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PRIOR FILINGS MODIFIED AND SUPERSEDED

The annual report on Form 40-F of CAE Inc. (“CAE” or the “Company”) for the year ended March 31, 2026, at the
time of filing with the U.S. Securities and Exchange Commission (the “SEC” or “Commission”), modifies and
supersedes all prior documents filed pursuant to Sections 13, 14 and 15(d) of the Exchange Act, as amended, for
purposes of any offers or sales of any securities after the date of such filing pursuant to any registration statement or
prospectus filed pursuant to the Securities Act of 1933 which incorporates by reference such annual report on Form
40-F.



DISCLOSURE CONTROLS AND PROCEDURES

A. Evaluation of disclosure controls and procedures. Our disclosure controls and procedures are designed to ensure
that information required to be disclosed by CAE in reports filed with securities regulatory agencies is recorded,
processed, summarized and reported on a timely basis and is accumulated and communicated to CAE’s
management, including our President and Chief Executive Officer and our Chief Financial Officer, as appropriate, to
allow timely decisions regarding disclosure.

Under the supervision of the President and Chief Executive Officer and the Chief Financial Officer, management
evaluated the effectiveness of CAE’s disclosure controls and procedures, as defined in Rule 13a-15(e) and 15d-15(e)
under the Exchange Act, as amended, and under National Instrument 52-109 – Certification of Disclosure in Issuers’
Annual and Interim Filings, as of March 31, 2026, the end of the period covered by this Annual Report on Form 40-F.
The President and Chief Executive Officer and the Chief Financial Officer concluded from the evaluation that the
design and operation of CAE’s disclosure controls and procedures were effective as at March 31, 2026.

B. Management’s annual report on internal control over financial reporting. CAE’s management is responsible for
establishing and maintaining adequate internal control over financial reporting, as such term is defined in Rules 13a-
15(f) and 15d-15(f) under the Exchange Act.

CAE’s internal control over financial reporting includes those policies and procedures that: (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
CAE’s assets; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that CAE’s receipts and
expenditures are being made only in accordance with authorizations of its management and directors; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
CAE’s assets that could have a material effect on the financial statements.

Management evaluated the effectiveness of CAE’s internal controls over financial reporting as of March 31, 2026,
based on the framework and criteria set forth in Internal Control – Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO), and has concluded that CAE’s
internal control over financial reporting is effective as of the end of the period covered by this Annual Report on Form
40-F.

C. Attestation report of the Independent Auditor. PricewaterhouseCoopers LLP (PCAOB ID 271), independent auditor
who audited and reported on CAE’s financial statements included in this annual report, has issued an attestation
report on the effectiveness of CAE’s internal control over financial reporting as of the end of the period covered by
this Annual Report on Form 40-F.  This attestation report is included in Exhibit 99.2 to this Annual Report on Form 40-
F and is incorporated herein by reference.



D. Changes in internal control over financial reporting. There were no changes to CAE’s internal control over financial
reporting during the year ended March 31, 2026 that have materially affected, or are reasonably likely to materially
affect, CAE’s internal control over financial reporting.

E. Limitations on the effectiveness of controls. A control system, no matter how well designed and operated, can
provide only reasonable, not absolute, assurance with respect to the reliability of financial reporting and financial
statement preparation. Accordingly, CAE’s management, including our President and Chief Executive Officer and our
Chief Financial Officer, does not expect that CAE’s internal control over financial reporting will prevent or detect all
errors and all fraud.

CAE will continue to periodically review its disclosure controls and procedures and internal control over financial
reporting and may make modifications from time to time as considered necessary or desirable.

NOTICES PURSUANT TO REGULATION BTR

The Company was not required by Rule 104 of Regulation BTR to send any notices to any of its directors or
executive officers during the fiscal year ended March 31, 2026.

AUDIT COMMITTEE AND AUDIT COMMITTEE FINANCIAL EXPERT

CAE has a separately-designated standing Audit Committee established in accordance with section 3(a)(58)(A) of the
Exchange Act. The Company’s Audit Committee is comprised of five directors, all of whom, in the opinion of CAE’s
board of directors, are independent (as determined under Rule 10A-3 of the Exchange Act and the rules of the
NYSE) and are financially literate. CAE’s Audit Committee is, as of the date hereof, comprised of the following
directors: Patrick Decostre, Ian L. Edwards, Marianne Harrison, Mary Lou Maher and Louis Têtu.

CAE’s board of directors has determined that, as of the date hereof, it has two audit committee financial experts
serving on its audit committee. The board of directors has determined that Ms. Marianne Harrison and Ms. Mary Lou
Maher are audit committee financial experts within the meaning of General Instruction B(8)(b) of Form 40-F and are
independent as that term is defined by the New York Stock Exchange’s corporate governance standards applicable to
CAE.

The Commission has indicated that the designation of a person as an audit committee financial expert does not make
such person an “expert” for any purpose, does not impose on such person any duties, obligations or liability that are
greater than those imposed on such person as a member of the audit committee and the board of directors in the
absence of such designation and does not affect the duties, obligations or liability of any other member of the audit
committee or board of directors.



CODE OF ETHICS

CAE has a code of ethics entitled “Code of Business Conduct,” which applies to all directors, officers, and employees
of CAE and CAE’s wholly-owned and controlled subsidiaries, including CAE’s principal executive officer, principal
financial officer, principal accounting officer, employees seconded to joint venture companies, agents,
representatives, contractors, suppliers and consultants. The Code of Business Conduct is available at CAE’s website
http://www.cae.com/investors/governance/ and is available in print to any shareholder who requests it. Requests for
copies of the Code of Business Conduct should be made by contacting CAE’s Investor Relations department, 8585
de la Côte-de-Liesse, Saint-Laurent (Québec), Canada H4T 1G6, email: investor.relations@cae.com. Amendments
to the Code of Business Conduct and waivers, if any, for executive officers will be disclosed on CAE’s website.
Unless specifically referred to herein, the information on CAE’s website shall not be deemed to be incorporated by
reference in this annual report.

CAE has adopted an insider trading policy that is reasonably designed to promote compliance with applicable insider
trading laws, rules and regulations, and any listing standards applicable to CAE. CAE’s Insider Trading Policy is
available at CAE’s website at https://www.cae.com/sustainability/responsible-business-conduct.

PRINCIPAL ACCOUNTANT FEES AND SERVICES

The disclosure provided under section 10.3 “Approval of Services” on pages 33-34 of Exhibit 99.1, Annual Information
Form, providing details on the fees billed by PricewaterhouseCoopers LLP, the Company’s principal accountant, to
CAE in each of the years ended March 31, 2026 and March 31, 2025 for professional services rendered to CAE, is
incorporated by reference herein.

AUDIT COMMITTEE PRE-APPROVAL POLICIES AND PROCEDURES

The disclosure provided under section 10.3 “Approval of Services” on pages 33-34 of Exhibit 99.1, Annual Information
Form, is incorporated by reference herein.

OFF-BALANCE SHEET ARRANGEMENTS

The disclosure provided under section 8.2 “Off balance sheet arrangements” on page 26 of Exhibit 99.3,
Management’s Discussion and Analysis, is incorporated by reference herein.

CONTRACTUAL OBLIGATIONS

The disclosure provided under section 7.4 “Contingencies and commitments” on page 24 of Exhibit 99.3,
Management’s Discussion and Analysis, is incorporated by reference herein.

MINE SAFETY DISCLOSURE

Not applicable.



SIGNIFICANT DIFFERENCES

A summary of significant differences between corporate governance practices followed by CAE and corporate
governance practices required to be followed by U.S. domestic companies under the New York Stock Exchange’s
Listing Standards (disclosure required by section 303A.11 of the NYSE Listed Company Manual) is available at
CAE’s website http://www.cae.com/investors/governance/.

UNDERTAKING AND CONSENT TO

SERVICE OF PROCESS

A.    Undertaking

    CAE Inc. (the “Registrant”) undertakes to make available, in person or by telephone, representatives to respond to
inquiries made by the Commission staff, and to furnish promptly, when requested to do so by the
Commission staff, information relating to: the securities in relation to which the obligation to file an annual
report on Form 40-F arises; or transactions in said securities.

B.    Consent to Service of Process

The Registrant has previously filed with the Commission a Form F-X in connection with the Common
Shares, including the associated Common Share purchase rights pursuant to the Registrant’s Shareholder
Rights Plan, which purchase rights trade together with the Common Shares.

SIGNATURES
Pursuant to the requirements of the Exchange Act, the Registrant certifies that it meets all of the requirements

for filing on Form 40-F and has duly caused this annual report to be signed on its behalf by the undersigned, thereto
duly authorized.

Date:    June 22, 2026                    CAE INC.

By:    /s/ Mark Hounsell                
Name:    Mark Hounsell
Title:     Chief Legal Officer



EXHIBIT INDEX

Exhibit No. Description

23.1 Consent of Independent Registered Public Accounting Firm
31.1 Certification of Chief Executive Officer required by Rule 13a-14(a) or Rule 15d-14(a)
31.2 Certification of Chief Financial Officer required by Rule 13a-14(a) or Rule 15d-14(a)
32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as enacted pursuant

to Section 906 of the Sarbanes-Oxley Act of 2002 †
32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as enacted pursuant

to Section 906 of the Sarbanes-Oxley Act of 2002 †
97.1 CAE Inc. Executive Compensation Clawback Policy
99.1 Annual Information Form for the fiscal year ended March 31, 2026
99.2 Audited annual financial statements for the fiscal year ended March 31, 2026
99.3 Management’s Discussion and Analysis for the fiscal year ended March 31, 2026
99.4 Notice and Management Proxy Circular dated June 11, 2026 (incorporated by reference to

CAE’s Form 6-K (commission file no. 1-31402) furnished to the Commission on June 22, 2026)

† This exhibit shall not be deemed “filed” for purposes of Section 18 of the Exchange Act or otherwise subject to the liabilities of that section, nor
shall it be deemed incorporated by reference on any filing under the Securities Act of 1933 or the Exchange Act, whether made before or after
the date hereof and irrespective of any general incorporation language in any filings.

Exhibits 99.1, 99.2 and 99.3 of this Annual Report on Form 40-F are incorporated by reference into the Registration
Statements on Form S-8 of the Registrant filed with the Securities and Exchange Commission on November 3, 2023
(Registration No. 333-275323), on October 7, 2022 (Registration No. 333-267775), on September 20, 2016
(Registration No. 333-213708), on November 14, 2008 (Registration No. 333-155366) and on July 26, 2002
(Registration No. 333-97185), (together, the “Registration Statements”). Exhibit 23.1 is incorporated by reference as
an exhibit to the Registration Statements.

https://www.sec.gov/Archives/edgar/data/1173382/000117338226000023/caeproxy2026.htm


Consent of Independent Registered Public Accounting Firm

We hereby consent to the incorporation by reference in this Annual Report on Form 40-F for the year ended March 31, 2026

of CAE Inc. of our report dated May 21, 2026, relating to the consolidated financial statements and the effectiveness of

internal control over financial reporting, which appears in Exhibit 99.2 incorporated by reference in this Annual Report on Form

40-F.

We also consent to the incorporation by reference in the Registration Statements on Form S-8 (No. 333-275323, 333-

267775, 333-213708, 333-155366 and 333-97185) of CAE Inc. of our report dated May 21, 2026 referred to above. We also

consent to reference to us under the heading “Interests of Experts” in the Annual Information Form, filed as Exhibit 99.1 to

this Annual Report on Form 40-F, which is incorporated by reference in such Registration Statements.

/s/PricewaterhouseCoopers LLP

Montréal, Canada

June 22, 2026

PricewaterhouseCoopers LLP
1250 René-Lévesque Boulevard West, Suite 2500
Montréal, Quebec, Canada H3B 4Y1
T.: +1 514 205 5000, F.: +1 514 876 1502
Fax to mail: ca_montreal_main_fax@pwc.com

“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.



CERTIFICATION REQUIRED BY RULE 13a-14(a) OR RULE 15d-14(a), PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Matthew Bromberg, certify that:

1. I have reviewed this annual report on Form 40-F of CAE Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the issuer as of,
and for, the periods presented in this report;

4. The issuer’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the issuer and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the issuer’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the issuer’s internal control over financial reporting that
occurred during the period covered by the annual report that has materially affected, or is reasonably
likely to materially affect, the issuer’s internal control over financial reporting; and



5. The issuer’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the issuer’s auditors and the audit committee of the issuer’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the issuer’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the issuer’s internal control over financial reporting.

Date:    June 22, 2026

/s/ Matthew Bromberg    
Name:    Matthew Bromberg
Title:    President and Chief Executive Officer



CERTIFICATION REQUIRED BY RULE 13a-14(a) OR RULE 15d-14(a), PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Ryan McLeod, certify that:

1. I have reviewed this annual report on Form 40-F of CAE Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the issuer as of,
and for, the periods presented in this report;

4. The issuer’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the issuer and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the issuer’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the issuer’s internal control over financial reporting that
occurred during the period covered by the annual report that has materially affected, or is reasonably
likely to materially affect, the issuer’s internal control over financial reporting; and



5. The issuer’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the issuer’s auditors and the audit committee of the issuer’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the issuer’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the issuer’s internal control over financial reporting.

Date:    June 22, 2026

                        /s/ Ryan McLeod            
Name:    Ryan McLeod
Title:    Chief Financial Officer



CERTIFICATION REQUIRED BY PURSUANT TO 18 U.S.C. SECTION 1350,
AS ENACTED PURSUANT TO

SECTION 906 OF THE U.S. SARBANES-OXLEY ACT OF 2002

CAE Inc. (the “Company”) is filing with the U.S. Securities and Exchange Commission on the date
hereof, its annual report on Form 40-F for the fiscal year ended March 31, 2026 (the “Report”).

I, Matthew Bromberg, President and Chief Executive Officer of the Company, certify, pursuant to 18
U.S.C. section 1350, as enacted pursuant to section 906 of the U.S. Sarbanes-Oxley Act of 2002, that:

(i) the Report fully complies with the requirements of section 13(a) or 15(d) of the U.S.
Securities Exchange Act of 1934; and

(ii) the information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

/s/ Matthew Bromberg        
Matthew Bromberg
President and Chief Executive Officer

Date: June 22, 2026



CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ENACTED PURSUANT TO

SECTION 906 OF THE U.S. SARBANES-OXLEY ACT OF 2002

CAE Inc. (the “Company”) is filing with the U.S. Securities and Exchange Commission on the date
hereof, its annual report on Form 40-F for the fiscal year ended March 31, 2026 (the “Report”).

I, Ryan McLeod, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. section 1350, as
enacted pursuant to section 906 of the U.S. Sarbanes-Oxley Act of 2002, that:

(i) the Report fully complies with the requirements of section 13(a) or 15(d) of the U.S.
Securities Exchange Act of 1934; and

(ii) the information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

/s/ Ryan McLeod        
Ryan McLeod
Chief Financial Officer

Date: June 22, 2026



CAE INC.

EXECUTIVE COMPENSATION CLAWBACK POLICY

Introduction

The Board of Directors (the “Board”) of CAE Inc. (the “Company”) believes that it is in the best interests of the Company and
its shareholders to create and maintain a culture that emphasizes integrity and accountability and that reinforces the
Company's pay-for-performance compensation philosophy. The Board has therefore adopted this policy which provides for
the recoupment of certain executive compensation in the event of an accounting restatement resulting from material
noncompliance with financial reporting requirements under applicable securities laws (the “Policy”). This Policy is designed to
comply with Section 10D of the U.S. Securities Exchange Act of 1934 (the “Exchange Act”), Rule 10D-1 promulgated under
the Exchange Act and Section 303A.14 of the New York Stock Exchange Listed Company Manual (the “Listing Standards”).

Administration

The Board has delegated administration of this Policy to the Human Resources Committee of the Board (the “Committee”).
Any determinations made by the Committee shall be final and binding on all affected individuals. The Committee may
delegate to any person, group of persons or corporation such administrative duties and powers relating to the Policy as it
sees fit.

Covered Executives

This Policy applies to the Company’s current and former executive officers, as determined by the Committee in accordance
with Section 10D of the Exchange Act and the Listing Standards, and such other senior executives or employees who may
from time to time be deemed subject to the Policy by the Committee (“Covered Executives”). Executive officers of the
Company’s subsidiaries are deemed executive officers of the Company if they perform such policy-making functions for the
Company. The following are examples of persons who may be deemed executive officers:

• President and Chief Executive Officer;

• Chief Financial Officer or principal financial officer;

• Principal accounting officer or controller;

• President & General Manager, CAE USA Inc. and Group President, Defense & Security

• Group President, Civil Aviation

• Any vice president in charge of a principal business unit, division or function (such as sales administration or finance);
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• Any other officer who performs a policy-making function; and

• Any other person who performs similar policy-making functions.

Recoupment; Accounting Restatement

In the event the Company is required to prepare an accounting restatement of its financial statements due to the Company’s
material noncompliance with any financial reporting requirement under applicable securities laws, including any required
accounting restatement to correct an error in previously issued financial statements that is material to the previously issued
financial statements, or that would result in a material misstatement if the error were corrected in the current period or left
uncorrected in the current period, the Committee will promptly require reimbursement or forfeiture of any excess Incentive
Compensation (as defined below) received by any Covered Executive during the three (3) completed fiscal years immediately
preceding the date on which the Company is required to prepare an accounting restatement, and if the Company has
changed its fiscal year end during such three (3) year period, any transition period as required under Section 10D(b)(1)(i)(D)
of the Exchange Act. The “date on which the Company is required to prepare an accounting restatement” is the earlier to
occur of: (i) the date that the Board, applicable Board committee, or officers authorized to take action if Board action is not
required, concludes, or reasonably should have concluded, that the Company is required to prepare the accounting
restatement, or (ii) the date a court, regulator, or other legally authorized body directs the Company to prepare the accounting
restatement, in each case regardless of if or when the restated financial statements are filed.

This Policy applies to Incentive Compensation received by a Covered Executive (i) after beginning services as a Covered
Executive, (ii) if that person served as a Covered Executive at any time during the performance period for such Incentive
Compensation, and (iii) while the Company had a listed class of securities on a national securities exchange or a national
securities association under the Exchange Act.

However, no reimbursement or forfeiture will apply to Incentive Compensation received by a Covered Executive before such
Covered Executive began providing services as a Covered Executive.

Incentive Compensation

For purposes of this Policy, “Incentive Compensation” means any compensation that is granted, earned or vested based
wholly or in part upon the attainment of a Financial Reporting Measure (as defined below). Incentive Compensation is
“received” for purposes of this Policy in the Company’s fiscal period during which the Financial Reporting Measure specified
in the Incentive Compensation award is attained, even if the payment or grant of such Incentive Compensation occurs after
the end of that period. The following are examples of Incentive Compensation that may be based on a Financial Reporting
Measure:

· Bonuses and other short- and long-term cash incentives earned wholly or in part based on satisfying a Financial
Reporting Measure performance goal;

· Bonuses paid from a bonus pool, if the pool size is based wholly or in part on satisfying a Financial Reporting Measure
performance goal;
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· Equity awards (such as restricted shares, restricted share units, performance share units, deferred share units, stock
options and stock appreciation rights) granted or vested based wholly or in part on satisfying a performance goal
based on a Financial Reporting Measure; and

· Proceeds received upon the sale of shares acquired under an equity award that was granted or that vested wholly or
in part on satisfying a Financial Reporting Measure performance goal.

A “Financial Reporting Measure” is (i) any measure that is determined and presented in accordance with the accounting
principles used (including non-IFRS financial measures) in preparing the Company’s financial statements, and any measure
that is derived wholly or in part from such measure, (ii) Company stock price and (iii) total shareholder return. A Financial
Reporting Measure need not be presented within the Company’s financial statements or included in a filing with the Securities
Exchange Commission. Examples of Financial Reporting Measures may include:

· Return measures such as return on capital employed, return on invested capital or return on assets;

· Earnings measures such as earnings per share;

· Order intake

· Revenues;

· Cash from operations;

· Adjusted operating margin %;

· Net income; and

· Liquidity measures such as working capital or operating cash flow.

Excess Incentive Compensation; Amount Subject to Recovery

The amount to be recovered will be the excess of the Incentive Compensation paid to the Covered Executive based on the
erroneous data over the Incentive Compensation that would have been paid to the Covered Executive had it been based on
the restated results, as determined by the Committee. The amount to be recovered must be computed without regard to any
taxes paid.

For Incentive Compensation based on stock price or total shareholder return, where the amount of excess Incentive
Compensation is not subject to mathematical recalculation directly from the information in an accounting restatement, the
amount of such Incentive Compensation that is deemed to be excess Incentive Compensation will be based on a reasonable
estimate of the effect of the accounting restatement on the stock price or total shareholder return upon which the Incentive
Compensation was received, and the Company will maintain and provide the documentation of the determination of such
reasonable estimate to the relevant securities regulatory authorities and securities exchanges.
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To the extent that a Covered Executive fails to repay all excess Incentive Compensation to the Company when due, the
Company shall take all actions reasonable and appropriate to recover such excess Incentive Compensation from such
Covered Executive. Such Covered Executive shall be required to reimburse the Company for any and all expenses
reasonably incurred (including legal fees) by the Company in recovering such excess Incentive Compensation in accordance
with the immediately preceding sentence.

Obligation to Recover

The Committee shall recover any excess Incentive Compensation in accordance with this Policy unless:

• Recovery is impracticable because it would impose undue costs on the Company or its shareholders, as determined
by the Committee in accordance with Rule 10D-1 of the Exchange Act and the Listing Standards;

· It would violate Canadian law in effect prior to November 28, 2022; or

· It would cause an otherwise tax-qualified retirement plan to fail to meet the requirements of the U.S. Internal Revenue
Code.

Method of Recoupment

The Committee will determine, in its sole discretion, the method for recouping Incentive Compensation hereunder which may
include, without limitation:

• Requiring reimbursement of cash Incentive Compensation previously paid;

• Seeking recovery of any gain realized on the vesting, exercise, settlement, sale, transfer, or other disposition of any
equity-based awards;

• Offsetting the recouped amount from any compensation otherwise owed by the Company to the Covered Executive;

• Cancelling outstanding vested or unvested equity awards; and

• Taking any other remedial and recovery action permitted by law, as determined by the Committee.

No Indemnification

The Company shall not indemnify any Covered Executives against the loss of any incorrectly awarded Incentive
Compensation, nor shall it pay for or reimburse payment for the cost of third-party insurance intended to fund a Covered
Executive’s potential reimbursement or forfeiture obligations under this Policy.

Interpretation

The Committee is authorized to interpret and construe this Policy and to make all determinations necessary, appropriate, or
advisable for the administration of this Policy. It is intended that this
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Policy be interpreted in a manner that is consistent with the requirements of Section 10D of the Exchange Act and any
applicable rules or standards adopted by the U.S. Securities and Exchange Commission or the Canadian Securities
Administrators or any securities exchange on which the Company’s securities are listed, including the Toronto Stock
Exchange and the New York Stock Exchange.

Administrator Indemnification

Any members of the Committee, and any other members of the Board who assist in the administration of this Policy, shall not
be personally liable for any action, determination or interpretation made with respect to this Policy and shall be fully
indemnified by the Company to the fullest extent under applicable law and Company policy with respect to any such action,
determination or interpretation. The foregoing sentence shall not limit any other rights to indemnification of the members of
the Committee or the Board under applicable law or Company policy.

Effective Date; Conflict of Terms

This Policy has been adopted by the Committee effective as of October 2, 2023 (the “Effective Date”) and shall apply to
Incentive Compensation that is received by a Covered Executive on or after that date even if such Incentive Compensation
was approved, awarded, granted or paid to the Covered Executive prior to the Effective Date. This Policy amends and
replaces in its entirety the Company’s former Executive Compensation Clawback terms included in its short- and long-term
incentive plans, but does not replace the Company’s Supplemental Clawback Policy effective May 28, 2024, (as amended or
restated from time to time, the “Supplemental Clawback Policy”). Where applicable, this Policy is supplemented, but is not
replaced, by the Supplemental Clawback Policy, provided however that if any provision contained in such Supplemental
Clawback Policy is in conflict with, or is inconsistent with, any provision of this Policy, the provision contained in this Policy
shall prevail.

Amendment

The Committee may amend this Policy from time to time in its discretion and shall amend this Policy as it deems necessary to
reflect further regulations adopted by the U.S. Securities and Exchange Commission under Section 10D of the Exchange Act
or rules or interpretations promulgated thereunder, to comply with any Listing Standards or to comply with rules or standards
adopted by the Canadian Securities Administrators or any securities exchange on which the Company’s securities are listed,
including the Toronto Stock Exchange and the New York Stock Exchange.

Other Recoupment Rights

The Committee intends that this Policy will be applied to the fullest extent of the law. The Committee may require that any
employment agreement, equity award agreement, or similar agreement entered into on or after the Effective Date shall, as a
condition to the grant of any benefit thereunder, require a Covered Executive to agree to abide by the terms of this Policy.
Any right of recoupment under this Policy is in addition to, and not in lieu of, any other remedies or rights of recoupment that
may be available to the Company pursuant to the terms of any
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similar policy in any employment agreement, equity award agreement, or similar agreement and any other legal remedies
available to the Company.

Successors

This Policy shall be binding and enforceable against all Covered Executives and their beneficiaries, heirs, executors,
administrators or other legal representatives.

Exhibit Filing Requirement

A copy of this Policy and any amendments thereto shall be posted on the Company’s website and filed as an exhibit to the
Company’s annual report on Form 40-F.

Adopted November 14, 2023
Last updated May 28, 2024
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INFORMATION INCORPORATED BY REFERENCE

CAE’s Management’s Discussion and Analysis (MD&A) and Consolidated Financial Statements for the year ended March 31, 2026, and the notes thereto
(Consolidated Financial Statements) appear in the Annual Financial Report to Shareholders for the year ended March 31, 2026 (Annual Financial
Report). The Consolidated Financial Statements have been prepared in accordance with Part I of the CPA Canada Handbook – Accounting and IFRS
Accounting Standards, as issued by the International Accounting Standards Board. Certain information contained in the MD&A and the Consolidated
Financial Statements for the year ended March 31, 2026, and the notes thereto, available on SEDAR+ at www.sedarplus.ca, is specifically incorporated by
reference into this Annual Information Form (AIF). Any parts of the Annual Financial Report not specifically incorporated by reference do not form part of this
AIF.

Unless otherwise noted, all dollar references in this AIF are expressed in Canadian dollars. In this AIF, the terms “we”, “us”, “our”, “Company” and “CAE”
refer to CAE Inc. and where applicable, its subsidiaries. We also use the other defined terms throughout this AIF which are defined in the Glossary annexed
to this AIF.

References to fiscal 2026 or FY2026 refer to the period from April 1, 2025 to March 31, 2026, references to fiscal 2025 or FY2025 refer to the period from
April 1, 2024 to March 31, 2025, references to fiscal 2024 or FY2024 refer to the period from April 1, 2023 to March 31, 2024 and references to fiscal 2023 or
FY2023 refer to the period from April 1, 2022 to March 31, 2023.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This AIF includes forward-looking statements about our activities, events and developments that we expect to or anticipate may occur in the future including,
for example, statements about our vision, strategies, market trends and outlook, future revenues, earnings, cash flow growth, profit trends, growth capital
spending, expansions and new initiatives, including initiatives that pertain to sustainability matters, financial obligations, available liquidities, expected sales,
general economic and political outlook, inflation trends, prospects and trends of an industry, expected annual recurring cost savings from operational
excellence programs, our management of the supply chain, estimated addressable markets, demands for CAE’s products and services, our access to capital
resources, our financial position, the expected accretion in various financial metrics, the expected capital returns to shareholders, our business outlook,
business opportunities, objectives, development, plans, growth strategies and other strategic priorities, our competitive and leadership position in our
markets, the expansion of our market shares, CAE's ability and preparedness to respond to demand for new technologies, the sustainability of our
operations, our ability to retire the Legacy Contracts (as defined herein) as expected and to manage and mitigate the risks associated therewith, the impact
of the retirement of the Legacy Contracts and other statements that are not historical facts.

Since forward-looking statements and information relate to future events or future performance and reflect current expectations or beliefs regarding future
events, they are typically identified by words such as “anticipate”, “believe”, “could”, “estimate”, “expect”, “intend”, “likely”, “may”, “plan”, “seek”, “should”,
“will”, “strategy”, “future” or the negative thereof or other variations thereon suggesting future outcomes or statements regarding an outlook. All such
statements constitute “forward-looking statements” within the meaning of applicable Canadian securities legislation and “forward-looking statements” within
the meaning of the “safe harbor” provisions of the United States Private Securities Litigation Reform Act of 1995.

By their nature, forward-looking statements require us to make assumptions and are subject to inherent risks and uncertainties associated with our business
which may cause actual results in future periods to differ materially from results indicated in forward-looking statements. While these statements are based
on management’s expectations and assumptions regarding historical trends, current conditions and expected future developments, as well as other factors
that we believe are reasonable and appropriate in the circumstances, readers are cautioned not to place undue reliance on these forward-looking statements
as there is a risk that they may not be accurate.

Important risks that could cause such differences include, but are not limited to, strategic risks, such as geopolitical uncertainty, transformation plan
implementation, global economic conditions, competitive business environment, original equipment manufacturer (OEM) encroachment, inflation,
international scope of our business, changes in U.S. trade policies or regulations, level and timing of defence spending, constraints within the civil aviation
industry, our ability to penetrate new markets, research and development (R&D) activities, evolving standards and technology innovation and disruption,
length of sales cycle, business development and awarding of new contracts, strategic partnerships and long-term contracts, our ability to effectively manage
our
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growth, estimates of market opportunity and competing priorities; operational risks, such as supply chain disruptions, program management and execution,
mergers, acquisitions and divestitures, business continuity, subcontractors, fixed price and long-term supply contracts, our continued reliance on certain
parties and information, and global safety and governance; cybersecurity risks; talent risks, such as recruitment, development and retention, ability to attract,
recruit and retain key personnel and management, corporate culture and labour relations; financial risks, such as availability of capital, customer credit risk,
foreign exchange, effectiveness of internal controls over financial reporting, liquidity risk, interest rate volatility, shareholder activism, returns to shareholders,
estimates used in accounting, impairment risk, pension plan funding, indebtedness, restructuring, integration and acquisition costs, sales of additional
common shares, market price and volatility of our common shares, seasonality, taxation matters and adjusted backlog; legal and compliance risks, such as
data rights and governance, U.S. foreign ownership, control or influence mitigation measures, compliance with laws and regulations, insurance coverage
potential gaps, product-related liabilities, environmental laws and regulations, government audits and investigations, protection of our intellectual property and
brand, third-party intellectual property, foreign private issuer status, and enforceability of civil liabilities against our directors and officers; sustainability risks,
such as extreme climate events and the impact of natural or other disasters (including effects of climate change) and sustainability commitments and
expectations; reputational risks; technological risks, such as information technology (IT) and reliance on third-party providers for information technology
systems and infrastructure management; and data and artificial intelligence risks. The foregoing list is not exhaustive and other unknown or unpredictable
factors could also have a material adverse effect on the performance or results of CAE.

