC.

Management’s Discussion and Analysis of Financial@dition

and Results of Operations
For the Three Month and Twelve Month Periods Ended>ecember 31, 2012 Page 7 of 29

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 betiWsmark, New Jersey, USA and Hamilton,
Bermuda. This provides a five-day per week aigoaservice for multiple customers and is
patterned after the domestic business that Cardgstbuilt in Canada. Customer contracts
contain minimum daily revenue guarantees and tlilgyatm pass through increases in fuel costs.
The Company also operates scheduled internationt¢s between Canada and Poland.

 The Company provides and operates dedicated dimmadin 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, aircraft
maintenance, vehicle leases, fuel, ground handfegvices, aircraft de-icing, sub-charter, ground
transportation costs, landing fees, navigation,feesirance, salaries and benefits, office equiprnests
and building leases.

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

Three Month Period Endec Twelve Month Period Endec

December 31 December 31
2012 2011 2012 2011
(unaudited)  (unaudited (audited) (audited
$ $ $ $
Revenut 46,37( 42,91 168,77: 165,51:
Direct expense 37,58¢ 35,86( 140,42t 135,67!
8,781 7,05/ 28,34t 29,83¢
General and administrati 5,587 5,21¢ 18,11° 18,95¢
Sales and marketi 542 18¢ 83t 587
(Gain) loss on disposal of property, plant and pungn (81) 53¢ (87) 1,164
Loss on impairment of property, plant and equipi - 62€ 567 1,76¢
Finance cos 83C 8717 3,50¢ 3,32t
Finance incorr (59) (64) (210 (235
(Gain) loss on derivative contra 71 - (2) (678
Loss on debenture redempt - - 55E -
6,89( 7,37¢ 23,27¢ 24,88.
Earnings (loss) before income tax: 1,891 (322 5,06¢ 4,95¢
Provision for (recovery of) income taxe
Curren 52¢ 56 52¢ 1,48¢
Deferrec (166 (170 98¢ (496
365 (114 1514 98¢
Income from continuing operations 1,52¢ (208 3,552 3,96t
Loss from discontinued operation - (33) - (168
Net Income 1,528 (241) 3,552 3,797
Earnings (loss) per share from continuing and disattinued operations
Basic 0.19 (0.03) 0.44 0.48
Diluted 0.1¢ (0.03 0.44 0.4¢
Earnings (loss) per share from continuing operatiog
Basic 0.1¢ (0.03 0.44 0.5C
Diluted 0.1¢ (0.03 0.44 0.5C
Average number of shares - basic (in thousands dﬁares)‘l) 7,993 7,993 7,993 7,993

= Average number of shares includes treasumesha
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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 Blenfier 30 June 30 March 31
2012 2012 2012 2012 2011 2011 2011 2011
(unaudited)  (unaudited) (unaudited) (unaudited) (ur@ali (unaudited) (unaudited) (unaudited)
Revenue (in thousands) $ 46,370 $ 41,777% 40,487 $ 40,136 $ 42914 $ 40,307 $ 41,182 % 41,108
Net income (loss) from continuing
operations (in thousands) $ 1528 $ 9%7$ 1,047 $ 30$ (208)$ 1,482 $ 1,407 $ 1,283
Net loss from discontinued
operations (in thousands) $ $ $ $ $ (33)% (136)$ $
Earnings (loss) per Share
From continuing and discontinued operations
- Basic $ 019 $ 0.12% 0.13% $ (0.03)$ 017 $ 0.18% 0.16
- Diluted $ 019 $ 0.12% 0.13% $ (0.03)$ 017 $ 0.18% 0.16
From continuing operations
- Basic $ 019 $ 0.12% 0.13% $ (0.03)$ 019% 0.18$ 0.16
- Diluted $ 019 $ 0.12% 0.13% $ (0.03)$ 019% 0.18$ 0.16
Average number of shares - bas
(in thousands of shares 7,993 7,993 7,993 7,993 7,993 7,993 7,993 7,993
Average number of shares - dilute 7,993 7,993 7,993 7,993 7,993 7,993 7,993 7,993

(in thousands of shares}’

1

Average number of shares includes treasiuagesh



CARGOJET INC.

Management’s Discussion and Analysis of Financial@dition

and Results of Operations
For the Three Month and Twelve Month Periods Ended>ecember 31, 2012 Page 10 of 29

Calculation of EBITDA and Adjusted Free Cash Flov:
(in thousands)

Three Month Periods Endec Twelve Month Periods Ended

December 3. December 31
2012 2011 2012 2011
(unaudited) (unaudited) (unaudited) (unaudited)
$ $ $ $
Net income (loss) from continuing operations 1,528 (208) 3,552 3,965
Add:
Interest 771 813 3,294 3,088
Provision for current income taxes 529 56 528 1,485
Provision for (recovery of) deferred income taxes (166) (170) 986 (496)
(Gain) loss on disposal of property, plant and pongnt (81) 533 (87) 1,164
Impairment on property, plant & equipment - 626 567 1,765
Change in fair value on non-hedge derivatives 72 - 2 (466)
Loss on debenture redemption - - 555 -
Amortized maintenance deposits 932 - 3,360 -
Depreciation of property, plant and equipment 1,754 2,167 6,258 9,068
Aircraft heavy maintenance expenditures 136 (69) (1,381) (3,423)
Heavy maintenance deposits (26) (510) (757) (941)
EBITDA from continuing operations 5,449 3,238 16,873 15,209
EBITDA from discontinued operations - (45) - (234)
Total EBITDA 5,449 3,193 16,873 14,975
$ $ $ $
Cash inflow from operating activities 7,057 1,993 20,355 15,130
Less Additions to plant, property and equipment (2,887) (4,336) (7,726) (11,250)
Add: Proceeds from disposal of capital assets 237 - 289 959
Standardized free cash flow 4,407 (2,343) 12,918 4,839
Less: Changes in non-cash working capital itemscembsits (1,980) 1,131 (4,226) (562)
Provision for current income taxes (529) (56) (528) (1,485)
Cash outflow from discontinued operations - - - 234
Adjusted free cash flow 1,898 (1,268) 8,164 3,026

