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LISTING PARTICULARS CIRCULATION IN THE UNITED STATES
IS RESTRICTED

€1,900,000,000
(equivalent)

BOMBARDIER

€800,000,000 Floating Rate Senior Notes due 2013
US$385,000,000 8% Senior Notes due 2014
€800,000,000 7¥9%0 Senior Notes due 2016

This document consists of the listing particulars (the "Listing Particulars™) in connection with the application to have
the €800,000,000 aggregate principal amount of its floating rate senior notes due 2013 (the "Floating Rate Notes"),
US$385,000,000 aggregate principal amount of its 8% senior notes due 2014 (the “2014 Notes") and €800,000,000 aggregate
principal amount of its 7¥4% senior notes due 2016 (the "2016 Notes" and, collectively with the Floating Rate Notes and the
2014 Notes, the "Notes") issued by Bombardier Inc. (the "Issuer”) listed on the Official List of the Luxembourg Stock
Exchange and admitted for trading on the Euro MTF Market of the Luxembourg Stock Exchange. These Listing Particulars
supplement the Offering Memorandum dated November 10, 2006 (the "Offering Memorandum™) attached as Appendix 1.

The section of the Offering Memorandum on page 230 entitled "Clearing Information™ is replaced by the following:
Clearing Information
The notes sold pursuant to Regulation S and Rule 144A under the Securities Act have been accepted for clearance

through the facilities of Euroclear and Clearstream Banking. The Common Code and ISIN numbers for these Notes are as
follows:

Reg. S. ISIN Reg. S Common Code 144A 1SIN 144A Common Code
Floating Rate Notes XS0273978592 027397859 XS0273978915 027397891
2014 Notes USC10602AK32 027398081 US097751AM35 027525865
2016 Notes XS0273988393 027398839 XS0273989102 027398910

In addition, the Reg. S CUSIP for the 2014 Notes is C10602 AK3 and the 144A CUSIP for the 2014 Notes is 097751
AMS3.

These Listing Particulars are provided only for the purpose of obtaining approval of admission of the Notes to the
Official List of the Luxembourg Stock Exchange and admission for trading on the Euro MTF Market of the Luxembourg
Stock Exchange and shall not be used for or distributed for any other purpose. These Listing Particulars do not constitute an
offer to sell, or a solicitation of an offer to buy, any of the Notes.

The Issuer accepts responsibility for the information contained in these Listing Particulars. To the best of its
knowledge (having taken reasonable care to ensure that such is the case), the information contained in these Listing Particulars
is in accordance with the facts and does not omit anything likely to affect the impact of such information. These Listing
Particulars may only be used for the purpose for which they have been published.

The notes have not been and will not be registered under the United States Securities Act of 1933, as amended
(the “Securities Act”), or any state securities laws and may not be offered or sold except pursuant to an exemption
from, or in a transaction not subject to, the registration requirements of the Securities Act or any state securities laws.
Accordingly, the notes are being offered and sold in the United States only to “qualified institutional buyers” in
compliance with Rule 144A under the Securities Act and to non-U.S. persons in offshore transactions in compliance
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with Regulation S under the Securities Act. Each purchaser of the notes offered hereby in making its purchase will be
deemed to have made certain acknowledgements, representations and agreements with respect to its purchase of the

notes as described herein. The notes are subject to transfer and selling restrictions in certain countries, including the
United States and Canada. You should read the restrictions described under “Notice to Investors.”

The date of these Listing Particulars is November 10, 2006.
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APPENDIX 1

Offering Memorandum dated November 10, 2006



OFFERING MEMORANDUM CIRCULATION IN THE UNITED STATES
IS RESTRICTED

€1,900,000,000
(equivalent)

BOMBARDIER

€800,000,000 Floating Rate Senior Notes due 2013
US$385,000,000 8% Senior Notes due 2014
€800,000,000 7'2% Senior Notes due 2016

Bombardier Inc. (“Bombardier”) is offering €800,000,000 aggregate principal amount of its floating rate senior
notes due 2013 (the “Floating Rate Notes”), US$385,000,000 aggregate principal amount of its 8% senior notes due
2014 (the “2014 Notes"”) and €800,000,000 aggregate principal amount of its 7% senior notes due 2016 (the “2016
Notes” and, collectively with the 2014 Notes, the “Fixed Rate Notes” and, collectively with the 2014 Notes and the
Floating Rate Notes, the “notes”). Bombardier will pay interest on the Floating Rate Notes on February 15, May 15,
August 15 and November 15 of each year, beginning on February 15, 2007, and it will pay interest on the Fixed Rate
Notes on May 15 and November 15 of each year, beginning on May 15, 2007. The Floating Rate Notes will mature on
November 15, 2013. The 2014 Notes will mature on November 15, 2014. The 2016 Notes will mature on November 15,
2016. Prior to specified dates, Bombardier may redeem some or all of the notes of a series by paying a “make-whole”
premium. At any time on or prior to November 15, 2009, Bombardier may, at its option, from time to time redeem up
to 35% of the notes of any series of Fixed Rate Notes with the proceeds of one or more equity offerings. The
redemption prices are discussed under the caption “Description of the Notes—Optional Redemption.”

Bombardier may also redeem each series of notes at 100% of its principal amount plus accrued and unpaid
interest, if any, if at any time Bombardier becomes obligated to pay withholding tax as a result of a change in law. See
“Description of the Notes—Redemption for Changes in Withholding Taxes.” If Bombardier experiences certain change
of control events, Bombardier will be required to make an offer to purchase the notes at a purchase price of 101% of
the principal amount, plus accrued and unpaid interest, if any, to the date of purchase. See “Description of the Notes—
Purchase of Notes Upon a Change of Control.”

The notes will be direct, unsecured senior obligations of Bombardier and will rank equal in right of payment (“pari
passu”) with all other unsecured and unsubordinated indebtedness and other obligations of Bombardier. The notes in
each series will rank among themselves equally without preference or priority. The notes are not obligations of any of
Bombardier's subsidiaries.

This offering memorandum includes additional information on the terms of the notes, including redemption and
repurchase prices, covenants and transfer restrictions. See “Description of the Notes.”

Bombardier has applied to have the notes listed on the Official List of the Luxembourg Stock Exchange and
admitted for trading on the Euro MTF Market of the Luxembourg Stock Exchange.

Investing in the notes involves risks. See “Risk Factors” beginning on page 16 of this offering memorandum.

The notes have not been and will not be registered under the United States Securities Act of 1933, as
amended (the “Securities Act”), or any state securities laws and may not be offered or sold except
pursuant to an exemption from, or in a transaction not subject to, the registration requirements of the
Securities Act or any state securities laws. Accordingly, the notes are being offered and sold in the United
States only to “qualified institutional buyers” in compliance with Rule 144A under the Securities Act and
to non-U.S. persons in offshore transactions in compliance with Regulation S under the Securities Act.
Each purchaser of the notes offered hereby in making its purchase will be deemed to have made certain
acknowledgements, representations and agreements with respect to its purchase of the notes as
described herein. The notes are subject to transfer and selling restrictions in certain countries, including
the United States and Canada. You should read the restrictions described under “Notice to Investors.”

Offering price for the Floating Rate Notes: 100%.
Offering price for the 2014 Notes: 100%.
Offering price for the 2016 Notes: 100%.

Bombardier expects that the delivery of the notes will be made on or about November 16, 2006.

Joint Lead and Joint Book-Running Managers

Deutsche Bank JPNMorgan BNP PARIBAS
Co-Managers
ABN AMRO BayernLB Calyon
Commerzbank Corporates & NMarkets Dresdner Kleinwort
NBF Securities (USA) Corp. Natexis Banques Populaires UBS Investment Bank
Citigroup RBC Capital Markets

The date of this offering memorandum is November 10, 2006.






IMPORTANT INFORMATION ABOUT THIS OFFERING MIEMORANDUM
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In this offering memorandum, unless otherwise specified, the terms “we,” “our,” “us” and
the “Bombardier Group” refer to Bombardier Inc., a company incorporated under the laws of
Canada, and its consolidated subsidiaries, collectively and the term “Bombardier” refers only
to Bombardier Inc. Unless otherwise specified, all information presented is as at and for the
year ended January 31, 2006.

“Bombardier,” “CRJ,” “Global Express,” “Global 5000,” “Challenger,” “Learjet,”
“Q Series,” and various other words, numbers and configurations used in this offering
memorandum are trademarks and/or tradenames of various products of Bombardier and/or its
affiliates and are registered and/or otherwise protected under applicable law.

No dealer, salesperson or any other individual has been authorized to give any information
or to make any representations other than those contained in this offering memorandum in
connection with the offer made by this offering memorandum and, if given or made, such
information or representations must not be relied upon as having been authorized by us or the
initial purchasers or any of their respective agents. Neither the delivery of this offering
memorandum nor any sale made hereunder shall under any circumstances create any implica-
tion that there has been no change in our affairs or the affairs of any of our subsidiaries, or
with respect to any other matter discussed herein, since the date hereof.

This offering memorandum has been prepared solely in connection with an offering in
compliance with an exemption under the Securities Act for the benefit of prospective investors
interested in the notes and qualified to purchase the notes in transactions exempt from
registration under, or not otherwise subject to, the Securities Act. This offering memorandum
is personal to the offeree to whom it has been delivered and does not constitute an offer to
any other person or the public generally to subscribe for or otherwise acquire the notes.
Distribution of this offering memorandum to any person other than the offeree and those
persons, if any, retained to advise such offeree with respect thereto is unauthorized, and any
disclosure of any of its contents without our prior written consent is prohibited. Each offeree,
by accepting delivery of this offering memorandum, agrees to the foregoing and to make no
copies of (and not to transmit electronically) this offering memorandum or any documents
referred to herein.

This offering memorandum does not constitute an offer to sell or a solicitation of an offer
to buy any notes in any jurisdiction to any person to whom it is unlawful to make such an
offer or solicitation in such jurisdiction.

The notes have not been registered with, or recommended or approved by, the United
States Securities and Exchange Commission (the “SEC”) or any other federal, state or foreign
securities commission or regulatory authority, and neither the SEC nor any such other securi-
ties commission or regulatory authority has passed upon the accuracy or adequacy of this
offering memorandum. Any representation to the contrary may be a criminal offense in the
United States.

There is no undertaking to register the notes under United States federal or state securities
laws, and the notes cannot be resold unless they are subsequently registered or an exemption
from registration is available or they are resold in a transaction not subject to the registration
requirements under the Securities Act or any applicable state securities laws. In connection
therewith, the notes will be subject to certain restrictions on transfer. See “Notice to Investors.”
Investors should be aware that they may be required to bear the financial risks of an
investment in the notes for an indefinite period of time.

Prospective investors are hereby notified that the seller of any note may be relying on the
exemption from the provisions of Section 5 of the Securities Act provided by Rule 144A.



The enforcement by investors of civil liabilities under U.S. securities laws may be affected
adversely by the fact that Bombardier is incorporated or organized under the laws of Canada,
that some or all of its officers and directors may be residents of Canada, that some or all of the
experts named in this offering memorandum may be residents of Canada and that all or a
substantial portion of the assets of Bombardier and said persons may be located outside the
United States.

The offering is being made on a private placement or exempt distribution basis in one or
more provinces of Canada through the initial purchasers or their affiliates who are permitted
under applicable Canadian securities laws or available exemptions therefrom to offer and sell
the notes in such provinces. The notes have not been and will not be qualified for sale to the
public under applicable Canadian securities laws and, accordingly, any offer and sale of the
notes in Canada will be made on a basis which is exempt from the prospectus and dealer
registration requirements of such securities laws. See “Notice to Investors—Canada.”

The initial purchasers make no representation or warranty, express or implied, as to the
accuracy or completeness of the information contained in this offering memorandum. Nothing
contained in this offering memorandum is, or shall be relied upon as, a promise or represen-
tation by the initial purchasers as to the past or future. We have furnished the information
contained in this offering memorandum. The initial purchasers have not independently verified
any of the information contained herein (financial, legal or otherwise) and assume no respon-
sibility for the accuracy or completeness of any such information.

Notwithstanding anything to the contrary contained herein, a prospective investor (and
each employee, representative, or other agent of a prospective investor) may disclose to any
and all persons, without limitation of any kind, the tax treatment and tax structure of the
transactions described in this offering memorandum and all materials of any kind that are
provided to the prospective investor relating to such tax treatment and tax structure (as such
terms are defined in U.S. Treasury Regulation section 1.6011-4). This authorization of tax
disclosure is retroactively effective to the commencement of discussions with prospective
investors regarding the transactions contemplated herein.

The investment activities of certain investors are subject to legal investment laws and
regulations, or review or regulation by certain authorities. Each potential investor should
consult its legal advisers to determine whether and to what extent (i) notes are legal
investments for it, (ii) notes can be used as collateral for various types of borrowings and
(iii) other restrictions apply to its purchase or pledge of any notes. Financial institutions should
consult their legal advisers or the appropriate regulators to determine the appropriate treat-
ment of notes under any applicable risk-based capital or similar rules.

You should contact the initial purchasers with any questions about this offering or if you
require additional information to verify the information contained in this offering
memorandum.

We reserve the right to withdraw this offering of the notes at any time before closing and
we and the initial purchasers reserve the right to reject any commitment to subscribe for the
notes in whole or in part and to allot to any prospective purchaser less than the full amount of
notes sought by such purchaser. The initial purchasers and certain related entities may acquire
for their own account a portion of the notes. See also the section in this offering memorandum
entitled “Plan of Distribution.”

This offering memorandum contains summaries believed to be accurate with respect to
the indentures covering the securities and other documents, but reference is made to the
actual documents for complete information. All such summaries are qualified in their entirety
by this reference. Copies of documents referred to in this offering memorandum will be made



available to prospective investors upon request to us or the initial purchasers. See also the
section in this offering memorandum entitled “Available Information.”

In connection with the offering of the notes, Deutsche Bank AG, London Branch (or
persons acting on its behalf) (the “Stabilizing Manager”) may over-allot notes or effect
transactions with a view to supporting the market price of the notes at a level higher than that
which might otherwise prevail. However, there is no assurance that the Stabilizing Manager (or
persons acting on its behalf) will undertake stabilization action. Any stabilization action may
begin on or after the date on which adequate public disclosure of the terms of the offer of the
notes is made and, if begun, may be ended at any time, but it must end no later than 30 days
after the date on which Bombardier received the proceeds of the issue, or no later than 60 days
after the date of allotment of the notes.

NOTICE TO INVESTORS IN THE UNITED KINGDOM

This offering memorandum is for distribution only to persons who (i) have professional
experience in matters relating to investments falling within Article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the “Financial
Promotion Order”), (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth
companies, unincorporated associations etc.”) of the Financial Promotion Order, (iii) are
outside the United Kingdom, or (iv) are persons to whom an invitation or inducement to
engage in investment activity (within the meaning of section 21 of the Financial Services and
Markets Act 2000) in connection with the issue or sale of any notes may otherwise lawfully be
communicated or caused to be communicated (all such persons together being referred to as
“relevant persons”). This offering memorandum is directed only at relevant persons and must
not be acted on or relied on by persons who are not relevant persons. Any investment or
investment activity to which this document relates is available only to relevant persons and
will be engaged in only with relevant persons. As described further in “Notice to European
Economic Area Investors” below, the notes are being offered solely to “qualified investors” as
defined in Directive 2003/71/EC (the “Prospectus Directive”) and accordingly the offer of notes
is not subject to the obligation to publish a prospectus within the meaning of the Prospectus
Directive.

NOTICE TO EUROPEAN ECONONMIC AREA INVESTORS

In relation to each Member State of the European Economic Area which has implemented
the Prospectus Directive (each, a “Relevant Member State”), each initial purchaser has
represented and agreed that with effect from and including the date on which the Prospectus
Directive is implemented in that Relevant Member State (the “Relevant Implementation Date”)
it has not made and will not make an offer of notes which are the subject of the offering
contemplated by this offering memorandum to the public in that Relevant Member State other
than at any time:

(1) to legal entities which are authorized or regulated to operate in the financial
markets or, if not so authorized or regulated, whose corporate purpose is solely to invest
in securities;

(2) to any legal entity which has two or more of (i) an average of at least 250
employees during the last financial year; (ii) a total balance sheet of more than €43,000,000
and (iii) an annual net turnover of more than €50,000,000 as shown in its last annual or
consolidated accounts;



(3) to fewer than 100 natural or legal persons (other than qualified investors as defined
in the Prospectus Directive) subject to obtaining the prior consent of Deutsche Bank AG,
London Branch, J.P. Morgan Securities Ltd. or BNP Paribas, London Branch, for any such
offer; or

(4) in any other circumstances falling within Article 3(2) of the Prospectus Directive,

provided that no such offer of notes shall result in a requirement for the publication by us or
any manager of a prospectus pursuant to Article 3 of the Prospectus Directive or supplement
to a prospectus pursuant to Article 16 of the Prospectus Directive.

For the purposes of this restriction, the expression an “offer of notes to the public” in
relation to any notes in any Relevant Member State means the communication in any form
and by any means of sufficient information on the terms of the offer and the notes to be
offered so as to enable an investor to decide to purchase or subscribe the notes, as the same
may be varied in that Member State by any measure implementing the Prospectus Directive in
that Relevant Member State and the expression “Prospectus Directive” means Directive 2003/
71/EC and includes any relevant implementing measure in each Relevant Member State.
Accordingly, this offering memorandum are for distribution only to persons falling within the
categories described in (1), (2) and (3) above.

NOTICE TO FRENCH INVESTORS
Prospective investors are informed that:

(1) this offering memorandum has not been submitted for clearance to the French
financial market authority (Autorité des marchés financiers);

(2) the direct and indirect distribution or sale to the public of the notes acquired by
them may only be made in compliance with articles L.411-1, L.411-2, L.412-1 and L.621-8 of
the French Code monétaire et financier; and

(3) in compliance with articles D.411-1 and following of the French Code monétaire et
financier, any investors subscribing for the notes should be acting for their own account.

NOTICE TO ITALIAN INVESTORS

The offering of the notes in the Republic of Italy (“Italy”) has not been registered with the
Commissione Nazionale per le Societa e la Borsa (“CONSOB") pursuant to Italian securities
legislation and, accordingly:

(1) the notes cannot be offered, sold or delivered in ltaly in a solicitation to the public
at large (sollecitazione all’investimento) within the meaning of Article 1, paragraph 1, letter
(t) of Legislation Decree no. 58 of February 24, 1998 (the “Financial Services Act”), nor may
any copy of this offering memorandum or any other document relating to the notes be
distributed in ltaly;

(2) the notes cannot be offered, sold and/or delivered, nor may any copy of this
offering memorandum or any other document relating to the notes be distributed, either in
the primary or in the secondary market, to individuals resident in Italy; and

(3) sales of the notes in Italy shall only be: (i) negotiated with “Professional Investors”
(operatori qualificati), as defined under Article 31, paragraph 2, of CONSOB Regulation
no. 11522 of July 1, 1998, as amended (“CONSOB Regulation 11522”) provided that such
Professional Investors will act in such capacity and not as depositaries or nominees for
other holders, (ii) effected in compliance with Article 129 of the Legislative Decree no. 385
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of September 1, 1993 (the “Italian Banking Act”) and the implementing instructions of the
Bank of Italy, (iii) made by an investment firm, bank or financial intermediary permitted to
conduct such activities in Italy in accordance with the Italian Banking Act, the Financial
Services Act, CONSOB Regulation 11522 and all the other relevant provisions of ltalian
law, and (iv) effected in accordance with any other ltalian securities, tax and exchange
control and other applicable laws and regulations and any other applicable requirement or
limitation which may be imposed by CONSOB or the Bank of Italy.

NOTICE TO GERMAN INVESTORS

The offering of the notes is not a public offering in the Federal Republic of Germany.

NOTICE TO NEW HAMPSHIRE RESIDENTS

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENSE HAS BEEN FILED UNDER CHAPTER 421-B OF THE NEW HAMPSHIRE REVISED
STATUTES WITH THE STATE OF NEW HAMPSHIRE NOR THE FACT THAT A SECURITY IS
EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW HAMPSHIRE
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT ANY
DOCUMENT FILED UNDER CHAPTER 421-B OF THE NEW HAMPSHIRE REVISED STATUTES IS
TRUE, COMPLETE AND NOT MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT
AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR A SECURITY OR A TRANSACTION MEANS
THAT THE SECRETARY OF STATE OF NEW HAMPSHIRE HAS PASSED IN ANY WAY UPON THE
MERITS OR QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL TO, ANY PER-
SON, SECURITY OR TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO BE MADE, TO
ANY PROSPECTIVE PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSIS-
TENT WITH THE PROVISIONS OF THIS PARAGRAPH.

NOTICE TO U.S. INVESTORS

Each purchaser of the notes will be deemed to have made the representations, warranties
and acknowledgements that are described in this offering memorandum under the “Notice to
Investors” section in this offering memorandum.

The notes have not been and will not be registered under the Securities Act or the
securities laws of any state of the United States and are subject to certain restrictions on
transfer. Prospective purchasers that are qualified institutional buyers are hereby notified that
the seller of any note may be relying on the exemption from the provisions of Section 5 of the
Securities Act provided by Rule 144A. For a description of certain further restrictions on resale
or transfer of the notes, see “Notice to Investors.”

NOTICE TO CANADIAN INVESTORS

The offering is being made on a private placement or exempt distribution basis in one or
more provinces of Canada through the initial purchasers or their affiliates who are permitted
under applicable Canadian securities laws or available exemptions therefrom to offer and sell
the notes in such provinces. The notes have not been and will not be qualified for sale to the
public under applicable Canadian securities laws and, accordingly, any offer and sale of the
notes in Canada will be made on a basis which is exempt from the prospectus and dealer
registration requirements of such securities laws. Any resale of the notes in Canada must be
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made through an appropriately registered dealer or in accordance with an exemption from the
registration requirements of applicable securities laws, and in accordance with, or pursuant to an
exemption from, the prospectus requirements of such laws, which vary depending on the
province. These resale restrictions may in some circumstances apply to resales made outside of
Canada. Canadian purchasers are advised to seek legal advice prior to any resale of the notes.

This offering memorandum constitutes an offering of the notes only in those jurisdictions
and to those persons where and to whom they may be lawfully offered for sale, and therein
only by persons permitted to sell the notes. This offering memorandum is not, and should not
under any circumstances be construed as, an advertisement or a public offering of the notes in
Canada. No securities commission or similar securities regulatory authority in Canada has
reviewed or in any way passed upon this offering memorandum or the merits of the notes and
any representation to the contrary is an offence under applicable Canadian securities laws.

The offering is being made exclusively through this offering memorandum and not
through any advertisement of the notes in any printed media of general and regular paid
circulation, radio or television, electronic media or any other form of advertising. No person
has been authorized to give any information or to make any representation other than those
contained in this offering memorandum and any decision to purchase notes should be made
solely based on the information contained in this offering memorandum.

PRESENTATION OF FINANCIAL INFORMATION

Our consolidated financial statements have been prepared in accordance with the account-
ing principles generally accepted in Canada, or “GAAP,” which differ in certain respects from
generally accepted accounting principles in certain other countries. We prepare our financial
statements in U.S. dollars. In this offering memorandum, references to United States dollars,
US$ or $ are to the currency of the United States, and references to Canadian dollars or Cdn$
are to the currency of Canada, and references to “Euros” or “€" are to the currency of the
European Union.

The financial information included in this offering memorandum is not intended to, and
does not, comply with all of the reporting requirements of the SEC. Compliance with such
requirements would require the presentation of U.S. GAAP financial information, the modifica-
tion or exclusion of certain financial measures, and the presentation of certain other informa-
tion not included herein or the exclusion of certain information included herein. In addition,
the financial information included in this offering memorandum is not intended to comply with
all of the reporting and disclosure requirements that would be applicable to a Canadian public
company.

USE OF NON-GAAP FINANCIAL MEASURES

As indicated under the section entitled “Management’s Discussion and Analysis of Finan-
cial Condition and Results of Operations,” our “Management’s Discussion and Analysis” for
the six-month period ended July 31, 2006 and for the year ended January 31, 2006, which we
filed with the Canadian securities regulatory authorities on August 30, 2006 and March 29,
2006, respectively, are reproduced in this offering memorandum. Our Management’s Discus-
sion and Analysis is based on reported earnings in accordance with GAAP and on the
following non-GAAP financial measures: (i) EBITDA before special items (earnings (loss) before
financing income, financing expense, income taxes, depreciation and amortization and special
items), (ii) EBIT before special items (earnings (loss) before financing income, financing
expense, income taxes and special items), (iii) EBT before special items (earnings (loss) before
income taxes and special items), (iv) EPS from continuing operations before special items
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(earnings (loss) per share from continuing operations before special items) and (v) free cash
flow (cash flow from operating activities less net additions to property, plant and equipment).

These non-GAAP measures are directly derived from our consolidated financial statements
but do not have a standardized meaning prescribed by GAAP. Therefore, others using these
terms may calculate these financial measures differently. We believe that a significant portion
of the users of our consolidated financial statements and Management’s Discussion and
Analysis analyze our results based on these non-GAAP performance measures and that this
presentation is consistent with industry practice. Special items are mainly related to the
restructuring activities in Bombardier Transportation. We view these items as potentially
distorting the analysis of trends.

INDUSTRY AND MARKET DATA

Market data and certain industry statistics used throughout this offering memorandum
were obtained from internal surveys, market research, publicly available information and
industry publications. External industry sources and publications generally state that the
information contained therein has been obtained from sources believed to be reliable but that
the accuracy and completeness of such information is not guaranteed. Similarly, internal
surveys and industry and market data, while believed to be reliable, have not been indepen-
dently verified, and neither we nor any of the initial purchasers make any representation as to
the accuracy or completeness of such information. While we are not aware of any misstate-
ments regarding any industry or similar data presented herein, such data involve risks and
uncertainties and are subject to change based on various factors, including those discussed
under the “Risk Factors” section elsewhere in this offering memorandum.
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EXCHANGE RATE DATA

We prepare our financial statements in U.S. dollars. The following table sets forth, for the
periods and dates indicated, the average, high, low and end of period noon buying rates in
New York City for cable transfers in foreign currencies as published by the Federal Reserve
Bank of New York, or the noon buying rate. Such rates are set forth as Euros per US$1.00. On
October 24, 2006, the noon buying rate was US$1.00 equals €0.7959. You should note that the
rates set forth below may differ from the actual rates used in our accounting processes and in
the preparation of our consolidated financial statements. Our inclusion of these exchange rates
is not meant to suggest that the U.S. amounts actually represent such Euro amounts or that
such amounts could have been converted into Euros at any particular rate, if at all.

Average (1) High Low Period End
(Euros per US$1.00)

Year Ended January 31,

2007 (through October 24, 2006) . ............... 0.7957 0.8432 0.7720 0.7959
2006, ... e e 0.8113 0.8571 0.7427 0.8225
2005, . . 0.7983 0.8474 0.7339 0.7663
2004, . . e e e 0.8655 0.9485 0.7780 0.8031
2003, . e e e e 1.0337 1.1610 0.9207 0.9312
2002. . . 1.1300 1.1947 1.0644 1.1636
Month

October 2006 (through October 24, 2006) . ........ — 0.7999 0.7847 0.7959
September 2006 . .. ... . — 0.7906 0.7792 0.7882
August 2006 . ....... ... e e — 0.7852 0.7744 0.7817
July 2006. . .. .. — 0.8000 0.7799 0.7835
June 2006 . ... ... .. — 0.7986 0.7720 0.7825
May 2006 .. ....... .. e — 0.7932 0.7759 0.7792
April 2006 . .. ..o — 0.8271 0.7921 0.7921
(1) The average of the exchange rates on the last business day of each month during the applicable period.

TAX CONSIDERATIONS

Prospective purchasers of the notes are advised to consult their own tax advisors as to the
consequences of purchasing, holding and disposing of the notes, including, without limitation,
the application of Canadian federal tax laws to their particular situations, as well as any
consequences to them under the laws of any other taxing jurisdiction and the consequences of
purchasing the notes at a price other than the initial issue price in the offering. See “Tax
Considerations.”

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This offering memorandum includes forward-looking statements. Forward-looking state-
ments generally can be identified by the use of forward-looking terminology such as “may,”
“will,” “expect,” “intend,” “anticipate,” “plan,” “foresee,” “believe” or “continue” or the
negatives of these terms or variations of them or similar terminology. By their nature, forward-
looking statements require us to make assumptions and are subject to important known and
unknown risks and uncertainties, which may cause our actual results in future periods to differ
materially from forecasted results. While we consider our assumptions to be reasonable and
appropriate based on current information available, there is a risk that they may not be
accurate.
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Certain factors that could cause actual results to differ materially from those anticipated in
the forward-looking statements, include risks associated with general economic conditions,
risks associated with our business environment (such as the financial condition of the airline
industry and other customers and suppliers, government policies and priorities and competi-
tion from other businesses), operational risks (such as regulatory risks and dependence on key
personnel, risks associated with doing business with partners, risks involved with developing
new products and services, warranty and casualty claim losses, legal risks from legal proceed-
ings, risks relating to our dependence on certain key customers and key suppliers, risks
resulting from fixed term commitments, human resource risk and environmental risk), financ-
ing risks (such as risks resulting from reliance on government support, risks relating to
financing support provided on behalf of certain customers, risks relating to liquidity and access
to capital markets, risks relating to the terms of certain restrictive debt covenants and market
risks, including currency, interest rate and commodity pricing risk). These and other factors are
discussed in further detail elsewhere in this offering memorandum, including under the section
“Risk Factors.” Readers are cautioned that the foregoing list of factors that may affect future
growth, results and performance is not exhaustive and undue reliance should not be placed on
forward-looking statements. The forward-looking statements set forth herein reflect our expec-
tations as at the date of this offering memorandum and are subject to change after such date.
Unless otherwise required by applicable securities laws, we expressly disclaim any intention,
and assume no obligation, to update or revise any forward-looking statements, whether as a
result of new information, future events or otherwise.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The following documents, filed by us with the various securities commissions or other
securities regulatory authorities in the provinces of Canada, are specifically incorporated by
reference in and form an integral part of this offering memorandum:

(1) the Annual Information Form of Bombardier dated April 13, 2006, including the
documents incorporated by reference therein (including “Management’s Discussion and
Analysis” for the year ended January 31, 2006), filed by Bombardier on April 13, 2006;

(2) the audited comparative consolidated financial statements of Bombardier, includ-
ing the notes thereto, as at and for the year ended January 31, 2006 and the report of the
auditors thereon, filed by Bombardier on March 29, 2006;

(3) the unaudited interim consolidated financial statements of Bombardier, including
the notes thereto and the “Management’s Discussion and Analysis” for the corresponding
periods, for the three-month period ended April 30, 2006 and the six-month period ended
July 31, 2006, filed by Bombardier on May 30, 2006 and August 30, 2006, respectively; and

(4) the Management Information Circular of Bombardier dated April 13, 2006 with
respect to the annual meeting of shareholders of Bombardier held on May 30, 2006.

Any statement contained in a document incorporated or deemed to be incorporated by
reference herein shall be deemed to be modified or superseded for purposes of this offering
memorandum to the extent that a statement contained herein or in any other subsequently
filed document that also is or is deemed to be incorporated by reference herein modifies or
replaces such statement. The modifying or superseding statement need not state that it has
modified or superseded a prior statement or include any other information set forth in the
document that it modified or superseded. The making of a modifying or superseding statement
shall not be deemed an admission for any purposes that the modified or superseded
statement, when made, constituted a misrepresentation, an untrue statement of a material fact
or an omission to state a material fact that is required to be stated or that is necessary to make
a statement not misleading in light of the circumstances in which it was made. Any statement
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so modified or superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this offering memorandum.

As used herein, the terms “offering memorandum” and “herein” mean this offering
memorandum, including the documents annexed herein and the documents incorporated or
deemed to be incorporated herein by reference, as the same may be amended, supplemented
or otherwise modified from time to time. We will provide without charge to any person to
whom this offering memorandum is delivered, on the written request of such person, a copy
of any or all of the foregoing documents incorporated by reference herein (other than exhibits
not specifically incorporated by reference, into the texts of such documents). Requests for such
documents should be directed to Bombardier Inc., 800 René-Lévesque Boulevard West, Mont-
real, Québec, Canada H3B 1Y8, Telephone: (514) 861-9481, Attention: Corporate Secretary.
Copies of all documents incorporated by reference are also available free of charge at the office
of our Luxembourg paying agent set forth on the last page hereof.



SUMMARY

The following summary highlights information contained elsewhere in this offering mem-
orandum to help you understand us and the notes. This summary does not contain all of the
information that you should consider before investing in these notes. Before investing in the
notes, you should read this entire offering memorandum carefully, including the “Risk Factors
section and our financial statements and accompanying notes incorporated by reference
herein.

”

Our Company

We are a world-leading manufacturer of innovative transportation solutions, including
regional aircraft, business jets and rail transportation equipment. We are the third largest
manufacturer of commercial aircraft in the world. We have held the number one global market
position in the rail equipment and servicing industry since 2003, based on worldwide orders in
markets accessible to open bid competition. As of July 31, 2006, we had a total of approx-
imately 56,400 employees and 49 manufacturing facilities in 21 countries. For the twelve-month
period ended July 31, 2006, we generated revenues of $14.4 billion and EBITDA before special
items of $1,004 million. We operate in two segments: (i) Bombardier Aerospace and (ii) Bom-
bardier Transportation.

Bombardier Aerospace is a world leader in the design and manufacture of aviation
products and services for the business, regional and amphibious aircraft markets. Our legacy
of innovation consolidates more than 250 years of aviation industry experience and has led to
the launch by Bombardier of 15 new aircraft programs in the past 15 years.

Bombardier Transportation is the global leader in the rail equipment manufacturing and
servicing industry. We offer a full range of passenger railcars, locomotives, light rail vehicles
and automated people movers. We also provide electrical propulsion and control equipment as
well as complete system and signalling solutions and maintenance services.

Our Businesses

Bombardier Aerospace

Bombardier Aerospace’s product portfolio includes the broadest offering of business
aircraft and lines of regional jets, turboprops and amphibious aircraft. Bombardier Aerospace
also provides hourly flight time entitlement programs, parts logistics, technical services,
aircraft maintenance and pilot training and offers fractional ownership programs and charter
services. During the twelve-month period ended July 31, 2006, Bombardier Aerospace gener-
ated revenues of $8.0 billion and EBITDA of $668 million and had a backlog of $10.9 billion as
of July 31, 2006.




Business Aircraft

Bombardier Aerospace Products and Services

Regional Aircraft

Other

Narrow-body business jets

* Learjet 40/40 XR
* Learjet 45/45 XR
» Learjet 60/60 XR

Regional jets

* CRJ200 (50 seat
* CRJ700 (70 seat
* CRJ705 (75 seat
* CRJ900 (86 seat

oo

Wide-body business jets

» Challenger 300
» Challenger 605

» Challenger 800 Series
* Bombardier Global 5000

Turboprops

+ Q200 (37 seat)

+ Q300 (50 seat)

» Q400 (68-78 seat)

» Global Express/Global Express

Flexjet and Skyjet
« Aircraft fractional ownership
» Hourly flight entitlement programs

Aircraft services

» Parts logistics

 Aircraft maintenance

» Customer training

» Military aviation training

Amphibious/Missionized

XRS « Amphibious aircraft
* Government and missionized

aircraft

% of Total Bombardier Aerospace Revenues,
for the Twelve-Month Period Ended July 31, 2006

Other
26.4%

Business
aircraft
46.6%

Regional
aircraft
27.0%

Business Aircraft. Bombardier Aerospace markets, sells and provides customer support
for its three families of business jets: (1) the Global family, (2) the Challenger family and (3) the
Learjet family. Aircraft ordered by customers are produced by the manufacturing facilities of
Bombardier Aerospace. Business aircraft manufacturing revenues contributed 46.6% to Bom-
bardier Aerospace’s revenues for the twelve-month period ended July 31, 2006.

Regional Aircraft. Bombardier Aerospace markets and sells the CRJ family of regional jets
and the Q-Series family of turboprops to airline companies and also provides maintenance and
modification services to its customers. Regional aircraft manufacturing revenues contributed
27.0% to Bombardier Aerospace’s revenues for the twelve-month period ended July 31, 2006.

Other Operations. Bombardier Aerospace offers fractional ownership program and char-
ter services, provides a broad range of aircraft services, as well as manufactures, markets and
sells amphibious aircraft. Other operations contributed 26.4% to Bombardier Aerospace’s
revenues for the twelve-month period ended July 31, 2006.

Fractional Ownership and Charter: Through our North American Flexjet program, owners
purchase shares of an aircraft with operations and support, including flight crew, maintenance,
hangar fees and insurance. The North American Flexjet program has partnered with Delta
AirElite Business Jets, a subsidiary of Delta Airlines, to market and sell the Flexjet membership
card program (25-hour block of flight time entitlement on the Flexjet fleet). The Flexjet program
included 84 aircraft in service in North America as of January 31, 2006. Our North American
Skyjet program offers both on-demand and flight time entitlement charter services.
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Aircraft Services: Bombardier Aerospace provides a broad range of services to customers,
including parts logistics, customer and military aviation training and aircraft maintenance.
Bombardier Aerospace provides worldwide spare parts support, including regular parts ship-
ments, aircraft on ground service, lease programs, rotable management programs, surplus
sales and customer-owned repair. Customers are served from two main distribution centres,
one in Chicago, lllinois, in the United States, and the other in Frankfurt, Germany, and from
depots in Montréal, Canada, Dubai in the United Arab Emirates, Singapore, Sydney, Australia
and Beijing in the People’s Republic of China.