Additionally, differences could arise because of events announced or completed after the date of this AIF. You will find more information in Section 9
“Business risk and uncertainty” of the MD&A of the financial report for the year ended March 31, 2026, which has been filed with the Canadian Securities
Administrators on SEDAR+ (www.sedarplus.ca) and is available on CAE's website (www.cae.com). The MD&A has also been filed with the U.S. Securities
and Exchange Commission and is available on its website (www.sec.gov).

Readers are cautioned that any of the disclosed risks could have a material adverse effect on CAE’s forward-looking statements. Readers are also cautioned
that the risks described above and elsewhere in this AIF are not necessarily the only ones we face; additional risks and uncertainties that are presently
unknown to us or that we may currently deem immaterial may adversely affect our business.

The forward-looking statements contained in this AIF describe our expectations as of June 11, 2026 and, accordingly, are subject to change after such date.
Except as required by law, we disclaim any intention or obligation to update or revise any forward-looking statements whether as a result of new information,
future events or otherwise. The forward-looking information and statements contained in this AIF are expressly qualified by this cautionary statement.

In addition, statements that “we believe” and similar statements reflect our beliefs and opinions on the relevant subject. These statements are based on
information available to us as of the date of this AIF. While we believe that information provides a reasonable basis for these statements, that information
may be limited or incomplete. Our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all relevant
information. These statements are inherently uncertain, and investors are cautioned not to unduly rely on these statements.

MATERIAL ASSUMPTIONS

The forward-looking statements set out in this AIF are based on certain assumptions including, without limitation: the prevailing market conditions,
geopolitical instability including the ongoing military conflicts in the Middle East and the rapidly evolving trade and tariff environment, the customer receptivity
to our training and operational support solutions, the accuracy of our estimates of addressable markets and market opportunity, the realization of anticipated
annual recurring cost savings and other intended benefits from restructuring initiatives, transformation plans or operational excellence programs, the ability to
respond to anticipated inflationary pressures and our ability to pass along rising costs through increased prices, the actual impact to supply, production levels,
and costs from global supply chain logistics challenges, the stability of foreign exchange rates, the ability to hedge exposures to fluctuations in interest rates
and foreign exchange rates, the availability of borrowings to be drawn down under, and the utilization, of one or more of our senior credit agreements, our
available liquidity from cash and cash equivalents, undrawn amounts on our revolving credit facility, the balance available under our receivable purchase
facility, the assumption that our cash flows from operations and continued access to debt funding will be sufficient to meet financial requirements in the
foreseeable future, access to expected capital resources within anticipated timeframes, no material financial, operational or competitive consequences from
changes in regulations affecting our business, our ability to retain and attract new business, our
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ability to effectively execute and retire the remaining Legacy Contracts while managing the risks associated therewith, our ability to effectively execute on the
opportunities identified as part of our transformation plan to simplify our structure, sharpen our focus and strengthen execution, and the realization of the
expected strategic, financial and other benefits of our multi-year transformation plan in the timeframe anticipated and at expected cost levels. Air travel is a
major driver for CAE's business and management relies on analysis from the International Air Transport Association to inform its assumptions about the rate
and profile of growth in its key civil aviation market. Accordingly, the assumptions outlined in this AIF and, consequently, the forward ‑looking statements
based on such assumptions, may turn out to be inaccurate. For additional information, including with respect to other assumptions underlying the forward-
looking statements made in this AIF, refer to Section 9 “Business risk and uncertainty” of the MD&A of the financial report for the year ended March 31, 2026,
available on our website (www.cae.com), SEDAR+ (www.sedarplus.ca) and EDGAR (www.sec.gov), which section is incorporated into the AIF by this
reference.
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1. CORPORATE STRUCTURE

1.1 Name, Address and Incorporation

On March 17, 1947, CAE Inc. (Company or CAE) was incorporated as Canadian Aviation Electronics Ltd. under the laws of Canada by letters patent. In
1965, the name of the Company was changed to CAE Industries Ltd. and in 1993 the Company changed its name to CAE Inc.

CAE was continued in 1977 under the Canada Business Corporations Act (CBCA). In 1979, CAE’s articles were amended to change its authorized share
capital to an unlimited number of common shares (Common Shares), and again in 1981 to authorize an unlimited number of preferred shares, issuable in
series, with such rights, privileges, restrictions and conditions as the Directors of CAE may determine. On June 9, 1995, CAE’s articles were amended to
authorize the Directors to appoint additional Directors in accordance with the provisions of the CBCA.

CAE’s registered and head office is located at 8585 Côte-de-Liesse, Saint-Laurent, Québec, Canada H4T 1G6.

1.2 Intercorporate Relationships

Select subsidiaries of CAE as of March 31, 2026, their jurisdiction of organization and the percentage of voting securities directly or indirectly held by CAE
in such subsidiaries on that date are indicated below. CAE has other subsidiaries, but the assets and revenues of such subsidiaries individually did not
exceed 10%, and in the aggregate did not exceed 20%, of the Company’s consolidated assets or consolidated revenues as at, and for the year ended,
March 31, 2026.

Name Jurisdiction of Organization Percentage of Voting Securities
Held

Canada, United States and Rest of Americas
CAE Aviation Academy Phoenix LLC Arizona, USA 100%
CAE Aviation Training Chile Limitada Chile 100%
CAE Civil Aviation Training Solutions, Inc. Florida, USA 100%
CAE Colombia Flight Training S.A.S. Colombia 100%
CAE North East Training Inc. Delaware, USA 100%
CAE SimuFlite Inc. Delaware, USA 100%
CAE South America Flight Training do Brasil Ltda Brazil 100%
CAE TSP Inc. Canada 100%
CAE USA Inc. Delaware, USA 100%
Flightscape Inc. Delaware, USA 100%

Europe and United Kingdom
CAE Center Amsterdam B.V. Netherlands 100%
CAE Centre Copenhagen A/S Denmark 100%
CAE Flight Services Austria GmbH Austria 100%
CAE GmbH Germany 100%
CAE Luxembourg Acquisition SARL Luxembourg 100%
CAE Services Italia, S.r.l. Italy 100%
CAE STS Limited United Kingdom 100%
CAE Training & Services UK Ltd. United Kingdom 100%
Parc Aviation Limited Ireland 100%
Servicios de Instrucción de Vuelo, S.L. Spain 80%

Asia, Oceania and Africa
CAE Australia Pty Ltd. Australia 100%
CAE Aviation Training Australia Pty Ltd. Australia 100%
CAE Brunei Multi-Purpose Training Center Sdn Bhd Brunei 60%
CAE Kuala Lumpur Sdn. Bhd. Malaysia 100%
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2. COMPANY OVERVIEW

2.1 Overview

At CAE, we exist to make the world safer. We deliver cutting-edge training, simulation, and critical operations solutions to prepare aviation professionals and
defence forces for the moments that matter. Every day, we empower pilots, cabin crew, maintenance technicians, airlines, business aviation operators, and
defence and security personnel to perform at their best and when the stakes are the highest. Around the globe, we’re everywhere customers need us to be
with sites and training locations in over 40 countries. For nearly 80 years, CAE has been at the forefront of innovation, consistently seeking to set the
standard by delivering excellence in high-fidelity flight simulators and training solutions, while embedding sustainability at the heart of everything we do. By
harnessing technology and enhancing human performance, we strive to be the trusted partner in advancing safety and mission readiness—today and
tomorrow.

CAE’s Common Shares are listed on the Toronto and New York stock exchanges (TSX / NYSE) under the symbol CAE.

2.2 Geographic and Segment Revenues and Locations

CAE’s consolidated revenue in FY2026 was $4.9 billion and in FY2025 was $4.7 billion, and is broken down as follows:

Revenue by Segment (%) Geographic Distribution of Revenue (%)
(based on location of customers)

FY2026 FY2025 FY2026 FY2025

Civil Aviation 56 58 Canada 10 10

Defense & Security 44 42 United States 45 48

100 100 United Kingdom 5 6

Rest of Americas 2 3

Europe 15 14

Asia 19 16

Oceania and Africa 4 3

100 100

For information on CAE revenues by reportable segment, reference is made to Section 6 “Results by segment” of the Company’s 2026 MD&A, which section
is incorporated by reference into this AIF.

Schedule A sets out, by business segment, the locations of CAE’s primary subsidiaries’ and divisions’ material sites as of the date of this AIF.

2.3 Our Purpose, Mission and Vision

Our purpose is to make the world safer.

Our mission is to deliver cutting-edge training, simulation and critical operations solutions to prepare aviation professionals and defence forces for the
moments that matter.

Our vision is to be the trusted partner in advancing safety and mission readiness, defining the standard of excellence in training and critical operations by
harnessing technology and enhancing human performance.
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3. GENERAL DEVELOPMENT OF THE BUSINESS

3.1 Significant Developments of the Three Most Recent Fiscal Years

Fiscal Year 2024 Highlights

Leadership Changes

– Effective May 1, 2023, Bob Lockett was appointed Chief People Officer, succeeding Dan Sharkey who retired on June 30, 2023, as Senior Vice
President, Global Human Resources.

– On August 9, 2023, Sophie Brochu was elected to the Board of Directors of CAE (Board).

Significant Transactions

– On February 16, 2024, we announced the closing of the sale of our Healthcare business to Madison Industries for an enterprise value of C$311 million.
The total consideration, after preliminary working capital and selling price adjustments, amounted to $293.4 million, subject to further post-closing
adjustments, including on account of working capital. At the time of publication of this AIF, we are still engaged in a dispute with Madison Industries,
which initially claimed up to approximately $60 million in final price adjustments. To date, no price adjustment has been agreed to or awarded in favour
of the purchaser, and a limited number of items remain in dispute, representing an amount of approximately $15 million. For more details, refer to
Section 7.4 “Contingencies and commitments” in CAE’s 2026 MD&A.

Other

– On April 4, 2023, we inaugurated our newest business aviation training centre and our first on the U.S. West Coast, located in Las Vegas near Harry
Reid International Airport with 50,000-square-foot of space and capacity for up to eight full-flight simulators.

– On May 30, 2023, we announced the award of a contract from General Dynamics Information Technology to support Flight School Training Support
Services at Fort Novosel (formerly Fort Rucker), Alabama. The contract, valued at US$455M, supports the recent award to GDIT by the U.S. Army
Program Executive Office for Simulation, Training and Instrumentation for simulation capabilities and training support services to prepare initial entry-
level and graduate-level rotary wing flight training at Fort Novosel.

– On June 12, 2023, we announced the closing of our private offering of $400 million aggregate principal amount of 5.541% Series 1 Senior Unsecured
Notes due June 12, 2028. In connection with the offering, we obtained a credit rating for the Notes. See Sections 7.4 “Unsecured Senior Notes” and  7.5
“Credit Ratings”.

– On June 19, 2023, we announced the signing of an agreement with Boeing through which CAE will become a Boeing Authorized Training Provider, and
the first to offer Boeing’s Competency-Based Training and Assessment curriculum.

– On August 30, 2023, we announced the expansion of our longstanding joint venture with Embraer to include pilot and cabin crew training for the
Embraer E-Jets E2 family of commercial aircraft. Embraer-CAE Training Services (ECTS) launched a new pilot training program and deployed a first E-
Jet E2 full-flight simulator at the Singapore-CAE Flight Training Centre where training began in January 2024.

– On February 16, 2024, concurrent with the sale of our Healthcare business, we announced that we will further streamline our operating model and
portfolio, optimize our cost structure and create efficiencies.

– On March 18, 2024, we announced that the signature of a 15-year agreement with Akasa Air, India’s fastest growing airline, to provide Boeing 737MAX
pilot training at our facilities in India.

6



Fiscal Year 2025 Highlights

Leadership Changes

– On May 16, 2024, Patrick Decostre joined the Board.

– On May 21, 2024, Nick Leontidis was appointed Chief Operating Officer, as part of a senior leadership reorganization to further strengthen CAE’s
execution capabilities and drive additional synergies between CAE’s Defense and Security business and its Civil Aviation business. In this role, he has
overall responsibility for both the Civil Aviation and the Defense and Security business segments.

– On July 25, 2024, we announced that Sonya Branco, Executive Vice President, Finance and Chief Financial Officer would be leaving CAE at the end of
August 2024, and that Constantino Malatesta, CAE’s Chief Accounting Officer and Vice-President, Controller Office, would be appointed Interim Chief
Financial Officer following her departure.

– On August 14, 2024, Ian L. Edwards was elected to the Board.

– On November 12, 2024, we announced that after 20 years at CAE, including 15 years as President and Chief Executive Officer, Marc Parent would be
leaving the Company at our Annual and Special Meeting of Shareholders held on August 13, 2025, and that a comprehensive global search was
underway to identify a new CEO to lead the Company into the future.

– On February 13, 2025, we announced the appointment of four new directors to the Board: Calin Rovinescu as Chair, Peter Lee, Katherine A. Lehman
and Louis Têtu. The appointments were effective as of February 14, 2025, and were made in conjunction with the retirement of four directors: Alan N.
MacGibbon, Margaret S. (Peg) Billson, François Olivier and David G. Perkins. Concurrently with the appointments, CAE entered into a customary
nomination right agreement with Caisse de dépôt et placement du Québec (La Caisse) and a customary cooperation and standstill agreement with
Browning West, LP (Browning West). Please refer to section 11 “Material Contracts” for more detail regarding these agreements.

Significant Transactions

– On November 5, 2024, we increased our ownership stake in our existing SIMCOM joint venture by purchasing an additional interest from Volo Sicuro for
a cash consideration of US$232.3 million, subject to customary adjustments. As a result, we obtained control over SIMCOM’s four training centres
located in the U.S. providing pilot training across multiple business aviation aircraft platforms. Additionally, CAE and SIMCOM have each extended their
respective exclusive business aviation training services agreement with Flexjet, LLC, a related party of Volo Sicuro, and its affiliates by five years,
bringing the remaining exclusivity period to 15 years.

Other

– On May 21, 2024, we announced a re-baselining of our Defense and Security business along with impairments and unfavourable contract adjustments
related to eight previously identified fixed-price legacy contracts (Legacy Contracts). In the fourth quarter of fiscal 2024, we recorded a $568.0 million
non-cash impairment of Defense and Security goodwill and $90.3 million in unfavourable contract profit adjustments as a result of accelerated risk
recognition on the Legacy Contracts. We also recorded a $35.7 million impairment of related technology and other non-financial assets which are
principally related to the Legacy Contracts.

– On May 27, 2024, we announced the re-establishment of our normal course issuer bid (NCIB) to purchase, for cancellation, up to 15,932,187 of our
Common Shares over a one-year period ending May 29, 2025. Please refer to section 6.2 “Repurchase and Cancellation of Common Shares” for more
detail regarding our NCIB.

– On May 29, 2024, we announced that SkyAlyne Canada Limited Partnership (SkyAlyne), a partnership between CAE and KF Aerospace, was awarded
a $11.2 billion, 25-year contract by the Government of Canada to manage the Future Aircrew Training Program for the Royal Canadian Air Force
(RCAF). Under the program, SkyAlyne – in collaboration with the RCAF – will design, develop, and deliver a comprehensive training and support
system, including live flying, simulation, ground
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school training, and a suite of in-service support functions to train Canadian military pilots, Air Combat Systems Officers and Airborne Electronic Sensor
Operators. On October 1, 2024, we further announced that CAE has signed a 25-year sub-contract valued at approximately $1.7 billion with SkyAlyne,
to develop and deliver a range of simulators and training devices for the various aircraft fleets being procured for the RCAF under the program.

– On June 20, 2024, we inaugurated our first Gulfstream-dedicated business aviation training centre. Located near Gulfstream Aerospace Corp.
headquarters in Savannah, Georgia, the new centre has a capacity for up to 4 full-flight simulators.

– On September 25, 2024, we announced the inauguration of our new training and simulation facility in Tampa, headquarters to the U.S. Division of our
Defense and Security segment. The 326,000 sq. ft. campus boasts a 16-bay manufacturing facility for simulation and product development.

– On October 9, 2024, we announced the deployment of our integrated solution of the U.S. Army High Accuracy Detection and Exploitation Systems
(HADES), featuring CAE Bombardier Global 6500 full-flight simulator. The comprehensive training solution is part of the U.S. Army G-2 Intelligence
Surveillance and Reconnaissance (ISR) Task Force and the Intelligence and Security Command (INSCOM), under the Department of Defense’s
Sentinel task order from Leidos, Inc.

– On November 18, 2024, we inaugurated a state-of-the-art training facility near Sydney Airport, in partnership with Qantas Group. Initially home to 5 full-
flight simulators, 3 fixed training devices and 10 classrooms, the facility is expected to host additional training equipment in the coming years.

– On January 16, 2025, CAE inaugurated its first Air Traffic Services Training Centre in collaboration with NAV CANADA, the world’s first fully private Air
Navigation Service Provider and second largest in terms of the size of its airspace. The training centre, located on CAE’s campus in Montréal, Canada,
marked a broadening of CAE’s training portfolio.

– On February 12, 2025, we announced that CAE had been identified as a strategic partner to the Government of Canada to work with the RCAF to design
and co-develop the Future Fighter Lead-in Training program, which will prepare and train pilots to operate Canada’s advanced fighters.

Fiscal Year 2026 Highlights

Leadership Changes

– On June 2, 2025, we announced that after a rigorous global selection process, the Board, on the advice of the Company’s CEO Search Committee,
unanimously appointed Matthew Bromberg as President and Chief Executive Officer of CAE, effective August 13, 2025. Mr. Bromberg joined CAE on
June 16, 2025 as Incoming President and CEO, working closely with the then incumbent President and CEO, Marc Parent, throughout the transition to
ensure continuity and a smooth handover of leadership responsibilities.

– On August 13, 2025, concurrently with Mr. Bromberg’s appointment as President and CEO and his election to the Board, Calin Rovinescu became
Executive Chairman of the Board and Sophie Brochu became Lead Independent Director.

– On November 11, 2025, we announced that CAE’s Chief Operating Officer, Nick Leontidis would retire at the end of the 2025 calendar year. To
streamline leadership, Alexandre Prevost was appointed President, Civil Aviation, consolidating commercial and business aviation training under the
same management. Additionally, we announced the appointment of Juan Araujo, effective January 2026, as Senior Vice President, Operations, to
enhance consistency, efficiency and performance across CAE’s products organization and drive greater synergies between the Civil and Defense
business.

– On January 19, 2026, we announced the appointment of Ryan McLeod as Chief Financial Officer, effective February 23, 2026. In this role, Mr. McLeod
leads CAE’s global finance organization and plays a key role in driving CAE's strategic growth and operational excellence.

– On March 9, 2026, we announced the appointment of Pascal Grenier as President, Defense & Security, as part of senior leadership changes to support
CAE’s commitment to operational excellence and sharpened focus on core growth priorities.
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This change unified the three Defense divisions under a single leader, as Mr. Grenier now oversees the global Defense portfolio. In this role, he
provides strategic oversight for the U.S. Defense & Security segment through an indirect reporting line, in compliance with the Special Security
Agreement (SSA) under which that segment operates.

– On March 16, 2026, we announced two leadership appointments to accelerate CAE’s momentum and strengthen its position as a global leader in
training across defence and security and civil aviation. Carter Copeland was appointed President, Flightscape, and Andrew Arnovitz was appointed
Chief Strategy Officer.

Other

– On June 6, 2025, we announced the renewal of our NCIB to purchase, for cancellation, up to 16,019,294 of our Common Shares over a one-year period
ending June 9, 2026. Please refer to section 6.2 “Repurchase and Cancellation of Common Shares” for more detail regarding our NCIB.

– On September 4, 2025, we inaugurated our first business aviation training centre in Central Europe. Located in Vienna, Austria, the 86,000 sq. ft. facility
initially operated five full-flight simulators, with capacity for up to nine full-flight simulators.

– On September 10, 2025, we announced the signing of a 15-year training agreement with WestJet, under which CAE will establish the Alberta Training
Centre of Excellence for Aviation and Aerospace in Calgary. Slated to open in 2028, the 126,000 sq. ft. facility will house eight full-flight simulators, with
capacity for expansion, alongside cabin trainers and state of the art digital learning tools.

– On September 29, 2025, we announced the signing of a subcontract with Lockheed Martin Canada to begin the implementation phase for the River-
class destroyer program (formerly the Canadian Surface Combatant), pursuant to which CAE will lead the development of training solutions for the
River-class destroyer’s communications and integrated bridge and navigation systems.

– On November 11, 2025, we announced a transformation plan to simplify our structure, sharpen our focus and strengthen execution. The transformation
focuses on streamlining our organizational structure, assessing our portfolio, tightening our capital discipline, and optimizing our operational
performance.

– On November 20, 2025, we announced the signing of a worldwide cooperation agreement that positions CAE as Saab’s preferred supplier for select
training and simulation requirements related to its GlobalEye Airborne Early Warning and Control (AEW&C) aircraft and other platforms.

– On December 12, 2025, we announced that CAE had secured a landmark contract with the Commonwealth of Australia to deliver the Future Air Mission
Training System under Project AIR5428 Phase 3 for the Royal Australian Air Force. The long-term agreement spans an initial 10-year performance
period and represents a major step forward in advancing next-generation air mission training capabilities for the Australian Defence Force.

– On February 12, 2026, we reported that as part of the transformation plan, we had completed our portfolio review and identified several non-core assets,
representing approximately 8% of revenue, and will pursue divestitures where economics, structure and timing support value creation for CAE. We also
announced that in parallel, we have begun optimizing our Civil Aviation training network, including a reduction in capital expenditures, and that we intend
to remove approximately 10% of deployed commercial airline simulators and relocate additional devices to improve utilization and returns.

Fiscal Year 2027 to Date

Other

– On April 15, 2026, CAE Simulation Training Private Limited, a joint venture between InterGlobe Enterprises and CAE, inaugurated its fourth advanced
pilot training centre in India. Located in Mumbai, the 44,000 sq. ft. facility supports India’s growing aviation training sector with capacity for up to six full-
flight simulators.
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– On May 11, 2026, we announced that we were pursuing strategic alternatives for Flightscape, CAE’s aviation software business, as part of CAE’s
ongoing portfolio optimization and disciplined approach to capital allocation to drive long-term shareholder value. CAE will actively assess a full range of
options, including strategic partnerships, minority or majority investment, a sale, or other alternatives that are determined to be in the best interests of
CAE and its stakeholders.

– On June 5, 2026, we announced the renewal of our NCIB to purchase, for cancellation, up to 16,073,033 of our Common Shares. This NCIB began on
June 10, 2026 and will end on June 9, 2027 or on such earlier date when we complete purchases or elect to terminate the NCIB. Please refer to section
6.2 “Repurchase and Cancellation of Common Shares” for more detail regarding our NCIB.

4. DESCRIPTION OF THE BUSINESS

4.1 Our Strategy

CAE's four strategic pillars

There are four fundamental pillars that underpin our strategy and investment thesis:

▪ Market leadership;
▪ Revolutionizing training;
▪ Efficient growth;
▪ Skills and culture.

Market Leadership

We have established ourselves as a leader across our markets by being a trusted partner for our stakeholders and by embracing customer centricity.
Looking forward, there remains significant headroom for continued growth in our large addressable markets. As a result, we are constantly seeking out ways
to focus our portfolio around our core capabilities and enhance the performance of our customers. These actions will enable us to continue to win in our
markets and extend our leadership positions. Furthermore, our products are deployed with a focus on integrated sustainability.

Revolutionizing Training

We have a history of nearly 80 years of applying innovation and technology to create novel, world-class solutions and generate long-term competitive
differentiation. We are established as one of the global leaders in training, digital immersion, and modelling and simulation technologies. We use focused
technology development to improve the performance of our businesses and generate value for our customers.

Efficient Growth
We aim to maximize the benefits of our strong competitive positions and our ongoing transformation efforts to deliver profitable growth, higher returns on
invested capital and improved free cash flow conversion. As we work to transform the business by continuing to focus on improved performance and capital
discipline, we will drive operational excellence, cost optimization and apply a more prudent approach to pursuing both organic and inorganic growth.

Skills and Culture

Our core values are innovation, integrity, empowerment, excellence and One CAE. We employ these values across a diverse global team to drive a unique
social impact. We look to create a high-performing culture that values teamwork, professional growth, engagement, and ownership. As a result, our
employees across the globe share a passion to enhance safety and prepare our customers for the moments that matter.

More information about CAE’s strategy can be found in Section 3.3 “Our strategy” of CAE’s 2026 MD&A, which section is incorporated by reference herein.
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4.2 Our Operations

Our operations are managed through two segments:

Civil Aviation

We provide comprehensive training solutions for flight, cabin, maintenance, ground personnel and air traffic controllers in commercial, business and
helicopter aviation, a complete range of flight simulation training devices, ab initio pilot training and crew sourcing services, as well as airline operations
digital solutions. The civil aviation market includes major commercial airlines, regional airlines, business aircraft operators, civil helicopter operators, aircraft
manufacturers, third-party training centres, flight training organizations, air navigation service providers, maintenance, repair and overhaul organizations, and
aircraft finance leasing companies.

Information about CAE’s Civil Aviation segment (Civil), including market drivers and profitability drivers can be found in the section entitled “CIVIL AVIATION
MARKET” under Section 3.4 “Our operations” of CAE’s 2026 MD&A, which section is incorporated by reference herein.

Defense and Security

We are a global training and simulation provider delivering scalable, platform-independent solutions that enable and enhance force readiness and security.
The defence and security market includes defence forces, OEMs, government agencies and public safety organizations worldwide.

Information about CAE’s Defense & Security segment (Defense), including market drivers and profitability drivers can be found in the section entitled
“DEFENSE AND SECURITY MARKET” under Section 3.4 “Our operations” of CAE’s 2026 MD&A, which section is incorporated by reference herein.

4.3 Industry Overview and Trends

CAE’s Civil and Defense businesses are each driven by factors that are particular to each market. However, across all our markets, we see the potential for
long-term growth driven by multiple secular factors including: the importance of safety, the critical nature of the operations we support and the digital
transformation and virtualization of the physical world. CAE’s core capabilities align very well with these future growth opportunities and going forward, we
see significant opportunity to leverage our market and technological expertise as a bigger, stronger and more profitable CAE.

CAE believes the civil aviation market is mostly affected by pilot and maintenance training and industry regulations, safety and efficiency imperatives of
commercial airlines and business aircraft operators, and the secular global growth in air travel, measured in revenue passenger-kilometers (RPK). A positive
RPK trend typically results in increased need for aircraft, pilots, crew and modernized flight operations solutions. Additional factors influencing civil aviation
include the nature, size and composition of aircraft fleets, aircraft delivery schedules, pilot demographics and hiring, certification requirements, complexity of
airline operations digital solutions, market demand for commercial and business air travel and helicopter transport; the latter two are also influenced by
corporate profits and activity in the oil and gas sector. Section 3.4 “Our operations” of CAE’s 2026 MD&A provides more detail regarding the civil aviation
market trends and outlook.

CAE believes the defence and security market is mostly influenced by a combination of the growth in defence spending, the changing nature of the
geopolitical security environment, and rapidly evolving technologies. Demand for CAE’s Defense products and services are also influenced by the degree to
which governments globally lean towards the outsourcing of operational support functions (including provision of advanced training) to the private sector to
buffer shortfalls in operational personnel. We continue to experience the effects of unpredictability in defense procurement and new contract awards due to
changing global security requirements, reduced bandwidth within government procurement agencies, and changing
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procurement priorities, all of which can impact adjusted order intake . Our Defense business is also affected by the extent to which synthetic training and
mission rehearsal solutions gain market acceptance as a complement or alternative to live training such as flying an actual aircraft or operating other military
capital assets with demanding procedural qualities. Section 3.4 “Our operations” of CAE’s 2026 MD&A provides more detail regarding the defence market
trends and outlook.

4.4 Innovation and Research and Development

Overview

CAE represents nearly 80 years of industry firsts—the highest-fidelity flight and mission simulators, training programs and airline critical operations services
powered by digital technologies. We’re investing our time and resources into building the next generation of cutting-edge, digitally immersive training and
critical operations solutions.

We digitalize the physical world, deploying software-based simulation training and critical operations support solutions to the civil aviation and defence and
security markets globally. We leverage the power of training devices, synthetic environments, critical mission platforms and data to enable instructors to train
pilots to be more competent in their skills, and to enable airlines to manage their critical operations in the most efficient and effective way. Our full-spectrum
solutions are helping deliver more immersive and effective products, services, and solutions and empower pilots, airlines and defence and security forces to
perform at their best every day in the moments that matter.

Technology leadership and a deep-rooted innovation culture are key fundamentals in the four pillars of CAE’s strategy.

Sector Technology Trends

Most evolving technology trends in the aerospace sector remain consistent: the digitalization of operations, the decarbonization of the industry, as well as
advancements in future mobility platforms, all of which remain priorities for the industry. One of the central needs of the aerospace sector is the efficient
training of pilots to address growing and currently unmet demands. The modernization of the training systems is expected for the new generation of learners,
leveraging data analytics and objective assessments, to deliver the highest quality of training. New entrants into the logistics and transportation sectors are
developing platforms for urban air mobility and are introducing the use of drones for commercial applications, a trend that is contributing to accelerate the
development cycles and that is supported by significant investments into this promising sector. In addition, some trends are currently accelerating, such as
the integration of artificial intelligence (AI) to improve the quality, efficiency and effectiveness of existing aerospace and aviation technology solutions, as well
as potential regulatory changes increasing simulator training hours for pilot qualifications.

The peer threats underscore the importance of defence technology trends such as joint and multi-domain training, large operational and training intelligence
data sets processed, integrated, and made available for use in real-time. Common operating views amongst the five domains (Air, Land, Sea, Space, and
Cyber) are being integrated across large scale interoperable training systems. Addressing the pilot shortage and pilot training cycles continue to be a priority
given the challenges of the complex advanced and future generation fighter platforms. Mission readiness remains a key focus area which advanced
technologies can enable as a priority in the defense sector.

Innovation and R&D Programs

CAE has a long history of conducting large-scale R&D programs in the field of modeling and simulation for aerospace training services and products. We
continue to focus significant resources in areas such as data analytics, AI, immersive environments, and more – all aimed at digital immersion that will help
our customers achieve their best performance in the moments that matter.

 Adjusted order intake is a supplementary financial measure that represents the expected value of orders we have received: for the Defense and Security segment, we
consider an item part of our adjusted order intake when we have a legally binding commercial agreement with a client that includes enough detail about each party’s
obligations to form the basis for a contract. Defense and Security contracts are usually executed over a long-term period but some of them must be renewed each year. For
this segment, we only include a contract item in adjusted order intake when the customer has authorized the contract item and has received funding for it.

1

1
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In FY2026, CAE continued to prioritize high impact innovation focused on training and simulation technologies, particularly artificial intelligence and data
driven initiatives supporting its long-term strategic transformation. During the year, CAE advanced the development and application of next generation
training solutions, including modular and digitally enabled simulation architectures and immersive technologies, while strengthening its intellectual property
portfolio through the filing of patent and industrial design applications and the securing of additional registrations to support its leadership in flight simulation
and training. CAE also pursued collaborative research initiatives with leading universities and research institutions across areas such as data analytics,
extended reality, optimization and AI enabled decision support, supporting the advancement of capabilities relevant to safety critical training environments. In
addition, CAE progressed on Project Resilience, which has driven the development of digitally immersive, data enabled training solutions, advancements in
human machine teaming and simulation platforms for advanced air mobility, as well as capabilities in lower carbon aviation technologies. CAE also continued
work under Project Éco Envol to enhance environmental product compliance through improved data collection, supplier engagement and regulatory reporting
processes.