= Heavy maintenance deposits are paid to the airtgsdbrs on a monthly basis. Cargojet is entittee refund of these payments when it

incurs actual heavy maintenance expenditures.
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Review of Operations for the Three Month Periods etied December 31, 2012 and 2011

Highlights for the Three Month Periods ended Decemdér 31, 2012 and 2011

» Total revenue for the three month period ended Déee 31, 2012 was $46.4 million as compared
to $42.9 million for the same period in 2011, reygreting an increase of $3.5 million or 8.2%.

» Average cargo revenue excluding fuel surchargesadher cost pass-through revenues for the
three month period ended December 31, 2012 wa$ $0illion per operating day as compared to
$0.67 million for the same period in 2011, représgnan increase of $0.08 million or 11.9%.

» EBITDA from continuing operations for the three rtoperiod ended December 31, 2012 was
$5.4 million as compared to $3.2 million for thergaperiod in 2011, an increase of $2.2 million
or 68.8%.

* Adjusted free cash flow was an inflow of $1.9 noiflifor the three month period ended December
31, 2012 as compared to an outflow of $1.3 milfonthe same period in 2011, an increase of
$3.2 million.

Revenue

Total revenue for the three month period ended Deee 31, 2012 was $46.4 million, as compared to
$42.9 million for the same period in 2011, repréisgnan increase of $3.5 million or 8.2%. The imge in
total revenue was due primarily to the increasadrhoc charter activity, an increase in core oggni
revenues and the expansion of Cargojet’s netwoBastern Canada.

Revenue related to the core overnight businessugixg fuel surcharges and other cost pass-through
revenues, for the three month period ended Dece@bef012 was $30.3 million compared to $28.1
million for the same period in 2011, an increas&2® million or 7.8%.

Revenue related to the ACMI cargo business fortlinee month period ended December 31, 2012 was
$1.8 million compared to $2.3 million for the saperiod in 2011, a decrease of $0.5 million or 21.7%
The decrease in revenues was due primarily to lagdroc ACMI demand.

Revenue related to scheduled and ad-hoc chartethdahree month period ended December 31, 2012
was $3.9 million compared to $2.5 million for thenge period in 2011, an increase of $1.4 million or
56.0%. The increase in the revenue was due priyntarithe increase in adhoc charter activities dutire
quarter.

Fuel surcharges and other cost pass-through resemere $10.1 million for the three month periodeshd
December 31, 2012 as compared to $9.6 millionHersgame period in 2011, representing an increase of
$0.5 million or 5.2%. Fuel surcharges and othett pass-through revenues include fuel sales to third
parties of $0.8 million for the three month periended December 31, 2012 as compared to $0.4 million
for the same period in 2011, an increase of $0llomior 100.0%.
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Review of Operations for the Three Month Periods etied December 31, 2012 and 2011
(Continued)

Revenue (Continued)

Other revenues were $0.3 million for the three magmeriod ended December 31, 2012 as compared to
$0.4 for the three month period ended Decembe2@®1l1, a decrease of $0.1 or 25.0%.

Direct Expenses

Total direct expenses were $37.6 million for thee¢h month period ended December 31, 2012 as
compared to $35.9 million for the three month pgremded December 31, 2011. As a percentage of
revenue, direct expenses decreased from 83.7%lih t80B1.0% for the same period in 2012.

Fuel costs were $16.7 million for the three monghiqel ended December 31, 2012 as compared to $16.0
million for the same period in 2011. The $0.7 ioill or 4.4% increase in fuel costs were due to an
increase in the block hours related to chartehfigand the expansion of Cargojet's network in &ast
Canada. Any changes in fuel cost experienced bZtmpany due to changes in fuel prices are passed o
to customers as an increase or decrease in tletisditcharges.

Depreciation expense was $2.3 million for the thremth period ended December 31, 2012 as compared
to $1.2 million in 2011, representing an increak®lo1 million or 91.7%. The increase was due prilya

to the acquisition of previously leased aircrafthet end of 2011, the acquisition of one aircra2012 and

a change in the estimate of engine depreciation.

Aircraft costs were $3.1 million for the three miomteriod ended December 31, 2012 as compared4o $4.
million in 2011, representing a decrease of $1.anior 29.5%. The decrease was due primarilyh® t
acquisition of previously leased aircraft and redunc in sub-charter cost due to Cargojet’'s network
expansion in Eastern Canada. These amounts werallpasffset by higher variable cost due to insed
charter activities and expenses related to airtzafie reserves.

Heavy maintenance amortization costs were $0.8amifor the three month period ended December 31,
2012 and remain unchanged from $0.8 million forgame period in 2011. Heavy maintenance of atrcraf
occurs at regular and predetermined intervals astsaelated to these are deferred by the Compathy a

amortized over a period of 24 months until the rsekteduled heavy maintenance.

