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Consolidated Financial Statements

Management’s Report on Internal Control Over Financial Reporting

Management of CAE is responsible for establishing and maintaining adequate internal control over financial reporting (as defined in
Rule 13a-15(f), 15d-15(f) under the Securities Exchange Act of 1934). CAE’s internal control over financial reporting is a process
designed under the supervision of CAE’s President and Chief Executive Officer and Chief Financial Officer to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of the Company’s financial statements for external
reporting purposes in accordance with Canadian generally accepted accounting principles.

As of March 31, 2014, management conducted an assessment of the effectiveness of the Company’s internal control over the
financial reporting based on the framework and criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Based on this assessment, management concluded that the
Company’s internal control over financial reporting as of March 31, 2014 was effective.

M. Parent S. Lefebvre
President and Chief Executive Officer Vice-president, Finance and Chief Financial Officer

Montreal (Canada)
May 15, 2014

Report of Independent Registered Public Accounting Firm

To the Shareholders of CAE Inc.

We have audited the accompanying consolidated statement of financial position of CAE Inc. and its subsidiaries as of March 31, 2014
and March 31, 2013 and the related consolidated income statement, statement of comprehensive income, statement of changes in
equity, and statement of cash flows for the years then ended.We also have audited CAE Inc. and its subsidiaries’ internal control over
financial reporting as of March 31, 2014, based on criteria established in Internal Control - Integrated Framework (1992) issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Management is responsible for these consolidated
financial statements, for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying Management’'s Report on Internal Control over Financial
Reporting. Our responsibility is to express an opinion on these consolidated financial statements and an opinion on the company’s
internal control over financial reporting based on our integrated audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audits of the consolidated financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall consolidated financial statement presentation. Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk.
Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that: (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements. Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.
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Consolidated Financial Statements

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
CAE Inc. and its subsidiaries as of March 31, 2014 and March 31, 2013 and the results of their operations and their cash flows for the
years then ended in conformity with International Financial Reporting Standards as issued by the International Accounting Standards
Board. Also, in our opinion, CAE Inc. and its subsidiaries maintained, in all material respects, effective internal control over financial
reporting as of March 31, 2014, based on criteria established in Internal Control - Integrated Framework (1992) issued by COSO.

As discussed in Note 2 — Changes in Accounting Policies to the financial statements, due to the adoption of IAS 19 — Employee
benefits (revised 2011) and IFRS 11 - Joint arrangements, the company has changed its method of accounting for employee benefits
obligation and investments in joint arrangements in the year ended March 31, 2014, which resulted in the inclusion of April 1, 2012
balance sheet.

P»?Wm@a/w« 77

Montreal, Quebec
May 15, 2014

1 CPA auditor, CA, public accountancy permit No. A123498
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Consolidated Financial Statements

Consolidated Statement of Financial Position

March 31 March 31 April 1

(amounts in millions of Canadian dollars) Notes 2014 2013 2012
Restated Restated

Assets (Note 2) (Note 2)
Cash and cash equivalents $ 3123 $ 260.0 $ 2547
Accounts receivable 4 453.9 401.4 302.3
Contracts in progress : assets 10 256.4 265.6 259.8
Inventories 5 219.5 176.2 146.9
Prepayments 76.6 53.5 46.1
Income taxes recoverable 24.8 141.9 95.5
Derivative financial assets 29 7.3 9.0 10.3
Total current assets $ 1,350.8 $ 1,307.6 $ 1,115.6
Property, plant and equipment 6 1,341.2 1,142.8 993.2
Intangible assets 7 870.7 794.4 527.9
Investment in equity accounted investees 32 234.6 196.9 172.9
Deferred tax assets 16 31.8 31.3 16.9
Derivative financial assets 29 7.5 6.4 7.2
Other assets 8 400.1 211.9 195.2
Total assets $ 4,236.7 $ 3,691.3 $ 3,028.9
Liabilities and equity
Accounts payable and accrued liabilities 9 $ 685.0 $ 6442 $ 556.2
Provisions 11 28.6 49.0 21.6
Income taxes payable 8.3 10.0 9.4
Contracts in progress : liabilities 10 167.4 122.3 110.4
Current portion of long-term debt 12 50.6 70.6 119.3
Derivative financial liabilities 29 24.6 10.3 8.9
Total current liabilities $ 964.5 $ 9064 $ 8258
Provisions 11 6.4 7.9 5.5
Long-term debt 12 1,117.9 1,002.8 588.4
Royalty obligations 161.5 160.6 161.6
Employee benefits obligations 14 115.5 136.1 114.3
Deferred gains and other non-current liabilities 15 204.2 191.4 182.5
Deferred tax liabilities 16 166.1 129.9 90.0
Derivative financial liabilities 29 18.4 9.8 9.4
Total liabilities $ 2,754.5 $ 2,544.9 $1,977.5
Equity
Share capital 17 $ 5175 $ 4717 $ 4545
Contributed surplus 19.5 21.9 19.2
Accumulated other comprehensive income (loss) 18 129.5 (12.0) (6.0)
Retained earnings 7751 633.0 563.4
Equity attributable to equity holders of the Company $ 1,441.6 $1,1146 $ 1,031.1
Non-controlling interests 40.6 31.8 20.3
Total equity $ 1,482.2 $ 1,146.4 $ 1,051.4
Total liabilities and equity $ 4,236.7 $ 3,691.3 $ 3,028.9

The accompanying notes form an integral part of these Consolidated Financial Statements.

