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FINANCIAL HIGHLIGHTS

(in millions of U.S. dollars, except per share and backlog amounts)
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At Bombardier, ingenuity is in our DNA.

It is the application of technical rigour

and imagination in equal measure to the

world’s myriad transportation challenges:
formidable landscapes, growing and shifting
populations, and emerging economies. Ingenuity is
manifested in each of our exceptional products.

Above all, it is embodied in our

dedicated people, our proven resilience
and our forward-thinking perspective.

For every challenge, an ingenious solution.
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A unigue passenger train
that adapts to diverse
regional rail infrastructures

SOLUTION

In France, Bombardier launched the world’s first dual-mode,
dual-voltage passenger train. The versatile hybrid AGC runs
on both electric and non-electric tracks, including cross-
regional lines powered by different voltages. AGC now
travels the entire French rail network —seamlessly.
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Take off with the
CRJ1IO00 NextGen aircraft

SOLUTION

With up to 100 seats and the proven low operating costs
of CRJ Series aircraft, the CRJTI000 NextGen regional jet
continues Bombardier’s tradition of innovation. With
flexible cabin configurations and enhanced comfort, the
CRJIO00 NextGen aircraft provides operators with best-in-class
economics and CRJ Series commonality as it takes the world’s
most successful family of regional aircraft to new heights.
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The quiet
green machine

SOLUTION

The Q400 aircraft is an extraordinary advanced technology
turboprop, offering carriers exceptional economics with jet-like
speed and comfort. Its low fuel consumption, reduced noise
and low greenhouse gas emissions make the Q400 turboprop
an unprecedented advancement in regional air solutions.
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The leading edge in
high-speed rail technology

SOLUTION

In China, Bombardier high-speed trains are connecting key
urban centres as part of this country’s growing high-speed
network. Overnight sleeper trains, the first to travel at

250 km/h, present a new transport alternative, providing
new levels of mobility across China’s vast geography.
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Redefine the
legendary Learjet

SOLUTION

Bombardier innovates with an industry first: the all-composite
structure of the Learjet 85 aircraft. Combining exceptional
strength-to-weight ratio, reduced maintenance and optimized
performance features, the latest member of the Learjet family
resets the benchmark for midsize business jets, while maintaining
the legendary performance Learjet owners demand.
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SHAREHOLDERS AND

Dear shareholders and employees

Across all fronts of our aerospace and rail transportation
businesses, the past year’s performance was strong. Bombardier
products elicited increased demand in traditional and
emerging markets to generate unprecedented order volumes
and backlogs. Our discipline in reducing costs and executing
projects improved sharply. And, we exercised creativity

not only in how we design and build products, but equally,
in how we enhance customer experience.

For fiscal year 2008, the Corporation’s revenues reached
$17.5 billion, an 18% improvement over the previous year.
Earnings before interest and taxes from continuing operations
before special items totalled $902 million, compared to
$577 million for the same period last year. Earnings per share
(EPS) from continuing operations before special items were at
$0.26, up from $0.14 last year. Net income was $317 million,
or an EPS of $0.16, compared to $268 million, or an EPS of
$0.14 last fiscal year. The Corporation’s cash position stood at
$3.6 billion, after the repayment of $1.1 billion of long-term
debt. Its free cash flow for the year reached $2 billion, compared
to last year’s $610 million. Total backlog stood at a record
$53.6 billion, rising from $40.7 billion last year.

We invite you to open this gatefold for further highlights.

Saluting our people

To a great extent, we owe the past year’s progress to Bombardier
employees, who embody the resilience and entrepreneurship
on which this company was built. Their ingenuity in

particular, which we celebrate in this year’s report, enables
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Bombardier to overcome challenges with solutions that
respond to customers’ needs. We thank them for their

unfailing dedication.

Corporate responsibility

Building on Bombardier’s legacy of corporate citizenship, last
year we launched a more formal approach to our commitment,
by publishing a roadmap to corporate responsibility with

a view to setting benchmarks and making progress on

issues that matter to us and our stakeholders. Bombardier’s
first full corporate responsibility report will be published

late 2008. We are pleased that our activities are already
earning recognition, as Bombardier was listed in September

as a member of the Dow Jones Sustainability World and

North America indexes.

Board changes

During a year marked by progress and change, Bombardier’s
Board of Directors made invaluable contributions to the
Corporation’s affairs. We particularly thank Lead Director
André Bérard. As well, we acknowledge the devoted service
and able support of Michael J. Durham, who stepped down
earlier this year, and of Federico Sada G., who will not stand
for re-election. Jane F. Garvey, former administrator of

the United States Federal Aviation Administration (FAA),
was elected to the Board during the year. She brings a deep

knowledge of the aviation and transportation sectors to

Bombardier’s Board.
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Looking ahead
With its broad diversity in product and geography, across
legacy and emerging markets, Bombardier is well positioned
for the future. Industry trends support our confidence.
In Aerospace, Bombardier’s 2007 Commercial Aircraft
Market Forecast is positive for the near and long term,
calling for delivery of 11,200 aircraft in the 20- to
149-seat category over the next 20 years. This includes
5,300 regional aircraft and 5,900 aircraft in the mainline
100- to 149-seat segment, where we will participate pending
a launch decision on the CSeries program. Similarly, the
2007 Bombardier Business Aircraft Market Forecast calls for
9,950 deliveries over the next 10 years in segments in which
we operate, as compared to the 5,722 aircraft delivered in
the past 10 years. Given the aviation industry’s rapid growth,
Bombardier Aerospace’s chief challenge is to ensure on-time
aircraft delivery and solid customer support.

The indicators are similarly positive in every market

where Bombardier Transportation operates, as awareness

R

LAURENT BEAUDOIN, FCA
Chairman of the Board and
Chief Executive Officer

Bombardier Inc.

Bombardier Inc.

‘ PIERRE BEAUDOIN

PIERRE BEAUDOIN
President and Chief Operating Officer
Bombardier Aerospace

Executive Vice President

B ANDRE NA!VARRI

grows of the environmental and economic benefits of public
transportation. Europe, the world’s biggest rail market, is
experiencing renewed growth in ridership, high-speed train
travel, cross-border freight activity, and public and private
investment. North America is undergoing record ridership
and major cities are gearing up to replace aging fleets.
The emerging markets of China, Russia and India are also
building infrastructure to serve their increasingly affluent
and urban populations — with China’s investments being
particularly robust. Given its performance improvement
program’s solid progress, Bombardier Transportation is well
positioned to capitalize on these opportunities and support
its leadership.

We are confident that Bombardier has the fundamentals
in place to sustain its improved margins and ensure its

profitable growth.

,.
ANDRE NAVARRI
President
Bombardier Transportation

Executive Vice President

Bombardier Inc.
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AEROSPACE

It was a good year for Bombardier Aerospace. In concert with continued strong demand,

orders for our business jets and regional aircraft continued to climb, bringing our backlog

to an impressive volume. And, in order to sustain future growth, we launched new aircraft,

renewed our commitment to outstanding customer service, increased production rates and

extended our business presence in key world markets.

Regional aircraft
As the past year’s healthy demand for Bombardier regional

aircraft demonstrates, the airline industry continues to rally.
This led to two production rate increases for CR/700 and
CRJ900 aircraft, from one aircraft every five days to the current
rate of one aircraft every three days. During a year in which we
celebrated the 15th anniversary of the first CR/ aircraft delivery,
we launched the 100-seat CR/1000 regional jet, representing the
next major step in the evolution of the CR/ Series. And to align
with the industry’s evolving requirements, we also launched the
CRJ NextGen aircraft family, further enhancing the passenger
experience with more comfortable cabins and supporting
operators with significant operating cost improvements. As for
our turboprop business, we delivered the 800th Dash 8/Q-Series
turboprop in June. In use by 20 operators worldwide, our
flagship Q400 leads all regional turboprops in speed, range,
passenger comfort and operating economics, even more so with
the new Q400 NextGen aircraft, launched in March 2008.

Business aircraft

The first Learjet 60 XR business jet entered into service in

July, followed in October by the launch of the all-new Learjer 85
aircraft. Redefining the midsize category, this all-composite

aircraft will set the standard for all competing business jets.

The new Challenger 605 business jet, offering the widest

stand-up cabin in its category, also entered into service during
the past year. In September, we unveiled the Global Vision flight
deck for the Bombardier Global 5000 and Global Express XRS
business jets, providing their pilots with exceptional situational

awareness and comfort.

Raising our sights

The signing of a memorandum of understanding (MOU)

with China Aviation Industry Corporation (AVICI) for long-
term strategic cooperation in the five-abreast 90- to 149-seat
commercial aircraft market is expected to result in increased
competitiveness for both Bombardier’s CSeries and AVIC I's
ARJ21-900 aircraft programs, while also supporting our position
in China. AVIC I's business units already supply components

for several Bombardier aircraft. Furthermore, AVIC I plans to
invest $400 million in R&D, facilities and equipment for the
Bombardier CSeries aircraft, should the program get the green
light. Bombardier’s CSeries team continues to optimize the
aircraft configuration to meet customers’ requirements for a more
economical, flexible and passenger-oriented airliner. Following
the Authority to Offer (ATO), a launch decision on the CSeries
is expected during calendar year 2008.



FISCAL 2008 HIGHLIGHTS

* 698 net orders and 361 deliveries,
compared to 363 and 326
respectively for fiscal 2007

family of regional aircraft

» Backlog of $22.7 billion

e Launch of clean-sheet Learjet 85 business

* Revenue growth of 17% to reach $9.7 billion

jet, with very strong market acceptance

* EBIT of $563 million for a margin of 5.8%

* Resurgence of amphibious aircraft business

* Launch of 100-seat CRJT000
and CRJ NextGen aircraft family,
extending the world’s most successful

$22.7
billion

At Bombardier Aerospace, the plan to improve EBIT is anchored by three priorities. To work towards these
priorities, we have put in place numerous initiatives, the most significant of which are: the Achieving

Excellence program; talent management; health and safety; the Amazing Customer Experience program,;
lean manufacturing/waste elimination; and supplier development and sourcing initiatives.

PRIORITIES

Provide an
amazing
customer
experience

Reduce
operating costs
through lean
manufacturing/

waste elimination

Engage all
employees and
provide a safe
and rewarding
workplace

LEADING INITIATIVES

* Continue to focus on product improvements to enhance
product reliability

» Continue to expand network of regional support offices
for regional aircraft customers

* Ongoing improvement of business jet interior completion
cycle time

« Continue parts availability and regional depot inventory
optimization plan

* Further deploy and integrate lean manufacturing
principles at pilot facilities in Belfast, Saint-Laurent
and Mirabel

* Deploy joint multidisciplinary teams with suppliers

Establish on-site intervention teams to help suppliers

recover from supply difficulties when needed

* Achieve Bronze level certification for 100% of work cells,
and Silver level qualification for 90%

* Hold ongoing talent management discussions as part of
Aerospace’s succession planning and governance process

* Reduce accident frequency ratio to 1.1 per 200,000 hours
worked and severity ratio to 32 days lost time per
200,000 hours worked

FISCAL 2008 ACHIEVEMENTS

Integrated customer response centres in Montréal and
Wichita for business aircraft customers with Aircraft on
the Ground (AOG)

Inaugurated new spare parts depots in Brazil and Japan
Reduced cycle time and improved on-time delivery on
most aircraft programs

Improved overall parts availability and

delivery performance

Created a multi-site supplier development team for
commodities presenting high operational risk
Continued to invest in new technologies to increase
productivity and quality, and reduce costs

Signed long-term agreements with suppliers to limit
Bombardier Aerospace’s exposure to price fluctuations
and to ensure supply availability

Increased Bronze level certification from 62% to 94% of
all employees in Achieving Excellence program
Improved initiatives to streamline the Annual Leadership
Review process and increased focus on talent discussion
Reduced accident frequency ratio to 1.23 per

200,000 hours worked, from 1.53 last year (was 5.28

in 2000; best in class is 0.3)



TRANSPORTATION

More than ever before, the climate is right for trains. As the world embraces the principles
of sustainable development and mobility, rail transit —the most sustainable mode of public
transport —is attracting unprecedented public and private investment across geographic
markets and product lines. During the year, Bombardier Transportation continued to make gains

in this positive environment with innovative rail solutions that help transit operators attract

riders and deliver superior, cost-effective service.

Momentum in Europe and North America continue providing maintenance services for its fleet. In Montréal,
We continued to maintain our leadership in established rail a deal for Bombardier multilevel commuter coaches, specially
markets by moving beyond the supply of basic equipment, to designed to operate within tight infrastructure constraints common
deliver specialized solutions that anticipate the customer’s specific ~  to older lines, will help Agence métropolitaine de transport expand
needs. In Germany, for example, an agreement for our next capacity on its network.

generation TALENT 2 commuter trains will provide national rail
operator Deutsche Bahn with one of the industry’s most flexible Emerging markets fuel the future
vehicle platforms ever. TALENT 2 features unrivalled adaptability, =~ We are complementing our progress in legacy markets by building

enabling the customer to reconfigure and redeploy vehicles in and leveraging our presence in emerging ones. For the Russian
parallel with the national network’s evolving needs. market, we established new joint ventures in engineering and
In France, Bombardier rolled out the world’s first bi-modal, production of propulsion technology with rail equipment supplier
bi-electric train. AGC “bi-bi” technology makes seamless rail Transmashholding, augmenting a long-standing signalling joint
transport across France’s diverse rail infrastructure a reality — venture with another Russian partner. In China and India, our
an important objective for French national rail operator SNCE. long-term focus on market development is beginning to yield
In addition to its order for hybrid AGC trains, SNCF made results. Along with our Chinese local joint venture partners,
multiple firm orders for our standard AGC trains, underscoring we won prominent contracts across a number of product lines,
the added value this product now brings to France. including a landmark deal for high-speed trains that represents
In North America, the quality of fleet maintenance services the single largest order for rail passenger cars in Chinese history.
we have provided to Toronto’s GO Transit for the past decade In India, breakthrough orders for MOVIA metro cars and a
enabled us to win a new fleet operations contract. GO Transit, CITYFLO 350 signalling system indicate that our market
one of the continent’s largest public transit systems, also signalled development strategies are indeed taking root.

its confidence in Bombardier by awarding a separate contract to



FISCAL 2008 HIGHLIGHTS

* New orders of $11.3 billion, for a
solid book-to-bill ratio of 1.5

» Backlog of $30.9 billion

$339 million for a margin of 4.4%

* Strong orders across traditional

and emerging markets, and

across all product lines

¢ Revenue growth of 18%
to reach $7.8 billion

¢ EBIT before special items of

$11.3
billion

$30.9
billion

At Bombardier Transportation, the strategic goals are to maintain our global market leadership while
generating sustainable and profitable growth. To attain these goals, we focus on the following four priorities:

PRIORITIES LEADING INITIATIVES FISCAL 2008 ACHIEVEMENTS

Flawless
execution

Profitable
growth

Value-based
solutions

Increased focus

Ramp up of project management, engineering and
production resources necessary to execute record
order backlog of more than $30 billion on time, on
budget and with high quality

Continue to expand project margins and enhance
overall quality of order backlog, focussing on
engineering, procurement, manufacturing and
project management

Continue to penetrate emerging markets with focus on
Russia, India and China

Improve order backlog profitability through more
efficient and selective bid capture activities

Achieve a sustainable book-to-bill ratio above 1.0

Develop and intensify proactive customer relationships
to anticipate evolving customer needs

Develop and package value-added solutions to

market innovations

Develop sophistication of bid targeting processes to
better prioritize contract opportunities

Execute continuous reviews of projects in production
to maximize value creation and reduce risk

Improved on-time and on-quality delivery, e.g.:

first 300 AGC cars delivered with reliability beyond
initial expectations; Beijing APM completed only

18 months after contract signing, on time for the

2008 Olympics

Deployed 2,400 new staff across business critical
functions—operations, engineering, quality and project
management —to build capacity for delivery of record
order backlog

Achieved strong order intake of $11.3 billion across all
geographies, with a book-to-bill ratio of 1.5

Reached key milestones in new market development:
Russia— two joint ventures in propulsion equipment;
India—metro cars and signalling system contracts;
China—first contract for high-speed trains using
ZEFIRO technology

Achieved revenue growth of 18%

Successfully introduced innovative solutions: TALENT 2
regional and commuter trains can be reconfigured to
changing operational requirements; AGC “bi-bi,” the
world’s first hybrid train

Won several awards, highlighting the unique value
proposition of the Transportation fleet

Continued to develop ORBITA, a breakthrough
real-time monitoring system for predictive and
corrective maintenance

Improved success rate on bids, thanks to more focused
tender selection

Refocused U.K. Services business on fleet
management and support, by exiting low-end vehicle
refurbishment activities
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LAURENT BEAUDOIN, C.C., FCA
& | Chairman of the Board and
. Chief Executive Officer of Bombardier Inc.
v Westmount, Canada
Director since 1975 ¢ Not independent
ns...h
Mr. Laurent Beaudoin began his career with Bombardier in 1963.
Over the years, he has received many honours, including Canada’s
Outstanding CEO of the Year and Canada’s International Executive
of the Year. He is a member of the International Business Council of
the World Economic Forum. He is also the Chairman of Bombardier
Recreational Products Inc.

PIERRE BEAUDOIN

President and Chief Operating Officer of
Bombardier Aerospace

Executive Vice President of Bombardier Inc.
Westmount, Canada

Director since 2004 « Not independent

Mr. Pierre Beaudoin joined Bombardier in 1985, rising through
management positions of increasing responsibilities before
becoming President and COO of Bombardier Recreational
Products and, subsequently, President of Bombardier Aerospace,
Business Aircraft. He is a member of the Boards of Directors

of Power Corporation of Canada and Bombardier Recreational
Products Inc.

ANDRE BERARD
Corporate Director
Montréal, Canada
Director since 2004
Lead Director since 2007
Independent

Mr. André Bérard was Chairman of the Board of National Bank of
Canada from 2002 to 2004. He previously served as the Bank’s
President and COO (1986 to 1989), President and CEO (1989),
and Chairman of the Board and CEO (1990 to 2002). He also
serves on other boards.
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J.R. ANDRE BOMBARDIER

Vice Chairman of the Board of Bombardier Inc.
Montréal, Canada

Director since 1975 « Not independent

Mr. J.R. André Bombardier joined Bombardier in 1969 as Vice
President, Industrial Division. He held several positions before
assuming the Vice Chairmanship of Bombardier Inc. in 1978. He is
a member of the Board of Directors of Bombardier Recreational
Products Inc.

JANINE BOMBARDIER

President and Governor

J. Armand Bombardier Foundation
Westmount, Canada

Director since 1984 « Not independent

Mrs. Janine Bombardier is a Governor of the J. Armand Bombardier
Foundation since March 27,1965, and its President since
August 21,1978.

&

L. DENIS DESAUTELS, O.C., FCA
Corporate Director

Ottawa, Canada

Director since 2003 ¢ Independent

Auditor General of Canada from 1991 to 2001, Mr. L. Denis Desautels
was previously a senior partner in the Montréal office of Ernst & Young,
where he worked for 27 years. He is Vice Chairman of the
Accounting Standards Oversight Council of the Canadian Institute
of Chartered Accountants. He also serves on other boards.
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JEAN-LOUIS FONTAINE

Vice Chairman of the Board of Bombardier Inc.
Westmount, Canada

Director since 1975 « Not independent

Mr. Jean-Louis Fontaine joined Bombardier in 1964 as Vice President,
Production, of the Ski-Doo division. He subsequently held various
senior management positions before becoming Vice Chairman of
Bombardier Inc. in 1988. He also serves on other boards.

JANE F. GARVEY

Executive Vice President and Chairman,
Transportation Practice

APCO Worldwide, Inc.

Washington, D.C., United States
Director since 2007 * Independent

Ms. Jane F. Garvey has been Executive Vice President and Chairman
of the Transportation Practice of APCO Worldwide, Inc. since 2003.
She was the first ever five-year term administrator of the US Federal
Aviation Administration (FAA) between 1997 and 2002. She also
serves on other boards.

DANIEL JOHNSON

Counsel

McCarthy Tétrault LLP

Montréal, Canada

Director since 1999 ¢ Independent

A former Prime Minister of the Province of Québec, Mr. Daniel
Johnson was a member of the National Assembly of Québec for
more than 17 years and held numerous positions in the provincial
government. He also serves on the boards of other companies.

3 JEAN C. MONTY
= Corporate Director
\ Montréal, Canada

Director since 1998 * Independent

Former Chairman of the Board and Chief Executive Officer of Bell
Canada Enterprises (BCE Inc.), Mr. Jean C. Monty retired following
a 28-year career at BCE Inc., Bell Canada and Nortel Networks.

In recognition of his achievements, he was named Canada’s

Qutstanding CEO of the Year in 1997. He also serves on other boards.