Maintenance costs were $2.2 million for the thremnth period ended December 31, 2012 as compared to
$2.6 million for the same period in 2011. The daseeof $0.4 million or 15.4% was primarily due he t
decrease in line maintenance costs.

Total crew costs including salaries, training angifioning were $2.4 million for the three monttripd
ended December 31, 2012 and $2.3 million for thmesgeriod in 2011, an increase of $0.1 million or
4.3%. The increase was due primarily to the in@@agost related to ad-hoc charter activities.
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Review of Operations for the Three Month Periods etied December 31, 2012 and 2011
(Continued)

Direct Expenses (Continued)

Commercial and other direct operating costs wer@.Zmillion for the three month period ended
December 31, 2012 as compared to $8.5 millionHersame period in 2011. The increase of $1.7anilli

or 20.0% was due primarily to the increase in gbbandling, landing and navigation charges duééo t
higher number of ad-hoc charter flights and theaasmpn of Cargojet’'s network in Eastern Canada.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expeaswere $6.1 million for the three month period
ended December 31, 2012 compared to $5.4 milliontHe same period in 2011, an increase of $0.7
million or 13.0%. The increase was due primarilyttte increase in employee and management’s bonuses
and the increase in sales and promotional expenses.

EBITDA

EBITDA from continuing operations for the three rtionperiod ended December 31, 2012 was
$5.4 million or 11.6% of revenue, compared to $3iflion or 7.5% of revenue for the same period in
2011. The increase in EBITDA of $2.2 million or.8% was due primarily to the following:

* The increase in core overnight revenues and tharskpn of Cargojet’s network in Eastern
Canada.
* Increased ad-hoc charters.

Finance Costs

Finance costs were $0.8 million for the three mguehiod ended December 31, 2012, and December 31,
2011.

Current Income Taxes

The provision for current income taxes for the ¢hmeonth period ended December 31, 2012 was a charge
of $0.5 million as compared to the charge of $0illian for the same period in 2011. The Company is
carrying forward taxable losses from prior yearschhare eligible to be set-off against the curngsdr’s
taxable profits.
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Review of Operations for the Three Month Periods etied December 31, 2012 and 2011
(Continued)

Deferred Income Taxes

Provision for deferred income taxes for the thremth period ended December 31, 2012 were a recovery
of $0.2 million and was the same for the correspungberiod in 2011. Deferred taxes result from the
change in temporary differences between the fidneiporting and tax bases of certain balance sheet
items for the period.

Adjusted Free Cash Flow

Adjusted free cash flow was an inflow of $1.9 roifli for the three month period ended December 31,
2012, compared to an outflow of $1.3 million foetthree month period ended December 31, 2011. The
increase in adjusted free cash flow for the threatimperiod ended December 31, 2012 was due ptimari
to the increase in EBITDA and changes in workingjtzd

Dividends

Total dividends declared for the three month peanded December 31, 2012 were $1,191,818 or $0.149
per share. In comparison, total dividends decldoedhe three month period ended December 31, 2011
were $1,079,112 or $0.135 per share.

Date Dividend
Record Dat Paid/Payab Declare Number of Shart Per Shai Paic
$ $ $
September 20, 2012 October 5, 2012 - - - 1,135,065
December 20, 20: January 4, 20: 1,191,81 7,993,41 0.149:
1,191,818 0.1491 1,135,065
Date Dividend
Record Dat Paid/Payab Declarel Number of Shar¢ 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

The Company increased its dividend to $0.149 paresifirom $0.142 per share on a quarterly basis
effective with the three month period ended Decearie2012.

Liquidity and Capital Resources

Cash provided by operating activities after netngjes in non-cash working capital balances for lteet
month period ended December 31, 2012 was $6.7omi#ls compared to $2.0 million for the same period
in 2011. The $4.7 million increase in cash was pumarily to the increase in EBITDA and timing of
collections of accounts receivable and settlemeatoounts payable.
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Review of Operations for the Three Month Periods etied December 31, 2012 and 2011
(Continued)

Ligquidity and Capital Resources (Continued)

Cash used in financing activities during the thremth period ended December 31, 2012 was $0.4omilli
as compared to the inflow of $2.5 million for trerse period in 2011. The $2.9 million decrease wes d
to the lower bank borrowings in 2012.

Cash used in investing activities during the thremth period ended December 31, 2012 was $6.6omilli
and was due primarily to net capital asset addition

Capital Expenditures

Net capital asset additions were $6.9 million foe three month period ended December 31, 2012 as
compared to $4.3 million for the same period inR0lhe capital asset additions in the current geniere
comprised of the purchase of engines, the trarffdreavy maintenance deposits for leased aircoaft t
deferred heavy maintenance and the purchase @helksimprovements and rotable assets.
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Review of Operations for the Twelve Month Periodsmded December 31, 2012 and 2011

Highlights for the Twelve Month Periods Ended Deceier 31, 2012 and 2011

e Total revenue for the twelve month period endedebdzer 31, 2012 was $168.8 million as
compared to $165.5 million for the same period 2, representing an increase of $3.3 million
or 2.0%.

* Average daily cargo revenue excluding fuel surcesrgnd other cost pass-through revenues for
the twelve month period ended December 31, 2012 $@a86 million per operating day, as
compared to $0.64 million per operating day for $hene period in 2011, representing an increase
of $0.02 million or 3.1%.