Amphibious Aircraft: Bombardier Aerospace markets and manufactures the Bombardier
415 turboprop amphibious aircraft, a purpose-built firefighting aircraft. This aircraft can also be
adapted to a multi-purpose version which can be used in a variety of specialized missions such
as search and rescue, environmental protection, coastal patrol and transport. Bombardier
Aerospace continues to identify and provide special mission aircraft sales solutions to govern-
ments and special interest organizations worldwide.

Bombardier Aerospace—Financial Results Overview

For the Twelve-
Month Period

For the Years
Ended January 31, JE?\;’Z(“I
2004 2005 2006 2006
Deliveries
Business {1 L 89 128 197 214
Regional . ... . .. e 232 200 138 111
AmMpPhibious . . .. e e e 3 1 2 2
Total deliveries . . . . ... .. . ... .. e e 324 329 337 327
(US$ in millions, except as noted below)
Revenues
BUSINESS . o i oo e $1,687 $2,063 $3,330 $3,738
Regional . .. ... ... e 4,256 3,604 2,690 2,162
Other. . .. e e 2,318 2,313 2,067 2,120
Total revenues . .. .. ... ... ... e $8,261 $7,980 $8,087 $8,020
EBIT before specialitems . ... ....... ... .. .. ... $ 419 $ 203 $ 266 $ 259
EBITDA before special items . . .. ... ... ... . ... $ 821 $ 614 $ 672 $ 668
Backlog (US$ in billions) . . . ... ...t e $ 109 $10.2 $ 10.7 $ 10.9
(1) Includes deliveries of the fractional ownership program.

The core operation of Bombardier Capital consisting of commercial aircraft financing is
now managed by Bombardier Aerospace, and therefore these operations are part of Bombar-
dier Aerospace’s results.

We have substantially completed our strategy of reducing Bombardier Capital’s operations.
Several portfolios were put up for sale and all were subsequently sold. The sale of Bombardier
Capital’s inventory finance operations was completed in May 2005 for $1.3 billion, with a pre-
tax gain of $191 million. This transaction yielded $732 million, after repayment of bank-
sponsored securitized floorplan conduits. We also sold our on-balance sheet manufactured
housing portfolio in July 2005 for $119 million, and our off-balance sheet manufactured
housing servicing operations in March 2006 for $26 million. The Consumer Finance operations
were sold in May 2006 for cash proceeds of $67 million. Bombardier Capital’s freight railcar
leasing operations were sold in October 2006 for cash proceeds of $94 million.
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Bombardier Transportation

Bombardier Transportation’s product portfolio includes a full range of passenger railcars,
locomotives, light rail vehicles and automated people movers. Bombardier Transportation also
provides electrical propulsion and control equipment as well as complete system and
signalling solutions. It also provides maintenance services. During the twelve-month period
ended July 31, 2006, Bombardier Transportation generated revenues of $6.4 billion and EBITDA
before special items of $336 million and had a backlog of $22.2 billion as of July 31, 2006.

Bombardier Transportation markets and sells a broad range of rolling stock products,
offers a full range of railway services and develops, designs, builds and maintains complete

transportation systems.

Bombardier Transportation Products and Services

Rolling Stock Services System and Signalling
Rolling stock Propulsion Bogies Services System Signalling
and controls
¢ Locomotives < Traction » Portfolio of * Fleet * Automated  Integrated control systems
« High-speed converters pro_ducts management people « Onboard computer systems
trains * Auxiliary Whltc: th * Spare parts rmovers « Automatic train protection
matc e . -
« Intercity converters i and Advanced and operation
trains « Traction entire ) logistics rapid transit L .
- range of rail management . . » Wayside interlocking and
« Regional drivers vehicles ; . nght_rap|d equipment
trains « Control and * Vehicle transit
« Commuter ::_ommunica- :ﬁ‘;‘;;b'Sh' . Tur;lkey
; ion systems
trains and overhaul Ayt ted
. » Automate
Metro cf':lrs * Component monorail
« Light rail refurbish- .
vehicles ment * Operations
and overhaul and
. maintenance
* Technical related to
support systems
% of Total Bombardier Transportation Revenues,
for the Twelve-Month Period Ended July 31, 2006
System and Signalling "
16.3%
Services
21.1%
Rolling stock
62.6%
(1) Excludes the rolling stock portion of system orders manufactured by other divisions within Bombardier

Transportation.




Bombardier Transportation—Financial Results Overview

For the Twelve-

For the Years Ended January 31, E“ﬂg:ah_,zf;'gg

2004 2005 2006 2006

(US$ in millions, except as noted below)
Rolling stock. . . .. ..o $4,956 $5,622 $4,356 $3,977
S BIVICES . o v v e e e e 1,189 1,270 1,329 1,340
System and signalling™ . . ... ... 795 674 954 1,040

Total revenues . . ......... ... $6,940 $7,566 $6,639 $6,357
EBIT before special items .. ..................cu..... $ 43 $ 33 $ 179 $ 199
EBITDA before specialitems ... ....................... 201 171 318 336
New orders (US$ in billions) ... ..........ovuiireann... $ 1142 $ 44 $ 7.3 $ 7.7
Backlog (US$ in billions) . .. ...... ... .. .. 23.7 21.3 20.9 22.2
Booktobillratio® . ... ... .. .. ... ... . ... 1.6x 0.6x 1.1x 1.2x
(1) Excludes the rolling stock portion of system orders manufactured by other divisions within Bombardier

Transportation.

(2) Includes the London Underground contract, which is worth approximately $5.7 billion over 15 years.
(3) Firm orders received divided by revenues recorded in an applicable period.

Our Industries

Our principal operations are in the business and regional aircraft and rail transportation
markets.

Business Aircraft

The business aircraft market consists primarily of customers in the corporate sector and
high net worth individuals.

The United States continues to be the dominant market; however, the international markets
have gained significant momentum in recent years, supported by emerging eastern European
economies and the strengthening of the Euro compared to the U.S. dollar.

The demand for business aircraft is primarily driven by economic growth, increasing
acceptance of fractional ownership and growing demand for business jets from the emerging
economies of Eastern Europe, Asia, Africa and the Middle-East. Business aircraft deliveries in
the industry have increased at a compounded annual growth rate of approximately 6% in
1985-2005, while the business aircraft fleet in the industry has grown at a compounded annual
growth rate of approximately 4% over the same period of time according to the Honeywell
Business Aviation Outlook NBAA 2006 Report dated October 16, 2006 (“Honeywell NBAA
Report”). Business aircraft deliveries in the industry are expected to increase at a compounded
annual growth rate of approximately 5% through 2015, according to the Honeywell NBAA
Report.

Bombardier Aerospace’s main competitors in the wide-body business jet category are
Gulfstream Aerospace Corporation (“Gulfstream”), a subsidiary of General Dynamics, and
Dassault Aviation (“Dassault”). Bombardier Aerospace’s major competitors in the narrow-body
business jet category are Cessna Aircraft Company (“Cessna”), a subsidiary of Textron Inc.,
Raytheon Aircraft (“Raytheon”), a subsidiary of the Raytheon Company, and Embraer Executive
Jets (“Embraer Jets”), a subsidiary of Embraer-Empresa Brasileira de Aeronautica S.A.
(“Embraer”).




Regional Aircraft

Regional airlines generally operate regional aircraft (jets and turboprops) up to 90 seats in
a domestic route network. Mainline airlines generally operate narrow-body and wide-body jet
aircraft over 90 seats in a network consisting of both domestic and international routes. Pilot
scope clauses continue to loosen, thus permitting larger numbers of 70- to 90-passenger
regional jets to be flown by the pilots of regional airlines affiliated with mainline airlines
through a code-sharing agreement.

Over the past five years, regional aircraft operated by regional airlines and low cost
carriers have continued to replace mainline service offered by major network carriers. Also, the
turboprop market has recently experienced a turnaround. Due to increasing fuel prices,
regional aircraft demand has recently shifted from smaller to larger regional aircraft, which
offer lower unit operating costs. This trend resulted in a demand shift from Bombardier
Aerospace’s 50-passenger CRJ200 aircraft to the 70-passenger CRJ700 and 86-passenger
CRJ900 aircraft. The regional aircraft fleet over 40 seats in the industry is estimated to increase
by an average annual growth rate of 4% through 2017, according to the Federal Aviation
Administration (“FAA”).

The U.S. airline industry continues to face financial challenges and has undergone some
major restructurings. Bombardier Aerospace continues to work with its regional customers to
support their efforts to emerge from bankruptcy protection.

Bombardier Aerospace’s main competitors are Embraer in the regional jet category and
the European consortium of Avions de Transport Régional (“ATR”) in the turboprop category.

Transportation

The rail market consists primarily of customers in the public or quasi-public sectors, such
as large national railways, regional railways and municipal transit authorities. Trends toward
deregulation in some markets are driving an emergence of private operators. Public-sector
entities still dominate the market, however, and most contracts include some form of public
involvement related to financing of operations or funding of infrastructure. In many countries,
investment in rail infrastructure is viewed as a public-sector obligation.

Rail contracts tend to be large in size and relatively complex in design. While common
platforms are generally preferred by suppliers, contracts often require, particularly those in
rolling stock, product customization to satisfy customer requirements and to fit the unique
characteristics of individual rail systems. Projects often demand extensive engineering and
design work up front before production can begin, resulting in significant lead times before
delivery.

The supplier field serving the rail market is concentrated, with the largest three competi-
tors accounting for approximately 50% of the accessible world market as at the end of calendar
year 2005 .

Our Competitive Strengths

Leading Market Position. We have grown to become a world-leading manufacturer of
innovative transportation solutions, including regional aircraft, business jets and rail transpor-
tation equipment. We are the third largest manufacturer of commercial aircraft in the world
and are a leading manufacturer in the regional jet, turboprop and business aircraft markets. We
hold the number one global market position in the rail equipment industry, and we are a leader
in the rail servicing industry, based on worldwide orders in markets accessible to open bid
competition.




Diversified Revenue Base. Our revenues are diversified by global region, by products and
by customers.

Major Restructuring Initiatives. In recent years, we have implemented significant restruc-
turing initiatives. We have right sized our business and improved productivity, and we continue
to focus on cost reductions and margin improvement.

Our restructuring program announced in 2004 in Bombardier Transportation is complete.
Seven production sites were closed in Bombardier Transportation. Through April 30, 2006, net
personnel positions in Bombardier Transportation were reduced by 7,700.

Other restructuring initiatives included the following:

* Between January 31, 2005 and July 31, 2006, we reduced our long-term debt by over
US$3 billion.

* We completed the sale of the non-core businesses of Bombardier Capital.
* We adjusted production rates in Bombardier Aerospace.

Industry Leading Design and New Product Development. We are committed to innovation
and product development. Bombardier Aerospace has launched 15 new aircraft programs in
the past 15 years. With regard to product development, Bombardier Transportation emphasizes
innovative product families featuring common platforms, proven technologies and increased
standardization and modularization.

Strong Entrepreneurial Management Team. In December 2004, the Board of Directors
announced the creation of the Office of the President which includes the CEO and the
presidents of Bombardier Aerospace and Bombardier Transportation. The group presidents are
directly accountable to the Board and are responsible for the achievement of their group’s full
profit potential. Our management team is united by strong values and a shared corporate
culture that is committed to spurring Bombardier’s growth.

Recent Developments

Refinancing Plan

This offering of notes is part of a refinancing plan to provide us with increased financial
and operating flexibility. Our refinancing plan is comprised of: (i) entering into a new
€4.3 billion syndicated letter of credit facility maturing in 2011 (the “New LC Facility”) to
replace our existing letter of credit facilities prior to their maturity, (ii) the issuance of the notes
offered hereby, (iii) our invitations to eligible holders (which exclude, among others, U.S.
persons or persons located or resident in the U.S.), which invitations we refer to in this offering
memorandum as the “repurchase invitations,” to offer to sell to us (A) any or all of the
outstanding €500 million aggregate principal amount 6.125% Notes due 2007 issued by our
affiliate Bombardier Capital Funding Limited Partnership (“BCF LP”) and (B) a principal amount
to be determined (currently estimated to be €225 million principal amount) of the outstanding
€500 million aggregate principal amount 5.75% Notes due 2008 issued by Bombardier, which
notes (under (A) and (B)) we refer to collectively as our “Refinance Notes” and (iv) retiring all
the outstanding $220 million 7.09% Notes due 2007 issued by Bombardier Capital Inc. (“BCI").
The exact principal amount of Refinance Notes to be repurchased will be announced on
November 14, 2006, the business day following the expiration of the repurchase invitations.

In this offering memorandum, we refer to all these transactions and the application of the
proceeds as set forth under “Use of Proceeds,” collectively, as our “Refinancing Plan.” With
respect to the repurchase invitations referred to above, the defined term “Refinancing Plan”
assumes that we will repurchase all Refinance Notes.

7




Bombardier has mandated BNP Paribas, Calyon, Commerzbank AG, Deutsche Bank AG,
Dresdner Bank AG, JP Morgan Chase N.A., BayernLB, KfW and ABN-AMRO to arrange the
New LC Facility designed to replace existing credit facilities comprised of a $1.1 billion North
American credit facility, a €3.15 billion European credit facility and two other smaller facilities
(collectively the “Existing Facilities”) in advance of their renewal in 2007 and 2008.

The obligations of Bombardier to the banks issuing letters of credit from time to time
under the New LC Facility are expected to be secured by (i) a fixed security interest granted by
Bombardier on €860 million of cash and cash equivalent accounts and (ii) for any excess
claims, the unsecured counter guarantee from a syndicate of banks providing Bombardier with
a €3.44 billion facility for that purpose. Bombardier will also be the guarantor of the obligations
of its subsidiaries which will be party to the New LC Facility from time to time. The New LC
Facility is expected to be available to Bombardier on or about December 15, 2006.

lle-de-France Commuter Train

On October 25, 2006, Bombardier Transportation announced that it has been selected by
SNCF, French National Railways, to supply the future lle-de-France commuter train, after a call
for tenders launched in February 2004. The contract is for the delivery of a total of 372 trains
that will operate on the Greater Paris/lle-de-France suburban network and includes an initial
order of 172 trains valued at an estimated €1.35 billion ($1.7 billion). The total value of the
contract is estimated at €2.7 billion ($3.4 billion). Contract signing is expected to take place in
the near future. On October 31, 2006, Bombardier became aware that Alstom S.A. initiated
proceedings with a French administrative court against the selection of Bombardier Transpor-
tation as supplier of the lle-de-France commuter train. In response to such proceedings,
Bombardier Transportation announced on November 2, 2006, that it is reviewing all its legal
options and will vigorously defend its interests in this matter.

Alignment of Regional Aircraft Production Rates with Current Market Demand

On October 24, 2006, Bombardier Aerospace announced that it is adjusting its regional
aircraft production rates to reflect current market demand. As a result, the production rate for
its CRJ700 and CRJ900 regional jets will be reduced. This is expected to be partly offset by an
increase in the Q400 turboprop production level in response to the growing need for this type
of cost-efficient regional airliner, which is ideally suited to short-haul routes. Our workforce
level will be adjusted accordingly.

Our total aircraft deliveries for the current fiscal year ended January 31, 2007 are expected
to remain at a similar level to that of our last fiscal year ended January 31, 2006, but with a
different product mix.

Rapid Rail System in South Africa

In September 2006, the Bombela Consortium, of which Bombardier Transportation is a
member, finalized the terms of a concession agreement for a rapid rail transit system with the
Gauteng Provincial Government of South Africa. The contract for the 54-month design-build
portion of the contract is valued at approximately $3.3 billion. Bombardier Transportation'’s
share of the design-build contract is approximately $950 million. Bombardier Transportation’s
share of the separate 15-year maintenance contract carries a value of approximately $700 mil-
lion. The 80-km Gautrain Rail Rapid Link will connect Johannesburg, Tshwane (Pretoria) and
the Johannesburg International Airport.




Other Information

Bombardier was incorporated by letters patent under the laws of Canada on June 19, 1902
and was continued under the Canada Business Corporation Act by a certificate of continuance
dated June 23, 1978, which was subsequently the subject of certain amendments.

Bombardier’s registered office is located at 800 René-Lévesque Boulevard West, Montreal,
Québec H3B 1Y8. Bombardier's telephone number is (514) 861-9481, and its website is
www.bombardier.com.




The Offering

The summary below describes the principal terms of the notes. Certain of the terms and
conditions described below are subject to important limitations and exceptions. The “Descrip-
tion of the Notes” section of this offering memorandum contains a more detailed description
of the terms and conditions of the notes. You should carefully read the entire offering
memorandum, including the section entitled “Risk Factors” and our consolidated financial
statements and the notes relating to those statements included elsewhere in this offering
memorandum.

Issuer........... ... . . ... Bombardier Inc.

Notes Offered . ................. €800,000,000 aggregate principal amount of Floating
Rate Senior Notes due 2013.

US$385,000,000 aggregate principal amount of 8%
Senior Notes due 2014.

€800,000,000 aggregate principal amount of 7% Senior
Notes due 2016.

Offering Price . . .. .............. Floating Rate Notes: 100%.
2014 Notes: 100%.
2016 Notes: 100%.

Maturity Date . ................. The Floating Rate Notes will mature on
November 15, 2013.

The 2014 Notes will mature on November 15, 2014.
The 2016 Notes will mature on November 15, 2016.

Interest. . ............. ... ... ... The Floating Rate Notes will bear interest at a rate per
annum, reset quarterly, equal to EURIBOR plus 3.125%.

8% for the 2014 Notes.
7Y% for the 2016 Notes.

Interest Payment Dates ......... Interest on the Floating Rate Notes will be payable quar-
terly in arrears on February 15, May 15, August 15 and
November 15, commencing on February 15, 2007 to
holders of record on the February 1, May 1, August 1
and November 1 immediately preceding the related
interest payment date. Interest will accrue from the
issue date.

Interest on each series of Fixed Rate Notes will be pay-
able semi-annually in arrears on May 15 and

November 15, commencing on May 15, 2007 to holders
of record on the May 1 and November 1 immediately
preceding the related interest payment date. Interest will
accrue from the issue date.

Ranking ....................... The notes will be direct, unsecured senior obligations of
Bombardier and will rank equal in right of payment (“pari
passu”) with all other unsecured and unsubordinated
indebtedness and other obligations of Bombardier. The
notes in each series will rank among themselves equally
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SinkingFund . ..................

Optional Redemption ...........

Equity Offering Optional

Redemption

without preference or priority. The notes are not obliga-
tions of any of Bombardier’s subsidiaries.

None.

Floating Rate Notes. At any time on or after Novem-
ber 15, 2008, Bombardier may from time to time redeem
all or any portion of the Floating Rate Notes at the
redemption prices specified in this offering memoran-
dum under “Description of the Notes—Optional
Redemption,” plus accrued and unpaid interest, if any.

2014 Notes. At any time prior to November 15, 2010,
Bombardier may redeem some or all of the 2014 Notes
by paying a “make-whole” premium, plus accrued and
unpaid interest, if any, as described in this offering
memorandum under “Description of the Notes—
Optional Redemption.”

At any time on or after November 15, 2010, Bombardier
may from time to time redeem all or any portion of the
2014 Notes at the redemption prices specified in this
offering memorandum under “Description of the Notes—
Optional Redemption,” plus accrued and unpaid interest,
if any.

2016 Notes. At any time prior to November 15, 2011,
Bombardier may redeem some or all of the 2016 Notes
by paying a “make-whole” premium, plus accrued and
unpaid interest, if any, as described in this offering
memorandum under “Description of the Notes—
Optional Redemption.”

At any time on or after November 15, 2011, Bombardier
may from time to time redeem all or any portion of the
2016 Notes at the redemption prices specified in this
offering memorandum under “Description of the Notes—
Optional Redemption,” plus accrued and unpaid interest,
if any.

At any time on or prior to November 15, 2009,
Bombardier may, at its option, from time to time redeem
up to 35% of the original aggregate principal amount of
any series of Fixed Rate Notes with the proceeds of one
or more equity offerings, at a redemption price equal to
(1) in the case of the 2014 Notes,108.000% of the principal
amount thereof, and (2) in the case of the 2016 Notes,
107.250% of the principal amount thereof, plus, in each
case, accrued and unpaid interest thereon, if any, to the
redemption date, provided that at least 65% of the aggre-
gate principal amount of each series of Fixed Rate Notes
originally issued remains outstanding after such redemp-
tion. See “Description of the Notes—Optional Redemp-
tion—Fixed Rate Notes—Equity Offering Redemption.”
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Tax Redemption ................

Additional Amounts ............

Change of Control ..............

Covenants

If Bombardier is, or there is a more than insubstantial
risk that Bombardier will be, required to pay additional
amounts as a result of changes in laws applicable to
tax-related withholdings or deductions in respect of pay-
ments on the notes, Bombardier will have the option to
redeem each series of notes, in whole but not in part, at
a redemption price equal to 100% of the aggregate prin-
cipal amount of the notes, plus any accrued and unpaid
interest, if any, to the date of redemption and any addi-
tional amounts that may then be payable. See “Descrip-
tion of the Notes—Redemption for Changes in
Withholding Taxes.”

Any payments made by Bombardier with respect to the
notes will be made without withholding or deduction,
unless required by law. If Bombardier is required by law
to withhold or deduct for taxes with respect to a payment
to the holders of notes, Bombardier will, subject to cer-
tain exceptions, pay the additional amount necessary so
that the net amount received by holders of notes (other
than certain excluded holders) after the withholding is
not less than the amount they would have received in
the absence of the withholding. See “Description of the
Notes—Payment of Additional Amounts.”

If Bombardier experiences certain change of control
events, it will be required to offer to purchase all of the
notes at a purchase price of 101% of the principal
amount, plus accrued and unpaid interest, if any, to the
date of purchase. See “Description of the Notes—Purch-
ase of Notes Upon a Change of Control.”

Each series of notes offered hereby will be issued under
a separate indenture. The respective indentures govern-
ing each series of notes will contain covenants that,
among other things, will limit Bombardier’s ability, and
in some cases the ability of its subsidiaries, to:

* incur additional debt and provide guarantees;
* create or permit certain liens;

 use the proceeds from the sales of assets and subsid-
iary stock;

» pay dividends and make certain other restricted
payments;

* create or permit restrictions on the ability of its sub-
sidiaries to pay dividends or make other payments;

* engage in certain transactions with affiliates; and

 enter into certain consolidations, mergers or transfers
of all or substantially all of our assets.

These covenants are subject to important exceptions
and limitations which are described under the heading
“Description of the Notes.”
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If at any time both Standard & Poor’s Rating Services, a
division of the McGraw-Hill Companies, Inc., and Moo-
dy’s Investors Service, Inc. have assigned an investment
grade credit rating to Bombardier’s senior unsecured
debt, most of the covenants will terminate and no
longer be applicable with respect to the notes, regard-
less of any subsequent changes in the rating of
Bombardier’s senior unsecured debt. See “Description
of the Notes—Certain Covenants—Covenant
Termination.”

Useof Proceeds ................ For information regarding the use of proceeds from this
offering of notes, see “Use of Proceeds.”

Transfer Restrictions . .. ......... The notes have not been and will not be registered under
the Securities Act, under any state securities laws or
under the laws of any other jurisdiction, and have not
been qualified for sale under the securities laws of any
province or territory of Canada. The notes are being
offered and sold only to qualified institutional buyers in
accordance with Rule 144A under the Securities Act and
outside the United States in accordance with Regulation S
under the Securities Act. See “Notice to Investors.”

The notes may not be sold or transferred directly or
indirectly in Canada except in accordance with applica-
ble securities laws of any province or territory of
Canada.

No Established Market for the

Notes. . ........................ The notes are a new issue of notes, and currently there
is no market for them. Application has been made to
have the notes admitted to the Official List of the Luxem-
bourg Stock Exchange and admitted for trading on the
Euro MTF Market, the alternative market of the Luxem-
bourg Stock Exchange. We cannot assure you that a lig-
uid market for the notes will develop or be maintained.

Joint Trustee, U.S. Registrar, U.S.
Paying Agent and U.S. Transfer
Agent .......... ... .. ... ....... Deutsche Bank Trust Company Americas.

Joint Trustee, Canadian
Registrar and Canadian Transfer
Agent ........... ... . . . ... Computershare Trust Company of Canada.

London Paying Agent, London
Transfer Agent and
Calculation Agent .............. Deutsche Bank AG, London Branch.

European Registrar, Luxembourg

Paying Agent, Luxembourg

Transfer Agent and Luxembourg

Listing Agent. .................. Deutsche Bank Luxembourg SA.

Governinglaw ................. New York.
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Summary Selected Consolidated Financial Information

You should read the following summary selected consolidated financial information in
conjunction with “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” and our audited comparative consolidated financial statements for the year
ended January 31, 2006 and our unaudited interim consolidated financial statements for the
six-month period ended July 31, 2006 and the accompanying notes, which are included
elsewhere in this offering memorandum.

We derived the summary selected consolidated financial information for the years ended
January 31, 2006, 2005 and 2004 and as of January 31, 2006, 2005 and 2004 from our audited
comparative consolidated financial statements for the year ended January 31, 2006, which are
included elsewhere in this offering memorandum. We derived the summary selected informa-
tion for the six-month periods ended July 31, 2006 and 2005 and as of July 31, 2006 and 2005
from our unaudited interim consolidated financial statements for the six-month period ended
July 31, 2006, which are included elsewhere in this offering memorandum. We derived the
summary selected information for the twelve-month period ended July 31, 2006 and as of
July 31, 2006 from our historical consolidated financial statements. The historical results do
not necessarily indicate results expected for any future period.

For the Years For the Six-Month Twe'i:;_tmhgnth

Ended and as of Periods Ended and Period Ended
January 31, as of July 31, and as of

2004 2005 2006 2005 2006 July 31, 2006

(millions of U.S. dollars, except per share amounts)
Consolidated Statement of Income

Information:
Revenues. ........ ... .. ... .. . ... $15,201 $15,546 $14,726 $ 7,390 $ 7,041 $14,377
Income from continuing operations before
special items and income taxes . . ... .. 231 12 238 102 130 266
Specialitems . .. ...... ... .. ... (330) (172) (88) (26) (24) ____(86)
Income (loss) from continuing operations
before incometaxes . .............. $ (99) $ (1600 $ 150 $ 76 $ 106 $ 180
Income tax expense (recovery). .. ........ 121 (38) 15 25 28 18
Income (loss) from continuing operations. .. $ (220) $ (122) $ 135 $ 51 $ 78 $ 162
Income (loss) from discontinued
operations—net of tax. . . ........... 135 37 114 121 4 (3)
Net income (I0SS) . . .o oo ii i $ (8) $ (85) $ 249 $ 172 $ 82 $ 159
Earnings (loss) per share—Basic and diluted
From continuing operations . . ......... $ (0.175) $ (0.08) $ 0.06 $ 0.02 $ 0.04 $ 0.08
From discontinued operations ......... 0.08 0.02 0.07 0.07 0.00 0.00
Net income (loss). . . ................ (0.07) (0.06) 0.13 0.09 0.04 0.08
Consolidated Balance Sheet
Information:
Total @ssets . .. ..o i $19,277 $20,130 $17,482 $17,749 $16,476 $16,476
Shareholders’ equity . . .. .............. $ 2450 $ 2298 $ 2425 $ 2,381 $ 2,575 $ 2,575
Liabilities
Accounts payable and accrued liabilities . . 6,710 7,085 6,866 6,852 6,565 6,565
Advances and progress billings in excess
ofrelatedcosts. . ................. 2,686 2,359 2,191 2,169 2,182 2,182
Fractional ownership deferred revenues . . 0 163 325 258 339 339
Deferred incometaxes . .............. 104 41 9 39 10 10
Long-termdebt . ................ ... 5,125 5,716 4,747 5,173 3,867 3,867
Accrued benefit liabilities . . . . ... ... ... 932 897 877 868 919 919
Liabilities related to assets held for sale. . . 1,270 1,571 42 9 19 19
Total liabilities . . . . ................. $16,827 $17,832 $15,057 $15,368 $13,901 $13,901
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For the

For the Years For the Six-Month "
Ended and as of Periods Ended and -I;'v;‘:ilc‘:)’g gnn%r::
January 31, as of July 31, and as of
2004 2005 2006 2005 2006 July 31, 2006

(millions of U.S. dollars, except per share amounts)
Other Financial Information:

EBITDA before special items . ........... $1022 $ 78 $ 990 $ 475 $ 489 $ 1,004
Earnings per share—from continuing

operations before special items . . ... .. 0.03 0.00 0.11 0.03 0.05 0.12
Additions to property, plant and

equipment . . ... .. 300 305 329 139 164 354

For the six-month periods ended July 31, 2006 and 2005, Bombardier’s consolidated cash
flows from operating activities, investing activities and financing activities were $(233) million,
$(80) million and $(981) million, and $(356) million, $1,385 million and $(408) million, respec-
tively. For the years ended January 31, 2006 and 2005, Bombardier’s consolidated cash flows
from operating activities, investing activities and financing activities were $754 million,
$1,334 million and $(907) million, and $480 million, $214 million and $51 million, respectively.
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RISK FACTORS

An investment in the notes involves risks. You should consider carefully the risks described
below as well as other information appearing elsewhere in this offering memorandum before
you decide to purchase the notes. The risks described below are not the only ones facing us.
Additional risks and uncertainties not presently known to us or that we currently believe to be
immaterial may also materially and adversely affect our business, financial condition or results
of operations. Any of the following risks and other risks could materially and adversely affect
our business, financial condition or results of operations. In such case, you may lose all or part
of your original investment.

Risks Relating to Our Business

We are subject to the cyclicality and long-term trends of the economy and the busi-
ness environment in which we compete.

Unfavourable economic conditions, such as a macroeconomic downturn in important
markets or an increase in commodity prices, may result in lower order intake, which would
adversely affect our business. In addition, we could incur significant costs associated with
temporary layoffs or termination of employees in the event of a curtailment of our production
activities due to unfavourable economic conditions.

We face a number of external risk factors, more specifically the financial condition of the
airline industry and major rail operators, government policies related to import and export
restrictions, changing priorities and possible spending cuts by government agencies, govern-
ment support to export sales, world trade policies, competition from other businesses, as well
as scope clauses in pilot union agreements restricting the operation of smaller jetliners by
major airlines or by their regional affiliates. In addition, acts of terrorism, political instability or
the outbreak of war or continued hostilities in certain regions of the world, and global health
risks, may result in lower orders, rescheduling or the cancellation of part of the existing order
backlog for certain of our products.

Airline industry profitability and viability influence demand for our commercial aircraft.
Continued cost pressure in the airline industry places pressure on the price of our products.
We are faced with the challenge of finding ways to reduce costs and improve productivity to
sustain a favourable market position at acceptable profit margins. Several of our U.S. commer-
cial airline customers are operating under the protection of Chapter 11. The loss of any major
commercial airline as a customer or the termination of a contract could significantly reduce our
revenues.

The success of certain of our partnerships depends on the satisfactory performance
of our business partners, exposing us to certain risks.

In certain of the projects carried out through consortia or other partnership vehicles in
Bombardier Transportation, all partners are jointly and severally liable to the customer. The
success of these partnerships is dependent on the satisfactory performance of our business
partners. Although, in these situations, partners generally exchange counter indemnity obliga-
tions, often partially or totally backed by guarantee instruments, the failure of the business
partners to fulfill their contractual obligations could subject us to additional financial and
performance obligations that could result in increased costs and unforeseen delays. In
addition, in Bombardier Transportation’s systems business, the loss of potential order intake
may result from a partner withdrawing from a consortium during the bid phase.
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To remain competitive in certain markets in which we operate, we must continuously
design new and update existing products and services and invest in and develop new
technologies. We may not be successful with our new or improved products, services
and technologies, exposing us to certain risks.

The principal markets in which we operate experience changes due to the introduction of
new technologies. To meet our customers’ needs in these businesses, we must continuously
design new and update existing products and services and invest in and develop new
technologies, which may require significant capital investments. Introducing new products
requires a significant commitment to research and development, which may not be successful.
Our sales may be impacted if we invest in products that are not accepted in the marketplace, if
customer demand or preference for aircraft models changes, if the products are not approved
by regulatory authorities, or if the products are not brought to market in a timely manner or
become obsolete. Bombardier Aerospace and Bombardier Transportation are both subject to
stringent certification or approval requirements, which may delay the certification of our
products. Non-compliance with regulatory requirements, such as those currently or in the
future imposed by Transport Canada, the U.S. Federal Aviation Administration, the European
Aviation Safety Agency, national rail regulatory bodies or other regulatory authorities, could
result in the grounding of our products, which could materially and adversely affect our
business, financial condition or results of operations.

We may be subject to product liability, warranty or other types of claims, which
could materially and adversely affect our business, financial condition or results of
operations.

The products we manufacture are highly complex and sophisticated and may contain
defects that are difficult to detect and correct. Defects may be found in our products after they
are delivered to the customer. If discovered, we may not be able to correct them in a timely
manner, or at all. The occurrence of defects and failures in our products could result in warranty
claims or the loss of customers. Correcting such defects could require significant capital
investments. Any claims, defects or failures could materially and adversely affect our business,
financial condition or results of operations. In addition, due to the nature of our business, we
may be subject to liability claims arising from accidents or disasters involving our products, or
products for which we provided services, including claims for serious personal injuries or death,
and these accidents may include accidents caused by climatic factors (such as snow and icy
weather) or by pilot or driver error. We cannot be certain that our insurance coverage will be
sufficient to cover one or more substantial claims. Furthermore, there can be no assurance that
we will be able to obtain insurance coverage at acceptable levels and cost in the future.

We are subject to certain legal risks, which could materially and adversely affect our
business, financial condition or results of operations.

We are subject to numerous risks relating to legal proceedings to which we are currently a
party or that could develop in the future. In the ordinary course of our business, we become
party to lawsuits, including suits involving allegations of improper delivery of goods or services,
product liability, product defects, quality problems and intellectual property infringement. There
can be no assurance that the results of these or other legal proceedings will not materially and
adversely affect our business, financial condition or results of operations. We maintain liability
insurance for certain legal risks at levels our management believes are appropriate and
consistent with industry practice. We may incur losses relating to litigation beyond the limits, or
outside the coverage, of such insurance and such losses may materially and adversely affect our
business, financial condition or results of operations, and our provisions for litigation-related
losses may not be sufficient to cover our ultimate loss or expenditure.
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We depend on a limited number of key customers and key suppliers, the loss of any
of which could materially and adversely affect our business, financial condition or
results of operations.

Our manufacturing operations are dependent upon a limited number of customers. As at
July 31, 2006, 6% of Bombardier Aerospace’s backlog related to aircraft programs was attribut-
able to one customer. For Bombardier Transportation, three customers represented 42% of the
order backlog as at July 31, 2006. We believe that we will continue to depend on a limited
number of customers; accordingly, the loss of any such customer could result in lower sales
and/or market share. Since the majority of Bombardier Transportation’s customers are public
companies or operate under public contract, Bombardier Transportation’s order intake is
dependent on public budgets and spending policies. Please also refer to “We and certain of
our customers depend, from time to time, on various types of government support, the loss or
substantial reduction of which could have a negative impact on our cost competitiveness or
market share” below for additional information.

Our manufacturing operations are dependent upon a limited number of key suppliers for
the delivery of materials, services and major systems, such as aluminum, titanium, power
plants, wings, nacelles and fuselages to Bombardier Aerospace, and brakes to Bombardier
Transportation. A failure by one or more key suppliers to meet performance specifications,
quality standards and delivery schedules could adversely affect our ability to meet our
commitments to customers. If one or more key suppliers are unable to meet their contractual
obligations towards us, this could materially and adversely affect our business, financial
condition or results of operations. Certain of these suppliers participate in the development of
products, such as aircraft or rolling stock platforms and the subsequent delivery of materials
and major components, and own some of the intellectual property regarding the key compo-
nents they develop. Therefore, our contracts with these key suppliers are on a long-term basis.
Although alternative supplier sources generally exist for the procurement of material and
major components, the replacement of certain key suppliers could be costly and could take a
significant amount of time.

We enter into fixed-term contracts in advance of ultimate production, which could
expose us to losses if we have costs overruns, technological problems or other
difficulties.

We have historically offered, and will continue to offer, a significant portion of our products
on fixed-term contracts, rather than contracts in which payment is determined solely on a
time-and-material basis. Generally, we may not terminate these contracts unilaterally. Although
we often rely on tools, methodologies and past experience to reduce the risks associated with
estimating, planning and performing these projects, in most cases, we are exposed to risks
associated with these projects, including unexpected technological problems, difficulties with
our partners and subcontractors and logistic difficulties that could lead to cost overruns and
late delivery penalties.

Our inability to recruit, retain and motivate highly-skilled employees or renew exist-
ing collective agreements could materially and adversely affect our business, finan-
cial condition or results of operations.

Human resource risk is the risk that we are unable to recruit, retain, and motivate highly
skilled employees to assist in our business, including research and development activities that
are essential to our success. Failure to recruit and retain highly-skilled personnel could
materially and adversely affect our business, financial condition or results of operations.

In addition, we are party to several collective agreements throughout our business
segments, which are subject to expiration at various times in the future. If we are unable to
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renew these collective agreements as they become subject to renegotiation from time to time,
this could result in work stoppages and other labour disturbances, and materially and
adversely affect our business, financial condition or results of operations.

Environmental laws and regulations could have an adverse effect on our business,
our financial condition or results of operations.