CAE Year-End Financial Results 2014 | 3
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Consolidated Income Statement

Years ended March 31

(amounts in millions of Canadian dollars, except per share amounts) Notes 2014 2013
Restated
(Note 2)
Revenue 31 $ 2,114.9 $ 2,035.2
Cost of sales 1,518.0 1,450.4
Gross profit $ 596.9 $ 584.8
Research and development expenses 68.4 60.1
Selling, general and administrative expenses 2871 264.5
Other gains — net 21 (20.4) (22.4)
After tax share in profit of equity accounted investees 31 (30.0) (20.1)
Restructuring, integration and acquisition costs 22 - 68.7
Operating profit $ 291.8 $ 234.0
Finance income 23 (9.8) (9.4)
Finance expense 23 80.5 74.5
Finance expense — net $ 707 $ 65.1
Earnings before income taxes $ 2211 $ 168.9
Income tax expense 16 30.0 28.2
Net income $ 1911 $ 1407
Attributable to:
Equity holders of the Company $ 190.0 $ 1377
Non-controlling interests 1.1 3.0
$ 1911 $ 1407
Earnings per share from continuing operations
attributable to equity holders of the Company
Basic and diluted 17 $ 0.73 $ 0.53

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Comprehensive Income

Years ended March 31
(amounts in millions of Canadian dollars) Notes 2014 2013
Restated
(Note 2)
Net income $ 1911 $ 1407
Items that may be reclassified to net income
Foreign currency translation
Net currency translation difference on the translation of financial
statements of foreign operations $ 184.8 $ 6.0
Net losses on certain long-term debt denominated in foreign
currency and designated as hedges of net investments in foreign operations (37.5) (8.8)
Income taxes 16 (4.3) 0.7
Share in foreign currency translation difference of equity accounted investees 16.5 4.6
$ 159.5 $ 2.5
Net changes in cash flow hedges
Effective portion of changes in fair value of cash flow hedges $ (49.1) $ (0.5)
Reclassification to income or to the related non-financial asset("®® 27.4 (11.9)
Income taxes 16 5.6 3.2
After tax share in net changes of cash flow hedges of equity accounted investees (0.9) 0.8

$ (17.0) $  (8.4)

Net change in available-for-sale financial instruments
Net change in fair value of available-for-sale financial assets 29 $ 0.2 $ -

Items that are never reclassified to net income
Defined benefit plan remeasurements

Defined benefit plan remeasurements 14 $ 134 $ (26.0)
Income taxes 16 (3.7) 71

$ 9.7 $ (18.9)

Other comprehensive income (loss) $ 1524 $ (24.8)

Total comprehensive income $ 3435 $ 1159

Attributable to:

Equity holders of the Company $ 341.2 $ 1128

Non-controlling interests 2.3 3.1
$ 3435 $ 115.9

(Fiscal 2014 include net losses of $20.0 million reclassified to revenue (2013 - net gains of $7.5 million) and net losses of $3.6 million
reclassified to finance expense - net (2013 - net gains of $0.8 million).

@Fiscal 2014 include net losses of $3.8 million reclassified to the related non-financial asset (2013 - net gains of $3.6 million).

®An estimated net amount of $31.9 million of losses is expected to be reclassified from other comprehensive income during the next
12 months. Future fluctuation in market rate (foreign exchange rate or interest rate) will impact the amount expected to be
reclassified.

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Changes in Equity

Attributable to equity holders of the Company

Year ended March 31, 2014 Common shares Accumulated other Non-
(amounts in millions of Canadian dollars, Number of Stated Contributed ~ comprehensive Retained controlling Total
except number of shares) Notes shares value surplus income (Note 18) earnings Total interests equity
Balances, beginning of year - restated 2 259,979,059 $ 4717 $ 219 $ (12.0) $ 633.0 $ 1,114.6 $ 318 $ 1,146.4
Net income - - - - 190.0 190.0 1.1 191.1
Other comprehensive income (loss):
Foreign currency translation - - - 158.3 - 158.3 1.2 159.5
Net changes in cash flow hedges - - - (17.0) - (17.0) - (17.0)
Net changes in available-for-sale financial instruments - - - 0.2 - 0.2 - 0.2
Defined benefit plan remeasurements - - - - 9.7 9.7 - 9.7
Total comprehensive income - $ - $ - $ 1415 $ 199.7 $ 3412 $ 2.3 $ 3435
Stock options exercised 24 2,387,556 222 - - - 222 - 22.2
Optional cash purchase 1,410 - - - - - - -
Transfer upon exercise of stock options - 6.1 (6.1) - - - - -
Share-based payments 24 - - 3.7 - - 3.7 - 3.7
Additions to non-controlling interests - - - - - - 6.5 6.5
Stock dividends 17 1,403,418 17.5 - - (17.5) - - -
Cash dividends 17 - - - - (40.1) (40.1) - (40.1)
Balances, end of year 263,771,443 $ 5175 $ 19.5 $ 1295 $ 7751 $ 1,441.6 $ 40.6 $ 1,482.2