» EBITDA from continuing operations for the twelve mb period ended December 31, 2012 was
$16.9 million as compared to $15.2 million for $eme period in 2011 representing an increase of
$1.7 million or 11.2%.

* Adjusted free cash flow was an inflow of $8.2 roifii for the twelve month period ended
December 31, 2012 as compared to an inflow of $3l0on for the same period in 2011, an
increase of $5.2 million or 173.3%.

Revenue

Total revenue for the twelve month period endeddbdzer 31, 2012 was $168.8 million as compared to
$165.5 million for the same period in 2011, repnéisg an increase of $3.3 million or 2.0%. The eage

in revenues was due primarily to higher ad-hoc tehaevenues and the expansion of Cargojet’'s né&twor
in Eastern Canada.

Revenue related to the core overnight businessugixg fuel surcharges and other cost pass-through
revenues, for the twelve month period ended Dece®be2012 was $109.4 million compared to $110.3
million for the same period in 2011, a decreas®00® million or 0.8%.

Revenue related to the ACMI cargo business fortwedve month period ended December 31, 2012 was
$6.5 million compared to $9.5 million for the saperiod in 2011, a decrease of $3.0 million or 31.6%
The decrease in ACMI revenues was due primarilfhéocancellation of an ACMI route in last quartér o
2011 by one of Cargojet’s customers who exited\bgh American air cargo market.

Revenue related to scheduled and ad-hoc charteteddwelve month period ended December 31, 2012
was $14.2 million compared to $6.5 million for ts@me period in 2011, an increase of $7.7 million or
118.5%. The increase in the revenue was due phimarthe increase in ad-hoc charter activitiesirdur
the year.

Fuel surcharges and other cost pass-through resemaee $37.2 million for the twelve month period
ended December 31, 2012 as compared to $37.7 milto the same period in 2011, representing a
decrease of $0.5 million or 1.3%. The decrease duasprimarily to the reduction in ACMI surcharge
revenue partially offset by an increase in thirdyéuel sales. Fuel surcharges and other costibasagh
revenues include fuel sales to third parties o8 $8illion for the twelve month period ended Decenikk,
2012, as compared to $2.1 million for the sameogkein 2011.
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Review of Operations for the Twelve Month Periodsmded December 31, 2012 and 2011
(Continued)

Revenue (Continued)

Other revenues were $1.5 million for the twelve thoperiod ended December 31, 2012 and remained
unchanged from $1.5 million for the same perio@041.

Direct Expenses

Total direct expenses were $140.5 million for thwelve month period ended December 31, 2012 as
compared to $135.7 million for the same periodGA L, representing an increase of $4.8 million 6#/3.

As a percentage of revenue, direct expenses ireddeam 82.0% in 2011 to 83.2% for the same peinod
2012. The overall increase in direct expenses waspdimarily to higher fuel costs, increased conunadr
and crew costs and increased depreciation expemtially offset by savings in maintenance and aiitcr
costs.

Fuel costs were $62.4 million for the twelve mopétiod ended December 31, 2012 as compared to $56.8
million for the same period in 2011. The $5.6 moill or 9.9% increase in fuel costs were due todrigh
fuel prices and an increase in block hours flowlatesl to ad-hoc charter flights and the expansibn o
Cargojet’'s network in Eastern Canada. The costried by the Company due to higher fuel prices was
passed on to customers as an increase in theisdugharges.

Depreciation expense increased from $4.8 millior2@11 to $6.4 million in 2012, an increase of $1.6
million or 33.3%. The increase was due primarilyhte acquisition of previously leased aircrafthe tast
guarter of 2011 and a change in the estimate telatengine depreciation partially offset by thée saf
regional aircraft.

Aircraft costs were $14.8 million for the twelve nib period ended December 31, 2012 as compared to
$16.1 million for the same period in 2011. The $hillion or 8.1% decrease in aircraft costs were du
primarily to lower lease costs due to the acquisitf previously leased aircraft in the last quaotfe2011

and the cancellation of regional sub-charter fégiite to Cargojet’s network expansion in EastemmaGa,
partially offset by the lease of 767 engines duenscheduled engine maintenance.

Heavy maintenance amortization costs were $2.9amifor the twelve month period ended December 31,
2012 as compared to $3.4 million for the same pand2011, a decrease of $0.5 million or 14.7%.aWe
maintenance of aircraft occurs at regular and peegened intervals and costs related to these eferred

by the Company and amortized over a period of 184omonths until the next scheduled heavy
maintenance.

Maintenance costs were $9.0 million for the twetventh period ended December 31, 2012 as compared
to $10.0 million for the same period in 2011. Tlerase of $1.0 million or 10.0% was primarily dae
the decrease in maintenance staff and lower linater@ance cost.
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Review of Operations for the Twelve Month Periodsmded December 31, 2012 and 2011
(Continued)

Direct Expenses (Continued)

Total crew costs including salaries, training andifioning were $9.6 million for the twelve montard
ended December 31, 2012 as compared to $9.4 mfthiothe same period in 2011, an increase of $0.2
million or 2.1%. The increase was due primarilghe increase in crew positioning costs.

Commercial and other direct operating costs werg.33nillion for the twelve month period ended
December 31, 2012 as compared to $34.9 milliontder same period in 2011. The increase of $0.4
million or 1.1% was due primarily to the increasegground handling, landing and navigation charges d
to the higher number of ad-hoc charter flights dod to the expansion of Cargojet’s network in Baste
Canada.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expessvere $18.9 million for the twelve month period
ended December 31, 2012 compared to $19.6 milbortife same period in 2011. The decrease of $0.7
million in SG&A expenses was due primarily to stafduction in 2012, foreign exchange losses and
dissolution costs in 2011 related to Prince Edwand Ltd. partially offset by higher employee and
management bonuses in 2012.