We are subject to environmental laws and regulations in each of the jurisdictions in which
we operate, governing, among other things, product performance and/or content, air and water
pollution, the use, disposal, storage, transportation, labeling and release of hazardous sub-
stances, human health risks arising from the exposure to hazardous or toxic materials and the
remediation of soil and/or groundwater contamination on or under our properties (whether or
not caused by us) or on or under other properties and caused by our current or past
operations. Environmental regulatory requirements, or enforcement thereof, may become more
stringent in the future and additional costs may be incurred by us to be compliant with such
future requirements or enforcement. In addition, we may have contractual or other liability for
environmental matters relating to businesses, products or properties that we have in the past
closed, sold or otherwise disposed of, or that we close, sell or dispose of in the future. There
can be no assurance that limitations imposed by, or costs of compliance with, current or future
environmental laws, or liabilities arising from a failure to comply with environmental laws or
obligations to perform environmental investigations or remediation or other environmental
problems, will not materially and adversely affect our business, financial condition or results of
operations.

We and certain of our customers depend, from time to time, on various types of gov-
ernment support, the loss or substantial reduction of which could have a negative
impact on our cost competitiveness and market share.

From time to time, we or our customers receive various types of government support. The
level of government support reflects government policy and depends on budgets and other
political and economic developments. We cannot predict if future government-sponsored
support will be available. The loss of any substantial reduction in the availability of govern-
ment support could negatively impact our cost competitiveness and market share. In addition,
any future government support received by our competitors may have a negative impact on
our competitiveness, product development, sales and market share.

We provide financing support to certain customers, which could expose us to certain
risks.

We provide, from time to time, aircraft financing support to our regional aircraft custom-
ers. We provide interim financing, which includes loans made to customers and the leasing of
aircraft to customers. We face the risk that certain customers, mainly regional aircraft custom-
ers, may not be able to obtain permanent financing. This, in turn, would have a negative
impact on our financial condition.

We also provide support, directly or indirectly, with respect to credit and/or residual value
guarantees to airlines or to support financings for airlines or to support financings by certain
special purpose entities created solely (i) to purchase regional aircraft from us and to lease
these aircraft to airlines, and (ii) to purchase financial assets related to regional aircraft
manufactured by us. Under these arrangements, we are obligated to make payments to a
guaranteed party in the event that the original debtor or lessee does not make lease or loan
payments or if the market or resale value of the aircraft is below the guaranteed residual value
amount at the end of the lease. A substantial portion of these guarantees has been extended to
support original debtors or lessees with less than investment-grade credit. Recent financial
weakness in certain airlines further exposes us to loss under credit guarantees. Significant
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claims under these guarantees could materially and adversely affect our business, financial
condition and results of operations.

We are currently negotiating with a government agency to finalize the details of our
indirect financial support to them in connection with RASPRO Trust 2005 (“RASPRO”) and
other financing structures related to the sale of regional aircraft. As a result, an assessment of
whether or not consolidation of RASPRO and other variable interest entities (“VIEs"”) benefiting
from the financial support of this government agency may be required. The outcome of these
negotiations may result in the consolidation on our financial statements of significant addi-
tional assets and liabilities of VIEs.

We may be limited in our ability to access financing for future capital requirements,
which could materially and adversely affect our business, financial condition and
results of operations.

We require continued access to the capital markets to support our activities. To satisfy our
financing needs, we rely on cash resources, debt and cash flow generated from operations.
Any impediments to our ability to access the capital markets, including a decline in credit
ratings, a significant reduction of the surety market global capacity, significant changes in
market interest rates, general economic conditions or an adverse perception in the capital
markets of our financial condition or prospects, could materially and adversely affect our
business, financial condition and results of operations. Credit ratings may be impacted by
many external factors beyond our control and accordingly, no assurance can be given that our
credit ratings will not be reduced in the future.

We are exposed to fluctuations in relative currency values, which could materially
and adversely affect our business, financial condition and results of operations.

Our financial results are reported in U.S. dollars and a portion of our sales and operating
costs are realized in currencies other than U.S. dollars, in particular Euros, Canadian dollars
and pounds sterling. Our results of operations are therefore affected by movements of these
currencies against the U.S. dollar. Significant long-term fluctuations in relative currency values,
such as a significant change in the relative value of the Euro, Canadian dollar or pound
sterling, could have an adverse effect on our future profitability. Although our foreign currency
policy is to use derivative financial instruments to manage these foreign currency exposures,
given the volatility of currency exchange rates, we cannot assure you that we will be able to
manage these risks effectively. Volatility in currency exchange rates may generate losses,
which could have an adverse effect on our financial condition or results of operations. For
more detailed information on our hedging policies, refer to “Management’s Discussion and
Analysis of Financial Condition and Results of Operations.”

We are exposed to risks from fluctuating interest rates, which could materially and
adversely affect our business, financial condition and results of operations.

We are exposed to risks from fluctuating interest rates as described under “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Year ended Janu-
ary 31, 2006 — Off-Balance Sheet Arrangements and Variable Interest Entities — Derivative
Financial Instruments,” which could materially and adversely affect our business, financial
condition and results of operations. We use derivative financial instruments or asset/liability
management techniques to manage the impact of fluctuating interest rates, arising mainly on
existing assets and liabilities and financial commitments.
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We are subject to increases in the cost or disruptions in the availability of materials,
which could materially and adversely affect our business, financial condition and
results of operations.

We are subject to commodity price risk relating principally to fluctuations in material
prices, such as aluminium and titanium used in the supply chain, which could materially and
adversely affect our business, financial condition and results of operations. In an effort to
mitigate these risks, we seek to enter into long-term arrangements with the supplier base.

Risks Relating to the Notes

We have, and following the consummation of our Refinancing Plan will continue to
have, substantial debt and significant interest payment requirements which could
adversely affect our financial condition and therefore make it more difficult to fulfill
Bombardier’s obligations under the notes.

We currently have, and following the consummation of our Refinancing Plan will continue
to have, a substantial amount of debt and significant interest payment requirements. As at
July 31, 2006, on a pro forma basis after giving effect to the Refinancing Plan, we would have
had $5,104 million of consolidated total debt (excluding long-term debt of consolidated VIEs,
which totalled $57 million as of July 31, 2006), provided that this amount may change based
upon the actual principal amount of the 5.75% Notes due 2008 that are offered for repurchase
pursuant to the repurchase invitations and Bombardier’s determination of the principal amount
of the 5.75% Notes due 2008 that it will repurchase. Our level of indebtedness could have
significant consequences, including the following:

* making it more difficult for Bombardier to satisfy its obligations with respect to the notes
and our other indebtedness;

* increasing our vulnerability to general adverse economic and industry conditions;

* requiring us to dedicate a substantial portion of our cash flows from operations to make
interest and principal payments on our indebtedness, reducing the availability of our
cash flows to fund capital expenditures, working capital, acquisitions and other general
corporate purposes;

* limiting our flexibility in planning for, or reacting to, changes in our businesses and the
industries in which we operate;

» placing us at a disadvantage compared to our competitors that have less debt or greater
financial resources; and

* limiting our ability to obtain additional funds for capital expenditures, general corporate
purposes or acquisitions.

The covenants in the New LC Facility and the indentures governing the notes and cer-
tain of our other indebtedness impose operating and financial restrictions on us. If
we default under these covenants or governing documents, Bombardier may not be
able to make payments on the notes.

The indentures governing the notes and certain of our other indebtedness and the
documentation governing the New LC Facility contain covenants that, among other things,
restrict our ability, and in some cases the ability of our subsidiaries, to:

* incur additional debt and provide guarantees;

* create or permit certain liens;

21



» use the proceeds from the sale of assets and subsidiary stock;
» pay dividends and make certain other restricted payments;

» create or permit restrictions on the ability of our subsidiaries to pay dividends or make
other payments;

* engage in certain transactions with affiliates; and

 enter into certain consolidations, mergers or transfers of all or substantially all of our
assets.

These restrictions could impair our ability to finance our future operational or our capital
needs, or to engage in other business activities that may be in our interest.

Our ability to comply with these covenants may be affected by events beyond our control.
A breach of any of these agreements or our inability to comply with these covenants could
also result in a default under the New LC Facility, which would permit our lenders to request
the immediate cash collateralization of all outstanding letters of credit and our note holders
and other lenders to declare amounts owed to them immediately payable. If our indebtedness
is accelerated, we may not be able to repay our indebtedness or borrow sufficient funds to
refinance it. In addition, if we incur additional debt in the future, we may be subject to
additional covenants, which may be more restrictive than those that we are subject to now.

The notes are unsecured and will be effectively subordinated to Bombardier’'s
secured indebtedness.

The notes are unsecured and therefore are effectively subordinated to any secured indebt-
edness that Bombardier has incurred, or may in the future incur, to the extent of the value of
the assets securing such indebtedness. The notes are therefore effectively subordinated to
certain obligations under the New LC Facility, to the extent of the value of the assets securing
such obligations. In the event of a bankruptcy or similar proceeding, the assets that serve as
collateral for our secured indebtedness will be available to satisfy the obligations under the
secured indebtedness before any payments are made on the notes. Holders of the notes will
participate ratably in Bombardier’s remaining assets with all holders of Bombardier’s unse-
cured indebtedness that is deemed to rank equally with the notes, and potentially with all other
general creditors (including trade creditors), based upon the respective amounts owed to each
holder. In any of the foregoing events, there may be insufficient assets to pay amounts due on
the notes. As a result, holders of the notes may receive less from Bombardier's assets, ratably,
than holders of Bombardier’s secured indebtedness.

Your right to receive payments on the notes is structurally subordinated to all exist-
ing and future liabilities of Bombardier’s subsidiaries.

The notes are not guaranteed by Bombardier’s subsidiaries. In the event of a bankruptcy,
liguidation or reorganization of any of Bombardier's subsidiaries, holders of their indebtedness
and their trade creditors will generally be entitled to payment of their claims from the assets of
those subsidiaries before any assets are made available for distribution to Bombardier.

Bombardier depends to a certain extent on its subsidiaries to generate sufficient cash
flow to meet its debt service obligations, including payments on the notes.

A certain portion of Bombardier’s assets are the capital stock of its subsidiaries and
Bombardier conducts an important portion of its business through its subsidiaries. Conse-
quently, Bombardier’s cash flow and ability to service its debt obligations, including the notes,
are dependent to a certain extent upon the earnings of its subsidiaries and the distribution of
those earnings to Bombardier, or upon loans, advances or other payments made by these
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entities to Bombardier. The ability of these entities to pay dividends or make other loans,
advances or payments to Bombardier will depend upon their operating results and will be
subject to applicable laws and contractual restrictions contained in the instruments governing
their debt.

The ability of Bombardier’s subsidiaries to generate sufficient cash flow from operations to
allow Bombardier to make scheduled payments on Bombardier’s debt obligations, including
the notes, will depend on their future financial performance, which will be affected by a range
of economic, competitive and business factors, including those discussed above, many of
which are outside of Bombardier’s or their control. The cash flow and earnings of Bombardier’s
operating subsidiaries and the amount that they are able to distribute to Bombardier as
dividends or otherwise may not generate sufficient cash flow from operations to satisfy
Bombardier’'s debt obligations, including payments on the notes. Accordingly, Bombardier may
have to undertake alternative financing plans, such as refinancing or restructuring its debt,
selling assets, reducing or delaying capital investments or seeking to raise additional capital.
We cannot assure you that any such alternatives would be possible, that any assets could be
sold, or, if sold, of the timing of the sales and the amount of proceeds realized from those
sales, that additional financing could be obtained on acceptable terms, if at all, or that
additional financing would be permitted under the terms of the indentures governing the notes
or of our various debt instruments then in effect. Our inability to generate sufficient cash flow
to satisfy our debt obligations, or to refinance our obligations on commercially reasonable
terms, would have an adverse effect on our business, financial condition and results of
operations, as well as on our ability to satisfy our obligations on the notes.

Bombardier may not be able to finance an offer to purchase the notes required by the
indentures following a change of control because it may not have sufficient funds at

the time of the change of control or the New LC Facility (or other future agreements)

may not allow the repurchases.

If Bombardier experiences a change of control, as that term is defined under “Description
of the Notes—Certain Definitions,” Bombardier may be required to make an offer to repurchase
all of your notes prior to maturity. Bombardier cannot assure you that it will have sufficient
funds or be able to arrange for additional financing to repurchase the notes following such a
change of control. There is no sinking fund with respect to the notes.

Certain changes of control under the notes would also be an event of termination under
the New LC Facility. In addition, the New LC Facility may restrict Bombardier’s ability to
repurchase the notes following a change of control. Any future credit agreement or other
agreements relating to our senior indebtedness to which we become a party may contain
similar provisions. Bombardier’s failure to purchase the notes tendered pursuant to a repur-
chase offer made in the event of a change of control would, pursuant to the indentures,
constitute an event of default under the indentures. Any such event of default could in turn
constitute an event of default under future senior indebtedness, any of which may cause the
related debt to be accelerated after the expiry of any applicable notice or grace periods. If debt
were to be accelerated, Bombardier may not have sufficient funds to repurchase the notes and
repay the debt.

Canadian bankruptcy and insolvency laws may impair the trustees’ ability to enforce
remedies under the notes.

Bombardier is organized under the laws of Canada and a portion of its assets are located
in Canada. The rights of the trustees who represent the holders of the notes to enforce
remedies could be delayed by the restructuring provisions of applicable Canadian federal
bankruptcy, insolvency and other restructuring legislation if the benefit of such legislation is
sought with respect to Bombardier. For example, both the Bankruptcy and Insolvency Act
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(Canada) and the Companies’ Creditors Arrangement Act (Canada) contain provisions enabling
an insolvent person to obtain a stay of proceedings against its creditors and to file a proposal
or plan of compromise or arrangement to be voted on by the various classes of its affected
creditors. A restructuring proposal, compromise or arrangement if accepted by the requisite
majorities of each affected class of creditors, and if approved by the relevant Canadian court,
would be binding on all creditors within each affected class, including those creditors that did
not vote to accept the proposal, compromise or arrangement. Moreover, this legislation, in
certain instances, permits the insolvent debtor to retain possession and administration of its
property, subject to court oversight, even though it may be in default under the applicable debt
instrument, during the period that the stay against proceedings remains in place.

The powers of the court under the Bankruptcy and Insolvency Act (Canada) and particularly
under the Companies’ Creditors Arrangement Act (Canada) have been interpreted and exer-
cised broadly so as to protect a restructuring entity from actions taken by creditors and other
parties. Accordingly, we cannot predict whether payments under the notes would be made
during any proceedings in bankruptcy, insolvency or other restructuring, whether or when the
trustees could exercise its rights under the indentures governing the notes or whether and to
what extent holders of the notes would be compensated for any delays in payment, if any, of
principal, interest and costs, including the fees and disbursements of the trustees.

Investors in the notes located outside of Canada may have difficulties enforcing civil
liabilities.

Bombardier is incorporated under the laws of Canada. Moreover, the majority of Bombar-
dier’s directors, controlling persons and officers are residents of Canada. As a result, it may be
difficult for holders of the notes to effect service of process upon Bombardier or such persons
outside of Canada or to enforce against Bombardier or them in jurisdictions outside of Canada
judgments of courts of jurisdictions outside of Canada predicated upon the civil liability
provisions or securities laws or other laws of such jurisdictions. In addition, there is doubt as
to the enforceability in Canada of liabilities predicated solely upon U.S. federal or state
securities law against Bombardier and its directors, controlling persons and officers who are
not residents of the United States, in original actions or in actions for enforcement of
judgments of U.S. courts. See “Description of the Notes—Enforceability of Judgments”.

There is no public market for the notes and an active trading market may not develop
for the notes which may reduce their market price.

There is currently no established trading market for the notes. Application has been made
for the notes to be listed on the Official List of the Luxembourg Stock Exchange and admitted
for trading on the Euro MTF Market of the Luxembourg Stock Exchange. We have been advised
by the initial purchasers that they presently intend to make a market in the notes, but they are
under no obligation to do so, and any such market-making may be discontinued at any time
without notice, at the sole discretion of the initial purchasers. Accordingly, no assurance can
be given as to the prices or liquidity of, or trading markets for, the notes. The liquidity of any
market for the notes will depend upon the number of holders of the notes, the interest of
securities dealers in making a market in the notes, prevailing interest rates, the market for
similar securities and other factors, including general economic conditions, our business,
financial condition and results of operations. The absence of an active market for the notes
could adversely affect the market price and liquidity of the notes.

In addition, the market for non-investment grade debt has historically been subject to
disruptions that caused volatility in prices. It is possible that the market for the notes will be
subject to disruptions. Any such disruptions may have a negative effect on your ability to sell
the notes regardless of our prospects and financial performance.
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Resale of the notes is restricted, which may impact your ability to sell the notes.

We are relying upon an exemption from the registration requirement of the Securities Act
and other applicable securities laws to offer and sell the notes. The notes are being offered
and sold only to qualified institutional buyers in accordance with Rule 144A under the
Securities Act and outside the United States in accordance with Regulation S under the
Securities Act. The notes are subject to restrictions on transfer as described under “Notice to
Investors.” We have no obligation, and we do not intend, to register the notes in an exchange
offer under the Securities Act. Further, the notes may not be sold or transferred directly or
indirectly in Canada except in accordance with applicable securities laws of any province or
territory of Canada. It is your obligation to ensure that your offers and sales of the notes within
the United States, Canada, the European Economic Area or other countries comply with both
the transfer restrictions contained in this offering memorandum and the indentures and the
laws of those jurisdictions.

Changes in our credit ratings or the financial and credit markets could adversely
affect the market prices of the notes.

The future market prices of the notes will be affected by a number of factors, including the
following among others:

» our ratings with major credit rating agencies;
» the prevailing interest rates being paid by companies similar to us; and
 the overall condition of the financial and credit markets.

The condition of the financial and credit markets and prevailing interest rates have
fluctuated in the past and are likely to fluctuate in the future. These fluctuations could have an
adverse effect on the prices of the notes. In addition, credit rating agencies continually revise
their ratings for companies that they follow, including us. We cannot assure you that credit
rating agencies will continue to rate our debt or that they will maintain their ratings on our
debt. A negative change in our rating could have an adverse effect on the market prices of the
notes.

25



USE OF PROCEEDS

The following table sets out the sources and estimated uses of funds in connection with

this issuance of notes based on the Federal Reserve Bank of New York’s noon buying rate for
Euros on November 9, 2006 (US$1.00=€0.7791).

Sources Uses
(€ in millions)
Notes offered hereby .. ............... €1,900 Retirement of 6.125% Notes due 2007 ‘.. € 509
Retirement of 5.75% Notes due 2008 ? .. € 229
Retirement of 7.09% Notes due 2007 ® .. € 173
Payment of fees and expenses ¥ . .. .. .. € 30
General corporate purposes ® ... ... ... € 959
Totalsources...................... €1900 Totaluses........................ €1,900

(1

(2)

(3)

(4)

(5)

Assumes the repurchase pursuant to the repurchase invitations of all outstanding 6.125% Notes due 2007 at a
price of €1,010.74 per €1,000.00 principal amount and includes costs to unwind swaps related to these notes.
Bombardier Capital Funding Limited Partnership will redeem any 6.125% Notes due 2007 that are outstanding
after expiration of the repurchase invitations, in accordance with the terms and conditions of such notes.

Assumes the repurchase pursuant to the repurchase invitations of €225 million principal amount of the out-
standing 5.75% Notes due 2008 at a price of €1,018.04 per €1,000.00 principal amount. We do not currently

intend to redeem any 5.75% Notes due 2008 that are not offered for repurchase pursuant to the repurchase
invitations.

Assumes the repurchase of all outstanding 7.09% Notes due 2007 at a price of US$1,004.34 per US$1,000.00
principal amount and includes costs to unwind swaps related to these notes.

Reflects Bombardier’s fees and expenses relating to this issuance of notes, the initial purchasers’ commissions
in respect of this issuance of notes, the dealer-manager’s fees and expenses in respect of the repurchase invita-
tions and legal and accounting fees related thereto.

Includes the payment of a portion of the €860 million cash deposit to secure Bombardier’s obligations to the
banks issuing letters of credit under our new syndicated letter of credit facility. See “Description of Other Indebt-
edness and Letter of Credit Facility—New Syndicated Letter of Credit Facility—Security and Guarantee” for fur-
ther details on the cash deposit.

For information regarding the terms of our outstanding Refinance Notes and $220 million

7.09% Notes due 2007, see “Description of Other Indebtedness and Letter of Credit Facility.”
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and total capitalization as of
July 31, 2006: (i) on an actual basis, and (ii) as adjusted to reflect this offering of the notes and
the application of the aggregate net proceeds to be received from this offering.

This table should be read together with the sections entitled “Use of Proceeds,” “Manage-
ment’s Discussion and Analysis of Financial Condition and Results of Operations” and with our
interim consolidated financial statements as of and for the six-month period ended July 31,
2006, including the related notes thereto, included elsewhere in this offering memorandum.

t(1)

There have been no material changes to our share capital and long-term debt' "’ since

July 31, 2006.

As of July 31, 2006
Actual  As Adjusted ?
(millions of U.S. dollars)

Cash and cash equivalents®™® . . . ... ... .. .. . . $1,794 $3,025

Long-term debt'™ & $3,810 $5,104
Shareholders’ equity:

Equity Shares “:

1,892,000,000 Class A shares (multiple voting) (the “Class A

Shares”), without nominal or par value, authorized; 317,178,736
Class A Shares issued and outstanding . .................... 29 29

1,892,000,000 Class B shares (subordinate voting) (the “Class B
Shares”), without nominal or par value, authorized;
1,427,854,232 Class B Shares issued and outstanding.......... 1,399 1,399

Preferred shares: unlimited preferred shares authorized:
Series 2 Preferred Shares: 12,000,000 shares authorized; 2,597,907

issued and outstanding . . . .. ... ... 51 51
Series 3 Preferred Shares: 12,000,000 shares authorized; 9,402,093
issued and outstanding . . . ....... .. . . 148 148
Series 4 Preferred Shares: 9,400,000 shares authorized; 9,400,000
issued and outstanding . . . ........ .. . 148 148
Contributed surplus . . . ... ... e 27 27
Retained earnings™ . .. ... ... . 593 585
Cumulative translation adjustment . . . .......... ... ... . ... 180 180
Total shareholders’ equity™® . . ... ... .. $2,575 $2,567
Total capitalization® . .. ... . . . $6,385 $7,671

(1) Excludes long-term debt of consolidated VIEs, which totalled $57 million as of July 31, 2006. See “Description of
Other Indebtedness and Letter of Credit Facility—Variable Interest Entities.”

(2) The aggregate net proceeds from this offering of notes of €1.9 billion are currently estimated to amount to
approximately $2.4 billion, assuming total fees and expenses of $39 million in respect of this offering of the
notes and the repurchase invitations, and will be used as set forth under “Use of Proceeds.” In this capitaliza-
tion table, such net proceeds are presented assuming they have been applied as set forth under “Use of Pro-
ceeds.” The amounts in this footnote (2) presented in U.S. dollars have been converted from Euros, if
applicable, at the rate of $1.00 to €0.7791, the Federal Reserve Bank of New York’s noon buying rate on
November 9, 2006.

(3) These amounts may change based upon the actual principal amount of the 5.75% Notes due 2008 that are
offered for repurchase pursuant to the repurchase invitations and Bombardier’s determination of the principal
amount of the 5.75% Notes due 2008 that it will repurchase.

(4) All shares are fully paid up, as required by the Canada Business Corporations Act.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

You should read the following selected consolidated financial information in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our

audited comparative consolidated financial statements for the year ended January 31, 2006 and our
unaudited interim consolidated financial statements for the six-month period ended July 31, 2006 and the
accompanying notes, which are included elsewhere in this offering memorandum.

We derived the selected consolidated financial information for the years ended January 31, 2006 and
2005 and as of January 31, 2006 and 2005 from our audited comparative consolidated financial
statements for the year ended January 31, 2006, which are included elsewhere in this offering memoran-
dum. We derived the selected information for the six-month periods ended July 31, 2006 and 2005 and as
of July 31, 2006 and 2005 from our unaudited interim consolidated financial statements for the six-month
period ended July 31, 2006, which are included elsewhere in this offering memorandum. The historical
results do not necessarily indicate results expected for any future period.

Consolidated Statement of Income
Information:

Revenues . . ... ... .. .. .

Income from continuing operations before
special items and income taxes. . ........

Specialitems . ........... .. ... .. .. ...

Income (loss) from continuing operations
before incometaxes..................

Income tax expense (recovery). . ..........

Income (loss) from continuing operations . . . .
Income from discontinued operations—net of
X o

Net income (loss) . ....................

Earnings (loss) per share—Basic and diluted
From continuing operations . ...........
From discontinued operations. . . ........
Netincome (loss). .. .................

Consolidated Balance Sheet Information:
Totalassets. . . ........ ... ...

Shareholders’ equity . .. ................
Liabilities . ... ... .. ... . . .
Short-term borrowings . ... ............
Accounts payable and accrued liabilities . . .
Advances and progress billings in excess of
relatedcosts. . .......... ... ... . ...,
Fractional ownership deferred revenues. . . .
Deferred income taxes . ...............
Long-termdebt ............ ... .. ...,
Accrued benefit liabilities . ... ..........
Liabilities related to assets held for sale. . . .

Total liabilities . . .. ...... ... ........
Other Financial Information:
EBITDA before special items . ............
Earnings per share—from continuing
operations before special items. .........
Additions to property, plant and equipment . .

For the Years Ended
and as of January 31,

For the Six-Month
Periods Ended
and as of July 31,

2002 2003 2004 2005 2006 2005 2006
(millions of U.S. dollars, except per share amounts)

$12,427 $13,277 $15,201 $15,546 $14,726 $ 7,390 $ 7,041
637 189 231 12 238 102 130
(702) (837) (330) (172) (88) (26) (24)
$ (65 $ (648 $ (99) $ (160) $ 150 $ 76 $ 106
(22) (159) 121 (38) 15 25 28
$ (43) $ (489) $ (2200 $ (122) $ 135 $ 51 $ 78
66 96 135 37 114 121 4
$ 23 $ (393) $§ (85 $ (85 $ 249 $ 172 % 82
$ (0.04) $ (0.37) $ (0.15) $ (0.08) $ 0.06 $ 0.02 $ 0.04
0.05 0.07 0.08 0.02 0.07 0.07 0.00
0.01 (0.30) (0.07) (0.06) 0.13 0.09 0.04
$17,108 $19,049 $19,277 $20,130 $17,482 $17,749 $16,476
$2095 $1793 $ 2450 $ 2298 $2425 $ 2,381 $ 2,575
$1814 ¢ 816 $ 0 3 0o 3 0 $ 0o 3 0
4,626 5,772 6,710 7,085 6,866 6,852 6,565
2,067 2,496 2,686 2,359 2,191 2,169 2,182
0 0 0 163 325 258 339
399 122 104 41 9 39 10
4,480 5,331 5,125 5,716 4,747 5,173 3,867
624 753 932 897 877 868 919
1,003 1,966 1,270 1,571 42 9 19
$15,013 $17,256 $16,827 $17,832 $15,057 $15,368 $13,901
$1281 $ 929 $ 1022 $ 78 $ 990 $ 475 $ 489
0.29 0.08 0.03 0.00 0.11 0.03 0.05
723 461 300 305 329 139 164

For the six-month periods ended July 31, 2006 and 2005, Bombardier’s consolidated cash flows from
operating activities, investing activities and financing activities were $(233) million, $(80) million and
$(981) million, and $(356) million, $1,385 million and $(408) million, respectively. For the years ended
January 31, 2006 and 2005, Bombardier's consolidated cash flows from operating activities, investing
activities and financing activities were $754 million, $1,334 million and $(907) million, and $480 million,

$214 million and $51 million, respectively.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Six-month period ended July 31, 2006

Set forth below is a reproduction of our “Management’s Discussion and Analysis” for the
six-month period ended July 31, 2006, which we filed with the Canadian securities regulatory
authorities on August 30, 2006. The information set forth below is as of August 30, 2006 and
has not been updated for purposes of this offering memorandum.

Management’'s Discussion and Analysis
All amounts in this report are in U.S. dollars and tabular figures
are in millions of U.S. dollars, unless otherwise indicated.

Forward-Looking Statements

This Management’s Discussion and Analysis (“MD®&A") includes forward-looking state-
ments. Forward-looking statements generally can be identified by the use of forward-looking
terminology such as “may”, “will”, “expect”, “intend”, “anticipate”, “plan”, “foresee”,
“believe” or “continue” or the negatives of these terms or variations of them or similar
terminology. By their nature, forward-looking statements require Bombardier Inc. (the “Corpo-
ration”) to make assumptions and are subject to important known and unknown risks and
uncertainties, which may cause the Corporation’s actual results in future periods to differ
materially from forecasted results. While the Corporation considers its assumptions to be
reasonable and appropriate based on current information available, there is a risk that they
may not be accurate. For additional information with respect to the assumptions underlying
the forward-looking statements made in this MD&A, please refer to the respective MD&A
sections of the Corporation’s aerospace segment (“Aerospace”) and the Corporation’s transpor-
tation segment (“Transportation”) in the Corporation’s annual report for fiscal year 2006.

Certain factors that could cause actual results to differ materially from those anticipated in
the forward-looking statements include risks associated with general economic conditions,
risks associated with the Corporation’s business environment (such as the financial condition
of the airline industry, government policies and priorities and competition from other busi-
nesses), operational risks (such as regulatory risks and dependence on key personnel, risks
associated with doing business with partners, risks involved with developing new products
and services, warranty and casualty claim losses, risks from legal proceedings, risks relating to
the Corporation’s dependence on certain key customers and key suppliers, risks resulting from
fixed-term commitments, human resource risks and environmental risks), financing risks (such
as risks resulting from reliance on government support, risks relating to financing support
provided on behalf of certain customers, risks relating to liquidity and access to capital
markets, risks relating to the terms of certain restrictive debt covenants and market risks,
including currency, interest rate and commodity pricing risk). See Risks and Uncertainties in
the MD&A section of Bombardier Inc.’s annual report for fiscal year 2006 for further informa-
tion. Readers are cautioned that the foregoing list of factors that may affect future growth,
results and performance is not exhaustive and undue reliance should not be placed on
forward-looking statements. The forward-looking statements set forth herein reflect the
Corporation’s expectations as at the date of this MD&A and are subject to change after such
date. Unless otherwise required by applicable securities laws, the Corporation expressly
disclaims any intention, and assumes no obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.
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1 Overview

This MD&A is based on reported earnings in accordance with Canadian generally accepted
accounting principles (“GAAP”) and on the following non-GAAP financial measures:

EBITDA before special items:............ Earnings before financing income, financing
expense, income taxes, depreciation and
amortization and special items

EBIT before specialitems:. .............. Earnings before financing income, financing
expense, income taxes and special items
EBT before special items: ............... Earnings before income taxes and special
items
EPS from continuing operations before Earnings per share from continuing
specialitems: ...................... operations before special items
Freecashflow: ........................ Cash flows from operating activities less net

additions to property, plant and equipment

These non-GAAP measures are directly derived from the interim consolidated financial
statements, but do not have a standardized meaning prescribed by GAAP; therefore, others
using these terms may calculate them differently. The reconciliation to the most comparable
GAAP measures is provided in the following sections of the MD&A:

» Reconciliation of EBITDA and EBIT, before special items, to EBIT—see the analysis of
results tables in the Aerospace and Transportation sections.

» Reconciliation of EBIT and EBT, before special items, to EBT—see the selected financial
information table in the Consolidated results section.

» Reconciliation of earnings per share from continuing operations before special items to
earnings per share—see the reconciliation of earnings per share from continuing opera-
tions table following the tables of selected financial information in the Consolidated
results section.

» Reconciliation of free cash flow to cash flows from operating activities—see the first table
in the Cash flows section.

Management believes that a significant portion of the users of its interim consolidated
financial statements and MD&A analyze the Corporation’s results based on these performance
measures and that this presentation is consistent with industry practice. Special items are
related to the restructuring activities in Transportation. Management views these items as
potentially distorting the analysis of trends.

Highlights of the Quarter

« EBT from continuing operations of $77 million, compared to an EBT from continuing
operations before special items of $60 million ($26 million after special items) for the
same period last fiscal year.

« EPS from continuing operations of $0.03, compared to an EPS from continuing opera-
tions before special items of $0.02 (nil after special items) for the same period last fiscal
year.

* Repayment of $646 million of long-term debt.

* Free cash flow of $146 million, an improvement of $401 million compared to the same
period last fiscal year.

« Cash and cash equivalents of $1.8 billion as at July 31, 2006.
 Strong order backlog of $33.1 billion as at July 31, 2006.
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Consolidated Results

Selected financial information was as follows:

Three-Month Six-Month
Periods Periods
Ended July 31, Ended July 31,
2006 2005 2006 2005

REeVENUES . . .t ii  e ee $3,5615 $3,633 $7,041 $7,390
EBIT from continuing operations before special items . . .. 126 119 228 215
Financing income .......... ... i (39) (32) (78) (65)
Financing exXpense. . ...t 88 91 176 178
EBT from continuing operations before special items. . ... 77 60 130 102
Special items . . ... ... . e — 34 24 26
EBT from continuing operations. ..................... 77 26 106 76
Income taxes . .. ...t e 20 16 28 25
Income from continuing operations . . ................. 57 10 78 51
Income from discontinued operations, net of tax ‘" ... ... 1 107 4 121
Net INCOME. .. ot e e e e e e e e $ 58 $ 117 $ 82 $ 172
Basic and diluted earnings per share (in dollars)

From continuing operations before special items ...... $ 003 $002 $005 $0.03

Net inCOMe . ..o v ettt et $ 003 $006 $0.04 $0.09
Free cash flow ? ... ... . . . . $ 146 $ (255) $ (393) $ (458)
(as a percentage of revenues)

EBIT from continuing operations before special items .. 3.6% 3.3% 3.2% 2.9%

EBT from continuing operations before special items . . . 2.2% 1.7% 1.8% 1.4%

(1) Related to Bombardier Capital’s (“BC"”) inventory finance, on- and off-balance sheet manufactured housing,
consumer finance and on- and off-balance sheet freight car operations (see note 4—Discontinued operations
and assets held for sale to the interim consolidated financial statements).

(2) A detailed analysis of changes in free cash flow is contained in the Cash flows section of this MD&A.

Selected financial information was as follows as at:
July 31, January 31,

2006 2006
Order backlog (in billions of dollars) . ........... ... .. ... .......... $ 33.1 $ 31.6
Cash and cash equivalents ‘" . .. ... $1,794 $2,917
Available short-term capital resources V. . ... ... . $3,286 $3,950

(1) An analysis of changes in cash and cash equivalents and available short-term capital resources is contained in
the Cash flows and Capital resources sections of this MD&A.
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Reconciliation of earnings per share from continuing operations before and after special
items was as follows:
Three-Month Six-Month

Periods Periods
Ended July 31, Ended July 31,

2006 2005 2006 2005

Income from continuing operations before special items, net

of taX . oo e $57 $ 42 $100 $ 70
Special items, netoftax .............. ... . . . . ... — 32 22 19
Income from continuing operations .. ................... $57 $ 10 $ 78 $ 51

Basic and diluted earnings (loss) per share (in dollars):
From continuing operations before special items, net of

BAX o e e $0.03 $0.02 $0.05 $0.03
Special items, netoftax. ............ ... ... . ... — (0.02) (0.01) (0.01)
From continuing operations ..................co..... $0.03 $ — $0.04 $0.02

Revenues—The $118-million and $349-million decreases for the three- and six-month
periods mainly reflect:

 lower deliveries of regional jets; and

» decreased mainline revenues in the United Kingdom (“U.K.”) and Germany in
Transportation.

Partially offset by:
* increased deliveries of, and improved selling prices for business aircraft.

EBIT Margin from Continuing Operations Before Special ltems—The 0.3 percentage-point
increases for the three- and six-month periods reflect a higher EBIT margin in Transportation,
mainly due to improvements in contract execution and the positive impact of restructuring
initiatives.

Financing Income and Financing Expense—Net financing expense amounted to $49 million
and $98 million for the three- and six-month periods ($59 million and $113 million for the same
periods last fiscal year).

The $10-million and $15-million decreases for the three- and six-month periods are mainly
due to:

 higher interest income on cash and cash equivalents; and

 dividend income in connection with the Corporation’s investment in the preferred shares
of the Corporation’s former recreational products segment.

Partially offset by:

 lower financing income from loans and lease receivables related to aircraft financing,
consistent with the reduction of the average balance in this portfolio.

Special ltems—Special items are related to the restructuring plan in Transportation. The
final charge related to this plan was recorded in the three-month period ended April 30, 2006.

Income Taxes—For the three-month period ended July 31, 2006, the effective income tax
rate was 26.0%, compared to the statutory income tax rate of 32.7%. The lower effective tax
rate compared to the statutory income tax rate is mainly due to lower effective income tax
rates of foreign investees. For the three-month period ended July 31, 2005, the effective income
tax rate was 61.5%, compared to the statutory income tax rate of 31.9%. The higher effective
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tax rate compared to the statutory income tax rate is mainly due to the non-recognition of
income tax benefits related to the restructuring plan in Transportation.

For the six-month period ended July 31, 2006, the effective income tax rate was 26.4%,
compared to the statutory income tax rate of 32.7%. The lower effective tax rate compared to
the statutory income tax rate is mainly due to lower effective income tax rates of foreign
investees, partially offset by the non-recognition of income tax benefits related to the restruc-
turing plan in Transportation. For the six-month period ended July 31, 2005, the effective
income tax rate was 32.9%, compared to the statutory income tax rate of 31.9%. The non-
taxable gains on the sale of land and buildings, included in special items in Transportation,
were offset by the non-recognition of income tax benefits related to the restructuring plan in
Transportation.