Attributable to equity holders of the Company

Year ended March 31, 2013 Common shares Accumulated other Non-
(amounts in millions of Canadian dollars, Number of Stated Contributed comprehensive Retained controlling Total
except number of shares) Notes shares value surplus loss (Note 18) earnings Total interests equity
Balances, beginning of year - restated 2 258,266,295 $ 4545 $ 19.2 $ (6.0) $ 5634 $ 1,031.1 $ 203 $ 1,051.4
Net income - - - - 137.7 137.7 3.0 140.7
Other comprehensive income (loss):

Foreign currency translation - - - 2.4 - 2.4 0.1 25

Net changes in cash flow hedges - - - (8.4) - (8.4) - (8.4)

Defined benefit plan remeasurements - - - - (18.9) (18.9) - (18.9)
Total comprehensive income - $ - $ - $ (6.0) $ 11838 $ 1128 $ 3.1 $ 1159
Stock options exercised 24 482,250 3.9 - - - 3.9 - 3.9
Optional cash purchase 1,683 - - - - - - -
Transfer upon exercise of stock options - 1.2 (1.2) - - - - -
Share-based payments 24 - - 3.9 - - 3.9 - 3.9
Additions to non-controlling interests - - - - - - 8.4 8.4
Stock dividends 17 1,228,831 121 - - (12.1) - - -
Cash dividends 17 - - - - (37.1) (37.1) - (37.1)
Balances, end of year - restated (Note 2) 259,979,059 $ 4717 $ 219 $  (12.0) $ 633.0 $ 1,114.6 $ 318 $ 1,146.4

The total retained earnings and accumulated other comprehensive income (loss) for the year ended March 31, 2014 was $904.6 million (2013 — $621.0 million).
The accompanying notes form an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Cash Flows

Years ended March 31

Consolidated Financial Statements

(amounts in millions of Canadian dollars) Notes 2014 2013
Restated
Operating activities (Note 2)
Net income $ 1911 $ 1407
Adjustments to reconcile net income to cash flows from operating activities:
Depreciation of property, plant and equipment 6 99.5 93.9
Amortization of intangible and other assets 67.6 48.8
Financing cost amortization 23 1.5 1.6
After tax share in profit of equity accounted investees (30.0) (20.1)
Deferred income taxes 16 27.6 27.6
Investment tax credits (15.6) (22.6)
Share-based compensation 24 9.8 (4.2)
Defined benefit pension plans 14 (9.1) (4.6)
Amortization of other non-current liabilities (25.8) (15.4)
Other (11.8) (6.6)
Changes in non-cash working capital 25 (28.8) (84.6)
Net cash provided by operating activities $ 276.0 $ 1545
Investing activities
Business combinations, net of cash and cash equivalents acquired 3 $ (3.8) $ (285.3)
Capital expenditures for property, plant and equipment 6 (157.4) (96.7)
Proceeds from disposal of property, plant and equipment 15.4 9.2
Capitalized development costs 7 (48.1) (49.6)
Enterprise resource planning (ERP) and other software 7 (13.6) (19.2)
Net proceeds (payments) from equity accounted investees 4.2 (1.4)
Dividends received from equity accounted investees 15.0 11.9
Other (10.2) (2.6)
Net cash used in investing activities $ (198.5) $ (433.7)
Financing activities
Net change in restricted cash $ (18.1) $ 0.9
Net effect of current financial assets program 30 - (37.1)
Proceeds from borrowing under revolving unsecured credit facilities 12 641.1 660.4
Repayment of borrowing under revolving unsecured credit facilities 12 (655.3) (606.4)
Proceeds from long-term debt, net of transaction costs 12 67.9 697.9
Repayment of long-term debt 12 (38.0) (360.4)
Repayment of finance lease 12 (27.8) (36.3)
Dividends paid (40.1) (37.1)
Common stock issuance 22.2 3.9
Other (0.5) (1.3)
Net cash (used in) provided by financing activities $ (48.6) $ 2845
Effect of foreign exchange rate changes on cash
and cash equivalents $ 234 $ -
Net increase in cash and cash equivalents 52.3 5.3
Cash and cash equivalents, beginning of period 260.0 254.7
Cash and cash equivalents, end of period $ 3123 $ 260.0
Supplemental information:
Dividends received $ 154 $ 1341
Interest paid 55.7 47.0
Interest received 8.0 6.5
Income taxes paid 22.9 22.6

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Notes to the Consolidated Financial Statements

Notes to the Consolidated Financial Statements

(Unless otherwise stated, all amounts are in millions of Canadian dollars)

The consolidated financial statements were authorized for issue by the board of directors on May 15, 2014.

NOTE 1 — NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of operations

CAE Inc. and its subsidiaries (or the Company) design, manufacture and supply simulation equipment services and develop
integrated training solutions for the military, commercial airlines, business aircraft operators, aircraft manufacturers, healthcare
education and service providers and the mining industry. CAE’s flight simulators replicate aircraft performance in normal and
abnormal operations as well as a comprehensive set of environmental conditions utilizing visual systems that contain an extensive
database of airports, other landing areas, flying environments, motion and sound cues to create a fully immersive training
environment. The Company offers a range of flight training devices based on the same software used on its simulators. The Company
also operates a global network of training centres in locations around the world.