In FY2025 CAE completed a project aiming to develop monitoring tools to detect and characterize biases in industrial systems introduced during operations,
in order to increase the reliability and robustness of these systems. CAE carried out the project with industrial partners from the telecommunications and AI
sectors respectively and with a public research centre under the umbrella of Confiance.ia, Québec’s industrial consortium for the development of sustainable,
ethical, secure and responsible AI. The project produced a guide on analyzing algorithmic and cognitive biases. It also created a benchmark of analysis
solutions and developed a web application with a graphical interface to detect and analyze automation biases related to cognitive overload in decision-
making systems. Additionally, in FY2025 CAE continued the work on Project Eco-Envol, initiated in FY2024 in collaboration with two other Québec
aerospace companies. The project aims to support sustainable approaches for complying with EU REACH, a European regulation that governs the use of
chemicals in products, assist SMEs in developing their environmental compliance to promote sustainable aviation more effectively, and collaborate with
CAE's suppliers to monitor and substitute Substances of Very High Concern in our products, thereby enhancing the performance and sustainability of our
aerospace ecosystem.

In FY2024, CAE announced a long-term and wide collaboration with the National Research Council (NRC) Canada to support research advancement in
technology across Advanced Air Mobility (AAM), clean tech, climate change and more. The goal is to expand CAE’s leadership role in the further
development of air transport industries. As the first joint effort, CAE has worked closely with the NRC on electric aircraft technology. Also in FY2024, CAE
completed a multi-year collaborative R&D project for the development of the “Aircraft for the digital and sustainable mobility of tomorrow.” As part of this
initiative, CAE and its partners have accelerated the technology development, the digital transformation, and knowledge for the advancement of future aircraft
technologies, such as electric aircraft, hybrid propulsion, as well as advancing the development of associated infrastructures and services.

Selected Innovation Highlights Across CAE’s Business Segments

CAE’s digital transformation has continued at an accelerated pace with a clear strategic focus to achieve major digital transformation objectives across
CAE’s businesses. We have all the building blocks to be a unique provider of premium training services in aerospace and defence, by leveraging a trusted
data lake and security-by-design engineering practices.

AI is revolutionizing the aviation industry, prompting CAE to delve into the transformative potential of a comprehensive data environment and AI deployment
to boost productivity, enhance its product offering and drive revenue growth. We are convinced that AI can expedite opportunities that enhance process
efficiency and maximize the utilization of assets and resources, thereby increasing training sales and generating cost savings. This is expected to have an
impact across our business, including training services, hardware sales, airline operations digital solutions, project delivery and corporate services. We are
also accelerating the integration of AI capabilities within our solutions offerings across all our segments. Our commitment to safety remains paramount, and
we are committed to traceable, safe and ethical use of this technology.

In FY2026, CAE expanded its digital platform globally, driving strong adoption and improving connectivity across its training network. The integration of
additional locations and programs enabled a more consistent, standardized experience, while earning external recognition for innovation. New capabilities
reduced manual effort, improved data quality, and enhanced the experience for instructors and customers through mobile access, streamlined check-in,
digital records, and simplified regulatory processes. The platform also continued to scale as a commercial channel, supporting increased online transactions.
Looking ahead, CAE is focused on integrating the full training journey into a single, unified digital experience.
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In FY2026, CAE also deployed AI-powered engineering capabilities to improve efficiency in simulator issue management across its global network. CAE
processes an important volume of simulator-related issues every year, many of which are repetitive or can leverage existing knowledge. A new AI-driven
solution using semantic search and automated diagnostics enables engineers to quickly identify known issues, reduce duplication, and accelerate resolution
directly within their workflows. This approach has seen strong adoption, contributing to a 20% reduction in issue intake per project compared to FY2025 and
generating measurable cost savings from operational efficiencies. These results demonstrate CAE’s ability to scale institutional knowledge across its
engineering teams, turning historical data into actionable insights and improving productivity across global operations. Looking ahead, CAE is advancing its
strategy to centralize case management across business units and move from assisting case resolution to automating case resolution.

In FY2024, CAE became, with CAE Prodigy , the first aviation simulation and training organization in the world to flawlessly incorporate a gaming engine
into its full-flight simulator visual system, attaining Level D qualification – the most prestigious certification available in simulation. This milestone represented
a pivotal advancement as we shift our efforts towards enhancing its functionalities to address the requirements of the defence and security market. Through
the end of FY2026, CAE has qualified CAE Prodigy™ on 40 full flight simulators, and that number continues to grow as it becomes the baseline offering for
all CAE Civil Aviation simulators. As of the date of this AIF, CAE remains the only company to have qualified an image generator to Level-D standards based
on a modern gaming engine. In FY2026, CAE deployed the system on five helicopter and two fast jet training devices and expects to incorporate this cutting-
edge technology on the next-generation UAV Mission Trainers to enhance the realism and effectiveness of the training and ensure that operators are well-
prepared for their missions.

In FY2025, CAE continued to develop its new CAE Connect™ digital platform and will continue to grow it as an omni-digital platform to connect all services
and products together to be used by all users, whether they are CAE training centres employees (such as instructors, sales representatives and training
centre management), customers or pilots to offer a frictionless experience between our customers and our operations. The strategy will harness the
comprehensive data amassed across various platforms, granting users tailored access to pertinent information. CAE Connect™ also benefited from the AI
boost with new added functionalities enabling the optimization and effective management of demand and supply within the training network. It helps optimize
allocation of training resources like instructors, simulators, classrooms and courseware to meet the demands that can be predicted. This approach is
designed to enhance asset utilization, streamline interactions, and refine operational efficiency, ultimately bolstering customer engagement and loyalty. It
also uniquely positions us by establishing a strong foundation to become an eventual marketplace for training between airlines, OEMs and training
providers. In FY2025, these efforts increased our sellable capacity and enabled over 5,500 business aviation customers through the online portal, increasing
efficiency in doing business with CAE. In addition, we enabled online payments through the platform, streamlining payments compared to traditional payment
models.

Also in FY2025, CAE showcased an immersive pilot training application leveraging the Apple Vision Pro mixed reality headset at the NBAA-BACE event. By
using spatial computing to bring true-to-life precision to flight deck interactions, the app will allow pilots to remotely complete training activities that are
currently only available in training centres. As part of CAE’s training ecosystem, the app will not only further increase the effectiveness and speed of training
pilots safely but will also enable pilots to train anytime from anywhere. The app is currently being tested on the Bombardier Global 7500 program and is
scheduled to be rolled out on several additional aircraft platforms in FY2026.

In FY2024 and FY2025, CAE sold and delivered multiple training systems from the CAE TRAX Academy, an advanced training continuum designed for more
efficient military pilot training. This system incorporates the CAE Sprint Virtual Reality (VR) trainer, utilizing cutting-edge mixed reality technologies and AI-
driven synthetic coaching. The training system promotes self-paced learning within an immersive, high-fidelity virtual environment. Additional devices have
been deployed to customers, and collaborative trials are underway to enhance the learning and training experience.

Also in FY2024, CAE secured the U.S. Army’s Phase II rapid prototyping for the Soldier Virtual Trainer (SVT) program. This 20-month project will refine the
Weapons Skills Development prototype, SVT Core system, and Intelligent Tutor. Following a competitive two-year selection, the SVT prototype, part of the
Synthetic Training Environment, will enhance soldier-led training. The SVT program, under the Program Executive Office for Simulation, Training and
Instrumentation, is set to replace outdated training systems, filling training gaps and preparing soldiers for multi-domain operations. CAE Defense & Security
prioritizes these agile solutions to meet global customer needs and modernization goals.

TM
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Innovation Across CAE’s Operations

In FY2025, CAE continued major transformation projects to set the stage for a much larger future business and to transform our industry through digital
technology innovation and thought leadership. We are pursuing several projects with the intent of optimizing our operating model, further digitalizing our
processes, and ultimately generating significant and recurring economies of scale. CAE has introduced leading technologies into our processes and
operations which includes the digitalization and optimization of our manufacturing, sourcing activities, and related IT infrastructure. CAE and its project
partners are collaborating to develop capabilities to reduce production cycle times, minimize inventory, and improve product time-to-market.

CAE harnesses AI to streamline operations and enrich the user experience. A notable example is the deployment of an AI Developer Assistant to over 1,000
developers, accelerating the pace of software development. In the financial department, the introduction of cognitive services for accounts payable has not
only improved efficiency but also raised employee satisfaction significantly. In FY2025, CAE also established a solid foundation for future AI applications,
including corporate chatbots, content generation assistants for courseware, and advanced retrieval-augmented generation tools. Moreover, CAE has
bolstered its machine learning operations infrastructure to create, deploy, and maintain sophisticated AI models. This includes a predictive model currently
used in business aviation training to determine the probability of customer cancellations, with additional models in the pipeline designed to predict training
needs and enhance resource management.

In FY2026, CAE focused on three major axes: customer experience excellence, improving operational efficiencies and building the future of training and
critical operations. All three axes benefited from an acceleration in the deployment of AI use-cases across the Company, both unleashing internal efficiency
gains as well as increasing proficiency for our customers. All roadmap activities will focus on delivering personalized and adaptive training journeys using AI-
driven coaches and concierges, creating new revenue streams, including mission simulation engines, generating pilot training analytics and increasing
efficiency across our value chain.

Looking ahead to FY2027, CAE will prioritize discipline, simplification, and cost efficiency to create headroom for future growth. The Company will focus on
standardization, technology debt reduction, and improved execution to lower run costs and enhance performance. AI and digital capabilities will be scaled
primarily as productivity levers, driving efficiency gains across engineering, operations, and support functions.

4.5 Production and Services

CAE provides comprehensive solutions involving products and services to equip people in critical roles with the expertise and solutions to create a safer
world. As a technology company, we digitalize the physical world, deploying simulation training and critical operations support solutions.

Production

CAE’s manufacturing and assembly facilities are located in Montreal, Canada; and Arlington and Tampa in the U.S.

Most of our manufacturing and integration activities for Civil and Defense are conducted at CAE’s facilities in Montreal and Arlington, with some integration
and update related work also being conducted at the Tampa site. The Arlington and Tampa facilities conduct military systems integration and testing
activities for simulation equipment destined for U.S. military-related contracts.

Investments such as manufacturing automation equipment, supply chain logistics tools and AI continue to improve CAE’s manufacturing efficiency and agility
as well as augment the accuracy of supply chain decision making.

Services

CAE’s training and service facilities are based around the world. While our head office is located in Montreal, Canada, CAE has sites and training locations
in over 40 countries.

These locations include type rating training organizations offering pilot, maintenance and cabin crew training to business and commercial aircraft operators;
ab-initio training centres which provide commercial pilot license training to aspiring pilots; Defense
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training centres offering academic, simulator and live flying training to produce qualified military aircrews; an air traffic services training centre delivering
initial training to future air traffic controllers and flight service specialists; and several locations from which CAE offers technical support services to aviation
training centres.

CAE provides a range of technical support services to Civil and Defense simulator operators, including parts replacement and repairs, installations,
relocations, upgrades and technical training. Customers use CAE’s technical services to answer questions, troubleshoot and receive advice. This extends to
service visits by CAE’s engineers to assist in customer maintenance and repair activities. Civil and Defense upgrade services are not restricted to CAE
products as CAE can upgrade most other manufacturers’ simulators. CAE services are offered either in conjunction with a sale of a simulator, through
maintenance contracts or individual orders. CAE believes that our service business provides opportunities to influence the upgrade of installed full-flight
simulators while providing valuable insights into customer training needs.

Our airline operations digital solutions segment (Flightscape) offers a suite of products that provide solutions for airline operations including training
management, crew management, flight management, airport management, in-flight services management and operations control. With our integrated
platform, the operations control desk now has a single environment to communicate, providing insights and predictions on possible disruption and delays
hence allowing airlines to reduce operating costs and enhancing customer satisfaction. The benefits for our airline management solution include reduced fuel
and carbon emissions for both regular and irregular operations. Our crew and airport management solution decreases disruption related crew costs and
improves staff utilization. Finally, our movement management solution decreases delay and cancellation costs for airlines.

In Defense, CAE provides a range of training support services such as contractor logistics support, maintenance services, classroom instruction and
simulator training at sites around the world, in addition to mission computing support, maintenance information management services, and other diverse
services not directly related to simulation and training. CAE is also the global sole provider of fixed and rotary wing-qualified Magnetic Anomaly Detection
equipment to Western militaries.

CAE also provides analytical and engineering services that leverage modeling and simulation and other advanced technologies to develop innovative
solutions to our clients’ most complex challenges. CAE offers clients a range of services and subject matter expertise, including human factors and human
system integration, capability-based planning, advanced synthetic environments, cybersecurity, system and software engineering for Command, Control,
Communications, Computers, Intelligence, Surveillance and Reconnaissance and electronic warfare systems, training systems and services, integrated
information environments, and in-service support for fleet operations and maintenance.

4.6 Specialized Skills and Knowledge

CAE predominantly employs graduates in engineering and software development, as well as pilots, instructors, flight training experts, flight dispatching
experts and airlines operation specialists. As an industry leader, CAE is able to train its staff in the technology and software required for simulation, aircraft
equipment and airline software implementations. Flight instructors are typically recruited from the ranks of former airline or military pilots.

Flight instructors are CAE’s second-largest employee group after engineers and are the Company’s face in front of customers. They are also key to ensuring
we maintain our position as the industry’s gold standard in training. We have implemented a number of initiatives to improve our instructor capabilities under
our new training organization. CAE’s approach to instructor excellence is aligned with its vision to be the trusted partner in advancing safety and mission
readiness across Civil Aviation and Defense & Security. In Civil Aviation, instructors play a central role in preparing pilots to operate with confidence and
precision in accordance with stringent regulatory and safety standards. In Defense & Security, instructors contribute directly to mission readiness by
developing aircrew capable of performing effectively in complex, high‑risk operational environments. Across both segments, CAE supports the attraction,
development, and retention of high‑calibre instructors by defining professional standards, strengthening performance and development frameworks, and
providing the tools and infrastructure required to deliver consistent, world‑class training outcomes. To optimize training leadership, CAE is investing in
several key areas:

– Enhancing instructor performance – as a result, CAE is strengthening its instructor support infrastructure, including new functions, processes and
technical support tools;

– Enhancing course offering by investing in courseware development and training delivery support tools;
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– Training service innovation – CAE is continuing to invest in R&D to innovate its training service offering and is leveraging its engineering organization
and capabilities to support strategic training solutions;

– Upskilling and reskilling of its workforce especially as emerging and disruptive technologies are adopted and implemented in CAE’s processes, products,
and services; and

– Creating meaningful work-integrated learning opportunities in support of future generations and CAE’s future talent and workforce.

4.7 Competition

We sell our simulation products, training services and digital solutions in highly competitive international markets and we expect such competition to intensify
in the future. Section 9.1 “Strategic risks” of CAE’s 2026 MD&A contains more information regarding competition as a risk factor for CAE.

4.8 Supply Chain

CAE deals with a variety of goods and services suppliers across our business segments. Most of the raw materials used in manufacturing (such as sheet
metal, wires, cables and electronic components) are available off the shelf from multiple commercial sources. We secure data, parts, equipment and many
other inputs from a wide variety of OEMs, subcontractors and other sources. CAE may lose its competitive advantage by failing to anticipate and/or react in
an agile manner to known and unanticipated changes from existing and/or new OEMs. Also, we are not always able to find two or more sources for inputs
that we require, and, in the case of specific aircraft simulators and other training equipment, significant inputs can only be sole-sourced. We may therefore
be vulnerable to captive product pricing risk, delivery schedule delays, the financial condition of the sole-source suppliers and their willingness to deal with us.

Unpredictable shifts in supply and demand patterns on a global scale may cause delays in project delivery, increase project costs and result in declining bid
performance. Advances in AI, digitalization and electrification, coupled with geopolitical pressures may intensify global supply chain imbalances in certain
raw materials and electronic commodities. In this evolving context, supply chain shortfalls and disruptions may hinder our ability to execute projects in a
timely manner, support aftermarket needs or finish projects, all of which could result in penalties or impacts on contract profitability and could have a material
adverse effect on our business, financial condition and results of operations.

Please refer to Sections 9.1 “Strategic risks”, 9.2 “Operational risks” and 9.6 “Legal and compliance risks” of CAE’s 2026 MD&A for more detail regarding
geopolitical uncertainty, OEM encroachment, changes in U.S. trade policies or regulations, supply chain disruptions, subcontractors, and third-party
intellectual property as risk factors for CAE.

4.9 Intellectual Property

CAE relies, in part, on patent and industrial design registrations, trade secrets, trademarks, copyrights and contractual restrictions, such as confidentiality
agreements and licences, to establish and protect its proprietary rights. CAE owns a comprehensive portfolio of patent and industrial design registrations that
confers exclusive rights over high-value inventions and designs in strategic markets. As of March 31 , 2026, the portfolio has 312 active registrations and 82
pending applications.

While many intellectual property assets are protected via patent and industrial design registrations, others are strategically protected as trade secrets or
alternatively, via defensive disclosures to forestall anyone else from subsequently claiming them as their own.

CAE leverages its trademark portfolio to prevent third parties from eroding its brand equity, an asset that has grown in value over the years as the CAE has
delivered excellence to its customers on a consistent basis.

CAE enters into agreements containing non-disclosure and confidentiality clauses with third parties and has similar provisions in place with employees to
protect proprietary information, including trade secrets. CAE also has internal policies concerning both

st
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ethics and intellectual property which guide our employees in their dealings with CAE’s intellectual property and that of third parties.

Please refer to Sections 9.3 “Cybersecurity risks”, 9.6 “Legal and compliance risks”, 9.9 “Technological risks”, and 9.10 “Data and artificial intelligence risks”
of CAE’s 2026 MD&A for more detail regarding risks relating to cybersecurity, intellectual property, IT, data and AI.

4.10 Cycles

In Defense, order levels may vary significantly from quarter to quarter because of the irregular timing of government orders, and procurement processes, and
budget cycles. Defense sector purchasing is also significantly impacted by the global security environment and political and administration changes. CAE
mitigates this variability with sustained business environment and market assessment practices, and by proactively engaging with government clients to
explore alternatives to traditional procurement approaches. It also seeks to default to long-term training and in-service support arrangements wherever
possible, with 20-25 year support contracts being the norm for many advanced systems.

The Civil segment’s equipment sales to airlines are affected by the cycles of expansion and contraction of the entire commercial airline industry, as well as
the availability of credit and general economic conditions. Demand for training services is to a lesser extent, also affected by the longer wave cycles of the
commercial airline and business aviation industries. The Civil segment also experiences a significant degree of seasonality; in times of peak travel (holiday
periods, etc.) airline and business jet pilots are often too busy flying aircraft to attend training sessions.

In addition to all the above, business risks relating to our business and business strategy, our markets and the international scope of our business and our
industries and macroeconomic conditions, as detailed in Section 9 “Business risk and uncertainty” of CAE’s 2026 MD&A, each add their own elements of
uncertainty pertaining to the Company’s business cycles.

4.11 Employees

To support our growth strategies, objectives and normal business operations, CAE needs to maintain a sufficient, qualified and engaged workforce.

CAE employs approximately 11,500 employees; of these, 1,779 were represented by unions and were covered by 46 collective agreements as of March 31,
2026. These collective bargaining agreements have varying terms and expiration dates. The Company maintains positive and constructive relationships with
its unions and strives to achieve mutually beneficial relationships while maintaining cost competitiveness.

CAE seeks to maintain practices that support employee development and engagement through structured communications, formal processes such as its Bi-
Annual Talent and Leadership Review Process, a continued focus on workplace culture and the assessment and related development plans for current and
future leaders, and an overall commitment to employees’ physical and mental well-being. The Company invests in its employees through technical and
leadership training, as well as project assignments and developmental career moves focused on supporting the employees overall work experience and
career growth.

Our financial position, global brand reputation and ability to achieve strategic objectives may be adversely impacted by a failure to manage attrition, retain
and integrate key personnel, develop our leaders, maintain an appropriately sized workforce to meet contract needs, and transition employees from
completed projects to new projects or between internal business groups.

Please refer to Section 9.4 “Talent risks” of CAE’s 2026 MD&A for more detail regarding risks relating to talent and labour as risk factors for CAE.

4.12 Sustainability

At CAE, sustainability is integral to who we are as a company and an enabler of our enterprise-wide transformation. Sustainability is embedded in our culture
and built into our business model, our decisions and actions, supporting disciplined
execution, long term performance and resilience. CAE’s noble purpose, making the world safer, captures how we make a
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difference in the world and drives our decisions and actions as we transform our portfolio and operating model. Making civil aviation safer, and supporting
sovereignty, security and safety with allied forces mission readiness, are both rooted in the principles of sustainability impact.

Over FY2026, many of our initiatives had significant sustainability and efficiency impacts. Amongst those initiatives:

– Our decarbonization strategy remains anchored in near-term (10 years) science-based emissions reduction targets. CAE is committed to reduce Scope
1 and 2 emissions by 85.7% against FY2019 baseline and Scope 3 emissions by 32.5% against FY2022 baseline by the end of FY2033. The Scope 3
target is applicable only to the following categories: purchased goods and services, capital goods and fuel- and energy-related activities (not included in
scope 1 or 2). During the fiscal year, CAE continued to advance its decarbonization efforts through the execution of a comprehensive enterprise-wide
decarbonization strategy, structured across multiple value streams and translated into targeted, business unit level tactical decarbonization plans.
Progress was achieved primarily within the buildings and operations value stream through the use of long-term, market-based renewable electricity
arrangements that support additional renewable generation, the deployment of on-site solar generation, energy efficient replacement of aging
equipment, and the incorporation of recognized green building certifications across selected sites.

– In addition, CAE completed the first phase of its environmental life cycle assessment (LCA) as part of a broader effort to support product-related
sustainability progress and the evolving regulatory reporting requirements of our customers. Building on this foundation, we introduced a sustainable
design approach across three core manufacturing activities—development, sourcing and production—designed to promote repairability, maintenance,
reuse and upcycling, while reducing product weight, waste and energy consumption. These guidelines also incorporate strengthened controlled
substances management and phase out processes, in alignment with applicable regulatory obligations. To support consistent application, LCA
considerations are being progressively embedded into design processes, informing resource efficient design choices and the identification of circular
economy solutions.

– These initiatives are further supported by the implementation of an internal shadow carbon price, which is now embedded in investment decision-
making processes to support the identification of lower carbon solutions and potential climate mitigation measures at the outset.

– CAE has maintained a strong focus on collaboration with customers, suppliers, partners and industry peers to support the sustainability agenda of the
aerospace sector. This includes continued engagement with strategic suppliers through the Resilient Together program and ongoing support, including
through its role as a co-founder of the non-profit organization Décarbone+, to strengthen suppliers’ carbon measurement and decarbonization
capabilities and contribute to longer term sector resilience and competitiveness.

– Our sustainability strategy is also driven by our commitment to create social value and foster a culture where every employee can grow, contribute, and
succeed based on skills and contributions. During the fiscal year, we also advanced our reconciliation journey in Canada by achieving PAIR Committed
Level II, strengthening engagement with our Indigenous Advisory Board, reinforcing accountability across the organization, and pursuing collaborative
opportunities with Indigenous partners and academic institutions, alongside targeted training for Canadian groups of employees.

– During the fiscal year, CAE launched its first global sustainability training program for all employees, establishing sustainability capability as a strategic
enabler and equipping employees worldwide to consistently integrate sustainability considerations into operations and decision-making. In parallel, CAE
adopted its first dedicated sustainability policy, reinforcing its commitments and providing a structured framework for accountability and governance
across the organization.

– During the fiscal year, we marked a significant step forward in the evolution of our sustainability reporting and oversight by obtaining external limited
assurance, for the first time, over our Scope 1 and Scope 2 greenhouse gas emissions. This achievement reflects the robustness and increasing
maturity of our sustainability data governance framework, internal controls and reporting discipline, and reinforces our commitment to transparency,
reliability and decision-useful disclosure.

– In support of its regulatory readiness, CAE’s Internal Audit team completed a preliminary review of CAE’s sustainability data points, processes and
controls in preparation for its first sustainability disclosures aligned with the Corporate Sustainability Reporting Directive (CSRD). Consistent with the
same requirements, CAE completed its double materiality assessment
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during the year, establishing a structured foundation to guide sustainability strategy, risk management, priorities and accountability going forward. This
year again, we expanded our transparency efforts on Scope 3 GHG emissions inventory with the disclosure of an additional category, Investments, for
the first time.

– Taken together, these achievements demonstrate how sustainability is increasingly embedded into CAE’s enterprise-wide transformation, strengthening
capital discipline, operating model effectiveness and long-term value creation through more rigorous, lifecycle-based and performance-driven decision-
making.

Our performance and achievements related to sustainability factors are set out in our Global Annual Activity and Sustainability Report. Our objectives,
management approach, initiatives and highlights across all material sustainability matters are also outlined in this report, which is available at
www.cae.com/sustainability.

Reporting Standards

Our reporting references the Sustainability Standards of the Global Reporting Initiative (GRI). An independent institution, the GRI provides a globally
accepted framework for sustainability disclosures across companies and industries, and the GHG Protocol Corporate Standard, for all calculations related to
greenhouse gas emissions. CAE is advancing toward alignment with the International Financial Reporting Standards (IFRS) Sustainability Disclosure
Standards, including IFRS S1 and S2. Our disclosures follow Task Force on Climate-related Financial Disclosures recommendations and Sustainability
Accounting Standards Board Standards for Aerospace & Defense and Professional & Commercial Services. We are also transitioning our reporting to align
with the CSRD and European Sustainability Reporting Standards (ESRS). Detailed disclosures, including results from CAE’s first double materiality
assessment, are available in our FY2026 Global Annual Activity and Sustainability Report and its appendices. Each material topic is tagged to the relevant
ESRS topic for transparency and traceability.

CAE also reports to the CDP. CAE abides by the principles of the United Nations Global Compact as a signatory. We report on the United Nations
Sustainable Development Goals (SDGs), under six goals to which our corporate strategy and business model are most aligned and by mapping these goals
to our material sustainability issues. We intend to continue the process of integrating the SDGs and to report on our progress for the main areas of focus we
have identified. Refer to our Global Annual Activity and Sustainability Report for the reasons why CAE prioritizes and pursues the following six goals:

CAE’s commitments are translated in its policies and codes, including the following available on CAE’s website:

– Anti-Corruption Policy;
– Business Courtesies Policy;
– Charitable Donations and Sponsorships Policy;
– Code of Business Conduct;
– Conflict Minerals Policy;
– Global Environment, Health and Safety Policy;
– Human Rights Policy;
– Inclusion and Equal Opportunities Policy;
– Internal Reporting and Whistleblowing Policy;
– Lobbying and Political Contributions Policy;
– Supplier and Business Partner Code of Conduct; and
– Sustainability Policy.
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We monitor the latest developments in sustainability reporting expectations, its future integration to financial disclosure, and continuously adjust our
disclosure in line with regulatory requirements and best practices. Information about CAE’s sustainability strategy and initiatives can be found in our Global
Annual Activity and Sustainability Report available online at https://www.cae.com/sustainability/.

4.13 Foreign Exchange

Our operations are global with approximately 90% of our revenue generated from worldwide exports and international activities generally denominated in
foreign currencies, mainly the U.S. dollar and the Euro. Our revenue is generated approximately 50% in the U.S., and the balance in Europe and the rest of
the world. Sections 8.3 “Financial instruments” and 9.5 “Financial risks” of CAE’s 2026 MD&A contain more information regarding foreign currency as a risk
factor for CAE.

4.14 Reorganizations

In February 2024, concurrent with the sale of our Healthcare business, we announced that we will further streamline our operating model and portfolio,
optimize our cost structure and create efficiencies. Costs related to this restructuring program totalled $39.3 million in FY2024 and $40.6 million in FY2025.
These expenses consisted mainly of severances and other employee-related costs, as well as impairment of property, plant and equipment, intangible
assets and right-of-use assets related to the termination of certain product offerings within the Civil Aviation segment. This restructuring program was
completed in the second quarter of FY2025.

On November 11, 2025, we announced a transformation plan to simplify our structure, sharpen our focus and strengthen execution. The transformation
focuses on streamlining our organizational structure, assessing our portfolio, tightening our capital discipline, and optimizing our operational performance. As
a result of these measures, we expect to record approximately $200 million to $250 million of total expenses for this transformation plan through fiscal 2030,
with the majority to be incurred in fiscal 2026 and fiscal 2027, and realize annual recurring savings of approximately $125 million to $150 million by fiscal
2030. In fiscal 2026, costs related to this program totalled $84.4 million and included $58.9 million of impairment of non-financial assets and $13.2 million of
severances and other employee related costs.

Please refer to Section 5.3 “Restructuring, integration and acquisition costs” of CAE’s 2026 MD&A for more information on restructuring, integration and
acquisition costs.

5. BUSINESS RISK AND UNCERTAINTY

For a description of risk factors associated with CAE and its business, refer to Section 9 “Business risk and uncertainty” in CAE’s 2026 MD&A, which section
is incorporated into the AIF by this reference.

6. DIVIDENDS AND DISTRIBUTIONS

6.1 Dividends

Our Board has the discretion to set the amount and timing of any dividend. The Board reviews the dividend policy periodically based on the cash
requirements of our operating activities, liquidity requirements and projected financial position. CAE did not declare nor pay any dividend in FY2024, FY2025
and FY2026.

6.2 Repurchase and Cancellation of Common Shares

On June 5, 2026, we announced the renewal of the Company’s NCIB program to purchase up to 16,073,033 of our Common Shares. This NCIB began on
June 10, 2026 and will end on June 9, 2027 or on such earlier date when we complete purchases or elect to terminate this NCIB. Purchases under this NCIB
will be made through the facilities of the TSX in accordance with the TSX’s applicable policies or the facilities of the NYSE in compliance with applicable
NYSE rules and policies and U.S. laws, or in such other manner as may be permitted under applicable stock exchange rules and applicable securities laws,
including through alternative trading platforms and privately-negotiated, off-exchange block purchases. The price CAE will pay for any Common
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Shares is the market price at the time of acquisition, plus brokerage fees. In the case of off-exchange block purchases, purchases will be made at a discount
to the prevailing market price in accordance with and subject to the terms of applicable exemptive relief. All Common Shares purchased pursuant to this
NCIB will be cancelled.

In FY2026, we repurchased and cancelled a total of 191,100 Common Shares under our NCIB, at a weighted average price of $36.52 per Common Share,
for a total consideration of $7.0 million. In FY2025, we repurchased and cancelled a total of 856,230 Common Shares under our NCIB, at a weighted
average price of $24.85 per Common Share, for a total consideration of $21.3 million. The Company did not have an NCIB during FY2024, and as such no
Common Shares were repurchased for cancellation under an NCIB during that fiscal year.

