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GREATER TORONTO AIRPORTS AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE QUARTER ENDED SEPTEMBER 30, 2005
Dated November 8, 2005

Forward-looking Statements
This Management’s Discussion and Analysis (“MD&A”) contains certain
statements about the Greater Toronto Airports Authority (“GTAA”) and
its future expectations. Words such as “anticipate”, “intend”, “may”,
“plan”, “believe”, “expect”, “estimate” and similar expressions are
intended to identify such forward-looking statements. The GTAA cautions
readers not to place undue reliance on the forward-looking statements
since they involve future risks and uncertainties, and the actual results
may be quite different from those expressed or implied in the statements.
Some of the risks and uncertainties that could affect the GTAA’s future
results include the levels of aviation activity, air carrier instability,
aviation liability insurance, construction risk, geopolitical unrest, terrorist
attacks, war, health epidemics, labour negotiations, capital market and
economic conditions, changes in laws, adverse regulatory developments
or proceedings, future lawsuits and other risks detailed from time to time
in our publicly filed disclosure documents.
The forward-looking
statements contained in this MD&A represent the GTAA’s expectations as
at the date of this report and are subject to change after this date. Except
as required by applicable law, the GTAA disclaims any intention or
obligation to update or revise any forward-looking statements included in
this document whether as a result of new information, future events or for
any other reason.
This report of the Greater Toronto Airports Authority (“GTAA”) should be read in
conjunction with its Consolidated Financial Statements for the quarter ended September
30, 2005. In addition, the reader is directed to the Consolidated Financial Statements and
Management’s Discussion and Analysis for the year ended December 31, 2004, each of
the two previous quarters of 2005 and the Annual Information Form for the year ended
December 31, 2004. These documents provide additional information on certain matters
which may or may not be discussed in this report. Financial information for the GTAA is
available on SEDAR at www.sedar.com and on the GTAA’s website at www.gtaa.com.
Corporate Profile
The GTAA was incorporated in March 1993 as a corporation without share capital, and
recognized as a Canadian Airport Authority by the federal government in November
1994. The GTAA is authorized to operate airports within the Greater Toronto Area
(“GTA”) on a commercial basis, to set fees for their use and to develop and improve the
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facilities. Currently, the GTAA is responsible for the operation, management and
development of Toronto Pearson International Airport (the “Airport” or “Toronto
Pearson”) as set out in its ground lease with the federal government (the “Ground
Lease”). The priorities for the GTAA are to operate a safe and secure airport and to
ensure that the facilities will provide the necessary services, amenities and capacity for
the GTA’s current and future air travel requirements. In addition, the GTAA has been
asked by the federal government to conduct certain studies to determine the need and
viability of a regional reliever airport on lands held by the federal government in
Pickering.
Operating Activity
During the first nine months of 2005, 23.0 million passengers moved through the Airport,
as compared to 21.7 million for the same period in 2004, representing an increase of
6.0%. In the third quarter itself, the relative increase was slightly lower than for the
earlier part of the year, as set out in the following chart. The primary factor affecting
passenger levels was the severe weather experienced during parts of August which
resulted in several days with delayed or cancelled flights and some passengers electing
not to reschedule their flights.
In addition, on August 2, 2005, Air France flight 358 overshot Runway 24L and all flight
activity was suspended for approximately 5.5 hours while emergency crews responded to
the situation. The cause of the incident is still under investigation by the Transportation
Safety Board and its report is not expected for some time. The investigation and
subsequent repairs to the area and runway lighting resulted in Runway 24L/06R being
closed for operations until August 12, 2005. There was no significant operational impact
during this period. The following table summarizes passenger activity, by sector, for the
three and nine month periods ended September 30, 2005:

(in thousands)
Domestic
Transborder
International
Total

2005
3,689
2,251
2,442
8,382

Three months
2004
% change
3,728
-1.0
2,201
2.3
2,275
7.3
8,204
2.2

2005
9,874
6,713
6,439
23,026

Nine months
2004
% change
9,506
3.9
6,289
6.7
5,926
8.7
21,721
6.0

In addition to passengers, the measure of operating activity which impacts aeronautical
revenue is the total maximum take off weight (“MTOW”) of aircraft operating at the
Airport, which is determined by the number of aircraft movements and type of aircraft.
For the nine and three months ended September 30, 2005, MTOW was 2.4% and 0.4%
higher, respectively, than the same periods of 2004.