ANDRE NAVARRI

President of Bombardier Transportation
Executive Vice President of Bombardier Inc.
Paris, France

Director since 2004 « Not independent

Mr. Navarri was President of Operations, Alcatel, a supplier of
telecom equipment; Chairman and CEO at Valeo, an automotive
parts maker; and President of the Transport Sector of Alstom. Since
2004, he has been the Chairman of the Association of the European
Railways Industries (UNIFE).

CARLOS E. REPRESAS
Chairman of the Board

Nestlé Group México

Mexico City, Mexico

Director since 2004 « Independent

Mr. Carlos E. Represas has been Chairman of Nestlé Group México
since 1983. In 2004, he retired from his executive responsibilities
at Nestlé, where he had worked for 36 years in seven different
countries. He serves on other boards and is a member of the Latin
American Business Council (CEAL).

JEAN-PIERRE ROSSO

Chairman of World Economic Forum USA Inc.
New York City, United States

Director since 2006 ¢ Independent

Retired Chairman and former CEO of CNH Global N.V., Mr. Rosso also
served as Chairman and CEO of Case Corporation. Prior to that, he

was President of Honeywell's Home & Building Control Business, and
President of its European operations. He also serves on other boards.

FEDERICO SADA G.

President and Chief Executive Officer
Vitro, S.A. de C.V.

Garza, Mexico

Director since 2003 ¢ Independent

o

Mr. Federico Sada G. joined Vitro, S.A. de C.V.in 1974, and
was appointed President and CEO in 1994. He serves on other
boards and sits on the International Business Council of the
World Economic Forum, and the World Business Council for
Sustainable Development.

HEINRICH WEISS

Chairman and Chief Executive Officer
Y SMS GmbH

Dusseldorf, Germany

, . Director since 2005 ¢ Independent

Dr. Weiss is Chairman of the Foreign Trade Advisory Council to the
German Secretary of Economics and Labour; is a Board member of
the Asia Pacific Committee of German Business; and sits on the Board
of the East-West Trade Committee. He also serves on other boards.

You will find detailed biographies of our Directors on
our website at www.bombardier.com and in the 2008
Management Proxy Circular.

BOMBARDIER INC. 2007-08 Annual Report
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J.

Well-being and community development have been the
cornerstones of the work of the J. Armand Bombardier
Foundation since 1965. Through the many organizations

it supports, the Foundation lights the spark needed to realize
projects that bring hope, mutual aid and change.

Highlights

During the 2008 fiscal year, the J. Armand Bombardier
Foundation donated more than $6.3 million Cdn, a 16%
increase over the preceding year, and 33% more than in

fiscal 2006. The Foundation also added 21 new organizations

to its list of recipients, whose number now totals 152. The
Foundation continues its involvement in Canadian communities
by supporting causes principally in the fields of education,

community support, health, as well as arts and culture.

Education
The driving force of

every society

$1.9 million can

Contributions of $1.9 million Cdn to seven Canadian
universities and several institutions, including:

e Association francophone pour le savoir

* Fonds de développement du Collége Edouard-Montpetit
* Fonds de développement du College Jean-de-Brébeuf

e University of British Columbia

* McGill University

16 BOMBARDIER INC. 2007-08 Annual Report

Commitment to contribute $2.4 million Cdn to

11 Canadian institutions over the next four years, including:
* Fondation du Cégep de La Pocatitre

¢ Ecole Polytechnique de Montréal

* HEC Montréal

* University of Montréal

* University of Sherbrooke

Community support

A hug and a helping hand

P $1.8 million can
Contributions of $1.8 million Cdn to 109 organizations,
including:

* Dr. Clown-Improvement in the quality of life of hospitalized
patients through therapeutic clown programs that combine
bonding, games and the imagination

* Au Diapason palliative team— Creation of a palliative care
residence that aims to provide a comforting and supportive
environment for people who are at the end of their life, and
for their families

* Butters Foundation—Creation of the J. Armand Bombardier
Farm, a home for people living with an intellectual disability
or a pervasive developmental disorder

* Montreal YWCA Foundation—Literacy program ABC en

Jamille aimed at preventing illiteracy



Bombardier has supported the J. Armand Bombardier Foundation since its inception and this year

donated $5 million Cdn. Philanthropy is not the only aspect of the vision Bombardier has of what makes

a good corporate citizen. Labour standards, the environment and anti-corruption are other examples

of spheres which Bombardier considers important, as demonstrated by our signing the United Nations

Global Compact in spring 2007.

That same year, we also made a formal commitment to develop a strategic approach to advance

Bombardier's economic viability, environmental stewardship and social responsibility. Our commitment

rests on three pillars: excellence, people and environment.

We intend to publish a first report giving a detailed portrait of Bombardier’'s commitment to corporate

responsibility by the end of 2008.

Violence affecting families is a problem that has considerable
repercussions on communities. During the past year, the

J. Armand Bombardier Foundation paid particular attention
to organizations working with women and children who are

victims of violence:

* Maison I’Escargot

e La Traversée

e [’Autre escale

* Tréve pour elles

* Horizon pour elle

* La Maison Marguerite de Montréal

¢ Le Parados

¢ Maison Secours aux femmes de Montréal

e West Island Women’s Shelter

* Répit Providence

Commitments totalling $646,000 Cdn over the next

three years. Among them:

* Fondation du maire de Montréal pour la jeunesse—Grants
promoting entrepreneurship amongst young Montrealers

* Old Brewery Mission—Programs aimed at reducing the

number of itinerants and helping the homeless

Centraide—United Way

For several years, the Foundation, in concert with the
Bombardier family, has been supporting the efforts of
Bombardier employees who collect funds for the annual
Centraide—United Way campaigns. This year, more
than $1.5 million Cdn was remitted to the following
regions: Greater Montréal, Estrie, Laurentides, Portage-
Taché, Greater Toronto and Kingston-Frontenac-Lennox.

The funds will help some 850 Canadian organizations.

Arts and culture
A collective wealth

$1.5 million can

Contributions of $1.5 million Cdn to 17 organizations,

including:

 Corporation de I'Observatoire du Témiscouata
o Saint Joseph’s Oratory Foundation

¢ Montreal Museum of Fine Arts Foundation

¢ Fondation du Théitre du Nouveau Monde

e Fondation du Théatre du Rideau Vert

Health
A commitment for life

$1.1 million can

Contributions of $1.1 million Cdn to 17 organizations and
health care institutions, including eight hospitals. Among them:
* Fondation Armand-Frappier

* Fondation du Centre hospitalier universitaire de Québec

¢ Fondation Hétel-Dieu de Saint-Jérome

* Sherbrooke Geriatric University Institute— CSSS

Commitment to contribute nearly $1.5 million Cdn

to health care over the next four years will include:

e Sherbrooke University Hospital Centre

* Douglas Mental Health University Institute Foundation
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Behind every new product and at every strategic turn, ingenuity drives Bombardier forward.
Powering a steady stream of innovations. Producing more advanced customer solutions.

And boldly transforming every challenge into an extraordinary opportunity. This is our history.
This, too, is our future.

1963

In the year Laurent
Beaudoin joins the

company as Comptroller,

Bombardier sells
8,210 of its signature
snowmobiles. He'’s
appointed General
Manager following
the founder Joseph-
Armand Bombardier’s
death in 1964, and
President in 1966.

4

A young and dynamic
management team,
averaging just 30 years
of age, is determined
to take North America
by storm. Battling more
than 100 competitors,
the team’s ambitious
R&D program and
aggressive promotion
drive sales from
23,000 units in 1965-66
to 210,000 units by
1971-72.
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When the 1973 oil crisis
forces Bombardier

to halve production,
management responds
strategically, bidding

on and winning in

May 1974 an order for
423 subway cars for

the Montréal system’s
expansion. The company
reorganizes and retools,
delivering the first cars
in July 1976 — in time for
the Montréal Olympics.

Bombardier comes

of age as a transit
equipment manufacturer
with its landmark bid
to New York City’s
Metropolitan Transit
Authority. Described

at the time as “the
mass transit equipment
deal of the century,”
the 825-car, $1-billion
order was the biggest
export contract ever
awarded to a Canadian
manufacturer.

Bombardier diversifies
again, this time entering
the aerospace industry.
It acquires Canadair, a
leading Canadian aircraft
manufacturer with a
product portfolio that
includes the Challenger
widebody business

jet and the CL-275
amphibious aircraft.



A PASSIONATE BUILDER

Early training as an accountant has served Laurent Beaudoin exceedingly well. For the passion

he applied to building Bombardier was always tempered with prudence. The numbers added

up, the risks were well calibrated. But ultimately it was his vision that drove everything—and

everyone — forward.

Now, as Laurent Beaudoin retires as CEO after 45 years at Bombardier, it is worth recalling

that his greatest passion has always been for products that work well, for the marvels of

engineering and craftsmanship that are Bombardier’s celebrated planes and trains.

A man of few words, Laurent Beaudoin prefers to express himself through the bold action

of an entrepreneur. He has faith in young people—he was, after all, just 24 when he joined

Bombardier. He believes that customers deserve the best. And he has an infectious and abiding

confidence in Bombardier's employees and its products. An ardent builder, Laurent Beaudoin

ranks among the visionary pioneers of Canadian business.

Throughout the 1980s,
the company acquires
rail assets in Europe,
the world’s largest rail
market, as well as in
North America. As a
result of these and other
strategic acquisitions,
Bombardier developed
two distinctive
businesses—in

rail transportation

and aerospace,
complementing

its recreational
products business.

The launch of the
50-seat Canadair
Regional Jet (CRJ)
program revolutionizes
regional air travel.

In subsequent years,
Bombardier launches
70-, 86- and 100-seat
versions to build

the world’s most
successful regional
aircraft program.
Bombardier makes
strategic acquisitions
in aerospace, starting
with aviation pioneer
Short Brothers in

Northern Ireland (1989),
which celebrates its

100th anniversary in
2008. It adds legendary
American business jet
maker Learjet to its
portfolio (1990), and
follows with the Dash 8
regional turboprop
(now the Q-Series)
Canadian manufacturer
de Havilland (1992).
The strategy pays

off, as Bombardier
soon vaults into third
place among civil
aircraft manufacturers.

2001

With the acquisition of

German rolling stock
manufacturer Adtranz,
Bombardier becomes
the world’s rail industry
leader, growing its
worldwide presence and
completing its product
portfolio. Bombardier
is now able to compete
in every industry
category, offering
customers a full range
of integrated solutions.

LAURENT BEAUDOIN, C.C., FCA

Chairman of the Board
and Chief Executive Officer

Bombardier Inc.

today...

With two equal-size
businesses in aerospace
and rail transportation,
Bombardier continues
to attract customers
with its cutting-edge
ideas and technologies.
To date, Bombardier
has delivered more than
2,200 world-leading
regional aircraft,

3,400 business jets, and
100,000 rail vehicles—all
backed by extensive
customer service. As for
tomorrow... stay tuned!
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MANAGEMENT’S DISCUSSION
AND ANALYSIS

Management’s Discussion and Analysis

All amounts in this report are expressed in U.S. dollars and all amounts in the tables of this report are in millions of U.S. dollars,

unless otherwise indicated.
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Forward-looking statements

This Management’s Discussion and Analysis (“MD&A”) includes
forward-looking statements. 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 “Corporation”) 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 and the Corporation’s
transportation segment 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, risks associated with the Corporation’s business
environment (such as the financial condition of the airline
industry), operational risks (such as risks associated with

doing business with partners, risks involved in developing

new products and services, product performance warranty,
casualty claim losses, risks from regulatory and legal
proceedings, environmental risks, risks relating to the
Corporation’s dependence on certain customers and suppliers,
human resource risks and risks resulting from fixed-term
commitments), 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 foreign currency fluctuations, changing interest
rate and commodity pricing risk). For more details, see the
Risks and Uncertainties section. 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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OVERVIEW

The following discussion and analysis is the responsibility

of Management and has been reviewed and approved by

the Board of Directors. This MD&A has been prepared in
accordance with the requirements of securities regulators.
The Board of Directors is responsible for ensuring that
Management fulfills its responsibilities for financial reporting
and is ultimately responsible for reviewing and approving the
MD&A. The Board of Directors carries out this responsibility
principally through its Audit Committee. The Audit Committee
is appointed by the Board of Directors and is comprised
entirely of independent and financially literate directors. The
Audit Committee reports its findings to the Board of Directors
for its consideration when it approves the MD&A for issuance
to shareholders.

Profitability .
consolidated performance.

The data presented in this MD&A is structured by
manufacturing segment: Aerospace (“BA”) and Transportation
(“BT”), which is consistent with internal reports presented and
reviewed by Management. Some financial measures referred
to in this MD&A are not in accordance with Canadian generally
accepted accounting principles (“GAAP”) financial measures. See
the Non-GAAP financial measures section hereafter for details on
the reconciliation to the most comparable GAAP measures.

The table below summarizes the most relevant key
performance measures and related metrics. Management
views special items as potentially distorting the analysis of
trends, and as such they are excluded from the profitability
metrics. Management’s incentive compensation is linked to the
achievement of targeted results, based on earnings (loss) before
financing income, financing expense and income taxes ("EBIT”)
and either free cash flow or average net segmented assets.

Earnings per share ("EPS”) from continuing operations before special items, as a measure of

* EBIT before special items, as a measure of segment performance.

Liquidity .

Free cash flow, as a measure of liquidity generation.

« Cash and cash equivalents, in relation to historical volatility and seasonal needs, the maturity profile

of indebtedness, access to capital markets and the level of customer advances and progress billings

in excess of related costs, as a measure of liquidity adequacy.

Growth .

Order backlog, as a measure of future revenue growth.

*  Book-to-bill ratio®™, as an indicator of future revenue growth.

+ Market share®™ and scale, as measures of competitive positioning.

Capital structure .

Adjusted EBIT to adjusted net interest ratio®, as a measure of interest coverage.

* Adjusted debt to adjusted EBIT before depreciation and amortization (“EBITDA”) ratio®,

as a measure of financial leverage.

* Adjusted debt to adjusted total capitalization ratio®, as a measure of capitalization.

«  Weighted-average long-term debt maturity, as a measure of the term structure.

Capital employed .

Average net segmented assets”, as a measure of capital efficiency.

M Refer to BA’s and BT’s Strategies and capability to deliver results sections for definitions of these metrics.
@) Refer to Strategy priority: Improve capital structure discussion hereafter for definitions of these metrics.

Materiality for disclosures

Management determines if information is material based on
whether it believes a reasonable investor’s decision to buy, sell
or hold securities in the Corporation would likely be influenced
or changed if the information were omitted or misstated.
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EBIT before Basic EPS Free cash flow Order backlog
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FISCAL YEAR 2008

Fourth quarter

«  Revenues of $5.3 billion, an improvement of 19% compared to the same period last fiscal year.
$1 7 5 e EBIT of $305 million, or 5.8% of revenues, compared to $244 million, or 5.5%, for the same
L period last fiscal year.
billion e Netincome of $218 million ($0.12 per share), compared to $112 million ($0.06 per share) for the
same period last fiscal year.
e Free cash flow of $924 million after payment of discretionary pension fund contributions

totalling $260 million, compared to $1.1 billion for the same period last fiscal year.
*  Repayment of $1.0 billion of long-term debt in January 2008.

Fiscal year

*  Revenues of $17.5 billion, an improvement of 18% compared to last fiscal year.

» EBIT from continuing operations before special items of $902 million, or 5.2% of revenues,
compared to $577 million, or 3.9%, last fiscal year. EBIT from continuing operations of
$740 million, or 4.2% of revenues, compared to $553 million, or 3.7%, last fiscal period.

« EPS from continuing operations before special items of $0.26, compared to $0.14 last fiscal
year, and diluted EPS of $0.16, compared to $0.14 last fiscal year.

*  Free cash flow of $2.0 billion, an improvement of $1.4 billion compared to last fiscal year.

» Strong cash position of $3.6 billion as at January 31, 2008, after long-term debt repayments of

$1.1 billion and payment of discretionary pension fund contributions totalling $384 million.
$ 2 || O

On April 1,2008, an agreement was reached in connection with the Metronet long-term
billion

contracts, which resulted in a reduction of $2.6 billion of the order backlog. The carrying value

of the investment in Metronet was already written off in the second quarter of fiscal year 2008,
resulting in a special item of $162 million.

»  Order backlog at a record level of $53.6 billion as at January 31, 2008, an increase of

$12.9 billion compared to January 31, 2007 despite the Metronet adjustment.
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PROFILE

Bombardier Inc. is a world-leading manufacturer of innovative transportation solutions operating under two manufacturing
segments: BA and BT. The Corporation had a global workforce of approximately 60,000 employees as at January 31, 2008.

BA

BT

BA is a world leader in the design and manufacture of
innovative aviation products and is a provider of related
services. BA’s aircraft portfolio includes a comprehensive
line of business aircraft, commercial aircraft including
regional jets, turboprops and single-aisle mainline jets
(the latter being subject to the launch of the CSeries
aircraft program) and amphibious aircraft. BA also offers
aftermarket services as well as fractional ownership and
flight entitlement programs.

STRATEGIES AND CAPABILITY
TO DELIVER RESULTS

Core values

The Corporation is seeking to be the world-leading
manufacturer in its markets. The Corporation is committed

to create value for its shareholders by providing superior
value and service to its customers through investment in

its people and products. The Corporation leads through
innovation and outstanding product safety, efficiency and
performance, and has high standards. All of the Corporation’s
policies stem from its core values. These common values must
therefore inspire all its actions and decisions and provide a
benchmark for everyone. The Corporation’s core values are
integrity, commitment to excellence, customer orientation and
shareholder focus.

BT is the global leader in the rail equipment and
system manufacturing and a provider of related
services, offering a full range of passenger railcars,
locomotives, light rail vehicles and automated people
movers. It also provides bogies, electric propulsion,
control equipment and maintenance services, as

well as complete rail transportation systems and

rail control solutions.

STRATEGIES

Guided by its core values, the Corporation’s main objective is

to create value for its shareholders through the development
and the manufacture of innovative and profitable transportation
solutions that meet customer demand. Both BA and BT are
delivering on this objective, as demonstrated by the increasing
EBIT before special items and free cash flow, while building for
the future with record levels of order backlog and the launch of
several new promising products. The Corporation has also made
significant progress in improving its capital structure.

The Corporation believes that it is well positioned to improve
its credit profile in the near term from its current speculative
grade status to an investment grade status. This would also
contribute to create shareholder value, since it would improve
the Corporation’s cost of funds, provide terms and conditions
with greater flexibility and increase credit availability. With
an investment grade rating, the Corporation would therefore
be in a better position to take advantage of new strategic
opportunities, thus further creating value over the long term.

To realize its main objective of creating shareholder value, the Corporation focuses on the following strategic priorities:

Improve long-term profitability

Maintain strong liquidity

Improve capital structure

Increase the level and consistency
of profitability.

Ensure sufficient capacity to meet
working capital requirements, capital
expenditures and other short-term

Optimize the capital structure to
reduce costs and improve ability to
seize strategic opportunities.

capital structure requirements.
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STRATEGIC PRIORITY:
Improve long-term profitability
The level and consistency of profitability are key considerations
for both investors and creditors of any business. Since fiscal
year 2005, the improvement in EPS from continuing operations
before special items has been significant, mainly driven by
increased profitability across both manufacturing segments.
Each segment sets its own EBIT target based on its
respective risk profile. BA requires more investment in
segmented assets, as aircraft program development requires
significant initial investment. While BT’s products are also
advanced technologically, they do not require the same level of
initial investment in segmented assets. In addition, its research
and development activities generally have a lower risk profile
than those of BA. The EBIT target for each group reflects this
economic reality.

MANAGEMENT’S DISCUSSION
AND ANALYSIS: OVERVIEW

EBIT margin before special items

(for fiscal years)

et

BA 5.8%

0.4%
2005 2006 2007 2008
Improve long-term profitability
Goal Increase the level and consistency of profitability:

* BA to achieve EBIT margin of 8% by fiscal year 2009;
* BT to achieve EBIT margin of 6% by fiscal year 2010; and
* Maintain and improve these EBIT margins over the long term.

Leading initiatives + Continue to implement profitability improvement initiatives, such as BA’s Achieving Excellence

program and lean manufacturing/waste elimination, as well as BT's TOPSIX transversal program.
Refer to BA's and BT'’s Strategies and capability to deliver results sections for more details on

these initiatives.

* Closely monitor the evolution of foreign exchange rates and continue to implement risk-mitigation

strategies to minimize the impact of unfavourable fluctuations.