7. CAPITAL STRUCTURE AND MARKET FOR SECURITIES

7.1 Share Capital Description

Our Board has the discretion to set the amount and timing of any dividend. The Board reviews the dividend policy annually based on the cash requirements
of our operating activities, liquidity requirements and projected financial position. CAE did not declare nor pay any dividend in FY2024, FY2025 and FY2026.

Our authorized capital consists of an unlimited number of Common Shares without par value and an unlimited number of preferred shares without par value,
issuable in series. Each Common Share entitles the holder thereof to dividends if, as and when declared by our Board, to one vote at all meetings of holders
of Common Shares and to participate, pro rata, with the holders of Common Shares, in any distribution of our assets upon liquidation, dissolution or winding-
up, subject to the prior rights of holders of shares ranking in priority to Common Shares.

As at the close of business on March 31, 2026 and June 11, 2026 respectively, 321,734,387 and 321,579,686 Common Shares were issued and
outstanding. There are no preferred shares issued and outstanding.
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7.2 Common Share Trading Price and Volume

The outstanding Common Shares of CAE are listed and posted for trading on the TSX and on the NYSE under the symbol CAE.

CAE Inc.
TSX Share Price Information - FY2026

Month Min. Max. Total Volume

April 2025 $30.01 $35.34 21,306,486

May 2025 $34.20 $37.03 26,012,400

June 2025 $35.69 $39.91 20,949,347

July 2025 $38.90 $41.01 24,599,896

August 2025 $37.03 $40.80 22,928,106

September 2025 $36.31 $41.21 27,900,317

October 2025 $38.13 $40.34 18,577,454

November 2025 $36.01 $38.84 19,900,923

December 2025 $37.17 $42.99 26,687,407

January 2026 $42.45 $47.40 28,240,929

February 2026 $39.72 $44.13 36,089,040

March 2026 $35.51 $42.13 36,096,695



CAE Inc.
NYSE Share Price Information - FY2026

Month Min. (USD) Max. (USD) Total Volume

April 2025 $21.06 $25.02 10,010,205

May 2025 $24.57 $26.45 12,629,226

June 2025 $26.09 $29.27 11,456,053

July 2025 $28.43 $29.96 13,307,010

August 2025 $26.71 $29.54 14,828,909

September 2025 $26.19 $29.64 14,063,279

October 2025 $27.20 $28.94 11,370,144

November 2025 $25.73 $27.62 11,366,004

December 2025 $26.55 $31.46 12,826,239

January 2026 $30.92 $34.05 11,730,484

February 2026 $29.01 $32.54 15,880,956

March 2026 $25.50 $30.91 17,281,221
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7.3 Prior Sales

For the 12-month period ending March 31, 2026, the Company has issued Common Shares and securities convertible into, or exercisable or exchangeable
for, Common Shares as listed on the table set forth below:

Date of Issuance Type of Security Issued Reason for Issuance Number of Securities
Issued

Issuance / Exercise Price
per Security

April 1, 2025 –
March 31, 2026

Common Shares Exercise of options and
vesting of PSUs and RSUs

1,660,379 $27.95 (weighted average
price)

April 1, 2025 –
March 31, 2026

Stock options Grant of options 625,105 $35.33 (weighted average
price)

April 1, 2025 –
March 31, 2026

Performance share units (PSUs) Grant of PSUs 1,021,502 $35.73 (weighted average
price)

April 1, 2025 –
March 31, 2026

Restricted share units (RSUs) Grant of RSUs 599,684 $37.02 (weighted average
price)

7.4 Unsecured Senior Notes

In June 2023, CAE completed a private offering of $400.0 million of unsecured senior notes Series 1, bearing interest at 5.541% per annum, payable in equal
semi-annual installments until maturity in June 2028 (the Notes). The net proceeds were used to repay certain indebtedness outstanding under the
Company’s revolving credit facility and for general corporate purposes.

The Notes are direct, senior unsecured obligations of the Company, and rank pari passu in right of payment with other series of unsecured unsubordinated
notes that may be issued under the Trust Indenture between the Company and BNY Trust Company of Canada, as trustee (regardless of their series or
actual dates or terms of issue) and with all other existing and future unsecured and unsubordinated indebtedness of the Company. The Notes are
guaranteed, jointly and severally, on a senior unsecured basis, by certain of the Company's subsidiaries.

In connection with the offering, we obtained a credit rating for the Notes. See Section 7.5 “Credit Ratings”.

7.5 Credit Ratings

As of June 11, 2026, CAE and the Notes are rated by one rating agency, S&P Global Ratings (S&P). Our credit ratings as of such date were as follows:

S&P GLOBAL RATINGS

Rating Outlook

Issuer Credit Rating BBB- Stable

Notes BBB- Stable

Our credit ratings are given the following credit characteristics by S&P, which are based on information made available to the public by S&P.

– S&P has 9 long-term issuer credit ratings and 10 long-term debt credit ratings, each ranging from AAA to D, and uses the addition of a plus (+) or minus
(-) sign in categories AA to CCC to show relative standing within the rating categories. The absence of either a plus (+) or minus (-) designation indicates
the rating is in the middle of the category.
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– S&P’s long-term issuer credit rating scale provides a forward-looking opinion about an issuer’s overall creditworthiness. It focuses on the issuer’s
capacity and willingness to meet its financial commitments as they come due, and does not apply to any specific financial obligation. The BBB- issuer
credit rating assigned to us by S&P indicates that we rank in the fourth highest of S&P’s 9 issuer credit rating categories. An issuer that is rated in the
BBB category by S&P is considered to have adequate capacity to meet its financial commitments. However, adverse economic conditions or changing
circumstances are more likely to weaken the issuer’s capacity to meet its financial commitments.

– S&P’s long-term debt credit rating scale provides a forward-looking opinion of the creditworthiness of an issuer with respect to a specific financial
obligation, a specific class of financial obligations or a specific financial program. It takes into consideration the likelihood of payment; that is, the
capacity and willingness of the issuer to meet its financial commitment on an obligation in accordance with the terms of the obligation, among other
factors. The BBB- long-term debt credit rating assigned by S&P to the Notes indicates that the Notes rank in the fourth highest of S&P’s 10 long-term
debt credit rating categories. A debt instrument that is rated in the BBB category by S&P is considered to exhibit adequate protection parameters.
However, adverse economic conditions or changing circumstances are more likely to weaken the issuer’s capacity to meet its financial commitments on
the debt instrument.

– S&P uses “rating outlooks” to provide its assessment regarding the potential direction of a long-term credit rating over the intermediate term, which is
generally up to two years for investment grade issuers and debt instruments. Rating outlooks fall into four categories: Positive, Negative, Stable and
Developing. In determining a rating outlook, consideration is given to any changes in economic and/or fundamental business conditions.

These ratings provide investors with an independent measure of the credit quality of CAE and the Notes. However, they are not a recommendation to buy,
sell or hold any securities of CAE, and they may be revised or withdrawn at any time by S&P. Ratings are determined by S&P based on criteria established
from time to time by them, and they do not comment on market price or suitability for a particular investor. The credit ratings assigned by S&P may not reflect
the potential impact of all risks related to CAE and the Notes or the value of the Notes. In addition, real or anticipated changes in the credit ratings assigned
to us or our securities will generally affect the market value of the Notes.

As is common practice, S&P charged us for their rating services, which include annual monitoring fees for monitoring the Company and updating the ratings,
in addition to one-time rating fees when the Notes were issued. We reasonably expect that such payments will continue to be made for rating services in the
future. No additional payment was made to S&P for other services provided to us during the last two fiscal years.

8. DIRECTORS AND EXECUTIVE OFFICERS

The Directors of CAE are elected at each annual meeting of shareholders and hold office until the next annual meeting of shareholders or until their
successors are elected or appointed. The names and municipalities of residence of the Directors and Executive Officers of CAE as of the date hereof, the
positions and offices held by them in CAE, their respective principal occupations for the last five years, and the year in which they became a Director are set
forth below.

More information concerning the nominees proposed for election as CAE’s Directors may be found in the Management Proxy Circular dated June 11, 2026,
in connection with our Annual Meeting of Shareholders to be held on August 12, 2026 (Meeting). All current members of the Board (except for Ayman
Antoun) are nominees for election at the Meeting, and one additional individual, Bruce Ross, is a nominee for election at the Meeting.

In addition to fulfilling all statutory requirements, the Board oversees and reviews: (i) the strategic and operating plans and financial budgets and the
performance against these objectives; (ii) the principal risks and the adequacy of the systems and procedures to manage these risks; (iii) the monitoring of
the corporate governance system; (iv) the integrity and quality of internal controls and management information systems; (v) CAE’s compliance with legal
and regulatory requirements; (vi) CAE’s overall technology and data strategy; (vii) management development and succession and retirement planning; (viii)
appointment and compensation of senior officers and the compensation and benefit policies; (ix) inclusion and equal opportunities, data protection and
privacy, artificial intelligence, health and safety (including aviation safety), environment and climate change, ethics and anti-corruption, security, human rights
(including modern slavery), and sustainability matters; (x) competencies, skills and personal qualities required for new directors (xi) business development
initiatives; (xii) the communications policies and
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activities, including shareholder communications; and (xiii) the performance and effectiveness of each individual director, as well as the President and Chief
Executive Officer.

The Committees of the Board are the Audit Committee, the Governance Committee, the Human Resources Committee and the Technology Committee.

8.1 Name and Occupation

CURRENT DIRECTORS

Name and Place of Residence, and
Year First Became a Director Principal Occupation

AYMAN ANTOUN
Ontario, Canada
(2022)

Mr. Antoun has been Chief Executive Officer of Open Text Corporation since April 2026. He was President,
Americas at IBM until recently, which includes Canada, the United States and Latin America. He also was a
member of IBM’s Performance Team consisting of IBM’s top 50 executives globally. Before taking this role in
2020, Mr. Antoun served as President of IBM Canada, and prior to assuming this role in 2018, he held various
senior executive sales leadership roles in Canada and the United States spanning Global Technology
Services, Systems & Technology Group, Education Industry, Business Partners, and Global Sales
Transformation (1988 – 2018).

Mr. Antoun graduated from the University of Waterloo with a Bachelor of Science in Electrical Engineering and
is a graduate of the Executive Program in Financial Analysis Business Management and Strategic Planning of
the Harvard Business School.

Mr. Antoun is the Chair of the Technology Committee and a member of the Governance Committee.

SOPHIE BROCHU
Québec, Canada
(2023)

Ms. Brochu is a Corporate Director. She served as President and Chief Executive Officer of Hydro-Québec
from 2020 to April 2023. She was the first woman in the government-owned corporation’s history to hold that
office on a permanent basis. Ms. Brochu has over 30 years of experience in the energy sector. She began
her career in 1987 as a financial analyst with Société québécoise d’initiatives pétrolières (SOQUIP), a Québec
government corporation responsible for developing the natural gas network in the province. She joined
Énergir (formerly known as Gaz Métro) in 1997 and, in 2007, was appointed its President and Chief Executive
Officer, a position she held until 2019.

Ms. Brochu graduated from Université Laval with a Bachelor of Arts in Economics. She was awarded
honorary doctorates by Université de Montréal (HEC Montréal), Bishop’s University and Université Laval. She
is a member of the Order of Canada and an officer of the Ordre national du Québec.

Ms. Brochu is Lead Independent Director of the Board, as well as the Chair of the Governance Committee.

MATTHEW BROMBERG
Québec, Canada
(2025)

Mr. Bromberg has been the President and CEO of CAE since August 2025. He joined the Company in June
2025 as Incoming President and CEO. Prior to joining CAE, Mr. Bromberg was Corporate Vice President of
Global Operations at Northrop Grumman (2022 – 2025). Previously, he served in various roles over his 20-
year career with Raytheon Technologies, including as President, Pratt & Whitney Military Engines (2017 –
2022), and President, Pratt & Whitney Commercial Aftermarket Operations (2013 – 2017). Earlier in his
career, Mr. Bromberg worked as an investment banker with Goldman Sachs and then led several key
acquisitions and divestures at United Technologies, developing an extensive M&A background. A proud
military veteran, he served as a submarine officer in the U.S. Navy.
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Name and Place of Residence, and
Year First Became a Director Principal Occupation

Mr. Bromberg holds a bachelor’s degree in physics from the University of California, Berkeley, as well as a
Master of Business Administration and a Master of Mechanical Engineering from the Massachusetts Institute
of Technology. He serves on the Board of Governors of the United Services Organization and on the Board of
the Massachusetts Institute of Technology Leaders for Global Operations program.

PATRICK DECOSTRE
Québec, Canada
(2024)

Patrick Decostre has been the President and Chief Executive Officer of Boralex Inc. since December 2020.
He held the position of Vice President and Chief Operating Officer between July 2019 and November 2020.
Prior to that, he spent nearly 18 years developing a solid foundation for Boralex in Europe, where he initiated
wind power development and directed all activities of Boralex’s European subsidiaries. Mr. Decostre’s first
position with Boralex was as Manager of Boralex S.A., a subsidiary of Boralex, in 2001 and was promoted a
few years later to the position of General Manager. Before joining Boralex, Mr. Decostre held different
positions at Électricité de France for 6 years. Mr. Decostre is an engineering physicist who graduated from the
École Polytechnique of Brussels, as well as a graduate of the Solvay Business School in Brussels in business
administration.

Mr. Decostre is a member of the Audit Committee.

ELISE EBERWEIN
Arizona, U.S.
(2022)

Ms. Eberwein is a Corporate Director who served as the Executive Vice President, People and
Communications (2013 – 2022) of American Airlines, Inc. Prior to assuming this role, she was Executive Vice
President, People, Communications and Public Affairs (2005 – 2013) of US Airways and Vice President,
Corporate Communications (2003 – 2005) of America West Airlines. Ms. Eberwein also served in key
executive roles with Frontier Airlines and Western Pacific Airlines. She began her aviation career as a flight
attendant.

Ms. Eberwein graduated from the Lindenwood University with a Bachelor of Arts in Mass Communications
and earned an Executive MBA from Colorado State University.

Ms. Eberwein is the Chair of the Human Resources Committee and a member of the Governance Committee.

IAN EDWARDS
Québec, Canada
(2024)

Mr. Edwards has been President and CEO of AtkinsRéalis Group Inc. since October 2019, after serving as
Interim President and CEO since June 2019. With over 30 years of global experience in infrastructure and
resource projects, he has led businesses across North America, Europe, the Middle East, and Asia Pacific.
Since joining AtkinsRéalis in 2014, Mr. Edwards has held several leadership roles, including COO and
President of Infrastructure, where he oversaw business transformation and operational improvements. Prior to
AtkinsRéalis, he held senior positions at Leighton Group, managing a 20,000-employee business across
multiple sectors.

Mr. Edwards holds civil engineering qualifications from Lancashire University and is a Fellow of both the
Institution of Civil Engineers and the Hong Kong Institution of Engineers

Mr. Edwards is a member of the Audit Committee.
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Name and Place of Residence, and
Year First Became a Director Principal Occupation

MARIANNE HARRISON
New Hampshire, U.S.
(2019)

Ms. Harrison is a Corporate Director, and the former President and Chief Executive Officer of John Hancock
Life Insurance Company, the U.S. division of Toronto-based Manulife Financial Corporation. She also was a
member of Manulife’s Executive Leadership Team. Before taking this role in 2017, Ms. Harrison served as
President and Chief Executive Officer of Manulife Canada, Manulife’s Canadian Division. Prior to assuming
this role in 2013, she held several leadership positions across the company, including President and General
Manager for John Hancock Long-Term Care Insurance, and Executive Vice President and Controller for
Manulife. Before joining Manulife, Ms. Harrison had been Chief Financial Officer of Wealth Management at
TD Bank Group after holding various positions there (1998 – 2003); and Senior Manager at PwC after holding
numerous other positions (1986 – 1998).

Ms. Harrison graduated from the University of Western Ontario with a Bachelor of Arts in English and earned
a Diploma in Accounting from Wilfrid Laurier University. She is a Chartered Accountant and in 2016 was
elected a Fellow of the Profession.

Ms. Harrison is the Chair of the Audit Committee and a member of the Technology Committee.

PETER LEE
California, U.S.
(2025)

Mr. Lee, in addition to being a Co-Founder and Partner of Browning West, plays a leading role in that firm’s
investment research and capital allocation. Before co-founding Browning West in 2019, he was an investment
associate at Criterion Capital Management, where he was responsible for identifying and researching
investment opportunities across multiple sectors. Mr. Lee also held roles at Grey Mountain Partners and
Lazard. Additionally, he is currently a director on the board of Gildan Activewear Inc. where he serves as
Chair of the Compensation and Human Resources Committee and as a member of the Corporate
Governance and Social Responsibility Committee. He has also served on the board of Countryside
Properties plc.

Mr. Lee holds a Bachelor of Arts from Carleton College and a Master of Business Administration from Harvard
Business School.

Mr. Lee is a member of the Human Resources Committee.

KATHERINE LEHMAN
New York, U.S.
(2025)

Ms. Lehman is the current Chair of Stella Jones Inc. (TSX:SJ), a Montréal based industrial business, and has
been a Partner at the New York-based private equity firm Palladium Equity Partners, LLC since 2022. She
leads the Palladium Heritage strategy, which invests in industrial and business services companies. Prior to
Palladium, she was Co-Founder and Managing Partner at Hilltop Private Capital, LLC. She has garnered
more than 20 years of experience in private equity executive roles and Board memberships, including at more
than 20 public and private, profit and not-for-profit entities. Included in Ms. Lehman’s prior Board roles are
serving on the Board of a private company in a niche education and training area and serving on the Board of
Navient (NASDAQ: NAVI) from 2014 to 2022, with roles as Chair of the Risk Committee and service on the
Compensation and Personnel Committee and the Governance Committee. At Stella-Jones, she also serves
on the Audit Committee and was previously a member of the Human Resources and Compensation
Committee.

Ms. Lehman is a graduate of the Wharton School at the University of Pennsylvania (B.S. in Economics) and
of Columbia Business School (M.B.A).

Ms. Lehman is a member of the Governance Committee.

MARY LOU MAHER
Ontario, Canada
(2021)

Ms. Maher was Canadian Managing Partner, Quality and Risk at KPMG Canada (2017 – 2021). She was
also Global Head of Inclusion and Diversity of KPMG International for the same period. Ms. Maher held
various executive and governance roles at KPMG Canada, including Chief Financial Officer, Chief Inclusion
and Diversity Officer and Chief Human Resources Officer (1983 – 2017). During her many years at KPMG
Canada, Ms. Maher created and developed KPMG Canada's first ever National Diversity Council and was the
executive sponsor of pride@kpmg.
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Ms. Maher holds a Bachelor of Commerce degree from McMaster University and holds the designation of
Fellow Chartered Professional Accountant of Ontario.

Ms. Maher is a member of the Audit Committee and the Human Resources Committee.

CALIN ROVINESCU
Ontario, Canada
(2025)

Mr. Rovinescu is a corporate director, venture capital investor and senior advisor to several corporations. He
is currently a member of the board of directors of some of Canada’s largest corporations. He served as
President and Chief Executive Officer of Air Canada from 2009 until his retirement in 2021, leading Air
Canada’s transformation into one of the world’s leading airlines and a Canadian global champion, expanding
its network worldwide and producing record financial results and record stock market performance. From June
2014 to June 2015, while leading Air Canada, Mr. Rovinescu served as Chair of the International Air
Transport Association (IATA), a trade association that currently represents 340 airlines comprising more than
80 percent of global air traffic. From 2012 to 2016 he also served as Chair of the Star Alliance chief executive
board, the controlling body of Star Alliance, the world's largest global airline alliance, currently with 25
members. From 2004 to 2009, he was a co-founder and principal of Genuity Capital Markets, an independent
investment bank. Before 2000, he was the Managing Partner of the law firm Stikeman Elliott in Montréal,
where he practised corporate law for over 20 years.

Mr. Rovinescu holds Bachelor of Law degrees from Université de Montréal and the University of Ottawa. He
was recognized as Canada’s Outstanding CEO of the Year by Financial Post Magazine in 2016 and as CEO
of the Year and Strategist of the Year by the Globe and Mail’s Report on Business Magazine in 2019. Mr.
Rovinescu is a member of the Order of Canada and was inducted into the Canadian Business Hall of Fame in
2021.

Mr. Rovinescu is Executive Chairman of the Board of Directors. In such role, Mr. Rovinescu attends all
Committee meetings. He previously served as non-executive Chair of the Board from February 14, 2025 to
August 13, 2025. He assumed the expanded role of Executive Chairman on August 13, 2025 to assist with the
transition of the incoming CEO, meet with investors, government representatives and other stakeholders and
help to develop the transformation plan and long term strategy for the next chapter of growth and value
creation at CAE. As that process is now well underway, Mr. Rovinescu will revert to the role of non-executive
Chair of the Board effective January 1, 2027.

PATRICK M. SHANAHAN
Washington, U.S.
(2022)

Mr. Shanahan was President and Chief Executive Officer of Spirit AeroSystems Inc. from September 2023 to
December 2025. He previously served as the 33  U.S. Deputy Secretary of Defense. He also served as U.S.
Acting Secretary of Defense (2019). After joining the Department of Defense, Mr. Shanahan helped lead the
development of several key Department of Defense policies and strategies. Mr. Shanahan previously served
as the Senior Vice President, Supply Chain & Operations (2016 – 2017) at The Boeing Company. He
previously worked as Senior Vice President of Commercial Airplane Programs (2008 – 2016), managing profit
and loss for the 737, 747, 767, 777 and 787 programs and the operations at Boeing’s principal manufacturing
sites; as Vice President and General Manager of the 787 Dreamliner (2007 – 2008), leading the program
during a critical development period; as Vice President and General Manager of Boeing Missile Defense
Systems (2004 – 2007), overseeing the Ground-based Midcourse Defense system, Airborne Laser and
Advanced Tactical Laser; and as Vice President and General Manager of Boeing Rotorcraft Systems (2002 –
2004), overseeing the Apache, Chinook and Osprey. Mr. Shanahan spent over three decades with The
Boeing Company, as he joined in 1986.

Mr. Shanahan is a National Academy of Engineering Member, Royal Aeronautical Society Fellow, Society of
Manufacturing Engineers Fellow and American Institute of Aeronautics and Astronautics Associate Fellow. He
served as a regent at the University of Washington for over five years.

rd
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Mr. Shanahan holds a Bachelor of Science degree in Mechanical Engineering from the University of
Washington, as well as a Master of Science and a Master of Business Administration from the Massachusetts
Institute of Technology.

Mr. Shanahan is a member of the Human Resources Committee.

LOUIS TÊTU
Québec, Canada
(2025)

Mr. Têtu has been Executive Chairman of the Montreal-based technology company Coveo Solutions Inc.
since 2025, and previously served as its Chair and Chief Executive Officer from 2008 to 2025. Prior to Coveo,
Mr. Têtu co-founded Taleo Corporation, a leading international provider of cloud software for talent and
human capital management, listed on NASDAQ in 2005 and subsequently acquired by Oracle for US$1.9
billion in 2012. Mr. Têtu was Chief Executive Officer and Chairman of the board of directors from the
company's inception in 1999 through 2007. Prior to Taleo, Mr. Têtu was President of Baan SCS, the supply-
chain management solutions group of Baan, a global enterprise software company. This followed Baan's
acquisition of Berclain Group inc., which he co-founded in 1989 and where he served as President until 1996.
Mr. Têtu currently serves on the board and human resources and corporate governance committees of
Alimentation Couche-Tard Inc. (CircleK). He previously served on the board of Industrial Alliance Insurance
and Financial Services inc.

Mr. Têtu is an Engineering graduate from Université Laval in Québec City and a commercially licensed
helicopter pilot.

Mr. Têtu is a member of the Audit Committee and the Technology Committee.
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EXECUTIVE OFFICERS

In addition to Matthew Bromberg, President and CEO, the other Executive Officers of the Company are:

Name and Place of Residence Position Held Within the Company and Professional History

JUAN ARAUJO
Connecticut, United States

Senior Vice President, Operations, with CAE since January 2026. Previously President of Davis-Standard
(2024-2026), Chief Operating Officer of Enjet Aero (2024), Chief Operating Officer of Paradigm Precision
(2021-2023) and Vice President at Collins Aerospace (RTX) (2016-2020).

ANDREW ARNOVITZ
Québec, Canada

Chief Strategy Officer since March 2026; with CAE since 2001. Formerly Senior Vice President, Investor
Relations and Enterprise Risk Management (2021-2026) and Senior Vice President, Strategy and Investor
Relations.

CARTER COPELAND
Georgia, United States

President, Flightscape since March 2026, with CAE since 2021; Formerly Chief Strategy and Performance
Officer (2024-2026) and Senior Vice President, Global Strategy (2021-2024). Previously President and co-
founder of Melius Research (2017-2021). Mr. Copeland is a Charted Financial Analyst.

HÉLÈNE V. GAGNON
Québec, Canada

Chief People and Sustainability Officer since August 2024, with CAE since 2015. Formerly Chief
Sustainability Officer and Senior Vice President, Stakeholder Engagement. Previously Vice President,
Public Affairs, Communications, Corporate Social Responsibility and Achieving Excellence System for
Bombardier Aerospace (2006-2014).

SAMANTHA GOLINSKI
Québec, Canada

Senior Vice President, Communications since November 2025, with CAE since 2013. Formerly Vice
President, Public Affairs & Global Communications (2022-2025), Director, Global Customer Experience –
Business Aviation & Helicopter Training (2021-2022), Manager, Public Affairs and Global Communications
(2018-2021) and Senior Counsellor, Global Communications (2013-2018).

PASCAL GRENIER
Québec, Canada

President, Defense & Security since March 2026; with CAE since 1996 occupying multiple functions.
Formerly Division President, Flightscape (2024-2026), Senior Vice President, Flight Services & Global
Operations (2022-2024), Senior Vice President, Global Operations, Technologies & Innovation (2017-
2022), Vice-President Global Engineering (2016-2017) and Director, Post Delivery Services (2013-2016).

MARK HOUNSELL
Québec, Canada

Chief Legal Officer, with CAE since February 2016. Previously Chief Legal Officer and Corporate
Secretary of Aimia Inc. (2006-2016).

EMMANUEL LEVITTE
Québec, Canada

Chief Technology Officer since October 2024, with CAE since 2023. Formerly Vice President of Product
Management (2023-2024). Previously Principal Product Manager – Tech at Amazon (2022-2023). Before
that, held various roles at CAE including Senior Director Product Management and Marketing (2021-2022)
and Senior Manager, Product Strategy and Marketing – Defence & Security (2016-2022).

RYAN MCLEOD
Ontario, Canada

Chief Financial Officer, with CAE since February 2026. Previously held various roles with ATS Corporation,
including Chief Financial Officer (2020-2026), Vice President, Corporate Controller (2014-2020), and Vice
President Finance, Life Sciences (2014). Mr. McLeod holds Chartered Professional Accountant and
Chartered Accountant designations in Canada.

ALEXANDRE PREVOST
Québec, Canada

President, Civil Aviation since November 2025, with CAE since 2008 occupying multiple functions.
Formerly Division President, Civil – Business Aviation (2023-2025), Vice President and Business Leader –
Global Business Aviation and Helicopter Training (2020-2023), and Vice President and General Manager –
Asia Pacific (2016-2020).
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As at June 11, 2026, Directors and Executive Officers of CAE as a group (23 persons) beneficially owned or exercised control or direction, directly or
indirectly, over 177,706 Common Shares representing 0.06% of the class.

8.2 Cease Trade Orders, Bankruptcies, Penalties or Sanctions

According to the information provided to us, none of the Directors or Executive Officers of CAE is at the date of this AIF, or within ten years prior hereto has
been, a director, chief executive officer or chief financial officer or, regarding item (iii) below, an executive officer of a company which, while the person was
acting in this capacity:

(i) was the subject of a cease trade or similar order or an order that denied the relevant company access to any exemption under securities
legislation, for a period of more than 30 consecutive days;

(ii) was, after the person ceased to be a director, chief executive officer or chief financial officer, the subject of a cease trade or similar order or an
order that denied the relevant company access to any exemption under securities legislation, for a period of more than 30 consecutive days as
a result of an event which occurred while the director, chief executive officer or chief financial officer was acting in this capacity; or

(iii) within a year of that person ceasing to act in that capacity, became bankrupt, made a proposal under any legislation relating to bankruptcy or
insolvency or was subject to or instituted any proceedings, arrangement or compromise with creditors or had a receiver, receiver manager or
trustee appointed to hold its assets.

9. TRANSFER AGENT AND REGISTRAR

The transfer agent and registrar of our Common Shares in the United States is Computershare Trust Company, N.A. at its principal office in Canton,
Massachusetts, and in Canada is Computershare Trust Company of Canada at its principal office in the City of Toronto, Ontario.

10. AUDIT COMMITTEE

10.1 Charter

The charter of CAE’s Audit Committee is as set out in Schedule B.

10.2 Membership

The members of CAE’s Audit Committee are Marianne Harrison (Chair), Patrick Decostre, Ian L. Edwards, Mary Lou Maher and Louis Têtu. Each of these
members is independent and financially literate.

Marianne Harrison, Chair of the Audit Committee, is a Chartered Accountant with extensive financial expertise, cumulating many years of experience in the
leadership positions of various financial institutions. Ms. Harrison served until recently as President and Chief Executive Officer of John Hancock Life
Insurance Company and was also a member of the Executive Leadership Team of Manulife Financial Corporation. She previously acted as President and
Chief Executive Officer of Manulife Canada, Manulife’s Canadian Division, and had been Chief Financial Officer of Wealth Management at TD Bank Group.
Ms. Harrison was elected a Fellow of the Profession, the highest designation for professional achievement conferred by the Chartered Professional
Accountants of Ontario.

Patrick Decostre has been the President and CEO of Boralex Inc. since December 2020. He held the position of Vice President and Chief Operating Officer
between July 2019 and November 2020. Prior to that, he spent nearly 18 years developing a solid foundation for Boralex in Europe, where he initiated wind
power development and directed all activities of Boralex's European subsidiaries. Before joining Boralex, Mr. Decostre held different positions at Électricité
de France for 6 years. Mr. Decostre is an engineering physicist who graduated from the École Polytechnique of Brussels, as well as a graduate of the Solvay
Business School in Brussels in business administration.
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Ian L. Edwards has been President and CEO of AtkinsRéalis Group Inc. since October 2019, after serving as Interim President and CEO since June 2019.
With over 30 years of global experience in infrastructure and resource projects, he has led businesses across North America, Europe, the Middle East, and
Asia Pacific. Since joining AtkinsRéalis in 2014, Mr. Edwards has held several leadership roles, including COO and President of Infrastructure, where he
oversaw business transformation and operational improvements. Prior to AtkinsRéalis, he held senior positions at Leighton Group, managing a 20,000-
employee business across multiple sectors. Mr. Edwards holds civil engineering qualifications from Lancashire University and is a Fellow of both the
Institution of Civil Engineers and the Hong Kong Institution of Engineers.