EBITDA

EBITDA from continuing operations for the twelve nib period ended December 31, 2012 was
$16.9 million or 10.0% of revenue, compared to $1%illion or 9.2% of revenue for the same period in
2011. The increase of $1.7 million in EBITDA wasedprimarily to the following:

» The increase in core overnight revenues due te¥pansion of Cargojet’'s network in Eastern
Canada.

* Increased ad-hoc charters during the year.

e Savings from headcount reductions.

* Reduced net heavy maintenance expenditures.

Finance Costs
Net finance costs were $3.3 million for the twehaenth period ended December 31, 2012, compared to
$3.1 million for the twelve month period ended Deber 31, 2011. The increase of $0.2 million or 6.5%

was due to the interest on debentures and thegiofithe issuance of new debentures and the redampt
of old debentures.

Current Income Taxes

The provision for current income taxes for the sigemonth period ended December 31, 2012 was a
charge of $0.5 million as compared to the chargghb million for the same period in 2011. The
Company is carrying forward taxable losses fromipyears that are eligible to be set-off against th
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Review of Operations for the Twelve Month Periodsmded December 31, 2012 and 2011
(Continued)

Current Income Taxes (Continued)

current year's taxable profits.

Deferred Income Taxes

The deferred income tax provision of $1.0 milliar the twelve month period ended December 31, 2012
compared to the recovery of deferred income ta®0db million for the same period in 2011 represéims
change in temporary differences between the fidneiporting and tax bases of certain balance sheet
items for the period and the reduction of defetsedasset on operating losses proportionate tzatibn
during the current year to offset income.

Adjusted Free Cash Flow

Adjusted free cash flow was an inflow of $8.2 naifiifor the twelve month period ended December 31,
2012, compared to an inflow of $3.0 million for ttveelve month period ended December 31, 2011. The
improvement of $5.2 million was due primarily teetincrease in EBITDA and lower expenditures for
property, plant and equipment.

Dividends

Total dividends declared for the twelve month pgeaded December 31, 2012 were $4,597,013 or $0.575
per share. In comparison, total dividends decléoedhe twelve month period ended December 31, 2011
were $4,244,504 or $0.531 per share.

Date

Dividends
Record Dat Paid/Payabl Declare( Number of Share Per Shar Paic
$ $ $
December 20, 20: January 5, 201 - - - 1,079,11:
March 20, 201 April 5, 2012 1,135,06! 7,993,41¢t 0.142( 1,135,06!
June 20, 201 July 5, 201. 1,135,06! 7,993,41¢t 0.142( 1,135,06!
September 20, 20. October 5, 201 1,135,06! 7,993 ,41¢ 0.142( 1,135,06!
December 20, 20! January 4, 201 1,191,81i 7,993 ,41¢ 0.149!
4,597,013 0.5751 4,484,307
Date Dividenc
Record Dai Paid/Payab Declarer Number of Shar: Per Shal Paic
T T T
Decenber 31, 20 January 14, 20 - - - 335,72
January 31, 20 February 15, 20 335,72, 7,993,41 0.042 335,72
February 28, 20. March 15, 201 335,72 7,993,41 0.042 335,72
March 31, 201 April 15, 201 335,72, 7,993,41 0.042 335,72
June 20, 20: July 5, 201 1,079,11 7,993,41 0.13A 1,079,11
Septermber 20, 2( October 5, 20. 1,079,11 7,993,41 0.13A 1,079,11
Decenber 20, 20 January 5, 20 1,07911 7,993,41 0.135( -
4244504 0.5310 3,501,115

The Company began paying dividends on a quarte$isbeffective with the three month period ended
June 30, 2011.

The Company increased its dividend to $0.149 paresfirom $0.142 per share on a quarterly basis
effective with the three month period ended Decearie2012.
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Review of Operations for the Twelve Month Periodsmded December 31, 2012 and 2011
(Continued)

Liquidity and Capital Resources

Cash provided by operating activities from contngubperations after net changes in non-cash working
capital balances for the twelve month period erdedember 31, 2012 was $20.4 million as compared to
$15.1 million for the same period in 2011. The @age of $5.3 million in cash was due primarilyhe t
increase in EBITDA, the transfer of heavy mainte@adeposits that will not be refunded but will reelu
the obligations related to leased returned contiand the timing of collections of accounts reakig
and settlement of accounts payable.

Cash used in financing activities during the twetaenth period ended December 31, 2012 was $9.8
million and was comprised of the net repayment afgiterm debt of $7.6 million, redemption of
debentures of $24.7 million, purchase of treasheyes of $0.3 million and dividends paid to shaldéis

of $4.5 million partially offset by the proceedsiin the issuance of debentures of $27.3 million.

Cash used in investing activities during the twelwenth period ended December 31, 2012 was
$10.3 million and was primarily comprised of netlsidns to property, plant and equipment.

The Company renewed its revolving credit facilititwa Canadian chartered bank in October 12, 2012.
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, 2015. 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 G was in compliance with all covenants as at
December 31, 2012.