Fiscal year 2008 * Improved BA’s EBIT margin to 5.8%, from 3.9% last fiscal year.
highlights * Improved BT’s EBIT margin before special items to 4.4%, from 3.9% last fiscal year.
» Increased EPS from continuing operations before special items to $0.26, from $0.14 last fiscal year.
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The improvements in profitability have been realized
despite the negative impact of foreign exchange on BA’s
results, mainly due to the weakening of the U.S. dollar
versus the Canadian dollar over the last four fiscal years,
notably in fiscal year 2008. In order to mitigate this risk,

BA uses forward foreign exchange contracts to partially

cover foreign currency exposures arising from expected

costs denominated in Canadian dollar and pound sterling.
Foreign currency exposures are managed in accordance with
the Corporation’s foreign exchange policy and procedures
(refer to Risk management section hereafter). The Corporation
is maintaining its EBIT targets, despite the expected

negative future impact arising from the recent increase

in the Canadian dollar and the continuous roll out of the
hedging program.

The Corporation will maintain its focus on the improvement
of long-term profitability and believes it is in a good position to
meet those targets within the expected timeline.

STRATEGIC PRIORITY:

Maintain strong liquidity

The Corporation’s liquidity is comprised solely of cash

and cash equivalents as the current bank credit facility

is available exclusively for the issuance of letters of credit.
The Corporation is also required to maintain an invested
collateral of €869 million ($1.3 billion) under this facility. The
Corporation’s cash and cash equivalents have improved since
January 31, 2005, to reach $3.6 billion as at January 31, 2008,
on the strength of increased profitability, a higher level of
customer advances and the improved management of net
segmented assets.

Maintain strong liquidity

Using January 31, 2004 as a base
(0.7539 USD/CAD)

32%

16%

12%

7%

0%

2004 2005 2006 2007 2008

The level of liquidity can vary significantly from quarter to
quarter based on the number of aircraft deliveries and on the
level and timing of customer advances. The fourth quarter has
historically been the strongest in terms of revenues, profitability
and free cash flow. Liquidity adequacy is therefore continually
monitored, taking into consideration historical volatility and
seasonal needs, the maturity profile of indebtedness and access
to capital markets. The Corporation also ensures that the level of
liquidity is commensurate with the level of customer advances
and progress billings in excess of related costs.

Goals » Ensure sufficient capacity to meet working capital requirements, capital expenditures and other

short-term requirements.

* Generate free cash flow in line with net income.

Leading initiatives * Execute profitability improvement initiatives at BA and BT.
* Continue proactive approach to cash deployment to ensure a sufficient level of liquidity to fund
growth initiatives such as new product developments.

* Maximize investment returns within a minimal level of risk target.
* Pursue risk-sharing arrangements for projects requiring substantial funding.

Fiscal year 2008 « Strong cash position of $3.6 billion as at January 31, 2008, largely exceeding expected

highlights liquidity requirements.

* Generated strong free cash flow of $2.0 billion for fiscal year 2008, compared to $317 million in

net income.

Given its current cash position, and the strict management of net segmented assets, its investment policy, and the absence of

debt maturities in the near term, the Corporation considers that its exposure to liquidity risk is not significant and that the strategy

in place will continue to minimize this exposure.
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STRATEGIC PRIORITY:
Improve capital structure
In addition to the previously mentioned operational objectives

(?f @provmg Iong—terrh profltabllllty z?nd malﬁtélﬁlﬂg sFror?g Adjusted debt
liquidity, the Corporation’s focus is directed at improving its (as at January 31, 2008)
capital structure. The Corporation resumed its efforts in this (in millions of dollars)
respect in fiscal year 2008 and is expecting to continue to do
so over the coming periods. . Operating lease obligations
The capital structure ensures the ability to support Pension deficit
liquidity needs as well as longer-term strategic investments. I Long-term debt
The Corporation monitors its capital structure using global g
- 0
leverage metrics, which are based on a broad economic view © 287 3 S
of the Corporation, taking into consideration the total pension . 1926 = 550 ~ 16 =
deficit, including the off-balance sheet portion, and the net 2,251 1,774 %
present value of operating lease obligations in the definition 5716 [ | . ?;g
of indebtedness. 4,747 5,080 ’
Some financial contractual agreements require standard 4,393
leverage metrics based on published and audited Consolidated
Financial Statements, sometimes analyzed on a net basis
(net of cash and cash equivalents) where relevant to a
specific contractual context. The Corporation regularly
) ) 2005 2006 2007 2008
monitors these ratios to ensure that all contractual covenants
are met. However, the focus of the Corporation is more
on the global leverage metrics, as they represent the key
metrics Management uses to analyze its capital structure.
The following global leverage metrics do not represent the
calculations required for bank covenants.
Global leverage metrics™
Target Actual Actual
2009-1 2008 2007
Adjusted EBIT $1,013 $ 760
Adjusted net interest $ 412 $ 401
Adjusted EBIT to adjusted net interest ratio (for fiscal years) 50 2.5 1.9
Adjusted debt $6,091 $ 7,370
Adjusted EBITDA $1,583 $ 1,335
Adjusted debt to adjusted EBITDA ratio (as at January 31) 2.5 3.8 55
Adjusted debt $6,091 $ 7,370
Adjusted total capitalization $9,209 $10,103
Adjusted debt to adjusted total capitalization ratio (as at January 31) 55% 66% 73%

M Refer to the Non-GAAP financial measures section hereafter for the reconciliation to the most comparable GAAP measures.
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In order to adjust its capital structure, the Corporation may issue or reduce long-term debt, make discretionary contributions to
pension funds, repurchase or issue share capital, or vary the amount of dividends paid to shareholders. The Corporation’s capital
structure has improved since fiscal year 2005, due to the continued focus on reducing the pension deficit and the recent repayments
of long-term debt, mainly driven by the improved profitability and strong cash generation.

Long-term debt

(as at January 31)

Debt maturity profile
(for fiscal years)
(in billions of dollars)

. Long-term debt (in billions of dollars)
. Weighted-average maturity (in years)
8.4
7.9
50 4.9
2005 2006 2007 2008

2009 2010 201 2012 2013 2014 2015 2016 2017 2018-35

Managing the pension deficit and ensuring security of
benefits are also part of the Corporation’s overall management
of the capital structure. The Corporation sponsors several
domestic- and foreign-funded and unfunded defined benefit
pension plans. Funded plans are plans for which segregated
plan assets are invested in trusts. Unfunded plans are plans for
which there are no segregated plan assets. For unfunded plans,
the establishment of segregated plan assets is generally not
permitted or not in line with local practice because of adverse
tax consequences. There will therefore always be a deficit for
accounting purposes for unfunded plans. The Corporation also
manages several defined contribution plans, which specify
how contributions are determined rather than the amount of
benefits an employee is to receive upon retirement.

A higher-than-expected pension deficit was reached as at
December 31, 2005 (the Corporation uses a measurement date of
December 31for accounting purposes), following the low market
returns in calendar years 2000-02 and the significant reduction

28 BOMBARDIER INC. 2007-08 Annual Report

in interest rates experienced between calendar years 2000 and
2005. To address this higher deficit, and to further enhance the
security of benefits, the Corporation has injected $2.0 billion
into its pension plans in calendar years 2004-07. As a result, the
pension deficit has decreased by more than $900 million since
December 31, 2003, despite significant unfavourable movements
in interest rates and foreign exchange (some of these adverse
effects have partially reversed in fiscal year 2008).

While the Corporation works closely with the trustees
of its various pension plans to implement risk-management
measures, including aligning plan assets management with the
terms of the plan obligations, future pension contributions will
nonetheless be dependent on changes in discount rates, actual
returns on plan assets and other factors. Cash contributions
to defined benefit pension plans are estimated at $315 million
for calendar year 2008, compared to actual contributions
of $826 million (including discretionary pension fund
contributions totalling $384 million) for calendar year 2007.




MANAGEMENT’S DISCUSSION
AND ANALYSIS: OVERVIEW

Pension contributions Variation in pension deficit

(for calendar years) (in millions of dollars)

(in millions of dollars)
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The pension cost of defined benefit pension plans is estimated at $229 million for fiscal year 2009, compared to $282 million
for fiscal year 2008. The expected decrease is mainly due to the lower pension deficit. Pension cost is capitalized as part of labour
costs and included in inventories and aerospace program tooling, or is recognized directly to income.

The pension plan deficit amounted to $1.2 billion as at December 31, 2007. The $594-million decrease from December 31, 2006 is
due to the following:

Variation in pension deficit

Balance as at December 31, 2006 $1,774
Discount rate® (604)
Discretionary contributions (384)
Excess contributions over current service cost® (227)
Experience gains (losses) and change in assumptions® (other than discount rate) 294
Interest cost® exceeding return on assets® 97
Effect of changes in foreign exchange rates 157
Other? 73
Balance as at December 31, 2007 $1,180

M Of which $521 million is related to unfunded plans.
2 Management has little discretion in selecting the discount rate, as it must represent the market rate for high-quality fixed-income investments available for the period to

maturity of the benefits.
) Current service cost represents the present value of retirement benefits earned by participants during the current year.
4) Represents the changes in the value of the pension obligation resulting from experience different from that expected and changes in actuarial assumptions.

(%) Represents the expected increase in pension obligation due to the passage of time.

®) Approximately 55% of the plan assets are invested in publicly traded equity securities. As a result, stock market performance is the key driver in determining the pension
fund’s asset performance. Most of the remaining plan assets are invested in publicly traded long-term fixed-income securities, which provide a partial offset to increases
(or decreases) in pension deficit caused by decreases (or increases) in the discount rate.

™ Mainly plan amendments.
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Improve capital structure

Goal Optimize the capital structure to reduce costs and improve ability to seize strategic opportunities.

Leading initiatives

Reduce adjusted debt to improve global leverage metrics by:

* continuing to de-leverage the balance sheet with strategic long-term debt repayments, in line with
active management of consolidated liquidity, weighted-average cost of capital and term structure; and

* proactively managing variations in pension deficit, including an assessment for discretionary
pension contributions to further enhance capital structure and the security of benefits.

Fiscal year 2008 * Repaid $1.1 billion of long-term debt as a result of the Corporation’s strong liquidity.
highlights * Made discretionary pension fund contributions totalling $384 million.
* Reduced funded plan deficit by 50% compared to December 31, 2006.
* Improved all three global leverage metrics:
e adjusted EBIT to adjusted net interest ratio of 2.5, compared to 1.9 as at January 31, 2007,
e adjusted debt to adjusted EBITDA ratio of 3.8, compared to 5.5 for fiscal year 2007; and
« debt to capitalization ratio of 66%, compared to 73% as at January 31, 2007.
* 99.7% of the Corporation’s long-term debt have maturities beyond fiscal year 2012, with
a weighted-average long-term debt maturity of 8.4 years, compared to 7.9 years as at

January 31, 2007.

The markets appear to be recognizing the improved capital

structure and risk profile of the Corporation, as indicated by
the evolution of the Corporation’s Credit default swap (“CDS”)
spread in comparison to a broadly used index of CDS spread
for sub-investment companies.

The Corporation believes it is making significant progress
toward its goal of improving its risk profile, and expects that
further improvements in liquidity over time should allow it to
further de-leverage its balance sheet.

Difference between Bombardier 5-year CDS spread

and Itraxx European crossover index
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CAPABILITY TO DELIVER RESULTS

In order to create shareholder value, the Corporation has
deployed profitability and liquidity improvement initiatives
at BA and BT, such as BA’s Achieving Excellence program
and BT’s TOPSIX transversal program. The Corporation also
centrally manages its capital structure, including the level
and adequacy of liquidity and capital resources. A central
treasury function manages the Corporation’s exposure

to interest rate risks, access to capital markets, as well as
relationships with major financial suppliers in the banking and
insurance industries.

In addition, since the Corporation operates in industry
segments that have a variety of risk factors and uncertainties,
it has developed adapted governance practices and applies
risk assessment, risk-mitigation and other risk management
practices to reduce the nature and extent of its exposure to
economic, business, operational, financing, and market risks
(see Risks and uncertainties under the Other section of this
MD&A for further details on these risks). Risk management is
therefore an integral part of how the Corporation plans and
executes its business strategies.



Risk management
The Corporation’s risk management process encompasses
identifying, analyzing and assessing business risks and
opportunities, designing and implementing strategies for
managing these risks, as well as implementing processes
to monitor and communicate risks. To achieve its risk
management objectives, the Corporation has embedded
risk management activities in the operational responsibilities
of Management and made them an integral part of the
Corporation’s overall governance, organizational and
accountability structure. Management ensures that business
development initiatives are supported by a constant concern
for sound risk management.

The Board of Directors is ultimately responsible for
reviewing overall business risks. In May 2007, the Board
of Directors created the Finance and Risk Management
Committee, consisting of four independent directors, making
risk management a special focus of the organization. Pursuant
to its charter, this Committee reviews the Corporation’s
material risks of a financial nature, the steps that Management
takes to monitor, control and manage such risks, and the
adequacy of policies, procedures and controls designed by
Management to assess and manage these risks.

The Corporation is subject to numerous risks, resulting
in different risk-mitigation strategies. Some risks are inherent
to the nature of its operations and as such the Corporation
must fully assume them. See Risks and uncertainties under the
Other section of this MD&A for a discussion of the various risks
affecting the Corporation.

The following is a brief overview of the risks that the
Corporation believes to be the most significant versus its
objective of creating shareholder value.

Operational

Most of the Corporation’s strategy relate to profitability and
liquidity improvements to be realized by the two manufac-
turing segments. As these two segments have different risk
profiles, their response to similar risks may differ.

BA’s key operational risks relate mostly to new aircraft
development projects, which require significant investments at
the beginning of the process. BA puts in place risk-mitigation
strategies, starting long before the design of a new product
is initiated and continuing throughout the product cycle. BA
systematically reviews each project’s technical and financial
aspects, including a thorough review of the market to ensure
that the development of future products will meet future
customers’ requirements. This has led to the launch of new

MANAGEMENT’S DISCUSSION
AND ANALYSIS: OVERVIEW

products such as the Learjet 85 aircraft and the CRJT000
NextGen regional aircraft, with operating costs significantly
lower than the competition. This is also how BA is considering
the launch of the CSeries aircraft program.

When an aircraft development project is launched, it is
important to ensure proper execution at all stages of the
process. BA relies on methodologies and past experience
to reduce the risks associated with estimating, planning and
performing these projects. BA’s risk-management strategies
include an assessment of the risk of deviation from the
revenue, cost, schedule and technical targets, established
as part of a detailed risk-mitigation plan. Risk management
for product cost includes the development of long-term
relationships with suppliers, together with supplier evaluation
and competitive bidding processes.

Strict compliance with the regulatory requirements of
various bodies, as well as stringent quality control in the
production cycle are used to manage technical risks. BA
obtains type certificates from various regulatory bodies such
as Transport Canada, the Federal Aviation Administration
and the European Aviation Safety Agency. The International
Standards Organization (“ISO”) has established ISO 9001
standards. The Society of Automotive Engineers has used the
baseline ISO 9001 standards to establish AS 9100 standards
in order to standardize Quality Management Systems
requirements specific to the aerospace industry. BA holds five
AS 9100/1SO 9001 certificates in 22 sites in Canada, the U.S.,
Mexico and Europe. These sites include facilities for all stages
of the product life cycle, including administration, design,
manufacturing, testing, pilot training, military training, spares
distribution and service centres. The application of these
standards allows BA to improve product quality and reduce
costs through the standardization of quality processes and
procedures. Although BA’s sales contracts contain limited
liability clauses, the Corporation’s Management believes
that adequate insurance coverage exists should an accident
occur with BA’s aircraft. In addition, the BA can file counter-
claims against suppliers or other third parties who may have
contributed to the loss.

BT’s key operational risks relate to the execution of the
numerous contracts it has in its order backlog, although the
development of new products is also critical. BT has put in
place risk-management strategies covering these activities,
with defined processes for the bid approval, project start-up,
design, realization and field support phases. BT applies
various preventive and detective measures, and various tools
are established to support the management of the business
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across all functions. The bid approval process is managed

by senior executives, with bids reviewed for compliance with
internal policies and guidelines in various areas. Bid approval,
project start-up and design phases also include a technical
risk assessment, legal review of contracts, development of
long-term relationships with some suppliers, together with
supplier evaluation and cost.

During the realization and field support phases, BT
performs controls on its schedule, with regular reviews of
forecasts, project improvement management and a proactive
risk and opportunity management.

BT also uses fault-tolerant design concepts, which include
testing the redundancy and software integrity level to validate
the quality of the product. Products are also compared to
regular design, and are subject to a thorough peer review to
leverage the knowledge acquired on other similar projects.

To do so, BT has put in place project management audits
where selected projects are assessed both from a project
management and a financial perspective by internal resources

Foreign exchange management

independent of the project management team. Those audits
focus on all key projects in terms of size, but also on selected
smaller projects. All BT products are also subject to product
safety policies and processes on product safety, supported by
the Centre of Competencies.

A key component of BT's risk-mitigation strategies is also
performed by structuring positive cash flow arrangements
through the use of customer advances and foreign
exchange hedging.

Foreign exchange

The Corporation’s main exposures to foreign currencies are
covered by a central treasury function at Corporate Office and
are managed in accordance with the Corporation’s foreign
currency policy and procedures. This policy requires each
segment and Corporate Office to identify all potential foreign
currency exposures arising from their operations or financial
position and to hedge these exposures according to the
following pre-set criteria:

Owner Hedged exposures Hedging policy™ Risk-mitigation strategies
Corporate Long-term debt, net investments Minimize overall balance sheet Asset/liability management
Office in self-sustaining foreign foreign currency exposures. techniques.
operations and other balance
sheet exposures, as well as Hedge a minimum of 85% of Use of forward foreign
forecasted cash outflows the identified exposures for the exchange contracts, mainly
denominated in Canadian dollar. first three months, a minimum to sell U.S. dollars and buy
of 75% for the next nine months Canadian dollars.
and a minimum of 50% for the
following year.
BA Forecasted cash outflows, mainly Hedge a minimum of 85% of Use of forward foreign exchange
denominated in Canadian dollar the identified exposures for the contracts, mainly to sell
and pound sterling. first three months, a minimum U.S. dollars and buy Canadian
of 75% for the next nine months dollars and pound sterling.
and a minimum of 50% for the
following year.
BT Forecasted cash inflows Hedge 100% of the identified Use of forward exchange

and outflows denominated

in a currency other than the
functional currency of the entity
incurring the cash flows.

foreign currency exposures.

contracts, mainly to sell or
purchase euros, pounds sterling,
U.S. dollars, Swiss francs,
Canadian dollars and other
Western European currencies.

(1 Deviations from the policy are allowed subject to maximum predetermined risk limits

The central treasury function seeks to match asset
and liability foreign currency exposures, mainly related to
long-term debt and net investments in self-sustaining foreign
operations, in order to minimize exposures to foreign currency
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movements. Derivative financial instruments such as forward
foreign exchange contracts are used to synthetically align
asset/liability exposures.
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Substantially all of BT’s identified exposures are hedged at the time of order intake, consistent with the objective to lock in currency

rates for cash inflows and outflows. The forecasted cash outflows of the Corporate Office do not give rise to significant variances. For

BA, the hedged portion of foreign currency denominated costs for fiscal year 2009 was as follows as at January 31, 2008:

BA'’s foreign currency denominated costs

Weighted-
Expected Hedged average
costs portion hedge rate

Expected costs denominated in:
Canadian dollars 2,122 78% 0.9135
Pounds sterling 289 78% 1.9143

BA’s long-term foreign exchange rate assumption for the
unhedged portion of its future expected costs denominated
in Canadian dollars is at a weighted-average rate of 1.1 as at
January 31, 2008.

Sensitivity analysis
The impact of foreign currency movements for BT and for
Corporate Office is not significant, as most of the identified
foreign currency exposures are hedged using asset/liability
management techniques or derivative financial instruments.
A one-cent change in the value of the Canadian dollar
compared to the U.S. dollar would impact fiscal year 2009
expected costs in BA by approximately $21 million before
giving effect to forward foreign exchange contracts, and

approximately $5 million after giving effect to such contracts.

A one-pence change in the value of the pound sterling
compared to the U.S. dollar would impact fiscal year 2009
expected costs in BA by approximately $6 million before
giving effect to forward foreign exchange contracts, and
approximately $1 million after giving effect to such contracts.

Long-term debt - interest rate exposure

Interest rate

The Corporation’s main exposures to interest rates arise mainly
from existing assets, liabilities, financial commitments and
from its off-balance sheet pension deficit. In particular, the
interest rate risk is primarily related to sales incentives, certain
regional aircraft financing loans and lease receivables, cash
and cash equivalents, long-term debt, call feature and invested
collateral. These exposures are managed by a central treasury
function as part of treasury’s overall risk management, using
asset/liability management techniques.