Mary Lou Maher was Canadian Managing Partner, Quality and Risk at KPMG Canada (2017 – 2021). She was also Global Head of Inclusion and Diversity of
KPMG International for the same period. Ms. Maher held various executive and governance roles at KPMG Canada, including Chief Financial Officer, Chief
Inclusion and Diversity Officer and Chief Human Resources Officer (1983 – 2017). During her many years at KPMG Canada, Ms. Maher created and
developed KPMG Canada's first ever National Diversity Council and was the executive sponsor of pride@kpmg. Ms. Maher holds a Bachelor of Commerce
degree from McMaster University and holds the designation of Fellow Chartered Professional Accountant of Ontario.

Louis Têtu has been Executive Chairman of the Montreal-based technology company Coveo Solutions Inc. since 2025, and previously served as its Chair
and Chief Executive Officer from 2008 to 2025. Prior to Coveo, Mr. Têtu co-founded Taleo Corporation, a leading international provider of cloud software for
talent and human capital management, listed on NASDAQ in 2005 and subsequently acquired by Oracle for US$1.9 billion in 2012. Mr. Têtu was Chief
Executive Officer and Chairman of the board of directors from the company's inception in 1999 through 2007. Prior to Taleo, Mr. Têtu was President of Baan
SCS, the supply-chain management solutions group of Baan, a global enterprise software company. This followed Baan's acquisition of Berclain Group inc.,
which he co-founded in 1989 and where he served as President until 1996. Mr. Têtu currently serves on the board and human resources and corporate
governance committees of Alimentation Couche-Tard Inc. (CircleK). He previously served on the board of Industrial Alliance Insurance and Financial
Services inc. Mr. Têtu is an Engineering graduate from Université Laval in Québec City.

10.3 Approval of Services

The Audit Committee is responsible for the appointment, compensation, retention and oversight of the work of CAE’s independent auditor. The Audit
Committee must pre-approve any audit and non-audit services performed by PricewaterhouseCoopers LLP (PwC), or such services must be entered into
pursuant to the policies and procedures established by the Committee. Pursuant to such policies, the Audit Committee annually authorizes CAE and our
affiliates to engage the auditor for specified permitted tax, financial advisory and other audit-related services up to specified fee levels. The Audit Committee
has considered and concluded that the provision of these services by PwC is compatible with maintaining PwC’s independence. The Audit Committee’s
policy also identifies prohibited services that PwC is not to provide to CAE. In order to further support PwC’s independence, the Audit Committee has set a
policy concerning CAE’s hiring of current and former partners and employees of PwC who were engaged on CAE’s account in the recent years.

Fees Paid by CAE to PwC in FY2026

The following chart shows all fees paid to PwC by CAE and our subsidiaries in the most recent and prior fiscal year for the various categories of services
(generic description only).

FEE TYPE 2026
($ millions)

2025
($ millions)

1. Audit services 7.3 7.5

2. Audit-related services 0.4 0.4

3. Tax services 0.3 0.4

4. All other services 0.0 0.0

Total 8.0 8.3
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Audit fees are comprised of fees billed for professional services for the audit of CAE’s annual Consolidated Financial Statements and services that are
normally provided by PwC in connection with statutory and regulatory filings, including the audit of the internal controls over financial reporting as required by
the Sarbanes-Oxley legislation.

Audit-related fees are comprised of fees relating to work performed in connection with CAE’s acquisitions/divestitures, financings/prospectuses, translation
and other miscellaneous accounting and reporting-related services.

Tax fees are mainly related to tax compliance, tax planning and tax advice.

All other fees correspond to the fees paid for advisory and consulting services. No such fees were paid in the last two fiscal years.

11. MATERIAL CONTRACTS

The following are the only material contracts, other than those contracts entered into in the ordinary course of business, which the Company has entered
into since the beginning of FY2026, or entered into prior to such date, but which are still in effect. Each of the summaries below describes certain material
provisions of the relevant material contract and is subject to, should be read in conjunction with, and is qualified in its entirety by reference to, the relevant
material contract, a copy of which is available on the Company’s profiles on SEDAR+ at www.sedarplus.ca and EDGAR at www.sec.gov.

Nomination Right Agreement

On February 13, 2025, the Company entered into a nomination right agreement (Nomination Right Agreement) with La Caisse, at the time one of the
Company’s largest shareholders, as part of the Company’s board renewal process. The Nomination Right Agreement provides that as long as La Caisse and
its affiliates own at least 5% of the Company’s Common Shares, La Caisse shall have the right to designate a nominee to be included in the management
slate of nominees to the Board in future management proxy circulars. The Nomination Right Agreement may be terminated at any time by mutual consent of
the Company and La Caisse, and will automatically terminate if La Caisse and its affiliates cease to hold at least 5% of the Company’s Common Shares.

In connection with the Nomination Right Agreement, Louis Têtu was selected by La Caisse as its initial director nominee. Mr. Têtu was appointed to the
Board on February 14, 2025.

Cooperation and Standstill Agreement

On February 13, 2025, the Company entered into a cooperation and standstill letter agreement (Cooperation and Standstill Agreement) with Browning
West, as part of the Company’s board renewal process. The Cooperation and Standstill Agreement provides for: (i) customary standstill provisions from the
date of the Cooperation and Standstill Agreement until the date that is thirty days prior to the notice deadline to submit nominations of director candidates for
election at the 2026 annual meeting of shareholders (the Cooperation Period); (ii) the appointment of Calin Rovinescu as director and Chair of the Board
and each of Peter Lee, Katherine Lehman and Louis Têtu as directors; (iii) the inclusion of each of Mr. Rovinescu, Ms. Lehman, Mr. Têtu and, provided
Browning West holds a Net Long Position (as defined below) over at least 2.5% of the Company’s Common Shares (the Minimum Ownership Threshold),
Mr. Lee, in the management slate of nominees to the Board in the Company’s management proxy circular for the 2025 annual meeting of shareholders and,
now that the Cooperation Period has been extended in accordance with the terms of the Cooperation and Standstill Agreement, for the 2026 annual meeting
of shareholders; and (iv) an undertaking from Browning West to vote, during the Cooperation Period, all of the Common Shares over which it exercises
control in favour of the election of all director nominees recommended by the Board and against the election of any director nominee not so recommended.

If Mr. Lee ceases to serve as a director of the Board during the Cooperation Period other than in certain specific circumstances, and at such time Browning
West satisfies the Minimum Ownership Threshold, Browning West shall be entitled to designate another individual who is reasonably acceptable to the Board
to serve as a replacement director.

For purposes of determining the Minimum Ownership Threshold, a Net Long Position means that Browning West beneficially owns Common Shares in the
capital of the Company, directly or indirectly, that constitute a net long position as defined in Rule
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14e-4 under the U.S. Securities Exchange Act of 1934; provided, however, that “Net Long Position” shall not include any shares (i) as to which Browning
West does not have the right to vote or direct the vote (other than as a result of being in a margin account), or (ii) as to which Browning West has entered
into a derivative or other agreement, arrangement, commitment or understanding that hedges or transfers, in whole or in part, directly or indirectly, any of the
economic consequences of ownership of such shares.

12. INTERESTS OF EXPERTS

The auditor of the Company is PricewaterhouseCoopers LLP, a partnership of Chartered Professional Accountants, located at 1250 René-Lévesque
Boulevard West, Suite 2500, Montréal, Québec, Canada H3B 4Y1. PwC is independent of the Company within the meaning of the Code of ethics of
chartered professional accountants (Québec). PwC is a public accounting firm registered with the Public Company Accounting Oversight Board (United
States) (PCAOB) and is required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules
and regulations of the U.S. Securities and Exchange Commission and the PCAOB.

13. ADDITIONAL INFORMATION

Additional information, including Directors' and Officers' remuneration and indebtedness, principal holders of CAE's securities, options to purchase securities
and interests of insiders in material transactions, where applicable, is contained in the Management Proxy Circular dated June 11, 2026, in connection with
CAE's Annual Meeting of Shareholders to be held on August 12, 2026.

Additional financial information, including comparative consolidated audited financial statements and MD&A, are provided in CAE’s Annual Financial Report
to the shareholders for the financial year ended March 31, 2026. A copy of such documents may be obtained from the Senior Vice President,
Communications or the Chief Legal Officer of CAE upon request, and are available online on SEDAR+ at www.sedarplus.ca, as well as on CAE’s website at
www.cae.com.

In addition, CAE will provide to any person or company, upon request to the Senior Vice President, Communications or the Chief Legal Officer of CAE, the
documents specified below:

(a) When the securities of CAE are in the course of a distribution under a preliminary short form prospectus or a short form prospectus:

(i) one copy of this AIF together with one copy of any document, or the pertinent pages of any document, incorporated by reference;

(ii) one copy of CAE’s comparative financial statements for our most recently completed financial year together with the accompanying report of the
auditor and one copy of CAE’s most recent interim financial statements for any period after the end of our most recently completed financial year;

(iii) one copy of the Management Proxy Circular in respect of our most recent annual meeting of shareholders that involved the election of Directors;
and

(iv) one copy of any other documents which are incorporated by reference into a short form prospectus and are not required to be provided under (i)
to (iii) above; or

(b) At any other time, one copy of any other document referred to in clauses (i), (ii) and (iii) of paragraph (a) above, provided that CAE may require the
payment of a reasonable charge if the request is made by a person or company who is not a security holder of CAE.
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GLOSSARY

For the purposes of this Annual Information Form, the terms “we”, “us”, “our”, “Company” and “CAE” refer to CAE Inc. and where applicable, its subsidiaries.
The following other defined terms have the meanings set out below:

“AAM” means Advanced Air Mobility

“AI” means artificial intelligence

“AIF” means the Annual Information Form

“Annual Financial Report” means the Annual Financial Report to Shareholders for the year ended March 31, 2026

“Board” means the Board of Directors of CAE Inc.

“Browning West” means Browning West, LP

“CAE” or “Company” means CAE Inc.

“CBCA” means the Canada Business Corporations Act

“Civil” means CAE’s Civil Aviation segment

“Common Shares” means CAE’s common shares

“Consolidated Financial Statements” means the Consolidated Financial Statements for the year ended March 31, 2026 and the notes thereto

“Cooperation and Standstill Agreement” means the cooperation and standstill letter agreement between the Company and Browning West, dated
February 13, 2025

“Cooperation Period” means the period ranging from the date of the Cooperation and Standstill Agreement until the date that is thirty days prior to the notice
deadline to submit nominations of director candidates for election at the 2026 annual meeting of Shareholders

“CSRD” means Corporate Sustainability Reporting Directive

“Defense” means CAE’s Defense and Security segment

“ESRS” means European Sustainability Reporting Standards

“Executive Officers” means executive officers of CAE

“FY2023” means fiscal 2023, which refers to the period from April 1, 2022 to March 31, 2023

“FY2024” means fiscal 2024, which refers to the period from April 1, 2023 to March 31, 2024

“FY2025” means fiscal 2025, which refers to the period from April 1, 2024 to March 31, 2025

“FY2026” means fiscal 2026, which refers to the period from April 1, 2025 to March 31, 2026

“GRI” means the Global Reporting Initiative

“Healthcare” means CAE’s former Healthcare segment

“IFRS” means International Financial Reporting Standards

36



“IT” means information technology

“La Caisse” means Caisse de dépôt et placement du Québec

“LCA” means life cycle assessment

“Legacy Contracts” refers to eight previously identified fixed-price legacy contracts, as further described in Section 6.2 “Defense and security” of the MD&A
of the financial report for the year ended March 31, 2026

“MD&A” means CAE’s Management’s Discussion and Analysis

“Meeting” means CAE’s Annual Meeting of Shareholders to be held on August 12, 2026

“Minimum Ownership Threshold” means a Net Long Position over at least 2.5% of the Company’s Common Shares

“NCIB” means normal course issuer bid

“Net Long Position” has the meaning ascribed to it in Section 11

“Nomination Right Agreement” means the nomination right agreement between the Company and La Caisse, dated February 13, 2025

“Notes” means the Company’s unsecured senior notes Series 1 issued in June 2023, bearing interest at 5.541% per annum, payable in equal semi-annual
installments until maturity in June 2028

“NRC” means the National Research Council

“NYSE” means the New York Stock Exchange

“OEM” means the original equipment manufacturer

“PCAOB” means Public Company Accounting Oversight Board (United States)

“PSUs” means performance share units

“PwC” means PricewaterhouseCoopers LLP

“R&D” means research and development

“RCAF” means Royal Canadian Air Force

“RPK” means revenue passenger-kilometers

“RSUs” means restricted share units

“S&P” means S&P Global Ratings

“SDGs” means United Nations Sustainable Development Goals

“SIMCOM” means SIMCOM Aviation Training

“SkyAlyne” means SkyAlyne Canada Limited Partnership

“SVT” means Soldier Virtual Trainer

“TSX” means the Toronto Stock Exchange

“USD” means United States dollars
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SCHEDULE A – LOCATIONS OF MATERIAL SITES

The following sets out, by business segment, the locations of CAE’s primary subsidiaries’ and divisions’ material sites as of the date of this AIF:2



Location Civil Aviation Defense & 
Security

Canada

Bagotville, Québec √
Cold Lake, Alberta √

Comox, British Columbia √
Edmonton, Alberta √

Gagetown, New Brunswick √
Greenwood, Nova Scotia √

Halifax, Nova Scotia √
Mirabel, Québec √

Mississauga, Ontario √

Montréal, Québec √ √

Moose Jaw, Saskatchewan √
North Saanich, British Columbia √

Ottawa, Ontario √
Petawawa, Ontario √

Saint John’s, Newfoundland √

Toronto, Ontario √

Trenton, Ontario √
Vancouver, British Columbia √

Winnipeg, Manitoba √
United States

Arlington, Texas √

Avon, Connecticut √

Binghamton, New York √

Broken Arrow, Oklahoma √

Cheyenne, Wyoming √

China Lake, California √

Colorado Springs (Peterson AFB), Colorado √

Dallas/Fort Worth, Texas √ √

Dothan, Alabama √

Goldsboro, North Carolina √

Irving, Texas √

Las Vegas, Nevada √

Marietta, Georgia √

Mesa, Arizona √ √

Minneapolis, Minnesota √

Morristown, New Jersey √

Oklahoma City, Oklahoma √

Orlando, Florida √ √

Phoenix, Arizona √

Pueblo, Colorado √

Savannah, Georgia √

Sheppard AFB, Texas √

Tampa, Florida √

Tinker AFB, Oklahoma √

2



 The list includes CAE’s main offices, operations, training centres, and primary military base locations where we provide training support services worldwide. It does not
include sites with a limited number of employees or sites where we perform higher-level security programs.
2
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Location Civil Aviation Defense & 
Security

Valparaiso, Florida √

United Kingdom

Aberdeen, United Kingdom √

Benson, United Kingdom √

Burgess Hill, United Kingdom √ √

Cornwall, United Kingdom √

Gatwick, United Kingdom √

Moray, United Kingdom √

Oxford, United Kingdom √

Shawbury, United Kingdom √

Yeovil, United Kingdom √

Rest of Americas

Bogota, Colombia √

Lima, Peru √

Montevideo, Uruguay √

Santiago, Chile √

Sao Paulo, Brazil √

Toluca, Mexico √

Europe

Amendola, Italy √

Amsterdam, Netherlands √

Athens, Greece √

Barcelona, Spain √

Bordeaux, France √

Bremen, Germany √

Brussels, Belgium √

Buchel, Germany √

Buckeburg, Germany √

Budapest, Hungary √ √

Cazaux, France √

Cognac, France √

Copenhagen, Denmark √

Den Helder, Netherlands √

Dublin, Ireland √

Eindhoven, Netherlands √

Frankfurt, Germany √

Gardelegen, Germany √



Gardelegen, Germany √

Geilenkirchen, Germany √

Gilze-Rijen, Netherlands √

Ingolstadt, Germany √

Jagel, Germany √

Krakow, Poland √ √

Leipzig, Germany √

Mainz, Germany √

Malaga, Spain √

Madrid, Spain √ √

Milano, Italy √

Nordholz, Germany √

Oslo, Norway √

Palma de Mallorca, Spain √

Prague, Czech Republic √

Reykjavik, Iceland √

Sesto Calende, Italy √ √
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Location Civil Aviation Defense & 
Security

Shannon, Ireland √

Stockholm, Sweden √

Stolberg, Germany √

Tysiaclecie, Poland √

Varese, Italy √ √

Vienna, Austria √

Warsaw, Poland √

Asia

Abu Dhabi, United Arab Emirates √ √

Beijing, China √

Chongquing, China √

Bangalore, India √ √

Bandar Seri Begawan, Brunei √ √

Bangkok, Thailand √

Doha, Qatar √ √

Dubai, United Arab Emirates √ √

Gondia, India √

Ho Chi Minh, Vietnam √

Hong Kong, Hong Kong √

Jakarta, Indonesia √

Kuala Lumpur, Malaysia √

Manila/Clark, Philippines √

New Delhi, India √

Riyadh, Saudi Arabia √

Seoul, South Korea √

Singapore, Singapore √ √

Tokyo, Japan √

Oceania and Africa

Amberley, Australia √

Auckland, New Zealand √

Brisbane, Australia √

Homebush, Australia (Sydney) √

Kingsford, Australia √

Melbourne, Australia √

Nowra Hill, Australia √

Richmond, Australia √

St Peters, Australia (Sydney) √
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SCHEDULE B – AUDIT COMMITTEE CHARTER

CAE INC.

MEMBERSHIP AND RESPONSIBILITIES OF

THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

1. GENERAL RESPONSIBILITIES

1.1 The Audit Committee (the “Committee”) shall be a committee of the Board of Directors.

1.2 The Committee shall consist of three to seven directors (one of whom shall be the Chair of the Committee). All members of the Committee shall
be independent directors, as determined by the Board taking into consideration applicable laws, regulations and other requirements and
regulatory guidelines applicable to such determination. Each member shall annually certify to CAE Inc. (“CAE” or the “Company”) as to his or her
independence, in form compliant with the standards of independence set out by regulatory authorities, stock exchanges and other applicable
laws, regulations and requirements. Each member shall be able to read and understand financial statements (statement of financial position,
income statement, statement of cash flows) that present a breadth and level of complexity of accounting issues that are generally comparable to
the breadth and complexity of the issues that can reasonably be expected to be raised by CAE’s consolidated financial statements, or shall
become able to do so within a reasonable period of time after joining the Committee. At least one member shall qualify as a “financial expert” (as
defined by applicable regulation) and therefore have past employment in finance, accounting or any other comparable experience or background
providing financial expertise. The Committee composition, including the qualifications of its members, shall comply with the requirements of
regulatory authorities, stock exchanges and other applicable laws, regulations and requirements, as such requirements may be amended from
time to time.

1.3 The Chair of the Committee and its members shall be elected annually by the Board of Directors following recommendation of the Governance
Committee and the Chair of the Board. If the designated Chair of the Committee is unable to attend a Committee meeting, the other Committee
members present shall elect a replacement Chair for that meeting.

1.4 A majority of members of the Committee shall constitute a quorum.

1.5 The Committee shall work closely and cooperatively with such officers and employees of CAE, its auditors, and/or other appropriate advisors
and with access to such information as the Committee considers to be necessary or advisable in order to perform its duties and responsibilities,
as assigned by the Board of Directors and described herein.

2. REVIEW OF AUDITED FINANCIAL STATEMENTS

2.1 Review the annual audited consolidated financial statements and make specific recommendations to the Board of Directors. As part of this
process the Committee should:

a) Review the appropriateness of the consolidated financial statements and any changes to the underlying accounting principles and practices;

b) Review the appropriateness of estimates, judgments of choice and level of conservatism of accounting alternatives;

c) Review information technology, artificial intelligence and cybersecurity matters impacting controls and the integrity of financial data and public
disclosures;

d) Review annually with management, external and internal auditors the identification, assessment and resulting mitigation strategy for
financial risk, and the input of the integrated risk assessment into the
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annual audit planning cycle with subsequent quarterly updates by the Chief Financial Officer of any material changes with respect to
financial risk assessment;

e) Oversee the review by internal audit of the existence and effectiveness of CAE’s Enterprise Risk Management Policy framework;

f) Review annually the audited financial statements and actuarial valuation reports for the Supplementary Pension, Designated Executive
Pension Plan, Employee Pension Plan, CAE MAT Inc. Employees and any other material Canadian pension plans;

g) Review annually the audited financial statements for the U.S. 401(K) Retirement Savings Plans and other material U.S. pension plans of the
Company and its subsidiaries; and

h) Receive the summary of annual actuarial reports for defined benefit pension plans for information purposes given its financial nature.

3. ENGAGEMENT OF EXTERNAL AUDITORS

3.1 Recommend to the Board of Directors the appointment of the external independent auditors.

3.2 Review and approval of engagement letter. As part of this review the Committee reviews and recommends to the Board of Directors for its
approval the auditors’ fees for the annual audit. The Committee shall:

a) Oversee the Company’s auditors’ work in connection with the issuance of the annual audit report and quarterly review reports;

b) Approve the engagement of the external auditors for the audit, any audit-related services, advice with respect to taxation matters and other
permitted services and fees for such services. Determine the envelope for the auditors preapproved services, including as to the type of
work and dollars threshold. Approve on an ad hoc basis services outside the scope of the pre-approved services, if any;

c) Receipt of a written statement, at least annually, from the external auditors describing all relationships between the auditors and CAE that
may impact the objectivity and independence of the auditors;

d) Review annually with the Board of Directors the independence of the external auditors and either confirm to the Board of Directors that the
external auditors are independent, or recommend that the Board of Directors take appropriate action to satisfy itself of their independence;
and

e) Review periodically (at least every second year) and approve CAE’s hiring policies regarding partners, employees and former partners and
employees of the present and former external auditors of CAE.

4. REVIEW AND DISCUSSION WITH EXTERNAL AUDITORS

4.1 Review with the external auditors and management the annual external audit plans and agenda, including objectives, scope, risk assessments,
timing, materiality level and fee estimate.

4.2 Request and review an annual report prepared by the external auditors of recommendations to improve internal controls over financial reporting
and corresponding management responses.

4.3 Regarding the auditor’s internal quality-control procedures, review when applicable, material issues raised by the most recent internal quality-
control review of the auditors, or by any inquiry or investigation by governmental or professional authorities, within the preceding 5 years,
respecting one or more audits carried out by the auditors, and any steps taken to deal with any such issues.

4.4 Hold timely discussions with the external auditors regarding (i) critical accounting policies and practices, including future regulations and
accounting standards, (ii) alternative accounting treatments of financial information within generally accepted accounting principles related to
material items discussed with management, ramifications thereof and treatment preferred by the external auditor, and (iii) other material
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written communication between the external auditors and management, including the management letter and schedule of unadjusted
differences.

4.5 Meet to review and discuss with the external auditors the annual audited consolidated financial statements and quarterly consolidated financial
statements, including disclosures in management discussion and analysis.

4.6 Meet separately, quarterly, with the external auditors (including the engagement partner).

4.7 Make specific and direct inquiry of the external auditors’ work relating to:

a) Performance of management involved in the preparation of consolidated financial statements;

b) Any restrictions on the scope of audit work;

c) The level of cooperation received in the performance of the audit;

d) The effectiveness of the work of internal audit;

e) Any unresolved material differences of opinion or disputes between management and the external auditors;

f) Any transactions or activities which may be illegal or unethical; and

g) Independence of the external auditors, including the nature and fees of non-audit services performed by the external audit firm and its
affiliates.

4.8 Provide evaluation and regular feedback to the external auditors.

4.9 Conduct an annual performance assessment of the external auditors.

5. REVIEW AND DISCUSSION WITH INTERNAL AUDITORS

5.1 Review and approve the annual internal audit plan, including assessment of audit risk, planned activities, level and nature of reporting, audit
resources/organization and any significant changes during the year.

5.2 Review the annual internal audit department budget.

5.3 Periodically review the adequacy and effectiveness of the Company’s disclosure controls and procedures and the Company’s internal controls
over financial reporting, including any significant deficiencies and significant changes in internal controls.

5.4 Set and communicate to the Director of Internal Audit high expectations and hold him/her and the department accountable for meeting them.
Provide guidance on reported potential management lapses and evaluate the status and implementation of recommendations.

5.5 Meet separately, regularly, with the Director of Internal Audit.

5.6 Make specific and direct inquiry of the internal auditors’ work relating to:

a) Any significant recommendations to improve financial, operational and compliance internal controls and corresponding management
responses;

b) The level of independence of internal audit; and

c) Any material disagreement with management or scope or restrictions encountered in the course of the function’s work.
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5.7 Concurrent with the review of the annual Internal Audit Plan, discuss goals, evaluate the performance and review remuneration of the Director
of Internal Audit.

5.8 Oversee at least once every five years an external review of the internal audit function and annual internal quality self-assessment program of
the function.

6. REVIEW AND DISCUSSION WITH MANAGEMENT

6.1 Review and assess the adequacy and quality of organization, staffing and succession planning for accounting and financial responsibilities
(including internal audit).

6.2 Review analyses prepared by management setting forth significant financial reporting issues and judgements made in connection with the
preparation of the consolidated financial statements, including analyses of the effect of alternative GAAP methods on the consolidated financial
statements. Such revision should also include:

a) Review with management the effect of regulatory and accounting initiatives, as well as off-balance-sheet structures, on the consolidated
financial statements of the Company; and

b) Review and approve all related-party transactions and situations in which a related party has a material interest in a transaction involving
CAE. For greater certainty, “related parties” include (i) Directors and Officers of CAE, (ii) persons or organizations with whom a Director or
Officer of CAE has a potential conflict of interest, real or perceived, in accordance with CAE’s Conflicts of Interest Policy, and (iii) any person
who beneficially owns more than 10% of CAE’s common shares.

6.3 Discuss with management the annual audited consolidated financial statements and quarterly consolidated financial statements and the
independent auditor, including CAE’s disclosures under Management’s Discussion and Analysis of Financial Condition and Results of Operations
(MD&A).

6.4 Review quarterly with management the measurement of audit quality indicators and evaluate relevance of usefulness of established indicators.

6.5 Review, and have specific oversight responsibility for, CAE’s:

a) Enterprise risk management policy framework;

b) Risk management activities for M&A integration and program execution; and

c) Global insurance coverage (including the Director & Officer Plan).

6.6 Review at least annually with management:

a) Capital structure and treasury appropriateness and efficiency; and

b) Tax compliance.

6.7 Oversee the establishment and maintenance by management of a system of processes and controls to ensure the integrity, accuracy and
reliability of sustainability disclosures to be included in financial reporting.

7. REVIEW AND DISCUSSION WITH THE HUMAN RESOURCES COMMITTEE

7.1 On request, provide support to the Human Resources Committee of the Board (“HR Committee”) regarding management incentives and related
topics (including compensation and appropriate use of corporate assets).

7.2 Support the HR Committee in its assessment of the incentive structure and whether it contributes to increased fraud or other risks.
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8. REVIEW AND DISCUSSION WITH THE TECHNOLOGY COMMITTEE

8.1 Consult, as appropriate, with the Technology Committee of the Board regarding technology matters that may affect internal controls over
financial reporting or operations.

9. REVIEW OF PUBLIC DISCLOSURE DOCUMENTS

9.1 Review all material public documents relating to CAE’s financial performance, financial position or analyses thereon, including consolidated
financial statements, MD&A, and annual and interim earnings press releases, prior to their release.

9.2 Review and monitor practices and procedures adopted by the Company to assure compliance with applicable listing requirements, laws,
regulations and other rules, and where appropriate, make recommendations or reports to the Board of Directors.

9.3 Discuss CAE’s financial information and earnings guidance provided to analysts and rating agencies.

9.4 Review major issues regarding accounting principles and financial report presentations, including any significant changes in the accounting
principles to be observed in the preparation of the accounts of the Company and its subsidiaries, or in their application; major issues as to the
Company’s internal controls; and any special audit steps adopted in light of material control deficiencies.

9.5 Prepare/review reports of the Committee as may be required by any applicable securities regulatory authority to be included in the Company’s
management proxy circular, annual information form or any other disclosure documents.

9.6 Review and approve the procedures in the Company’s Disclosure Policy and annually verify that adequate procedures exist for the review of the
disclosure of financial information derived from consolidated financial statements.

10. LEGAL AND COMPLIANCE

10.1 Review, with the Company’s Chief Legal and Compliance Officer, and Corporate Secretary, legal and compliance matters that could have a
significant impact on the Company’s consolidated financial statements.

11. HANDLING OF COMPLAINTS

11.1 Maintain procedures for the receipt, retention and treatment of complaints received by the Company regarding accounting, internal accounting
controls or auditing matters, and the confidential, anonymous submission by employees regarding questionable accounting or auditing matters.

12. ANNUAL REVIEW

12.1 Review and assess the adequacy of its mandate annually, report to the Board of Directors thereon and recommend to the Board of Directors (for
approval) any proposed changes.

12.2 Perform an annual evaluation of the performance of the Committee and report to the Chair of the Governance Committee of the CAE Board of
Directors thereon.

13. ORIENTATION AND CONTINUING EDUCATION

13.1 Identify and participate where appropriate or necessary in continuing Committee education reading and/activities.

14. OTHER RESPONSIBILITIES

14.1 The Board may refer from time to time such matters relating to the financial affairs and risk management of the Company as the Board may
deem appropriate.
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15. MEETINGS

15.1 The Committee shall meet at such times as deemed necessary by the Board or the Committee and shall report regularly to the Board.

16. ENGAGEMENT OF PROFESSIONAL SERVICES

16.1 The Committee is authorized to engage independent counsel, and other advisors, as it determines necessary to carry out its duties. The
Company shall provide for appropriate funding, as determined by the Committee, for such services.

Last updated on August 13, 2025

46



CAE INC.
 
CONSOLIDATED FINANCIAL STATEMENTS
 

Management’s Report on Internal Control Over Financial Reporting 1
Report of Independent Registered Public Accounting Firm 2
Consolidated Financial Statements  
Consolidated income statement 4
Consolidated statement of comprehensive income 5
Consolidated statement of financial position 6
Consolidated statement of changes in equity 7
Consolidated statement of cash flows 8
Notes to the Consolidated Financial Statements
Note 1 - Nature of operations and summary of material accounting policies 9
Note 2 - Business combinations 24
Note 3 - Operating segments and geographic information 25
Note 4 - Other (gains) and losses 27
Note 5 - Restructuring, integration and acquisition costs 27
Note 6 - Gain on remeasurement of previously held equity interest 27
Note 7 - Finance expense - net 28
Note 8 - Income taxes 28
Note 9 - Share capital and earnings per share 30
Note 10 - Accounts receivable 31
Note 11 - Balance from contracts with customers 31
Note 12 - Inventories 31
Note 13 - Property, plant and equipment 32
Note 14 - Intangible assets 32
Note 15 - Leases 34
Note 16 - Investment in equity accounted investees 35
Note 17 - Other non-current assets 36
Note 18 - Accounts payable and accrued liabilities 36
Note 19 - Provisions 36
Note 20 - Debt facilities 36
Note 21 - Employee benefits obligations 38
Note 22 - Other non-current liabilities 41
Note 23 - Supplementary cash flows information 41
Note 24 - Accumulated other comprehensive income 42
Note 25 - Share-based payments 42
Note 26 - Employee compensation 45
Note 27 - Government participation 45
Note 28 - Contingencies and commitments 46
Note 29 - Fair value of financial instruments 47
Note 30 - Capital risk management 48
Note 31 - Financial risk management 49
Note 32 - Compensation of key management personnel 54



Management’s Report on Internal Control Over Financial Reporting
 
The management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting. The Company’s internal control over financial reporting
is a process designed, under the supervision of and with the participation of the President and Chief Executive Officer and the Chief Financial Officer, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of the Company’s consolidated financial statements for external reporting purposes in accordance with IFRS Accounting
Standards (IFRS), as issued by the International Accounting Standards Board (IASB).