Income from Discontinued Operations, Net of Tax—This item includes a gain of $121 mil-
lion recorded in the three-month period ended July 31, 2005 on the sale of the inventory
finance operations.

Order Backlog—The $1.5-billion increase is mainly due to:

* the positive currency impact on the order backlog of Transportation, mainly arising from
the strengthening of the euro and the pound sterling compared to the U.S. dollar,
amounting to approximately $800 million; and

 the higher order intake compared to revenues recorded for Transportation and business
aircraft.

Partially offset by:

* a declining order backlog for regional jets.

Il Aerospace
Overview

Effective the first quarter of fiscal year 2007, orders, deliveries and revenues of the
corporate airliner category, represented by the Challenger 800 Series aircraft, are now included
in business aircraft. Previously, orders, deliveries and revenues for this category were pre-
sented in regional aircraft. As a result, two deliveries of the corporate airliner category were
classified in business aircraft for the three-month period ended July 31, 2006 (no deliveries for
the same period last fiscal year). For the six-month period ended July 31, 2006, seven deliveries
were classified in business aircraft (two deliveries for the same period last fiscal year were
reclassified from regional aircraft to business aircraft).

Highlights of the Quarter

« EBIT margin of 3.5%, compared to 3.9% for the same period last fiscal year.

* Free cash flow of $293 million, an improvement of $247 million compared to the same
period last fiscal year.

» 48 deliveries and 67 net orders for business aircraft, compared to 41 and 51, respectively,
for the same period last fiscal year.

» 26 deliveries and 9 net orders for regional aircraft, compared to 39 and 11, respectively,
for the same period last fiscal year.
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Aircraft Deliveries

Total aircraft deliveries were as follows:

Three-Month Six-Month
Periods Periods
Ended July 31, Ended July 31,

2006 2005 2006 2005

Business aircraft (including those of the fractional ownership
Program). . . oottt e 48 41 101 84

Regional aircraft ......... ... ... . . . i 26 39 50 77
Amphibious aircraft ......... ... .. .. . . . ..

IS |
(o)
-
—_
(8]
N
-
(2]
N

The increases in business aircraft deliveries for the three- and six-month periods are
mainly due to the continued strength of the business aircraft market in both the narrow body
and wide body business jet segments. There have also been increased deliveries of Challenger
800 Series aircraft through the recently launched Bombardier Corporate Shuttle Solutions.

The decreases in regional aircraft deliveries for the three- and six-month periods are due
to:

* lower deliveries of the 50-seat CRJ200 aircraft; and
* lower deliveries, in aggregate, of the larger regional jets.
Partially offset by:

 higher deliveries of turboprops.

Analysis of Results

Aerospace’s results were as follows:

Three-Month Six-Month
Periods Periods
Ended July 31, Ended July 31,
2006 2005 2006 2005
Revenues
Manufacturing
Business aircraft . . ......c i e $ 871 $ 717 $1,827 $1,419
Regional aircraft . ........... ... ... . . . 488 755 948 1,476
Other . ... 103 80 186 144
Total manufacturing revenues. ..................... 1,462 1,652 2,961 3,039
Services U L 322 276 624 569
Other 2 107 134 246 290
Total revenuUes . ... .ot e e 1,891 1,962 3,831 3,898
Costofsales........cviiii e e 1,596 1,661 3,256 3,326
Margin . ... e 295 301 575 572
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Three-Month Six-Month

Periods Periods
Ended July 31, Ended July 31,
2006 2005 2006 2005
Operating expenses @ . ... ... .. ... . .. 123 123 245 238
EBITDA . .. e e 172 178 330 334
Amortization . ...... ... e 106 102 209 206
EBIT .o e $ 66 $ 76 $ 121 $ 128
(as a percentage of total revenues)
Margin . ... e 15.6% 15.3% 15.0% 14.7%
EBITDA ... e 9.1% 9.1% 8.6% 8.6%
EBIT. .. e 3.5% 3.9% 3.2% 3.3%
(1) Includes revenues from parts logistics, fractional ownership and hourly flight entitlement programs’ service
activities, aircraft maintenance, customer training and military aviation training.
(2) Includes mainly sales of pre-owned aircraft.
(3) Comprised of selling, general and administrative and research and development expenses.

Manufacturing Revenues—The $90-million and $78-million decreases for the three- and
six-month periods are mainly due to:

* lower deliveries of regional jets, mainly CRJ200 aircraft; and

 lower selling prices for regional aircraft.

Partially offset by:

* increased deliveries of, and improved selling prices for business aircraft;
* increased deliveries of turboprops;

* increased deliveries of wide body business aircraft interiors; and

+ additional fractional share revenues.

Services Revenues—The $46-million and $55-million increases for the three- and six-month
periods are mainly due to higher revenues from the sale of spare parts and higher fractional
ownership and hourly flight entitlement programs’ service activities.

Other Revenues—The $27-million and $44-million decreases for the three- and six-month
periods are mainly due to a lower volume and to the mix of pre-owned business aircraft sold.

Margin Percentage—The 0.3 percentage-point increases for the three- and six-month
periods are mainly due to:

* increased deliveries of, and improved selling prices for business aircraft;

* the positive impact of cost revision estimates for the CRJ Series family of aircraft; and
* increased deliveries of turboprops.

Partially offset by:

* lower deliveries of regional jets, mainly CRJ200 aircraft;

* lower margins on the sale of regional aircraft;

* lower margins on wide body business aircraft interiors deliveries; and

* lower net margin on spare parts sales.
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The margin percentages for the three- and six-month periods ended July 31, 2006 were
also positively impacted by a net amount of $10 million due to the following non-recurring
items:

* a gain arising from the settlement with a supplier of regional aircraft components; and

* a charge arising from the alignment of the CRJ700 and CRJ900 aircraft program account-
ing ending dates.

See the Regional aircraft section hereafter for further information.

In addition, the margin percentage for the six-month period ended July 31, 2006 was
positively impacted by a reduction in previously recorded severance and other involuntary
termination cost provision (see Workforce and labour relations section hereafter).

Amortization—Amortization of program tooling amounted to $68 million and $137 million
for the three- and six-month periods ended July 31, 2006, compared to $66 million and
$130 million, respectively, for the same periods last fiscal year.

Order Backlog

Aerospace’s order backlog was as follows as at:
July 31, 2006  January 31, 2006

(in billions of dollars)

Aircraft programs . ...t e $ 9.9 $ 9.6
Military aviation training . ........ ... .. ... . i 1.0 1.1
$10.9 $10.7

The increase in the order backlog is mainly due to order intake higher than revenues
recorded for business aircraft, partially offset by a declining order backlog for regional jets.
Workforce and Labour Relations

* On June 23, 2006, the Corporation reached an agreement for a new three-year collective
agreement with the Canadian Auto Workers, covering approximately 2,900 employees in
Toronto. This agreement is effective June 23, 2006 and expires June 22, 2009.

* On May 13, 2006, the Corporation reached an agreement for a new three-year collective
agreement with the International Association of Machinists and Aerospace Workers,
Aerospace’s largest union covering approximately 5,500 employees in Montréal. This
agreement is effective December 1, 2005 and expires November 20, 2008.

» As a result of the repatriation of certain work packages to Belfast related to the Q400
turboprop from one of Aerospace’s external suppliers, the remainder of the previously
announced lay-offs at this location will not occur. Consequently, the severance provision
related to the remaining lay-offs was reversed in the three-month period ended April 30,
2006.

Business Aircraft

During the six-month period ended July 31, 2006:

* The 300th Learjet 45 aircraft was delivered.

» The next generation Learjet 40 XR premium light jet entered into service.

» The Japan Civil Aviation Bureau awarded type certification to the Learjet 45 aircraft.

* The Learjet 60 XR aircraft had a successful first flight.
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According to data from the General Aviation Manufacturers Association (“"GAMA"), the
second quarter of calendar year 2006 was a strong one in terms of deliveries and billings of
business aircraft, indicating that the market for business aircraft remains robust. GAMA's latest
report, dated July 27, 2006, confirms that the Corporation is the business aircraft industry

leader in terms of revenue.

Aircraft Deliveries

Business aircraft deliveries were as follows for the three-month periods ended July 31:

Narrow body business jets
Learjet 40/40 XR . . . .« ot e
Learjet 45/45 XR . . . . . oo
Learjet 60. . . . ... e e
Wide body business jets
Challenger 300 . .. ......... .. @i
Challenger 604 . . ... ... ... ..t
Challenger 800 Series. . . ....... ... uiinninnnann
Bombardier Global 5000. . . ........... ... ...
Global Express/Global Express XRS . .................

Business aircraft deliveries were as follows for the six-month periods ended July 31:

Narrow body business jets
Learjet 40/40 XR . . . . oot e
Learjet 45/45 XR . . . .« o e
Learjet 60. . . . ... .. e
Wide body business jets
Challenger 300 . . ......... ... . . i
Challenger 604 . . ... ... ... ...
Challenger 800 Series. .. ...t
Bombardier Global 5000. . . ............. ...
Global Express/Global Express XRS . .................

2006 2005
Flexjet Total Flexjet Total
4 1 5 3 — 3
9 — 9 8 — 8
4 — 4 5 — 5
12 1 13 9 — 9
7 — 7 10 — 10
2 — 2 —_ - —
3 — 3 3 — 3
5 — 5 3 — 3
6 2 48 4 — 4
2006 2005
Flexjet Total Flexjet Total
8 1 9 8 1 9
17 — 17 13 — 13
8 1 9 7 — 7
26 1 27 20 3 23
15 — 15 17 — 17
7 — 7 2 — 2
6 — 6 7 — 7
n —-— 11 6 = 6
98 3 101 80 4 84

The 17% and 20% increases in aircraft deliveries for the three- and six-month periods
reflect strong order intake in fiscal year 2006 as the level of net orders received for business
aircraft in fiscal year 2006 was at its highest level since fiscal year 2000.

Net Orders

Aerospace received 67 and 100 net orders during the three- and six-month periods ended

July 31, 2006, compared to 51 and 90 net orders, respectively, during the same periods last

fiscal year. The order intake remains strong and is consistent with the continued strength of

the business aircraft market.
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Regional Aircraft

During the second quarter of fiscal year 2007, the Corporation reached an agreement with
Mitsubishi Heavy Industries of Japan (“MHI”), a supplier of aircraft components, to transfer the
production of certain components for the Q400 turboprop program to the Corporation’s
manufacturing facilities in Belfast, Montréal and Mexico and to China’s Shenyang Aircraft
Corporation. In connection with this agreement, the parties agreed to a payment of $84 million
to be made by MHI to the Corporation in connection with the production transfer.

Also during the second quarter of fiscal year 2007, due to increasing difficulties in
predicting the mix of future orders for the CRJ700 and CRJ900 programs as a result of
changing scope clauses in the U.S., the Corporation decided to align the accounting comple-
tion dates to the earlier of the two original dates for these programs. As a result, accounting
aircraft program quantities were reduced from 550 to 420 units and a cumulative catch-up
adjustment of $74 million was recorded. The outstanding balance of excess-over-average
production costs (“EOAPC”) for these two programs, amounting to $13 million as at July 31,
2006, is expected to be recovered over the next 91 units.

As a result of the above, the Corporation recorded a net gain of $10 million in cost of sales
during the second quarter of fiscal year 2007.

Economic Environment

As previously disclosed, the U.S. airline industry continues to face financial challenges and
has undergone some major restructuring. The Corporation continues to work with its regional
airline customers to support their efforts to emerge from bankruptcy protection. On June 5,
2006, the Corporation reached an agreement with Delta Air Lines, Inc. (“Delta”) in connection
with the U.S. bankruptcy-court-approved restructuring arrangement for Delta and Comair, Inc.
(“Comair”). As a result of this agreement, payments due to Delta and Comair pursuant to sales
incentive agreements were offset against interim financing loans, amounting to $171 million,
made by the Corporation to these entities. The agreement reached with Delta had a neutral
impact on the results of operations of the Corporation for the six-month period ended July 31,
2006.

Aerospace is increasing its presence internationally and developing secondary markets for
the 50-seat regional jet. Some CRJ200 aircraft are being marketed as cargo freighters while
others are being marketed as corporate jets. Aerospace has started to expand its operator base
in areas outside North America, particularly in Japan, China, India, Latin America and Russia.
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Aircraft Deliveries

Regional aircraft deliveries were as follows:

Three-Month Six-Month
Periods Periods
Ended Ended
July 31, July 31,

2006 2005 2006 2005

Regional jets

CRJ200 . . ..o e e — 12 1 29
CRJ700 . . . e — 9 10 20
CRJ705 . @ e — 9 — 9
CRJI00 . . . o e e 16 3 20 10
Turboprops

Q200 . ..o e — 1 — 1
Q300 . ..o e e 3 1 6 1
Q400 . . .o e 7 4 13 7

% 39 50 77

The 33% and 35% decreases for the three- and six-month periods are due to lower
deliveries of regional jets, mainly CRJ200 aircraft, partially offset by higher deliveries of
turboprops.

Orders and Backlog

Regional aircraft orders received by aircraft type were as follows for the three-month
periods ended July 31:

2006
Cancellations/ __ 2005
Orders Swaps Removals Net Orders Net Orders
Regional jets
CRJ200. .. ... ... — (7) — (7) —
CRJ700......... ... .. — — — — —
CRJ900. . ... ... — 7 — 7 —
Turboprops
Q200 ...... ... — — — — 1
Q300 ....... .. 1 — — 1 1
Q400 ... 8 — — 8 9
9 9 n

» Air Nostrum exercised its conversion rights to swap seven CRJ200 aircraft for CRJ900
aircraft.
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Regional aircraft orders received by aircraft type were as follows for the six-month periods
ended July 31:

2006
Cancellations/ __ 2005
Orders Swaps Removals Net Orders Net Orders
Regional jets
CRJ200......... ... .. — (15) — (15) 8
CRJ700. . ..... ... .. 5 (17) — (12) 34
CRJ900. . ..... ... 9 32 (1 40 —
Turboprops
Q200 ........ .. .. 2 — — 2 1
Q300 ....... .. 4 — — 4 2
Q400 ......... ... .. ... 9 = — 9 9
29 = ) 28 54

» SkyWest, Inc. and Air Nostrum exercised their conversion rights to swap 17 CRJ700 and
15 CRJ200 aircraft, respectively, for CRJ900 aircraft.

» As a result of Styrian Spirit declaring bankruptcy, Aerospace removed one CRJ900
aircraft from the order backlog.

Aerospace received 28 net orders during the six-month period ended July 31, 2006,
including the following:

Customer Aircraft Number
AT ONE . . e e e e CRJ900 6
GE Commercial Aviation Services (GoJet Airlines) ..................... CRJ700 5
A AT o e e e e CRJ900 2
National Air SUPPOIt . .. oot e e e Q300 3
Tassili AIrliNes .. ... e e Q400 4
LUXaAIr o e e e e e Q400 3

The order backlog as well as options and conditional orders for regional aircraft consisted
of the following as at July 31, 2006:

Options and
Aircraft on Firm Order (1) Conditional Orders

Regional jets

CRJ200. . ...... .. . . i 1 275
CRJ700. ... ... e e 29 242
CRJI00. . . ... 43 88
Turboprops

Q200. . ...... 0. . e 4 —
Q300. . ...... .. 18 11
Q400. . ...... .. .. 60 81

155 697

(1) There are no firm orders in the order backlog with conversion rights to other regional aircraft.
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Flexjet and Skyjet

The number of customers owning or leasing shares of aircraft, or with an hourly flight
time entitlement, was as follows as at:

July 31, 2006 January 31, 2006

Flexjet . . . .o e 630 612
SKyjet. . o e 291 288

921 900

Flexjet—The net increase of 18 customers is mainly due to the increasing popularity of
certain business aircraft models and Flexjet program innovations designed to increase owner
value and establish a competitive advantage in the fractional share market.

Other Activities

Since the start of operations in May 2006, the Querétaro, Mexico, manufacturing facility
has created 150 jobs and delivered its first wire harness. By the end of calendar year 2007, the
facility will be manufacturing other aircraft components and the number of employees should
reach approximately 600.

Il Transportation
Overview

Highlights of the Quarter

« EBIT margin improved to 3.7%, compared to 2.6% before special items for the same
period last fiscal year.

* $1.9 billion in new orders (book-to-bill ratio of 1.2).

* Free cash flow use of $9 million, an improvement of $173 million compared to the same
period last fiscal year.

 Order backlog increased to $22.2 billion.

Analysis of Results

The results of operations of Transportation using functional currencies other than the
U.S. dollar, mainly the euro, the pound sterling and other western European currencies are
translated into U.S. dollars using the average exchange rates for the relevant periods. See the
Foreign exchange rates section of this MD&A for the average exchange rates used to translate
revenues and expenses.

Transportation’s results were as follows:

Three-Month Six-Month
Periods Periods
Ended July 31, Ended July 31,
2006 2005 2006 2005
Revenues
Rolling stock V.. ... ... .. L $ 992 $1,076 $2,009 $2,388
Services 2 L 341 324 666 655
System and signalling ®* ... ... L 291 271 535 449
Total revenues . ...... ot i e e e 1,624 1,671 3,210 3,492
Costofsales...... ..o e 1,404 1,464 2,787 3,076
Margin . ... e 220 207 423 416



Three-Month

Six-Month

Periods Periods
Ended July 31, Ended July 31,
2006 2005 2006 2005
Operating expenses ® . ... ... .. ... ... 133 138 264 275
EBITDA before specialitems. ........................ 87 69 159 141
Amortization . ...... ... e 27 26 52 54
EBIT before specialitems . ............. ... ... ..., 60 43 107 87
Special items . .. ... e — 34 24 26
EBIT . e $ 60 $ 9 $ 83 $ 61
(as a percentage of total revenues)
Margin . ... e 13.5% 12.4% 13.2% 11.9%
EBITDA before specialitems .. ..................... 5.4% 4.1% 5.0% 4.0%
EBITDA . . e 5.4% 2.1% 4.2% 3.3%
EBIT before specialitems . ........................ 3.7% 2.6% 3.3% 2.5%
EBIT. . o 3.7% 0.5% 2.6% 1.7%
(1) Comprised of locomotives, mainline (including high-speed, intercity, regional and commuter trains), metros,
light rail vehicles, propulsion and controls, and bogies revenues.
(2) Comprised of fleet management, spare parts and logistics management, vehicle refurbishment and overhaul,
component refurbishment and overhaul, and technical support revenues.
(3) The revenues of system and signalling are presented in Other revenues in the consolidated statements of
income.
(4) Excluding the rolling stock portion of system orders manufactured by other divisions within Transportation.
(5) Comprised of selling, general and administrative and research and development expenses.

Revenues by Geographic Region

Three-Month Periods
Ended July 31,

Six-Month Periods
Ended July 31,

2006 2005 2006 2005
Europe ... $1,116 69% $1,267 76% $2,199 68% $2,647 76%
North America . ................. 266 16% 254  15% 583 18% 562 16%
Asia-Pacific. .................... 202 12% 110 7% 344 1% 220 6%
Other......... ... .............. 40 3% 40 2% 84 3% 63 2%
$1,624 $1,671 $3,210 $3,492

Rolling Stock Revenues—The $84-million decrease for the three-month period is mainly

due to:

» decreased mainline revenues in the U.K. and Germany, due to a lower level of activities

in these markets; and

» decreased revenues in North America, due to the completion of two large contracts.

Partially offset by:

* increased activity in China; and

- a positive currency impact, amounting to approximately $20 million.
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The $379-million decrease for the six-month period is mainly due to:

» decreased mainline revenues in the U.K. and Germany, due to a lower level of activities
in these markets; and

 a negative currency impact, amounting to approximately $35 million.

Partially offset by:

* higher activity in the growing light rail vehicles segment; and

* increased activity in China.

Services Revenues—The $17-million increase for the three-month period is mainly due to:

» additional revenues from component refurbishment and overhaul as well as from spare
parts and logistics management in North America; and

* a positive currency impact, amounting to approximately $10 million.
The $11-million increase for the six-month period is mainly due to:

* a higher level of activities in North America and Europe.

Partially offset by:

 a negative currency impact, amounting to approximately $15 million.

System and Signalling Revenues—The $20-million increase for the three-month period is
mainly due to:

+ a higher level of activities related to the London Underground contract;

* a higher level of activities in Asia (Taiwan, Korea and China); and

* a positive currency impact, amounting to approximately $5 million.

The $86-million increase for the six-month period is mainly due to:

 a higher level of activities related to the London Underground contract; and
* a higher level of activities in Asia (Taiwan, Korea and China) and Spain.
Partially offset by:

 a negative currency impact, amounting to approximately $5 million.

Margin Percentage—The 1.1 and 1.3 percentage-point increases for the three- and six-
month periods are mainly due to improvements in contract execution and the positive impact
of restructuring initiatives.

Operating Expenses—The $5-million decrease for the three-month period is mainly due to
lower bid costs in mainline, partially offset by a negative currency impact, amounting to
$3 million.

The $11-million decrease for the six-month period is mainly due to a positive currency
impact, amounting to approximately $5 million, as well as lower bid costs in mainline and
system.
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Orders and Backlog
Transportation received the following major orders during the first and the second quarters
of fiscal year 2007:

Number Rolling
Customer Product/Service of Cars Stock Services

Chicago Transit Authority,

US. . Rapid Transit Vehicles 406 $577 $ —
Verkehrsgesellschaft Frankfurt
am Main (VGF), Germany. . FLEXITY Swift high-floor trams 146 361 —
First Great Western (FGW),
UKo Bogie overhaul of high speed
trains and technical
development work — — 160
CBRail (Euro) Limited, U.K. ... TRAXX locomotives, type F140
MS/DE 35 156 —
Metro do Porto, S.A.,
Portugal................ Bi-directional FLEXITY Swift
low-floor trams 30 (1) 105 9
FGW, UK. ....... . ... Vehicle renovation of high
speed train trailer cars 405 — 100
(1) Total number of contracted cars, Bombardier and consortium partner combined. Total contract value is
$148 million.

During the six-month period ended July 31, 2006:

* The order received for FLEXITY Swift high-floor trams is the largest light rail vehicle
order of the post-war era in Germany.

» Transportation continued its strong order intake in the light rail segment with orders
from the U.K., Portugal, Italy, Sweden and Poland.

» Transportation received a five-year fleet maintenance contract for locomotives from the
Italian state railway, Trenitalia. This is the first time that Trenitalia has contracted out full
fleet maintenance.

» Transportation received an order from First ScotRail in the U.K. for fleet maintenance,
including technical support and innovative remote monitoring and diagnostic systems.
Transportation expects to roll out this new technology to additional customers.

» Transportation received an order for 40 advanced rapid transit MK Il cars for the Beijing
Capital International Airport link, to be fully operational for the 2008 Summer Olympics.

Transportation’s order intake was as follows:

Three-Month Six-Month
Periods Periods
Ended Ended
July 31, July 31,

2006 2005 2006 2005

(in billions of dollars)

Rolling stock. . ... ot $1.2 $1.0 $22 $2.1
SBIVICES . ittt e 0.5 0.4 1.0 0.7
Systemand signalling . ......... ... . . . e 0.2 0.2 0.4 0.4

$1.9 $1.6 $3.6 $3.2
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The increases in total order intake for the three- and six-month periods are mainly due to:
* higher order intake in mainline (U.S.), light rail vehicles (Europe) and services (Europe).
Partially offset by:

* lower order intake in locomotives (Europe) and mainline (Europe).

Transportation’s order backlog was as follows as at:
July 31,2006 January 31, 2006

(in billions of dollars)

Rolling stock . ... ..o i $12.3 $11.6
SBIVICES . i e 4.9 4.4
System and signalling . ........... .. ... . . . 5.0 4.9

$22.2 $20.9

The increase in the value of the order backlog reflects the net positive currency adjustment,
amounting to approximately $800 million, and higher order intake compared to revenue
recorded. The net positive currency adjustment results mainly from the strengthening of the
euro and the pound sterling compared to the U.S. dollar as at July 31, 2006 compared to
January 31, 2006.

Restructuring

The restructuring plan to reduce the cost structure in Transportation is essentially com-
pleted. All charges related to the restructuring plan, amounting to $633 million, were recorded
as of April 30, 2006. Net cash outflows are expected to amount to $467 million, of which
$374 million had been disbursed as of July 31, 2006. For the three-and six-month periods
ended July 31, 2006, net cash outflows amounted to $16 million and $57 million ($37 million
and $40 million for the same periods last fiscal year).

Other

In June 2006, Transportation delivered the 1,000th metro car to operators in the People's
Republic of China. In addition, the 1,000th M-7 car for the Long Island Rail Road/Metro-North
Railroad contract was delivered in June 2006.

The Transportation-built Nottingham Express Transit light rail system won the “Best
Operational Transport Project” in the U.K. at the Public Private Finance Award ceremony held
in May 2006.

Transportation’s double-deck coaches rank as the most reliable vehicles in daily operation
by Deutsche Bahn, resulting in a high level of satisfaction both with the passengers and the
customer.

IV Financial Position

Total assets amounted to $16.5 billion as at July 31, 2006, compared to $17.5 billion as at

January 31, 2006.

Receivables

Receivables amounted to $2.0 billion as at July 31, 2006, compared to $1.7 billion as at
January 31, 2006. This increase is mainly due to a higher level of receivables in Aerospace.
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Aircraft Financing

Aircraft financing amounted to $1.1 billion as at July 31, 2006, compared to $1.5 billion as
at January 31, 2006. This decrease is mainly due to a reduction in commercial aircraft interim
financing, as a result of the permanent financing of aircraft. The decrease in interim financing
is also due to an agreement reached with Delta (see Regional aircraft section above).

Inventories

Inventories are presented net of the related payments and progress billings on contracts
and programs. However, advances and progress billings in excess of related costs, determined
on a contract-by-contract basis, are reported as liabilities.

Gross inventories were $6.7 billion ($4.0 billion net of payments and progress billings) as
at July 31, 2006, compared to $6.5 billion ($3.8 billion net of payments and progress billings)
as at January 31, 2006. This increase in gross inventories is mainly due to higher Aerospace
work-in process inventory and finished products (mainly as a result of undelivered regional
aircraft in inventories), partially offset by the reduction of EOAPC recorded in connection with
the revision of program accounting quantities for the CRJ Series family. Transportation’s gross
inventories remained essentially unchanged as the increase due to the translation adjustment
arising mainly from the strengthening of the euro and pound sterling compared to the
U.S. dollar (“the currency impact”), amounting to approximately $100 million, was offset by
deliveries related to the completion of two large contracts in North America.

Total payments, advances and progress billings amounted to $4.9 billion as at July 31,
2006 and January 31, 2006, $2.2 billion of advances and progress billings are shown as
liabilities as at July 31, 2006 and January 31, 2006. Higher payments and advances from
customers in Aerospace offset lower payments and advances in Transportation. The positive
currency impact of $120 million in Transportation was more than offset by lower payments and
advances from customers.

Goodwill

Goodwill amounted to $2.2 billion as at July 31, 2006, compared to $2.1 billion as at
January 31, 2006. This increase is due to the currency impact, amounting to $105 million.

Assets Held for Sale and Liabilities Related to Assets Held for Sale

Assets held for sale amounted to $101 million as at July 31, 2006, compared to $237 million
as at January 31, 2006. Liabilities related to assets held for sale amounted to $19 million as at
July 31, 2006, compared to $42 million as at January 31, 2006. These decreases result from the
sale of the consumer finance operations during the three-month period ended July 31, 2006
(see note 4—Discontinued operations and assets held for sale to the interim consolidated
financial statements).

Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities amounted to $6.6 billion as at July 31, 2006,
compared to $6.9 billion as at January 31, 2006. This decrease is mainly due a lower level of
accounts payable and accrued liabilities in Transportation, partially offset by the currency
impact, amounting to approximately $120 million. The decrease is also due to the reduction in
sales incentive liabilities as a result of the agreement reached with Delta (see Regional aircraft
section above).
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Long-term Debt

Long-term debt amounted to $3.9 billion as at July 31, 2006, compared to $4.7 billion as at

January 31, 2006. This decrease is mainly due to:

* the repayments of $450 million and $200 million Cdn ($176 million) of BC's medium-term

notes in June and July 2006, respectively; and

* the repayment of £175 million ($305 million) of debentures in February 2006.

Partially offset by:

* the currency impact, amounting to $87 million.

V Cash Flows

The following summarizes the cash flows as reported in the consolidated statements of

cash flows:
Three-Month
Periods Six-Month Periods
Ended July 31, Ended July 31,
2006 2005 2006 2005
Income from continuing operations ................... $57 $ 10 $ 78 $ 51
Non-cash items .......... . . . i 133 141 274 284
Net change in non-cash balances related to operations ... 7 (367) (585) (691)
Cash flows from operating activities. .. ................ 197 (216) (233) (356)
Net additions to property, plant and equipment.......... (51) (39) (160) (102)
Freecashflow ........ ... ... ... . . .. 146 (255) (393) (458)
Cash flows from investing activities (excluding net
additions to property, plant and equipment)........... 91 1,458 80 1,487
Cash flows from financing activities . .. ................ (653) (379) (981) (408)
Effect of exchange rate changes on cash and cash
equivalents . ... .. e 50 (169) 116 (189)
Cash flows from continuing operations ................ (366) 655 (1,178) 432
Cash flows from discontinued operations .............. 6 (492) 50 (481)
Net increase (decrease) in cash and cash equivalents .. ... $(360) $ 163 $(1,128) $ (49)

Cash Flows from Operating Activities

The $413-million increase for the three-month period is mainly due to the positive variation
in non-cash balances related to the operations of Aerospace and Transportation. The $123-mil-

lion increase for the six-month period is mainly due to the positive variation in non-cash

balances related to the operations of Aerospace.
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Segmented Free Cash Flow

The free cash flow by segment was as follows for the three-month periods ended July 31:

2006 2005
BA BT Total BA BT Total
EBIT .o e $66 $60 $126 $ 76 $ 9 $ 85
Non-cash items
Amortization
Program tooling ...................... 68 — 68 66 — 66
Other ... .. 38 27 65 36 26 62
Provision for creditlosses . ............... 14 — 14 1 — 1
Loss (gain) on disposals of property, plant
and equipment............ .. ... .. — (1) (1) (1) 1 —
Stock-based compensation ............... 2 2 4 2 1 3
Specialitems ......... ... .. . . ... — — — — 34 34
Net change in non-cash balances related to
operations . . ... . i 141 (82) 59 (102)  (246) (348)
Net additions to property, plant and
equipment. . ....... . (36) (15) (51) (32) (7) (39)
Segmented free cash flow.................. $293 $ (9) 284 $ 46 $(182) (136)
Income taxes and net financing expense " . . .. (138) (119)
Freecashflow ........... ... ... ... .. ..., $ 146 $(255)
BA: Aerospace; BT: Transportation.
(1) Income taxes and net financing expense are not allocated to segments.

The free cash flow by segment was as follows for the six-month periods ended July 31:
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2006 2005
BA BT Total BA BT Total
EBIT ..o e $121 $ 83 $204 $128 $ 61 $189
Non-cash items
Amortization
Programtooling........... ... .. 137 — 137 130 — 130
Other ... 72 52 124 76 54 130
Provision for creditlosses . ..................... 14 — 14 3 — 3
Gain on disposals of property, plant and equipment . . — (1) (1) (1) — (1)
Stock-based compensation . ........ ... L 4 3 7 3 2 5
Special items. . .. ... . e — 24 24 — 26 26
Net change in non-cash balances related to
OPEratioNS ..ot ti e e (185)  (345) (530) (295) (354)  (649)
Net additions to property, plant and equipment ... .. .. (138) (22)  (160) (84) (18)  (102)
Segmented freecashflow. . ...................... $ 25 $(206) (181) $ (40) $(229) (269)
Income taxes and net financing expense ", .. ... ... .. (212) (189)
Freecash flow. ... ...t $(393) $(458)
BA: Aerospace; BT: Transportation.
(1) Income taxes and net financing expense are not allocated to segments.



« Aerospace—The $247-million and $65-million increases in segmented free cash flow for
the three- and six-month periods are mainly due to positive variations in aircraft financ-
ing, mainly due to lower interim financing related to regional aircraft, and higher
advances compared to the same periods last fiscal year, partially offset by negative
variations in accounts payable and accrued liabilities as well as inventories compared to
the same periods last fiscal year.

« Transportation—The $173-million increase in segmented free cash flow for the three-
month period is mainly due to a positive variation in advances compared to the same
period last fiscal year, partially offset by higher inventories compared to the same period
last fiscal year. For the six-month period, free cash flow improved by $23 million.

Cash Flows From Investing Activities (Excluding Net Additions to Property, Plant
and Equipment)

Cash flows for the three- and six-month periods ended July 31, 2006 and 2005 mainly
reflect the disposal of discontinued operations, net of cash disposed (see note 4—Discontinued
operations and assets held for sale to the interim consolidated financial statements).

Cash Flows From Financing Activities

Cash flows used for the three-month period ended July 31, 2006 mainly reflect the
repayments of $450 million and $200 million Cdn ($176 million) of BC's medium-term notes in
June and July 2006, respectively. The cash flows used for the three-month period ended
July 31, 2005 mainly reflect the repayment of long-term debt of $374 million.

Cash flows used for the six-month period ended July 31, 2006 mainly reflect the above-
mentioned repayments of BC's medium-term notes and the repayment of £175 million
($305 million) of debentures in February 2006. The cash flows used for the six-month period
ended July 31, 2005 mainly reflect the repayment of long-term debt of $403 million.

Cash Flows From Discontinued Operations

Cash flows used for the three-month period ended July 31, 2005 mainly reflect:

« cash flows used in financing activities of $578 million.

Partially offset by:

« cash flows from investing activities of $109 million.

Cash flows for the six-month period ended July 31, 2006 mainly reflect cash flows from
operating activities.

The cash flows for the six-month period ended July 31, 2005 reflect:

« cash flows used in financing activities of $588 million.

Partially offset by:

- cash flows from investing and operating activities totalling $107 million.

As a result of the items discussed above, cash and cash equivalents amounted to
$1.8 billion as at July 31, 2006, compared to $2.9 billion as at January 31, 2006.
VI Capital Resources

The details of the available and outstanding amounts under the bank credit facilities as at
July 31, 2006 and January 31, 2006 are provided in note 6—Short-term borrowings to the
interim consolidated financial statements.
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The Corporation considers that its current cash position as well as its current credit
facilities and expected capital resources will enable the implementation of investment pro-
grams, the development of new products, the pursued growth of its activities, the payment of
dividends on preferred shares and allow it to meet other expected financial requirements.

The available short-term capital resources were as follows as at:

Credit Facilities Cash and Cash  Available Short-term
Committed Amounts Available Equivalents " Capital Resources
July 31,2006 .......... $5,490 $1,492 $1,794 $3,286
January 31,2006 ....... $5,282 $1,033 $2,917 $3,950
(1) Including $1.0 billion of cash and cash equivalents required to meet the minimum liquidity requirement (under

banking syndicate agreements) at the end of each quarter.

The variation in available short-term capital resources was as follows for the six-month
period ended July 31, 2006:

Balance as at January 31,2006 . . . ...ttt ittt e $3,950
Repayment of long-term debt .. ... ... e (967)
Free cash flow. . ... . e e (393)
Reduction in letters of credit drawn (net of exchange rate changes)................. 251
Translation adjustment on committed credit facilities arising from the strengthening of

the euro comparedtothe U.S. dollar. ...... ... ... . . . . . i, 208
Effect of exchange rate changes on cash and cash equivalents .................... 116
Disposal of discontinued operations, net of cash disposed . .. ..................... 67
Cash flows from discontinued operations. . ..........c i it 50
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Balance as at July 31, 2006 . . ... ... it e e $3,286

VIl Financial Arrangements
Interim Financing Support

In connection with the sale of commercial aircraft, a government agency has provided
customers with $135 million of financing, expiring at various dates, up to August 31, 2006. This
financing funded a percentage of the sale price of aircraft. The balance of the sale price,
amounting to $16 million, financed by the Corporation on a subordinated basis, is included in
Aircraft financing (commercial aircraft interim financing portfolio) as at July 31, 2006. The
Corporation has committed to provide permanent financing to these customers in the event
that alternative permanent financing cannot be obtained from third parties. This commitment
is included in the $1.9-billion financing commitments referred to in note 15d) to the interim
consolidated financial statements.

RASPRO

As previously disclosed in the Corporation’s annual report for fiscal year 20086, it was
discovered, during the last fiscal year, that the cash flows of the RASPRO structure would be
different from those anticipated. On July 13, 2006, the Corporation and its structuring agent,
Wachovia Capital Markets, LLC, agreed on certain actions to be taken to adjust the cash flows
of RASPRO. These actions consist mainly of additional payments that were made or will be
made to the RASPRO structure by various parties (including parties not affiliated with the
Corporation). The Corporation’s participation in these additional payments consisted of the
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purchase on July 13, 2006 of $23 million of rights to a portion of the residual value proceeds of
certain aircraft financed by the RASPRO structure.

RASPRO is subject to the consolidation rules applicable to variable interest entities
(“VIEs"), which require variable interest holders to reassess the appropriateness of consolida-
tion when certain events take place. The events described above create a reconsideration event
under the VIE rules. In addition, the Corporation is finalizing the details of its indirect financial
support to RASPRO through a government agency, which should be completed before the end
of the current fiscal year. As a result, an assessment of whether or not RASPRO should be
consolidated under the VIE rules will be performed when the details of the financial support to
the government agency are finalized. The Corporation does not expect to consolidate RASPRO
as a result of the events described above.

The impact of the above did not have a material effect on the provision for contingencies
for the three- and six-month periods ended July 31, 2006.