The central treasury function seeks to match long-term
debt with other balance sheet exposures yielding interest.
Financial instruments such as interest rate swaps are used to
synthetically align asset/liability exposures.

Considering the floating rate of return on its considerable
cash and cash equivalents ($3.6 billion) and invested collateral
($1.3 billion), the Corporation chooses to synthetically
convert its fixed-rate long-term debt into a variable rate in
order to limit its overall exposure. The remaining exposure
is related to the fixed-rate nature of its unfunded pension
obligations ($1.2 billion), which is being addressed through
a liability-driven approach to pension asset management.

January 31,2008

Before the
effect of hedges

After the
effect of hedges

Fixed $3,228 73% $ 578 13%
Variable 1,165 27% 3815 87%
$4,393 $4,393
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Sensitivity analysis
Assuming a 100-basis point increase in interest rates, the
impact on income before income taxes would have been a
positive adjustment of $19 million before giving effect to the
related hedging instruments.

For derivative financial instruments, a shift of 100-basis
point increase in the yield curves as at January 31, 2008
would have had no significant impact on net income, since the
majority of the Corporation’s interest-rate derivative financial
instruments are designated in a fair value hedging relationship.

Economic environment

The Corporation is subject to general economic risks in the
markets in which it operates. Strategic planning processes
take into account BA’'s and BT’s competitive positioning and
potential opportunities and threats identified from thorough
analysis of market trends (see BA and BT Market and Outlook
sections of this MD&A for further details).

Although, at the date of this report, there is an anticipated
slowdown in the U.S. economy, the Corporation has become
less dependent on the U.S. market as it expands its customer
base internationally, with emerging markets being a key
part of that expansion. The geographic breakdown of the
Corporation’s current order backlog makes it less sensitive to
the impact of an economic slowdown in the U.S. In addition,
BA’s business aircraft orders are subject to significant
advances, and come from companies and individuals in
various sectors.

The Corporation has a strong order backlog for both
BA and BT, such that if the levels of orders were to decrease
significantly, the Corporation could gradually adjust its activity
and production levels to accommodate such a slowdown.
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A continuing market and competitive analysis, as well as
market forecasts, enable the Corporation to anticipate and
mitigate economic environment risks.

The Corporation also mitigates its overall economic
environment risks by being a diversified company operating
in markets that do not react in a similar manner to economic
downturns. The enlargement and diversification of the
customer base beyond core markets is another way of
mitigating economic risks.

CONSOLIDATED ANALYSIS OF RESULTS

Both BA and BT delivered on the objective of increasing
shareholder value, by both increasing EBIT before special

items and free cash flow, while building for the future with an
order backlog at a record level of $53.6 billion as at January 31,
2008. The progress realized over the last three fiscal years, as
evidenced by the progression in EPS from continuing operations
before special items from nil in fiscal year 2005 to $0.26 in fiscal
year 2008, results from solid initiatives such as BA’'s Achieving
Excellence program and BT’s transversal TOPSIX program.

Important notice regarding the predictive value of the
historical financial information

Effective February 1, 2008, the Corporation has changed its
accounting policy for aerospace programs from the average
cost method to the unit cost method to comply with new
accounting standards. Accordingly, the excess-over-average
production costs (“EOAPC”) charge to income will be nil for
fiscal year 2009, compared to $271 million for fiscal year 2008
(see Accounting and reporting developments in the Other
section of this MD&A).
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Results of operations

Fourth quarters Fiscal years
ended January 31 ended January 31
2008 2007 2008 2007®
Revenues $5,270 $4,418 $17,506 $14,882
Cost of sales 4,518 3,766 14,919 12,667
Margin 752 652 2,587 2,215
Selling, general and administrative 320 279 1,096 929
Research and development 41 44 139 173
Other expense (income)® (41) (43) (62) 18
EBITDA from continuing operations before special items 432 372 1,414 1,095
Amortization 127 128 512 518
EBIT from continuing operations before special items 305 244 902 577
Financing income (69) (48) (225) (157)
Financing expense 161 118 526 375
EBT from continuing operations before special items 213 174 601 359
Special items® - - 162 24
EBT from continuing operations 213 174 439 335
Income tax expense (recovery) (5) 62 122 92
Income from continuing operations 218 112 317 243
Income from discontinued operations, net of tax® - - - 25
Net income $ 218 $ 112 $ 317 $ 268
Basic EPS (in dollars)
From continuing operations before special items $ 0.12 $ 0.06 $ 0.26 $ 014
From continuing operations $ 0.12 $ 0.06 $ 0.17 $ 0.12
Net income $ 0.12 $ 0.06 $ 0.17 $ 014
Diluted EPS (in dollars)
From continuing operations before special items $ 0.12 $ 0.06 $ 0.26 $ 0.14
From continuing operations $ 0.12 $ 0.06 $ 0.16 $ 0.12
Net income $ 0.12 $ 0.06 $ 0.16 $ 014
(as a percentage of revenues)
From continuing operations before special items
EBITDA 8.2% 8.4% 8.1% 7.4%
EBIT 5.8% 5.5% 5.2% 3.9%
EBT 4.0% 3.9% 3.4% 2.4%
(as a percentage of revenues)
From continuing operations
EBITDA 8.2% 8.4% 7.2% 7.2%
EBIT 5.8% 5.5% 4.2% 3.7%
EBT 4.0% 3.9% 2.5% 2.3%

() Certain comparative figures have been reclassified to conform with the current fiscal year’s presentation.

2 Includes net losses (gains) on certain financial instruments, foreign exchange losses (gains), severance and other involuntary termination costs (including changes in
estimates), settlement of claims, the effect of the adjustment of program accounting ending dates for the CRJ700 and CRJ90O0 aircraft programs and loss (income) from
equity-accounted investees

@) For fiscal year 2008, the special item relates to BT’s write-off of the carrying value of its investment in Metronet. For fiscal year 2007, it relates to the restructuring plan
initiated in fiscal year 2005 to reduce the BT cost structure.

) Related to Bombardier Capital’'s (“BC’s”) operations.
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Reconciliation of EPS from continuing operations before and after special items

Fourth quarters
ended January 31

Fiscal years
ended January 31

2008 2007 2008 2007
Income from continuing operations $ 218 $112 $317 $ 243
Special items, net of tax - - 162 22
Income from continuing operations before special items $ 218 $112 $ 479 $ 265
Basic earnings per share (in dollars):
From continuing operations $0.12 $0.06 $0.17 $0.12
Special items, net of tax - - 0.09 0.01
From continuing operations before special items $0.12 $0.06 $0.26 $0.14
Diluted earnings per share (in dollars):
From continuing operations $0.12 $0.06 $0.16 $0.12
Special items, net of tax - = 0.09 0.01
From continuing operations before special items $0.12 $0.06 $0.26 $0.14
Revenues and EBIT margin
Analysis of results
Fourth quarters Fiscal years

ended January 31

ended January 31

Increase Increase
2008 2007 (decrease) 2008 2007 (decrease)
Revenues % %
BA $2,893 $2,589 12 $ 9,713 $ 8296 17
BT 2,377 1,829 30 7,793 6,586 18
$5,270 $4,418 19 $17,506 $14,882 18
EBIT margin Percentage Percentage
before special items points points
BA 6.8% 6.1% 0.7 5.8% 3.9% 1.9
BT 4.6% 4.7% (©.1) 4.4% 3.9% 0.5
5.8% 5.5% 0.3 5.2% 3.9% 1.3

EBIT margin
BA 6.8% 6.1% 0.7 5.8% 3.9% 1.9
BT 4.6% 4.7% (0.1) 2.3% 3.5% (1.2)
5.8% 5.5% 0.3 4.2% 3.7% 0.5
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Revenues and EBIT margins

(from continuing operations, for fiscal years)
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A detailed analysis of results is provided in the BA and BT
Analysis of results sections of this MD&A.

Financing income and financing expense
Fourth quarter
Net financing expense amounted to $92 million, compared to
$70 million for the same period last fiscal year. The $22-million
increase is mainly due to:
* netlosses on certain financial instruments ($21 million);
* higherinterest expense on long-term debt ($13 million); and
« financing costs in relation to the early repayment of
$1.0 billion of long-term debt ($22 million), compared to
$11 million for the same period last fiscal year.
Partially offset by:
* higherinterest income on invested collateral
($13 million); and
* higherinterest income on cash and cash equivalents
($11 million).

Fiscal year
Net financing expense amounted to $301 million, compared to
$218 million last fiscal year. The $83-million increase is mainly due to:
* higherinterest expense on long-term debt
($96 million); and
* netlosses on certain financial instruments, including certain
call options on long-term debt ($41 million).
Partially offset by:
* higherinterest income on invested collateral
($46 million); and
* higherinterest income on cash and cash equivalents
($25 million).

MANAGEMENT’S DISCUSSION
AND ANALYSIS: OVERVIEW

Income taxes
Fourth quarter
For the three-month period ended January 31, 2008, the
Corporation recorded an income tax recovery of $5 million on an
EBT of $213 million as a result of a net change in the recognition
of tax benefits related to operating losses and temporary
differences, partially offset by a write-down of deferred income
tax assets, permanent differences and by the impact of the tax
rate decreases on the deferred income tax assets.

For the three-month period ended January 31, 2007,
the effective income tax rate was 35.6%, compared to the
statutory income tax rate of 32.8%. The higher effective tax
rate is mainly due to the write-down of deferred income tax
assets, partially offset by permanent differences and the net
change in the recognition of tax benefits related to operating
losses and temporary differences.

Fiscal year
For fiscal year 2008, the effective income tax rate was 27.8%,
compared to the statutory income tax rate of 32.8%. The
lower effective tax rate compared to the statutory income
tax rate is mainly due to a net change in the recognition of tax
benefits related to operating losses and temporary differences,
partially offset by a write-down of deferred income tax assets,
the non-recognition of tax benefits on the write-off of the
carrying value of the investment in Metronet, the impact of
tax rate decreases on the deferred income tax assets and
permanent differences.

For fiscal year 2007, the effective income tax rate was
27.5%, compared to the statutory income tax rate of 32.8%.
The lower effective tax rate is mainly due to the net change in
the recognition of tax benefits related to operating losses and
temporary differences, permanent differences and lower income
tax rates of foreign investees, partially offset by the write-down
of income tax benefits related to deferred tax assets.
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LIQUIDITY AND CAPITAL RESOURCES

LIQUIDITY

Reconciliation of free cash flow to cash flow from operating activities

Fourth quarters

ended January 31

Fiscal years
ended January 31

2008 2007 2008 2007
Segmented free cash flow
BA $ 554 $ 771 $1,676" $ 814
BT 525 443 688® 95
Income taxes and net financing expense® (155) (94) (401) (299)
Free cash flow 924 1,120 1,963 610
Add back: Net additions to property, plant and equipment 172 69 370 281
Cash flow from operating activities $1,096 $1,189 $2,333 $ 891

(9]
@)
3)

Includes payments of discretionary pension fund contributions totalling $249 million in fiscal year 2008.
Includes payments of discretionary pension fund contributions totalling $135 million in fiscal year 2008.

Income taxes and net financing expense are not allocated to segments.

A detailed analysis of free cash flow is provided in the BA and BT Results of operations sections of this MD&A.

Variation in cash and cash equivalents

Fourth quarters

ended January 31

Fiscal years
ended January 31

2008 2007 2008 2007
Balance as at beginning of period $ 3,634 $ 1,681 $ 2,648 $ 2917
Proceeds from issuance of long-term debt - 22,4420 - 22,4420
Free cash flow 924 1,120 1,963 610
Effect of exchange rate changes on cash and cash equivalents 83 51 264 134
Repayments of long-term debt® (1,047) (1,312) (1,076) (2,306)
Invested collateral® - (1,145) - (1,145)
Purchase of common shares held in trust® - - (55) (20)
Disposal of discontinued operations, net of cash disposed - - - 161
Payments of dividends (8) (7) (30) (28)
Cash flows from discontinued operations - - - 63
Prepayment under an exchange agreement - (150) - (150)
Other 16 (32) (112)® (30)
Balance as at end of fiscal year $ 3,602 $ 2,648 $ 3,602 $ 2,648

M Mainly reflects the issuance of €1.6 billion ($2.1 billion) and $385 million of Senior Notes.

2)

See Repayments of long-term debt table hereafter.

) Reflects the purchase of invested collateral used to secure the Corporation’s obligations under the letters of credit facility. See Letters of credit facilities hereafter for

further details.

4 Reflects the purchase in the open market, under the terms of a Trust Agreement, of 9,426,000 Class B Shares (Subordinate Voting) of the Corporation, in connection
with the performance share unit ("PSU”) plan in fiscal year 2008 (6,413,000 Class B Shares in fiscal year 2007).
) Includes the additional investment in Metronet prior to the write-off ($55 million) and the investment in securities held as collateral for guarantees issued in connection

with the sale of aircraft ($55 million).
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Repayments of long-term debt

MANAGEMENT’S DISCUSSION
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Fourth quarters
ended January 31

Fiscal years
ended January 31

2008 2007 2008 2007
BC’s notes, £300 million, prior to maturity, in January 2008 $ 589 $ - $ 589 $ -
Notes, €282 million of the original €500 million,
prior to maturity, in January 2008 414 = 414 =
BC’s notes, $220 million, prior to maturity, in November 2006 - 220 - 220
BC’s notes, €500 million, prior to maturity, in November 2006 - 640 - 640
Notes, €218 million of the original €500 million,
prior to maturity, in November 2006 - 279 - 279
BC’s notes, $450 million, at maturity, in June 2006 - - - 450
BC’s notes, $200 million Cdn, at maturity, in July 2006 - - - 176
Debentures, £175 million, at maturity, in February 2006 - - - 305
Debentures, $150 million Cdn, at maturity, in December 2006 - - - 130
Notes, $24 million Cdn, prior to maturity, in January 2008 24 - 24 -
Other 20 173 49 106
$1,047 $1,312 $1,076 $2,306

The Corporation’s liquidity needs arise principally from
working capital requirements, capital expenditures, product
development, principal and interest payments on long-term
debt, employee future benefit obligations, lease payment
obligations and distributions to shareholders.

The Corporation’s future cash contributions to the funded
pension plans are subject to changes based on discount rates,

Expected timing of future liquidity requirements

actual returns on plan assets and other factors such as plan
amendments and, as a consequence, have not been reflected in
the table below.

The payments required in connection with sales incentives
offered by BA have also not been reflected in the table below,
since it is impracticable for the Corporation to determine the
expected timing of payments.

January 31,2008

Less than

Total 1year 1to 3 years 4 to 5 years Thereafter

Long-term debt®™ $ 4,291 $ 3 $ 8 $ 576 $3,704
Capital lease obligations 102 8 16 22 56
Operating lease obligations® 720 104 162 103 351
Outsourcing commitments 667 225 274 60 108
Purchase obligations® 11,818 7,364 2,608 683 1,163
$17,598 $7,704 $3,068 $1,444 $5,382

M Includes principal repayments only.
@ Comprises sale and leaseback and operating lease obligations.

) Purchase obligations represent contractual agreements to purchase goods or services in the normal course of business 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. These
agreements are generally cancellable with a substantial penalty. Purchase obligations are generally matched with revenues over the normal course of operations.

The Corporation considers that its cash and cash
equivalents, amounting to $3.6 billion as at January 31, 2008,
combined with expected free cash flow, will enable the
implementation of investment programs, the development

of new products, the pursued growth of its activities, the
payment of dividends on preferred shares and will allow it
to meet all other expected financial requirements over the
near term.
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LETTERS OF CREDIT FACILITIES

Letters of credit facilities

Amounts Amounts Maturity

committed available (fiscal year)®
January 31,2008 $6,381" $ 893 2012
January 31,2007 $5,590" $1,179 2012

M €4,300 million.

@ |In December 2009, the committed amount will be reduced to the notional amount of letters of credit outstanding at that time and will amortize thereafter as the

outstanding letters of credit mature, up to December 2011,

In addition to the above, letters of credit of $467 million were outstanding under various bilateral agreements as at January 31,

2008 ($240 million as at January 31, 2007).

As at January 31, 2008, the Corporation was in compliance with all its covenants.

FINANCIAL POSITION

On February 1, 2007, the Corporation adopted the new
accounting standards on financial instruments, which require
that all derivative financial instruments, including certain
embedded derivative instruments, be recognized at fair value
on the balance sheet. Also, certain regional aircraft loans

and lease receivables, credit and residual value guarantees

and related liabilities are measured at fair value under the
new accounting standards. These new accounting standards
also introduce comprehensive income, which is comprised
of net income and other comprehensive income ("OCI™).

See Changes in accounting policies in the Other section of
this MD&A for further details.

Highlights
Assets (liabilities) 2008 2007 Explanation of variances
Cash and cash See Liquidity section before for details.
equivalents $ 3,602 $ 2,648
Invested collateral 1,295 1,129 Invested collateral of €869 million required under the letters of credit facility.
Increase is mainly due to a translation adjustment™ ($161 million).
Receivables 1,998 1,789 Increase is mainly due to a higher level of receivables in BT ($142 million) and
a translation adjustment® ($80 million).
Aircraft financing 626 1,042 Decrease is mainly due to the reduction of interim financing loans and lease
receivables ($460 million).
Gross inventories 7,739 7,168 Increase in gross inventories is mainly due to an increase in BT inventories
. mainly relating to long-term contract inventory ($405 million) and a
Payments received and translation adjustment® ($374 million), partially offset by a decrease in BA
progress billings (4,191) (3,207) inventories relating to aerospace programs, finished products and long-term
. - - contract ($208 million). Increase in total payments received, advances and
Inventories 3,548 3,961 progress billings mainly reflects higher advances and progress billings in
Advances and progress BT ($1.2 billion) and in BA ($959 million), and to a translation adjustment®
- . ($511 million).
billings in excess of
related costs (4,159) (2,443)
Property, plant and Increase is mainly due to net additions ($410 million) and a translation
f adjustment® ($110 million), partially offset by the amortization
equipment 2,980 2,936 ($476 million).
Fractional ownership Increase is mainly due to additional aircraft deliveries related to the
deferred costs 500 290 fractional ownership program.
Fractional ownership
deferred revenues (631) (487)
Deferred income Increase is mainly due to a translation adjustment® ($97 million), and to the
tax asset 935 813 deferred income tax recovery recorded in fiscal year 2008 ($25 million).
Accrued benefit assets 924 461 Increase in accrued benefit assets mainly reflects discretionary pension fund
. contributions ($384 million).
Accrued benefit
liabilities (1,066) (995)
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Highlights (cont’d)
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Assets (liabilities) 2008 2007 Explanation of variances
Derivative These derivative financial instruments, mostly forward foreign exchange
financial Instruments contracts, interest-rate swap and crossfc_urryency \n_terestfrate swap
agreements used as part of the Corporation’s hedging program, as well
Assets $ 458 $ 29 as embedded derivative financial instruments, are now all recognized at
. fair value on the balance sheet as a result of adopting the new accounting
Liabilities (276) (13) standards on financial instruments effective February 1, 2007. See Changes

in accounting policies in the Other section for further details.

Goodwill 2,533 2,286 Increase is mainly due to a translation adjustment® ($254 million).

Other assets 1,163 1,083 Increase is mainly due to an increase in investment in securities ($117 million),
the additional investment in Metronet ($55 million) prior to the write-off,
as well as to increases in prepaid expenses ($71 million) and finite-life
intangible assets ($31 million). The increase was partially offset by the write-
off of the carrying value of the investment in Metronet ($162 million) and to
the reclassification of deferred financing charges to the carrying amount
of long-term debt ($44 million) as a result of the adoption of the new
accounting standards on financial instruments.

Accounts payable and Increase is mainly due to a translation adjustment® ($425 million),

A fAIRA partially offset by a lower level of accounts payable and accrued liabilities
accrued liabilities (6,919) (6.826) in BT ($154 million) and BA ($83 million), as well as adjustments and

reclassifications as a result of adopting the new accounting standards
($73 million).

Long-term debt (4,393) (5,080) Decrease is mainly due to the repayments ($11 billion) and adjustments,

partially offset by a translation adjustment ($370 million).

M Arising from the strengthening of the euro versus the U.S. dollar as at January 31, 2008, compared to January 31, 2007.
@ Arising in BT mainly from the strengthening of the euro and pound sterling versus the U.S. dollar as at January 31, 2008, compared to January 31, 2007.
@) Arising mainly from the strengthening of the euro and Canadian dollar versus the U.S. dollar as at January 31, 2008, compared to January 31, 2007.