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of any evaluation of effectiveness to future periods are
subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.
Management has assessed the effectiveness of the Company’s internal control over financial reporting as of March 31, 2026 using the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission in Internal Control – Integrated Framework (2013). Based on this assessment, management has determined that the Company’s internal
control over financial reporting was effective as of March 31, 2026.

The effectiveness of the Company’s internal control over financial reporting as of March 31, 2026 has been audited by PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report included herein.

    
/s/ Matthew Bromberg                                      /s/ Ryan McLeod
President and Chief Executive Officer                Chief Financial Officer
  
May 21, 2026
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of CAE Inc.

Opinions on the Financial Statements and Internal Control over Financial Reporting
We have audited the accompanying consolidated statements of financial position of CAE Inc. and its subsidiaries (the Company) as of March 31, 2026 and 2025, and the related
consolidated statements of income, of comprehensive income, of changes in equity and of cash flows for the years then ended, including the related notes (collectively referred to as the
consolidated financial statements). We also have audited the Company’s internal control over financial reporting as of March 31, 2026, based on criteria established in Internal Control –
Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Company as of March 31, 2026 and 2025, and its
financial performance and its cash flows for the years then ended in conformity with IFRS Accounting Standards as issued by the International Accounting Standards Board. Also in our
opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of March 31, 2026, based on criteria established in Internal Control –
Integrated Framework (2013) issued by the COSO.

Basis for Opinions
The Company’s 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
opinions on the Company’s consolidated financial statements and on the Company’s internal control over financial reporting based on our audits. We are a public accounting firm
registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be independent with respect to the Company in accordance with the U.S.
federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement, whether due to error or fraud, and whether effective internal control over financial reporting was maintained in all
material respects.

Our audits of the consolidated financial statements included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether due to
error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the
consolidated financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements. 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.

Definition and Limitations of Internal Control over Financial Reporting
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.

2 | CAE Financial Report 2026



Critical Audit Matters
The critical audit matter communicated below is a matter arising from the current period audit of the consolidated financial statements that was communicated or required to be
communicated to the audit committee and that (i) relates to accounts or disclosures that are material to the consolidated financial statements and (ii) involved our especially challenging,
subjective, or complex judgments. The communication of critical audit matters does not alter in any way our opinion on the consolidated financial statements, taken as a whole, and we
are not, by communicating the critical audit matter below, providing a separate opinion on the critical audit matter or on the accounts or disclosures to which it relates.

Revenue recognition – Estimated costs to complete certain contracts
As described in Note 1 to the consolidated financial statements, the Company recognizes revenue from contracts with customers for the design, engineering, and manufacturing of
training devices over time using the cost input method when management determines that these devices have a sufficient level of customization such that they have no alternative use and
the Company has enforceable rights to payment for work completed to date. For the year ended March 31, 2026, a portion of total consolidated revenue of $4.9 billion related to revenue
recognized from contracts with customers over time using the cost input method. For contracts where revenue is recognized over time using the cost input method, management applies
judgment in estimating the total costs to complete the contract. The determination of the total costs to complete a contract is based on estimates that can be affected by several factors,
including program management and execution difficulties, technological challenges, cost of materials, supply chain disruptions, inflationary pressures, availability of labour and problems
with suppliers or subcontractors. The impact of any revisions in cost and revenue estimates is reflected in the period in which the need for a revision becomes known.

The principal considerations for our determination that performing procedures relating to revenue recognition for estimated costs to complete certain contracts is a critical audit matter are
that there was judgment applied by management in estimating the total costs to complete the contracts. This in turn led to a high degree of auditor judgment, subjectivity and effort in
performing procedures and evaluating audit evidence related to the total costs to complete the contracts estimated by management.

Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our overall opinion on the consolidated financial statements. These
procedures included testing the effectiveness of controls relating to the revenue recognition process including controls over the estimation of the total costs to complete the contracts.
These procedures also included, among others, testing management’s process for estimating the total costs to complete the contracts for a sample of contracts, which included testing the
completeness, accuracy and relevance of the data used in the estimate of the work performed to date as a proportion of the total work to be performed; and evaluating the reasonableness
of total costs to complete the contracts by considering the factors identified by management as impacting those costs. Evaluating the reasonableness of total costs to complete the
contracts involved assessing, on a sample basis, management’s ability to reasonably estimate total costs to complete the contracts by comparing changes in estimated costs with the
prior year estimate or estimated costs to complete the contracts for new contracts; performing a lookback analysis to assess variances between actual and estimated costs for completed
contracts; and performing procedures to evaluate the timely identification of factors which may warrant a modification to a previous cost estimate.

/s/PricewaterhouseCoopers LLP

Montréal, Canada
May 21, 2026

We have served as the Company’s auditor since 1991.
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Consolidated Financial Statements

Consolidated Income Statement
Years ended March 31  
(amounts in millions of Canadian dollars, except per share amounts) Notes 2026 2025
Revenue 3 $ 4,914.0 $ 4,707.9 
Cost of sales  3,523.2 3,407.8 
Gross profit  $ 1,390.8 $ 1,300.1 
Research and development expenses  144.0 123.2 
Selling, general and administrative expenses  624.3 565.4 
Other (gains) and losses 4 8.5 (13.3)
Share of after-tax profit of equity accounted investees 3 (82.7) (88.3)
Restructuring, integration and acquisition costs 5 84.4 56.5 
Gain on remeasurement of previously held equity interest 6 — (72.6)
Operating income $ 612.3 $ 729.2 
Finance expense – net 7 212.1 215.5 
Earnings before income taxes $ 400.2 $ 513.7 
Income tax expense 8 77.5 98.7 
Net income $ 322.7 $ 415.0 
Attributable to:   
Equity holders of the Company $ 313.1 $ 405.3 
Non-controlling interests 9.6 9.7 
Earnings per share attributable to equity holders of the Company   
Basic 9 $ 0.98 $ 1.27 
Diluted 9 0.97 1.27 

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

Consolidated Statement of Comprehensive Income
Years ended March 31  
(amounts in millions of Canadian dollars) Notes 2026 2025
Net income  $ 322.7 $ 415.0 
Items that may be reclassified to net income

Foreign currency exchange differences on translation of foreign operations $ (105.7) $ 381.9 
Net gain (loss) on hedges of net investment in foreign operations 61.5 (125.2)
Reclassification to income of gains on foreign currency exchange differences (5.1) (10.1)
Net gain (loss) on cash flow hedges 6.1 (41.4)
Reclassification to income of losses on cash flow hedges 8.1 20.6 
Income taxes 8 (0.4) 5.9 
 $ (35.5) $ 231.7 

Items that will never be reclassified to net income
Remeasurement of defined benefit pension plan obligations 21 $ 79.3 $ (54.3)
Income taxes 8 (21.0) 14.4 

$ 58.3 $ (39.9)
Other comprehensive income $ 22.8 $ 191.8 
Total comprehensive income $ 345.5 $ 606.8 
Attributable to:
Equity holders of the Company $ 336.8 $ 593.2 
Non-controlling interests 8.7 13.6 

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

As at March 31
(amounts in millions of Canadian dollars)

Notes 2026 2025
Assets   
Cash and cash equivalents  $ 552.4 $ 293.7 
Accounts receivable 10 624.3 612.0 
Contract assets 11 485.3 482.2 
Inventories 12 454.8 595.0 
Prepayments  77.2 78.2 
Income taxes recoverable and tax credits recoverable  61.5 59.0 
Derivative financial assets 9.7 23.5 
Total current assets  $ 2,265.2 $ 2,143.6 
Property, plant and equipment 13 2,993.0 2,989.5 
Right-of-use assets 15 743.4 788.0 
Intangible assets 14 3,692.2 3,871.0 
Investment in equity accounted investees 16 572.7 559.1 
Employee benefits assets 21 44.5 11.6 
Deferred tax assets 8 147.6 191.8 
Derivative financial assets 0.6 1.4 
Other non-current assets 17 688.6 657.8 
Total assets  $ 11,147.8 $ 11,213.8 

Liabilities and equity    
Accounts payable and accrued liabilities 18 $ 935.1 $ 1,190.8 
Provisions 19 42.8 34.5 
Income taxes payable 20.0 18.4 
Contract liabilities 11 1,086.9 1,001.6 
Current portion of long-term debt 20 252.0 399.0 
Derivative financial liabilities 24.5 42.2 
Total current liabilities  $ 2,361.3 $ 2,686.5 
Provisions 19 11.2 14.3 
Long-term debt 20 2,982.2 3,071.4 
Employee benefits obligations 21 106.1 134.1 
Deferred tax liabilities 8 38.3 40.7 
Derivative financial liabilities 14.6 22.4 
Other non-current liabilities 22 246.0 268.4 
Total liabilities  $ 5,759.7 $ 6,237.8 
Equity    
Share capital 9 $ 2,382.2 $ 2,327.1 
Contributed surplus  96.8 69.8 
Accumulated other comprehensive income 24 347.2 381.8 
Retained earnings  2,478.6 2,112.8 
Equity attributable to equity holders of the Company  $ 5,304.8 $ 4,891.5 
Non-controlling interests  83.3 84.5 
Total equity  $ 5,388.1 $ 4,976.0 
Total liabilities and equity  $ 11,147.8 $ 11,213.8 

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  

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 earnings Total interests equity
Balances as at March 31, 2024 318,312,233 $ 2,252.9 $ 55.4 $ 154.0 $ 1,762.6 $ 4,224.9 $ 77.7 $ 4,302.6 
Net income  — $ — $ — $ — $ 405.3 $ 405.3 $ 9.7 $ 415.0 
Other comprehensive income (loss)  — — — 227.8 (39.9) 187.9 3.9 191.8 
Total comprehensive income  — $ — $ — $ 227.8 $ 365.4 $ 593.2 $ 13.6 $ 606.8 
Exercise of stock options 25 2,763,675 79.0 (11.9) — — 67.1 — 67.1 
Settlement of equity-settled awards 25 45,430 1.3 (1.3) — — — — — 
Repurchase and cancellation of common shares 9 (856,230) (6.1) — — (15.2) (21.3) — (21.3)
Equity-settled share-based payments expense,
after tax 25 — — 27.6 — — 27.6 — 27.6 
Transactions with non-controlling interests — — — — — — (6.8) (6.8)
Balances as at March 31, 2025 320,265,108 $ 2,327.1 $ 69.8 $ 381.8 $ 2,112.8 $ 4,891.5 $ 84.5 $ 4,976.0 
Net income — $ — $ — $ — $ 313.1 $ 313.1 $ 9.6 $ 322.7 
Other comprehensive (loss) income  — — — (34.6) 58.3 23.7 (0.9) 22.8 
Total comprehensive (loss) income  — $ — $ — $ (34.6) $ 371.4 $ 336.8 $ 8.7 $ 345.5 
Exercise of stock options 25 1,657,429 56.4 (10.1) — — 46.3 — 46.3 
Settlement of equity-settled awards 25 2,950 0.1 (0.1) — — — — — 
Repurchase and cancellation of common shares 9 (191,100) (1.4) — — (5.6) (7.0) — (7.0)
Equity-settled share-based payments expense,
after tax 25 — — 37.2 — — 37.2 — 37.2 
Transactions with non-controlling interests  — — — — — — (9.9) (9.9)
Balances as at March 31, 2026 321,734,387 $ 2,382.2 $ 96.8 $ 347.2 $ 2,478.6 $ 5,304.8 $ 83.3 $ 5,388.1 

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    

(amounts in millions of Canadian dollars) Notes 2026 2025
Operating activities    
Net income  $ 322.7 $ 415.0 
Adjustments for:    

Depreciation and amortization 3 460.1 414.7 
Impairment of non-financial assets – net 58.8 7.1 
Share of after-tax profit of equity accounted investees  (82.7) (88.3)
Deferred income taxes 21.9 44.9 
Investment tax credits (7.7) (10.1)
Equity-settled share-based payments expense 36.7 25.2 
Defined benefit pension plans 18.1 34.6 
Derivative financial assets and liabilities – net  13.8 (39.8)
Gain on remeasurement of previously held equity interest 6 — (72.6)
Other  (12.1) (31.3)

Changes in non-cash working capital 23 (37.7) 197.1 
Net cash provided by operating activities  $ 791.9 $ 896.5 
Investing activities    
Business combinations, net of cash acquired 2 $ — $ (308.0)
Property, plant and equipment expenditures 13 (287.8) (356.2)
Proceeds from disposal of property, plant and equipment  5.4 19.4 
Intangible assets expenditures 14 (73.7) (87.9)
Net payments to equity accounted investees (31.6) (19.0)
Dividends received from equity accounted investees  79.6 28.7 
Other  (11.2) (9.3)
Net cash used in investing activities  $ (319.3) $ (732.3)
Financing activities    
Net repayment of borrowing under revolving credit facilities 20 $ — $ (45.0)
Proceeds from long-term debt 20 89.5 331.5 
Repayment of long-term debt 20 (278.9) (321.3)
Repayment of lease liabilities 20 (61.1) (59.9)
Net proceeds from the issuance of common shares 9 46.3 67.1 
Repurchase and cancellation of common shares 9 (7.0) (21.3)
Other  (1.5) (0.9)
Net cash used in financing activities  $ (212.7) $ (49.8)
Effect of foreign currency exchange differences on cash and cash equivalents  $ (1.2) $ 19.2 
Net increase in cash and cash equivalents  $ 258.7 $ 133.6 
Cash and cash equivalents, beginning of year  293.7 160.1 
Cash and cash equivalents, end of year  $ 552.4 $ 293.7 

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Notes to the Consolidated Financial Statements
(Unless otherwise stated, all tabular amounts are in millions of Canadian dollars)
 
The consolidated financial statements were authorized for issue by the board of directors on May 21, 2026.
 
NOTE 1 – NATURE OF OPERATIONS AND SUMMARY OF MATERIAL ACCOUNTING POLICIES
 
Nature of operations
CAE exists to make the world safer. CAE delivers cutting-edge training, simulation, and critical operations solutions to prepare aviation professionals and defence forces for the moments
that matter.

CAE Inc. and its subsidiaries’ (CAE or the Company) operations are managed through two segments:
 
(i) Civil Aviation – Provides comprehensive training solutions for flight, cabin, maintenance, ground personnel and air traffic controllers in commercial, business and helicopter aviation, a

complete range of flight simulation training devices, ab initio pilot training and crew sourcing services, as well as airline operations digital solutions;
(ii) Defense and Security – A global training and simulation provider delivering scalable, platform-independent solutions that enable and enhance force readiness and security.
 
CAE Inc. is incorporated and domiciled in Canada with its registered and main office located at 8585 Côte-de-Liesse, Saint-Laurent, Québec, Canada, H4T 1G6. CAE common shares
are traded on the Toronto Stock Exchange (TSX) and on the New York Stock Exchange (NYSE).
 
Basis of preparation
The material 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 I of the CPA Canada Handbook – Accounting and IFRS Accounting Standards (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, financial instruments at fair value through other comprehensive income (OCI) and liabilities for cash-settled
share-based arrangements.

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 right to, variable returns from its involvement with the entity
and has the ability to affect those returns through 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. All intercompany accounts and transactions have been eliminated.

As at March 31, 2026, the Company's principal subsidiaries, including all subsidiaries representing individually more than 5% of total consolidated assets and 5% of consolidated revenue,
are as follows:

 % equity
Subsidiary Country of incorporation interest
CAE USA Inc. United States 100 %
CAE SimuFlite Inc. United States 100 %

 
Joint arrangements
Joint arrangements are arrangements 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.
 
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 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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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.

As at March 31, 2026, the Company does not have any investment in equity accounted investees representing individually more than 5% of total consolidated assets.

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 income. 
 
Contingent consideration classified as a liability is measured at fair value, with subsequent changes recognized in income. If the contingent consideration is classified as equity, it is not
remeasured and its subsequent settlement is recorded 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
Recognition, classification and measurement
A financial instrument is any contract that gives rise to a financial asset in one entity and a financial liability or equity instrument in another entity. Financial assets and financial liabilities,
including derivatives, are recognized in 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.

Financial instruments are subsequently measured based on their classification, which are:
– Financial instruments measured at amortized cost;
– Financial instruments measured at fair value through profit or loss (FVTPL);
– Financial instruments measured at fair value through other comprehensive income (FVOCI).
 
Financial assets
A financial asset is measured at amortized cost if it meets both of the following conditions:
–     The asset is held within a business model whose objective is to hold assets to collect contractual cash flows; and
–  The contractual terms of the financial asset give rise, on specific dates, to cash flows that are solely payments of principal and interest (SPPI) on the principal amount outstanding.
 
Financial assets at amortized cost are subsequently measured using the effective interest rate (EIR) method and are subject to impairment. Gains and losses are recognized in income
when the asset is derecognized, modified or impaired. The Company’s financial assets at amortized cost include accounts receivable and advances to a portfolio investment.

Financial assets at FVTPL include financial assets held for trading, financial assets designated upon initial recognition at fair value through profit or loss, and financial assets mandatorily
required to be measured at fair value. Financial assets are classified as held for trading if they are acquired for the purpose of selling or repurchasing in the near term. Derivatives,
including separated embedded derivatives, are also classified as held for trading unless they are designated as effective hedging instruments. Financial assets with cash flows that are
not SPPI are classified and measured at FVTPL, irrespective of the business model. Financial assets at FVTPL are carried in the statement of financial position at fair value with net
changes in fair value recognized in the income statement. The Company’s financial assets at FVTPL include cash and cash equivalents, and derivative instruments not designated as
hedging instruments in a hedge relationship.
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Financial assets at FVOCI are equity investments the Company has irrevocably elected to classify at FVOCI. This classification is determined on an instrument-by-instrument basis. Gains
and losses on these financial assets are never transferred to income. Dividends are recognized in the income statement when the right of payment has been established, except when the
Company benefits from such proceeds as a recovery of part of the cost of the financial asset, in which case, such gains are recorded in OCI.

Financial assets are not reclassified subsequent to their initial recognition, unless the Company changes its business model for managing a specific financial asset.

Financial liabilities
Financial liabilities at FVTPL include financial liabilities held for trading and financial liabilities designated upon initial recognition at FVTPL. Financial liabilities are classified as held for
trading if they are incurred for the purpose of repurchasing in the near term. This category also includes derivative financial instruments that are not designated as hedging instruments in
a hedge relationship. Separated embedded derivatives are also classified as held for trading unless they are designated as effective hedging instruments.

Financial liabilities at FVTPL are carried in the statement of financial position at fair value with net changes in fair value recognized in the income statement. The Company’s financial
liabilities measured at FVTPL include contingent liabilities arising on business combinations and also derivative instruments not designated as hedging instruments in a hedge
relationship.

Financial liabilities at amortized cost are subsequently measured using the EIR method. Gains and losses are recognized in income when the liabilities are derecognized as well as
through the EIR amortization process. The Company’s financial liabilities at amortized cost include accounts payables, accrued liabilities, long-term debt, including interest payable, and
royalty obligations.
 
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 and FVOCI) are included in the fair
value initially recognized for those financial instruments. These costs are amortized to income using the EIR 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 an unconditional and 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.
 
Hedge accounting
The Company uses derivative financial instruments, such as forward currency contracts, cross currency swaps and interest rate swaps to hedge its foreign currency risks and interest rate
risks, respectively. A hedging relationship qualifies for hedge accounting when it meets all of the following effectiveness requirements:
– There is ‘an economic relationship’ between the hedged item and the hedging instrument;
– The effect of credit risk does not ‘dominate the value changes’ that result from that economic relationship;
– The hedge ratio of the hedging relationship is the same as that resulting from the quantities of:

– The hedged item that the Company actually hedges; and
– The hedging instrument that the Company actually uses to hedge that quantity of hedged item.

For the purpose of hedge accounting, hedges are classified as:
– Cash flow hedges when hedging the exposure to variability in cash flows that is either attributable to a particular risk associated with a recognized asset or liability or a highly

probable forecast transaction or the foreign currency risk in an unrecognized firm commitment;
– Hedges of a net investment in a foreign operation;
– Fair value hedges when hedging the exposure to changes in the fair value of a recognized asset or liability or an unrecognized firm commitment.

Documentation
At the inception of a hedge relationship, 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.

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 items, 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 items are derecognized or amortized.

CAE Financial Report 2026 | 11



Notes to the Consolidated Financial Statements

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 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 in income immediately.

Hedge of net investments in foreign operations
The Company has designated certain long-term debts, fixed to fixed cross currency principal and interest rate swap agreements and forward currency contracts as a hedging item of the
Company’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 is derecognized when:
– The rights to receive cash flows from the asset have expired; or
– 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.

The Company is involved in a program in which it sells interests in certain of its accounts receivable. The Company continues to act as a collection agent. Under the program, the
Company transfers some significant risks and rewards of the accounts receivable it sells and retains others. The accounts receivable are derecognized up to an amount corresponding to
the extent of the Company's continuing involvement, which represents its maximum retained exposure.

Impairment of financial assets
The Company uses the expected credit loss (ECL) model for calculating impairment of financial assets and recognizes expected credit losses as loss allowances for assets measured at
amortized cost. ECLs are based on the difference between the contractual cash flows due in accordance with the contract and all the cash flows that the Company expects to receive,
discounted at the original or credit adjusted effective interest rate. ECLs are recognized in two stages. For credit exposures for which there has not been a significant increase in credit
risk since initial recognition, ECLs are provided for credit losses that result from default events that are possible within the next 12-months (a 12-month ECL). For those credit exposures
for which there has been a significant increase in credit risk since initial recognition, a loss allowance is required for credit losses expected over the remaining life of the exposure,
irrespective of the timing of the default (a lifetime ECL).

For trade receivables and contract assets, the Company applies the simplified approach permitted by IFRS 9 - Financial Instruments, which requires expected lifetime losses to be
recognized from initial recognition of the assets.

Financial liabilities
A financial liability is derecognized when the obligation under the liability is discharged, cancelled or expired.
 
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
the income statement.
 
Foreign currency translation
Foreign operations
CAE Inc.’s consolidated financial statements are presented in Canadian dollars, which is also the parent company’s functional currency. The functional currency of each of the Company’s
subsidiaries is the currency of the primary economic environment in which they operate. Determination of the functional currency may involve certain judgements to determine the primary
economic environment in which the subsidiary operates. 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. The resulting translation
adjustments are included in OCI.
 
When CAE Inc. and its subsidiaries have a long-term intercompany balance receivable from or payable to a foreign operation for which settlement is not planned in the foreseeable future,
such item is considered, in substance, a part of the Company’s net investment in that foreign operation. Gains or losses arising from the translation of those intercompany balances
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.
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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 credit loss allowances, 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.
 
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 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 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.

Land is not depreciated. The estimated useful lives, residual values and depreciation methods are as follows: 

 Method Depreciation rate / period
Buildings and improvements Declining balance/Straight-line 2.5% to 10% / 3 to 40 years
Simulators Straight-line (10% residual) Not exceeding 25 years
Machinery and equipment Declining balance/Straight-line 20% to 35% / 2 to 15 years
Aircraft Straight-line (residual not exceeding 15%) Not exceeding 25 years
Aircraft engines Based on utilization Not exceeding 3500 hours

As at March 31, 2026, the average remaining depreciation period for full-flight simulators is 11.0 years (2025 – 11.1 years).    

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

Leases
At inception of a contract, the Company assesses whether a contract is, or contains, a lease. A contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a period of time in exchange for consideration.

The Company as a lessee
The Company recognizes a right-of-use asset and liability at the lease commencement date. The right-of-use asset is initially measured at cost, which comprises the initial amount of the
lease liability adjusted for any lease payments made at or before the commencement date, plus any initial direct costs incurred and an estimate of costs to dismantle and remove the
underlying asset or to restore the underlying asset or the site on which it is located, less any lease incentives received.
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The right-of-use asset is subsequently depreciated from the commencement date to the earlier of the end of the useful life of the right-of-use asset or the end of the lease term. If it is
reasonably certain that the Company will obtain ownership by the end of the lease term through a purchase option, the leased asset is depreciated over its useful life. The depreciation
periods, residual values (only applicable when it is reasonably certain that the Company will obtain ownership by the end of the lease term) and depreciation methods are as follows:

 Method Depreciation period
Buildings and land Straight-line  Not exceeding 50 years
Simulators Straight-line (10% residual) Not exceeding 25 years
Machinery and equipment Straight-line Not exceeding 7 years
Aircraft Straight-line (residual not exceeding 15%) Not exceeding 25 years
Aircraft engines Based on utilization Not exceeding 3500 hours

In addition, the right-of-use asset is reduced by impairment losses, if any, and adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments at the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot
be readily determined, the lessee’s incremental borrowing rate. Lease payments comprise of fixed payments, including in-substance fixed payments, variable lease payments that depend
on an index or a rate, amounts expected to be payable under a residual value guarantee, the exercise price under a purchase option that the Company is reasonably certain to exercise,
lease payments in an optional renewal period that the Company is reasonably certain to exercise and penalties for early termination of a lease if the Company is reasonably certain to
terminate.

The lease liability is subsequently measured at amortized cost using the effective interest method and is remeasured when there is a change in future lease payments arising from a
change in an index or rate, the estimate of the amount expected to be payable under a residual value guarantee or the Company’s assessment of whether it will exercise a purchase,
renewal or termination option. When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount of the right-of-use asset or is recorded in
profit or loss if the carrying amount of the right-of-use asset has been reduced to zero.

Lease modifications
A lease modification is a change in the scope of a lease, or the consideration for a lease, that was not part of its original terms and conditions. A lease modification is accounted for as a
separate lease if the modification increases the scope of the lease by adding the right to use one or more underlying assets and the consideration for the lease increases by an amount
commensurate with the stand-alone price that reflects the circumstances of the contract. Any other modification is not accounted for as a separate lease.

For a lease modification resulting in a decrease in the scope of the lease, the lease liability is remeasured, using a revised discount rate, to reflect the modified lease payments and the
carrying amount of the right-of-use asset is reduced to reflect the partial or full termination of the lease. The difference between the reduction in the lease liability and the reduction in the
corresponding right-of-use asset’s carrying value is recognized in profit or loss.

For all other lease modifications, the lease liability is remeasured, using a revised discount rate, to reflect the modified lease payments, with a corresponding adjustment to the right-of-use
asset.

Short-term leases and leases of low-value assets
The Company recognizes the payments associated with short-term leases and leases of low-value assets as an expense on a straight-line basis over the lease term.

Sale and leaseback transaction
In a sale and leaseback transaction, the transfer of an asset is recognized as a sale when the customer has obtained control of the underlying asset which is aligned with the Company’s
revenue recognition policy, otherwise the Company continues to recognize the transferred asset on the balance sheet and record a financial liability equal to the proceeds transferred.
When the transfer of an asset satisfies the Company’s revenue recognition policy to be accounted for as revenue, a partial recognition of the profit from the sale is recorded immediately
after the sale, which is equivalent to the proportion of the asset not retained by the Company through the lease. The proportion of the asset retained by the Company through the lease is
recognized as a right-of-use asset and the lease liability is measured as the present value of future lease payments.

The Company as a lessor
The Company determines, at lease commencement, whether each lease is a finance or an operating lease. 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.

With regards to finance leases, the asset is derecognized at the commencement of the lease. The net present value of the minimum lease payments and any discounted unguaranteed
residual values of leased assets are presented as investment in finance leases. Finance income is recognized over the term of the lease based on the effective interest method. Revenue
from operating leases is recognized on a straight-line basis over the term of the corresponding lease.
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When the Company subleases one of its leases, it accounts for its interests in the head lease and the sub-lease separately. It assesses the lease classification of a sub-lease with
reference to the right-of-use asset arising from the head lease, not with reference to the underlying asset.

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 previously 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 allocated 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 as intended by management and is included in research and development expenses.
 
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.

Configuration or customization costs in a cloud computing arrangement are also included when they meet the specific capitalization criteria.
 
Amortization
Amortization is calculated using the straight-line method for all intangible assets over their estimated useful lives as follows:

 Amortization period
Capitalized development costs 3 to 10 years
Customer relationships 3 to 20 years
Licenses 3 to 20 years
Technology, software and ERP 3 to 12 years
Other intangible assets 2 to 40 years

As at March 31, 2026, the average remaining amortization period for the capitalized development costs is 5.5 years (2025 ‑ 6.7 years), customer relationships is 12.9 years (2025 – 13.7
years), licenses is 12.2 years (2025 – 13.2 years), and technology, software and ERP is 5.9 years (2025 – 6.7 years). 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 cases, 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 the other assets 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 use as intended by management. 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 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 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.

Estimated contract losses
Provisions for estimated contract losses are recognized as an onerous contract provision in the period in which it is determined that the unavoidable costs of meeting the obligations
under the contract exceed the economic benefits expected to be received under it. The unavoidable costs under a contract reflect the least net cost of exiting from the contract, which is
the lower of the cost of fulfilling it and any compensation or penalties arising from failure to fulfil it.

Restoration and simulator removal
In certain situations, simulators are installed at locations that are not owned by the Company. In some of these cases, the Company has an obligation to dismantle and remove the
simulators from these sites and to restore the location to its original condition. A provision is recognized for the present value of estimated costs to be incurred to dismantle and remove
the simulators from these sites and restore the location. The provision also includes amounts relating to leased land and buildings where restoration costs are contractually required at the
end of the lease. Where such costs arise as a result of capital expenditure, these restoration costs are also capitalized.
 
Restructuring
Restructuring costs consist mainly of severances and other related costs.

Legal claims
The amount represents a provision for certain legal claims brought against the Company. The corresponding charge is recognized in income. Management’s best estimate is that the
outcome of these legal claims will not give rise to any significant loss beyond the amounts provided at March 31, 2026.
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Warranties
A provision is recognized for expected warranty claims on products sold based on historical experience of the level of repairs and returns. It is expected that most of these costs will be
incurred in a period ranging from 1 to 3 years. Assumptions used to calculate the provision for warranties were based on current sales levels and current information available about
returns based on the warranty period of products sold.

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
prepayment 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 stock options are shown in equity as a deduction, net of tax, from the
proceeds.
 
When share capital recognized as equity is repurchased, the amount of the consideration paid, which includes directly attributable costs, net of tax, is recognized as a deduction from
equity.
 
Revenue recognition
The Company recognizes revenue when it transfers the control of the promised goods or services to the customer. The transaction price is the amount of consideration to which the
Company is expected to be entitled to in exchange for transferring promised goods or services. Variable consideration is included in the transaction price when it is highly probable that
there will be no significant reversal of revenue in the future. Variable consideration is usually derived from sales incentives, in the form of discounts or volume rebates, and penalties. The
Company identifies the various performance obligations of the contract and allocates the transaction price based on the estimated relative stand-alone selling prices of the promised goods
or services underlying each performance obligation.

The Company’s performance obligations are satisfied over time or at a point in time depending on the transfer of control to the customer.