The Company’s operations are managed through five segments:

(i) Training & Services/Civil (TS/C) — Provides commercial, business and helicopter aviation training for flight, cabin, maintenance
and ground personnel and ab initio pilot training and crew sourcing services;

(ii) Simulation Products/Civil (SP/C) — Designs, manufactures and supplies civil flight simulation training devices and visual systems;

(iii) Simulation Products/Military (SP/M) — Designs, manufactures and supplies advanced military training equipment and software
tools for air forces, armies and navies;

(iv) Training & Services/Military (TS/M) — Supplies turnkey training services, simulation-based integrated enterprise solutions and
maintenance and in-service support solutions;

(v) New Core Markets (NCM) — Provides, designs and manufactures healthcare training services and devices and mining services
and tools.

CAE is a limited liability company incorporated and domiciled in Canada. The address of the main office is 8585 Cbéte-de-Liesse,
Saint-Laurent, Québec, Canada, H4T 1G6. CAE shares are traded on the Toronto Stock Exchange and on the New York Stock
Exchange.

Basis of preparation

The key accounting policies applied in the preparation of these consolidated financial statements are described below. These policies
have been consistently applied to all years presented, unless otherwise stated.

The consolidated financial statements have been prepared in accordance with Part | of the CPA Canada Handbook, referred to as
IFRS, as issued by the International Accounting Standards Board (IASB).

The consolidated financial statements have been prepared under the historical cost convention, except for the following items
measured at fair value: contingent consideration, derivative financial instruments, financial instruments at fair value through profit and
loss, available-for-sale financial assets and liabilities for cash-settled share-based arrangements.

The functional and presentation currency of CAE Inc. is the Canadian dollar.

Basis of consolidation
Subsidiaries

Subsidiaries are all entities over which the Company has control. Control exists when the Company is exposed to, or has the rights to,
variable returns from its involvement with the entity and has the ability to affect those returns through the power over the entity.
Subsidiaries are fully consolidated from the date control is obtained and they are no longer consolidated on the date control ceases.

Joint arrangements

Joint arrangements are entities in which the Company exercises joint control as established by contracts requiring unanimous consent
for decisions about the activities that significantly affect the arrangement’s returns. When the Company has the rights to the net
assets of the arrangement, the arrangement is classified as a joint venture and is accounted for using the equity method. When the
Company has rights to the assets and obligations for the liabilities relating to an arrangement, the arrangement is classified as a joint
operation and the Company accounts for each of its assets, liabilities and transactions, including its share of those held or incurred
jointly, in relation to the joint operation. The Company presently does not have any joint operations.

Under the equity method of accounting, interests in joint ventures are initially recognized at cost and adjusted thereafter to recognize
the Company’s share of the profits or losses and movements in other comprehensive income (loss) (OCI) of the investee. When the
Company’s share of losses in a joint venture equals or exceeds its interests in the joint ventures, the Company does not recognize
further losses, unless it will incur obligations or make payments on behalf of the joint ventures.
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Notes to the Consolidated Financial Statements

Unrealized gains resulting from transactions with joint ventures are eliminated, to the extent of the Company’s share in the joint
venture. For sales of products or services from the Company to its joint ventures, the elimination of unrealized profits is considered in
the carrying value of the investment in equity accounted investees in the consolidated statement of financial position and in the share
in profit or loss of equity accounted investees in the consolidated income statement.

Business combinations

Business combinations are accounted for under the acquisition method. The consideration transferred for the acquisition of a
subsidiary is the fair value of the assets transferred, the liabilities incurred and the equity interests issued by the Company, if any, at
the date control is obtained. The consideration transferred includes the fair value of any liability resulting from a contingent
consideration arrangement. Acquisition-related costs, other than share and debt issue costs incurred to issue financial instruments
that form part of the consideration transferred, are expensed as incurred. Identifiable assets acquired and liabilities assumed in a
business combination are measured initially at their fair value at the acquisition date. If a business combination is achieved in stages,
the Company remeasures its previously held interest in the acquiree at its acquisition-date fair value and recognizes the resulting gain
or loss, if any, in net income.

Contingent consideration is classified as a provision and is measured at fair value, with subsequent changes recognized in income. If
the contingent consideration is classified as equity, it is not remeasured until it is finally settled within equity.

New information obtained during the measurement period, up to 12 months following the acquisition date, about facts and
circumstances existing at the acquisition date affect the acquisition accounting.

Non-controlling interests

Non-controlling interests (NCI) represent equity interests in subsidiaries owned by outside parties. The share of net assets of
subsidiaries attributable to non-controlling interests is presented as a component of equity. Changes in the Company’s ownership
interest in subsidiaries that do not result in a loss of control are accounted for as equity transactions.

The Company treats transactions with non-controlling interests as transactions with equity owners of the Company. For interests
purchased from non-controlling interests, the difference between any consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals of non-controlling interests are also
recorded in equity.

Financial instruments and hedging relationships

Financial instruments

Financial assets and financial liabilities

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of
another entity. Financial assets and financial liabilities, including derivatives, are recognized on the consolidated statement of financial
position when the Company becomes a party to the contractual provisions of the financial instrument. On initial recognition, all
financial instruments are measured at fair value. When there is a difference between the fair value of the consideration given or
received at initial recognition and the amount determined using a valuation technique, such difference is recognized immediately in
income unless it qualifies for recognition as some other type of asset or liability.