NON-GAAP FINANCIAL MEASURES

This MD&A is based on reported earnings in accordance with GAAP and on the following non-GAAP financial measures from

continuing operations:

Non-GAAP financial measures

Profitability

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

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 before special items Earnings (loss) per share before special items

Liquidity

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

Capital structure

Adjusted debt Long-term debt plus pension deficit and discounted operating lease obligations
Adjusted EBIT EBIT before special items plus interest adjustment for operating leases and pension deficit
Adjusted EBITDA EBITDA before special items plus amortization adjustment for capital leases and interest

adjustment for operating leases and pension deficit

Adjusted net interest Financing income and financing expense plus interest adjustment for operating leases and
pension deficit

Adjusted total capitalization Adjusted debt plus shareholders’ equity
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Management believes that a significant portion of the users
of its MD&A analyze the Corporation’s results based on these
performance measures. Management views special items as
potentially distorting the analysis of trends.

These non-GAAP measures are directly derived from
the Consolidated Financial Statements, but do not have a
standardized meaning prescribed by GAAP; therefore, others
using these terms may calculate them differently.

Profitability

A reconciliation to the most comparable GAAP financial

measures is provided in the following sections:

« EBITDA to EBIT - see Results of operations table in the BA
and BT sections;

« EBITDA and EBIT, before special items, to EBIT - see the
Results of operations table before and in the BT section;

« EBT before special items to EBT - see Results of operations
table before; and

* basic and diluted EPS before special items, to basic and
diluted EPS - see Reconciliation of EPS from continuing
operations before and after special items table before.

Reconciliation of adjusted debt to long-term debt

Liquidity

A reconciliation of free cash flow to the most comparable
GAAP financial measure, cash flows from operating activities,
is provided in the Reconciliation of free cash flow to cash flow
from operating activities table before.

Capital structure

A reconciliation to the most comparable GAAP financial

measure is provided hereafter:

* adjusted debt to long-term debt;

* adjusted EBIT and adjusted EBITDA, to EBIT from
continuing operations;

* adjusted net interest to financing income and financing
expenses; and

* adjusted total capitalization to Shareholder’s equity.

January 31 January 31

2008 2007

Long-term debt $4,393 $5,080
Pension deficit 1,180 1,774
Operating lease obligations™ 518 516
Adjusted debt $6,091 $7,370

(M Discounted using the average five-year U.S. treasury notes plus the average credit spread, given the Corporation’s credit rating, for the fiscal year.
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Reconciliation of adjusted EBITDA and adjusted EBIT, to EBIT from continuing operations

Fiscal year Fiscal year

2008 2007

EBIT from continuing operations $ 740 $ 553
Special items 162 24
EBIT from continuing operations before special items 902 577
Interest adjustment for operating leases and pension deficit™ 111 183
Adjusted EBIT 1,013 760
Amortization adjustment for operating leases® 58 57
Amortization 512 518
Adjusted EBITDA $1,583 $1,335

() Represent the interest cost of a debt equivalent to the amount included in adjusted debt for these two items, bearing interest at the average five-year U.S. treasury notes
plus the average credit spread, given the Corporation’s credit rating, for the fiscal year.
2 Represent a straight-line amortization of the amount included in adjusted debt for operating leases, based on a nine-year amortization period.

Reconciliation of adjusted net interest to financing income and financing expense

Fiscal year Fiscal year

2008 2007

Financing income and financing expense $301 $218
Interest adjustment for operating leases and pension deficit™ 111 183
Adjusted net interest $412 $401

(M Represent the interest cost of a debt equivalent to the amount included in adjusted debt for these two items, bearing interest at the average five-year U.S. treasury notes
plus the average credit spread, given the Corporation’s credit rating, for the fiscal year.

Reconciliation of adjusted total capitalization to shareholders’ equity

January 31 January 31

2008 2007
Shareholders’ equity $3,118 $ 2,733
Adjusted debt 6,091 7,370
Adjusted total capitalization $9,209 $10,103
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AEROSPACE

Forward-looking statements®
Forward-looking statements in the BA section of this MD&A are based on:
* current firm order backlog and estimated future order intake determined by®:
¢ |ower business aircraft demand (defined as orders) from the U.S. market in the short term and continued growth in business
aircraft demand from international markets;
¢ sustained demand for larger regional jets and turboprops; and
« expected growth in after-market services.
* continued deployment and execution of strategic initiatives related to cost reductions;
* steady foreign exchange rate, mainly the Canadian dollar being at par with the U.S. dollar; and
« ability of the supply base to support planned production rates.

() See also the forward-looking statements in the Overview section.
(2 Demand forecasts are based on the main market drivers analysis, as detailed in the respective Market and outlook sections.

The data presented in this section of the MD&A is structured by product line (business aircraft, commercial aircraft and services),
which is consistent with internal reports presented and reviewed by Management.

The table below summarizes the most relevant key performance measures and related metrics. Management’s incentive
compensation is linked to the achievement of targeted results, based on EBIT and average net segmented assets.

Profitability * EBIT, as a measure of performance.
Liquidity » Free cash flow, as a measure of liquidity generation.
Growth * Order backlog, as a measure of future revenue growth.

* Book-to-bill ratio, as an indicator of future revenue growth. The ratio represents the net orders
received over aircraft deliveries, measured in units in a given period.
* Market share and scale, as measures of competitive positioning.

Capital employed * Average net segmented assets, as a measure of capital efficiency.
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Revenues EBIT Free cash flow Net orders
(for fiscal years) (for fiscal years) (for fiscal years) Book-to-bill ratio
(in millions of dollars) (in millions of dollars) (for fiscal years)
. Other . in million of dollars . Net orders - in units
. . Book-to-bill ratio
Services in percentage .
. M . of revenues 5.8% 1.9
. Manufacturing ~
© o
g9 o 557
b § . 1,542 , 1.1
@ © 3.9% 0.9
mm ss7 HHS16 3.3%
1,248 1,334 7,614
6,407 I 6,446
2006 2007 2006 2007 2008 2006 2007 2008 2006 2007 2008

FISCAL YEAR 2008

Fourth quarter

*  Revenues of $2.9 billion, compared to $2.6 billion for the same period last fiscal year.

e EBIT of $196 million, or 6.8% of revenues, compared to $158 million, or 6.1%, for the same period
last fiscal year.

billion * Free cash flow of $554 million, compared to $771 million for the same period last fiscal year,
after payment of discretionary pension fund contributions totalling $249 million.

* 213 net orders and 115 deliveries for business, regional and amphibious aircraft, compared to 139
and 101, respectively, for the same period last fiscal year.

Fiscal year

e Revenues of $9.7 billion, compared to $8.3 billion in the last fiscal year, making this a record

5 6 3 year in terms of revenues.

e EBIT of $563 million or 5.8% of revenues, compared to $322 million, or 3.9%, last fiscal year.
- e Free cash flow of $1.7 billion, compared to $814 million last fiscal year, after payment of
million discretionary pension fund contributions totalling $249 million.

* 698 net orders and 361 deliveries for business, regional and amphibious aircraft, compared
to 363 and 326, respectively, last fiscal year. Business aircraft had a record year in terms of
deliveries and net orders.

* Record year in terms of overall orders, which led to a record level of order backlog of
$22.7 billion, compared to $13.2 billion as at January 31, 2007.

$1 = 7 Product announcements

Launch of the Q400 NextGen turboprop in March 2008, in addition to the next generation

billion versions of its regional jets announced during the fiscal year.

* InFebruary 2008, the Board of Directors has granted the authority to offer formal sales
proposals to customers for the CSeries aircraft family.

JANUARY 31, 2008 « In October 2007, launch of the all-new Learjet 85 aircraft, which is set to redefine the midsize
jet category.

* In September 2007, the new Global Vision flight deck for Global 5000 and Global Express XRS
aircraft was unveiled.

$22.7
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PROFILE

BA is a world leader in the design and manufacture of
innovative aviation products and is a provider of related
services for the business, commercial and specialized aircraft
markets. BA has production sites in Canada, the U.S., the
United Kingdom (Northern Ireland) and in Mexico. In addition,
BA has maintenance service centres, authorized service
facilities, distribution centres and depots for spare parts

and several sales and marketing offices around the world.

BA has a presence in 22 countries and had a workforce of
27,900 employees as at January 31, 2008, of which 56%
were covered by collective agreements.

CUSTOMERS

BA’s customers consist primarily of corporations and high net
worth individuals for business aircraft, and airlines and leasing
companies for commercial aircraft, and are located in over
100 countries. The U.S. market represented 51% of total BA
revenues in fiscal year 2008. BA also provides services related
to those markets.

PRODUCTS AND SERVICES
The table below presents BA's main product and
service offerings:

Revenue breakdown

Fiscal year 2008

Total

Other®
6%

Services®
16%

$9.7 billion

Manufacturing
78%

[¢
@

Includes mainly sales of pre-owned aircraft.

S 61%

Includes revenues from parts logistics, aircraft fractional ownership
and hourly flight entitlement programs’ service activities, aircraft maintenance,
commercial training and Military Aviation Training.

Manufacturing

Regional
Aircraft
33%

$7.6 billion

Business
Aircraft

BUSINESS AIRCRAFT COMMERCIAL AMPHIBIOUS AIRCRAFT AIRCRAFT SERVICES
AIRCRAFT AND SPECIALIZED
AIRCRAFT SOLUTIONS
Narrow-body business jets Regional jets Amphibious turboprops Aftermarket solutions
Learjet family: e CRJ200 * Bombardier 415 « Parts logistics
* Learjet 40 XR « CRJ700/705 NextGen * Bombardier 415 MP » Aircraft maintenance
e Learjet 45 XR * CRJ900 NextGen « Training solutions
- Learjet 60 XR - CRJI000 NextGen™ pedellEne] aliEan
. Learjet 85 solutions Flexjet and Skyjet
Turboprops « Fractional ownership
Wide-body business jets « Q400/Q400 NextGen™ * Jet card programs
Challenger family: « On-demand charter
« Challenger 300 Single-aisle mainline jets « Flexjet One
- Challenger 605 + CSeries®

e Challenger 800 Series
Global family:

* Global 5000

e Global Express XRS

M Learjet 85, CRJIO00 NextGen and Q400 NextGen aircraft are currently under development.
@) CSeries aircraft program has not yet been launched. Authority to offer was granted on February 22, 2008.
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BA’s aircraft program portfolio includes a comprehensive
line of business aircraft, commercial aircraft including regional
jets, turboprops and single-aisle mainline jets (the latter being
subject to the launch of the CSeries aircraft program), as well
as amphibious aircraft. BA also offers special mission aircraft
solutions, aircraft services, including aftermarket support as
well as fractional ownership and flight entitlement programs.

Business aircraft
The business aircraft market is segmented into narrow-body
and wide-body aircraft, based on cabin size, aircraft range
and price. Narrow-body aircraft is divided into four categories:
very light, light, super light and midsize. Wide-body aircraft is
divided into five categories: super midsize, large, super large,
ultra long range and corporate airliner. BA currently has three
proven families of business jets in the business aircraft market,
the Learjet, the Challenger and the Global aircraft families,
which cover eight of the nine market categories from light to
corporate airliner. On a revenue basis, these market categories
represented 95% of the total business aircraft market for
calendar year 2007.

BA has the most comprehensive product offering of
all business aircraft Original Equipment Manufacturers
("OEM”). In the aerospace industry, OEM refers to aircraft
manufacturers. The Learjet family of aircraft is comprised
of narrow-body business jets in the light, super light and
midsize categories while the Challenger and Global aircraft
families are comprised of wide-body business jets in the super
midsize, large, super large, ultra long range and corporate
airliner categories.

Commercial aircraft
Regional jets and turboprops
Regional airlines generally operate regional aircraft (jets and
turboprops) of up to 100 seats in domestic and regional route
networks. Regional airlines feed hubs for mainline airlines
worldwide and provide high-frequency point-to-point services
traditionally served by mainline airlines.

BA currently has two proven families of regional aircraft
in the regional jet and turboprop categories. The CRJ Series
family of aircraft offers regional airlines a network solution
with products ranging from 50 to 100 seats, with product
commonality including common crew qualifications, spare
parts and maintenance procedures. The Q-Serjes family
of turboprops consists of products ranging from 37 to
78 seats with product commonality including common crew
qualifications, spare parts and maintenance procedures.
Due to a shift in demand toward larger turboprops, BA has
increased the production rate of its 78-seat Q400 aircraft and
will discontinue the production of the 37-seat Q200 and the

MANAGEMENT’S DISCUSSION
AND ANALYSIS: AEROSPACE

50-seat Q300 aircraft. Deliveries of existing Q200 aircraft and
Q300 aircraft firm orders will continue until May 2009 when
all outstanding delivery commitments will be satisfied. BA will
continue to support all Q200 and Q300 aircraft operators.

Single-aisle mainline jets

Mainline airlines generally operate aircraft over 100 seats

in a network consisting of both domestic and international
routes. A significant number of smaller single-aisle five- and
six-abreast aircraft, those specifically designed for the 100-
to 149-seat market were produced from the 1960s through
the 1980s. Since that time, there has not been a new family
designed specifically for this category resulting in many
carriers extending their utilization of older aircraft beyond their
originally intended economic life. Others have used derivative
products of aircraft designed for smaller or larger seating
capacity to address this category.

The CSeries aircraft is a five-abreast family specifically
designed for the lower end of the 100- to 149-seat mainline
commercial aircraft market category. It is designed to
achieve up to 15% lower cash operating costs under certain
operating conditions, transcontinental range and superior field
performance, compared to current aircraft in that category.

A launch decision is expected in fiscal year 2009.

Amphibious aircraft and

specialized aircraft solutions

BA manufactures and markets the Bombardier 415 amphi-
bious aircraft, a purpose-built firefighting aircraft. This

aircraft can also be adapted to a multi-purpose version, the
Bombardier 415 MP aircraft, which can be used in a variety of
specialized missions such as search and rescue, environmental
protection, coastal patrol and transportation.

BA continues to identify and provide special-mission
aircraft solutions to governments and special-requirement
organizations worldwide. BA recognizes the potential
market for special-mission versions of both regional and
business aircraft.

Aircraft services

BA provides a broad range of services related to its aircraft
portfolio. In fiscal year 2008, BA continued to develop

more integrated services, as demanded by regional aircraft
operators, while expanding its already well-established
business aircraft services. BA’'s focus is to provide customers
with total life cycle solutions that address the complete
aftermarket experience, including parts requirements,
maintenance services and pilot training. Through Flexjet and
Skyjet, BA also offers business aircraft management and flight
service solutions.
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Parts logistics

BA provides worldwide 24-hour spare parts sales and support

through various programs such as aircraft-on-ground ("AOG”)

service, lease programs, hourly programs, Smart Services

program and rotable management programs. Customers are

currently served from:

* main distribution centres in Chicago (238,000 sq ft -
22,110 m2) and Frankfurt (50,000 sq ft - 4,650 m2); and

e spare parts depots in Montréal, Singapore, Sydney, Dubai,
Beijing, as well as two recently opened depots in S&do Paulo,
and in Narita.

Aircraft maintenance

BA offers maintenance services for its business aircraft
customers at its six main OEM service centres located in the
U.S. at Bridgeport, Dallas, Fort Lauderdale, Hartford, Tucson
and Wichita.

In addition, BA has 40 authorized service and line
maintenance facilities for business aircraft. These service
facilities are located in North America, Europe, Asia, Australia,
Africa, and South America.

BA also offers maintenance services to its regional aircraft
customers at two OEM service centres in the U.S., at Tucson
and Bridgeport. BA has four authorized service facilities for
regional aircraft in Europe, Asia and Australia.

Training solutions

Training is an essential part of a complete aircraft services
portfolio, and BA provides a full suite of flight and maintenance
training solutions to its business and commercial aircraft
customers. BA provides customized business aircraft pilot
and maintenance training through its training centres located
in Montréal and at Dallas/Fort Worth International Airport.

To support BA’'s intent to expand its international training
footprint, a third-party supplier was selected as an Authorized
Training Provider for the Global family of aircraft and the
Challenger 300 aircraft in fiscal year 2008. BA also offers a
complete range of pilot and maintenance training programs
for CRJ Series aircraft in Montréal, and in Berlin through a
joint venture. A third-party supplier provides training for BA’s
turboprop customers.

BA’s Military Aviation Training ("MAT”) unit, in collaboration
with a team of sub-contractors, delivers integrated aviation
training solutions. MAT currently has two major Canadian
military aviation training contracts: the NATO Flying Training
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in Canada (“NFTC”) program and the CF-18 Advanced
Distributed Combat Training System ("ADCTS”) program.
Countries currently participating in the NFTC program include
Australia, Austria, Canada, Denmark, Hungary, Italy, the
Republic of Singapore and the United Kingdom. The ADCTS
program 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.

Flexjet and Skyjet

Through the North American Flexjet program, owners
purchase shares of business aircraft with operations and
support, including flight crew, maintenance, hangar fees and
insurance. Flexjet also markets, on behalf of Jet Solutions
L.L.C., the Flexjet 25 jet card (25- to 35-hour block of flight
time entitlement). In addition, during fiscal year 2008, the
Flexjet One program was launched, providing an aircraft
management solution for owners interested in purchasing a
whole aircraft and having it managed by Flexjet.

The North American Skyjet program offers hours of both
on-demand and flight time entitlement charter services, the
latter of which is also offered to European, Asian, and Middle
Eastern customers through the Skyjet International program.
The Skyjet program arranges for its customers’ business jet
charters using selected air charter operators.

MARKET AND OUTLOOK

BUSINESS AIRCRAFT

Market

There was continued growth in demand in the business aircraft
market during calendar year 2007. According to a report
released by the General Aviation Manufacturers Association
("GAMA”) on February 12, 2008, calendar year 2007 was

a record-setting year in terms of total industry billings and
business jet shipments, with deliveries exceeding 1,000
aircraft for the first time in history. According to this report,

in the categories in which BA competes (the light to corporate
airliner categories), 863 business aircraft were delivered in
calendar year 2007, compared with the previous peak of 798
in calendar year 2006.
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Total deliveries and BA’s market share of the business aircraft market in which it competes were as follows for:

Calendar year 2007 Calendar year 2006

BA BA
Total Total Total Total
market deliveries Market market deliveries Market
Category Product (in units)” (in units) share® (in units)™ (in units) share®
Light/Super light Learjet 40 XR/
Learjet 45 XR 282 57 20% 284 56 20%
Midsize Learjet 60/60 XR 186 23 12% 152 15 10%
Super midsize Challenger 300 98 51 52% 98 515 56%
Large Challenger 604,/605 70 35 50% 73 29 40%
Super large/Ultra
long range Global 5000/
Global Express XRS 160 48 30% 123 40 33%
Corporate airliner Challenger 800 Series 67 12 18% 68 18 26%
863 226 26% 798 213 27%

M Deliveries in the very light category (275 units in calendar year 2007 and 87 units in calendar year 2006) are not included in the market total shown above as BA has no

product offering in this category.

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

The GAMA report confirms that BA was again the leader in
terms of revenues in the business aircraft market categories in
which it competes, with 29% revenue market share, and was
second in terms of units delivered, with a market share of 26%.

Competition
As market timing is crucial to the success of a new business
aircraft program, and because of the significant investment
in design and development required, new aircraft program
launches are often indicative of OEMs’ confidence in the
market going forward. These new aircraft tend to offer more
value than older models at similar prices. They can also
increase the scope of the overall product offering by increasing
the number of categories. As indicated by past trends, an
influx of new models stimulates demand, promotes growth in
OEM backlogs and sustains deliveries in the first years after
entry into service of these new aircraft.

Competition between manufacturers has increased in
recent years as new participants have entered various market

categories. BA is the only manufacturer to have launched
a new product or derivative during calendar year 2007, the
clean-sheet designed Learjet 85 aircraft, although some
competitors have publicly announced or further disclosed
their intentions to enter new market categories. In January
and March 2008, three competitors formally launched new
products in development.

BA has seven main competitors in the business aircraft
market categories in which it competes: Cessna Aircraft
Company (“Cessna”), a subsidiary of Textron Inc., Hawker
Beechcraft Corporation (“Hawker Beechcraft”, formerly
known as Raytheon Aircraft Company), Gulfstream Aerospace
Corporation (“Gulfstream”), a subsidiary of General Dynamics,
Dassault Aviation (“Dassault”), Embraer-Empresa Brasileira
de Aeronautica S.A. ("Embraer”), The Boeing Company
(“Boeing”) and Airbus S.A.S. (“Airbus”). The table hereafter
illustrates BA’s competitors by category.
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Narrow-body Wide-body

Very Light Super Midsize Super Large Super Ultralong Converted
light light midsize large range airliners
BA®™ L40 XR L45 XR L60XR 4@ CL300 CL605 G5000 GEXXRS CL80O Series
Cessna > > >
Dassault >
Gulfstream >
Hawker Beechcraft > >
Embraer > > > > >
Boeing
Airbus

Product in service
< Product under development

M | refers to Learjet, CL to Challenger, G to Global and GEX XRS to Global Express XRS.