VIll Foreign Exchange Rates

The Corporation is subject to currency fluctuations from the translation of revenues,
expenses, assets and liabilities of the self-sustaining foreign operations using functional
currencies other than the U.S. dollar, mainly the euro, the pound sterling and other western
European currencies, and from transactions denominated in foreign currencies, mainly the
Canadian dollar and the pound sterling.

The period-end exchange rates used to translate assets and liabilities were as follows as

at:
July 31, January 31,
2006 2006 Increase
BUIrO .o e e 1.2763 1.2157 5%
Canadiandollar .......... ... i 0.8843 0.8742 1%
Poundsterling . ........... ... ... ... .. il 1.8684 1.7814 5%

The average exchange rates used to translate revenues and expenses were as follows for
the three-month periods ended July 31:

2006 2005 Increase
BUIO . o e e e 1.2704 1.2322 3%
Canadian dollar ....... ... i e 0.8950 0.8057 11%
Poundsterling......... .. ... .. . . il 1.8526  1.8137 2%

The average exchange rates used to translate revenues and expenses were as follows for
the six-month periods ended July 31:

2006 2005 Increase (Decrease)
BUIO ot e 1.2393 1.2693 (2)%
Canadiandollar . ........... i 0.8824 0.8094 9%
Pound sterling . ........ ... i 1.8031 1.8554 (3%)
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IX Share Data

The following table provides authorized and issued and outstanding share data as at
July 31, 2006.

Issued and

Authorized Outstanding
Class A Shares (Multiple Voting) V. ... ... ... ... ........ 1,892,000,000 317,178,736
Class B Shares (Subordinate Voting) ® . ................... 1,892,000,000 1,433,288,232
Series 2 Cumulative Redeemable Preferred Shares........... 12,000,000 2,597,907
Series 3 Cumulative Redeemable Preferred Shares........... 12,000,000 9,402,093
Series 4 Cumulative Redeemable Preferred Shares........... 9,400,000 9,400,000
(1) 10 votes each, convertible at the option of the holder into one Class B Share (Subordinate Voting).
(2) Convertible at the option of the holder into one Class A Share (Multiple Voting) under certain conditions.

The following table provides share option and performance share units (“PSU”) data as at
July 31, 2006.

Options issued and outstanding under share optionplans.............. 48,090,900

PSUs issued and outstanding under PSU plan ....................... 8,127,029

X Selected Quarterly Information

The following table provides selected quarterly information for the last eight quarters.

2007 2006 2005

Second First Fourth Third Second First Fourth Third
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Revenues..................... $3,515 $3,526 $4,035 $3,301 $3,633 $3,757 $4,725 $3,558
Income (loss) from continuing

operations, netoftax ........ $ 57 $ 21 $ 8 $ (1)$ 10 $ 41 $ 47 3 3
Income (loss) from discontinued

operations, net oftax ........ 1 3 1 (8) 107 14 9 7
Net income (loss) . ............. $ 58 $ 24 $ 86 $ (9 $ 117 $ 55 $ 56 $ 10

Earnings (loss) per share:
Basic and diluted
From continuing operations. . . . . $003 $001T $005 $ — $ — $002 $002 $ —
Net income (loss) . . ........... $ 0.03 $0.01 $005 $(0.01) $006 $003 $003 $ —

August 29, 2006

Additional information relating to Bombardier Inc., including the Corporation’s annual
report and annual information form, can be found on SEDAR at www.sedar.com or on
Bombardier Inc.'s website at www.bombardier.com.

Bombardier, Bombardier Global 5000, Challenger, Challenger 300, Challenger 604, Challenger 800, CRJ, CRJ200,
CRJ700, CRJ705, CRJ900, FLEXITY, Flexjet, Global, Global Express, Global Express XRS, Learjet, Learjet 40, Learjet 40
XR, Learjet 45, Learjet 45 XR, Learjet 60, Learjet 60 XR, Q200, Q300, Q400, Skyjet and TRAXX are trademarks of
Bombardier Inc. or its subsidiaries.

Bombardier Inc., 800 René-Lévesque Blvd. West, Montréal, Québec, Canada H3B 1Y8 Telephone: 514-861-9481; fax:
514-861-2420; website: www.bombardier.com

Un exemplaire en frangais est disponible sur demande adressée auprés du Service des affaires publiques ou sur le
site Internet a I'adresse www.bombardier.com sous Relations avec les investisseurs.
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Year ended January 31, 2006

Set forth below is a reproduction of our “Management’s Discussion and Analysis” for the
year ended January 31, 2006, which we filed with the Canadian securities regulatory authorities
on March 29, 2006. The information set forth below is as of March 29, 2006 and has not been
updated for purposes of this offering memorandum.

Management’'s Discussion and Analysis
All amounts in this report are in millions of U.S. dollars, unless otherwise indicated.

Forward-Looking Statements

This Management’s Discussion and Analysis (“MD&A") includes forward-looking state-
ments. Forward-looking statements generally can be identified by the use of forward-looking
terminology such as “may”, “will”, “expect”, “intend”, “anticipate”, “plan”, “foresee”,
“believe” or “continue” or the negatives of these terms or variations of them or similar
terminology. By their nature, forward-looking statements require Bombardier Inc. (the “Corpo-
ration”) to make assumptions and are subject to important known and unknown risks and
uncertainties, which may cause the Corporation’s actual results in future periods to differ
materially from forecasted results. While the Corporation considers its assumptions to be
reasonable and appropriate based on current information available, there is a risk that they
may not be accurate. For additional information with respect to the assumptions underlying
the forward-looking statements made in this MD&A please refer to the respective sections of
the Corporation’s aerospace segment (“Aerospace”) and the Corporation’s transportation seg-
ment (“Transportation”) in this MD&A.

Certain factors that could cause actual results to differ materially from those anticipated in
the forward-looking statements, include risks associated with general economic conditions, risk
associated with the Corporation’s business environment (such as the financial condition of the
airline industry, government policies and priorities and competition from other businesses),
operational risks (such as regulatory risks and dependence on key personnel, risks associated
with doing business with partners, risks involved with developing new products and services,
warranty and casualty claim losses, legal risks from legal proceedings, risks relating to the
Corporation’s dependence on certain key customers and key suppliers, risks resulting from
fixed term commitments, human resource risk and environmental risk), financing risks (such as
risks resulting from reliance on government support, risks relating to financing support
provided on behalf of certain customers, risks relating to liquidity and access to capital
markets, risks relating to the terms of certain restrictive debt covenants and market risks,
including currency, interest rate and commodity pricing risk) see the Risks and Uncertainties
section in this MD&A. Readers are cautioned that the foregoing list of factors that may affect
future growth, results and performance is not exhaustive and undue reliance should not be
placed on forward-looking statements. The forward-looking statements set forth herein reflect
the Corporation’s expectations as at the date of this MD&A and are subject to change after
such date. Unless otherwise required by applicable securities laws, the Corporation expressly
disclaims any intention, and assumes no obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.
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The MD&A is structured as follows:
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OVERVIEW

1 Basis of Presentation

During fiscal year 2006, the Corporation continued with its strategy of reducing Bombardier
Capital’s (“BC"”) operations and several portfolios have been sold or put up for sale. The
remaining portfolios are essentially related to Aerospace. As a result, they are now included in
Aerospace and BC ceased to be reported as a separate segment, effective the fourth quarter of
fiscal year 2006 (see note 25—Segment disclosure to the Consolidated Financial Statements).
Significant additional changes in the basis of presentation of the Corporation’s Consolidated
Financial Statements have been made as a consequence of the above, with retroactive effect
for all periods presented. These changes had no impact on the legal structure and on the
consolidated shareholders’ equity of the Corporation. The most significant changes include the
following:

* Discontinued Operations and Assets Held for Sale—BC'’s inventory finance, on- and off-
balance sheet manufactured housing, consumer finance and on- and off-balance sheet
freight car operations have been presented as discontinued operations in the consol-
idated statements of income and cash flows, and the related assets and liabilities have
been reported as Assets held for sale and Liabilities related to assets held for sale on
separate captions in the consolidated balance sheets (see note 1—Discontinued opera-
tions and assets held for sale to the Consolidated Financial Statements).

* Aircraft Financing—BC's core operations consisting of commercial aircraft financing, and
business aircraft lending operations, are now managed by Aerospace and therefore,
these operations are part of the aerospace segment’s results. BC’s portfolios related to
aircraft financing operations are included in a new balance sheet caption, Aircraft
financing, together with other assets related to aircraft financing of Aerospace. The
remainder of BC’s operations are not significant and the related assets are included in
Other assets in the consolidated balance sheets.

* Presentation of BC—The financial position, results of operations and cash flows of BC
are no longer presented in separate columns in the consolidated balance sheets,
statements of income and statements of cash flows.

Financing Income and Financing Expense—Interest income, including interest income
generated from the portfolios of the former BC segment, is now classified in Financing
income, a new caption in the consolidated statements of income. BC’s interest income
was previously included in Financing revenues and other interest income was included
in Interest expense, net. The interest expense on the long-term debt of the former BC
segment, previously included in Cost of sales, is now classified in Financing expense, a
new caption in the consolidated statements of income. In addition, certain financing
costs were reclassified from Aerospace’s cost of sales to Financing expense.
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The impact on the consolidated statements of income of the reallocation of BC's portfolios
to Aerospace, as well as certain other reclassifications referred to above under Financing
income and Financing expense are as follows for fiscal years:

2006‘" 2005 ‘"

Revenues
FiNanCing . .o e $(79) $ (91)
Other ..o e e 10 36
(69) (55)
Costofsales......... i e e e e e e e (106) (126)
37 71
Interest eXpPense, Net .. ...t e e (170) (153)
Financing iNCOME . . . .. i e e e e e e 156 104
Financing eXpense . . .. ...ttt e 363 328
Income from continuing operations before incometaxes................. $ — $ —
(1) Parenthesis represent a decrease of the related income statement item.

As a result of these changes, the Corporation has now two reportable segments: Aero-
space and Transportation. Each reportable segment offers different products and services and
requires different technology and marketing strategies. Management assesses segment perfor-
mance based on earnings (loss) before financing income, financing expense, income taxes and
special items, consistent with its current centralized debt management strategies. Corporate
charges are allocated to segments mostly based on each segment’s revenues.

I Non-GAAP Financial Measures

This MD&A is based on reported earnings in accordance with Canadian generally accepted
accounting principles (“GAAP”) and on the following non-GAAP financial measures:

EBITDA before special items: Earnings (loss) before financing income,
financing expense, income taxes, depreciation
and amortization and special items

EBIT before special items: Earnings (loss) before financing income,
financing expense, income taxes and special
items

EBT before special items: Earnings (loss) before income taxes and

special items

EPS from continuing operations before special Earnings (loss) per share from continuing
items: operations before special items

Free cash flow: Cash flows from operating activities less net
additions to property, plant and equipment

These non-GAAP measures are directly derived from the Consolidated Financial State-
ments, but do not have a standardized meaning prescribed by GAAP; therefore, others using
these terms may calculate them differently. The reconciliation to the most comparable GAAP
measures is provided in the following sections of this MD&A:

* Reconciliation of EBITDA and EBIT, before special items, to EBIT—see the tables of
analysis of results in the Aerospace and Transportation sections.

* Reconciliation of EBIT and EBT before special items to EBT—see the tables of selected
financial information in the overview section.
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Reconciliation of earnings (loss) per share from continuing operations before special
items to earnings (loss) per share—see the reconciliation of earnings (loss) per share
from continuing operations table following the table of selected financial information in
the overview section.

Reconciliation of free cash flow to cash flows from operating activities—see the first table
in the cash flows section.

Management believes that a significant portion of the users of its Consolidated Financial
Statements and MD&A analyze the Corporation’s results based on these performance mea-
sures and that this presentation is consistent with industry practice. Special items are viewed
by Management as items that do not arise as part of the normal day-to-day business
operations or that could potentially distort the analysis of trends.

Il Highlights

Net income of $249 million, compared to a net loss of $85 million last fiscal year.

EBT from continuing operations before special items of $238 million ($150 million after
special items), compared to $12 million ($160 million loss after special items) last fiscal
year.

EPS of $0.13, compared to a loss of $0.06 last fiscal year. EPS from continuing operations
before special items of $0.11, compared to an EPS from continuing operations before
special items of nil last fiscal year.

BC’s non-core portfolios (i.e. excluding commercial aircraft financing) have been essen-
tially wound down or sold.

Free cash flow of $5632 million, an improvement of $326 million.
Reduction of debt, amounting to $2.5 billion in fiscal year 2006.
Cash and cash equivalents of $2.9 billion as at January 31, 2006.
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IV Consolidated Results
Selected Financial Information

The following table presents selected financial information for fiscal years:

2006 2005

REVENUES . . i e $14,726  $15,546
EBIT from continuing operations before special items . ................. 445 236
FIiNancing iNCOME . ... .t e e et e e e e 156 104
Financing exXpense . ... ... i e (363) (328)
EBT from continuing operations before special items .................. 238 12
Special ItEMS . . . e e e (88) (172)
EBT from continuing operations ............. .. .. 150 (160)
INncome tax eXPeNSE (FECOVEIY). « v v vttt ittt e et e e ee e 15 (38)
Income (loss) from continuing operations. . . .......... ... .. ... 135 (122)
Income from discontinued operations, netof tax‘" ... ... .. ... ... ... .. 114 37
Net income (10SS) ..o vttt e e e e e e $ 249 $ (8b)
Basic and diluted earnings (loss) per share (in dollars):

From continuing operations . . ......... i $ 0.06 $ (0.08)

Netincome (I0SS). . . . oottt e e e e $ 0.13 $ (0.06)
(as a percentage of revenues)
EBIT from continuing operations before special items . ................. 3.0% 1.5%
EBT from continuing operations before special items .................. 1.6% 0.1%
EBT from continuing operations ...........c.oiiiiii s 1.0% (1.0)%
Order backlog (in billions of dollars) ........... ... ... ... ... $ 316 $ 315
Cash and cash equivalents @ . .. ... ... . . . . $ 2917 $ 2,344
Free cash flow 2 . . oo $ 532 $ 206
Available short-term capital resources . . . ... . ... .. $ 3,950 $ 5,143

(1) Related to BC's inventory finance, on- and off-balance sheet manufactured housing, consumer finance and on-
and off-balance sheet freight car operations.

(2) A detailed analysis of changes in cash and cash equivalents, free cash flow and available short-term capital
resources is contained in the Liquidity and capital resources section of this MD&A.

Reconciliation of earnings (loss) per share from continuing operations before and after
special items was as follows for fiscal years:

2006 2005

Income from continuing operations before special items, net of tax ......... $212 $ 32
Special items, netoftax. . ......... ... . . ~ (77) (154)
Income (loss) from continuing operations .............................. $ 135 $(122)
Basic and diluted earnings (loss) per share (in dollars):
From continuing operations before special items, netoftax.............. $011 $ —
Special items, netoftax........ ... i i ~(0.04)  (0.08)
From continuing operations. . ......... ... i $0.06 $(0.08)



A detailed analysis of the segmented EBIT is provided in the Aerospace and Transportation
sections of this MD&A.
Revenues
The $820-million decrease mainly reflects:

* lower rolling stock revenues resulting from decreased mainline revenues in the United
Kingdom (“U.K.”) and Germany, due to a lower level of activities in these markets;

* lower deliveries of CRJ200 aircraft; and
 lower volume of pre-owned business aircraft sales.
Partially offset by:
* increased deliveries and improved selling prices of business aircraft; and

* increased deliveries of Q300 turboprops.

EBIT Margin From Continuing Operations Before Special Items
The 1.5 percentage-point increase is mainly due to:

+ a higher EBIT margin in Transportation, mainly as a result of improvements in contract
execution (significantly lower negative contract adjustments were recorded in fiscal year
2006), the positive impact of procurement initiatives and restructuring activities, as well
as lower operating expenses; and

* a higher EBIT margin in Aerospace, mainly as a result of increased deliveries and
improved selling prices of business aircraft, partially offset by lower deliveries of CRJ200
aircraft and higher operating expenses.

Financing Income/Financing Expense

Net financing expense amounted to $207 million, compared to $224 million last fiscal year.
Fiscal year 2005 financing expense was negatively impacted by the payment of $19 million in
connection with the repurchase of call options related to BC’s Putable/Callable notes due in
fiscal year 2013. In addition, higher interest expense was mostly offset by higher interest
income on cash balances and loans and lease receivables.

Special Items

Special items are related to the restructuring plan in Transportation.

Income Taxes

For fiscal year 2006, the effective income tax rate was 10.0%, compared to the statutory
income tax rate of 32.0%. The lower effective income tax rate compared to the statutory
income tax rate is mainly due to lower income tax rates of foreign investees and the impact of
the strengthening of the Canadian dollar compared to the U.S. dollar on the Canadian dollar
denominated deferred income tax asset, partially offset by the net changes in the recognition
of operating losses carried forward.

For fiscal year 2005, the effective income tax recovery rate was 23.8%, compared to the
statutory income tax recovery rate of 31.9%. The lower effective income tax recovery rate
compared to the statutory income tax recovery rate is mainly explained by the non-recognition
of income tax benefits related to operating losses in certain jurisdictions in Transportation,
partially offset by lower income tax rates of foreign investees.
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The details of the components of the income tax expense (recovery) are provided in

note 16—Income taxes to the Consolidated Financial Statements.

Discontinued Operations

Income from discontinued operations was as follows for fiscal years:

2006 2005
Income from discontinued operations, net of tax, before the following:......... $ 24 $37
Gain (loss), net of tax, on sale of:
Inventory finance operations . .......... ... e 121 —
On-balance sheet manufactured housing operations ...................... (18) —
Loss, net of tax, related to planned disposal of:
Off-balance sheet manufactured housing operations ...................... (10) —
Consumer finance and on- and off-balance sheet freight car operations (V. . . .. (3) —
$114  $37
(1) Represents estimated severance costs related to these operations, which are expected to be disposed of in fiscal
year 2007.
Order Backlog

The order backlog remained essentially unchanged. Higher order intake compared to

revenues recorded in both segments was offset by the negative impact of the weakening of the
euro and the sterling pound compared to the U.S. dollar on the order backlog of Transporta-

tion, amounting to approximately $1.0 billion.
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V Fourth Quarter Results
Selected Financial Information

Selected financial information were as follows:
Three-NMonth

Periods
Ended January 31
2006 2005

REVENUES . . oottt e e e e e $4,035 $4,725
EBIT from continuing operations before special items.................... 160 146
FIiNancCing INCOME . .. .ottt et et e et e e 52 35
Financing eXpense . ... ... i e (98) (102)
EBT from continuing operations before special items .. .................. 114 79
Special ItEMS. . . oo e e (37) (38)
EBT from continuing operations . ....... ..., 77 41
INCOME 1aX FEBCOVEIY . o vt ittt et et e et et e et (8) (6)
Income from continuing operations. . . ......... . .. i 85 47
Income from discontinued operations, netof tax ‘" .. ... ... .. ... .. ... 1 9
N et INCOMIE .« .ttt ittt e e e e et e e $ 8 $ 56
Basic and diluted earnings per share (in dollars):

From continuing operations . . ........... i, $ 005 $ 0.02

NeEt iNCOME . ..t e e e $ 005 $ 0.03
(as a percentage of revenues)
EBIT from continuing operations before special items.................... 4.0% 3.1%
EBT from continuing operations before special items .. .................. 2.8% 1.7%
EBT from continuing operations . ........ ..., 1.9% 0.9%

(1) Related to BC'’s off-balance sheet manufactured housing, consumer finance and on- and off-balance sheet freight
car operations.

Revenues
The $690-million decrease is mainly due to:
» decreased mainline revenues in the U.K. and Germany;
 lower deliveries of regional aircraft; and
* lower volume of pre-owned business aircraft sales.
Partially offset by:

* higher deliveries and improved selling prices of business aircraft.
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EBIT Margin from Continuing Operations Before Special Items
The 0.9 percentage-point increase is mainly due to:

* a higher EBIT margin in Transportation, mainly as a result of improvements in contract
execution, the positive impact of procurement initiatives and restructuring activities, as
well as lower operating expenses; and

* a higher EBIT margin in Aerospace, mainly as a result of increased deliveries and
improved selling prices for business aircraft, and a lower level of sales incentives for
regional aircraft, partially offset by lower deliveries of CRJ200 aircraft.

Financing Income/Financing Expense

Net financing expense amounted to $46 million, compared to $67 million last fiscal year.
This decrease is due to higher interest income on cash balances and loans and lease
receivables, mostly offset by higher interest expense. In addition, fiscal year 2005 financing
expense was negatively impacted by the payment of $19 million in connection with the
repurchase of call options related to BC’s Putable/Callable notes due in fiscal year 2013.

Special ltems

Special items are related to the restructuring plan in Transportation.

Income Taxes

As a result of the impact of the increase in enacted tax rates in Quebec on the deferred
income tax asset and the strengthening of the Canadian dollar compared to the U.S. dollar, the
Corporation recorded an income tax recovery of $8 million on an EBT from continuing
operations of $77 million in fiscal year 2006. In fiscal year 2005, the Corporation recorded an
income tax recovery of $6 million on an EBT from continuing operations of $41 million due to
the recognition of previously unrecorded tax benefits.

Earnings per Share
Earnings per share from continuing operations before special items was $0.07 ($0.05 after
special items), compared to $0.04 ($0.02 after special items) for the same period last fiscal year.

Free Cash Flow

Free cash flow of $669 million, an improvement of $222 million compared to last fiscal
year. The increase is mainly due to higher free cash flow in Aerospace, partially offset by lower
free cash flow in Transportation.
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AEROSPACE

1 Overview

Aerospace is a world leader in the design and manufacture of innovative aviation products
and services for the business, regional, missionized and amphibious aircraft markets. Aero-
space’s product portfolio includes the industry’s most comprehensive line-up of business
aircraft, regional jets, turboprops and amphibious aircraft. With its extensive product line-up,
Aerospace is well positioned to capitalize on the growth of the business aircraft market as well
as on the airline industry’s shift towards larger regional jets and turboprops.

The Aerospace section of the MD&A is structured by business unit. The table below
presents the business units’ main products and services:

Aircraft
Services and
New Commercial

Regional Aircraft

Business Aircraft Aircraft Program Flexjet and Skyjet
Narrow-body Regional jets ¢ Parts logistics * Aircraft fractional

business jets e CRJ200 ¢ Aircraft maintenance  ownership
 Learjet 40/40 XR * CRJ700 e Customer training e Hourly flight
 Learjet 45/45 XR  CRJ705 * Military aviation entitlement
e Learjet 60/60 XR * CRJ900 training programs

e CSeries

Wide-body business Turboprops * Amphibious aircraft

jets - Q200 * Government and
e Challenger 300 * Q300 missionized aircraft
* Challenger 604 * Q400
e Challenger 605
. Challenger 800

Series "
e Bombardier Global

5000
» Global Express/

Global Express XRS
(1) The orders, deliveries and market share of the corporate airliner category represented by the Challenger 800

Series, are shown in the regional aircraft section of this MD&A.

Forward-Looking Statements
Forward-looking statements in the Aerospace section of this MD&A are based on:
» current backlog and estimated future order intake based on:

» similar levels of business aircraft demand from the United States (“U.S.”) market and
increased demand from emerging markets;

¢ increased demand from regional airlines in the U.S. following their restructuring, as
well as an increased demand for turboprops; and

- expected growth in after-market services.
» continued deployment of strategic initiatives related to cost reductions.
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Business Environment
Business Aircraft

There was continued strong demand in the business aircraft market during fiscal year
2006. The underlying economic conditions that influence business aircraft demand in the U.S,,
namely U.S. real gross domestic product (adjusted for inflation) (“GDP”) growth and corporate
profits, remained healthy during calendar year 2005. There is an increasingly competitive
environment demonstrated by the introduction in the market of five derivatives and two new
products at the National Business Aviation Association (“NBAA") show in calendar year 2005.

The U.S. continues to be the dominant market; however, the international markets have
gained significant momentum in recent years, supported by emerging eastern European
economies and the strengthening of the euro compared to the U.S. dollar. The pricing for new
business aircraft is firming up due to the increase in business aircraft demand combined with
the lower inventory level of pre-owned business jets. The increase in demand for business
aircraft has had a positive effect on the aircraft fractional ownership and hourly flight time
entitlement markets.

Regional Aircraft

Over the last several years, the U.S. airline industry has experienced year-over-year
downward pressure on yields (defined as revenue per passenger mile) and rising costs,
particularly as a result of higher fuel prices. The U.S. airline industry continues to be in a
period of restructuring (see Market drivers section for regional aircraft in this MD&A). Regional
airlines generally operate regional aircraft (jets and turboprops) up to 90 seats in a domestic
route network. Mainline airlines generally operate narrow-body and wide-body jet aircraft over
90 seats in a network consisting of both domestic and international routes. Pilot scope clauses
continue to loosen, thus permitting larger numbers of 70- to 90-passenger regional jets to be
flown by the pilots of regional airlines affiliated with mainline airlines through a code-sharing
agreement. In the regional jet sector, new aircraft demand has shifted from smaller to larger
regional aircraft (such as the shift from the 50-passenger CRJ200 aircraft to the 70-passenger
CRJ700 and 86-passenger CRJ900 aircraft). The appeal of the larger CRJ Series aircraft models
is greater seating capacity and lower unit (seat-mile) costs. Due to the superior economics
offered by the lower fuel-burning turboprops, this sector experienced a significant increase in
worldwide orders.

Goals/Strategy

The primary goal is to improve EBIT margin to 8% over the next two to four years.
Improved and sustained profitability will be achieved through focusing all employees on three
priorities and targeted revenue growth.

Priorities
Engaging All Employees and Providing a Safe and Rewarding Workplace

* An “Achieving excellence” program has been established, providing a process whereby
Aerospace employees can benchmark their team’s performance against the highest
industry standards and develop plans to achieve these levels.

* Focusing on talent management through the annual leadership review with the purpose
of ensuring that key management positions can be filled internally.
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Providing an Amazing Customer Experience

* By improving customer satisfaction and generating operating synergies through the
consolidation of all after-market services including training, CSeries, amphibious and
missionized programs into one business unit called Aircraft Services and New Commer-
cial Aircraft Program;

* by investing in after-market support initiatives;
* by providing product commonality in both regional jets and turboprops; and
* by continually upgrading Aerospace’s product offerings to meet evolving customer
needs.
Reducing Operating Costs Through Waste Elimination

* By optimizing Aerospace’s supplier base strategy to reduce waste in the supply chain
and to reduce the total acquisition cost of procured products;

* by continuing to optimize Aerospace’s industrial strategy and developing low-cost man-
ufacturing capacity and capability; and

* by pursuing outsourcing initiatives.

Targeted Revenue Growth

In addition to the three priorities discussed above, Aerospace will achieve its goal of an
increased EBIT margin by growing revenue through the following:

* leveraging existing aircraft platforms;
* investing in key product improvements;

* building on Aerospace’s strong presence in key emerging markets such as China, eastern
Europe, India and Latin America;

* leveraging the strong business aircraft order backlog and continued strength in business
aircraft demand to improve pricing for business aircraft; and

* improving market share for regional aircraft by continuing to focus on the operating
economics of the current platforms versus the competition, exploring opportunities for
the CRJ200 aircraft in the cargo market and considering potential options for proven CRJ
Series and Q-Series platforms in the 80- to 100-seat aircraft market.

Highlights
 EBIT of $266 million, compared to $203 million last fiscal year, an increase of 31%.

* Free cash flow of $900 million, an improvement of $518 million.

» 186 deliveries and 210 net orders for business aircraft, an increase of 45% and 36%,
respectively.

* 149 deliveries and 90 net orders for regional aircraft, a decrease of 26% and 32%,
respectively.

* Third consecutive year of increase in total deliveries.

» Total permanent financing arranged by the Corporation in connection with the sale of
regional aircraft amounted to $2.9 billion in fiscal year 2006.
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* Launched the Challenger 605 and Learjet 60 XR aircraft derivative products. Aerospace
also launched Bombardier Corporate Shuttle Solutions, a complete family of corporate
shuttle jets comprised of the Challenger 850, 870 and 890 aircraft.

* On January 31, 2006, the Corporation announced that present market conditions, espe-
cially given the financial instability of many U.S. airlines, did not justify the launch of the
C-Series program at this time.

Aircraft Deliveries

Total aircraft deliveries were as follows for fiscal years:

2006 2005
Business aircraft (including those of the fractional ownership program)......... 186 128
Regional aircraft . ... ... . 149 200
Amphibious aircraft .......... . . 2 1
337 329

The increase in total deliveries is mainly due to higher deliveries of all business aircraft
models. This increase was partially offset by lower deliveries in regional aircraft, mainly the
CRJ200 aircraft. Despite the continuing challenges facing the U.S. airline industry, Aerospace
delivered approximately the same number of larger CRJ700, CRJ705 and CRJ900 aircraft in
aggregate in fiscal year 2006 compared to fiscal year 2005. Two Bombardier 415 amphibious
aircraft were delivered during fiscal year 2006. Production of the amphibious firefighting and
surveillance aircraft resumed during fiscal year 2006, in response to an improved market.

Aerospace expects total aircraft deliveries for fiscal year 2007 to remain at a similar level
as that of fiscal year 2006.
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Analysis of Results

Aerospace’s results were as follows for fiscal years:

2006 2005
Segmented revenues
Manufacturing
Business aircraft. . . ... ... . e $3,127 $2,063
Regional aircraft. . . ... i e 2,893 3,604
Other. . o e e e 332 237
Total manufacturing revenues .. ......... ...t 6,352 5,904
Services 1 . L 1,208 1,116
Other 2 527 960
Total segmented revVeNUES . . ... ottt it e e e e e 8,087 7,980
Cost Of SaleS . oo ittt e e 6,925 6,922
M argin . .. e e e e e 1,162 1,058
Operating expenses B ... ... . 490 444
EBIT DA .. e e 672 614
AMOrtization . ..o e e e e e e 406 411
EBIT .« e e e $ 266 $ 203
(as a percentage of total segmented revenues)
M argin . o e 14.4% 13.3%
EBIT DA . . o e e e 8.3% 7.7%
EBIT . e e e 3.3% 2.5%

(1) Includes revenues from spare parts, fractional ownership and hourly flight entitlement programs’ service
activities, product support activities and military aviation training.

(2) Includes mainly sales of pre-owned aircraft.
(3) Comprised of selling, general and administrative and research and development expenses.
Manufacturing Revenues
The $448-million increase is mainly due to:
* increased deliveries and improved selling prices of business aircraft;
* increased deliveries of Q300 turboprops;
* higher selling prices for the turboprops;
 additional fractional share revenue; and
* an additional delivery of the Bombardier 415 amphibious aircraft.
Partially offset by:

» lower deliveries of CRJ200 aircraft.

Service Revenues
The $92-million increase is mainly due to:

* higher revenues from military aviation training due to significant progress on a
contract; and
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* higher revenues from fractional ownership and hourly flight entitlement programs
related services.

Partially offset by:
+ sale of a Bombardier amphibious aircraft search and rescue package to Greece in fiscal
year 2005.
Other Revenues
The $433-million decrease is mainly due to lower volume of pre-owned business aircraft
available for sale as a result of fewer trade-ins.
Margin Percentage
The 1.1 percentage-point increase is mainly due to:
* increased deliveries and improved selling prices of business aircraft;
» improved margin on the larger capacity CRJ Series aircraft;
* improved margin on pre-owned aircraft; and
* lower severance and other involuntary termination costs.
Partially offset by:
* lower deliveries of CRJ200 aircraft;
* lower margin on spare parts; and

* lower margin from the rental of pre-owned commercial aircraft.

Operating Expenses

The $46-million increase is mainly due to higher costs relating to the C-Series aircraft
feasibility study and to higher marketing expenses resulting from increased business aircraft
activities.

Amortization

The $5-million decrease is mainly due to lower assets under operating leases related to
long-term financing of regional aircraft, partially offset by an increase in the amortization of
program tooling.
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Program Information

The carrying amounts of excess over-average production costs (“EOAPC”) included in
Inventories, and program tooling costs included in Property, plant and equipment, were as
follows as at January 31:

2006 2005
Program Program

Program family EOAPC Tooling Total EOAPC Tooling Total
Business aircraft

Learjet Series . ................ $221 $ 111 $ 332 $254 $ 158 $ 412

Challenger 300 . . .............. 140 414 554 117 429 546

Challenger 604/605. ............ — 38 38 — 19 19

Global Series . ................ 319 351 670 411 430 841
Regional aircraft

CRJ Series. . .................. 54 413 467 83 441 524

Q-Series .......... .. 23 64 87 54 61 115

$757 $1,391 $2,148 $919 $1,5638  $2,457

The decrease in EOAPC is mainly due to the majority of programs having reached the
point where the actual unit cost is less than the average unit cost recognized in income.

The decrease in program tooling is mainly due to the benefit arising from leveraging prior
investments in product platforms, resulting in lower investment of programs under develop-
ment or in their early phases of production, compared to amortization of programs under
commercial production. Amortization of program tooling amounted to $254 million for fiscal
year 2006, compared to $244 million for fiscal year 2005.

The following table presents accounting program quantities and remaining deliveries for
programs with an EOAPC balance outstanding as at January 31, 2006:

Accounting

Program family Program Quantities Remaining Deliveries ‘"

Business aircraft

Learjet S€ries. . .. ...« 725 284

Challenger 300. . . .......... ... iiiiennin.. 300 213

Global Series. ... ... .. 450 264
Regional aircraft

CRJ Series @ . . ... 550 251

Q-Series @ . L 225 15

(1) Remaining deliveries include 74 firm orders of CRJ700, CRJ705 and CRJ900 aircraft and 15 firm orders of Q-
Series turboprops. There are an additional 69 firm orders, beyond the current accounting program quantity, in
the backlog for the Q-Series turboprops.

(2) Excludes CRJ200 and Q200 aircraft, which had no EOAPC balance outstanding as at January 31, 2006.

Product Development

During fiscal year 2006, Aerospace invested $338 million in product development, repre-
senting 5.3% of manufacturing revenues, compared to $298 million during fiscal year 2005, or
5.0% of manufacturing revenues.
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Product development costs consisted of the following for fiscal years:
2006 2005

Research and development ! ... ... . $92 $62

Program change and engineering @ . ... ... .. e 108 110

Program tooling & . ... 138 126
$338  $298

(1) Included in Research and development in the consolidated statements of income.

(2) Included in Cost of sales in the consolidated statements of income.

(3) Capitalized in Property, plant and equipment in the consolidated balance sheets.

Research and development costs were higher during fiscal year 2006 mainly due to the
CSeries aircraft feasibility study.

Order Backlog
Aerospace’s order backlog was as follows as at January 31:
(in billions of dollars) 2006 2005
Aircraft Programs . . ... e e $96 $ 9.1
Military aviation training .......... ... . . i i e 1 1A
$10.7 $10.2

The year-over-year increase is mainly due to strong order intake for business aircraft and
turboprops, partially offset by a declining order backlog for CRJ Series aircraft.
Workforce and Labour Relations

The total number of employees and the percentage of employees covered by collective
agreements were as follows as at January 31:

2006 2005
Total number of employees . . ... ... i e 26,800 27,100
Percentage of employees covered by collective agreements . .............. 56% 56%

The 1% decrease in the total number of employees is mainly due to terminations as a
result of the previously announced workforce reductions relating to the realignment of the
production rate of the 50-passenger CRJ200 aircraft. Substantially all of the terminations have
taken place during fiscal year 2006. There are approximately 355 remaining layoffs, which
should be completed by July 2006.

On January 31, 2006, the Corporation announced that present market conditions did not
justify the launch of the CSeries program at this time. The majority of CSeries employees will
be redirected to the development of regional jet and turboprop aircraft opportunities to address
regional airlines’ future needs in the 80- to 100-seat aircraft market. A small team of approx-
imately 50 employees will remain with the CSeries program to further develop its business
plan. The decision not to launch the CSeries program at this time did not give rise to additional
workforce reduction charges in fiscal year 2006.

In fiscal year 2007, collective agreements with the following unions are up for renewal:

* Montréal—During fiscal year 2006, the Corporation reached an agreement for a new six-
year collective agreement with the International Association of Machinists and Aerospace
Workers 712 (“IAMAW"), the largest union, covering approximately 5,300 employees in
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Montréal, beginning in December 2005. The agreement was conditional on the assembly
of the CSeries aircraft being performed in the Montréal area. As a result of the
Corporation’s decision not to launch the CSeries program at this time, this collective
agreement is being renegotiated.

* Wichita—The IAMAW collective agreement, covering approximately 1,400 employees in
Wichita, expires on October 2, 2006.

» Toronto—The Canadian Auto Workers (“CAW") collective agreement, covering approxi-
mately 2,500 employees in Toronto, expires on June 22, 2006.

» Belfast—The Amicus, the Amalgamated Transport & General Workers Union and the
General Machinists & Boilermakers collective agreements, covering approximately
4,300 employees in Belfast, expires on January 24, 2007.

Il Business Aircraft
Market Drivers

There has been a total of 750 business jets delivered in calendar year 2005, according to
data from General Aviation Manufacturers Association (“GAMA”), which is slightly short of the
peak reached in calendar year 2001.

U.S. Economic Performance

The U.S. market still remains the dominant market for sales of business aircraft. A strong
U.S. economy with steady real GDP growth and increasing corporate profits generally trans-
lates into stronger aircraft deliveries. According to the Blue Chip Economic Indicators report,
published on February 10, 2006, the growth in U.S. real GDP was 3.5% for calendar year 2005
(3.7% for calendar year 2004). A recent Honeywell Aerospace forecast indicates that should
U.S. real GDP growth exceed the 3% range over the next 12 to 18 months, the strength of the
business aircraft market is expected to continue.