Subsequent measurement of the financial instruments is based on their classification as described below. Financial assets can be
classified into one of these categories: fair value through profit and loss, held-to-maturity investments, loans and receivables or
available-for-sale. Financial liabilities can be classified into one of the following categories: fair value through profit and loss or other
financial liabilities. The determination of the classification depends on the purpose for which the financial instruments were acquired
and their characteristics. Except in very limited circumstances, the classification is not changed subsequent to the initial recognition.

Financial instruments at fair value through profit and loss

Financial instruments classified at fair value through profit and loss (FVTPL) are carried at fair value at each reporting date with the
change in fair value recorded in income. The FVTPL classification is applied when a financial instrument:

— Is a derivative, including embedded derivatives accounted for separately from the host contract, but excluding those derivatives
designated as effective hedging instruments;

— Has been acquired or incurred principally for the purpose of selling or repurchasing in the near future;

— s part of a portfolio of financial instruments that are managed together and for which there is evidence of a recent actual pattern
of short-term profit-taking; or

— Has been irrevocably designated as such by the Company (fair value option).

Held-to-maturity investments, loans and receivables and other financial liabilities

Financial instruments classified as held-to-maturity investments, loans and receivables and other financial liabilities are carried at
amortized cost using the effective interest method. Interest income or expense is included in income in the period as incurred.
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Available-for-sale

Available-for-sale financial assets are non-derivative financial assets that are designated as available-for-sale or that are not classified
in any of the preceding categories. Financial assets classified as available-for-sale are carried at fair value at each reporting date.
Unrealized gains and losses, including changes in foreign exchange rates for non-monetary financial assets, are recognized in OCI in
the period in which the changes arise and are transferred to income when the assets are derecognized or impairment occurs.
Objective evidence of impairment of an equity investment includes a significant or prolonged decline in the fair value of the security
below its cost. If a reliable estimate of the fair value of an unquoted equity instrument cannot be made, this instrument is measured at
cost, less any impairment losses. Dividends are recognized in income when the right of payment has been established.

As a result, the following classifications were determined:

(i) Cash and cash equivalents, restricted cash and all derivative instruments, except for derivatives designated as effective hedging
instruments, are classified as FVTPL;

(i) Accounts receivable, contracts in progress, non-current receivables and advances are classified as loans and receivables,
except for those that the Company intends to sell immediately or in the near term which are classified as FVTPL;

(iii) Portfolio investments are classified as available-for-sale;

(iv) Accounts payable and accrued liabilities and long-term debt, including interest payable, as well as finance lease obligations and
royalty obligations are classified as other financial liabilities, all of which are measured at amortized cost using the effective
interest rate method.

Transaction costs

Transaction costs that are directly related to the acquisition or issuance of financial assets and financial liabilities (other than those
classified as FVTPL) are included in the fair value initially recognized for those financial instruments. These costs are amortized to
income using the effective interest rate method.

Offsetting of financial assets and financial liabilities

Financial assets and financial liabilities are offset and the net amount is presented in the consolidated statement of financial position
when the Company has a legally enforceable right to set off the recognized amounts and intends to settle on a net basis or to realize
the assets and settle the liabilities simultaneously.

Impairment of financial assets carried at amortized cost

At each reporting date, the carrying amounts of the financial assets other than those to be measured at FVTPL are assessed to
determine whether there is objective evidence of impairment. Impairment losses on financial assets carried at amortized cost are
reversed in subsequent periods if the amount of loss decreases and the decrease can be related objectively to an event occurring
after the impairment was recognized.

Fair value hierarchy transfers

For financial instruments that are recognized at fair value on a recurring basis, the Company determines whether transfers have
occurred between levels in the fair value hierarchy. The assessment is based on the lowest level input that is significant to the fair
value measurement as a whole at the end of each period.

Embedded derivatives

Embedded derivatives are recorded at fair value separately from the host contract when their economic characteristics and risks are
not clearly and closely related to those of the host contract. The Company may enter into freestanding derivative instruments which
are not eligible for hedge accounting, to offset the foreign exchange exposure of embedded foreign currency derivatives. In such
circumstances, both derivatives are carried at fair value at each statement of financial position date with the change in fair value
recorded in consolidated net income.

Hedge accounting
Documentation

At the inception of a hedge, if the Company elects to use hedge accounting, the Company formally documents the designation of the
hedge, the risk management objectives and strategy, the hedging relationship between the hedged item and hedging item and the
method for testing the effectiveness of the hedge, which must be reasonably assured over the term of the hedging relationship and
can be reliably measured. The Company formally assesses, both at inception of the hedge relationship and on an ongoing basis,
whether the derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of
hedged items in relation to the hedged risk.

Method of accounting

The method of recognizing fair value gains and losses depends on whether derivatives are at FVTPL or are designated as hedging
instruments, and, if the latter, the nature of the risks being hedged. All gains and losses from changes in the fair value of derivatives
not designated as hedges are recognized in income. When derivatives are designated as hedges, the Company classifies them either
as: (a) hedges of the change in fair value of recognized assets or liabilities or firm commitments (fair value hedges); or (b) hedges of
the variability in highly probable future cash flows attributable to a recognized asset or liability, a firm commitment or a forecasted
transaction (cash flow hedges); or (c) hedges of a net investment in a foreign operation.
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Fair value hedge

For fair value hedges outstanding, gains or losses arising from the measurement of derivative hedging instruments at fair value are
recorded in income and the carrying amount of the hedged items are adjusted by gains and losses on the hedged item attributable to
the hedged risks which are recorded in income.