Competitive positioning

With the entry into service of its Learjet 60 XR aircraft in the aircraft industry. In each category in which it competes, BA
second quarter of fiscal year 2008, BA further strengthened its offers aircraft with distinct value propositions that respond to
product portfolio, which is the most complete in the business customers’ needs.

Family of business jets Value proposition

Learjet Value relies on its performance based on a combination of speed, handling, time-to-climb and
operating ceiling.

Challenger Value relies on its efficiency together with its combination of speed, range and cabin comfort.

Global Value relies on its design and performance in terms of speed, long range, additional comfort and
advanced technology.

Upcoming product developments are aimed at strengthening these distinct value propositions:

Aircraft economics Cabin comfort
Learjet 85 * Expected to be the first U.S. Federal Aviation ¢ Improved cabin volume compared to currently
Regulations Part 25 certified all-composite in-service midsize business jets.

structure business aircraft®, which will provide:
* Less drag and superior aerodynamics;

* Reduced maintenance; and

» Extended service life.

Global Vision « Superior avionics suite aesthetics.
flight deck « Unprecedented level of situational awareness
and comfort.

(M The U.S. Federal Aviation Regulations Part 25 contains airworthiness standards for aircraft in the transport category.
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Market drivers

U.S. and international economic environment

The U.S. market still remains the single most important market
for the sale of business aircraft; however, the international
market has grown rapidly in recent years and represented
approximately 55% of the worldwide market in calendar year
2007, as measured by orders. Consistent with this trend,

BA is becoming less dependent on the U.S. market and has
expanded its customer base internationally to 67% of orders
received in calendar year 2007, as compared to 59% in
calendar year 2006. As noted in the 2007 edition of Merrill
Lynch and Capgemini’s World Wealth Report, there has been
an increase in the number of high net worth individuals in
emerging countries such as Russia, China and India.

The weakening of the U.S. dollar in recent years, most
notably against the euro, and the stronger economic
performance of many emerging countries have helped
stimulate sales internationally. The relative strength of the euro
versus the U.S. dollar has given European business jet buyers
a pricing edge as aircraft are generally sold in U.S. dollars.

In fiscal year 2008, the euro appreciated by 14% vis-a-vis
the U.S. dollar.

Pre-owned business jet inventory level and market values
As the inventory level of pre-owned aircraft available for sale
increases, their prices may fall, making it more attractive for
buyers to purchase pre-owned aircraft. When the availability
of pre-owned aircraft for sale on the market is low, their prices
may increase, diminishing the price gap to buy a new aircraft
and making the choice of a new aircraft more attractive to
potential buyers. According to BA’'s analysis using Jetnet
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and CASE databases, the absolute number of pre-owned
business jets available for sale amounted to 1,655 units as at
December 31,2007, or 10.9% of the in-service fleet, compared
to 1,679 units as at December 31, 2006, or 11.9%. This decrease
in percentage has contributed to a firming-up of prices of
pre-owned aircraft, making the choice of a new aircraft more
attractive to potential buyers.

Non-traditional demand

New business models are emerging in response to the demand
for affordable personalized business aviation services. Those
business models are now filling the value gap between full
aircraft ownership and commercial airline offerings.

During their initial growth phase (calendar years 1995 to
2000), fractional ownership programs generated a significant
level of new business jet deliveries. According to BA estimates,
fractional ownership programs’ demand for new aircraft has
matured over the last ten years and has stabilized around 10%
to 15% of traditional market deliveries.

Air Taxi refers to air carriers providing individual aircraft
seats. Branded Charter refers to air carriers who offer their
fleet to provide renting services of entire aircraft. Air Taxi
and Branded Charter demand could potentially account for a
large share of future non-traditional market deliveries. Many
Air Taxi companies are basing their service offerings on the
use of very light jets, and thus represent the main demand for
this market category. Customer acceptance, access to capital
and competition fromm commercial airlines are among the
challenges Air Taxi and Branded Charter start-ups will face in
executing their business plans.

Business aircraft market
Relative pre-owned market inventory

(for calendar years)
(in percentage of fleet)

7.3 percentage-point increase 6.0 percentage-point decrease

Air travel options

Business jet market
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Source: BA’'s analysis of Jetnet and CASE databases

BOMBARDIER INC. 2007-08 Annual Report 51



Business aircraft market outlook
The following table illustrates the anticipated trend over the next three calendar years of the above-mentioned market drivers in
the market categories in which BA competes:

Market drivers outlook

Market driver Trend Justification
U.S. economic v At the date of this report, there is an anticipated slowdown in the U.S. economy.
environment According to the Blue Chip’s Economic Indicators February 2008 edition, the

probability of a U.S. recession in the next 12 months is approximately 49%. However,
according to data provided by Global Insight, Inc. in February 2008, real annual GDP
growth is expected to reach 3.0% by calendar year 2010, compared to 2.2% in calendar
year 2007. Historically, for the U.S. business jet market, an annual real GDP growth of 3%
or more is deemed sufficient to maintain a healthy business jet market.

International economic A According to data provided by Global Insight, Inc., it is estimated that average real GDP

environment growth in emerging markets and developing economies will remain above worldwide
average real GDP growth levels over the next three calendar years. According to
Merrill Lynch and Capgemini’s World Wealth Report, from calendar year 2006 to 2011,
the fastest growth in high net worth individuals’ financial wealth will come from the
Middle East, Latin America and Asia-Pacific regions. Honeywell’'s Business Aviation
Outlook also stated that the percentage of actual owners who intend to purchase
a new business aircraft over the next five calendar years is higher internationally
thanin the U.S. Emerging markets in China, India, Russia and Eastern European
countries offer the most potential for developing business aircraft operations and
associated infrastructure.

Pre-owned business » There are no current signs of weakness in the pre-owned business jet market. However,
jet inventory level and increased new aircraft deliveries could put downward pressure on the market value of
market values pre-owned aircraft in the upcoming years.

Non-traditional demand > According to the UBS Business Jet Monthly dated September 2007, fractional deliveries

should continue to represent over 10% of annual industry deliveries going forward, with
the majority of fractional deliveries replacing older fractional aircraft fleet.

A Indicates a favourable trend in the market categories in which BA competes.
V Indicates an unfavourable trend in the market categories in which BA competes.
P Indicates a neutral trend in the market categories in which BA competes.

According to the BA Business Aircraft Market Forecast year), generating industry revenues of $228 billion ($23 billion
published in September 2007 (based on market driver data per year), as compared to 5,722 aircraft and $104 billion in total
available at that time), and confirmed by Honeywell’'s Business revenue over the previous ten calendar years.

Aviation Outlook also dated September 2007, business aircraft Although BA’s forecast was based on market driver data
deliveries should remain strong through calendar year 2010. available at the time that it was prepared, BA does not expect
From a longer term perspective, this BA forecast predicts that using the current market drivers outlook as described
9,950 aircraft deliveries worldwide in the categories in which above would lead to significant changes in its forecast.

BA operates from calendar year 2007 to 2016 (995 aircraft per
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Business jet delivery unit forecast

(for calendar years)

(in units)
. Categories in which BA competes
2,000 --- Very light jet ca‘te‘g\ory
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1,200
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Business jet market revenue forecast
(for calendar years)
(in constant 2007 billions of dollars)

. Categories in which BA competes

--- Very light jet category
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Source: Based on BA’'s demand model.

COMMERCIAL AIRCRAFT
Regional jets and turboprops

Market

The assessment of market share is based on the up to 100-seat
categories, representing the market in which BA has a product
offering. According to publicly available competitor reports,

a total of 288 regional aircraft of up to 100 seats was delivered
worldwide in calendar year 2007, compared to 245 regional
aircraft in calendar year 2006. The 18% increase in the
worldwide regional aircraft market, measured by deliveries,

is mainly due to an increase in deliveries in large regional jets
and turboprops.

In calendar year 2007, low-fare carriers in Europe and the
U.S. have expanded their use of regional jets and turboprops.
Emerging economies are also contributing to the growth of
regional airlines, employing both new and pre-owned aircraft.

Calendar year 2007

Calendar year 2006

BA BA
Total Total Total Total
market deliveries Market market deliveries Market
(in units) (in units) share™ (in units) (in units) share®™
Regional jets 184® 61 33% 175 78 45%
Turboprops 104® 60 58% 72% 48 67%
288 121 42% 245 126 51%

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

() 40-to 100-seat aircraft.
) 20- to 90-seat aircraft.

Source: Competitor reports publicly available.
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BA delivered 121 regional aircraft in calendar year 2007,
compared to 126 regional aircraft in calendar year 2006,
resulting in a market share of 42% in the markets in which it
has a product offering. The nine percentage-point decrease
in market share compared to calendar year 2006 is mainly
explained by:

* Anincrease in the number of 100-seat aircraft deliveries
in calendar year 2007 compared to calendar year 2006,
which is an aircraft category for which BA is currently
developing its CRJIO00 NextGen aircraft.

*  Forregional jets, adjustments in the production rate made
during fiscal year 2007 limited the number of aircraft
available for delivery in fiscal year 2008. However, as a
result of the increasing number of regional jet firm orders
since that time, a decision was made in the second quarter
of fiscal year 2008 to increase the production rate for
the CRJ700 NextGen and CRJ900 NextGen aircraft
from a rate of one aircraft every five days to a rate of one
aircraft every four days. In addition, in the third quarter

of fiscal year 2008, it was decided to further increase the
production rate to one aircraft every three days. Due to the
timing of these production rate adjustments, BA expects to
produce 64 aircraft in fiscal year 2009 and further benefit
from these adjustments in later fiscal years.

«  Forturboprops, BA increased deliveries by 25%, but could
not increase them further as a result of a challenging
production rate adjustment in its supply base.

Competition

BA’s main competitors are Embraer in the regional jet category

and Avions de Transport Régional (“ATR”) in the turboprop

category. Additional companies currently developing

competitive products in the regional jet category include

AVIC | Commercial Aircraft Co. ("AVIC I"), Mitsubishi Heavy

Industries Ltd. ("MHI") and Sukhoi Company (JSC) (“Sukhoi”).
The table below illustrates BA's main competitors in the up

to 100-seat categories, representing the market in which BA

had a product offering.

Regional jets Turboprops

20-39 40 - 59 60-79 80-100 20-39 40-59 60-90
BA CRJ200 CRJ700/705™M CRJ900OM CRJ1IO00M Q200 Q300® Q400Mm
Embraer
AVIC | >
MHI > >
Sukhoi > >
ATR

Product in service
<@ Product under development

M NextGen aircraft models

@ Subsequent to January 31,2008, BA decided that the Q200 and Q300 aircraft will no longer be offered.
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Competitive positioning
BA believes that it is well positioned in the regional jet and

regional turboprop categories, due to the economic advantage

of its products and family commonality benefits across the
40-to 100-seat CRJ Series aircraft and across the 37- to

Aircraft

Value proposition

MANAGEMENT’S DISCUSSION
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78-seat Q-Series aircraft. According to an Air Transport

World publication dated January 2008, BA’s regional aircraft

are in service with 11 of the world’s 20 largest airlines, their

subsidiaries or affiliated companies.

CRJ NextGen family

Value relies on lower operating costs (the aircraft’s closest competitor has up to 15%, higher trip

cash operating costs, under certain operating conditions), lower weight and reduced fuel burn

resulting in reduced greenhouse gas emissions compared to the nearest competitors, product

commonality including common crew qualifications, spare parts and maintenance procedures,
an all-new cabin and an increased use of composite materials.

Q400 NextGen

Value relies on operating costs being the lowest of any regional aircraft on flights up to
500 nautical miles under certain operating conditions, thus further satisfying the economic

demands of airlines in short-haul sectors. It also provides jet-like speed on shorter routes and an

extended range, which allow regional airlines to operate the Q400 NextGen aircraft in markets

not traditionally served by turboprops, as well as Active Noise and Vibration Suppression (ANVS)

system improving cabin comfort and reduced carbon dioxide and other gaseous emissions.

Upcoming product developments are aimed at strengthening the economic advantage of BA regional jets and to offer aircraft

with distinct value propositions that respond to customers’ needs.

Aircraft

Aircraft economics

Cabin comfort
and performance

Environmental footprint®™

CRJTIO00 NextGen

* Low operating costs; the

aircraft’s closest competitor
has up to 15% higher trip cash
operating costs under certain
operating conditions.
Approximately 90% parts
commonality with other CRJ
aircraft family members and
common crew qualifications.

* A maximum range of
up to 2,926 kilometres
(1,580 nautical miles) with
100 passengers, under

certain operating conditions.

* Improvements in cabin
comfort.

* Substantially lower fuel
consumption compared to
older-generation aircraft of
similar seat capacity currently
in operation.

* Up to 30% reduced carbon
dioxide emissions.

M The environmental footprint is a measure of the aircraft’s burden on the environment, including greenhouse gas emissions, energy consumption, air pollutant releases

and water discharges.
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Market drivers

Economic environment

A strong worldwide economy in calendar year 2007 has

led to an upswing in the aviation industry. According to the
International Air Transport Association ("IATA”) Financial
Forecast dated March 2008, it is estimated that the worldwide
airline industry reached overall profitability for the first time
since calendar year 2000, with a net profit of $5.6 billion in
calendar year 2007, compared to a net loss of $0.5 billion in
calendar year 2006.

Worldwide airlines’ net profits

(for calendar years)
(in billions of dollars)

(0.5)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Estimate

Source: IATA

Fuel prices and environmental regulations

Fuel is an important variable component of airlines’

costs, and significantly impacts their profitability. New
environmental regulations related to the aviation industry
are also putting additional pressure on airlines to renew their
fleets with more fuel-efficient aircraft thereby reducing their
environmental footprint.

The sustained high prices of crude oil since mid-2003
calendar year and the recent increases continue to put
pressure on airlines’ results. Turboprop economics, built on
significantly lower fuel, maintenance and acquisition costs
for short-haul flights up to 500 nautical miles compared to
similarly sized jets, have become more appealing in a higher
fuel price environment.

Demand for air travel

Mainline airlines continue to outsource routes to their regional
airline partners to reduce costs. Regional airlines are shifting
new aircraft purchases to larger-capacity aircraft. This shift

is due to the lower seat-kilometre costs offered by larger
aircraft, which help maintain the airlines’ profitability even

in a depressed fare environment.
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Demand for air travel can be assessed through

the following:

* revenue Passenger Kilometres (“RPK”), which is a measure
of paying passenger traffic and represents passenger
demand for air transport (defined as one fare-paying
passenger transported one kilometre, expressed in billions);

» available Seat Kilometres (“ASK”), which is a measure
of available passenger capacity (defined as one seat
carried for one kilometre, whether a passenger occupies it
or not); and

* passenger load factor is a measure of the health of the
airline industry (defined as the number of passengers flown
divided by seat capacity (RPK/ASK)). High passenger
load factors indicate demand for larger-capacity regional
aircraft in order to satisfy high traffic demand.

World airlines’ RPK and passenger load factor

(for calendar years)

[ RrPKin billions
. Passenger load factor

69%
70%
72%
70%
72%
72%
74%
75%
76%
77% l
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Outlook

Source: Airline Monitor

According to Airline Monitor’s January/February 2008
publication, worldwide passenger traffic measured in RPK
was forecasted to increase by 5.6% in calendar year 2007
compared to calendar year 2006. In the same time period,
average passenger load factors increased from 76% to 77%,
representing the sixth consecutive year of growth. Since
calendar year 1992, the combined passenger traffic of the
European Regional Airline Association (ERAA) and the U.S.
Regional Airlines Association (RAA) has increased by 7.5%
per year, significantly outpacing the industry average for
worldwide airlines.

Aircraft financing

Since aircraft ownership costs represent a significant portion
of regional airlinesi operating expenses, the availability

of competitive aircraft financing is an important part of

the aircraft purchase process. Although regional aircraft
financing remains challenging, regional airlines were able to



access improved lending and leasing markets in 2007. BA
continues to work closely with leading financial institutions and
government agencies to assist its regional airline customers in
obtaining financing.

In addition, the Organisation for Economic Co-operation
and Development (OECD) countries plus Brazil have agreed
to a new Aircraft Sector Understanding (ASU), which came
into effect in July 2007. The purpose of the ASU is to provide a
framework for the predictable, consistent and transparent use
of officially supported export financing for the sale and lease
of aircraft and related goods and services.

Market drivers outlook
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Scope clauses

In the U.S. and Europe, the pilot scope-clause environment
continues to evolve to gradually permit a higher number of
larger regional jets to be flown by regional airlines affiliated
with mainline airlines through a code-sharing agreement.

Regional aircraft market outlook

The following table illustrates the anticipated trend over the
next three calendar years of the above-mentioned market
drivers in the market categories in which BA competes.

Market driver Trend Justification

Economic » According to data provided by Global Insight, Inc. in February 2008, worldwide

environment economic growth should average 3.5% for the next three calendar years with the higher
growth rates in developing markets. The IATA Financial Forecast dated March 2008
forecasts that total airline industry net profits will remain positive at $4.5 billion for
calendar year 2008.

Fuel prices and > Fuelis an important variable component of airlines’ profitability but is also a positive

environmental driver for larger, more efficient regional jets and turboprops. According to the Financial

regulations Forecast dated March 2008, IATA predicts that fuel costs will represent 32% of total
airline costs by calendar year 2008, up from 14% in calendar year 2003.

Demand for air travel A According to the IATA Economic Briefing dated October 2007, passenger demand
in domestic markets is predicted to increase by 5.3% per year between calendar year
2007 and 2011 compared to an average rate of 4.4% between calendar year 2002
and 2006. Regional airlines have benefited and will continue to benefit from growth
in passenger demand. The demand for larger capacity regional aircraft is driven by
this growth and will continue to push regional airline requirements toward larger
capacity aircraft.

Aircraft financing > Although regional aircraft financing remains challenging, regional airlines should
continue to be able to access lending and leasing markets in the near future. However,
the current turmoil in global credit markets could affect airlines’ ability to obtain
permanent financing.

Scope clauses A In the medium term, the relaxation of pilot scope clauses appears to be trending from

50-seat aircraft toward 100-seat aircraft. These changes will progressively affect the
regional airline industry over the next few years.

A Indicates a favourable trend in the market categories in which BA competes.

P Indicates a neutral trend in the market categories in which BA competes.

According to the BA Commercial Aircraft Market Forecast
published in June 2007, BA estimates that the worldwide
regional airline fleet will grow from the current 5,200 aircraft
to 7,900 aircraft (net of 2,600 retired aircraft) by calendar
year 2026. From calendar year 2007 to 2026, BA forecasts
5,300 deliveries worldwide of regional aircraft, estimated to
be worth $166 billion. North America and Europe will continue

to represent the largest markets. The highest capacity growth
rate is expected to be in China and India.

Although BA’s forecast was based on market driver data
available at the time that it was prepared, BA does not expect
that using the current market drivers outlook described above
would lead to significant changes in its forecast.
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Single-aisle mainline jets

The 100- to 149-seat commercial aircraft market segment
provides the foundation for a future wave of industry growth.
This segment was key in the development of the mainline
carriers of today and currently has an estimated 5,400 aircraft
in service. From the 1960s through the 1980s, this segment
represented the staple of the mainline fleet and was comprised
of five-abreast aircraft such as the DC9 and MD8O, originally
manufactured by the Douglas Aircraft Company and the
McDonnell Douglas Corporation respectively, and the six-
abreast Boeing 737-200/300/400 families of aircraft.

Driving the demand in this segment will be the retirement
of a large number of aircraft currently in service. As unit cost,
environmental and right-sizing pressures increase; new and
efficient jets will replace thousands of old-generation types
of aircraft. According to the BA Commercial Aircraft Market
Forecast published in June 2007, BA estimates 5,900 new
aircraft deliveries in the 20-year period up to calendar year
2026, and that 54% of the current in-service aircraft fleet is
to be retired in the same period.

BA 100- to 149-seat single-aisle

mainline jet fleet forecast
(number of units in service)

o
o
<
©
A. New markets - 1,000

Growth - 2,000

+5,900
Current fleet - 5,400 AN Replacement - 2,900
Retention - 2,500
2006 2026 forecast

BA’s target is to achieve 50% of the market with the CSeries
family of aircraft. The CSeries family of aircraft is specifically
designed for the five-abreast lower end of the 100- to 149-seat
mainline commercial aircraft market category. The aircraft
design will incorporate the latest technologies:

* new, largely composite and aluminum-lithium

alloy structure;

* latest systems include fly-by-wire combined with fourth-
generation aerodynamics; and

*  Pratt & Whitney’s next-generation high-bypass Geared
Turbofan engine.

The CSeries family of 110- and 130-seat aircraft, for which a

launch decision is expected in fiscal year 2009, will produce,

under certain operating conditions:

e upto20% lower fuel burn;

* unmatched reductions in noise and emissions;

* unprecedented combination of field length and range
performance; and

* up to15% better overall cash operating costs.