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 Compaarnyd certain other entities of the
Company; and

» assignment of insurance proceeds, payable to tile ba

The Company also maintains fixed loans with anotBanadian chartered bank through its subsidiary
Cargojet Airways Ltd. (“CJA"). The fixed loans baaterest at rates ranging from 8.1% to 8.2%. Ty
secured by the regional aircraft owned by CJA amel Company’s notes receivable. The loans are
repayable in monthly installments plus interest wiltl mature by August 2014. The Company has also
provided a standby letter of credit of $780,00€h®bank which is held against the fixed loans.

Management anticipates that the funds availablesutite revolving credit facility and cash flow from
operations will be adequate to fund anticipatedtabpxpenditures, working capital and cash divitken
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 Coryigaability to undertake any transaction which is
essential to the Company’s operations.
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Review of Operations for the Twelve Month Periodsmded December 31, 2012 and 2011
(Continued)

Capital Expenditures

Net additions to property, plant and equipment w&té.5 million for the twelve month period ended
December 31, 2012 as compared to $10.3 milliothfersame period in 2011.

Financial Condition

The following is a comparison of the financial gmsi of the Company as at December 31, 2012 to the
financial position of the Company as at Decembe2811.

Accounts Receivable

Accounts receivable as at December 31, 2012 amduot®11.2 million as compared to $10.7 million as
at December 31, 2011. The increase of $0.5 milli@s due to the timing of cash collections from
customers. The quality of the Company’'s net reddevabalances and its current collections, in
management’s opinion, remains excellent.

Property, Plant and Equipment

As at December 31, 2012 property, plant and equiprmwvere $46.7 million as compared to $44.0 million
as at December 31, 2011. The $2.7 million netease in property, plant and equipment was due
primarily to the property, plant and equipment &dds of $11.5 million, the recognition of $1.5 hah
deferred heavy maintenance assets partially dffgdihe amortization of property, plant and equiptren
$9.8 million and asset impairment of $0.5 million.

Trade and Other Payables

Trade and other payables as at December 31, 20(2$44.8 million as compared to $10.6 million as at
December 31, 2011. The increase of $1.2 millios dize primarily to the timing of supplier payments.

Working Capital Position

The Company had a working capital surplus as aebeer 31, 2012, representing the difference between
total current assets and current liabilities, of3$tillion, compared to a working capital surpluis$a.6
million as at December 31, 2011. The decrease & ®lion is primarily due to the timing of collgon

of trade and other receivables and settlementaofetand other payables partially offset by a deerea
prepaid expenses and deposits.

Borrowings

Total borrowings excluding the current portion w880 million as at December 31, 2012 as compared t
$10.6 million as at December 31, 2011. The lomgitdebt consists of revolving credit facility anged
loans. The decrease of $7.6 million is due to #uiced usage of the revolving credit facility arudtial
repayment of the fixed loans.
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Financial Condition (Continued)

Provisions

Provisions as at December 31, 2012 were $1.5 mili® compared to $nil as at December 31, 2011 and
were comprised of maintenance liabilities for lehs@craft estimated to be incurred at the endhefrt
lease terms.

Summary of Contractual Obligations

Payments due by period

As at December 31, 20 Total 201z 201 201k 201¢ Thereafte
(in thousands) $ $ $ $ $ $
Fixed loans 1,139 822 317 - - ‘
USD forward sale contracts 1,000 00,0 - - - -
Revolving credit facility 2,730 - - 2,730 - -
Operating leases 33,112 10,514 370, 9,079 1,989 1,15:

37,981 12,33¢ 10,69¢ 11,80¢ 1,98¢ 1,15¢

Off-Balance Sheet Arrangements

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

Major Customers

During the three and twelve month periods endedeber 31, 2012, the Company had sales to three
customers that represented 54% and 55%, of thertatanues, respectively (December 31, 2011 — 53%
and 48% respectively). These sales are providedrsatvice agreements that expire over variousgeri

to September 2018.

Contingencies

The Company has provided irrevocable standby &etbércredit totaling approximately $3.0 million to
financial institutions as security for its loansrmorate credit cards, and to a number of vendoseaurity
for the Company’s ongoing leases and purchases.
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Financial Condition (Continued)

Outlook

Cargojet experienced strong demand for its chagevices and customer demand on its core overnight
network improved with stabilizing economic conditso Cargojet continues to retain all of its major
customers and expects that demand on its core ighemetwork will further improve with a stronger
economy. The pro-active management of its fleeaciyy strong on-time performance and control atger
cost structure will give added advantage to the oy in this competitive market. Management expects
to achieve organic growth within its existing custy base and to obtain new customers for both its
domestic and international routes as the Companyaking efforts to build on its competitive market
position. Continued efforts to expand business twgated growth opportunities in Eastern Canadssin
overnight network and in international market,tsigharter activities that has resulted in enhaecgsnto
volumes and revenue. The Company expects long-¢eimancements to overnight and charter volumes
and revenue as a result of the new activities.