Sales of goods and services
Customized training devices
Revenue from contracts with customers for the design, engineering, and manufacturing of training devices are recognized over time using the cost input method when the Company
determines that these devices have a sufficient level of customization such that they have no alternative use and the Company has enforceable rights to payment for work completed to
date. The measure of progress toward complete satisfaction of the performance obligation is generally determined by comparing the actual direct costs incurred to date to the total
estimated direct costs for the entire contract. When the Company determines that there is an alternative use for these devices, revenue is recognized at a point in time, when the
customer obtains control of the device.

Standardized training devices
Revenue from contracts with customers for the manufacturing of standardized training devices is recognized at a point in time, when the customer obtains control of the device.

Training services
Revenue from the sale of training hours or training courses are recognized at a point in time, when services are rendered. For flight schools, cadet training courses are offered mainly by
way of ground school and live aircraft flight. For both phases, revenue is recognized over time, using the time elapsed input method.

Product maintenance, support and updates
Revenue from the sale of product maintenance services and post-delivery customer support are recognized over time, using the time elapsed output method or costs incurred method.
Revenue from update services, to enhance a training device currently owned by a customer, are recognized over time, using the cost input method. 
 
Spare parts
Revenue from the sale of spare parts is recognized at a point in time, which is generally on delivery to the customer.
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Software arrangements 
Revenue from software arrangements that provide the Company’s customers with the right to use the software without any significant development or integration work is recognized at a
point in time, on delivery or, in case of a renewed arrangement, at the renewal date. Revenue from fixed-price software arrangements and software customization contracts that require
significant production, modification, or customization of software is recognized over time using the cost input method. Revenue from Software as a service (SaaS) arrangements provide
the Company's customers with the right to access a cloud-based environment that the Company provides and manages, the right to receive support and to use the software, however the
customer does not have the right to control the software. Revenue from SaaS arrangements is recognized over time, using the time elapsed output method.

Other
Significant financing component
The Company accounts for a significant financing component on contracts of more than 12 months where timing of cash receipts and revenue recognition differ substantially. The
transaction price for such contracts is adjusted for the time value of money, using the rate that would be reflected in a separate financing transaction between the Company and its
customers at contract inception, to take into consideration the significant financing component.
 
Non-monetary transactions
The Company may also enter into sales arrangements where little or no monetary consideration is involved. The non-monetary transactions are measured at the most reliable measure of
the fair value of the asset or service given up or fair value of the asset or service received.

Contract modifications
Contract modifications, which consist of an increase in the scope or price of a contract, are accounted for as a separate contract when the additional goods or services to be delivered are
distinct from those delivered prior to the contract modification and when the price increases by an amount of consideration that reflects its stand-alone selling price. Contract modifications
are treated prospectively when the additional goods or services are distinct, but the price increase does not reflect the stand-alone selling price. When the remaining goods or services are
not distinct, the Company recognizes an adjustment to revenue of the initial contract on a cumulative catch-up basis at the date of the contract modification.

Costs to obtain and to fulfill a contract
The Company recognizes incremental costs of obtaining a contract as an asset when they are expected to be recovered over a period of more than one year. The Company recognizes
costs directly related to fulfilling a contract with a customer as an asset when they generate or enhance resources that will be used to satisfy the performance obligation in the future, and
they are expected to be recovered. These assets are amortized on a systematic basis that is consistent with the Company’s transfer of the related goods or services to the customer.

Right to invoice
If the Company has the right to invoice a customer in an amount that directly corresponds with the value of the Company’s performance to date, then revenue can be recognized at the
invoice amount.

Contract balances
The timing of revenue recognition, billing and cash collections results in accounts receivable, contract assets and contract liabilities on the consolidated financial position.

Contract assets are recognized when revenue is recognized in excess of billings or when the Company has a right to consideration and that right is conditional to something other than the
passage of time. Contract assets are subsequently transferred to accounts receivable when the right to payment becomes unconditional. Contract liabilities are recognized when
payments received from customers are in excess of revenue recognized. Contract liabilities are subsequently recognized in revenue when the Company satisfies its performance
obligations.

Contract assets and contract liabilities are reported in a net position on a contract-by-contract basis at the end of each reporting period and are classified as current based on the
Company's normal operating cycle.

Employee benefits
Defined benefit pension plans
The Company maintains defined benefit pension plans that provide benefits based on length of service and final average earnings.
 
The defined benefit asset or liability comprises the present value of the defined benefit obligation at the reporting date less the fair value of plan assets out of which the obligations are to
be settled. The defined benefit obligations are actuarially determined for each plan using the projected unit credit method. The present value of the defined benefit obligation is determined
by discounting the estimated future cash flows using the interest rate of high-quality corporate bonds that are denominated in the currency in which the benefit will be paid and that have
terms to maturity approximating the terms of the related pension obligation. In countries where there is no deep market in such bonds, the market rates on government bonds are used.
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The value of any employee benefit asset recognized is restricted to the present value of any economic benefits available in the form of refunds from the plan or reductions in the future
contributions to the plan (asset ceiling test). Minimum funding requirements may give rise to an additional liability to the extent that they require paying contributions to cover an existing
shortfall. Plan assets can only be used to fund employee benefits, are not available to the creditors of the Company, nor can they be paid directly to the Company. Fair value of plan
assets is based on market price information.
 
The Company determines the net pension cost of its Canadian defined benefit plans utilizing individual discount rates derived from the yield curve.
 
Actuarial gains and losses arising from experience adjustments, changes in actuarial assumptions and the effect of any asset ceiling and minimum liability are recognized to OCI in the
period in which they arise. Past service costs are recognized as an expense as incurred at the earlier of when the plan amendment or curtailment occurs and when the entity recognizes
related termination benefits.
 
Defined contribution pension plans
The Company also maintains defined contribution plans for which the Company pays fixed contributions to publicly or privately administered pension insurance plans on a mandatory,
contractual or voluntary basis. The Company has no legal or constructive obligation to pay further amounts if the fund does not hold sufficient assets to pay the benefits to all employees.
Obligations for contributions to defined contribution pension plans are recognized as an employee benefit expense in income as the services are provided.

Termination benefits
Termination benefits are recognized as an expense when the Company is demonstrably committed, without realistic possibility of withdrawal, to a formal detailed plan to either terminate
employment before the normal retirement date, or to provide termination benefits as a result of an offer made to encourage voluntary redundancy. Termination benefits for voluntary
redundancies are recognized as an expense, if the Company has made an offer of voluntary redundancy, based on the number of employees expected to accept the offer. Benefits falling
due more than 12 months after the reporting date are discounted to their present value.
 
Share-based payment transactions
The Company’s share-based payment plans consist of two categories: equity-settled share-based payment plans comprised of the stock option plan, a restricted share units (RSU) plan
and a performance share units (PSU) plan; and cash-settled share-based payments plans that include the stock purchase plan, deferred share units (DSU) plans, a restricted share units
(RSU) plan and a performance share units (PSU) plan. 
 
For both categories, the fair value of the employee services received in exchange is recognized as an expense in income. Service and non-market performance conditions attached to the
transactions are not taken into account in determining fair value.

Stock options 
The cost of stock option transactions is measured at fair value using the Black-Scholes option pricing model. The compensation expense is measured at the grant date and recognized
over the service period with a corresponding increase to contributed surplus. The cumulative expenses recognized for stock option transactions at each reporting date represents the
extent to which the vesting period has expired and management’s best estimate of the number of equity instruments that will ultimately vest. For options with graded vesting, each tranche
is considered a separate grant with a different vesting date and fair value, and each tranche is accounted for separately. When the stock options are exercised, the Company issues new
common shares and the proceeds received net of any directly attributable transaction costs are credited to share capital.
 
Equity-settled RSU and PSU plans
The cost of RSU and PSU transactions is measured at fair value using the Company’s share price on the date of the grant. The number of units expected to vest are estimated at the grant
date and subsequently re-measured at the end of each reporting period. The resulting compensation expense, adjusted for expectations related to attainment of performance criteria, if
any, and cancellations, is recognized over the vesting period, with a corresponding increase to contributed surplus, on a straight-line basis.

Cash-settled plans
For cash-settled plans, a corresponding liability is recognized. The fair value of employee services received is calculated by multiplying the number of units expected to vest with the fair
value of one unit as of grant date based on the market price of the Company’s common shares. The fair value of the stock purchase plan is a function of the Company’s contributions. Until
the liability is settled, the Company re-measures the fair value of the liability at the end of each reporting period and at the date of settlement, with any changes in fair value recognized in
income for the period. The Company has entered into equity swap agreements in order to reduce its earnings exposure related to the fluctuation in the Company’s share price relating to
the DSU plans, RSU plan and PSU plan.
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Restructuring, integration and acquisition costs
Restructuring costs
Restructuring costs are part of a program that is planned and controlled by management, and materially changes either the scope of a business undertaken by the Company or the
manner in which that business is conducted. Restructuring costs include costs directly related to significant exit activities, such as the sale or termination of a line of business, the closure
of business locations or the relocation of business activities, significant changes in management structure, or fundamental reorganizations that have a material effect on the nature and
focus of the Company’s operations.

For the Company, restructuring costs include severances and other employee related costs, cost associated with the impairment (or reversal of impairment) of non-financial assets,
including property, plant and equipment, right-of-use assets, intangible assets and inventory, and other direct costs associated with the closing or relocation of facilities, the closing of a
product line or activity, or the downsizing of operations.

Restructuring costs are expensed when incurred, or when a legal or constructive obligation exists. A restructuring provision is only recognized when an obligating event has arisen.

Integration costs
Integration costs represent incremental costs directly related to the integration of acquired businesses in the Company’s ongoing activities. This primarily includes expenditures related to
regulatory and process standardization, systems integration and other activities.

Acquisition costs
Acquisition costs represent costs directly related to business combinations, successful or not. These costs include expenses, fees, commissions and other costs associated with the
collection of information, negotiation of contracts, risk assessments, and the services of lawyers, advisors and specialists.

Current and deferred income tax
Income tax expense comprises current and deferred tax. An income tax expense is recognized in income except to the extent that it relates to items recognized in OCI or directly in
equity, in which case it is recognized in OCI or directly in equity, respectively.
 
Current tax is the amount expected to be paid or recovered from taxation authorities on the taxable income or loss for the year, using tax rates enacted or substantively enacted at the
reporting date in the countries where the Company and its subsidiaries operate and generate taxable income, and any adjustment to tax payable or receivable in respect of previous
years.
 
Management periodically evaluates positions taken in tax returns with respect to situations in which applicable tax regulation is subject to interpretation. It establishes provisions, where
appropriate, on the basis of amounts expected to be paid to the tax authorities.
 
Deferred tax is recognized using the financial position liability method, providing for temporary differences between the tax bases of assets or liabilities and their carrying amounts in the
consolidated financial statements, except for temporary differences on the initial recognition of assets and liabilities in a transaction that is not a business combination and that affects
neither accounting nor taxable income.
 
Deferred income tax is provided on temporary differences arising on investments in subsidiaries, and jointly controlled entities, except where the timing of the reversal of the temporary
difference is controlled by the Company and it is probable that the temporary difference will not reverse in the foreseeable future.
 
Deferred tax is measured on an undiscounted basis at the tax rates that are expected to be applied to temporary differences when they reverse, based on the laws that have been enacted
or substantively enacted by the reporting date.
 
Deferred tax assets are recognized for all deductible temporary differences and carry forward of unused tax losses. The recognition of deferred tax assets are limited to the amount which
is probable to be realized.
 
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable that a recognized deferred tax asset will be realized. Unrecognized
deferred tax assets are reassessed at each reporting date and are recognized to the extent that it has become probable that an unrecognized deferred tax asset will be realized.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax liabilities and assets, and they relate to income taxes levied by the same tax authority
on the same taxable entity, or on different taxable entities which intend to settle current tax liabilities and assets on a net basis or if their tax assets and liabilities will be realized
simultaneously.
 
Taxes on income in the interim periods are accrued by jurisdiction using the effective tax rate that would be applicable to expected total annual profit or loss of the jurisdiction.

20 | CAE Financial Report 2026



Notes to the Consolidated Financial Statements

The Company has determined that income taxes arising from the global minimum top-up income tax under Pillar Two tax legislation are income taxes within the scope of IAS 12. The
Company accounts for such income taxes as a current tax when it is incurred. The Company has applied a temporary mandatory exception to recognize and disclose information about
deferred income tax assets and liabilities arising from jurisdictions implementing the global minimum tax rules.

Earnings per share
Earnings per share is calculated by dividing the net income for the period attributable to the equity holders of the Company by the weighted average number of common shares
outstanding during the period. The diluted weighted average number of common shares outstanding is calculated by taking into account the dilution that would occur if the securities or
other agreements for the issuance of common shares were exercised or converted into common shares at the later of the beginning of the period or the issuance date unless it is anti-
dilutive. The treasury stock method is used to determine the dilutive effect of stock options and other equity-settled share-based payments. The treasury stock method is a method of
recognizing the use of proceeds that could be obtained upon the exercise of stock options in computing diluted earnings per share. It assumes that any proceeds would be used to
purchase common shares at the average market price during the period. The Company’s stock options, equity-settled restricted share units (RSU) and equity-settled performance share
units (PSU) have a dilutive potential on common shares.
 
Government participation
Government contributions are recognized when there is reasonable assurance that the contributions will be received, and all attached conditions will be complied with by the Company.
Government contributions related to the acquisition of non-financial assets are recorded as a reduction of the cost of the related asset while government contributions related to current
expenses are recorded as a reduction of the related expenses.

Royalty obligations
The Company may receive partial funding from government entities for eligible spending related to specified R&D projects. In exchange, the Company repays a percentage of certain
revenue during specified years. The initial measurement of the royalty obligation is discounted using the prevailing market rates of interest, at that time, for a similar instrument (similar as
to currency, term, type of interest rate, guarantees or other factors) with a similar credit rating and range from 7.5% to 8.5%. The difference between the funding received and the
discounted value of the royalty obligation is accounted for as a government contribution. The current portion of the royalty obligation is included as part of accrued liabilities and the long-
term portion is included as part of other non-current liabilities.

R&D obligations
The Company may enter into loan arrangements with government entities at below‑market interest rates to fund a portion of eligible spending related to specified R&D projects. The initial
measurement of the R&D obligation is discounted using the prevailing market rates of interest, at that time, for a similar instrument (similar as to currency, term, type of interest rate,
guarantees or other factors) with a similar credit rating. The difference between the funding received and the discounted value of the R&D obligation is accounted for as a government
contribution. R&D obligations are presented as part of the long-term debt.

Investment tax credits
Investment tax credits are deemed to be equivalent to government contributions. These government contributions are received for costs incurred in R&D projects. Investment tax credits
expected to be recovered within 12 months are classified as Income taxes recoverable and tax credits recoverable and those expected to be recovered beyond 12 months are classified in
Other non-current assets.

New and amended standards not yet adopted by the Company
Amendments to IFRS 7 – Financial Statements Disclosures and IFRS 9 – Financial Instruments
In May 2024, the IASB issued amendments to IFRS 7 - Financial Statements Disclosures and IFRS 9 - Financial Instruments to clarify the date of recognition and derecognition of some
financial assets and liabilities, with a new exception for some financial liabilities settled through an electronic cash transfer system, to clarify and add further guidance for assessing
whether a financial asset meets the SPPI criterion, add new disclosures for certain instruments with contractual terms that can change cash flows (such as some instruments with
features linked to the achievement of environment, social and governance (ESG) targets), and update the disclosures for equity instruments designated at FVOCI.

These amendments to IFRS 7 and IFRS 9 will be effective for the Company's fiscal period beginning on April 1, 2026, with earlier adoption permitted, and are not expected to have a
material impact on its consolidated financial statements.

IFRS 18 – Presentation and Disclosure in Financial Statements
In April 2024, the IASB issued IFRS 18 - Presentation and Disclosure in Financial Statements which sets out requirements for the presentation and disclosure of information in the
financial statements. IFRS 18 will replace IAS 1 – Presentation of Financial Statements but carries forward many of the requirements from IAS 1. IFRS 18 introduces a defined structure
for the income statement, composed of required categories and subtotals, and disclosure requirements for management-defined performance measures.

IFRS 18 will be effective for the Company's fiscal period beginning on April 1, 2027. The Company continues to evaluate the impact of the new standard on its consolidated financial
statements.
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Use of judgements, estimates and assumptions
The preparation of the consolidated financial statements requires management to make judgements, estimates and assumptions that affect the application of accounting policies, the
reported amounts of assets and liabilities and disclosures at the date of the consolidated financial statements, as well as the reported amounts of revenues and expenses for the period
reported. It also requires management to exercise its judgement in applying the Company’s accounting policies. The areas involving a high degree of judgement or complexity, or areas
where assumptions and estimates are significant to the consolidated financial statements are disclosed below. Actual results could differ from those estimates. Changes will be reported in
the period in which they are identified.
 
Business combinations
Business combinations are accounted for in accordance with the acquisition method as of the date control is transferred. The consideration transferred and the acquiree’s identifiable
assets, liabilities and contingent liabilities are measured at their fair value at the date of acquisition, which may be estimated using an income, market or cost valuation method. Depending
on the complexity of determining these valuations, the Company either consults with independent experts or develops the fair value internally by using appropriate valuation techniques
which are generally based on a forecast of the total expected future net discounted cash flows. These evaluations are linked closely to the assumptions made by management regarding
the future performance of the related assets and the discount rate. Contingent consideration is measured at fair value using a discounted cash flow model.

The judgments made in determining the estimated fair value assigned to the net identifiable assets acquired, as well as the estimated useful life of non-financial assets, could impact the
net income of subsequent periods through depreciation and amortization, and in certain instances through impairment charges. The Company believes that the estimated fair values
assigned to the net identifiable assets acquired are based on reasonable assumptions that a marketplace participant would use. While the Company uses its best estimates and
assumptions to accurately value the net identifiable assets acquired at the acquisition date, estimates are inherently uncertain and subject to refinement.

During the measurement period, for up to 12 months following the acquisition, the Company records adjustments to the initial estimate of the net identifiable assets acquired based on new
information obtained that would have existed as of the date of the acquisition. Any adjustment that arises from information obtained that did not exist as of the date of the acquisition will be
recorded in the period the adjustment arises. 

Development costs
Development costs are recognized as intangible assets and are amortized over their useful lives when they meet the criteria for capitalization. Forecasted revenue and profitability for the
relevant projects are used to assess compliance with the capitalization criteria and to assess the recoverable amount of the assets.

Impairment of non-financial assets
The Company’s impairment test for goodwill is based on estimates of the recoverable amount of the CGU or group of CGUs to which goodwill has been allocated and uses valuation
models such as the discounted cash flows model (level 3). Management applies significant judgement in developing the cash flow model, which includes the use of key assumptions
including expected revenue growth, margin projections and the discount rates. Management also applies judgement when reflecting the impact surrounding current market view of risk
and uncertainty and macroeconomic conditions. These estimates, including the methodology used, can have a material impact on the respective values and ultimately the amount of any
goodwill impairment.

Likewise, whenever property, plant and equipment and intangible assets are tested for impairment, the determination of the assets’ recoverable amount involves the use of estimates by
management and can have a material impact on the respective values and ultimately the amount of any impairment.

Revenue recognition
Transaction price allocated to performance obligations
In allocating the transaction price for contracts with multiple performance obligations, the Company estimates the stand-alone selling price using the expected cost plus a margin
approach if they are not directly observable.

Determining the measure of progress of performance obligations satisfied over time
For contracts where revenue is recognized over time using the cost input method, the Company applies judgement in estimating the total costs to complete the contract.

The determination of the total costs to complete a contract is based on estimates that can be affected by several factors, including program management and execution difficulties,
technological challenges, cost of materials, supply chain disruptions, inflationary pressures, availability of labour and problems with suppliers or subcontractors.

Management conducts monthly reviews of its estimated costs to complete as well as its revenue and margins recognized, on a contract-by-contract basis. The impact of any revisions in
cost and revenue estimates is reflected in the period in which the need for a revision becomes known.
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Defined benefit pension plans
The cost of defined benefit pension plans and the present value of the employee benefit obligations are determined using actuarial valuations. Actuarial valuations involve, amongst
others, making assumptions about discount rates, future salary increases and mortality rates. All assumptions are reviewed at each reporting date. Any changes in these assumptions will
impact the carrying amount of the employee benefit obligations and the cost of the defined benefit pension plans. In determining the appropriate discount rate, management considers the
interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits will be paid, and that have terms to maturity approximating the terms of the related
pension liability. The mortality rate is based on publicly available mortality tables for the specific country. Future salary increases and pension increases are based on expected future
inflation rates for the specific country. Individual discount rates are derived from the yield curve and are used to determine the service cost and interest cost of the Canadian defined
benefit pension plans at the beginning of the year. The present value of the employee benefit obligations for these Canadian plans is determined based on the individual discount rates
derived from the yield curve at the end of the year. Other key assumptions for pension obligations are based, in part, on current market conditions. See Note 21 for further details
regarding assumptions used.

Income taxes
The Company is subject to income tax laws in numerous jurisdictions. Judgement is required in determining the worldwide provision for income taxes. The determination of tax liabilities
and assets involves uncertainties in the interpretation of complex tax regulations. The Company provides for potential tax liabilities based on the weighted average probability of the
possible outcomes. Differences between actual results and those estimates could influence the income tax liabilities and deferred tax liabilities in the period in which such determinations
are made.
 
Deferred tax assets are recognized to the extent that it is probable that taxable profit will be available against the losses that can be utilized. Significant management judgement is required
to determine the amount of deferred tax assets that can be recognized, based upon the likely timing and the level of future taxable profits together with future tax planning strategies. The
recorded amount of total deferred tax assets could be altered if estimates of projected future taxable income and benefits from available tax strategies are lowered, or if changes in
current tax regulations are enacted that impose restrictions on the timing or extent of the Company’s ability to utilize future tax benefits.
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NOTE 2 – BUSINESS COMBINATIONS
Year ended March 31, 2025
SIMCOM Aviation Training
On November 5, 2024, the Company increased its ownership stake in its existing SIMCOM Aviation Training (SIMCOM) joint venture by purchasing an additional interest from Volo
Sicuro for a cash consideration of $322.8 million (US$232.3 million), subject to customary adjustments.

As a result, the Company obtained control over SIMCOM’s four training centres located in the U.S. providing pilot training across multiple business aviation aircraft platforms. Additionally,
CAE and SIMCOM have extended their current exclusive business aviation training services agreement with Flexjet, LLC, a related party of Volo Sicuro, and its affiliates by 5 years,
bringing the remaining exclusivity period to 15 years.

Prior to acquiring control, the Company's 50% ownership in SIMCOM was accounted for using the equity method. The change in control provided for the remeasurement of the previously
held equity interest in SIMCOM to its fair value. The fair value of the Company's previously held equity interest in SIMCOM was determined by applying a non-controlling discount to the
consideration paid on the acquisition date and was valued at $230.6 million. As a result, the Company recorded a net remeasurement gain of $72.6 million (Note 6).

As at March 31, 2025, the determination of the fair value of the net assets acquired and liabilities assumed arising from the SIMCOM acquisition are as follows:
SIMCOM

Current assets, excluding cash on hand $ 20.4
Current liabilities (29.4)
Property, plant and equipment 135.5
Right-of-use assets 128.4
Intangible assets 504.8
Deferred tax (23.7)
Long-term debt, including current portion (158.5)
Non-current liabilities (16.5)
Fair value of net assets acquired, excluding cash acquired $ 561.0
Cash acquired 14.8
Total purchase consideration $ 575.8
Settlement of pre-existing balances with SIMCOM (22.4)
Fair value of the Company's previously held equity interest in SIMCOM (230.6)
Total cash consideration paid on acquisition date $ 322.8

The fair value of the acquired intangible assets amounts to $504.8 million and consists of goodwill of $379.6 million (non‑deductible for tax purposes), customer relationships of $124.5
million and other intangibles of $0.7 million. The goodwill arising from this acquisition is attributable to the expansion of CAE's customer installed base of business aviation flight simulators,
market capacity and expected synergies from combining operations.

The net assets acquired, including intangible assets, of SIMCOM are included in the Civil Aviation segment.

The purchase price allocation was final as at March 31, 2025.
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NOTE 3 – OPERATING SEGMENTS AND GEOGRAPHIC INFORMATION
The Company elected to organize its operating segments principally on the basis of its customer markets. The Company manages its operations through its two segments: Civil Aviation
and Defense and Security. Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision-maker.

The Company has decided to disaggregate revenue from contracts with customers by segment, by products and services and by geographic regions as the Company believes it best
depicts how the nature, amount, timing and uncertainty of its revenue and cash flows are affected by economic factors.

Results by segment
The profitability measure employed by the Company for making decisions about allocating resources to segments and assessing segment performance is adjusted segment operating
income. Adjusted segment operating income is calculated by taking operating income and adjusting for restructuring, integration and acquisition costs, and impairments and other gains
and losses arising from significant strategic transactions or specific events, which gives an indication of the profitability of each segment because it does not include the impact of items
not specifically related to the segment’s performance. For the years ended March 31, 2026 and 2025, impairments and other gains and losses arising from significant strategic
transactions or specific events consist of the executive management transition costs (recorded in selling, general and administrative expenses), the gain on fair value remeasurement of
SIMCOM (Note 6), and the shareholder matters (recorded in selling, general and administrative expenses).

The accounting principles used to prepare the information by operating segments are the same as those used to prepare the Company’s consolidated financial statements. The method
used for the allocation of assets jointly used by operating segments and costs and liabilities jointly incurred (mostly corporate costs) between operating segments is based on the level of
consumption when determinable and measurable, otherwise the allocation is based on a proportion of each segment’s cost of sales and revenue.

Specified items included in the segment profitability measure are as follows: 
Defense   

Civil Aviation and Security Total
2026 2025 2026 2025 2026 2025

External revenue $ 2,741.6 $ 2,709.3 $ 2,172.4 $ 1,998.6 $ 4,914.0 $ 4,707.9 
Depreciation and amortization 351.0 312.4 109.1 102.3 460.1 414.7 
Share of after-tax profit of equity accounted investees 58.7 68.3 24.0 20.0 82.7 88.3 
Gross profit 890.2 883.6 500.6 416.5 1,390.8 1,300.1 
Operating income 437.9 605.3 174.4 123.9 612.3 729.2 
Adjusted segment operating income 510.5 581.5 200.2 150.5 710.7 732.0 

Reconciliation of adjusted segment operating income is as follows:

Defense   
Civil Aviation and Security Total

2026 2025 2026 2025 2026 2025
Operating income $ 437.9 $ 605.3 $ 174.4 $ 123.9 $ 612.3 $ 729.2 
Restructuring, integration and acquisition costs (Note 5) 64.4 37.8 20.0 18.7 84.4 56.5 
Impairments and other gains and losses arising from

significant strategic transactions or specific events:
Executive management transition costs 8.2 4.7 5.8 3.6 14.0 8.3 
Gain on fair value remeasurement of SIMCOM (Note 6) — (72.6) — — — (72.6)
Shareholder matters — 6.3 — 4.3 — 10.6 

Adjusted segment operating income $ 510.5 $ 581.5 $ 200.2 $ 150.5 $ 710.7 $ 732.0 

Capital expenditures by segment, which consist of property, plant and equipment expenditures and intangible assets expenditures (excluding those acquired in business combinations),
are as follows:

2026 2025
Civil Aviation $ 223.7 $ 296.3 
Defense and Security 137.8 147.8 
Total capital expenditures $ 361.5 $ 444.1 
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Assets and liabilities employed by segment
The Company uses assets employed and liabilities employed to assess resources allocated to each segment. Assets employed include accounts receivable, contract assets, inventories,
prepayments, property, plant and equipment, right-of-use assets, intangible assets, investment in equity accounted investees, derivative financial assets and other non-current assets.
Liabilities employed include accounts payable and accrued liabilities, provisions, contract liabilities, derivative financial liabilities and other non-current liabilities.
 
Assets and liabilities employed by segment are reconciled to total assets and liabilities as follows:

2026 2025
Assets employed   
Civil Aviation $ 6,896.4 $ 7,263.4 
Defense and Security 3,046.5 3,000.6 
Assets not included in assets employed by segment 1,204.9 949.8 
Total assets $ 11,147.8 $ 11,213.8 
Liabilities employed   
Civil Aviation $ 1,129.9 $ 1,369.1 
Defense and Security 1,074.9 1,009.3 
Liabilities not included in liabilities employed by segment 3,554.9 3,859.4 
Total liabilities $ 5,759.7 $ 6,237.8 

 
Products and services information
The Company's revenue from external customers for its products and services are as follows:

Defense
Civil Aviation and Security Total

2026 2025 2026 2025 2026 2025
Products $ 931.1 $ 963.7 $ 1,096.0 $ 907.7 $ 2,027.1 $ 1,871.4 
Training, software and services 1,810.5 1,745.6 1,076.4 1,090.9 2,886.9 2,836.5 
Total external revenue $ 2,741.6 $ 2,709.3 $ 2,172.4 $ 1,998.6 $ 4,914.0 $ 4,707.9 

Geographic information
The Company markets its products and services globally. Revenues are attributed to geographical regions based on the location of customers. Non-current assets other than financial
instruments, deferred tax assets and employee benefits assets are attributed to geographical regions based on the location of the assets, excluding goodwill. Goodwill is presented by
geographical regions based on the Company’s allocation of the related purchase price.

2026 2025
External revenue   

Canada $ 498.7 $ 474.2 
United States 2,194.2 2,241.8 
United Kingdom 245.2 281.6 
Rest of Americas 114.3 133.0 
Europe 746.1 663.6 
Asia 908.8 759.9 
Oceania and Africa 206.7 153.8 

$ 4,914.0 $ 4,707.9 

2026 2025
Non-current assets other than financial instruments, deferred tax assets and employee benefits assets   

Canada $ 1,496.2 $ 1,541.7 
United States 4,369.1 4,534.7 
United Kingdom 394.8 399.0 
Rest of Americas 222.5 221.8 
Europe 1,229.2 1,162.3 
Asia 570.1 610.8 
Oceania and Africa 201.5 188.2 

$ 8,483.4 $ 8,658.5 
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NOTE 4 – OTHER (GAINS) AND LOSSES

2026 2025
Net loss (gain) on foreign currency exchange differences $ 3.2 $ (1.4)
Remeasurement of royalty obligations (3.8) (2.9)
Gain on disposal of property, plant and equipment — (6.4)
Other 9.1 (2.6)
Other (gains) and losses $ 8.5 $ (13.3)

NOTE 5 – RESTRUCTURING, INTEGRATION AND ACQUISITION COSTS

 2026 2025
Impairment of non-financial assets – net $ 58.9 $ 5.2 
Severances and other employee related costs 13.2 33.9 
Integration and acquisition costs — 11.5 
Other costs 12.3 5.9 
Total restructuring, integration and acquisition costs $ 84.4 $ 56.5 

Year ended March 31, 2026
On November 11, 2025, the Company announced a transformation plan to simplify its structure, sharpen its focus and strengthen execution. The transformation focuses on streamlining
the Company's organizational structure, assessing its portfolio, tightening its capital discipline, and optimizing its operational performance. For the year ended March 31, 2026, costs
related to this program totalled $84.4 million and included $58.9 million of impairment of non-financial assets and $13.2 million of severances and other employee related costs.
Impairment of non‑financial assets included impairments of capitalized development costs principally within Civil Aviation of $31.9 million related to technologies no longer aligned with the
Company’s strategic focus, inventory write‑downs of $9.7 million within Civil Aviation and $8.0 million within Defense and Security associated with revised product designs and
manufacturing requirements and the Company’s portfolio simplification, as well as impairments of simulators within Civil Aviation of $9.3 million.