RESULTS OF OPERATIONS
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The GTAA sets its aeronautical charges annually to cover the projected operating costs,
after taking into consideration all non-aeronautical revenue, on a break-even cash basis
for each year. To calculate the aeronautical charges for the next year, projections are
developed for factors such as passenger activity, air traffic, non-aeronautical revenue and
operating costs. For this purpose, operating costs include the actual costs to operate the
Airport, ground rent and other payments to governments, and debt service (interest and
principal) for those assets which are operational but excludes non-cash items such as
amortization. Capital costs, including interest for projects under construction, are funded
through debt and are not included in the calculation of the debt service component of
aeronautical charges.
Revenues
Revenues are received from aeronautical charges (landing fees and general terminal
charges), airport improvement fees (“AIF”), and non-aeronautical sources such as car
parking and ground transportation, concessions and rentals, and other sources described
below. Landing fees are based on MTOW, general terminal charges are based on the
number of seats in an aircraft, AIF is charged per passenger and parking and other
activities depend on passenger levels. Consequently, the primary drivers for revenue are
aircraft movements and passenger activity. The following chart summarizes the revenue
for the three and nine month periods ended September 30, 2005 and 2004:

(in thousands)
Landing Fees
General terminal charges
AIF, net
Car parking & ground transportation
Concessions & rental
Other

Three Months
2005
2004
$ 110,946
$ 93,223
42,119
39,288
50,686
40,391
26,279
23,523
28,878
31,827
1,571
1,729
$260,479 $ 229,981

Nine months
2005
2004
$ 308,778 $ 255,042
119,939
109,683
134,816
104,626
72,395
66,157
82,766
81,826
5,807
6,228
$ 724,501 $623,562

For the first nine months of 2005, aeronautical revenues increased by $64.0 million to
$428.7 million from $364.7 million for the same period in 2004. The comparable
increase in aeronautical revenue for the three month period ended September 30 was
$20.6 million. This change reflects increased rates to recover debt service and operating
costs primarily associated with the new Terminal 1, as well as higher activity levels. In
the third quarter, there was some negative impact from the severe weather in August
resulting in cancelled flights. In addition, load factors are currently very high and
therefore, aircraft movements did not increase as much as passenger volumes, resulting in
slightly lower revenue increases.
AIF revenue, net of the commission paid to the air carriers for collecting the AIF on the
ticket, was $134.8 million for the first nine months of 2005, as compared to $104.6
million for the same period in 2004. For the three months ended September 30, 2005 and
2004, the AIF revenue was $50.7 million and $40.4 million, respectively. These
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increases reflect the continued growth in passenger volumes in each period, combined
with an AIF rate change in 2004. The AIF for an originating passenger had been $12
until November 1, 2004, when it was increased to $15. The AIF for a connecting
passenger remained at $8 throughout all periods. As set out in the AIF agreements with
each of the air carriers, the GTAA has committed to use primarily all of the AIF revenue
for capital programs, including the associated debt service (interest and principal).
Capital expenditures and the use of AIF revenues do not have to occur in the same
period. Any AIF revenue collected and not utilized in a given period is set aside in the
AIF Reserve Fund for future capital or debt service payments.
Passenger activity directly impacts the revenues received from car parking and ground
transportation. Accordingly, revenues from parking and ground transportation for the
nine months ended September 30, 2005 increased to $72.4 million from $66.2 million for
the same period in 2004. A similar trend is demonstrated for the three month periods
ended September 30, 2005 and 2004, where revenues from parking and ground
transportation were $26.3 million and $23.5 million, respectively.
Concession and rental revenues increased slightly during the nine month period ended
September 30, from $81.8 million in 2004 to $82.8 million in 2005. The decline of $2.9
million for the three month period ended September 30, 2005 compared to the same
period in 2004 is primarily the result of revenues earned for new leases in Terminal 1 in
the second quarter of 2004 being recorded in the third quarter of 2004.
Other revenues include interest on reserve funds and investments, which will fluctuate
depending on cash balances and investments, and the timing of debt issues and capital
expenditures. During the third quarter of 2005, the GTAA had utilized its available cash
from debt issues and was drawing on the syndicated credit facility. In comparison,
during the same period in 2004 the GTAA still had cash available from debt issues
completed earlier in that year.
Expenses
Total expenses include the costs to operate and maintain the Airport, together with
interest and financing costs and amortization. The expenses reported in the financial
statements are not entirely consistent with certain expenses used to set the aeronautical
charges. Specifically, amortization is not a cash item and therefore is not included in the
calculation of the landing fee. However, the principal component of debt service is
included in the landing fee, but is not recorded as an operating expense.
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The following summarizes the total expenses for the three and nine month periods ended
September 30, 2005 and 2004:

(in thousands)
Ground rent
Goods and services
Salaries, wages and benefits
Real property taxes and PILT

Interest and financing costs
Amortization of capital assets

Three Months
2005
2004
$ 36,106
$ 35,707
58,006
68,456
24,319
22,433
5,706
6,045
124,137
132,641

Nine Months
2005
2004
$ 108,318 $ 107,122
186,362
169,964
73,843
72,150
16,886
18,136
385,409
367,372

82,289
52,019
$ 258,445

250,422
155,495
$ 791,326

79,653
46,550
$ 258,844

189,183
126,414
$ 682,969

Ground rent payments, which are unique to each Canadian airport, are calculated
according to the Ground Lease, based on passenger levels and annual inflation. In July
2003, the Minister of Transport announced a 24-month ground rent deferral program
which had the effect of reducing the ground rent paid by $5.3 million in each quarter of
2004 and the first two quarters of 2005. However, since the GTAA has an obligation to
repay the deferred amount over ten years commencing January 1, 2006, the full expense
has been recorded for each period with an offsetting liability recorded on the balance
sheet. Ground rent expense for the first nine months of 2005 and 2004 was $108.3
million and $107.1 million, respectively. Similarly, the ground rent expense for the three
months ended September 30, 2005 and 2004 was $36.1 million and $35.7 million,
respectively. The difference is due to the annual inflation adjustment.
In May 2005, the federal government announced a proposed new regime for calculating
ground rent payable by Canadian airports, based on current year revenue rather than on
passengers, commencing in 2011. The new rent regime would be phased in over five
years with rent based on current payments and the projected 2010 payment. If
implemented, the proposed regime would have minimal benefit to the GTAA in the short
term, but would add complexity to its residual rate setting approach. The participation
rent payments required under the existing Ground Lease would be replaced by the new
formula. The GTAA is actively lobbying government officials and others to effect
certain changes to the proposed regime.
Goods and services, which are the operating costs for the Airport, were $186.4 million
for the first nine months of 2005 as compared to $170.0 million for the same period of
2004. The increase in expenses is primarily attributable to the larger area of new
Terminal 1, new systems, and a provision for bad debt expense relating to Jetsgo
Corporation ceasing operations in March 2005. In the third quarter of 2005, operating
expenses were $58.0 million as compared to $68.5 million for the same period of 2004.
This significant reduction in the quarter is not a sustainable trend, but reflects some
transitional costs related to Terminal 1 and a provision for air carrier bad debt in 2004,
together with some cost savings in 2005.
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Salaries, wages and benefits continue to show slight increases for the respective three and
nine month comparative periods which reflect solvency payments required for the
pension plan.
The GTAA pays to each of the Cities of Toronto and Mississauga an amount prescribed
by an Ontario provincial government regulation based on a prior year level of passenger
activity, as payments-in-lieu of taxes (“PILT”). The reduction for the first nine months of
2005 to $16.9 million as compared to $18.1 million for the same period of 2004 reflects
the lower annual passenger numbers for the underlying prior year used in the calculation.
The year over year reduction of $0.3 million in the third quarter is for the same reason.
The year over year changes in interest and financing costs and amortization reflect the
impact of new Terminal 1 and the ancillary facilities of the Airport Development
Program (“ADP”) becoming operational on April 6, 2004. As a result of the lower
capitalized interest and additional interest expense associated with these new facilities,
interest and financing costs for the nine months ended September 30, 2005 were $250.4
million as compared to $189.2 million for the same period in 2004. The smaller $2.6
million increase for the three months ended September 30, 2005 compared to the same
period in 2004, is the result of additional debt as essentially the same facilities were being
operated during each quarter. Similarly, amortization increased from $126.4 million to
$155.5 million for the periods ended September 30, 2004 and 2005, respectively.
Net Operating Results
The GTAA’s net operating results for the three and nine month periods ended September
30, 2005 and 2004, based on the revenues and expenses set out in the previous sections,
are as follows:

(in thousands)
Revenues
Operating expenses
Revenues over expenses¹
Interest and financing costs
Amortization of capital assets
Revenues over/(under) expenses

Three Months
Nine Months
2005
2004
2005
2004
$ 260,479 $ 229,981 $ 724,501 $ 623,562
124,137
132,641
385,409 367,372
136,342
97,340
339,092 256,190
82,289
79,653
250,422 189,183
52,019
46,550
155,495 126,414
$ 2,034 $ (28,863) $ (66,825) $ (59,407)

Note 1: Revenues over expenses before interest and financing costs and amortization.

The components of revenues, operating expenses, interest and financing costs and
amortization for the respective periods were discussed previously. Revenues over
expenses, before interest and financing costs and amortization, increased to $339.1
million for the nine months ended September 30, 2005, as compared to $256.2 million for
the same period in 2004. Similarly for the three month periods ended September 30,
2005 and 2004, revenues over expenses, before interest and financing costs and
amortization, were $136.3 million and $97.3 million, respectively.

Page 7 of 12

For all periods, except the third quarter of 2005, the GTAA reported revenues under
expenses after deducting interest and financing costs and amortization. Although this is a
very positive result in the third quarter of 2005, the GTAA does not expect this to be
sustained for the immediate future as new facilities continue to become operational.
Further, in each reported period, the GTAA’s revenues were more than sufficient to cover
operating expenses and interest and financing costs. As noted previously, amortization is
not included when setting aeronautical charges and at the present time, amortization is
greater than the principal component of the landing fee.
In addition to amortization, the other non-cash item recorded in the financial statements,
but not in the calculation of the landing fees, is the deferred ground rent payment of $10.5
million and $15.7 million for the nine months ended September 30, 2005 and 2004,
respectively. In accordance with its rate setting approach, the GTAA expects that
revenues and reserve funds will continue to be sufficient to cover operating expenses, and
interest and financing costs, including notional principal. Consistent with many
infrastructure developments, the GTAA’s net revenues may not be sufficient to cover
amortization for a period of several years which will result in total cash and non-cash
expenses exceeding revenues. Although the third quarter of 2005 deviated from this
expectation, it is not expected that revenues over expenses after non-cash items will be
sustained in the near to medium term.