Cash flow hedge

The effective portion of changes in the fair value of derivative instruments that are designated and qualify as cash flow hedges is
recognized in OCI, while the ineffective portion is recognized immediately in income. Amounts accumulated in OCI are reclassified to
income in the period in which the hedged item affects income. However, when the forecasted transactions that are hedged items
result in recognition of non-financial assets (for example, inventories or property, plant and equipment), gains and losses previously
recognized in OCI are included in the initial carrying value of the related non-financial assets acquired or liabilities incurred. The
deferred amounts are ultimately recognized in income as the related non-financial assets are derecognized or amortized.

Hedge accounting is discontinued prospectively when the hedging relationship no longer meets the criteria for hedge accounting,
when the designation is revoked, or when the hedging instrument expires or is sold. Any cumulative gain or loss directly recognized in
OCI at that time remains in OCI until the hedged item is eventually recognized in income. When it is probable that a hedged
transaction will not occur, the cumulative gain or loss that was recognized in OCI is recognized immediately in income.

Hedge of net investments in foreign operations

The Company has designated certain long-term debt as a hedge of CAE’s overall net investments in foreign operations whose
activities are denominated in a currency other than the Company’s functional currency. The portion of gains or losses on the hedging
item that is determined to be an effective hedge is recognized in OCI and is limited to the translation gain or loss on the net
investment.

Derecognition
Financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is derecognized when:

—  The rights to receive cash flows from the asset have expired;

—  The Company has transferred its rights to receive cash flows from the asset and either has transferred substantially all the risks
and rewards of the asset or has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

Financial liabilities
A financial liability is derecognized when the obligation under the liability is discharged, cancelled or expires.

When an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original liability and
the recognition of a new liability, and the difference in the respective carrying amounts is recognized in income.

Foreign currency translation
Foreign operations

Assets and liabilities of subsidiaries that have a functional currency other than the Canadian dollar are translated from their functional
currency to Canadian dollars at exchange rates in effect at the reporting date. Revenue and expenses are translated at the average
exchange rates for the period. The resulting translation adjustments are included in OCI. When designated as hedges on net
investments in foreign operations, translation gains or losses related to long term intercompany account balances, which form part of
the overall net investment in foreign operations, and those arising from the translation of debt denominated in foreign currencies, are
also included in OCI.

Transactions and balances

Monetary assets and liabilities denominated in foreign currencies are translated at the prevailing exchange rate at the reporting date.
Non-monetary assets and liabilities, and revenue and expense items denominated in foreign currencies are translated into the
functional currency using the exchange rate prevailing at the dates of the respective transactions. Foreign exchange gains and losses
resulting from the settlement of such transactions are recognized in income, except when deferred in OCI as qualifying cash flow
hedges and qualifying net investment hedges.

Cash and cash equivalents

Cash and cash equivalents consist of cash and highly-liquid investments with original terms to maturity of 90 days or less at the date
of purchase.

Accounts receivable

Receivables are initially recognized at fair value and are subsequently carried at amortized cost, net of an allowance for doubtful
accounts, based on expected recoverability. The amount of the allowance is the difference between the asset’s carrying amount and
the present value of the estimated future cash flows, discounted at the original effective interest rate. The loss is recognized in
income. Subsequent recoveries of amounts previously provided for or written-off are recognized in income.
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The Company is involved in a program in which it sells undivided interests in certain of its accounts receivable and contracts in
progress: assets (current financial assets program) to third parties for cash consideration for an amount up to $150.0 million without
recourse to the Company. The Company continues to act as a collection agent. These transactions are accounted for when the
Company is considered to have surrendered control over the transferred accounts receivable and contracts in progress: assets.

Inventories

Raw materials are valued at the lower of average cost and net realizable value. Spare parts to be used in the normal course of
business are valued at the lower of cost, determined on a specific identification basis, and net realizable value.

Work in progress is stated at the lower of cost, determined on a specific identification basis, and net realizable value. The cost of work
in progress includes material, labour and an allocation of manufacturing overhead, which is based on normal operating capacity.

Net realizable value is the estimated selling price in the ordinary course of business, less estimated costs of completion and the
estimated costs necessary to generate revenue. In the case of raw materials and spare parts, the replacement cost is the best
measure of net realizable value.

Property, plant and equipment

Property, plant and equipment are recorded at cost less any accumulated depreciation and any accumulated net impairment losses.
Costs include expenditures that are directly attributable to the acquisition or manufacturing of the item. The cost of an item of property,
plant and equipment that is initially recognized includes, when applicable, the initial present value estimate of the costs required to
dismantle and remove the asset and restore the site on which it is located at the end of its useful life. Purchased software that is
integral to the functionality of the related equipment is capitalized as part of that equipment. Subsequent costs, such as updates on
training devices, are included in the asset’s carrying amount or recognized as a separate asset only when it is probable that future
economic benefits will flow to the Company and the cost of the item can be reliably measured; otherwise, they are expensed.