AIRCRAFT SERVICES

According to a 2007 publication by AeroStrategy
Management Consulting, there is an overall increase in
industry demand for aircraft services, which is influenced by
a number of factors, including the size and aging of fleets,
an overall increase in aircraft utilization, and a trend toward
outsourcing maintenance, repair and overhaul operations.
The rationalization activities initiated by many regional
airlines have also provided some opportunities for aircraft
maintenance services. In addition, the increased level of
business aircraft deliveries during fiscal year 2008 has had
a positive impact on commercial training services.

As a result, the demand for total in-service fleet
management support, including comprehensive spare parts
and service programs (“one-stop shopping”), is expected to
continue to grow. As the aircraft designer, system integrator
and manufacturer of a large installed base of business and
regional aircraft currently in service around the world, BA’s
competitive strengths rely on its ability to assess the life cycle
costs incurred by its customers and design life cycle solutions
to optimize cost savings and aircraft availability. BA is at
an advantage to capitalize on this growth by offering OEM
certification along with OEM technical advice.

() Compared to current competing aircraft in the lower end of the 100- to 149-seat, five-abreast mainline aircraft market category, which includes the Airbus A318 and

A319, Boeing 737-600W and 737-700W and Embraer 195 aircraft.
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STRATEGIES AND CAPABILITY TO DELIVER RESULTS

Key success factors

The competitive factors in the current business and

commercial aircraft markets include: aircraft price, aircraft

operating costs, product quality and reliability, cabin size and

comfort, aircraft range, speed, as well as product and service

support. BA believes that in the current business environment,

key success factors include the following:

* competitive performance of existing products and
services in specific
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INITIATIVE Health & safety

Goal * Enhance occupational health and safety standards and leverage best practices across all
manufacturing sites. In order to achieve its health and safety objectives, BA strongly believes that
partnerships with unions and sharing best practices among sites are essential.

Leading initiatives * Reduce frequency of accidents ratio to 1.1 accidents per 200,000 hours worked, including hours
worked for restricted duty.
* Reduce severity of accident ratio to 32 days lost due to accidents per 200,000 worked hours,
including hours worked for restricted duty.
* Have 100% of manufacturing and service sites with more than 150 employees certified to the
standard of the Occupational Health and Safety Audit System ("OHSAS”) 18001 by the end of fiscal

year 2010.
Fiscal year 2008 » Belfast facilities received OHSAS 18001 certification in December 2007. Most of the other sites
highlights have started to implement prevention activities based on helping employees adapt health and

safety principles in their work habits.

» Toronto facilities passed a successful OHSAS maintenance audit.

* All Montréal and Wichita facilities have been audited for OHSAS compliance in 2007 with no major
non-compliance items identified.

* Reduced frequency of accidents ratio to 1.23 accidents per 200,000 hours worked, including hours
worked for restricted duty, compared to 1.53 accidents in fiscal year 2007.

INITIATIVE Amazing customer experience

Goal * Improve customer satisfaction through all customer interactions, by providing a consistently
reliable experience throughout the purchase, delivery and support process. This is a BA-wide effort
that encompasses both business and commercial aircraft.

Leading initiatives Continue to improve customer satisfaction through all customer interactions:
Delivery
* Improve aircraft completion cycle time for business aircraft customers.
* Continue to focus on product improvements to enhance product reliability.
* Improve aircraft on-time delivery performance.
Support
» Continue parts availability and regional depot inventory optimization plan.
* Further expand regional support office network for commercial aircraft customers.
* Provide additional field service support, maintenance and service capabilities to enhance
international support capabilities.
* Improve AOG return-to-service cycle time.
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Amazing customer experience (cont’d)

Fiscal year 2008

Improved parts availability and delivery performance

highlights * Opened two new spare parts depots in S&o Paulo, Brazil, and in Narita, Japan.

* Implemented a new parts inventory program, earmarking more than $25 million toward stocking
additional quantities of the top 25 high-demand parts. The program targets the parts distribution
network for current production of Learjet, Challenger and Global aircraft models.

* Reduced cycle time and improved on-time delivery on most aircraft programs through lean
manufacturing initiatives.

* Improved overall parts availability and delivery performance.

Launched additional AOG services

» Launched integrated 24/7 customer response centres in Wichita (Learjet) and Montréal (Challenger
and G/obal) for AOG services for business aircraft customers and continued to improve the
regional customer response centres in Toronto and Montréal.

* Launched the dedicated AOG parts delivery service Parts Express for Learjet, Challenger and
Global aircraft operators, aiming to leverage on the flexibility of the Flexjet aircraft fleet for AOG
parts deliveries in the U.S.

Expanded support network

* Expanded its maintenance and service capabilities at three business aircraft authorized
service facilities.

» Certified a fourth recognized regional aircraft service facility.

* Opened a regional support office in Japan for regional aircraft customers.

INITIATIVE Lean manufacturing/waste elimination initiatives
Goal * Eliminate waste in the manufacturing processes and align production with customer demand in

order to reduce costs and increase quality.

Leading initiatives

Further deploy and integrate lean manufacturing principles at pilot facilities in Belfast,
Saint-Laurent and Mirabel through the Achieving Excellence system.
Continue to identify potential improvements across the manufacturing network.

Fiscal year 2008
highlights

Reduced cost through lean initiatives in production facilities.

Continued to invest in automated equipment to increase productivity, quality and reduce costs,
for example, by planning the deployment of a new robotics assembly system at the Saint-Laurent
facility in partnership with the National Research Council of Canada ("NRC").
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INITIATIVE Supplier development and sourcing initiatives
Goal * Improve level of delivery and quality performance in the supply base.
Leading initiatives * Improve supply chain risk management processes to achieve better lead-time control,
multi-program coordination and capacity planning.
* Perform a proactive assessment of the supply base performance and risks, with on-site
intervention teams to help suppliers recover from supply difficulties.
* Continue the deployment of joint multi-disciplinary teams to proactively work with the
supply chain.
* Secure additional competitive value proposition, including long-term inflation protection on new
and existing programs through commodities strategies.
* Launch the supplier scorecard and performance management process, as part of the active
deployment of the supplier development approach.
Fiscal year 2008 » Signed agreements that cover both manufacturing and aftermarket requirements with suppliers,
highlights limiting the exposure to price fluctuations and ensuring availability of supply.

* Extended commodities strategies to include aftermarket commodities.

* Deployed supplier development approach, including creation of a multi-site supplier development

team for commodities presenting high operational risk.

Since the launch of these initiatives, BA has made progress toward the three priorities and has engaged the whole organization

through these initiatives in focused improvement efforts.

ANALYSIS OF RESULTS

The record level of order intake and revenues achieved in

fiscal year 2008 illustrate the solid competitiveness of BA’s
product and service portfolio, despite increased pressure from
competitors. The progress realized over the last three fiscal
years, centered on the three priorities and supported through
various initiatives such as lean manufacturing/waste elimination
initiatives and the Achieving Excellence program, have
contributed to the steady improvement in the EBIT margin from
2.5% in fiscal year 2005 to 5.8% in fiscal year 2008.
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Important notice regarding the predictive value of the
historical financial information

Effective February 1, 2008, the Corporation has changed

its accounting policy for aerospace programs from the
average cost method to the unit cost method to comply

with new accounting standards. Accordingly, the EOAPC
charge to income will be nil for fiscal year 2009, compared to
$271 million in fiscal year 2008 (see Accounting and reporting
developments in the Other section of this MD&A).
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Results of operations

Fourth quarters Fiscal years
ended January 31 ended January 31
2008 2007 2008 2007®
Revenues
Manufacturing:
Business aircraft $1,453 $1,304 $4,673 $ 3,907
Regional aircraft 759 604 2,503 2,139
Other 140 127 438 400
Total manufacturing revenues 2,352 2,035 7,614 6,446
Services® 415 362 1,542 1,334
Other® 126 192 557 516
Total revenues 2,893 2,589 9,713 8,296
Cost of sales 2,461 2,205 8,216 7,025
Margin 432 384 1,497 1,271
Selling, general and administrative 163 149 552 474
Research and development 13 16 37 78
Other expense (income)® (39) (34) (58) (12)
EBITDA 295 253 966 731
Amortization 99 95 403 409
EBIT $ 196 $ 158 $ 563 $ 322
(as a percentage of total revenues)
Margin 14.9% 14.8% 15.4% 15.3%
EBITDA 10.2% 9.8% 9.9% 8.8%
EBIT 6.8% 6.1% 5.8% 3.9%

M Certain comparative figures have been reclassified to conform with the current year’s presentation.

@ Includes revenues from parts logistics, aircraft fractional ownership and hourly flight entitlement programs’ service activities, aircraft maintenance, commercial training
and Military Aviation Training

3 Includes mainly sales of pre-owned aircraft.

@ Includes net losses (gains) on certain financial instruments, foreign exchange losses (gains), severance and other involuntary termination costs (including changes in
estimates), settlement of claims and the effect of the adjustment of program accounting ending dates for the CRJ/700 and CRJ90O0 aircraft programs.

Total aircraft deliveries

Fourth quarters Fiscal years
ended January 31 ended January 31
2008 2007 2008 2007

Business aircraft (including those in the fractional
ownership program) 76 69 232 212
Regional aircraft 38 31 128 112
Amphibious aircraft 1 1 1 2
115 101 361 326

M An aircraft delivery is included in the above table when the equivalent of 100% of the fractional shares of an aircraft model has been sold to external customers.

BA expects an increase in business aircraft deliveries along with an improved mix in fiscal year 2009, while regional aircraft
deliveries are expected to remain at a similar level to that in fiscal year 2008.
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Aircraft deliveries

(for fiscal years)
(in units)

. Business aircraft
Regional aircraft

. Total, including amphibious aircraft

361
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Manufacturing revenues

The $317-million and $1.2-billion increases for the fourth
quarter and fiscal year are mainly due to increased deliveries
and improved selling prices for business aircraft ($149 million
for the fourth quarter, $766 million for the fiscal year) and
for regional aircraft ($155 million for the fourth quarter,

$364 million for the fiscal year).

Service revenues

The $53-million and $208-million increases for the fourth

quarter and fiscal year are mainly due to:

* higher volume and improved selling prices of spare parts
($16 million for the fourth quarter, $98 million for the
fiscal yean);

* higher fractional ownership and hourly flight entitlement
programs’ service activities ($23 million for the fourth
quarter, $62 million for the fiscal year); and

* higher revenues from Military Aviation Training, mainly as a
result of the achievement during the third quarter of fiscal
year 2008 of a significant milestone on the CF-18 Advanced
Distributed Combat Training System contract ($32 million
for the fiscal year).

68 BOMBARDIER INC. 2007-08 Annual Report

EBIT margin
The 0.7 percentage-point increase for the fourth quarter
is mainly due to:

improved selling prices for business aircraft and
regional aircraft;

improved margins on service activities, mainly for spare
parts sales and training; and

better absorption of amortization expense due to
higher revenues.

Partially offset by:

higher production costs, mainly due to escalation in
the price of materials and the negative impact of the
strengthening of the Canadian dollar and pound sterling.

The 1.9 percentage-point increase for the fiscal year is mainly
due to:

improved selling prices for business aircraft and

regional aircraft;

improved margins on service activities, mainly for spare
parts sales and training;

lower research and development expenses due to the
launch of the CRJIOOO0 regional jet in February 2007, since
the pre-launch research and development costs were
expensed in fiscal year 2007;

net gains due to the impact of lower interest rates and the
impact of a general improvement in the financial condition
of regional airlines on certain financial instruments carried
at fair value; and

better absorption of amortization expense due to

higher revenues.

Partially offset by:

higher production costs, mainly due to escalation in

the price of materials and the negative impact of the
strengthening of the Canadian dollar and pound sterling
versus the U.S. dollar, including a charge of $45 million
following changes in the long-term foreign exchange
assumption for the Canadian dollar, which led to revisions
of cost estimates for programs under average cost
accounting; and

lower gains resulting from the revision of cost estimates for
programs under average cost accounting.



FREE CASH FLOW

Free cash flow

MANAGEMENT’S DISCUSSION
AND ANALYSIS: AEROSPACE

Fiscal years
ended January 31

Fourth quarters
ended January 31

2008 2007 2008 2007
EBIT $ 196 $158 $ 563 $ 322
Non-cash items:
Amortization
Program tooling 74 63 289 269
Other 25 32 114 140
Loss on disposals of property, plant and equipment - 1 - -
Stock-based compensation 7 3 17 8
Net change in non-cash balances related to operations 380 547 969 292
Net additions to property, plant and equipment (128) (33) (276) (217)
$ 554 $771 $1,676 $814

Fourth quarter

The $217-million decrease is mainly due to:

* anegative period-over-period variation in net change
in non-cash balances related to operations ($167 million)
(see explanation below); and

* higher net additions to property, plant and equipment
($95 million), reflecting investments in the CRJI000
NextGen regional jet program and the purchase of
tooling previously under an operating lease related to
the Challenger 300 aircraft program.

Partially offset by:

« higher profitability ($38 million).

Fiscal year

The $862-million increase is mainly due to:

* apositive year-over-year variation in net change in
non-cash balances related to operations ($677 million)
(see explanation below); and

« higher profitability ($241 million).

Partially offset by:

* higher net additions to property, plant and equipment
($59 million), reflecting the investments in the CRJI000
NextGen regional jet program and the recently launched
Learjet 85 aircraft program.

Net change in non-cash balances

related to operations

The $380-million and $969-million cash inflows for the

fourth quarter and fiscal year ended January 31, 2008 are
mainly due to decreases in inventories and aircraft financing
and an increase in advances in excess of related costs,

partially offset by a decrease in accounts payable and accrued
liabilities and discretionary pension fund contributions totalling
$249 million.

For the fourth quarter ended January 31, 2007, the
$547-million cash inflow was mainly due to decreases in
inventories and aircraft financing. For the fiscal year ended
January 31, 2007, the $292-million cash inflow was mainly due
to a decrease in aircraft financing and an increase in accounts
payable and accrued liabilities.
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PROGRAM INFORMATION

The carrying amounts of EOAPC, included in inventories, and program tooling costs, included in property, plant and equipment,

were as follows as at:

January 31,2008

January 31, 2007

Program Program
Program family EOAPC tooling Total EOAPC tooling Total
Business aircraft
Learjet Series $ 81 $ 95 $ 176 $163 $ 89 $ 252
Challenger 300 85 343 428 122 380 502
Challenger 604/
Challenger 605 - 47 47 - 56 56
Global Series 111 210 321 245 268 513
Regional aircraft
CRJ Series = 432 432 = 403 403
Q-Series - 69 69 = 80 80
$277 $1,196 $1,473 $530 $1,276 $1,806
EOAPC

The $253-million decrease in EOAPC is mainly due to all program families having reached the point where the actual unit cost is

less than the average cost recognized in Cost of sales and to the reduction following the previously discussed $45 million charge

following the changes in the long-term foreign exchange assumption for the Canadian dollar, partially offset by an increase in

connection with the purchase of tooling previously under an operating lease related to the Challenger 300 aircraft program.

The EOAPC charges included in EBIT were as follows for:

Fourth quarters
ended January 31

Fiscal years
ended January 31

2008 2007 2008 2007
EOAPC charge $ 67 $ 66 $ 271 $ 2770
As a percentage of total revenues 2.3% 2.5% 2.8% 3.3%

M This amount is after a charge of $74 million arising from the alignment of the CRJ700 and CRJ90O0 aircraft program
accounting ending dates. Without taking into consideration this $74 million charge, the EOAPC charge in fiscal year 2007

amounts to $203 million or 2.4% of total revenues.
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MANAGEMENT’S DISCUSSION
AND ANALYSIS: AEROSPACE

Program tooling development, benefits from leveraging prior investments

The $80-million decrease in program tooling is mainly due in product platforms, whereas clean-sheet programs under

to amortization charges exceeding tooling additions. The development, such as the recently launched Learjet 85 aircraft,
CRJIOO0O NextGen aircraft program, which is currently under typically require higher tooling investments.

Product development costs

Fiscal year Fiscal year
2008 2007
Program tooling® $ 209 $ 160
Program change and engineering® 94 91
Research and development® 37 78
$ 340 $ 329
As a percentage of manufacturing revenues 4.5% 51%
() Capitalized in Property, plant and equipment.
@ Included in Cost of sales.
3 Included in Research and development.
BA is continuously investing in strategic technology the CRJIOO0O NextGen aircraft has been launched, the
development to support its current aircraft portfolio development costs were included in program tooling in
and align with its aircraft development programs. As fiscal year 2008.
AIRCRAFT DELIVERIES
Business aircraft deliveries
Fourth quarters Fiscal years
ended January 31 ended January 31
2008™ 20077 2008 20077 Wide-body
Narrow-body
Narrow-body business jets §
N
Learjet 40/40 XR/Learjet 45/45 XR 17 14 60 52 N ~ 151
- 141
Learjet 60/60 XR 9 6 21 19 128
Wide-body business jets
Challenger 300 17 19 52 55
Challenger 604,/Challenger 605 16 12 38 32
Global 5000/Global Express XRS 12 14 48 42 69 71 81
Challenger 800 Series 5 4 13 12
76 69 232 212
2006 2007 2008
M An aircraft delivery is included in the above table when the equivalent of 100% of the fractional shares of an aircraft model
have been sold to external customers. This resulted in 8 and 19 aircraft deliveries for the three- and twelve-month periods
ended January 31,2008 respectively (8 and 15 aircraft deliveries, respectively, for the same periods last fiscal year).
Business aircraft deliveries reached a record level in the more production positions being reserved for inter-company
fiscal year ended January 31, 2008, due to higher deliveries transfers to Flexjet during fiscal year 2008 compared to the

of all business aircraft, except for the Challenger 300 aircraft prior fiscal year.
due to the timing of adjustments in the production rate and to
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Regional aircraft deliveries

Fourth quarters Fiscal years
ended January 31 ended January 31
2008 2007 2008 2007

Regional jets
CRJ200 = = = 1
CRJ700 - = 5 13
CRJ705 1 = 1 =
CRJ900/CRJIQ00 NextGen 18 14 56 50

Turboprops

Q200 = = 5 1
Q300 4 5 16 16
Q400 15 12 47 31
38 31 128 112

Regional
aircraft deliveries

(for fiscal years)
(in units)

. Q-Series

CRJ700/705/900/900 NextGen
] cruzoo

[o9)
~M
— Q
28 =
o 66
74 48
63 62
36
1
2006 2007 2008

Regional aircraft deliveries increased during the fiscal year ended January 31, 2008, mainly due to increased deliveries of Q400

turboprops, reflecting the market’s continued sensitivity to operating costs, in particular fuel costs.

ORDERS AND BACKLOG

Total aircraft net orders

Fourth quarters

Fiscal years

ended January 31 ended January 31

2008 2007 2008 2007

Business aircraft 154 117 452 274
Regional aircraft 51 21 238 87
Amphibious aircraft 8 1 8 2
213 139 698 363
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Total order backlog

MANAGEMENT’S DISCUSSION
AND ANALYSIS: AEROSPACE

Order backlog

(in billions of dollars)

(as at January 31)

Aircraft programs

Military aviation training

January 31 January 31 (in billions of dollars)
2008 2007
$21.7 $12.2
1.0 1.0
$22.7 $13.2

The order backlog was at a record level as at January 31,
2008. The 72% increase reflects strong order intake in both
business and regional aircraft. In business aircraft, both
narrow-body and wide-body business aircraft order backlogs
have increased, and the order backlog for each product family
remains strong. In regional aircraft, the decision to introduce
the next generation version of the CRJ700 and CRJ900
regional jets as well as the launch of the CRJIO00 NextGen
regional jet have contributed to this increase. There has been
a significant increase in the number of Q400 aircraft orders
demonstrating an increasing demand for large turboprops.

2006 2007 2008

BA business aircraft backlog

(as at January 31, 2008)
(in months of production¢)

. Target range
Target range:

iy IS
family 6-9 months

ey N e
family 9-12 months
peered |
family

Target range:
12-18 months

BA regional aircraft order backlog

(as at January 31, 2008)
(in months of production¢)

. Target range

Target: 21 months

(M The number of months in production is calculated by dividing the order backlog in units as at January 31, 2008, by the number of aircraft delivered during the current

fiscal year, converted into an equivalent number of months.
@ The number of months in production for the Q400 aircraft is 23 months.