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 continoie
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 tlamge 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 confoymiith IFRS requires management to make estimates
and assumptions that affect the reported amourdssgts and liabilities and disclosure of contingssets

and liabilities at the date of the financial staéerts and reported amounts of revenue and expensesg d

the reporting period. Actual results could diffeorh those estimates. The significant items reggithe

use of management estimates are the valuationnahdial instruments, the impairment assessment of
property, plant and equipment and goodwill, theoaoting for deferred taxes, and the estimate of
provisions. The table below discloses the methagolassed by management in the assessment of these
accounting estimates.
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Financial Condition (Continued)

Critical Estimates (Continued)

Critical
Accounting
Estimate

Methodology and Assumptions

Financial
instruments

The issuance or repurchase of a compound instryraech as convertible debentur
requires the Company to estimate the debt andyequinponents of the instrumen
issued or repurchased. Estimates are also reqtoredetermining the fair values (¢
financial instruments that are not publicly tradeddisclosure purposes.

pS,
ts
nf

Impairment of
property, plant and
equipment and
goodwill

At the end of each reporting period, the Compameres the carrying amounts of i
property, plant and equipment and goodwill to daiee whether there is any indicatig
that those assets have suffered an impairment lbsgy such indication exists, th
recoverable amount of the asset is estimated ierdi determine the extent of tf
impairment loss. Where it is not possible to estaméhe recoverable amount of
individual asset, the Company estimates the reatmeramount of the cash-generat
unit to which the asset belongs.

Recoverable amount is the higher of fair value lessts to sell and value in use.
assessing value in use, the estimated future dasis fire discounted to their presd
value using a pre-tax discount rate that refleatsent market assessments of the t
value of money and the risks specific to the aksetvhich the estimates of future ca

IS
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e
ne
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ng
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pnt
me
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flows have not been adjusted. If the recoverabieumt of an asset or cash-generating

unit is estimated to be less than its carrying amhaihe 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 rezedrnb the extent that it is probable that theié bvei
sufficient taxable profits against which to utilizbhe benefits of the tempora

Yy

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

reviews the carrying amount of deferred tax asaethie end of each reporting peri

and are reduced to the extent that it is no lopgebable that sufficient taxable profits

will be available to allow all or part of the assebe recovered.

bd

Provisions

The Company has estimated that it wdlir certain maintenance costs at the end o
lease terms and has recorded a maintenance proliesidity for these costs. Such cod
have been estimated based on contractual commgnagat Company specific histor|
The Company reviews the provisions at each regpgeriod to determine the change

the
ts
V.
in

estimated liability.
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Financial Condition (Continued)

Accounting changes

Accounting standards effective for 2012

IFRS 7, Financial InstrumentsDisclosuresand IAS 12, Income Taxewere amended to address
disclosures with respect to the transfer of finah@ssets and the recovery of revalued investment
properties, respectively. These amendments, whiste wffective January 1, 2012, had no impact on the
Company'’s financial statements.

A number of new standards, amendments to standadignterpretations have been issued but are ot ye
effective for the financial year ending December 2012, and accordingly, have not been applied in
preparing these financial statements:

Presentation of Financial Statements

The IASB amendedAS 1, Presentation of Financial Statements (“IAS ,1ffyoviding 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 Comypa
does not expect the adoption of this standard ve hasignificant impact on the Company’s disclosure

Annual Improvements to IFRSs: 2009 — 2011 Cycle
The Annual Improvements to IFRSs: 2009 — 2011 Cyuotdude a number of amendments to various
IFRSs that are effective for periods beginning pafter January 1, 2013.

Amendments tolAS 1, Presentation of Financial Statemewtarify the requirements for providing
comparative information in financial statements. eékrdments reduce the amount of information from
previous reporting periods which is required toréeeated in the event of a change in accountinigypol
reclassification or restatement by limiting the uegment to present an additional statement omnfired
position to circumstances when the statement igmiadly affected and by clarifying that related esto

an additional statement of financial position avénequired.

IAS 16, Property, Plant and Equipmemas amended to clarify the classification requeatrfor servicing
equipment. If spare parts and servicing equipmesgtnthe definition of property, plant and equipment
they should be accounted for as such rather tltamrant asset.

IAS 34, Interim Financial Reportinggas amended to clarify the requirements on segmémimation for
total assets and liabilities for each reportabtgrsmt.

The Company does not expect the adoption of thesendments to have a significant impact on the
Company'’s disclosures.

Employee Benefits

The primary amendment 14S 19, Employee Benefiis the elimination of the corridor approach, wath
requirement that all changes to the defined bewéligation and planned assets to be recognizedhwhe
they occur. The standard also does not permit skeofl an assumed expected rate of return whichrdiff
from the rate used to discount plan liabilities ahdnges the presentation for defined benefit plans

This standard is applicable for periods commendeguary 1, 2013. Retrospective application is redui
with certain exceptions. The Company does not dxipecadoption of this standard to have a significa
impact on its results of operations, financial posiand disclosures.
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Standards and interpretations issued not yet adopte(continued)

Fair Value Measurement

IFRS 13, Fair Value Measurement (“IFRS 13%)a new standard that defines fair value, setsnoa ingle
IFRS, a framework for measuring fair value ameduires disclosures about fair value measengs.
IFRS 13 does not determine when an asset, a tiabilian entity’s own equity instrument is measuatd
fair value. Rather, the measurement and disclosgairements of IFRS 13 apply when another IFRS
requires or permits the item to be measured atvalue (with limited exceptions). The standard is
applicable commencing January 1, 2013.

Consolidation, Joint Arrangements, Associates aisglDsures
A package of five standards addressing consolidajmnt arrangements, associates and disclosuees a
effective for periods beginning on or after Janugr2013.

IFRS 10, Consolidated Financial Statements (“IFRB) lbuilds on existing principles by identifying the
concept of control as the determining factor in thbe an entity should be included within the
consolidated financial statements of the parentp@om. The standard provides additional guidance to
assist in the determination of control where thidifficult to assess.

IFRS 11, Joint Arrangemenisstablishes principles that are applicable to abeounting for all joint
arrangements.