A loss on disposal is recognized in income when the carrying value of a replaced item is derecognized, unless the item is transferred
to inventories. If it is not practicable to determine the carrying value, the cost of the replacement and the accumulated depreciation
calculated by reference to that cost will be used to derecognize the replaced part. The costs of day-to-day servicing of property, plant
and equipment are recognized in income as incurred. Gains and losses on disposal of property, plant and equipment are determined
by comparing the proceeds from disposal with its carrying amount, and are recognized net within other gains and losses.

The different components of property, plant and equipment are recognized separately when their useful lives are materially different
and such components are depreciated separately in income. Leased assets are depreciated over the shorter of the lease term and
their useful lives. If it is reasonably certain that the Company will obtain ownership by the end of the lease term, the leased asset is
depreciated over its useful life. Land is not depreciated. The estimated useful lives, residual values and depreciation methods are as
follows:

Method Rates/Years
Buildings and improvements Declining balance/Straight-line 2.5 to 10%/3 to 20 years
Simulators Straight-line (10% residual) Not exceeding 25 years
Machinery and equipment Declining balance/Straight-line 20 to 35%/2 to 10 years
Aircraft Straight-line (15% residual) Not exceeding 12 years
Aircraft engines Based on utilization Not exceeding 3,000 hours

Depreciation methods, useful lives and residual values are reviewed and adjusted, if appropriate, on a prospective basis at each
reporting date.

Leases

The Company leases certain property, plant and equipment from and to others. Leases in which substantially all the risks and rewards
of ownership are transferred are classified as finance leases. All other leases are accounted for as operating leases.

The Company as a lessor

With regards to finance leases, the asset is derecognized at the commencement of the lease and a gain (loss) is recognized in
income. The net present value of the minimum lease payments and any discounted unguaranteed residual value are recognized as
non-current receivables. Finance income is recognized over the term of the lease based on the effective interest rate method. Income
from operating leases is recognized on a straight-line basis over the term of the corresponding lease.

The Company as a lessee

Finance leases are capitalized at the lease’s commencement at the lower of the fair value of the leased item and the present value of
the minimum lease payments. Any initial direct costs of the lessee are added to the amount recognized as an asset. The
corresponding obligations are included in long-term debt. Finance expense is recognized over the term of the lease based on the
effective interest rate method. Payments made under operating leases are charged to income on a straight-line basis over the term of
the lease.
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Sale and leaseback transactions

The Company engages in sales and leaseback transactions as part of the Company’s financing strategy to support investment in the
civil and military training and services business. Where a sale and leaseback transaction results in a finance lease, any excess of
sales proceeds over the carrying amount is deferred and amortized over the lease term. Where a sale and leaseback transaction
results in an operating lease, and it is clear that the transaction is established at fair value, any profit or loss is recognized in income. If
the sales price is below fair value, the shortfall is recognized in income immediately except if the loss is compensated for by future
lease payments at below market price, it is deferred and amortized in proportion to the lease payments over the period the asset is
expected to be used. If the sale price is above fair value, the excess over fair value is deferred and amortized over the period the
asset is expected to be used.

Intangible assets
Goodwill

Goodwill is measured at cost less accumulated impairment losses, if any.

Goodwill arises on the acquisition of subsidiaries. Goodwill represents the excess of the aggregate of the cost of an acquisition,
including the Company’s best estimate of the fair value of contingent consideration and the acquisition-date fair value of any previous
held equity interest in the acquiree, over the fair value of the net identifiable assets of the acquiree at the acquisition date.

Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold.

Research and development (R&D)

Research costs are expensed as incurred. Development costs are also charged to income in the period incurred unless they meet all
the specific capitalization criteria established in IAS 38, Intangible Assets. Capitalized development costs are stated at cost and net of
accumulated amortization and accumulated impairment losses, if any. Amortization of the capitalized development costs commences
when the asset is available for use and is included in research and development expense.

Other intangible assets

Intangible assets acquired separately are measured at cost upon initial recognition. The cost of intangible assets acquired in a
business combination is the fair value as at the acquisition date. Following initial recognition, intangible assets are carried at cost, net
of accumulated amortization and accumulated impairment losses, if any.

The cost of an internally generated intangible asset comprises all directly attributable costs necessary to create, produce, and prepare
the asset to be capable of operating in the manner intended by management.

Gains and losses on disposal of intangible assets are determined by comparing the proceeds from disposal with its carrying amount
and are recognized within other gains and losses.

Amortization
Amortization is calculated using the straight-line method for all intangible assets over their estimated useful lives as follows:

Amortization period

(in years)
Capitalized development costs 51010
Customer relationships 3to15
ERP and other software 3t010
Technology 3to15
Other intangible assets 2 to 40

Amortization methods and useful lives are reviewed and adjusted, if appropriate, on a prospective basis at each reporting date.

Impairment of non-financial assets

The carrying amounts of the Company’s non-financial assets subject to amortization are tested for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. Goodwill and assets that are not yet available for
use are tested for impairment annually or at any time if an indicator of impairment exists.

The recoverable amount of an asset or a cash-generating unit (CGU) is the greater of its value in use and its fair value less costs of
disposal. The recoverable amount is determined for an individual asset; unless the asset does not generate cash inflows that are
largely independent of those from other assets or groups of assets. In such case, the CGU that the asset belongs to is used to
determine the recoverable amount.