International Markets

During calendar year 2005, there has been an increase in the percentage of sales made
outside of North America for all manufacturers. The weakening of the U.S. dollar in recent
years, in comparison to the euro, the result of stronger economic performance in Europe, and
the emergence of new markets, such as China, eastern Europe and India, have helped stimulate
sales internationally.

Pre-Owned Business Jet Inventory Level and Fair Market Values

The level of pre-owned business jet inventory, as well as the price that these aircraft are
selling for (fair market values), are key drivers for the industry. As the inventory level of pre-
owned aircraft increases, their prices may drop, making it more affordable for buyers to
purchase pre-owned aircraft. When the availability of pre-owned aircraft on the market is low,
their prices may increase, and thus the price gap to buy a new aircraft diminishes, making the
choice of a new aircraft more attractive to potential buyers. According to monthly extracts of
the Jetnet database, the number of pre-owned business jet inventory available for sale
amounted to 1,602 units as at December 31, 2005 compared to 1,786 units as at December 31,
2004, representing a 10% decline. This decline contributed to increased fair market values for
pre-owned business jets.

New Aircraft Model Introductions

The introduction of new aircraft models stimulates demand for business aircraft. As new
products are introduced, the consumer is given more choice of models at varying price and

71



performance points. A new product introduction may attract new potential buyers to the
market if the model meets their needs in terms of price and capability. Consumers who already
own a business aircraft may be tempted to upgrade their present model with a more sophisti-
cated model, which offers the latest in terms of technological advances. Other potential buyers
may be attracted to a new product offering in a category in which there was no product
offering before. In fiscal year 2006, Aerospace introduced the Learjet 60 XR and Challenger 605
aircraft derivatives and launched the Challenger 800 Series aircraft.

Competition

The overall business jet aircraft market is segmented into narrow-body and wide-body
aircraft, based on cabin size, range and price of aircraft. Narrow-body aircraft is further
segmented into four distinct categories, which range from smallest to largest: very light, light,
super light and midsize. The wide-body aircraft is further segmented into five distinct catego-
ries, which range from smallest to largest: super midsize, large, super large, ultra long range
and corporate airliner. The orders, deliveries and market share of the corporate airliner
category, represented by the Challenger 800 Series aircraft, are shown in the Regional aircraft
section in this MD&A.

Aerospace’s major competitors in the narrow-body business jet category are: Cessna
Aircraft Company (“Cessna”), a subsidiary of Textron Inc., Raytheon Aircraft (“Raytheon”), a
subsidiary of the Raytheon Company, and Embraer Executive Jets, a subsidiary of Embraer-
Empresa Brasileira de Aeronautica SA (“Embraer”). Aerospace’s main competitors in the wide-
body business jet category are: Gulfstream Aerospace Corporation (“Gulfstream”), a subsidiary
of General Dynamics and Dassault Aviation (“Dassault”).

The table below illustrates Aerospace’s major competitors by category (the shaded areas
represent categories in which Aerospace’s competitors have a product offering or a product
under development):

Wide-body

Super Ultra
large long range

Narrow-body

Super
midsize

Very
light

Midsize Large

CL300 CL604/

CL605

G5000 GEX/

GEX XRS

Aerospace'” L40/L40XR L45145XR  L60/L60XR

Cessna

Raytheon

Embraer

Gulfstream

Dassault

(1) L refers to Learjet, CL to Challenger, G to Global and GEX to Global Express.
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Product Development

* In November 2005, Aerospace launched the Challenger 605 aircraft, which features an
advanced cockpit, a more spacious restyled interior and an increased payload capacity
offering additional flexibility to add more options, passengers or fuel. In January 2006,
the Challenger 605 aircraft successfully completed its first flight.

* In November 2005, Aerospace launched the Learjet 60 XR aircraft. This model retains the
combination of value and high-speed performance of the Learjet 60 aircraft, while adding
an advanced cockpit, together with a stand-up cabin redesigned for style, comfort and
functionality.

* In November 2005, Transport Canada (“TC"”), the U.S. Federal Aviation Administration
(“FAA") and the European Aviation Safety Agency (“EASA”) granted full operational
approval for the Bombardier Enhanced Vision System (“BEVS”). This system, available
on Bombardier Global 5000, Global Express and Global Express XRS aircraft, provides
pilots with improved situational awareness and the ability to observe runway lights and
the runway environment in difficult operating conditions.

* In May 2005, Aerospace launched Bombardier Corporate Shuttle Solutions, a complete
family of corporate shuttle jets, backed by a full team from engineering, program
planning, sales and customer support. Based on the CRJ Series platform, the Challenger
850, 870 and 890 aircraft offer the proven advantages of a wide-body cabin, low direct
operating costs, dispatch reliability and ease of maintenance.

Aircraft Deliveries

Business aircraft deliveries were as follows for fiscal years:

2006 2005
Flexjet  Total Flexjet  Total
Narrow-body business jets
Learjet 40/40 XR . . . . .ot e 20 4 24 11 3 14
Learjet 45/45 XR . . .. ... 29 2 31 23 — 23
Learjet 60 . . ... ... ... 14 — 14 10 — 10
Wide-body business jets
Challenger 300 . . .......... ... iiiueenn.. 44 8 52 21 7 28
Challenger 604 . .. .........c. i, 35 — 35 31 — 31
Bombardier Global 5000 . . ................. 14 — 14 9 — 9
Global Express/Global Express XRS . .. ....... 16 — 16 13 — 13

172 14 186 118 10 128

The 45% increase in business aircraft deliveries mainly resulted from the ramp-up in
production of newer models (Challenger 300 and Learjet 40 aircraft), the introduction of new
derivatives (mainly Learjet 40 XR and Learjet 45 XR aircraft), as well as from the strengthening
of the business aircraft market. There has been an increase in deliveries in all business aircraft
models.

Net Orders

During fiscal year 2006, Aerospace received 210 net orders for business aircraft, compared
to 154 net orders during fiscal year 2005, which represents a 36% increase. The level of net
orders received in fiscal year 2006 is at its highest level since fiscal year 2000. The increase
reflects continued strength of the business aircraft market, strong product positioning on the
market and Aerospace’s continuous investments to meet evolving customer needs.
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The order backlog for business aircraft remains strong for each product family.

Market Share

Aerospace competes in eight out of the nine market categories, which on a revenue basis,
represent 97% in calendar year 2005 (compared to 96% in calendar year 2004) of the total
business aircraft market. Orders, deliveries and market share of the corporate airliner category
are shown in the regional aircraft section of this MD&A.

Assessment of market share in the business aircraft industry is based on delivery data
from GAMA for the calendar year, and therefore does not correspond with the number of
aircraft deliveries recorded during the Corporation’s fiscal year ended January 31. For some
competitors, GAMA only provides the information by product family. In these cases, Aerospace
estimates the deliveries by category using the FAA records, other databases, historical trends
and competitive intelligence.

Total deliveries and Aerospace’s market share of the business aircraft market in which it
competes were as follows for calendar years:

2005 2004
Aerospace Aerospace
Total Total Total Total

Market Deliveries Market Market Deliveries Market
Category Product (In Units) ™ In Units) Share  (In Units)”  (In Units)  Share
Light.......... Learjet 40/40 XR 156 21 13% 100 17 17%
Super light .. ... Learjet 45/45 XR 92 28 30% 77 22 29%
Midsize . ... .... Learjet 60 126 18 14% 71 9 13%
Super midsize ... Challenger 300 91 50 55% 67 28 42%
Large ......... Challenger 604 71 36 51% 82 29 35%
Super large . . ... Bombardier Global 5000 55 17 31% 37 4 11%
Ultra long range. . Global Express/Global 49 13 27% 48 20 42%

Express XRS L L o L L o
640 183 29% 482 129 27%

(1) Deliveries of the very light category (71 units in calendar year 2005 and 84 units in calendar year 2004) are not

included in the market total shown above since Aerospace has no product offering in this category.

In calendar year 2005, the 33% increase in the total market, and the two-percentage-point
increase in Aerospace’s market share in categories in which it competes, reflect mainly the
ramp-up in production of the Challenger 300 and the overall strengthening of the business
aircraft market, due to robust economic conditions and growth in emerging markets.

Outlook

In the market categories in which Aerospace competes, it is expected that competition will
remain intense over the next few years, as all manufacturers will be offering product upgrades
to stimulate demand.

The U.S. real GDP growth consensus estimate, according to Blue Chip Economic Indicators
consensus of 53 top economists, dated February 10, 2006, is 3.3% for calendar year 2006,
which should support continued strength in the business aircraft market this coming year.
According to a report issued by the Transportation Research Board of the FAA dated January
2006, for the market categories in which Aerospace competes, the consensus forecast is for
650 annual deliveries, on average, over the next 10 years. This figure compares to the 500 units
delivered annually during the 1996-2005 period.

Increasing energy costs, the possible introduction of user fees (a charge for those who
utilize the air traffic control system regardless of the size of the aircraft) and proposed reduced
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tax breaks on “personal and entertainment” use of business aircraft could dampen demand for
business aircraft in the U.S. Emerging markets, such as China, India and eastern European
countries offer the most potential for developing business aircraft operations and associated
infrastructure.

During calendar year 2005, Aerospace has regained its leadership position of the business
aircraft market on a revenue basis. Aerospace is well positioned to benefit from sustained
market growth in business aircraft. Aerospace has the broadest line of products in the market,
and offers customers total transportation solutions, including business charter services (Sky-
jet), fractional ownership (Flexjet) and corporate shuttles (Bombardier Corporate Shuttle
Solutions).

Il Regional Aircraft
Market Drivers
Economic Environment

Airlines continue to restructure their networks and to rely on their regional airline partners
to provide smaller units of capacity at competitive costs to supplement and replace their own
larger aircraft capacity, as well as to open new markets. This has contributed significantly to
the growth of the regional airline industry as outlined in the table hereafter (Annual
year-over-year increases in U.S. airline traffic).

The U.S. airline industry continues to face financial challenges and has undergone some
major restructuring.

» Delta Air Lines sold Atlantic Southeast Airlines (“ASA”) to SkyWest, Inc. ASA is now a
wholly-owned subsidiary of SkyWest Holdings Inc. SkyWest Holdings Inc. has since
converted 18 orders of CRJ200 aircraft in the order backlog to CRJ700 aircraft and has
placed an additional order for four CRJ700 aircraft during fiscal year 2006.

« US Airways, another one of Aerospace’s regional aircraft customers, recently merged
with America West to form a new carrier called US Airways and emerged from the
U.S. Bankruptcy Act Code (“Chapter 11”). Since US Airways has emerged from Chap-
ter 11, Aerospace has been in negotiations for the affirmation of 30 aircraft in the order
backlog.

* On February 1, 2006, UAL Corporation, the holding company whose primary subsidiary
is United Airlines, announced that it had formally exited Chapter 11. A significant number
of CRJ Series aircraft are operated by independent regional airline affiliates under the
brand United Express. United Airlines has no ownership position in its regional affiliates.

» Aerospace customers Delta Air Lines, Northwest Airlines, Mesaba Airlines, and FLYi
(“Independence Air”) have filed under Chapter 11. FLYi operations ceased on January 5,
2006, and the airline is being liquidated under U.S. bankruptcy law.

* These developments have resulted in certain CRJ100/200 being returned to their lessors
or otherwise idled as described below:

* Northwest Airlines elected to return 15 CRJ200 aircraft to lessors as part of Northwest'’s
reorganization plan.

 Delta Air Lines announced its intention to remove up to 30 CRJ700/200 aircraft
operated by Comair, Inc. from revenue service.

» The cessation of operations at Independence Air resulted in 58 CRJ200 aircraft being
removed from service.
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» Based on the above, the number of CRJ700/200 aircraft that can be returned to lessors or
otherwise idled is approximately 100. This represents approximately 10% of the world'’s
CRJ100/200 aircraft fleet. Aerospace is working directly with the owners and operating
lessees of these aircraft to remarket them, particularly outside the traditional U.S. market
and with newer airlines. The remainder of the fleet remains in active revenue service, as
smaller regional jets continue to play a crucial role in the U.S. network, and will help the
airlines to open new markets and provide route frequency in off-peak times.

Availability of Aircraft Financing

The availability of regional aircraft financing continues to be a major challenge. Aircraft
ownership costs represent a significant portion of operating expenses for most airlines. As a
result, the availability of attractive financing is an important part of the business plans of
Aerospace customers. Globally, aircraft financing has been affected by strained airline cash
flows. In addition, the U.S. airline industry has been particularly affected by the incidence of
major airline bankruptcies. Aerospace has worked and continues to work closely with leading
financial institutions to assist regional airline customers to obtain financing.

Revenue Passenger Miles and Available Passenger Capacity

Mainline airlines continued outsourcing routes to their regional partners to reduce costs.
Regional airlines are shifting new aircraft purchases to larger capacity aircraft from the 30- and
50-seat aircraft to the 70- and 90-seat aircraft. This shift is due to lower seat-mile costs offered
by the larger aircraft, which helps to maintain the airlines’ profitability even in a depressed fare
environment. Also, additional seats allow the airlines to serve more passengers, as passenger
traffic recovers from a low level following the September 11, 2001 event.

According to an Airline Monitor report dated January/February 2006, in calendar year 2005,
U.S. regional airlines posted a strong annual year-over-year percentage increase in Revenue
Passenger Miles (“RPM”) and in Available Seat Miles (“ASM") compared to mainline airlines
as demonstrated by the table below:

Annual Year-Over-Year increases in U.S. Airline Traffic

2005 2004 ®
Regional Airlines Mainline Airlines Regional Airlines Mainline Airlines
RPM™ 21.3% 4.7% 28.2% 9.4%
ASM @ o 17.6% 1.8% 23.9% 6.3%
(1) RPM is a measure of paying passenger traffic and represents passenger demand for air transport, defined as

one fare-paying passenger transported one mile.

(2) ASM is a measure of available passenger capacity and represents one seat carried for one mile, whether a
passenger occupies it or not.

(3) The calendar year 2004 figures have been restated by Airline Monitor.

Fuel Prices

The increases in the price of crude oil, which began in mid-2003, continue to put pressure
on the airlines’ results. As a consequence, the mainline airlines continue to outsource routes to
their regional partners to reduce costs. The regional airlines are shifting new aircraft purchases
to larger capacity aircraft, which offer lower seat-mile costs and which help to maintain the
airlines’ profitability even in a depressed fare environment.

Turboprop economics, built on significantly lower maintenance, fuel and acquisition costs
for short-haul flights, have become more appealing with higher fuel prices.
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Scope Clauses

Scope clauses in pilot union agreements, restricting the operation of smaller jetliners by
major airlines or by their regional affiliates, are gradually moving towards larger capacity
regional aircraft in order to allow the mainline airlines and the regional airlines to better
compete in low-yield environments. Notable examples of more liberalized scope clauses are at
Delta, United, US Airways and Air Canada/Jazz Air Inc.

Competition

Aerospace’s main competitors are Embraer in the regional jet category and the European
consortium Avions de Transport Régional (“ATR"”) in the turboprop category.

The table below illustrates Aerospace’s competitors by category, in the categories in which
Aerospace competes. The shaded areas represent categories in which Aerospace’s competitors
have a product offering.

Regional jets Turboprops

40 - 59

A Product commonality Product commonality
erospace CRJ200 CRJ700/705 CRJ900 Q200 Q300 Q400

Embraer

ATR

Aerospace has families of aircraft offering commonality in the regional jet and turboprop
categories:

Regional Jets

The CRJ Series family of aircraft offers regional airlines a network solution with products
ranging from 40 to 86 passengers with product commonality, which includes common crew
qualification, spare parts and maintenance procedures. Aerospace believes that this family has
an economic advantage over competing aircraft due to their superior speed, better fuel
efficiency and lower maintenance costs.

Turboprops

The Q-Series family of turboprops offers products ranging from 37 to 78 passengers with
product commonality, which includes common crew qualification, spare parts and maintenance
procedures. The Q400 aircraft competitive advantage is its superior economics as it offers the
lowest cost per seat in the industry. It also offers an extended range and jet-like speed, which
allows regional airlines to operate the Q400 aircraft in markets not traditionally served by
turboprop aircraft.

Product Development
Approval was obtained for four CRJ Series aircraft enhancement programs from TC:

* The CRJ900 aircraft Enhanced Performance Packages (“EPP"”) provide improved take-off
and landing performance, increased range and contribute to lower fuel consumption.
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» The CRJ900 LR (long range) aircraft provides an increased payload and can carry a full
passenger load more than 2,103 miles (3,385 km), an increase of 270 miles (435 km) over
the CRJ900 ER (extended range) aircraft.

» The CRJ700 engine upgrade provides operators with savings of up to 15% in engine
maintenance costs over 15 years. In addition, the upgrade allows operators to carry a
single spare engine type to support a mixed CRJ700/705/900 aircraft fleet, simplifying
fleet management and significantly reducing spares investment.

» The CRJ705, the 75-seat regional jet first delivered to Air Canada in May 2005, also
incorporates the EPP.

In addition, the CRJ700 aircraft also received certification with noise levels that are below
the latest stringent International Civil Aviation Organization (“ICAO”) Stage IV requirements.
Like its larger sibling, the CRJ900 aircraft (the first commercial aircraft to achieve Stage IV
compliance), the CRJ700 aircraft will have improved operational flexibility at noise-sensitive
airfields.

Developments for the Q400 aircraft include an enhanced navigation package for improved
pilot situation awareness/productivity. In addition, an optional Enhanced High Gross Weight
variant is now available, increasing payload capacity by 1,000 pounds (454 kg) over the High
Gross Weight variant.

Aircraft Deliveries

Regional aircraft deliveries were as follows for fiscal years:

2006 2005
Regional jets
CRJ200 V. . 44 100
CRJ700 . . . . e e e e 50 64
CRU705 . . o e e e e e e 15 —
CRUIOO0 . . . . e e e e 12 14
Turboprops
Q200 . . ..o e e e 1 1
Q300 . . .. e e e 11 5
Q400 . . . oo 16 16
149 200
(1) Includes 11 deliveries of the corporate airliner category aircraft in fiscal year 2006 (three deliveries in fiscal year
2005).

The 26% decrease in regional aircraft deliveries is mainly due to lower deliveries of CRJ200
aircraft, consistent with current market trends, which indicate a reduction in demand for the
50-passenger regional jets.
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Orders and Backlog

Aerospace received the following significant net orders for fiscal year 2006:

Customer Aircraft Number

Regional jets

SKYWESt . oo e e e CRJ700 24
Deutsche Lufthansa AG . .......... . i i e e CRJ900 12
Godet Airlines . . . ... e e CRJ700 4
Atlas) et ... e e e e CRJ900 3
Turboprops
Porter Airlines. . .. ... i e e Q400 10
JEJU AIr . e Q400 5
HoOrizon Air ..o e e e e Q400 5
FIVBE . . o e e e Q400 4
Caribbean Aircraft Leasing (BVI) Limited. ........................... Q300 4
Regional aircraft orders received by aircraft type were as follows as at January 31:
Cancellations/ 2006 " 2005 "
Orders Swaps removals Net orders Net orders
Regional jets
CRJ200................c...... 24 (23) (16) (15) 25
CRJ700............. ... 35 15 (6) 44 25
CRJ705........ .. ... .. ... .... — — — — 15
CRJ900................c...... 16 1 — 17 6
Turboprops
Q200....... ... .0 2 — — 2 1
Q300...........0 .. 8 — — 8 22
Q400........ ... ... 27 7 — 34 -39
12— (22) 90 133
(1) Includes nine net orders of the corporate airliner category in fiscal year 2006 (five net orders in fiscal year 2005).

As a result of the filing by Northwest Airlines for reorganization under Chapter 11,
Aerospace voluntarily removed 13 CRJ200 aircraft, in the third quarter of fiscal year 2006, from
its order backlog.

On March 14, 2005, GoJet Airlines placed an order for 10 CRJ700 aircraft. Subsequently,
the interest in six of the aircraft was transferred to General Electric Capital Aviation Services
(“GECAS”). As a result, Aerospace relieved GECAS from its previous commitment to purchase
six CRJ700 aircraft, and the order backlog was reduced accordingly.

In the first quarter of fiscal year 2006, Eurowings cancelled three CRJ200 aircraft.

In fiscal year 2006, 23 orders for the CRJ200 aircraft, previously received from SkyWest and
Air Nostrum, were swapped for 22 CRJ700 aircraft and one CRJ900 aircraft. In addition, Horizon
Air transferred seven orders for the CRJ700 regional jet for seven Q400 turboprops.
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The order backlog, as well as options and conditional orders for regional aircraft consisted
of the following as at January 31, 2006:

Options and
Aircraft on Firm Order"  Conditional Orders
Regional jets
CRJ200 . . ...... . e e 17 342
CRJ700 . .. ... ... i et 51 336
CRJ705 . ... e — 15
CRJ900 . . ..... ... e 23 20
Turboprops
Q200 . ... e 2 2
Q300 . .......00 i e 20 11
Q400 . ..ot 64 82
177 808
(1) There are 37 firm orders in the order backlog with conversion rights to other regional aircraft.
Market Share

Assessment of market share in the regional aircraft industry is calculated on the basis of
gross order intake and aircraft deliveries recorded during the calendar year, which does not
correspond to the number of gross order intake and aircraft deliveries recorded during the
Corporation’s fiscal year ended January 31.

Market Share Based on Gross Orders

Total gross order intake and Aerospace’s market share in the market categories in which it
competes were as follows for calendar years:

2005 2004
Aerospace Aerospace
Worldwide Gross Order Worldwide Gross Order

Market Intake Market Market Intake Market
(In Units) ™ (In Units)"”  Share ™  (In Units)""  (In Units)?  Share "
CRJ Series......... 139 @ 85 61% 2412 157 65%
Q-Series........... 151 ® 61 40% 47 3 35 74%
290 146 50% 288 192 67%

(1) Gross orders and market share for the corporate airliner category have been excluded from the above table, as

the information is not available.
(2) 40- to 90-passenger aircraft.
(3) 20- to 90-passenger aircraft.
Source: Competitor reports.

In calendar year 2005, the worldwide regional aircraft market, measured by gross order
intake, remained stable. However, there has been a significant change in the mix of aircraft
ordered. For the first time in a number of years, turboprop orders exceeded regional jet orders
with turboprops increasing by 221 percentage points and regional jets decreasing by 42 per-
centage points.

Aerospace’s market share, in the categories in which it competes, decreased by 17 percent-
age points. This decrease is mainly a result of Aerospace’s competitor obtaining two major
orders for turboprops in India.
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Market Share Based on Deliveries

Total deliveries and Aerospace’s market share in the market categories in which it
competes were as follows for calendar years:

2005 2004
Aerospace Aerospace
Worldwide Total Worldwide Total
Market Deliveries Market Market Deliveries Market
(In Units) (In Units) Share  (In Units)”  (In Units)”  Share'¥
CRJ Series ............ 233" 125 54% 309 Y 175 57%
Q-Series .............. 432 28 65% 32@ 19 59%
Corporate airliner. ... ... 39 @ 5 13% 26 @ 1 4%
315 158 50% 367 195 53%
(1) 40- to 90-passenger aircraft.
(2) 20- to 90-passenger aircraft.
(3) The worldwide market information for corporate airliners is from GAMA. The 2004 GAMA information has been
restated to include Aerospace’s deliveries of the corporate airliner category.
(4) 2004 figures have been restated, to separately identify the market share for corporate airliners.

Source: Competitor and GAMA reports.

In calendar year 2005, the worldwide regional aircraft market, measured by deliveries,
decreased by 14%. This decrease is consistent with the current market trend, which indicates a
reduction in demand for smaller regional jets.

In calendar year 2005, Aerospace’s market share, in the categories in which it competes,
decreased by three percentage points, mainly due to a decrease in market share for regional
jets, partially offset by an increase in market share for turboprops.

Outlook

In response to meeting airlines’ requirements for aircraft with exceptional operating
economics, Aerospace has started investigating potential options for the proven CRJ and Q-
Series platforms in the 80- to 100-seat aircraft market.

Aerospace currently has two proven families of regional aircraft in service with 12 of the
world’s 20 largest airlines, their subsidiaries and affiliated companies (as per an Air Transport
World report dated January 2006, based on revenue passenger miles from January to Novem-
ber 2005).

CRJ Series

Competition for the 70- to 90-passenger regional jet market category will continue to be
fierce. Aerospace believes that it is well positioned in this category given the economic
advantage of its products, family commonality benefits across the 40- to 86-passenger CRJ
Series aircraft and the large installed base for the CRJ700/200 aircraft. Therefore, there is
potential that these customers will upgrade to larger capacity CRJ700, CRJ705 and CRJ900
aircraft.

The larger models will drive future CRJ Series aircraft sales activity. The demand for new
50-passenger regional jet aircraft appears to be satisfied by the current fleet. As a result,
Aerospace announced a temporary suspension of the production of CRJ200 aircraft in October
2005. In February 2006, Aerospace announced that it would restart production of the CRJ200/
Challenger 850 aircraft platform to primarily meet present and anticipated demand for the
Challenger 850 business jets. In addition, Aerospace will pursue opportunities for the
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remarketing of pre-owned CRJ200 aircraft to the regional airline markets in China, Russia, India
and Latin America, as well as explore opportunities for the CRJ200 aircraft in the cargo market.

Q-Series

Due to superior economics offered by turboprops, the turboprop sector experienced a
significant worldwide increase in orders, which is expected to continue. Aerospace continues
to be well positioned to benefit from the market growth with its comprehensive family of Q-
Series new-generation quiet turboprop aircraft. Improved seat-mile cost being a necessary
response to the continuing difficult environment in the airline industry, Aerospace expects
demand for the larger regional aircraft, such as CRJ700, CRJ705, CRJ900 and Q400 aircraft, to
increase. Sourcing regional aircraft attractive financing is expected to remain a challenge.

IV Aircraft Services and New Commercial Aircraft Program
Parts Logistics

Aerospace provides worldwide 24-hour spare parts support, including regular shipments,
aircraft-on-ground service, lease programs, hourly programs, rotable management programs,
surplus sales and customer-owned repair. Customers are currently served from:

« Main distribution centres in Chicago (238,000 sq ft—22,110 m?) and Frankfurt (50,000 sq
ft—4,650 m?).

* Depots in Montréal, Singapore, Sydney, Dubai and Beijing.

On September 7, and on December 8, 2005, Aerospace officially inaugurated two high-
volume aircraft parts distribution warehouses in Chicago and Frankfurt, respectively. The
newly-built warehouses serve as the central distribution points for essentially all of Aerospace’s
aircraft parts, offering operators of Aerospace business jets and regional airliners worldwide,
improved local parts availability, delivery and service quality.

The parts logistics organization supports the parts requirements of substantially all of
Aerospace’s customers for the life of the aircraft. Spare parts demand is driven by the size of
the fleet of Aerospace aircraft and by the number of hours flown. The continued growth of the
installed fleet will contribute to the growth in spare parts demand.

Aerospace competes with various large and small suppliers of aerospace parts. Aerospa-
ce’s competitive strengths include the availability of most spare parts for its aircraft, which are
managed with the use of an integrated system, allowing quick turn-around to meet customer
requests, lowering inventory costs and improving inventory turnover. Aerospace is at an
advantage by offering Original Equipment Manufacturer (“OEM") certification along with OEM
technical advice. Aerospace also offers a number of spare parts programs for customers,
including Smart Parts program, which allows customers to purchase spare parts on a
cost-per-flight-hour basis.

Aircraft Maintenance

Aerospace offers maintenance services for its business aircraft customers at its four
exclusive centres located in Fort Lauderdale, Hartford, Wichita and Dallas as well as at a service
centre located in Berlin, in which the Corporation holds an equity investment. In addition,
Aerospace offers maintenance services to its business and regional aircraft customers at two
centres, located in Tucson and Bridgeport.

Aerospace is also associated with 31 authorized service facilities worldwide, of which 28
facilities are for business aircraft and three for regional aircraft, which provide complete
services to operators. These service facilities are located in Europe, Asia, Africa, Australia,
North America and South America.
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Customer Training

Aerospace offers a complete range of pilot and maintenance training programs for CRJ
Series aircraft in Montréal as well as through a joint venture in Berlin.

Aerospace provides customized business aircraft pilot and maintenance training, as well as
ancillary training. The training centres are located in Montréal and at the Dallas/Fort Worth
International Airport.

Military Aviation Training

Aerospace’s Military aviation training (“MAT") division, in collaboration with a team of
sub-contractors, delivers integrated training solutions.

MAT currently has two major Canadian aviation training contracts: the NATO Flying
Training in Canada (“NFTC"”) program and the CF-18 Advanced Distributed Combat Training
System (“ADCTS"”) program.

Nations currently participating in the NFTC program include Denmark, the U.K., the
Republic of Singapore, Italy, Hungary and Canada. Finland, Sweden, France and Germany have
also sent instructor pilots to the program.

The ADCTS contract includes the design and construction of purpose-designed facilities, as
well as the provision of full instructional and support services for up to 15 years for the
Canadian Air Force’s CF-18 ADCTS program.

CSeries

During fiscal year 2005, Aerospace undertook a feasibility study in connection with the
development of a new generation of commercial aircraft, identified as the CSeries. The
CSeries aircraft are designed to offer an economical, passenger-friendly and operationally
flexible family of aircraft, and to offer mainline airlines, both the fast-growing low-cost carriers
and network carriers, a 110- to 130-passenger family of aircraft with superior range and
economics as well as operational flexibility.

In March 2005, the Board of Directors of the Corporation approved an authority to offer
(“ATQO") whereby Aerospace was able to offer a new CSeries family of aircraft to customers.
The Board of Directors also reiterated the three conditions for program launch at that time:

1. The product family was to meet certain operational performance objectives, set
forth at ATO.

2. The program business case had to meet certain requirements, set forth at ATO,
including commitments for financing.

3. Firm customer commitments in the range of 50 to 100 aircraft had to be received.

On January 31, 2006, the Corporation concluded that it had met the first two conditions
above, however, with respect to the third condition, market conditions were such, especially
the financial instability of many U.S. airlines, that the launch of the CSeries program was not
justified at this time.

The CSeries program has not been cancelled. A small team of approximately 50 employees
will remain with the program to further develop its business plan, with an emphasis on
including other partners, particularly ones in fast-growing major aerospace markets. Aerospace
will now concurrently continue to explore the CSeries’ potential as well as pursue opportunities
in the regional aircraft market. Aerospace will re-orient CSeries project efforts and a majority of
the CSeries program employees to regional jet and turboprop aircraft opportunities to address
regional airlines’ future needs in the 80- to 100-seat aircraft market. Aerospace’s commitment
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to the upper end of the regional aircraft market and the lower end of the mainline market
remains strong and it expects to continue to explore opportunities in these markets in the
future.

Amphibious Aircraft

Aerospace manufactures and markets the Bombardier 415 turboprop amphibious aircraft, a
purpose-built firefighting aircraft. This aircraft can also be adapted to a multipurpose version,
the Bombardier 415MP, which can be used in a variety of specialized missions such as search
and rescue, environmental protection, coastal patrol and transport. Certification of the multi-
purpose Bombardier 415MP was obtained in March 2004. Production of the Bombardier 415
resumed during fiscal year 2006 in response to improved market conditions. In February 20086,
Aerospace re-launched the CL-275T program in response to customer demand, mainly in
Canada, for a conversion of a CL-215 piston aircraft to a turboprop engine aircraft. The
converted CL-215T aircraft have a performance equivalent to that of the Bombardier 415
aircraft.

Government and Missionized Aircraft

Aerospace continues to identify and provide special mission aircraft sales solutions to
governments and special interest organizations worldwide. Aerospace recognizes the potential
market for special mission versions of both regional and business aircraft and is dedicated to
further develop this market through sale, marketing and support of these aircraft. Aerospace is
mandated to work with technical and third-party specialists to support the conversion of these
aircraft for their special roles.

V Flexjet and Skyjet
Flexjet

Through the North American Flexjet program, owners purchase shares of aircraft with
operations and support, including flight crew, maintenance, hangar fees and insurance. The
North American Flexjet program has partnered with Delta AirElite Business Jets, a subsidiary
of Delta Air Lines, to market and sell the Flexjet membership card program (25-hour block of
flight time entitlement on the Flexjet fleet).

The Flexjet program included 84 aircraft in service in North America as at January 31,
2006, compared to 79 aircraft as at January 31, 2005. The 6% increase is due to the increasing
popularity of the Challenger 300 and Learjet 40 aircraft offered in the Flexjet program. Flexjet
has continued to make operational improvements that have allowed Aerospace to more closely
align aircraft in service to aircraft sold. Flexjet's operational improvements have also contrib-
uted to a year-over-year increase in owner satisfaction and retention.

Skyjet

The North American Skyjet program offers both on-demand and flight time entitlement
charter services. Through the Skyjet International program, which serves the European, Asian,
and Middle Eastern markets, customers purchase hours of flight time entitlement instead of
shares of aircraft. The Skyjet program arranges for its customer’s business jet charter with
selected air charter operators.
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Number of Customers Under the Flexjet and Skyjet Programs

The number of customers owning shares of aircraft, or with an hourly flight time
entitlement, excluding customers serviced by Delta AirElite Business Jets, was as follows as at
January 31:

2006 2005
Flexjet
Customers owning shares of aircraft ........ ... ... ... ... ... ........ 612 593
Skyjet
Customers with an hourly flight time entitlement . . ....................... 288 219
%00 812
Flexjet

The net increase of 19 customers, who own shares of aircraft, is mainly due to the
increasing popularity of certain business aircraft models and Flexjet program innovations,
designed to increase owner value and establish a competitive advantage in the fractional
market. Among the program innovations launched in fiscal year 2006 is an expanded second-
ary service area for Challenger aircraft that now includes travel between Europe and Hawaii.
Flexjet also announced a multiple-use program that provides fractional owners with access to
more than one aircraft at a time.

Skyjet

The net increase of 69 customers with an hourly flight entitlement is mainly due to the
growing demand for business jet travel and the success of the Skyjet card program (25-hour
block of flight time entitlement).

VI Other

Aerospace is establishing a manufacturing facility in Querétaro, Mexico, to complement its
existing manufacturing sites. The facility will allow Aerospace to develop a low-cost manufac-
turing capacity that, among other things, is intended to reduce reliance on third parties for
structural aircraft components and contribute to the reduction of operating costs. Capabilities
at the Mexican facility are scheduled to be implemented in phases starting in the second
quarter of fiscal year 2007 and will initially include the manufacture and assembly of wire
harnesses for Aerospace aircraft.
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I Overview

TRANSPORTATION

Bombardier Transportation is the global leader in the rail equipment manufacturing and
service industry. The transportation section of the MD&A is structured by market segment. The
table below presents the main market segments as well as an overview of their main products

and services.

Rolling Stock

Propulsion & Services System and Signalling
Rolling Stock Controls Bogies Services System (! Signalling ?
Locomotives Traction Portfolio of Fleet Automated Integrated
converters products which management people movers control systems
match the entire
range of rail
vehicles
High-speed Auxiliary Spare parts & Advanced rapid
trains converters logistics transit
management
Intercity trains Traction drivers Light rapid Onboard
transit computer
systems
Regional trains Control and Vehicle Turnkey systems  Automatic train
communication refurbishment & protection and
overhaul operation
Commuter trains Component Automated Wayside
refurbishment & monorail interlocking &
overhaul equipment
Metros Technical Operations &
support maintenance
related to
systems
Light rail
vehicles
(1) Previously referred to as Total Transit Systems.
(2) Previously referred to as Rail Control Solutions.

Forward-Looking Statements

Forward-looking statements in the Transportation section of this MD&A are based on:

» current backlog and estimated future order intake;

» expected growth in signalling and services businesses;

* maintaining market leadership in rolling stock and systems;

* normal contract execution and continued deployment of strategic initiatives, especially
those linked to cost reductions including procurement and manufacturing improvement
initiatives;

* market forecasts, using long-term market demand models and future project databases,
consistent with publicly available market forecasts; and

* recent trends in the industry which are expected to continue in the foreseeable future.

Business Environment

The rail market consists primarily of customers in the public or quasi-public sectors, such
as large national railways, regional railways and municipal transit authorities. Trends toward
deregulation in some markets are driving an emergence of private operators. Public-sector
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entities still dominate the market, however, and most contracts include some form of public
involvement related to financing of operations or funding of infrastructure. In many countries,
investment in rail infrastructure is viewed as a public-sector obligation.

Rail contracts tend to be large in size and relatively complex in design. While common
platforms are generally preferred by suppliers, the majority of contracts, particularly those in
rolling stock, require product customization to fit the unique characteristics of individual rail
systems. Projects often demand extensive engineering and design work up front before
production can begin, resulting in significant lead times before delivery.

The supplier field serving the rail market is concentrated with the largest three competitors
accounting for approximately 50% of the accessible world market.

Anticipated trends for the coming 12 months include further deregulation of rail markets
and continuing movement by operators toward outsourcing equipment maintenance and
related services. Urbanization and congestion, driving the need for new and improved urban
rail systems, will be another influencing factor. Growing populations and the increasing
number of large cities in the Asia-Pacific and Middle East regions are expected to be key
catalysts in driving demand for urban transit systems. Europe’s focus on cross-border traffic
will also be a factor as development of rail freight on international corridors builds demand for
multi-system locomotives and European Rail Traffic Management System (“ERTMS"”). New
regulations and trends towards automation and driverless rail systems will provide opportuni-
ties for growth in the signalling market. An increasing emphasis on security and safety in all
modes of transport will play a role in the defining of new rail products and features.