AIRPORT DEVELOPMENT PROGRAM AND CAPITAL PROJECTS
The ADP was planned in 1997 as a coordinated program to redevelop the Airport,
including the construction of a new terminal, infield facilities, airside improvements and
utilities infrastructure. The overall concept was a staged program that would enable
construction to be undertaken while the Airport continued to operate. In addition, the
ADP was demand driven, which has provided the GTAA with flexibility on the timing of
certain components. The total budget for the program is $4.5 billion, and as at September
30, 2005 the ADP was 87.0% complete, including the initial opening of new Terminal 1
in April 2004. Although still a significant construction project, the ADP is nearing
completion.
During the third quarter of 2005, apron installation between Piers E & F of Terminal 1
was completed. Curtain (exterior) walls and the roof of Pier F were also completed and
work continued on the mechanical, electrical and interior components. The baggage
system, and elevator and escalator equipment installations are well advanced. The project
is on schedule and 9 gates (with 10 passenger boarding bridges) on the east side of Pier E
and on the liner between Piers E and F opened on November 1, 2005. Pier F remains on
schedule to commence operations in the first quarter of 2007.
The automated people mover, which connects GTAA operated off-airport parking to
Terminals 1 and 3, is scheduled to become operational in the first quarter of 2006. Two
trains have been installed on the guideway and the testing and commissioning phase is
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well underway. Station exterior finishes are nearing completion, and interior architectural
finishes are well advanced, as are the mechanical and electrical systems.
In addition to the ADP, the GTAA has ongoing capital programs which include
expansion and redevelopment of Terminal 3 and the construction of a natural gas
powered co-generation facility. It is expected that the expanded Terminal 3 processing
areas and baggage systems will be operational in the second quarter of 2006, for the east
processing area, and at the end of 2006, for the west processing area. Testing of the cogeneration facility is underway and operations are expected to commence in December of
2005. During the first nine months of 2005, capital costs of $152.3 million were incurred
for these projects.

ASSETS AND LIABILITIES
Total assets at September 30, 2005 were $6.9 billion as compared to $6.5 billion at
December 31, 2004. The increase includes $119.8 million in reserve funds and $415.1
million in work in progress, offset by reductions in cash balances and amortization of
capital assets. The increase in the reserve funds is the result of Debt Service Reserve
Funds for new issues, offset by the release of the Debt Service Reserve Funds for the
repayment of the Series 2003-2 issue that matured in May 2005, together with monthly
funding of the Airport Improvement Fee Reserve Fund and the Notional Principal Fund.
Total liabilities at September 30, 2005 were $7.1 billion as compared to $6.6 billion at
December 31, 2004. This increase is due to the additional $236.0 million in bank
indebtedness and $251.1 million in long term debt (current and long term portions). In
February 2005, the GTAA issued Series 2005-1 $350 million of medium term notes
(“MTNs”). In May 2005, the maturing $600 million Series 2003-2 MTNs were partially
refinanced with a new issue of $510 million Series 2005-2 MTNs together with $22.3
million of the Debt Service Reserve Funds, $21.1 million from the Debt Service Principal
Fund and the remainder from cash on hand.
Subsequent to the end of the quarter ended September 30, 2005, the GTAA issued $350
million of Series 2005-3 MTNs, at a coupon of 4.70%, which will mature on February
15, 2016. The net proceeds from this issue were used to repay the outstanding bank
indebtedness and fund certain reserve funds, with the balance invested for subsequent
capital expenses.
The net deficiency reported on the balance sheet is a combination of the reserve funds
which have been funded through operating revenue and cumulative revenues over or
under expenses. Since revenues after operating expenses and interest and financing costs
have not been sufficient to cover amortization for several operating periods, the GTAA
has recorded revenue under expenses. This has resulted in a cumulative negative net
asset position of $178.0 million as at September 30, 2005. The calculation of the
aeronautical charges uses a 30-year amortization to calculate the principal component
included in the landing fee which is lower in the early years and increases over time. The
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amortization of significant GTAA assets is reported on a declining balance basis, which
is higher in the early years of the asset’s life and decreases over time. This differential
contributes to the GTAA’s current negative net asset position. However, the underlying
financial stability and security for the GTAA’s debt relies on both the long term
economic potential for the Airport and on the reserve funds, which totalled $903.2
million at September 30, 2005.