IFRS 12, Disclosure of Interests in Other Entit@svides guidance on disclosure requirements for a
forms of interests in other entities, including sidiaries, joint arrangements, associates and
unconsolidated structured entities.

The Company does not expect the implementatiomesd standards to have a significant impact on the
Company'’s results of operations, financial positmal disclosures.

Offsetting Financial Assets and Financial Liabésiand Related Disclosures

Amendments tolFRS 7, Financial Instruments: Disclosureend IAS 32, Financial Instruments:
Presentation applicable for periods commencing on or afteruday 1, 2013 and January 1, 2014,
respectively, require entities to disclose inforimatabout rights of offset and related arrangements
clarify existing application issues relating to tléfset of financial assets and financial liabddi
requirements. The Company does not expect the iadapitthese standards to have a significant impact
the Company’s disclosures

Financial Instruments

The IASB has issuetFRS 9, Financial Instruments (“IFRS 9"Wwhich will ultimately replacdAS 39,
Financial Instruments: Recognition and Measurenfd&S 39”). IFRS 9 introduces new requirements for
the classification and measurement of financiattzssnd liabilities and for de-recognition.

The replacement of IAS 39 is a multi-phase projeith the objective of improving and simplifying the
reporting for financial instruments and the isswaf 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.
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Outstanding Share Data

Cargojet listed its common shares for trading omuday 6, 2011 under the symbol “CJT” on the TSX
stock Exchange. The following table sets out thewroon shares outstanding and securities convertible
into common shares as of the date of this MD&A:

Authorized/ Outstanding Common Shares
Principal underlying
Capital Convertible securities
Common Shares Unlimited 7,993,416 -
Convertible Debentures - 6.5% $ 28,750,000 - 2,446,809

Information Disclosure Controls and Procedures andinternal Controls over Financial
Reporting

Disclosure controls and procedures within the Camgare designed to provide reasonable assurante tha
appropriate and timely decisions are made regangirimgic disclosure. This is accomplished throulgé 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 desd 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 Comparnyisclosure controls and procedures and internal
controls over financial reporting, as defined unither rules of the Canadian Securities Administeataras
conducted at December 31, 2012 by management.dRas¢his evaluation, the Chief Executive Officer
and the Chief Financial Officer have concluded tinat disclosure controls and procedures and interna
controls over financial reporting of the Compang affective. This Management Discussion and Amglys
was reviewed by the Disclosure Officers of the Camp(individuals authorized to communicate with the
public about information concerning the Companiyg, Audit Committee and the Board of Directors @& th
Company, all of whom approved it prior to its pehlion.

End Notes

@ All references to “EBITDA” in the Management’s Pisssion and Analysis exclude some or all of the
following: “depreciation, 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 IFRS andeefibre unlikely to be comparable to similar
measures used by other issuers. EBITDA is a meaduhe Company’s operating profitability and by
definition, excludes certain items as detailed &oVhese items are viewed by management as non-
cash (in the case of depreciation, gain or losglisposal of capital assets, amortization of aitcraf
heavy maintenance expenditures and future incomeegovery), or non-operating (in the case of
interest on long-term debt, provision for currentame taxes and non-controlling interest). The
underlying reasons for exclusion of each item arfobows:
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(Continued)
Depreciation -as a non-cash item, depreciation has no impattiedetermination of EBITDA.

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.

Deferred income tax - the calculation of deferred income tax is a fiorctof temporary
differences between the financial reporting andtétxebasis of balance sheet items for calculating
tax expense and is separate from the daily opaesabbthe 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.

Gain or loss on disposal of property, plant & equiment - the gain or loss arising from the
disposal of property, plant & equipment is a hoakcdem and has no impact on the determination
of EBITDA.

Gain or loss on disposal of intangible assetsthe gain or loss arising from the disposal of
intangible assets is a non-cash item and has nacihgm the determination of EBITDA.

Gain or loss on repurchases of debentures the gain or loss arising from repurchase of
debentures is a non-cash item and has no impabeatetermination of EBITDA.

Aircraft heavy maintenance depreciation- aircraft heavy maintenance depreciation represant
non-cash item and is excluded from EBITDA.

Amortization of maintenance deposits— amortization of non-refundable maintenance deéposi
paid to lessors that exceeds the estimated amoecdserable represents a non-cash item and is
excluded from EBITDA.

Adjusted Free Cash Flow is a term, which does aetha 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. Adptgstree Cash Flow is not necessarily indicative
of cash available to fund cash needs and shoulthenabnsidered 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

In November 2010, the Canadian Institute of Chadekccounts (“CICA”) issued a consultation
guidance titledReporting Supplementary Financial Measures, Generaiciples (The Guidance)
The Guidance approved the continuation of previopsiblished guidance on EBITDA and free
cash flow as they continue to be relevant in th& RS environment.
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Standardized Free Cash Flow is defined as “CasVvsffoom operating activities as reported in the
IFRS financial statements, including operating cBeivs provided from or used in discontinued

operations; total capital expenditures minus prdsdeom the disposition of capital assets other
than those of discontinued operations, as repantéite IFRS financial statements; and dividends,
when stipulated, unless deducted in arriving al élasvs 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 defipnegtieb CICA, less operating cash flows
provided from or used in discontinued operatiof@nges in working capital, plus provision or
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.

Changes in working capital- Changes in non-cash working capital items anubsiés 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 expected cash outflows from the provisiorwfent
income tax is deducted to determine cash that &ladble for dividend distributions as it has
priority over distribution.