Potential challenges facing Transportation include the risk of delayed or cancelled projects,
potential reduction of public funding, increasing competition leading to price erosion, and the
possibility of operators adopting services outsourcing at a slower than projected rate.

The need to replace rolling stock and existing infrastructure presents an attractive opportu-
nity for newly-built equipment. Rail assets have a long lifetime, lasting up to 30 years. Many
current fleets are approaching the end of their useful lifecycle, making replacement of the
existing rolling stock and signalling installed base a primary driver of future demand. Increas-
ing cross-border traffic in Europe and new urban light rail, metro and commuter systems or
extensions to existing systems create additional opportunities for Transportation. Transporta-
tion is well positioned for new rolling stock orders, by leveraging its product portfolio, e.g. in
multi-system locomotives and light rail vehicles, or by deploying ERTMS signalling equipment
and through its global presence. In addition, the shift from air and road modes of transporta-
tion to rail transportation creates opportunities in some market segments.

In services, the continuing trend towards outsourcing vehicle maintenance and supporting
activities presents an additional growth opportunity for Transportation, which currently main-
tains more than 8,000 rail vehicles around the world. In addition, the trend towards longer-term
service contracts will provide further growth opportunities for Transportation.

Transportation is also focused on high-potential, emerging markets—such as China, Asia-
Pacific, Russia and central and eastern Europe—that are showing great promise. With its local
presence, Transportation is well positioned to gain from the huge infrastructure demand in the
new European Union (“EU”) member states.

In the Middle East, increasing growth and development is creating opportunities for
activity in the systems industry.
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Goals/Strategy

Most of the restructuring activities having been completed, Transportation’s primary goal
is to improve EBIT margin to reach its goal of 6% over the next two to four years.

Improved and sustained profitability will be achieved through:
» growth in the services and signalling businesses;

* maintaining market leadership in rolling stock and systems;
* improvements in contract execution;

» continued deployment of strategic initiatives, especially those linked to cost reductions,
including procurement and manufacturing improvement initiatives; and

* leveraging strength of current extensive product offering and further improving the
portfolio.

Key elements necessary to achieve success in the current business environment include a
broad, leading-edge flexible product portfolio, which can be customized to deliver technical
compliance, competitive initial purchase cost and attractive lifecycle costs. The ability to
effectively protect and manage intellectual property is also an important factor in the current
market. Superior engineering capability linked with highly evolved project management pro-
cesses are critical capabilities necessary in bringing products to market on time and with high
quality. Global presence accentuated by established local partners will support efficient entry
into markets around the world. Developing and managing a strong and reliable supply base is
vital to ensuring consistent, just-in-time flow of components and materials into the production
process. A flexible talent pool of well-trained workers is also a requirement in an increasingly
competitive market.

Highlights
» EBIT percentage before special items of 2.7%, compared to 0.4% last fiscal year.

« $7.3 billion in new orders for the year exceeding revenues by $671 million (book-to-bill
ratio of 1.1).

* Progress on restructuring initiatives in fiscal year 2006. Seven sites closed as planned or
ahead of schedule. Net reduction of 7,500 positions (of the planned 7,600 positions)
achieved by the fourth quarter of fiscal year 2006.

* Maintained market leadership in rolling stock, significantly improving the position in
locomotives and light rail vehicles.

* Maintained leading position in rolling stock with the successful product introduction of
multi-system locomotives for cross-border traffic and received an order for the
1,300th FLEXITY tram. In signalling, Transportation achieved the number one position for
the delivery of ERTMS onboard and wayside systems.

Analysis of Results

The results of operations of Transportation using functional currencies other than the
U.S. dollar, mainly the euro, the sterling pound and other western European currencies are
translated into U.S. dollars using the average exchange rates for the relevant periods. Mainly
due to the weakening of the euro and other European currencies compared to the U.S. dollar
(“currency impact”), the results of operations have been negatively impacted (see the Foreign
exchange rates section of this MD&A for the average exchange rates used to translate revenues
and expenses).
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Transportation’s results were as follows for fiscal years:

2006 2005

Segmented revenues

Rolling StOCK . ... e $4,366 $5,622

S BIVICES ottt 1,329 1,270

System and signalling " L 959 692
Total segmented reveNUES . . . .. ...ttt e 6,653 7,584
CoSt Of SAlES . .o it e e 5,808 6,850
Mlargin . .o e 845 734
Operating expenses B ... . 527 563
EBITDA before special items .. ... i i e 318 171
AMOrtization . .. .. 139 138
EBIT before special items . . ... ... i e 179 33
Special ItBMS. . . o e e e e (88) (172)
EBIT o e $ 91 $(139)
(as a percentage of total segmented revenues)

Margin . o e e 12.7% 9.7%

EBITDA before special items. . .. ... . 4.8% 2.3%

EB T DA . o 3.5% —

EBIT before special items . ... ... i 2.7% 0.4%

EBIT . 1.4% (1.8)%

(1) The revenues of system and signalling are presented in the caption. Other revenues in the consolidated

statements of income.

(2) Excluding the rolling stock portion of system orders manufactured by other divisions within Transportation.

(3) Comprised of selling, general and administrative and research and development expenses.

Segmented Revenues by Geographic Region

2006 2005
BUIOPE . o e $4,781 72% $6,266 83%
North America. . ... e e e e e e et e e 1,223 19% 918 12%
Asia-Pacific . ... e 495 7% 336 4%
Other .ot e 154 2% 64 1%
$6,653 $7,584

Rolling Stock Revenues

The $1,257-million decrease is mainly due to:

» decreased mainline revenues in the U.K. and Germany, due to a lower level of activities

in these markets; and
* the negative currency impact, amounting to approximately $25 million.
Partially offset by:

* increased mainline revenues in North America, due to a higher level of activities.
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Services Revenues
The $59-million increase is mainly due to higher maintenance revenues in the U.K. and the
U.S., partially offset by a negative currency impact, amounting to approximately $15 million.
System and Signalling Revenues
The $267-million increase is mainly due to:

* increased signalling revenues for projects in Asia, Italy and Spain, due to a higher level
of activities in these markets;

* increased system revenues in Asia-Pacific, mainly due to a contract in Taiwan; and

 higher activities related to the signalling portion of the London Underground contract.

Margin Percentage
The three-percentage-point increase relates to:
* improvements in contract execution;
* the positive impact of procurement initiatives;
* the positive impact of the restructuring; and
 the negative impact of contract adjustments, amounting to $200 million, recorded in the
first quarter of fiscal year 2005.
Operating Expenses
The $36-million decrease is mainly due to:

 lower selling, general and administrative (“SG&A"”) expenses resulting mainly from the
restructuring plan and other cost-reduction initiatives; and

* the currency impact, amounting to approximately $5 million.

Amortization

Amortization remained essentially unchanged compared to last fiscal year. A decrease due
to real estate impairment charges recorded last fiscal year and the remaining amortization
recorded on sites closed in the first quarter of last fiscal year, compared to no amortization
recorded in the current fiscal year was offset by an impairment charge, amounting to $17 mil-
lion, in connection with trademarks recorded in the fourth quarter of fiscal year 2006.

Orders and Backlog

Transportation received the following major orders during fiscal year 2006:

Number Rolling

Customer Product of Cars Stock
Metropolitan Transportation M-7 electric multiple units

Authority (MTA)/Metro-North

Railroad (MNR) and Long Island

Rail Road (LIRR), U.S. 194 $425
Société Nationale des Chemins de High-capacity trains, type AGC

fer Francais (SNCF), France 274 343
Trenitalia, ltaly TRAXX locomotives, type P160 DCP 100 323
Red Nacional de los Ferrocarriles Very high-speed power heads, type

Espafoles (RENFE), Spain AVE S-102 60 290"
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Number Rolling
Customer Product of Cars Stock
Deutsche Bahn (DB), Germany Suburban electric multiple units, 31212 262
type ET 422
Société Nationale des Chemins de High-capacity trains, type AGC

fer Francais (SNCF), France 168 239
Ost_erreichische Bundesbahnen Talent electric multiple units

(OBB), Austria 240 223
New Jersey Transit, U.S. Multi-level commuter cars 131 206
Angel Trains Cargo, U.K. TRAXX locomotives, type F140 36 202

MS/DC
Landesnahverkehrsgesellschaft Double-deck coaches/TRAXX

Niedersachsen, Germany locomotives, type P160 AC2 78/9 172
Red Nacional de los Ferrocarriles High-speed power heads

Espanoles (RENFE), Spain 46 145
Metrorex, Romania MOVIA metro vehicles 120 144
Société Nationale des Chemins de TGV Duplex and power cars

fer Francais (SNCF), France 2721® 127
Nederlandse Spoorwegen (NS— Sprinter electric multiple units

Netherlands Railways),

Netherlands 174 125
Ministry of Railways of China High-speed trains 160" 119
Société Nationale des Chemins de Double-deck coaches M6

fer Belges (SNCB), Belgium 90 108
Ferrocarrils de la Generalitat Bi-directional FLEXITY Outlook

Valenciana, Spain trams 30 106
RET Rotterdam, Netherlands FLEXITY Swift trams 21 100
(1) Total contract value is $786 million. Transportation will build 60 power heads for a total of 30 contracted trains.
(2) Total number of contracted cars, Transportation and Consortium partner combined. Total contract value is

$402 million.
(3) Total number of contracted cars, Transportation and Consortium partner combined. Total contract value is
$660 million.
(4) Total number of contracted cars, Transportation and Consortium partner combined. Total contract value is
$298 million.
(5) Total number of contracted cars, Transportation and its joint venture partner combined. Total contract value is
$276 million.
Transportation’s total order intake was as follows for fiscal years:
2006 2005
(in billions of dollars)
ROIING StOCK . . o vt e e e $5.3 $2.7
SO VICES . ot it ittt e e e e e e e e 1.2 1.0
System and signalling . ........ . e e 0.8 0.7
$7.3 $4.4

The $2.9-billion increase is mainly due to higher order intake in mainline (mainly Europe
and U.S.), locomotives (Europe) and light rail vehicles (Europe).

91



Transportation’s order backlog was as follows as at January 31:

2006 2005

(in billions of dollars)

RolliNg StOCK . . . .ot e $11.6 $11.4
S BIVICES .« i ittt 4.4 4.8
System and signalling . ........ . 4.9 5.1

$20.9 $21.3

The decrease in the value of the order backlog reflects the negative impact of the
weakening of the euro and the sterling pound compared to the U.S. dollar, amounting to
approximately $1.0 billion. This negative currency impact was partially offset by a higher order
intake compared to revenues recorded. The order backlog is translated into U.S. dollars using
year-end rates.

Restructuring Initiative

In fiscal year 2005, a restructuring plan to reduce the cost structure in Transportation was
initiated. This restructuring contemplates workforce reductions of 7,600 positions, net of new
hires, of which 7,300 are permanent positions, and the closure of seven manufacturing sites.
Approximately 7,500 positions, net of new hires, including contractual employees, were elimi-
nated as at January 31, 2006.

Five sites ceased manufacturing activities during fiscal year 2005. The two remaining sites
scheduled to be closed—Ammendorf (Germany) and Kalmar (Sweden)—ceased manufacturing
activities as planned in December 2005.

The costs and net cash outflows related to the restructuring plan are as follows:

Actual Actual Expected Expected
F2004/F2005 F2006 F2007 Total
Severance and other involuntary termination . ... $303 $ 35 $ 2 $340
Other V. 218 53 19 290
$521 $ 88 $ 21 $630
Net cash outflows .......................... $147 $170 $147 $464
(1) Comprised of lease termination and environmental costs, as well as other costs, partially offset by non-taxable

gains on the sale of land and buildings, amounting to $27 million for fiscal year 20086.

The total cost of the restructuring plan is estimated at $630 million ($617 million as at
January 31, 2005). The increase in the total expected cost is mainly due to a change in the cost
estimate for severance and other involuntary termination costs related to employees in Europe.

The total net cash outflow is now estimated at $464 million ($473 million as at January 31,
2005). This decrease in total expected net cash outflows is mainly due to the weakening of the
euro and sterling pound compared to the U.S. dollar. This decrease was partially offset by the
previously discussed increase in severance and other involuntary termination costs.

The Corporation expects the remaining restructuring costs to be recorded by April 2006,
with the expected net cash outflows to be essentially disbursed by the end of fiscal year 2007.
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Workforce and Labour Relations

The total number of employees was as follows as at January 31:

2006 2005
BUIOPE . .o e 21,551 24,500
NOrth AmeEriCa . .. ..ot e e e e e et e e e e e e e 6,163 6,250
Other .o e e 930 820

28,6447 31,570

(1) Including 2,070 and 2,200 contractual employees for fiscal years 2006 and 2005 respectively.

The 9% decrease in the total number of employees is mainly due to the restructuring
initiative.

In Europe and North America, respectively 80% and 40% of the employees were covered
by collective agreements as at January 31, 2006. During fiscal year 2007, 41 collective labour
agreements in Europe are up for renewal for clerical and production employees, covering
approximately 13,000 employees, and two collective agreements in North America are up for
renewal for clerical and production employees, covering approximately 900 employees.

Market Overview

The worldwide rail industry is comprised of rolling stock, services, systems and signalling,
including rail-related telecommunication equipment. The worldwide rail market relevant to
Transportation is the market accessible to open bid competition, excluding the North American
freight locomotive and wagon markets, segments in which Transportation has no product
offering.

The worldwide Transportation-relevant market, by market segment, based on total annual
orders received was as follows for calendar years:

2005 2004

(in billions of dollars)

Rolling StOCK . . . ..ot e e $17.2 $14.0
S BIVICES . o o i e 13.8 13.7
System and signalling . . ....... .. 8.3 7.7

$393  $354

The worldwide Transportation-relevant market, by geographic region, based on total
annual orders was as follows for calendar years:

2005 2004
Total Market (in %) Total Market (in %)

(in billions of dollars)

EUIOPE ottt e $23.2 59 $22.1 62
North America . ........ ... .. 6.9 18 5.0 14
Asia-Pacific.......... ... . . 4.8 12 5.2 15
Other. ..o e e 4.4 11 3.1 9
$39.3 $35.4
Transportation market share (in %) ", ........... 19% 12%

(1) Based on a three-year average, Transportation’s market share would be 16% and 19% for calendar years 2005
and 2004 respectively, excluding the London Underground project awarded in 2003.
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* The European and North American markets grew due to an increase in rolling stock
orders.

 Asia-Pacific remained at a high level due to sustained investments in China.

» Other markets increased, mainly due to the award of a large system project in Dubai,
United Arab Emirates.

» Transportation’s market share in terms of orders was 19% in calendar year 2005,
compared to 12% in calendar year 2004. The increase is mainly due to a 66% increase in
Transportation’s order intake, compared to an 11% increase in the total market.

» The accessible worldwide rail market is expected to remain sustainable at a high level of
above $35.0 billion over the next three years, compared to a three-year average market
size of $34.5 billion over calendar years 2003 to 2005, excluding the one-time impact of
the exceptionally large London Underground project in 2003.

I Rolling Stock
Market Drivers

The demand for rolling stock is driven primarily by vehicle replacement needs in the
mature European and North American markets. Additional demand is created by the extension
of the high-speed network and growth in the regional and commuter segment in Europe and
by new lines and transit systems in the Asian emerging markets. Infrastructure investment is
one of the leading indicators for demand in rolling stock and will drive demand in China,
where the network planned is to be extended by 17,000 km to 90,000 km by 2010. In Europe,
rail transport will benefit from the Trans European Network, a program to improve overall
transportation conditions in Europe until 2020, including 25,000 km of new build or upgraded
railway lines. In addition, the liberalization of the rail market is expected to continue to
positively influence the rail market with the emergence of new rail freight and passenger
operators.

The rolling stock fleet can be broadly defined either by its mainline applications (com-
muter, regional and long-distance services, including inter-regional, intercity and high-speed
services) or mass transit services (metro, light-rail and automated systems).

Mainline

The worldwide mainline rolling stock fleet was as follows for calendar year 2005:

Number of Cars (in %)
BUIrOPE. . o e e e 178,000 36
ASia-Pacific . ... e e e e 175,000 35
Other V. 108,000 22
NOrth AmMeriCa ...ttt e et e e e e et e e e e 35,000 7

496,000

(1) Including the Commonwealth of Independent States.

Sources: Union Internationale des Chemins de Fer, World Bank, and Transportation research.

Western Europe alone accounts for 145,000 cars, with 19% of its fleet above the 30-year
replacement threshold and another 30% reaching life expectancy during the next decade. The
addition of high-speed and very high-speed lines throughout Europe and Asia-Pacific is also
increasing the demand for high-speed trains, with the latest technologies in propulsion and
train control systems. Today a large portion of the Asia-Pacific and Other market is not

94



accessible to international competition. The ongoing opening of these regions is expected to
create further potential for Transportation.

Mass Transit

The worldwide mass transit fleet consists of approximately 63,000 metro cars and approx-
imately 45,000 light rail vehicles. There are approximately 100 metro systems worldwide, with
New York and London having the largest installed fleets. Over 50% of the light-rail fleet is
located in Europe, with Germany representing 15% of the worldwide fleet.

The demand for rolling stock in the mass transit segment is primarily driven by new transit
systems in Asian and Middle Eastern countries, driven by economic growth and urbanization,
and by extensions to existing systems and replacement needs in Europe and North America.
Between 20% and 25% of the European metros and Light Rail Vehicles (“LRV”) fleets are above
replacement threshold age and another 30% will reach their life expectancy during the next
decade. Large LRV systems exist in eastern Europe; however demand is growing slowly due to
funding challenges. Approximately 30% of the North American metro fleet is above replace-
ment threshold age.

Competition

Transportation has two major global competitors, Alstom Transport, a division of Alstom
SA (“Alstom”) and Siemens Transportation Systems, a division of Siemens AG (“Siemens”).
Both are active in the same markets as Transportation.

Ansaldobreda Spa Transport (“Ansaldo”) is also a full line supplier, with established bases
in Italy and other European countries. Construcciones y Auxiliar de Ferrocarriles SA (“CAF"),
Patentes Talgo SA, and Stadler Rail AG are specialized in the field of passenger cars, mainly in
Europe. CAF and Talgo are also active in North America. Vossloh AG is active in the field of
diesel locomotives and propulsion, among others.

Japanese suppliers like Kawasaki Heavy Industries Ltd., Mitsubishi Electric Corporation
and Toshiba Corporation are competing mostly in Asia and the U.S. in rolling stock or electrical
propulsion segments. Rotem Company is a Korean manufacturer of passenger rolling stock
active in Asia, the U.S. and Europe.

Transportation has traditionally maintained project-based business relationships with most
of its competitors, especially in Europe.

Transportation’s key competitive advantage is its unmatched passenger rolling stock
product portfolio, which comprises all train types and major subsystems, including single and
double-deck trains, multiple units and loco-hauled trains, electric and diesel propulsion, steel
and aluminium carbodies, bogies, from urban application up to very high-speed.

In the U. K., electrical and diesel multiple units manufactured and maintained by Transpor-
tation have been ranked the most reliable for four consecutive years.

Product Development

» Transportation is continuously improving its portfolio of product platforms and families
to maintain its position as the globally recognized railway technology leader, with focus
on TRAXX locomotives, FLEXITY light rail vehicles, MOVIA metros, double-deck trains,
regional & commuter and very high-speed trains.

» Transportation follows a path of standardization, modularization and complexity reduc-
tion, while offering a range of customizable features to the operator. In addition, develop-
ments are pursued in crash prevention, safety, reliability, availability, cost reduction,
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noise reduction, ride comfort, environmental-friendly products and the development of
total security solutions.

» Transportation was awarded a contract for TRAXX DE diesel-electric locomotives by
Landesnahverkehrsgesellschaft Niedersachsen mbH. With this first customer, a new
diesel variant will be developed and the TRAXX platform completed, comprising diesel-
electric, AC, DC and multi-system locomotives.

* In Germany, Transportation has successfully introduced a new generation of innovative
coaches based on proven components of its double-deck coaches. In addition, the
development of a new generation of regional/commuter multiple units for the European
core markets is ongoing.

* Development in the high-speed segment is ongoing for high-speed and very high-speed
power heads and the completion of a design study for the Zefiro very high-speed train.

* In North America, Transportation unveiled to the media on September 14, 2005, the first
multi-level commuter cars being designed and built for New Jersey Transit.

* The extensive LRV product range is being streamlined and optimized. Innovative techni-
cal features (e.g. energy saving and battery systems allowing for short-distance operation
without overhead power supply) are integrated into the products.

* Ongoing development of the new MITRAC Train Control and Management System: a
system adaptable to future information technology developments based on Internet
Protocol (“IP”) technology. Key advantages of the IP system are the use of a technology
based on open industry standard, adaptability, flexibility, scalability, much higher band-
width and processing capacity. The system will enable real-time information and data
exchange, providing Transportation’s customers with new functionalities and possibilities
of revenue generation.

Order Backlog

Transportation recognizes revenues using the percentage-of-completion method based on

actual cost incurred compared to total cost anticipated for the entire contract. The order
backlog segmented by percentage of completion was as follows as at January 31:

2006 2005

(in billions of dollars)

000 10 2590 .« v v v e $64 $54
2590 10 5000 2.4 2.7
B0% 10 7500 .+« v vt 1.2 1.8
75% 10 1000 - - v v ettt e 1.6 1.5

11.6 11.4

The evolution of the categories reflects new orders received more than offsetting contract

progress during the year.

Market Share

The worldwide rolling stock market relevant to Transportation is the market accessible to

open bid competition excluding the North American freight locomotive and wagon markets,
segments in which Transportation has no product offering.
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The worldwide rolling stock market relevant to Transportation, based on total annual
orders, by geographic region, and Transportation’s market share were as follows for calendar
years:

2005 2004

Transportation Transportation
Total Market  Market Share "  Total Market  Market Share "

(in billions of dollars)

Europe ........ ... ... ... $11.0 36% $94 36%
North America . .............. 2.0 37% 0.7 43%
Asia-Pacific. . ................ 3.1 10% 3.4 11%
Other....................... 1.1 5% 0.5 9%

17.2 31% $14.0 32%
(1) Transportation’s annual market share calculation is based on an average of the total value of orders received

compared to the total market during the past three years, consistent with industry practice. Market share
calculations do not include European freight wagons, since Transportation has decided to exit this business.

» Europe remained the largest market for rolling stock. Orders placed increased by $1.6 bil-
lion year-over-year, mainly due to the recovery of the German market, and a high level of
orders in France and Spain.

* The North American passenger rolling stock market increased due to large commuter
and metro orders, from a low level last year.

» The Asia-Pacific market decreased slightly, but remained at a high level driven by orders
in China for high-speed trains, locomotives and metros.

» Transportation maintained its market leadership worldwide and in Europe.

* In North America, the unsuccessful bid for a significant contract in the U.S. resulted in a
decrease in Transportation’s market share.

* In Asia, Transportation maintained its position with orders from China for intercity
coaches and electric multiple units.
Outlook

The total European rail market is expected to remain the largest rail market over the next
few years. Large orders are expected to be placed in Germany, France, Italy and Spain. An
increase in demand is expected from the new European Union member states.

In North America, expected large metro and commuter rail contracts should keep the
market volume over the next few years at the historical average.

In Asia-Pacific, the rolling stock market is mainly dependant on the development of the
Chinese market, which is expected to remain at a high level, with large orders for locomotives,
metros, intercity and high-speed rail.

The worldwide accessible rolling stock market is expected to remain at the same average
level over the next three years compared to the average of $14.0 billion over the past three
years. Upward potential is dependant on the materialization of major projects.

Il Services
Market Drivers

The global trend towards outsourcing services is expected to continue. The emergence of

new private operators in freight and passenger rail operations and rolling stock leasing
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companies remains a key driver. In addition, pressure on public budgets drives national
operators towards outsourcing. Recent trends demonstrate an interest of national railways in
outsourcing solutions that make use of their own workforce. Nevertheless, national railway
operators who have, over the years built up extensive expertise and capability, still perform a
major portion of vehicle maintenance and refurbishment in-house.

In the U.K., the main market, new opportunities for fleet maintenance are linked to the
ongoing consolidation and re-tendering of rail operations. In this country, the number of
operators is reduced and their challenge is to provide higher availability and more reliable
vehicles at reduced costs. Transportation is well positioned to assist the operators to meet this
challenge with a range of value solutions.

In North America, funding trends are forcing transit agencies to look for opportunities to
reduce their operating budgets, for example, by delegating the responsibility for specific areas
to the private sector, such as materials and inventory management. Transportation’s opera-
tions, maintenance, overhaul, and material solutions expertise, and the flexibility with which
that expertise can be applied to meet transit agencies’ needs, are creating opportunities.

The high level of activity in vehicle refurbishment and overhaul sustained in calendar year
2005 is expected to continue during the next years, both in western Europe and in the EU’s
new accession countries.

Competition

For the services of Transportation-built trains, which are the primary focus of Transporta-
tion’s services activities, Transportation is competing with railway operators, subsystem and
component suppliers as well as third-party service providers in this highly fragmented market.
For combined rolling stock and maintenance contracts, Transportation has the same two main
competitors as in rolling stock, Alstom and Siemens, who also offer a full range of services.
Most other rolling stock manufacturers are also active in the services segment.

Transportation’s main strategic advantage is its large rolling stock installed base in key
markets with a total of 97,000 cars and locomotives. This installed base, with an estimated
annual service volume of more than $8.0 billion, represents a significant growth opportunity
for Transportation, which currently has $1.3 billion of annual services revenues. More than 80%
of this services volume is located in Europe, 50% of which is already outsourced.

Transportation’s fleet maintenance expertise, intellectual property rights, an extensive
materials supply chain and proven capability ensure Transportation’s competitiveness in the
services segment.

Product Development

As part of delivering innovative solutions, Transportation has launched the future of
intelligent maintenance by providing customers the opportunity to employ predictive asset
maintenance. First launched in the U.K., this concept will be extended to the rest of Europe.

The new refurbishment centre in Derby, U.K., was launched during the year to combine
the experience in design and manufacture of rail vehicles together with Transportation’s
expertise in re-engineering and modernization.

Technical support and spares supply agreements are being increasingly offered to custom-
ers worldwide, and Transportation assists in planning and procuring their inventories to
maximize asset allocation.
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Market Share

Transportation defines the services market as activities in the fields of fleet management,
spare parts and logistics management, vehicle and component refurbishment and overhaul
and technical support. The accessible services market comprises the portion of these activities
outsourced by railway operators to the supply industry or third parties. The services market
excludes Japan, since it is not accessible to international competition, and services for vehicles
older than 40 years, since they are far above the average life expectancy of 30 years.

Based on this definition, the worldwide accessible rail services market is valued at
approximately $13.8 billion for calendar year 2005, compared to $13.7 billion the previous year.
Europe is the largest market for services with approximately 56% of the accessible worldwide
market, followed by North America with approximately 21%, Asia-Pacific with 7% and Other
with 16%. The geographical split of the market is similar for both calendar years.

Transportation improved its leadership position in this highly fragmented market by
increasing its market share to 10%, compared to 9% the previous year. Market share calcula-
tions are based on annual revenues generated in the accessible market. Approximately 90% of
Transportation’s service activities are located in Europe.

Outlook

The accessible services market related to Transportation’s fleet is expected to grow at a
compound annual growth rate (“CAGR”) of approximately 3% over the next three years.
Factors that will impact growth include the pace of outsourcing, the progress of liberalization
and the emergence of new private passenger and freight operators. Transportation is well
positioned to benefit from this growth by having the largest installed base and the highest new
rolling stock delivery rates.

IV System and Signalling
System

In fiscal year 2006, Transportation introduced the INNOVIA Automated People Mover
(“APM"), its latest generation of APM technology, at Dallas/Fort Worth International Airport,
U.S. This driverless system incorporates Transportation’s CITYFLO 650 automatic train control
technology. The signing of the INNOVIA APM contract for Beijing Capital International Airport
China, for the Summer Olympics in 2008 further strengthened Transportation’s position in the
Asia-Pacific region.

Transportation is part of the Bombela Consortium, which was selected as the preferred
bidder for the Gautrain Project in South Africa. The 80-km Gautrain system will link Johannes-
burg, Tshwane and the Johannesburg International Airport. Transportation, a key member of
the consortium, will be responsible for the core electrical and mechanical systems, including a
fleet of Electrostar vehicles.

Market Drivers

Urbanization, growing population and economic wealth, as well as the commitment of
countries worldwide to improve rail transportation systems are key drivers and are all expected
to contribute to future growth.

Competition

Transportation’s global competitors, Alstom and Siemens, continue to develop system
capabilities.
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Engineering, procurement and construction companies are active in rail project develop-
ment. Such firms include Bechtel Corporation, SNC-Lavalin Inc., Dragados S.A., and Washing-
ton Group.

In the automated people mover market, Mitsubishi Heavy Industries Ltd. and Doppelmayr
Cable Car GmbH are Transportation’s main competitors. Hitachi Ltd. and KL Monorail System
Sdn Bhd are active in the monorail market.

Transportation is well positioned in this market as a leader in the design, manufacture,
commissioning, operation and maintenance of automated people movers and advanced rapid
transit systems. These systems allow for highly reliable unattended train operation in high
passenger traffic airports and urban areas. Transportation’s product portfolio for automated
systems comprises both rubber tire and steel wheel solutions, as well as conventional and
innovative electric propulsion technologies.

Market Share

In calendar year 2005, the worldwide systems market was valued at approximately
$2.6 billion, of which approximately $800 million relate to the rolling stock and signalling
portion of the orders, compared to $700 million last calendar year. The $1.9-billion increase is
mainly due to the Dubai Light Rapid Transit project valued at $1.4 billion.

Average annual market size for systems over the last five years was $2.0 billion, excluding
the London Underground project awarded in 2003, which includes systems integration,
engineering and project-related services, and equipment supplies like rolling stock, automation,
signalling as well as operations and maintenance related to systems.

The worldwide systems market relevant to Transportation, by geographic region, based on
total annual orders was as follows for calendar years:

2005 2004
Total market (in %) Total market (in %)

(in billions of dollars)

Other. ..o e $1.6 61 $0.1 14
North America . ...t i e e e 0.8 31 — —
Asia-Pacific. ......... ... . . e 0.1 4 0.4 57
Europe . ... . 0.1 4 0.2 29

$2.6 $0.7

The Middle East, which is included in the Other region, was the largest market for new
systems orders in calendar year 2005.

Due to large contract values and a small number of projects in the systems market, the
geographic split could vary significantly year over year.

Transportation’s annual market share calculation is based on an average of the total value
of orders received compared to the total market during the past five years, consistent with
industry practice. Total market and market share include the complete scope of system orders,
including rolling stock and signalling, as this represents the size of the rail market covered by
turnkey contracts. With a 49% five-year-average market share in calendar year 2005, compared
to 40% the previous year, Transportation increased its leadership position in the systems
market.
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Outlook

Continued pressure on public funding and on government budgets is expected to contrib-
ute to the implementation of new models for financing and operating public transport. The
share of turnkey contracts for newly-built systems is also expected to increase due to the trend
toward driverless operations for mass transit systems.

Continued growth and development in the Middle East is anticipated to create substantial
demand for systems.

The systems market is expected to exceed $1.5 billion for each of the next three years.

Signalling

» Transportation achieved the number one position in the ERTMS market with more
onboard fitted vehicles than all competitors combined and also with more route kilo-
metres equipped with ERTMS. The technology is now reaching maturity with the
completion of the first successful cross-exchange tests between Transportation’s INTER-
FLO 450 system and equipment of other major suppliers in the Netherlands.

» This position has been further strengthened by the award of two ERTMS contracts in
Sweden, one for the INTERFLO 150 which will serve as future specifications for 13
regional lines and one for INTERFLO 450 on the Bothnia line. Transportation also
commissioned an ERTMS INTERFLO 250 pilot line for the Korean National Railroad
during the year.

« Significant delivery milestones were achieved this year with the approval of the German
ATP onboard system, reaching the final phase for the commissioning of the Mannheim-
Rheinau EBI Lock 950 computer-based interlocking system in Germany and the commis-
sioning of the first stations in Thailand.

Market Drivers

The main drivers in the signalling market are the migration from analog technology to
computer-based technology, standardization in the mainline market, and the automation and
driverless operation in the mass transit segment.

The majority of the existing mainline signalling and control infrastructure is based on
systems developed and implemented approximately 30 years ago. In order to increase capacity
on strategic rail routes and upgrade lines to higher speeds, signalling technology has migrated
to more reliable and efficient computer-based technology.

Wayside technology migration is then followed by the replacement of onboard equipment
of partial or complete existing fleets.

ERTMS, the new European standard for train control systems, opens previously closed
markets by replacing large installed country-specific systems. It constitutes a prerequisite for
European cross-border traffic. ERTMS-compliant products are becoming the norm within
Europe and are increasingly accepted outside of Europe. The growth of ERTMS in Europe is
largely driven by EU funding to national operators.

Within the mass transit segment, there is a move towards greater automation and
driverless operation, particularly Communication-Based Train Control systems, which satisfy
customer demands for increased capacity and minimal operational disruption during
implementation.
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Competition

Major competitors in the market for signalling are Siemens, Alstom, Alcatel, Invensys and
Ansaldo.

Transportation is well positioned in the mass transit segment with its leading-edge
technology and further consolidated its position this year with orders for Metro Sevilla, Metro
de Madrid, Strathclyde Passenger Transport, Istanbul Light Rail and Bucharest metro lines 1
and 3.

In the mainline market segment, Transportation has a comprehensive product portfolio to
serve western European countries as well as emerging needs for state-of-the-art systems in
Asia and Latin America. It also has competitive advantages in growth markets such as Poland
and Russia, resulting from successful joint ventures with local signalling suppliers.

Transportation continues to invest in the development of ERTMS products to secure its
long-term competitive position across all markets.

Market Share

The worldwide market for signalling and telecommunications accessible to international
competition is estimated at $6.5 billion in calendar year 2005,compared to $7.0 billion the
previous year. This decrease is essentially due to a lower level of investment in Germany.
Europe is the largest market with approximately 68% of the accessible worldwide market,
followed by North America with 19%, Asia-Pacific 9% and Other 4%. The geographical split of
the market is similar for both calendar years.

Transportation’s market share, based on total annual orders received, increased to 9% in
calendar year 2005, compared to 8% the previous year, mainly due to a decrease in the overall
signalling market.

Outlook

The market is expected to grow at a CAGR of between 0% and 2% over the next three
years. The ERTMS portion of this market is expected to grow at a double-digit CAGR over the
next three years.
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LIQUIDITY AND CAPITAL RESOURCES

I Financial Position
Total assets amounted to $17.5 billion as at January 31, 2006, compared to $20.1 billion as
at January 31, 2005.
Receivables

Receivables amounted to $1.7 billion as at January 31, 2006, compared to $1.5 billion as at
January 31, 2005. This increase is mainly due to a higher level of trade receivables in
Transportation as a result of lower factoring activities. Trade receivables were also higher in
Aerospace.

Aircraft Financing

Aircraft financing amounted to $1.5 billion as at January 31, 2006, compared to $1.8 billion
as at January 31, 2005. This decrease is mainly due to a lower level of commercial aircraft
interim financing and to the continued reduction in the business aircraft loan portfolio.

Inventories

Inventories are presented net of the related advances and progress billings on contracts
and programs. However, advances and progress billings in excess of related costs, determined
on a contract-by-contract basis, are reported as liabilities.

Gross inventories were $6.5 billion ($3.8 billion net of advances and progress billings) as at
January 31, 2006, compared to $7.3 billion ($4.0 billion net of advances and progress billings)
as at January 31, 2005. This decrease in gross inventories is mainly due to:

* a lower level of inventory in Transportation; and

* the translation adjustment arising from the weakening of the euro and the sterling pound
compared to the U.S. dollar (“the currency impact”), amounting to approximately
$150 million.

Total advances and progress billings amounted to $4.9 billion as at January 31, 2006,
compared to $5.6 billion as at January 31, 2005, $2.2 billion of which is shown as liabilities as
at January 31, 2006, compared to $2.4 billion as at January 31, 2005. This decrease in total
advances and progress billings is mainly due to:

* a lower level of advances in Transportation, which is consistent with the lower level of
gross inventories; and

* the currency impact, amounting to approximately $100 million.

Property, Plant and Equipment

Property, plant and equipment amounted to $3.1 billion as at January 31, 2006, compared
to $3.4 billion as at January 31, 2005. This decrease is mainly due to:

* amortization exceeding net additions; and

* the currency impact, amounting to approximately $35 million.

Goodwill

Goodwill amounted to $2.1 billion as at January 31, 2006, compared to $2.4 billion as at
January 31, 2005. This decrease is mainly due to the currency impact, amounting to
$162 million.
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Fractional Ownership Deferred Costs and Deferred Revenues

Fractional ownership deferred costs amounted to $270 million as at January 31, 2006,
compared to $142 million as at January 31, 2005. Fractional ownership deferred revenue
amounted to $325 million as at January 31, 2006, compared to $163 million as at January 31,
2005. These increases are mainly due to additional deliveries of aircraft related to the fractional
ownership program.

Deferred Income Taxes

Deferred income taxes, net amounted to $644 million as at January 31, 2006, compared to
$481 million as at January 31, 2005. This increase results from the impact of the strengthening
of the Canadian dollar compared to the U.S. dollar on the Canadian denominated deferred
income tax asset, the impact of the increase in enacted tax rates in Quebec on the deferred
income tax asset and the net increase in temporary differences.