LIQUIDITY AND CAPITAL RESOURCES
The GTAA is a non-share corporation, and therefore its funding is through operating
revenues, AIF revenue, reserve funds, the debt capital markets and its syndicated bank
credit facility. As noted previously, aeronautical charges are set each year to cover the
projected operating costs, including debt service and reserve requirements, taking into
account the projected air traffic and passenger activity and other revenue sources.
Consistent with this residual approach, any funds generated are used to cover operating
costs, capital costs and other activities within the mandate of the GTAA.
Subsequent to the quarter ended September 30, 2005, the GTAA issued a new Shelf
Prospectus qualifying up to $2.5 billion of debt issuance for capital expenditures, reserve
funds, debt refinancing and other approved uses through the 25 month period covered by
the Shelf Prospectus. On October 26, 2005 the GTAA completed a new issue of 4.70%
10-year Series 2005-3 MTNs in the amount of $350 million under the new Shelf
Prospectus. The net proceeds were used to repay the outstanding bank indebtedness and
fund the reserve requirements, with the excess proceeds invested in short-term investment
grade corporate debt instruments until required to fund the ADP and other capital
projects.
As at September 30, 2005, the GTAA had two bank credit facilities with a syndicate of
banks totaling $550 million which included a 364-day revolving facility and a 3-year
revolving term facility. Both of these facilities mature in November 2005. The GTAA
has negotiated a new credit facility with the same banking syndicate. The new facility
will be for $550 million and will have a term of three years, which can be extended
annually for an additional year with the lenders’ consent. The new credit facility will be
used to fund capital or operating expenses as required. This provides flexibility on the
timing for accessing the capital markets.
Total reserve funds at the end of September 2005 were $903.2 million, an increase of
$119.8 million from December 31, 2004, of which $39.1 million was in the most recent
three month period. The increase in reserve funds in the last three months was primarily
in the AIF Reserve Fund and the Notional Principal Reserve Fund. All of the reserve
funds are cash funded and invested. Depending on the nature of the fund, it may be held
by the Trustee for specific purposes, or held by the GTAA in accordance with its own
policies.
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The objective of the GTAA’s investment and cash management strategy is to ensure that
the cash requirements for operations, capital programs and other demands are met, and to
maximize the flexibility in accessing the capital markets as may be required. The GTAA
monitors its cash flow requirements accordingly. Given the recent issue of MTNs, the
new credit facility, reserves and the projected operating revenues and costs, the GTAA
does not anticipate any funding shortfalls in the near term. However, there may be events
outside of the control of the GTAA that could negatively impact its liquidity.

SIGNIFICANT ACCOUNTING POLICIES AND ESTIMATES
The accounting policies of the GTAA are set out in Note 4 of the Consolidated Financial
Statements and Notes as of December 31, 2004 and 2003, and Note 1 of the unaudited
Consolidated Financial Statements as at September 30, 2005. There have been no
changes in accounting policies since January 1, 2005.

RISKS AND UNCERTAINTIES
The GTAA will continue to face certain risks beyond its control which may or may not
have a significant impact on its financial condition. The overall demand for air travel is
subject to external influences such as general economic conditions, government
regulation, terrorist attacks, health epidemics and the financial uncertainty in the aviation
industry, any of which may impact the GTAA’s financial results.
Subsequent to the Air France incident on August 2, 2005, the GTAA, together with other
parties, was named as a defendant in a class action lawsuit commenced by certain
passengers. The GTAA’s insurers are defending this action and it is the opinion of the
GTAA that this is an insurable event. Consequently, it is expected that the GTAA’s
financial exposure will be limited to its insurance deductibles.
In addition, the GTAA continues to face risks associated with the remaining construction
for the ADP and other capital projects. During the third quarter of 2005, the ADP has
continued to progress according to schedule and is within 2.0% of budget. The GTAA
has continued to be successful with its capital funding program, however access to the
capital markets to fund the development is dependent on many factors outside the control
of the GTAA.
Other risks and uncertainties are discussed in the Management’s Discussion and Analysis
and the Annual Information Form, for the year ended December 31, 2004.

CONCLUSION
The first nine months of 2005 have been very positive with continued recovery in
passenger activity, positive construction progress on the ADP and the co-generation

Page 11 of 12

project, and no significant events to unsettle the aviation industry. With high standards
for safety and security, and an overall commitment to fiscal responsibility, the GTAA has
established a solid framework to serve the current and future commercial aviation needs
of the GTA.
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