Order intake has been consistently growing for the past
three fiscal years, resulting in a strong order backlog. The firm
order backlog is an indication of future deliveries; the stronger
the order backlog, the higher the future deliveries. A strong
order backlog also provides an added level of resilience, as
BA would be able to decrease its production rates gradually
if order intake were to drop significantly. However, a strong
order backlog (which represents the period of time from

order to delivery for a customer when measured in months)
may discourage potential customers from placing an order.
BA’s order backlog is currently above target range for all
business aircraft families. BA manages its order backlog by
reviewing the production horizon for its products including the
establishment of production rates and the assessment of its
supply base capacity.
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Business aircraft net orders

Fourth quarters

ended January 31

Fiscal years

ended January 31

2008 2007 2008 2007
Net orders 154 117 452 274
Book-to-bill ratio™ 2.0 1.7 1.9 1.3

M Defined as the net orders received over the aircraft deliveries, in units, in a given period.

The increase in business aircraft orders reflects the competitive products and continued strength of the business aircraft
market. Net orders received in fiscal year 2008 represent a record level for BA.

Regional aircraft net orders

Fourth quarters

ended January 31

Fiscal years

ended January 31

2008 2007 2008 2007
Net orders Net orders Orders Swaps Net orders Net orders
Regional jets
CRJ200 - = = = = (16)
CRJ700/CRJ700 NextGen 22 % 30 2M &2 (33)
CRJ900/CRJIQ00 NextGen 9 7 87 (17 70 98
CRJIOOO NextGen 1 = 24 5% 39 =
Turboprops
Q200 - = 4 = 4 %
Q300 3 7 13 = 13 11
Q400 16 4 80 = 80 24
51 21 238 = 238 87
Book-to-bill ratio I3 0.7 1.9 0.8

(1 Mesa Air Group, Inc. has converted its two orders of CRJ900 regional jets to two CRJ700 NextGen regional jets

@ My Way Airlines has converted its remaining 15 orders of CRJ900 NextGen regional jets to CRJIO00 NextGen regional jets.
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Regional aircraft significant net orders

MANAGEMENT’S DISCUSSION
AND ANALYSIS: AEROSPACE

Fiscal year 2008

Aircraft Units
CRJ700 NextGen
SkyWest Inc. 18
Mesa Air Group 10
CRJ900/CRJ900 NextGen
Delta Air Lines 44
Deutsche Lufthansa AG 15
Pluna Lineas Aéreas Uruguayas S.A. 7
Tatarstan Airlines 6
CRJ1I000 NextGen
Undisclosed customer 15
Brit Air 8
Q400 turboprops
Flybe 15
Horizon Air 15
Pinnacle Airlines Corp. 15
Qantas Airways 12
Air Berlin PLC 10
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Regional aircraft order backlog

January 31,2008

Options and
Aircraft on conditional
firm order orders
Regional jets
CRJ200 = 24
CRJ700 NextGen 32 72
CRJO0O0 NextGen” 84 212
CRJIOOO NextGen 39 24
Turboprops
Q200 5 =
Q300 12 4@
Q400" 90 145
262 481

) There are 19 firm orders in the order backlog with conversion rights from the CRJ900 NextGen aircraft to the CRJI000 NextGen aircraft. In addition, there are three firm
orders in the order backlog with conversion rights from the Q400 turboprops to other regional aircraft.
@ Subsequent to fiscal year 2008, the options for the Q300 turboprop have been converted to options for the Q400 turboprop.

Regional aircraft other events

During the third quarter of fiscal year 2008, certain landing
gear incidents occurred with the Q400 turboprop aircraft. In
March 2008, BA announced that Scandinavian Airlines System
("SAS”) and its affiliates placed a firm order for 13 CRJ900
NextGen regional jets and 14 Q400 NextGen turboprops,

and took options for an additional 24 aircraft. As a result of
this order, BA, SAS and Goodrich, the manufacturer of the
landing gear, have come to a mutually satisfactory agreement,
the terms of which do not result in a material impact to the
Corporation. With respect to the other incidents related to
the Q400 aircraft not involving SAS, the Corporation does
not expect the incidents to have a material impact on the
Corporation’s financial results.
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On May 3, 2007, Delta emerged from a 19-month period
under bankruptcy protection. In addition, on March 6, 2007,
the U.S. Bankruptcy Court for the Southern District of
New York entered an order granting the Corporation an
allowed general unsecured claim in the amount of $34 million
against Northwest Airlines (“Northwest”). On May 31, 2007,
Northwest emerged from a 20-month period under
bankruptcy protection, and the Corporation received shares
of new equity in the reorganized Northwest as a primary
distribution on account of its claim. The shares were monetized
for proceeds of $18 million, resulting in a gain of the same
amount, recorded in other expense (income) in the second
quarter of fiscal year 2008. During the third quarter of fiscal
year 2008, additional shares were received and monetized
for proceeds of $2 million, also recorded as a gain in other
expense (income).



WORKFORCE AND LABOUR RELATIONS

MANAGEMENT’S DISCUSSION
AND ANALYSIS: AEROSPACE

January 31 January 31

2008 2007

Total number of employees 27,900 27,130
Percentage of employees covered by collective agreements 56% 57%

The increase in the total number of employees is mainly due to a ramp up in employee levels at the manufacturing facilities in

Querétaro, Mexico, and to an overall increase in the level of activities.

Major collective agreements

Location Union Approximate number of Expiration of
employees covered current agreement
Montréal International Association of Machinists and 5,300 November 20, 2008
Aerospace Workers 712 ("IAMAW™)
Belfast The Amicus, the Amalgamated Transport 4,400 January 25, 2010
& General Workers Union and the General
Machinists & Boilermakers
Toronto Canadian Auto Workers 3,000 June 22, 2009
Wichita IAMAW 1,100 October 5, 2009
Montréal National Automobile, Aerospace, Transport 1,050 December 5, 2010®

and Other Workers of Canada (Canadian
Auto Workers)

() These collective agreements expired on January 24, 2007. On April 5, 2007, new three-year collective agreements were ratified, effective January 25, 2007.
(2> This collective agreement expired on December 5, 2007. On December 2, 2007, a new three-year collective agreement was ratified, which became effective on

December 6,2007.
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TRANSPORTATION

Forward-looking statements®

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

* current order backlog and estimated future order intake;

* maintaining market leadership in rolling stock, system and services;

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

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

* recentindustry trends that are expected to continue in the foreseeable future, based on main market drivers analysis as
detailed in the respective Market and outlook sections; and

e asustained level of public sector spending.

(1 See also the forward-looking statements in the Overview section.

The data presented in this section of the MD&A is structured by product line (Rolling stock, Services, System and Signalling) and
by geographic region (Europe, North America, Asia-Pacific and Other), which is consistent with internal reports presented and
reviewed by Management.

The table below summarizes the most relevant key performance measures and related metrics. Management views special
items as potentially distorting the analysis of trends, and as such they are excluded from the profitability metrics. Management’s
incentive compensation is linked to the achievement of targeted results, based on EBIT and free cash flow.

Profitability * EBIT before special items, as a measure of performance.
Liquidity » Free cash flow, as a measure of liquidity generation.
Growth * Order backlog, as a measure of future revenue growth.

* Book-to-bill ratio, as an indicator of future revenue growth. The ratio represents new orders over
revenues, measured in dollars in a given period.
* Market share and scale, as measures of competitive positioning.

Capital employed * Average net segmented assets, as a measure of capital efficiency.
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MANAGEMENT’S DISCUSSION

AND ANALYSIS: TRANSPORTATION

Revenues

(for fiscal years)
(in millions of dollars)

EBIT before
special items
(for fiscal years)

Free cash flow

(for fiscal years)
(in millions of dollars)

Order intake
Book-to-bill ratio
(for fiscal years)

B system and signalling . EBIT margin before [ Order intake - in billions
Servi special items - in percentage of dollars
erviees of revenues . Book-to-bill ratio
. Rolling stock Special items - in millions
of dollars 18
2 © . EBIT - in millions of dollars 15
2 0 4.4%
©
. 954 . 3.9% .
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M
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FISCAL YEAR 2008

Fourth quarter

*  Revenues of $2.4 billion, an improvement of 30% compared to the same period last fiscal year.

e EBIT of $109 million, or 4.6% of revenues, compared to $86 million, or 4.7%, for the same period

last fiscal year.

Free cash flow of $525 million, an improvement of $82 million compared to the same period last

fiscal year.

«  $3.9 billion in new orders (book-to-bill ratio of 1.6), compared to $5.4 billion (book-to-bill ratio
of 3.0) for the same period last fiscal year.

billion :

Fiscal year
*  Revenues of $7.8 billion, an improvement of 18% compared to last fiscal year.
e EBIT before special items of $339 million, or 4.4% of revenues, compared to $255 million, or
3 3 9 3.9%, last fiscal year. EBIT of $177 million, or 2.3% of revenues, compared to $231 million, or
3.5%, last fiscal year.
million +  Free cash flow of $688 million, an improvement of $593 million compared to last fiscal year,
after discretionary pension fund contributions totalling $135 million.
e $11.3 billion in new orders (book-to-bill ratio of 1.5), compared to $11.8 billion (book-to-bill ratio
of 1.8) last fiscal year.
*  On April1,2008, an agreement was reached in connection with the Metronet’s long-term
contracts, which resulted in a reduction of $2.6 billion in the order backlog. The carrying value
of the investment in Metronet was already written off in the second quarter of fiscal year 2008,
resulting in a special item of $162 million.
Order backlog of $30.9 billion as at January 31, 2008, the highest backlog in the rail industry,
despite the Metronet adjustment.

$688

million

JANUARY 31, 2008
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PROFILE

BT is dedicated to develop, manufacture and service

advanced transportation solutions for today’s and tomorrow’s
railways. As the global leader in rail technology, BT places
environmental sustainability firmly at the top of its agenda.
BT’s products and services combine energy-conserving
technology with optimal safety, reliability and cost efficiency.
Its products and services are designed for sustainable mobility.
BT’s worldwide presence includes 43 production sites in

21 countries and over 40 service centres around the world, with
a workforce of 31,485 employees as at January 31, 2008.

Sustainable mobility

As the global leader in the rail industry, BT seeks to create
greater awareness for sustainable mobility as a step toward
fighting global warming. In line with this green approach,

in fiscal year 2008, BT launched its “The Climate is right for
Trains” campaign, promoting the benefits of rail as a preferred
mode of transit, thus helping to reduce the congestion and
pollution. A new website, theclimateisrightfortrains.com, was
developed, along with a series of new advertisements in daily
newspapers and the trade press around the world, designed to
present BT trains, trams and people movers in this perspective.

CUSTOMERS

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. Deregulation

in some markets, in particular in regional passenger and
freight transportation, has led to the emergence of private
operators. However, public-sector entities still dominate

the market, and they benefit from various forms of public
involvement related to financing of operations or funding of
infrastructure. Most of these operators are regional or national,
but some former national railway companies are starting

to internationalize their operations, in addition to emerging
private transnational operators.
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BT’s customers are located in approximately 60 countries,
with Europe representing 74% of revenues in fiscal year 2008.
Customers’ key selection criteria include: compliance with
customer requirements, reliability, availability, maintainability
and safety of the vehicle, price, energy efficiency and
design. For most public operators, local content is also an
important criterion.

PRODUCTS AND SERVICES

BT covers a full spectrum of railway solutions, ranging from
complete trains to subsystems, maintenance services, system
integration and signalling. Rolling stock still represents the

main business of BT, accounting for 63% of revenues. BT’s
worldwide installed base of rolling stock exceeds 100,000 cars
and locomotives. Contracts tend to be large in size and relatively
complex in design, resulting in significant engineering and
design lead times before delivery. Building on modular platforms
allows for shorter lead times, lower cost and reduced execution
risk, while enhancing product flexibility to address specific
customer needs.

Revenues for fiscal year 2008

System and signalling

$7.8 billion

Services

Rolling stock




MANAGEMENT’S DISCUSSION
AND ANALYSIS: TRANSPORTATION

The table below presents the main market segments, as well as an overview of the main products and services.

ROLLING STOCK SERVICES SYSTEM AND SIGNALLING
Rolling Propulsion
stock & controls Bogies Services System Signalling
Mainline * Traction » Portfolio of * Fleet * Automated * Integrated
e Locomotives converters products to management people movers control systems
* Very high- * Auxiliary match the * Material and * Advanced * Onboard
speed trains converters entire range of logistics rapid transit computer
* High-speed » Traction rail vehicles management * Light rapid systems for
trains drivers * Full scope of * Vehicle transit automatic train
* Intercity trains * Train services renovation * Turnkey protection and
* Regional trains control and throughout the and overhaul systems operation
« Commuter management life cycle of « Component * Automated * Wayside inter-
trains systems bogies refurbishment monorail locking and
Mass Transit and overhaul * Operations and equipment
* Metro cars * Technical maintenance » Services for
* Light rail support » Transit security signalling
vehicles equipment
Rolling stock Metro cars
Locomotives BT offers a full range of technologies adapted to the needs of

BT offers locomotives and powerheads for use in high-speed,
intercity, regional and freight traffic, in both electric and diesel-
electric versions, to suit the specific needs of railway operators.
The TRAXX locomotive family has become the standard

in the industry with innovative, standardized and modular
locomotives, offering interoperability, outstanding reliability,
long-term availability, as well as excellent maintenance and
operational economy.

Intercity, High-speed and Very high-speed trains

BT’s product line includes multiple units and coaches for
intercity and high-speed passenger transportation, adapted to
the requirements of customers throughout the world. BT has
launched the modular high-speed platform ZEF/RO, featuring
unique characteristics to respond to the emerging needs of
operators and passengers alike. BT is also actively involved in
various high-speed and very high-speed programs around the
world, such as the French TGV, German ICE, Spanish Talgo,
Italian ETR 500 and American Acela.

Commuter and Regional trains

BT offers a wide range of passenger railcars for suburban
and regional markets. The product line includes electrical
multiple units ("EMUs”), diesel multiple units (DMUSs), as well
as coaches in both single and double-deck configurations.
BT’s modular and flexible product platforms, such as

the TALENT 2, the SPACIUM 3.06 or the Autorail Grande
Capacité (high-capacity regional to multiple unit) ("AGC"),
are designed to meet the evolving expectations of operators
and end users, but also optimize environmental performance
and operating economics.

urban transit systems. Its MOVIA platform offers a modern,
mass transit vehicle designed to respond to the need for

a rapid, efficient and cost-effective high-performance
operation. Operating requirements such as passenger capacity
and acceleration performance are adaptable to customer
requirements across the world.

Light rail vehicles

BT offers the world’s most complete portfolio of trams and
light rail solutions. Ranging from 100% low-floor trams to
high-capacity light rail vehicles, its proven FLEXITY family has
a suitable and economically superior product for every urban
centre across the globe. In addition to improving its customers’
operational and performance targets, BT'’s vehicles have won
numerous international awards for innovative technology and
exclusive designs.

Propulsion & controls

BT offers complete propulsion, train control and management
systems to internal and third-party customers. The M/ITRAC
propulsion systems cover transformers, traction converters,
traction motors, gears, auxiliary converters and train

control management systems, featuring cutting-edge,
energy-saving technology.

Bogies

BT offers reliable and innovative bogie solutions for all types of
rolling stock to internal and third-party customers; small-sized
bogies for light rail vehicles, medium-sized bogies for metro
cars and commuter, regional, intercity and very high-speed
trains, as well as large-sized bogies for locomotives and heavy
haul. In addition, BT offers a full scope of services throughout
the life cycle of the bogies.
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Services

BT provides a complete service portfolio, including full train
and fleet maintenance, materials and logistics programs, plus
the modernization, re-engineering and overhaul of vehicles
and components. Each product offering can be tailored to
meet the needs of individual customers with a range of core
and optional services for particular fleets.

System

BT has unique expertise in developing, designing and
building turnkey transportation systems, which includes
extensive experience in complete project financing, public
private partnership approaches and more than 30 years of
operations and maintenance experience. BT offers complete
transportation solutions from high-capacity intercity
systems to fully automated rapid transit, people movers

and monorail systems.

Signalling

BT offers a comprehensive portfolio of on-board and wayside
rail control solutions for both mass transit and mainline
applications, catering to the needs of customers in over

50 countries. C/TYFLO mass transit solutions extend from
manual applications to fully automated communication-
based systems. INTERFLO mainline solutions range from
conventional systems to European Rail Traffic Management
System ("ERTMS”) technology.

Market by geographical region

MARKET AND OUTLOOK

OVERALL MARKET
The worldwide rail market is comprised of rolling stock,
services, system and signalling, including rail-related
telecommunication equipment and infrastructure. Market
data referred to in the MD&A represents the market in which
BT has a product offering (“relevant market”), defined as the
worldwide rail market excluding Japan and the share of local
contractors in emerging markets, which are not accessible
to BT. Segments where BT has no product offering, such as
North American diesel locomotives, worldwide freight cars,
rail infrastructure, electrification and pure communications
equipment, are also excluded.

Due to the cyclical nature of the market and in line with
common industry practice, BT’s relevant market is stated
as the average of a three-year period. Market shares are
calculated based on published order intake for rolling stock
and system, and are calculated based on revenues for services
and signalling. The Market and outlook discussion is based on
calendar-year figures, consistent with reported data for market
and market share.

(in billions of dollars)

Calendar years 2005-07 Calendar years 2004-06

Europe $ 25.8 60% $ 236 61%
Asia-Pacific 7.3 17% 6.5 17%
North America 4.1 9% 3.7 9%
Other 519 14% 5.0 13%

$43.1 100% $ 388 100%
BT’s market share 23% 20%"

(1 Restated from 21% to 20%, reflecting new competitive intelligence.

The market for calendar years 2005-07 showed a
strong growth of 11% compared to calendar years 2004-06,
supported by all world regions. The growth in Europe,
Asia-Pacific, and North America markets was mainly driven by
a higher level of investments in rolling stock. The Other region
market grew mainly as a result of high demand for both rolling
stock and systems.
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Based on a three-year average for calendar years 2005-07,
BT remains the market leader in the rail industry, increasing its
market share from 20% to 23% of the relevant market, mainly
due to strong order intake in the commuter and regional trains,
electric locomotives and propulsion & controls segments.



MANAGEMENT’S DISCUSSION
AND ANALYSIS: TRANSPORTATION

Competition
The three largest OEMs account for approximately 57% of the
relevant market. Calendar years 2005-07
BT is well positioned in all segments and ranks number one
in nine out of eleven market segments. BT's major competitors
are Alstom Transport (“Alstom”), a business unit of Alstom SA
and Siemens Transportation Systems (“Siemens”), a business
unit of Siemens AG. Both are active in the same markets as BT.
All other competitors in the relevant market hold less than 10% Other
of total market share.

Market shares

BT

$43.1 billion

Alstom

16%

Siemens

Source: Published information and BT market analysis.

Competitors with at least 10% market share in one segment

ROLLING STOCK SERVICES SYSTEM |SIGNALLING

High Electric
speed & loco- Propulsion
Lightrail Metros Commuter Regional Intercity motives Bogies & controls

BT #1 #1 #1 #1 #3 #1 #1 #1 #1 #1 #6

Alstom

Siemens

Stadler Rail AG

Kawasaki Rail
Car Inc.

Mitsubishi Electric
Corporation

Patentes
Talgo S.A.

CcJscC
Transmashholding

Ansaldo STS

Invensys PLC

Source: BT market analysis.
Depending on the product segments, countries and operators, subsystem and component suppliers, as well as

regions, BT is facing competition from specialized competitors. from third-party service providers.
In the service segment, competition mainly comes from railway
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Outlook for calendar years 2008-10

The table below summarizes the main drivers in the overall market, and the product lines and regions they affect. Other specific

drivers are discussed under the individual market sections.

Market drivers outlook

Market driver

Product lines

Geographic
regions

Trend

Justification

Urbanization,
population growth and
economic development

All

Asia-Pacific
and Other

According to data provided by Global Insight, Inc., the
average real GDP growth in emerging markets and
developing economies will remain above worldwide
average real GDP growth levels over the next three
years, continuing the urbanization trend started in
these markets. This will create a higher demand for
new, high-performance rail equipment for public
urban and intercity passenger transport, as well as
freight transportation.

Demand for
environmentally friendly
transportation modes

Rolling
stock,
services
and system

Worldwide

General ecological awareness continues to increase
in most of the world, recognizing sustainable mobility
as a step toward fighting global warming. Increasing
fuel costs are also leading to an increase in ridership
for rail transport across the world, driving demand for
new trains and green technologies.

Replacement of aging
rail equipment

Rolling
stock,
services and
signalling

Europe
and North
America

The average age of the existing rolling stock fleet

is around 20 years, approaching the 30-year
replacement threshold. Increasing ridership and
growing competition among operators, as well as
higher comfort levels expected by passengers are

all pushing operators to replace, update and/or
modernize their rolling stock. To cope with the higher
usage of the existing infrastructure, modernization
of the signalling equipment is key to improving both
safety standards and network capacity.

Liberalization of rail
transport markets

Rolling
stock and
services

Euro