Assets Held for Sale and Liabilities Related to Assets Held for Sale

Assets held for sale amounted to $237 million as at January 31, 2006, compared to
$2.6 billion as at January 31, 2005. Liabilities related to assets held for sale amounted to
$42 million as at January 31, 2006, compared to $1.6 billion as at January 31, 2005. These
decreases result from the sale of the inventory finance and on-balance sheet manufactured
housing operations during fiscal year 2006.

Other Assets

Other assets amounted to $843 million as at January 31, 2006, compared to $1.1 billion as
at January 31, 2005. This decrease is mainly due to:

* the settlement of a derivative financial instrument prior to its maturity; and
 the expiration of the BRP receivable financing agreement in June 2005 (see note 18—
Transactions with related parties to the Consolidated Financial Statements).
Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities were $6.9 billion as at January 31, 2006, compared
to $7.1 billion as at January 31, 2005. This decrease is mainly due to:

+ a lower level of activities;

* the currency impact, amounting to approximately $200 million; and

» the decrease in severance and other involuntary termination costs provision.
Partially offset by:

» the increase in income and other taxes payable.
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Long-Term Debt

Total long-term debt amounted to $4.7 billion as at January 31, 2006, compared to
$5.7 billion as at January 31, 2005. This decrease is mainly due to:

* the repayments of $300 million and $200 million of BC's medium-term notes in May
2005, and October 2005, respectively;

+ debt repayments of $166 million related to consolidated VIEs;
* the repayment of $150 million of the Corporation’s debentures in January 2006; and

* the currency impact, amounting to $100 million.

Il Cash Flows

The following summarizes the cash flows as reported in the consolidated statements of
cash flows for fiscal years:

2006 2005

Income (loss) from continuing operations. .......... ... ... $ 135 $ (122)
Non-cash items . . . .. ... e e 519 629
Net change in non-cash balances related to operations................... 100 (27)
Cash flows from operating activities . . ........ ... ... i 754 480
Net additions to property, plant and equipment......................... (222) (274)
Freecash flow . . ... o 532 206
Cash flows from investing activities (excluding net additions of property,

plant and equipment) . .. ... ... e 1,556 488
Cash flows from financing activities ........... ... ... .. . . .. (907) 51
Effect of exchange rate changes on cash and cash equivalents............. (174) 101
Cash flows from continuing operations. . . ........ ... i, 1,007 846
Cash flows from discontinued operations. ............... ..., (440) 288
Net increase in cash and cash equivalents ............. ... ... u... $ 567 $1,134

Cash Flows from Operating Activities

The improvement of $274 million is mainly due to the variation in net change in non-cash
balances related to operations of Aerospace, partially offset by a negative variation in non-cash
balances related to the operations of Transportation. In Transportation, earnings for fiscal year
2005 were negatively impacted by non-cash charges resulting from contract adjustments in the
first quarter of last fiscal year. Since these contract adjustments were non-cash charges, the
negative effect on earnings was offset by a positive variation in net change in non-cash
balances related to operations.

Net Additions to Property, Plant and Equipment

The $52-million net decrease is mainly due to increased disposals of property, plant and
equipment in both segments.
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Segmented Free Cash Flow

The free cash flow by segment was as follows for fiscal year 2006:

Aerospace Transportation Total
EBIT .o e $ 266 $ 91 $ 357
Non-cash items:
Amortization
Programtooling .......... ... ... ... ... 254 — 254
Other ... 152 139 291
Provision for creditlosses . ....................... 4 — 4
Loss (gain) on disposals of property, plant and
EQUIPMENT. . o 10 (4) 6
Stock-based compensation ........ ... . o 4 3 7
Special items ......... ... .. e — 88 88
Net change in non-cash balances related to operations.. . .. 377 (388) (11)
Net additions to property, plant and equipment.......... (167) (55) (222)
Segmented freecashflow ........................... $ 900 $(126) 774
Income taxes and net financing expense . .. ........... (242)
Freecash flow. .. ... ... e $ 532
(1) Income taxes and net financing expense are not allocated to segments.
The free cash flow by segment was as follows for fiscal year 2005:
Aerospace Transportation Total
EBIT .o e e $ 203 $(139) $ 64
Non-cash items:
Amortization
Programtooling ......... ... .. . . i i 244 — 244
Other ... e 167 138 305
Provision forcreditlosses . ....................... 14 — 14
Gain on disposals of property, plant and equipment. .. (2) (3) (5)
Stock-based compensation .......... ... . L 5 4 9
Special items ... e — 172 172
Net change in non-cash balances related to operations. . .. (50) (84) (134)
Net additions to property, plant and equipment.......... (199) (75) (274)
Segmented freecashflow ........................... $ 382 $ 13 395
Income taxes and net financing expense . . ... ......... (189)
Freecashflow.......... ... .. .. . . . . . ... $ 206
(1) Income taxes and net financing expense are not allocated to segments.

Segmented free cash flow increased by $518 million in Aerospace. Positive variations

compared to fiscal year 2005 in aircraft financing, mainly as a result of a lower level of aircraft

financing, and advances, were partially offset by a negative variation in gross inventories

compared to last fiscal year. In addition, net change in non-cash balances related to operations
for fiscal year 2005 was negatively impacted by a voluntary contribution of $182 million to the

aerospace pension plan in the U.K.
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The decrease in segmented free cash flow of $139 million in Transportation is mainly due
to a negative variation in accounts receivable, mainly due to a lower level of factoring
activities, and accounts payable and accrued liabilities in fiscal year 2006 compared to fiscal
year 2005, partially offset by a positive variation in gross inventories in fiscal year 2006
compared to fiscal year 2005.

Cash Flows from Investing Activities (Excluding Net Additions to Property, Plant
and Equipment)

The cash flows for fiscal year 2006 mainly reflect the disposal of discontinued operations,
net of cash disposed of (see note 1—Discontinued operations and assets held for sale to the
Consolidated Financial Statements) and the proceeds from the settlement of a derivative
financial instrument prior to its maturity, amounting to $209 million.

The cash flows for fiscal year 2005 mainly reflect:

» the repayment of a loan made by BC in connection with a financing transaction entered
into for term-debt management, amounting to $311 million; and

* the net proceeds of $209 million relating to the settlement of the DaimlerChrysler Rail
Systems GmbH (“Adtranz”) claim.
Cash Flows from Financing Activities
The cash flows used for fiscal year 2006 mainly reflect:
* the net repayment of long-term debt of $868 million;
« dividends paid of $25 million; and

* the purchase of common shares, amounting to $14 million, in connection with the
Corporation’s performance stock unit plan.

The cash flows for fiscal year 2005 mainly reflect the net issuance of $194 million of long-
term debt, partially offset by dividends paid of $146 million.
Cash Flows from Discontinued Operations
The cash flows used for fiscal year 2006 mainly reflect:

* the repayment of $578 million of bank-sponsored securitized floorplan conduits with the
proceeds from the sale of the inventory finance operations.

Partially offset by:
- cash flows from operating and investing activities of $146 million.
The cash flows for fiscal year 2005 mainly reflect:

* the net proceeds from the issuance of $287 million of securitized floorplan debt in
connection with the inventory finance portfolio; and

« cash flows from operating activities of $74 million.
Partially offset by:
« cash flows from investing activities of $79 million.

As a result of the above items, cash and cash equivalents amounted to $2.9 billion as at
January 31, 2006, compared to $2.3 billion as at January 31, 2005.
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Ill Capital Resources

The details of the available and outstanding amounts under the bank credit facilities, as
well as the amount of outstanding borrowings as at January 31, 2006 and 2005, are provided
in note 8—Short-term borrowings and note 10—Long-term debt to the Consolidated Financial
Statements.

The Corporation considers that its current cash position, as well as its current credit
facilities and expected capital resources, will enable the implementation of investment pro-
grams, the development of new products, the pursued growth of its activities, the payment of
dividends on preferred shares and allow it to meet other expected financial requirements.

The available short-term capital resources were as follows as at:

Credit Facilities Cash and Cash  Available Short-Term
Committed Amounts Available Equivalents Capital Resources
January 31, 2006 . . . .. $5,282 $1,033 $2,917 " $3,950
January 31,2005....... $7,119 @ $2,799 @ $2,344 $5,143
(1) Including $1.0 billion of cash and cash equivalents required to meet the minimum liquidity requirement at the
end of each quarter.
(2) Including $600 million of unused committed credit facilities related to BC.

The variation in available short-term capital resources was as follows for fiscal year 2006:

Balance as at January 31, 2005 . .. ... .. i e $5,143
Net proceeds from sale of discontinued operations . . ............ ... ......... 1,363
Net repayments of long-termdebt. . ... ... . .. . . . (868)
Non-renewal of the 364-day portion of the European credit facility............... (642)
Non-renewal of BC’s credit facility . . ... i i (600)
Free cash flow . . ... i e 532
Cash flows from discontinued operations (including $578 million of debt

=Y o 7= 1Y = o ) (440)
Translation adjustment on committed credit facilities arising from the

strengthening of the U.S. dollar comparedtotheeuro....................... (307)
Net reduction in the North American credit facilities .......................... (288)
Proceeds from the settlement of a derivative financial instrument ............... 209
Effect of exchange rate changes on cash and cash equivalents.................. (174)
Net reduction in letters of credit drawn (net of foreign exchange impact) ......... 71
Ol e (49)
Balance as at January 31, 2006 . .. ...ttt e $3,950

In June 2005, the Corporation entered into a new $1.1-billion North American syndicated
credit facility to refinance its $1.7 billion Cdn credit facility scheduled to mature in September
2005. The new facility is unsecured and matures in July 2007. This credit facility is subject to
various covenants (computed without the former BC segment), including requirements to
maintain (as defined in the related agreements):

e a minimum liquidity of $1.0 billion at the end of each quarter;

* a minimum interest coverage ratio of 2 to 1 on a rolling four-quarter basis for the period
ending January 31, 2006, and 2.5 to 1 thereafter; and

* a maximum net debt-to-capitalization ratio of 55% as at January 31, 2006, and 50% at the
end of each fiscal quarter thereafter.
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As at January 31, 2006, the Corporation was in compliance with its bank covenants.

Fiscal Year 2005

* In November 2004, the Corporation entered into a €165-million three-year European letter
of credit facility.

* In September 2004, the Corporation renewed the 364-day portion of its North American
credit facility. This portion of the facility, totalling $718 million Cdn, replaced the
$730-million Cdn short-term portion of the North American credit facility.

* In July 2004, the Corporation renewed the 364-day portion of its European credit facility.
This portion of the facility, totalling €492 million, replaced the €560-million short-term
portion of the European credit facility.

* In July 2004, the Corporation entered into a €125-million four-year European letter of
credit facility.

IV Liquidity

The Corporation’s liquidity needs arise principally from working capital requirements,
capital expenditures, product development, principal and interest payments on long-term debt,
lease payment obligations and distributions to shareholders.

The following table summarizes the Corporation’s obligation to make future payments on
long-term debt, lease obligations and other obligations as at January 31, 2006, as well as the
expected timing of these payments:

Total Less Than 1 Year 1 to 3 Years 4 to 5 Years Thereafter
Long-term debt—
Bombardier " ......... $ 2,654 $ 524 $ 649 $ 15 $1,466
Medium-term notes, notes
and other—BC ‘" ... .... 2,025 627 833 541 24
Capital lease obligations—
Bombardier" .. ....... 68 3 6 7 52
Operating lease
obligations @ .. ........ 1,751 202 350 245 954
Outsourcing
commitments.......... 734 189 332 161 52
Purchase obligations ®. . . . 7,921 4,891 2,476 490 64
Other obligations . ... ... 464 31 59 48 326
$15,617 6,467 $4,705 $1,507 $2,938
(1) Include principal repayments only. Bombardier refers to the two manufacturing segments, while BC refers to the
former BC segment.
(2) Comprised of sale and leaseback and operating lease obligations included in note 22—Commitments and

contingencies to the Consolidated Financial Statements.

(3) Purchase obligations represent contractual agreements to purchase goods or services that are legally binding
and specify all significant terms, including: fixed or minimum quantities to be purchased; fixed, minimum,
variable or indexed price provisions; and the appropriate timing of the transaction. In addition, these
agreements are not cancellable without incurring a substantial penalty.

(4) Principal repayment requirements in connection with sales incentives offered in the aerospace segment.
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Purchase Obligations

The Corporation has entered into certain significant inventory procurement contracts that
specify prices and quantities, as well as long-term delivery timeframes. These agreements
require suppliers to build and deliver components in time to meet the Corporation’s production
schedules. Such arrangements arise as a result of the extended production planning horizon
for many of the Corporation’s products where the delivery of products to customers arises over
an extended period of time. A significant portion of the Corporation’s exposure arising from
the inventory procurement contracts is mitigated by firm contracts with customers or through
risk-sharing arrangements with suppliers. Although there are no plans to do so, if any of the
Corporation’s aerospace programs or long-term contracts were to be terminated, the Corpora-
tion would be exposed to potentially material termination costs.

Employee Benefits Contributions

The Corporation maintains defined benefit and defined contribution pension plans as well
as post-retirement benefit plans other than pensions as discussed in note 21—Employee future
benefits to the Consolidated Financial Statements. The Corporation’s future cash contributions
to the funded pension plans are subject to changes based on actual returns on plan assets and
pension assumptions, and have not been reflected in the preceding table. (see the sec-
tion Other—Pension in this MD&A)

V Credit Support

In

The indentures governing BC’s long-term debt provide for covenant and “keepwel
packages from the Corporation. Bombardier Inc.’s keepwell agreements provide for minimum
ownership of 51% in BC and for the injection of equity in the event that certain minimum net
worth levels are not met or if a fixed charge coverage ratio falls below 1.2. These covenants
were met as at January 31, 2006 and 2005. Finally, these indentures provide for the undertaking
by Bombardier Inc. to maintain the existing cross-default provision in the indenture governing
the Corporation’s $150-million Cdn ($131 million) debentures due in 2026, as well as to provide
for similar cross-default provisions in all of its future debt issuances.
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OFF-BALANCE SHEET ARRANGEMENTS AND VARIABLE INTEREST ENTITIES

I Financial Arrangements

In addition to the off-balance sheet lease obligations disclosed elsewhere in this MD&A or
in the Consolidated Financial Statements, the Corporation finances certain activities off-balance
sheet through securitizations and factoring of trade receivables and other arrangements in the
normal course of business.

Securitizations and Factoring Arrangements

The following table summarizes the amounts sold and outstanding as well as available
under the Corporation’s facilities as at January 31:

2006 2005

Sold and Amounts Sold and Amounts

Facility Total Outstanding Available Total Outstanding Available
German.................. $122 $2 $120 $131 $131 $ —
French ................... 85 — 85 91 59 32
ltalian. . .................. — — — 131 13 118
US e — - — 70 15 55
$207 $2 $205 $423 $218 $205

German Facility

In December 2003, the Corporation entered into a €100-million four-year factoring arrange-
ment, renewable on a yearly basis, for certain receivables originating from Transportation’s
German operations.

French Facility

In January 2005, the Corporation entered into a €70-million uncommitted facility for the
factoring of trade receivables originating from Transportation’s operations in France.

Italian Facility

During fiscal year 2006, the Italian facility was not renewed.

U.S. Facility
During fiscal year 2006, the U.S. facility was not renewed.

The following table summarizes the proceeds received on the sale of receivables for fiscal
years:

Facility 2006 2005
(1= 0 = $279 $ 288
FrenCh. . .. e e 129 155
ltalian . .. e e e e e e — 238
6 — 585
UK — 225

$408 $1,491
(1) U.K. facility was not renewed in fiscal year 2005.
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Other Arrangements
RASPRO Facility

In September 2005, a $1.7-billion securitization transaction was completed to provide
permanent financing in the form of long-term leases for 70 regional aircraft. In connection with
this transaction, the Corporation has provided certain credit enhancements and has acquired a
subordinated beneficial interest. In addition, the Corporation provides administrative services
in return for market fees. Of the $1.7-billion gross proceeds, approximately $500 million was
used to pay third parties under off-balance sheet interim financing structures. After giving
effect to the payment of expenses and other payments, the Corporation received approximately
$1.0 billion for the assets transferred.

After the closing of the securitization, it was discovered that the cash flows of the RASPRO
structure would be different than anticipated. As of the date of this report, the Corporation and
its structuring agent, Wachovia Capital Markets, LLC, are considering ways to adjust the cash
flows of RASPRO. Various solutions are being considered, including the involvement of various
parties, and these solutions could involve, in part, the Corporation purchasing assets for cash
or providing other consideration, the implementation of which would not have a material
adverse effect on the Corporation. Holders of the RASPRO securities benefit from various third-
party guarantees.

RASPRO is subject to the consolidation rules applicable to VIEs, which require variable
interest holders to reassess the appropriateness of consolidation when certain events take
place. The contemplated adjustments to the RASPRO cash flows would be a reconsideration
event under the VIEs rules and, the Corporation being a variable interest holder, an assessment
of whether or not this entity should be consolidated by the Corporation will be performed if
and when the adjustments to the cash flows are adopted.

Interim Financing Support

In connection with the sale of commercial aircraft, a government agency has provided
customers with $296 million of financing, expiring at various dates, up to July 31, 2006. This
financing funded a percentage of the sale price of the aircraft. The balance of the sale price,
amounting to $38 million, has been financed by the Corporation. The subordinated portion of
$38 million is included in Aircraft financing (commercial aircraft interim financing portfolio) as
at January 31, 2006. The Corporation has committed to provide permanent financing to these
customers in the event that alternative permanent financing cannot be obtained from third
parties, which is included in the $2.2-billion financing commitments referred to in note 22d) to
the Consolidated Financial Statements.

Sale and Leaseback Agreement

In fiscal year 2005, the Corporation entered into a $300-million three-year sale and
leaseback agreement with third parties. Under this agreement, the Corporation can sell pre-
owned business aircraft to these parties, which in turn lease back the aircraft to the Corpora-
tion for a 24-month period. The Corporation has the right to buy back the aircraft during the
term of the lease at pre-determined amounts. Aircraft amounting to $41 million and $105 mil-
lion were sold and leased back as at January 31, 2006 and 2005, with respect to this sale and
leaseback agreement.

Il Derivative Financial Instruments

The Corporation’s exposures to foreign currency and interest rate risks are managed
through a central treasury function. Foreign currency exposures are managed in accordance
with the Corporation’s foreign currency policy and procedures (the “policy”). The policy
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requires each segment to identify all potential foreign currency exposures arising from their
operations and to hedge this exposure according to pre-set criteria. Interest rate exposures are
managed in order to achieve an appropriate mix of fixed and variable interest rate long-term
debt and to reduce the impact of fluctuating interest rates on financial commitments and
intercompany loans.

Derivative financial instruments used to manage foreign currency and interest rate expo-
sures consist mainly of:

- forward foreign exchange contracts;

* interest-rate swap agreements;

¢ cross-currency interest-rate swap agreements; and
* interest-rate cap agreements.

The Corporation’s foreign currency and interest rate hedging programs are typically
unaffected by changes in market conditions, as related derivative financial instruments are
generally held to maturity, consistent with the objective to lock in currency rates and interest
rates on the hedged item.

The details and fair value of the outstanding derivative financial instruments as at
January 31, 2006 and 2005, are presented in note 20—Financial instruments to the Consoli-
dated Financial Statements.

Hedging Programs

Based on the Corporation’s guidelines, each segment is required to hedge their foreign
currency exposures as follows:

Segment Hedged Exposures Hedging Policy "

Aerospace .. .............. Forecasted cash outflows Hedge a minimum of 85% of
denominated in a currency the identified exposures for
other than the functional the first three months, a
currency of the entity, mainly minimum of 75% for the next
the Canadian dollar and the nine months and a minimum
sterling pound. of 50% for the following year.

Transportation............. Forecasted cash inflows or Hedge 100% of the identified
outflows resulting from foreign currency exposures.

revenues and expenditures
denominated in a currency
other than the functional
currency of the entity.

(1) Deviations from the policy are allowed subject to maximum predetermined risk limits.

Aerospace Foreign Currency Denominated Costs

The expected costs denominated in foreign currencies and the hedged portion of these
costs for fiscal year 2007 were as follows as at January 31, 2006:

Expected Hedged Weighted-Average
Costs Portion (in %) Hedge Rate
Costs denominated in:
Canadiandollar........................... $1,750 80 0.7975
Sterlingpound ............ ... .. . .. $ 265 77 1.7833



Management conducts quarterly reviews as well as a detailed annual review in the fourth
quarter as part of its annual budget process of its cost estimates and program quantities. As
part of the detailed annual review, Aerospace revised the long-term foreign exchange rate
assumption for its future unhedged expected costs denominated in Canadian dollars from a
weighted-average rate of 0.7813 to 0.8696. The effect of the revision was accounted for by way
of a cumulative catch-up adjustment in the fourth quarter of fiscal year 2006, and resulted in a
charge of approximately $60 million under the average cost accounting method. This charge
was essentially offset by cost reduction initiatives.

Sensitivity

A one-cent change in the value of the Canadian dollar compared to the U.S. dollar would
impact fiscal year 2007 expected costs in Aerospace by approximately $18 million before giving
effect to forward foreign exchange contracts, and approximately $4 million after giving effect
to the outstanding forward foreign exchange contracts.

A one-cent change in the value of the sterling pound compared to the U.S. dollar would
impact fiscal year 2007 expected costs in Aerospace by approximately $3 million before giving
effect to forward foreign exchange contracts, and approximately $1 million after giving effect
to the outstanding forward foreign exchange contracts.

Forward Foreign Exchange Contracts

The Corporation uses forward foreign exchange contracts to manage foreign currency
exposure arising from forecasted foreign currency cash flows. The Corporation also uses
forward foreign currency contracts to manage foreign currency exposures arising from third
party long-term debt, and intercompany loans and receivables.

Most of the forward foreign exchange contracts are denominated in currencies of major
industrial countries:

* In Aerospace, forward foreign exchange contracts are mainly to sell U.S. dollars and buy
Canadian dollars and sterling pounds.

* In Transportation, forward foreign exchange contracts are mainly to sell or purchase
U.S. dollars, sterling pounds, euros and other western European currencies.

The fair value of forward foreign exchange contracts is sensitive to changes in foreign
exchange rates. Foreign exchange rate changes result in offsetting fair value gains or losses on
forward foreign exchange contracts and the corresponding hedged item attributable to the
underlying exposure.

Interest Rate Exposure
Interest-Rate Swap Agreements

The Corporation enters into interest-rate swap agreements in order to achieve an appropri-
ate mix of fixed and variable interest rate long-term debt. In addition, the Corporation enters
into interest-rate swap agreements to reduce the impact of fluctuating interest rates on
financial commitments and to manage the interest rate exposure arising from aircraft financing
support provided to regional aircraft customers. Swap agreements involve the exchange of
interest payments, based on a predetermined notional amount for a specified period of time.

The fair value of interest-rate swaps is sensitive to changes in interest rates. Interest rate
changes result in offsetting fair value gains or losses on interest-rate swap agreements and the
corresponding hedged item attributable to the underlying exposure.
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Cross-Currency Interest-Rate Swap Agreements

The Corporation enters into cross-currency interest-rate swap agreements to manage
foreign currency exposures on its long-term debt and net foreign investments, and to modify
the interest rate characteristics of long-term debt from fixed to variable interest rates. These
swap agreements involve the exchange of fixed and variable interest payment obligations, as
well as principal amounts in two different currencies for a specified period of time.

The fair value of cross currency interest-rate swaps varies in the same manner described in
the preceding discussion on forward foreign exchange contracts and interest-rate swap
agreements.

Interest-Rate Cap Agreements

The Corporation enters into interest-rate cap agreements to manage its exposure to
interest-rate increases arising from protection granted to certain customers in connection with
the sale of aircraft.

The fair value of interest-rate caps is sensitive to changes in interest rates and implied
volatility. Changes in interest rates and implied volatility result in offsetting fair value gains or
losses on financial obligations, and interest-rate cap agreements.

Il Commitments and Contingencies

The Corporation’s commitments and contingencies are described in note 22—Commit-
ments and contingencies to the Consolidated Financial Statements.

Credit and Residual Value Guarantees

In connection with the sale of certain of its products, mainly regional aircraft, the Corpora-
tion provides financing support on behalf of certain customers in the form of credit and
residual value guarantees to enhance their ability to arrange third-party financing for their
asset acquisition.

Credit guarantees are triggered if customers do not perform during the term of the
financing (ranging from one to 20 years) under the relevant financing arrangements. Credit
guarantees provide support through contractually-limited payments to the guaranteed party to
mitigate default-related losses. In the event of default, the Corporation usually acts as an agent
for the guaranteed parties for the repossession, refurbishment and remarketing of the underly-
ing assets. The Corporation typically receives a fee for these services. In most circumstances, a
claim under the guarantee may be made only upon the sale of the underlying asset to a third
party.

In most cases, residual value guarantees are guarantees provided at the end of a financing
arrangement, ranging from four to twenty years. Such guarantees provide protection to the
guaranteed parties in cases where the market value of the underlying asset is below the
guaranteed value. The value of the underlying asset may be adversely affected by a number of
factors, including, but not limited to, an economic downturn. To mitigate the Corporation’s
exposure, the financing arrangements generally require the collateral to meet certain contrac-
tual return conditions on the expiry date of the guarantee. If a residual value guarantee is
exercised, it provides for a contractually-limited payment to the guaranteed parties, which is
typically a percentage of the first loss from a guaranteed level. A claim under the guarantee
may typically be made only upon the sale of the underlying asset to a third party.

When credit and residual value guarantees are provided in connection with a financing
arrangement for the same underlying asset, residual value guarantees can only be exercised if
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the credit guarantee expires without having been exercised and, as such, are mutually
exclusive.

The Corporation’s risk management framework for the credit and residual value risks
consists of the following: risk control, risk measurement, risk monitoring and risk transfer. The
Corporation practices active risk control through inclusion of protective covenants and securi-
ties into commercial contracts to mitigate its exposure under these guarantees. Quantitative
assessments of the risk relating to these guarantees and the determination of the related
provisions to be recorded in the Consolidated Financial Statements, if any, are performed using
a risk-pricing model. Risk monitoring comprises ongoing Management reporting of exposures,
active credit watch, on-site credit due diligence and active intervention. In addition, asset value
trends for the Corporation’s products are closely monitored. The Corporation also engages,
from time to time, in risk transfer with third-party insurers to minimize its exposure to credit
and residual value guarantees.

Financing Commitments

Manufacturers of commercial aircraft sometimes provide financing support to facilitate
their customers’ access to capital. This support may take a variety of forms, including
providing assistance to customers in accessing and structuring debt and equity for aircraft
acquisitions, or providing assurance that debt and equity are available to finance such acquisi-
tions. The Corporation may provide interim financing to customers while permanent financing
is being arranged.

As at January 31, 2006, the Corporation had outstanding financing commitments to eight
customers in relation to the future sale of aircraft scheduled for delivery through fiscal year
2010 and in connection with a $296 million off-balance sheet financing facility (see the
Financial arrangements section in this MD&A), amounting to $2.2 billion, net of third-party
financing already arranged. The Corporation mitigates its exposure to credit and interest rate
risks by including terms and conditions in the financing agreements that guaranteed parties
must satisfy prior to benefiting from the Corporation’s commitment and by entering into
interest-rate cap agreements. Total customer financing arranged by the Corporation in fiscal
year 2006 amounted to $2.9 billion ($3.1 billion in fiscal year 2005).

The Corporation anticipates that it will be able to satisfy its financing commitments to its
customers in fiscal year 2007 through third-party financing. However, the Corporation’s ability
to satisfy its financing commitments may be affected by further financial difficulties in the
commercial airline industry in general and of certain customers in particular, and the
Corporation’s current and future credit condition.

Other Commitments and Contingencies

In connection with its contracts with the Metronet companies for the modernization of the
London Underground, the Corporation is committed to provide collateral (surety bonds and
letters of credit) in support of its obligations. These commitments extend to 2015. As at
January 31, 2006, surety bonds maturing in 2011 and amounting to £181 million ($322 million)
were outstanding. The period covered by the surety bonds must be extended by a year, every
year. In the event that the bonds are not extended, the Corporation could have to provide,
within one year, alternate collateral, which could reduce availability of credit facilities.

Over the years, Aerospace has invested in excess of $3.1 billion in program tooling and
other significant amounts in product development and capital assets. The Corporation receives
government financial support from various levels of government, related to the development
of aircraft. Certain of these financial support programs require the Corporation to pay amounts
to governments, at the time of the delivery of products, contingent on a minimum agreed-upon
level of related product sales being achieved. If the minimum agreed-upon level is not reached,
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no amount is payable to governments. The Corporation records the amount payable to
governments at the time the product giving rise to such payment is delivered. In connection
with Aerospace aircraft programs, the Corporation has received cumulative contingently repay-
able government support, amounting to $506 million as at January 31, 2006. The total amount
paid in connection with such government support as at that date amounted to $238 million.
The remaining undiscounted maximum amount repayable, mostly based on future deliveries
of aircraft, amounted to $535 million as at January 31, 2006. The amount repayable based
solely on the total of the remaining accounting aircraft program quantities (see also section on
Program information in this MD&A) was $226 million as at January 31, 2006.

On February 7, 2005, the Teamsters Local 445 Freight Division Pension Fund filed a class
action complaint in the U.S. district court of the Southern District of New York against the
Corporation, Bombardier Capital Inc., Bombardier Capital Mortgage Securitization Corporation
(“BCMSC”) and others for alleged violations of federal securities laws relating to BCMSC's
Senior/Subordinated Pass-Through Certificates, Series 2000-A due January 15, 2030. On
April 15, 2005, the plaintiffs filed an amended complaint, such amendments include the
inclusion of all open market purchasers of BCMSC’s Senior/Subordinated Pass-Through Certif-
icates, Series 1998-A, Series 1998-B, Series 1998-C, Series 1999-A, Series 1999-B, Series 2000-A
and Series 2000-B as part of the putative class. While the Corporation cannot predict the
outcome of any legal proceedings, based on information currently available, the Corporation
believes that it has strong defences and it intends to vigorously defend its position.

The Corporation is also a defendant in certain legal proceedings currently pending before
various courts in relation to product liability and contract disputes with customers and other
third parties. The Corporation intends to vigorously defend its position in these matters.

While the Corporation cannot predict the final outcome of legal proceedings that were
pending as at January 31, 2006, based on information currently available, Management
believes that the resolution of these legal proceedings will not have a material adverse effect
on its financial position.
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IV Variable Interest Entities

The following table summarizes by segment the significant VIEs in which the Corporation
has a variable interest as at January 31:

2006 2005
Assets Liabilities Assets Liabilities

Aerospace

Financing structures related to the sale of

regional aircraft™ ... ... ... ... $ 6946  $4,106 $ 5,306  $2,871

Sale of rights under manufacturing contracts. . .. — — 166 154

Sale and leaseback structure ................. 15 15 16 16
Transportation

Partnership arrangements ................... 4,805 4,326 4,352 4,035

Sale support guarantee ..................... 529 523 663 662

Cash collateral accounts. . ................... 70 70 61 61

12,365 9,040 10,564 7,799

Less assets and liabilities of consolidated VIEs:
Financing structures related to the sale of

regional aircraft . ....................... 67 65 78 76

Sale of rights under manufacturing contracts. . .. — — 166 154

Sale and leaseback structure ................. 15 15 16 16

Cash collateral accounts. . ................... 70 70 61 61

152 150 321 307

Assets and liabilities of non-consolidated VIEs . ... $12,213 $8,890 $10,243 $7,492
(1) Increase in fiscal year 2006, mainly relates to the closing of the RASPRO facility, a $1.7-billion securitization

transaction, related to the sale of 70 regional aircraft (see the Financial arrangements section in this MD&A).

The liabilities recognized as a result of consolidating certain VIEs do not represent
additional claims on the Corporation’s general assets; rather, they represent claims against the
specific assets of the consolidated VIEs. Conversely, assets recognized as a result of consolidat-
ing certain VIEs do not represent additional assets that could be used to satisfy claims against
the Corporation’s general assets. The consolidation of debt resulting from the application of
AcG-15 is excluded from the computation of the Corporation’s debt covenant ratio for
structures existing prior to May 1, 2004. All consolidated debt is related to structures existing
prior to May 1, 2004. Additionally, the consolidation of VIEs did not result in any change in the
underlying tax, legal or credit exposure of the Corporation.

Aerospace

Financing Structures Related to the Sale of Regional Aircraft

The Corporation has provided credit and/or residual value guarantees to certain special
purposes entities (“SPEs”) created solely i) to purchase regional aircraft from the Corporation
and to lease these aircraft to airline companies and ii) to purchase financial assets related to
the sale of regional aircraft.

Typically, these SPEs are financed by third-party long-term debt and by third-party equity
investors who benefit from tax incentives. The aircraft serve as collateral for the SPEs’ long-
term debt. The Corporation’s variable interests in these SPEs are in the form of credit and
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residual value guarantees and residual interests. The Corporation also provides administrative
services to certain of these SPEs in return for a market fee.

The Corporation concluded that most SPEs are VIEs, and the Corporation is the primary
beneficiary for only two of them, which were consolidated. For all other SPEs, consolidation is
not appropriate under AcG-15. For purposes of determining whether the Corporation is the
primary beneficiary, certain financing structures related to the sale of regional aircraft were
grouped together when they had common characteristics, such as same customer, aircraft
type, lease terms and financial support. The Corporation’s maximum potential exposure
relating to the non-consolidated SPEs was $2.1 billion, of which $551 million of provisions and
liabilities were available to cover the Corporation’s exposure as at January 31, 2006 ($1.6 billion
and $295 million respectively as at January 31, 2005). The Corporation’s maximum exposure
under these guarantees is presented in note 22—Commitments and contingencies.

Sale of Rights Under Manufacturing Contracts

In 1995, the Corporation entered into an agreement with LR Jet Corporation (“LR Jet”), a
company created for the sole purpose of purchasing, on a revolving basis, rights under certain
aircraft manufacturing contracts from the Corporation. The purchase price was essentially
financed by long-term debt issued to third-party investors. The Corporation concluded that LR
Jet is a VIE and the Corporation is the primary beneficiary; accordingly, LR Jet was consoli-
dated. As of January 31, 2006, the long-term debt of LR Jet has been repaid in full.

Transportation
Partnership Arrangements

The Corporation entered into partnership arrangements to provide manufactured rail
equipment and civil engineering work as well as related long-term services, such as the
operation and maintenance of rail equipment.

The Corporation’s involvement with entities created in connection with these partnership
arrangements is mainly through investments in their equity and/or in subordinated loans and
through manufacturing, selling and long-term service contracts. The Corporation concluded
that certain of these entities are VIEs, but the Corporation is not the primary beneficiary.
Accordingly, these entities have not been consolidated. The Corporation continues to account
for these investments under the equity method, recording its share of the net income or loss
based upon the terms of the partnership arrangement. As at January 31, 2006 and 2005, the
Corporation’s maximum off-balance sheet exposure to loss related to these non-consolidated
VIEs, other than from its contractual obligations, was not material.

As at January 31, 2006 and 2005, the Corporation had the following involvement with
significant partnership arrangements which qualify as VIEs:

* In April 2003, Metronet Rail BCV Holdings Ltd. and Metronet Rail SSL Holdings Ltd.
(together “Metronet”), in which the Corporation has a 20% equity interest, were awarded
contracts for the renewal, modernization and maintenance of two of the London Under-
ground’s infrastructure projects. As part of its involvement with Metronet, the Corpora-
tion was awarded firm supply contracts to provide metro cars, signalling, maintenance
and management services to Metronet.

* The Corporation has a 20% equity interest in Consorzio Treno Veloce ltaliano (“TREVI”),
an entity which was awarded, starting in May 1992, a series of contracts, including the
supply of ETR 500 locomotives and railcars as well as their maintenance and refurbish-
ment, for which the Corporation was selected as a sub-supplier to TREVI.
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* In May 2004, Arrow Light Rail Holdings Ltd. and Arrow Light Rail Ltd. (together “Arrow”),
in which the Corporation has a 12.5% equity interest, were awarded contracts for the
design, manufacture, operation and maintenance of the Nottingham Express Transit Line
One System located in the U.K. As part of its involvement with Arrow, the Corporation
was awarded the operation and maintenance service contract.

* In June 2004, Yong-In LRT Co., Ltd (“Yong-In"), in which the Corporation has a 26%
interest, was established to build and operate a light rail system in the city of Yong-In,
South Korea. As part of its involvement with Yong-In, the Corporation is responsible for
project management, system integration, mobilization and test running, and providing
vehicles and other equipment.

Sale Support Guarantee

In August 1998, the Corporation provided residual value guarantees on diesel electric
multiple unit trains sold to Lombard Leasing Contracts Limited (“Lombard”). Under an operat-
ing lease structure, Lombard leases the trains to a third-party operator. The Corporation
concluded that Lombard is a VIE, but the Corporation is not the primary beneficiary; accord-
ingly, this entity has not been consolidated. The Corporation’s maximum exposure as a result
of its involvement with Lombard is limited to its residual value guarantees for an amount of
$124 million as at January 31, 2006 ($135 million as at January 31, 2005). The Corporation’s
maximum exposure under these guarantees is presented in note 22—Commitments and
contingencies.

Cash Collateral Accounts

In connection with the sale of rail equipment by Adtranz prior to its acquisition by the
Corporation in May 2001, the purchasers have been provided with the right, under certain
conditions, to sell back the equipment to the Corporation at predetermined prices on three
separate dates, beginning in fiscal year 2009. In addition, the Corporation may be required,
beginning in fiscal year 2009, upon customer default on payments to the financing providers,
to repurchase the equipment.

As a result of this commitment, Fabian Investments Limited and Lineal Investments
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