For the purposes of impairment testing, the goodwill acquired in a business combination is allocated to CGUs or groups of CGUs,

which generally corresponds to its operating segments or one level below, that are expected to benefit from the synergies of the
combination, irrespective of whether other assets or liabilities of the acquiree are assigned to those units.
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An impairment loss is recognized if the carrying amount of an asset or CGU exceeds its estimated recoverable amount. Where the
recoverable amount of a CGU to which goodwill has been allocated is lower than the CGU’s carrying amount, the related goodwill is
impaired. Any remaining amount of impairment exceeding the impaired goodwill is recognized on a pro rata basis of the carrying
amount of each asset in the respective CGU. Impairment losses are recognized in income.

The Company evaluates impairment losses, other than goodwill impairment, for potential reversals at each reporting date. An
impairment loss is reversed if there is any indication that the loss has decreased or no longer exists due to changes in the estimates
used to determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of depreciation or amortization, if no impairment loss had been
recognized. Such reversal is recognized in income.

Borrowing costs

Borrowing costs that are directly attributable to the acquisition or construction of a qualifying asset are capitalized as part of the cost of
the asset. A qualifying asset is one that takes a substantial period of time to get ready for its intended use. Capitalization of borrowing
costs ceases when the asset is completed and ready for its intended use. All other borrowing costs are recognized as finance
expense in income, as incurred.

Other assets
Restricted cash

The Company is required to hold a defined amount of cash as collateral under the terms of certain subsidiaries’ external bank
financing, government-related sales contracts and business combination arrangements.

Deferred financing costs

Deferred financing costs related to the revolving unsecured term credit facilities, when it is probable that some or all of the facilities will
be drawn down, and deferred financing costs related to sale and leaseback agreements are included in other assets at cost and are
amortized on a straight-line basis over the term of the related financing agreements.

Accounts payable and accrued liabilities

Accounts payable and accrued liabilities are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method.

Provisions

Provisions are recognized when the Company has a present legal or constructive obligation as a result of past events, it is probable
that an outflow of resources will be required to settle the obligation and the amount can be reliably estimated. Provisions are not
recognized for future operating losses. Provisions are measured at the present value of the expenditures expected to be required to
settle the obligation using a pre-tax rate that reflects current market assessments of the time value of money and the risks specific to
the obligation. The increase in the provision due to passage of time is recognized as a finance expense. When there are a number of
similar obligations, the likelihood that an outflow will be required in settlement is determined by considering the class of obligations as
a whole.

Long-term debt

Long-term debt is recognized initially at fair value, net of transaction costs incurred. They are subsequently stated at amortized cost.
Any difference between the proceeds, net of transaction costs, and the redemption value is recognized in income over the period of
borrowings using the effective interest method.

Fees paid on the establishment of loan facilities are recognized as transaction costs of the loan to the extent that it is probable that
some or all of the facility will be drawn down. In these cases, the fee is deferred until the drawdown occurs. To the extent that there is
no evidence that it is probable that some or all of the facility will be drawn down, the fee is capitalized as a pre-payment for liquidity
services and amortized over the period of the facility to which it relates.

Share capital

Common shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options are shown in
equity as a deduction, net of tax, from the proceeds.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Revenue is recognized when the amount can be
reliably measured, when it is probable that future economic benefits will flow to the Company and when specific criteria have been
met for each of the categories, as described below.

Multiple component arrangements

The Company sometimes enters into multiple component revenue arrangements, which may include a combination of design,
engineering and manufacturing of flight simulators and other products, as well as the provision of training services, spare parts and
maintenance. When a single sales transaction requires the delivery of more than one product or service (multiple components), the
revenue recognition criteria are applied to the separately identifiable components. A component is considered separately identifiable if
the delivered item has value to the customer on a stand-alone basis and the fair value associated with the product or service can be
reliably measured.
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The allocation of the revenue from a multiple component arrangement is based on the fair value of each element in relation to the fair
value of the arrangement as a whole.

The Company's revenues can be divided into two main accounting categories: construction contracts and sales of goods and
services.

Construction contracts

A construction contract is a contract specifically negotiated for the construction of an asset or of a group of assets, which are
interrelated in terms of their design, technology, function, purpose or use. According to its characteristics, a construction contract can
be accounted for separately, be segmented into several components which are each accounted for separately, or be combined with
another construction contract in order to form a single construction contract for accounting purposes in respect of which revenues and
expense will be recognized.

Revenue from construction contracts for the design, engineering and manufacturing of training devices is recognized using the
percentage-of-completion method when it is probable that the economic benefits associated with the contract will flow to the
Company, the revenue, contract costs to complete and the stage of contract completion at the end of the reporting period can be
reliably measured and when the contract costs can be clearly identified and reliably measured so that actual contract costs incurred
can be compared with prior estimates. The stage of completion is measured by reference to the contract costs incurred up to the end
of the reporting period as a percentage of total estimated costs for each contract. When the criteria to use the
percentage-of-completion method are not met, construction contract revenue is recognized to the extent of the contract costs incurred
that are likely to be recoverable.

Provisions for estimated contract losses are recognized in the period in which the loss is determined. Contract losses are measured at
the amount by which the estimated total costs exceed the estimated total revenue from the contract. Wa