Year ended March 31, 2025
During the fourth quarter of fiscal 2024, the Company announced that it would streamline its operating model and portfolio, optimize its cost structure and create efficiencies. This
restructuring program was completed in the second quarter of fiscal 2025. In fiscal 2025, costs related to this program totalled $40.6 million and included $29.4 million of severances and
other employee related costs and $5.2 million of impairment of non-financial assets. Impairment of non-financial assets primarily included the impairment of property, plant and equipment,
intangible assets and right‑of‑use assets related to the termination of certain product offerings within the Civil Aviation segment.

In the second quarter of fiscal 2025, the integration activities associated with the fiscal 2022 acquisition of Sabre’s AirCentre airline operations portfolio (AirCentre) were completed. For
the year ended March 31, 2025, restructuring, integration and acquisition costs associated with AirCentre amounted to $15.9 million.

NOTE 6 – GAIN ON REMEASUREMENT OF PREVIOUSLY HELD EQUITY INTEREST
Year ended March 31, 2025
Gain on fair value remeasurement of SIMCOM
On November 5, 2024, the Company increased its ownership stake in its existing SIMCOM joint venture, obtaining control of the entity. Prior to acquiring control, the Company's 50%
ownership in SIMCOM was accounted for using the equity method. The change in control provided for the remeasurement of the previously held equity interest in SIMCOM to its fair value
with any difference compared to the carrying value to be recognized as a gain or loss in the income statement, as well as the derecognition of a portion of Civil Aviation's goodwill, based
on the relative fair value of the previously held equity interest in SIMCOM compared to the cash generating unit included in the Civil Aviation segment. As a result, the Company recorded
a net remeasurement gain of $72.6 million, including the derecognition of goodwill and associated cumulative foreign exchange differences of $29.4 million and $7.7 million, respectively,
and other costs of $5.3 million.
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NOTE 7 – FINANCE EXPENSE – NET

   2026  2025
Finance expense:    

Long-term debt (other than lease liabilities) $ 144.0 $ 156.0 
Lease liabilities  48.4 43.1 
Other  44.2  42.8 

Borrowing costs capitalized  (5.9)  (5.2)
Finance expense $ 230.7 $ 236.7 
Finance income:     

Loans and investment in finance leases $ (12.0) $ (13.8)
Other  (6.6)  (7.4)

Finance income $ (18.6) $ (21.2)
Finance expense – net $ 212.1 $ 215.5 

NOTE 8 – INCOME TAXES
Income tax expense
The reconciliation of income taxes at Canadian statutory rates with the income tax expense is as follows:

2026 2025
Earnings before income taxes $ 400.2 $ 513.7 
Canadian statutory income tax rates 26.5 % 26.5 %
Income taxes at Canadian statutory rates $ 106.1 $ 136.2 
Effect of differences in tax rates in other jurisdictions (13.6) 1.8 
Tax benefits not previously recognized and unrecognized tax benefits (0.5) (6.8)
Non-taxable gain on fair value remeasurement of SIMCOM — (21.9)
Non-deductible expenses 5.5 — 
Tax impact on after tax profit of equity accounted investees (17.7) (18.5)
Prior years' tax adjustments (1.9) 2.8 
Other (0.4) 5.1 
Income tax expense $ 77.5 $ 98.7 
Effective tax rate 19 % 19 %

The Company's applicable tax rate corresponds to the combined Canadian tax rates applicable in the provinces where the Company operates.

Significant components of the provision for the income tax expense are as follows:

2026 2025
Current income tax expense :   

Current year $ 36.2 $ 56.7 
Prior years' tax adjustments 19.4 (2.7)

Deferred income tax expense:
Tax benefit not previously recognized used to reduce the deferred tax expense (0.5) (6.8)
Origination and reversal of temporary differences 22.4 51.5 

Income tax expense $ 77.5 $ 98.7 
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Deferred tax assets and liabilities
During the year ended March 31, 2026, movements in temporary differences are as follows:

Foreign
Balance currency  

beginning Recognized Recognized Recognized exchange Balance
of year in income  in OCI in equity differences end of year

Non-capital loss carryforwards $ 89.7 $ 87.0 $ — $ — $ 1.6 $ 178.3 
Unclaimed research & development expenditures 227.8 (133.9) — — (4.6) 89.3 
Investment tax credits (76.8) (6.2) — — — (83.0)
Property, plant and equipment and right-of-use of assets (168.0) (24.4) — — 4.6 (187.8)
Intangible assets (126.8) 12.3 — — 1.0 (113.5)
Amounts not currently deductible including interest limitation 110.7 23.0 — 0.5 (1.6) 132.6 
Government participation 93.6 5.0 — — — 98.6 
Other 0.9 15.3 (21.4) — — (5.2)
Net deferred tax assets $ 151.1 $ (21.9) $ (21.4) $ 0.5 $ 1.0 $ 109.3 

During the year ended March 31, 2025, movements in temporary differences are as follows:

       
Foreign

Balance Business currency  
beginning Recognized Recognized Recognized combinations exchange Balance

of year in income  in OCI in equity (Note 2) differences end of year
Non-capital loss carryforwards $ 142.5 $ (61.3) $ — — $ 3.3 $ 5.2 $ 89.7 
Unclaimed research & development expenditures 162.1 59.0 — — — 6.7 227.8 
Investment tax credits (73.8) (3.0) — — — — (76.8)
Property, plant and equipment and right-of-use of assets (154.1) 9.3 — — (11.1) (12.1) (168.0)
Intangible assets (39.0) (59.7) — — (26.3) (1.8) (126.8)
Amounts not currently deductible including interest limitation 76.9 22.7 — 2.4 6.5 2.2 110.7 
Government participation 86.4 7.2 — — — — 93.6 
Other (4.3) (18.9) 20.3 — 3.9 (0.1) 0.9 
Net deferred tax assets $ 196.7 $ (44.7) $ 20.3 $ 2.4 $ (23.7) $ 0.1 $ 151.1 

As at March 31, 2026, net deferred tax assets of $69.7 million (2025 – $148.7 million) were recognized in jurisdictions that incurred losses this fiscal year or the preceding fiscal year.
Based upon the level of historical taxable income or projections for future taxable income, management believes it is probable that the Company will realize the benefits of these net
deferred tax assets.

As at March 31, 2026, a deferred income tax liability on taxable temporary differences of $3,549.9 million (2025 – $3,456.4 million) related to investments in subsidiaries and interests in
joint ventures has not been recognized, because the Company controls the timing of the reversal of the temporary differences and believes it is probable that the temporary differences will
not be reversed in the foreseeable future.
The non-capital losses incurred in various jurisdictions expire as follows:

Expiry date Unrecognized Recognized
2027-2031 $ 18.8 $ 3.0
2032-2046 21.9 71.8
No expiry date 174.7 658.1
 $ 215.4 $ 732.9

As at March 31, 2026, the Company has $98.9 million (2025 – $130.4 million) of deductible temporary differences for which deferred tax assets have not been recognized. The Company
also has $170.5 million (2025 – $156.2 million) of capital losses for which deferred tax assets have not been recognized with no expiry date.

Global minimum tax (Pillar Two)
As at March 31, 2026, the Company recognized a current income tax expense related to the Pillar Two tax of $2.5 million (2025 ‑ $2.6 million) mainly related to the Company's operations
in the United Arab Emirates and Hungary where the statutory income tax rates are below the 15% determined by the Pillar Two rules.
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Reconciliation bill
On July 4, 2025, a reconciliation bill titled “An Act to provide for reconciliation pursuant to title II of H. Con. Res 14” was signed into U.S. federal law. The reconciliation bill addresses
numerous spending policies and also makes several adjustments to current tax law, including an increase to the base erosion and anti-abuse tax (BEAT) rate starting in calendar 2026,
reinstating full deduction of U.S. qualified R&D expenditures starting in calendar 2025, permanently restoring the ability for immediate deduction of new investments in certain qualified
depreciable assets made after January 19, 2025, and providing a higher deduction limitation for net interest expense starting in calendar 2025. This enactment had no material impact on
the Company's overall income tax expense nor on the effective tax rate this year.

NOTE 9 – SHARE CAPITAL AND EARNINGS PER SHARE
Share capital
Authorized and issued shares
The Company is authorized to issue an unlimited number of common shares without par value and an unlimited number of preferred shares without par value, issuable in series.
 
The preferred shares may be issued with rights and conditions to be determined by the Board of Directors, prior to their issue. To date, the Company has not issued any preferred shares.
 
As at March 31, 2026, the number of common shares issued and fully paid was 321,734,387 (2025 – 320,265,108).

Repurchase and cancellation of common shares
On June 6, 2025, the Company announced the renewal of the normal course issuer bid program (NCIB) to purchase, for cancellation, up to 16,019,294 of its common shares. The NCIB
began on June 10, 2025 and will end on June 9, 2026 or on such earlier date when the Company completes its purchases or elects to terminate the NCIB. These purchases may be made
through the facilities of the TSX or the NYSE, or in such other manner as may be permitted under applicable stock exchange rules and securities laws, at the prevailing market price at the
time of acquisition, plus brokerage fees. All common shares purchased pursuant to the NCIB will be cancelled.

During the year ended March 31, 2026, the Company repurchased and cancelled a total of 191,100 common shares (2025 – 856,230) under the NCIB, at a weighted average price of
$36.52 per common share (2025 – $24.85), for a total consideration of $7.0 million (2025 – $21.3 million).

Earnings per share computation
The denominators for the basic and diluted earnings per share computations are as follows:

 2026 2025
Weighted average number of common shares outstanding  321,075,968 319,072,751 
Effect of dilutive stock options and equity-settled share-based payments  1,081,855 645,501 
Weighted average number of common shares outstanding for diluted earnings per share calculation 322,157,823 319,718,252 

As at March 31, 2026, no stock options to acquire common shares (2025 – 1,637,584) have been excluded from the above calculation since their inclusion would have had an anti-dilutive
effect.
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NOTE 10 – ACCOUNTS RECEIVABLE
Details of accounts receivable are as follows:

2026 2025
Current trade receivables $ 233.5 $ 256.3 
Past due trade receivables   

1-30 days 71.4 68.9 
31-60 days 22.6 18.1 
61-90 days 12.7 15.1 
Greater than 90 days 64.7 83.6 

Total trade receivables $ 404.9 $ 442.0 
Investment in finance leases (Note 15) 21.0 16.0 
Receivables from related parties (Note 16) 152.8 61.2 
Other receivables 68.0 114.1 
Credit loss allowances (22.4) (21.3)
Total accounts receivable $ 624.3 $ 612.0 

Changes in credit loss allowances are as follows:

2026 2025
Credit loss allowances, beginning of year $ (21.3) $ (20.9)
Additions (9.7) (3.4)
Amounts charged off 6.2 3.7 
Unused amounts reversed 2.0 0.3 
Foreign currency exchange differences 0.4 (1.0)
Credit loss allowances, end of year $ (22.4) $ (21.3)

NOTE 11 – BALANCE FROM CONTRACTS WITH CUSTOMERS
Net contract liabilities are as follows:

2026 2025
Contract assets - current $ 485.3 $ 482.2 
Contract assets - non-current (Note 17) 37.3 38.8 
Contract liabilities - current (1,086.9) (1,001.6)
Contract liabilities - non-current (Note 22)

(144.0) (126.8)
Net contract liabilities $ (708.3) $ (607.4)

During the year ended March 31, 2026, the Company recognized revenue of $802.9 million (2025 – $740.0 million) that was included in the contract liability balance at the beginning of the
year.

During the year ended March 31, 2026, the Company recognized an increase in revenue of $11.8 million (2025 – increase of $45.7 million) related to performance obligations partially
satisfied in previous years. This primarily related to revisions to estimated costs to complete certain contracts that impacted revenue and measures of completion and changes in
transaction price.

Remaining performance obligations
As at March 31, 2026, the amount of revenue expected to be realized in future years from performance obligations that are unsatisfied, or partially unsatisfied, was $8,562.4 million. The
Company expects to recognize approximately 35% of these remaining performance obligations as revenue by March 31, 2027, an additional 18% by March 31, 2028 and the balance
thereafter.
NOTE 12 – INVENTORIES

2026 2025
Work in progress $ 246.6 $ 348.4 
Raw materials, supplies and manufactured products 208.2 246.6 
Total inventories $ 454.8 $ 595.0 

 
During the year ended March 31, 2026, the use of inventory recognized in cost of sales amounted to $552.2 million (2025 ‑ $557.2 million) and the impairment of inventories to net
realizable value amounted to $17.6 million (2025 – $2.1 million).
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NOTE 13 – PROPERTY, PLANT AND EQUIPMENT

   Machinery Assets  
  Buildings  and under  
 (amounts in millions) and land Simulators equipment Aircraft construction Total
Net book value as at March 31, 2024 $ 387.0 $ 1,727.8 $ 61.6 $ 79.6 $ 259.6 $ 2,515.6 
Additions 18.8 4.7 9.9 17.5 305.3 356.2 
Business combinations (Note 2) 72.1 22.4 4.3 — 36.7 135.5 
Disposals (0.2) — (0.2) (12.1) (0.1) (12.6)
Depreciation (30.1) (148.2) (20.2) (6.3) — (204.8)
Impairment (0.8) (0.4) (0.2) (0.8) — (2.2)
Purchase of assets under lease (Note 15) — — — 9.1 — 9.1 
Transfers and others 52.9 262.6 6.6 (3.8) (294.4) 23.9 
Foreign currency exchange differences 23.7 128.2 2.4 5.1 9.4 168.8 
Net book value as at March 31, 2025 $ 523.4 $ 1,997.1 $ 64.2 $ 88.3 $ 316.5 $ 2,989.5 
Additions 19.2 22.0 12.9 13.8 219.9 287.8 
Disposals — (0.2) (1.5) (4.9) — (6.6)
Depreciation (34.4) (157.6) (19.3) (8.7) — (220.0)
Impairment — (9.3) — — — (9.3)
Transfers and others 7.4 173.4 14.2 11.4 (228.1) (21.7)
Foreign currency exchange differences (7.6) (10.6) (0.1) (1.9) (6.5) (26.7)
Net book value as at March 31, 2026 $ 508.0 $ 2,014.8 $ 70.4 $ 98.0 $ 301.8 $ 2,993.0 

 

  Machinery Assets  
 Buildings  and under  
 (amounts in millions) and land Simulators equipment Aircraft construction Total
Cost $ 842.5 $ 3,158.7 $ 241.6 $ 129.4 $ 316.5 $ 4,688.7 
Accumulated depreciation and impairment (319.1) (1,161.6) (177.4) (41.1) — (1,699.2)
Net book value as at March 31, 2025 $ 523.4 $ 1,997.1 $ 64.2 $ 88.3 $ 316.5 $ 2,989.5 
Cost $ 858.7 $ 3,244.7 $ 261.1 $ 142.1 $ 301.8 $ 4,808.4 
Accumulated depreciation and impairment (350.7) (1,229.9) (190.7) (44.1) — (1,815.4)
Net book value as at March 31, 2026 $ 508.0 $ 2,014.8 $ 70.4 $ 98.0 $ 301.8 $ 2,993.0 

 
During the year ended March 31, 2026, depreciation of $219.0 million (2025 – $204.0 million) has been recorded in cost of sales and $1.0 million (2025 – $0.8 million) in selling, general
and administrative expenses.
 
NOTE 14 – INTANGIBLE ASSETS 

Capitalized Technology, Other  
 (amounts in millions) development Customer software intangible

Goodwill costs relationships Licenses and ERP assets Total
Net book value as at March 31, 2024 $ 1,971.3 $ 287.2 $ 505.2 $ 246.3 $ 253.4 $ 8.5 $ 3,271.9 
Additions – internal development — 67.0 — — 19.6 — 86.6 
Additions – acquired separately — — — 1.2 — 0.1 1.3 
Additions – non cash — — — — — 6.4 6.4 
Business combinations (Note 2 and 6) 350.2 0.7 124.5 — — — 475.4 
Amortization — (35.8) (44.5) (17.2) (33.8) (1.2) (132.5)
Impairment — (2.1) — — — — (2.1)
Transfers and others — (0.5) — — (4.8) 0.1 (5.2)
Foreign currency exchange differences 118.2 3.8 32.5 5.1 9.1 0.5 169.2 
Net book value as at March 31, 2025 $ 2,439.7 $ 320.3 $ 617.7 $ 235.4 $ 243.5 $ 14.4 $ 3,871.0 
Additions – internal development — 62.3 — — 10.4 — 72.7 
Additions – acquired separately — — — 1.0 — — 1.0 
Additions – non cash — — — — — 5.6 5.6 
Amortization — (49.7) (49.9) (17.3) (38.5) (2.2) (157.6)
Impairment — (31.4) — — (0.5) — (31.9)
Transfers and others — (8.3) — — 2.3 0.4 (5.6)
Foreign currency exchange differences (39.9) (2.5) (13.4) (2.7) (4.7) 0.2 (63.0)
Net book value as at March 31, 2026 $ 2,399.8 $ 290.7 $ 554.4 $ 216.4 $ 212.5 $ 18.4 $ 3,692.2 
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 Capitalized Technology, Other  

development Customer software intangible

Goodwill costs relationships Licenses and ERP

assets

Total
Cost $ 3,040.3 $ 599.1 $ 955.6 $ 337.4 $ 528.6 $ 45.2 $ 5,506.2 
Accumulated amortization and impairment (600.6) (278.8) (337.9) (102.0) (285.1) (30.8) (1,635.2)
Net book value as at March 31, 2025 $ 2,439.7 $ 320.3 $ 617.7 $ 235.4 $ 243.5 $ 14.4 $ 3,871.0 
Cost $ 2,983.5 $ 618.2 $ 940.8 $ 334.7 $ 527.5 $ 52.5 $ 5,457.2 
Accumulated amortization and impairment (583.7) (327.5) (386.4) (118.3) (315.0) (34.1) (1,765.0)
Net book value as at March 31, 2026 $ 2,399.8 $ 290.7 $ 554.4 $ 216.4 $ 212.5 $ 18.4 $ 3,692.2 

During the year ended March 31, 2026, amortization of $108.6 million (2025 – $97.7 million) has been recorded in cost of sales and $49.0 million (2025 – $34.8 million) in research and
development expenses.

Goodwill
The carrying amount of goodwill allocated to the Company's CGUs per operating segment is as follows:

Defense
Civil Aviation and Security Total

Net book value as at March 31, 2024 $ 1,120.8 $ 850.5 $ 1,971.3 
Business combinations (Note 2 and 6) 350.2 — 350.2 
Foreign currency exchange differences 69.8 48.4 118.2 
Net book value as at March 31, 2025 $ 1,540.8 $ 898.9 $ 2,439.7 
Foreign currency exchange differences (14.5) (25.4) (39.9)
Net book value as at March 31, 2026 $ 1,526.3 $ 873.5 $ 2,399.8 

Goodwill is allocated to CGUs or a group of CGUs, which generally corresponds to the Company’s operating segments or one level below.

The Company performed its annual impairment test for goodwill during the fourth quarter of fiscal 2026. The Company determined the recoverable amount of each of its CGUs based on
fair value less costs of disposal calculations using a discounted cash flow model. The recoverable amount of each CGU is calculated using estimated cash flows derived from the
Company's five-year strategic plan as approved by the Board of Directors. The cash flows are based on expectations of market growth, industry reports and trends, and past
performance. Cash flows subsequent to the five‑year period were extrapolated using a constant terminal value growth rate of 2%, which is consistent with forecasts included in industry
reports specific to the industry in which each CGU operates. The discount rates used to calculate the recoverable amounts reflect each CGUs’ specific risks and market conditions,
including the market view of risk for each CGU, and range from 8.4% to 9.7%.

During the year ended March 31, 2026, the estimated recoverable amount of each CGU exceeded their carrying amount. As a result, there was no impairment identified.

Variations in the Company assumptions and estimates, particularly in the expected revenue growth, margin projections and the discount rate could have a significant impact on fair value.
For the year ended March 31, 2026, a decrease of 1% in expected revenue growth, a decrease of 1% in margin projections, or an increase of 1% in the discount rate would not have
resulted in an impairment charge in any of our CGUs or group of CGUs.
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NOTE 15 – LEASES
Leases as lessee
Right-of-use assets

   Machinery  
  Buildings  and  

and land Simulators equipment Aircraft Total
Net book value as at March 31, 2024 $ 473.9 $ 51.9 $ 9.9 $ 10.1 $ 545.8 
Additions and remeasurements 135.4 — 18.0 — 153.4 
Business combinations (Note 2) 22.4 106.0 — — 128.4 
Depreciation (45.8) (13.3) (5.2) (1.0) (65.3)
Impairment (0.7) — — — (0.7)
Purchase of assets under lease (Note 13) — — — (9.1) (9.1)
Transfers and others (0.9) — 0.7 — (0.2)
Foreign currency exchange differences 29.0 6.5 0.2 — 35.7 
Net book value as at March 31, 2025 $ 613.3 $ 151.1 $ 23.6 $ — $ 788.0 
Additions and remeasurements 37.4 — — — 37.4 
Depreciation (52.4) (14.4) (6.6) — (73.4)
Transfers and others (7.9) 6.1 — — (1.8)
Foreign currency exchange differences (2.5) (3.8) (0.5) — (6.8)
Net book value as at March 31, 2026 $ 587.9 $ 139.0 $ 16.5 $ — $ 743.4 

During the year ended March 31, 2026, depreciation of $72.7 million (2025 – $64.0 million) has been recorded in cost of sales and $0.7 million (2025 – $1.3 million) in selling, general and
administrative expenses.

Short-term leases, leases of low-value assets and variable lease payments
During the year ended March 31, 2026, expenses of $17.5 million (2025 – $21.0 million) have been recognized in net income relating to short-term leases, leases of low-value assets and
variable lease payments not included in the measurement of lease liabilities.

Leases as lessor

Operating Leases
As at March 31, 2026, the net book value of simulators leased under operating leases to third parties was $123.4 million (2025 – $115.9 million).

Undiscounted lease payments to be received under operating leases are as follows:

2026 2025
Less than 1 year $ 52.5 $ 49.1 
Between 1 and 2 years 40.4 39.3 
Between 2 and 3 years 24.0 30.7 
Between 3 and 4 years 14.1 17.0 
Between 4 and 5 years 11.5 13.4 
More than 5 years 19.7 14.0 
Total undiscounted lease payments receivable $ 162.2 $ 163.5 

34 | CAE Financial Report 2026



Notes to the Consolidated Financial Statements

Finance Leases
Undiscounted lease payments to be received under finance leases are as follows:

2026 2025
Less than 1 year $ 29.2 $ 23.9 
Between 1 and 2 years 23.1 21.3 
Between 2 and 3 years 19.6 18.2 
Between 3 and 4 years 18.3 15.9 
Between 4 and 5 years 15.1 16.4 
More than 5 years 109.3 118.4 
Total undiscounted lease payments receivable $ 214.6 $ 214.1 
Unearned finance income (52.3) (56.3)
Discounted unguaranteed residual values of leased assets (12.4) (15.8)
Total investment in finance leases $ 149.9 $ 142.0 
Current portion (Note 10) 21.0 16.0 
Non-current portion (Note 17) $ 128.9 $ 126.0 

NOTE 16 – INVESTMENT IN EQUITY ACCOUNTED INVESTEES

Net book value as at March 31, 2024 $ 588.8
Non-cash contributions to equity accounted investees 13.0
Acquisition of control of SIMCOM (Note 2) (131.0)
Share of after-tax profit before elimination of unrealized profits 96.2
Elimination of unrealized profits on transactions with equity accounted investees – net (7.8)
Dividends received from equity accounted investees (28.7)
Dividends declared but not yet received from equity accounted investees (7.2)
Transfers and others 0.7
Foreign currency exchange differences 35.1
Net book value as at March 31, 2025 $ 559.1
Cash contributions to equity accounted investees 14.5 
Share of after-tax profit before elimination of unrealized profits 86.9
Elimination of unrealized profits on transactions with equity accounted investees – net (4.2)
Dividends received from equity accounted investees (79.6)
Transfers and others 7.4
Foreign currency exchange differences (11.4)
Net book value as at March 31, 2026 $ 572.7

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. During the year ended March 31, 2026, the Company's unrecognized share of profit in joint ventures was $1.9 million (2025 – $1.8
million). As at March 31, 2026, the cumulative unrecognized share of losses for these joint ventures was $6.6 million (2025 – $8.5 million) and the cumulative unrecognized share of
comprehensive loss of these joint ventures was $5.4 million (2025 – $7.6 million).

The Company’s outstanding balances with its equity accounted investees are as follows:

2026 2025
Accounts receivable (Note 10) $ 154.1 $ 63.2
Contract assets 29.3 22.3
Other non-current assets 51.2 39.5
Accounts payable and accrued liabilities (Note 18) 8.1 14.9
Contract liabilities 147.9 57.5

 
The Company’s transactions with its equity accounted investees are as follows:

2026 2025
Revenue $ 270.0 $ 278.7
Purchases 3.1 1.4
Other income 2.9 2.4
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NOTE 17 – OTHER NON-CURRENT ASSETS

2026 2025
Contract assets (Note 11) $ 37.3 $ 38.8 
Investment in finance leases (Note 15)

128.9 126.0
Non-current receivables 93.2 94.7
Investment tax credits 330.9 303.4
Other 98.3 94.9 

$ 688.6 $ 657.8 

 
NOTE 18 – ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

2026 2025
Accounts payable trade $ 507.1 $ 701.0 
Accrued and other liabilities 407.1 463.6 
Amount due to related parties (Note 16) 8.1 14.9 
Current portion of royalty obligations 12.8 11.3 

$ 935.1 $ 1,190.8 

NOTE 19 – PROVISIONS
Changes in provisions are as follows:

 Restoration  Onerous  
and simulator contracts

removal Restructuring Legal Warranties and other Total
Provisions, as at March 31, 2025 $ 11.0 $ 7.6 $ 4.6 $ 15.4 $ 10.2 $ 48.8 
Additions — 13.2 7.1 15.1 5.2 40.6 
Amount used (0.6) (9.3) — (14.1) (8.9) (32.9)
Reversal of unused amounts — (0.2) — (2.3) (0.2) (2.7)
Foreign currency exchange differences (0.1) 0.1 (0.1) — 0.2 0.1 
Transfers and others 0.3 — — — (0.2) 0.1 
Provisions, as at March 31, 2026 $ 10.6 $ 11.4 $ 11.6 $ 14.1 $ 6.3 $ 54.0 
Current portion $ — $ 11.4 $ 11.6 $ 13.5 $ 6.3 $ 42.8 
Non-current portion $ 10.6 $ — $ — $ 0.6 $ — $ 11.2 

NOTE 20 – DEBT FACILITIES
Long-term debt, net of transaction costs is as follows:

Repayment 2026 2025
Notional amount period Current Non-current Current Non-current

Unsecured senior notes
    U.S. dollar, fixed rate - 3.60% to 4.90% US$ 778.0 2026-2034 $ 102.0 $ 978.7 $ 20.0 $ 1,114.7 
    Canadian dollar, Series 1, fixed rate - 5.54% $ 400.0 2028 — 398.7 — 398.1 
    Canadian dollar, fixed rate - 4.15% $ 5.7 2027 2.9 2.8 2.9 5.7 
Term loans
    U.S. dollar, variable rate US$ 47.7 2026-2027 4.1 61.9 178.7 288.3 
    Canadian dollar, variable rate $ 285.9 2026-2028 5.6 280.4 5.6 12.6 
    Other — — 33.5 — 
Lease liabilities
    U.S. dollar 2026-2071 42.3 433.3 92.0 432.0 
    Other 2026-2054 25.9 260.7 29.1 239.0 
R&D obligations
    Canadian dollar 2026-2048 69.2 565.7 37.2 581.0 
Revolving credit facilities
    U.S. dollar, variable rate — — — — 
    Canadian dollar, variable rate — — — — 
Total long-term debt $ 252.0 $ 2,982.2 $ 399.0 $ 3,071.4 

36 | CAE Financial Report 2026



Notes to the Consolidated Financial Statements

Revolving credit facility
In June 2025, the Company extended the maturity date of its US$1.0 billion unsecured revolving credit facility by two years, until June 2030.

Term loans
In May 2025, the Company prepaid a US$125.0 million unsecured term loan due in July 2025.

In June 2025, the Company extended the maturity date of a US$200.0 million syndicated term loan, bearing interest at a variable rate, until June 2027. In February 2026, the Company
converted this loan to a Canadian dollar loan valued at $273.3 million, with no changes to the maturity date.

In June 2025, the Company entered into an unsecured term loan agreement amounting to US$50.0 million maturing in June 2027, bearing interest at a variable rate.

Information on the change in long-term debt for which cash flows have been classified as financing activities in the statement of cash flows are as follows:

Unsecured Revolving
senior Term Lease R&D credit
notes loans liabilities obligations facility Total

Net book value as at March 31, 2024 $ 1,678.3 $ 239.9 $ 551.9 $ 574.2 $ 30.0 $ 3,074.3 
Changes from financing cash flows

Net repayment from borrowing under
revolving credit facilities — — — — (45.0) (45.0)

Proceeds from long-term debt — 285.8 — 45.7 — 331.5 
Repayment of long-term debt (216.1) (72.6) — (32.6) — (321.3)
Repayment of lease liabilities — — (59.9) — — (59.9)

Total changes from financing cash flows $ (216.1) $ 213.2 $ (59.9) $ 13.1 $ (45.0) $ (94.7)
Non-cash changes

Business combinations (Note 2) — 48.5 110.0 — — 158.5 
Foreign currency exchange differences 78.1 16.3 36.7 — 15.0 146.1 
Additions and remeasurements of lease liabilities — — 153.4 — — 153.4 
Accretion — — — 32.5 — 32.5 
Other 1.1 0.8 — (1.6) — 0.3 

Total non-cash changes $ 79.2 $ 65.6 $ 300.1 $ 30.9 $ 15.0 $ 490.8 
Net book value as at March 31, 2025 $ 1,541.4 $ 518.7 $ 792.1 $ 618.2 $ — $ 3,470.4 
Changes from financing cash flows

Net repayment from borrowing under
revolving credit facilities — — — — — — 

Proceeds from long-term debt — 68.4 — 21.1 — 89.5 
Repayment of long-term debt (22.1) (217.9) — (38.9) — (278.9)
Repayment of lease liabilities — — (61.1) — — (61.1)

Total changes from financing cash flows $ (22.1) $ (149.5) $ (61.1) $ (17.8) $ — $ (250.5)
Non-cash changes

Foreign currency exchange differences (35.1) (17.2) (5.8) — — (58.1)
Additions and remeasurements of lease liabilities — — 37.4 — — 37.4 
Accretion — — — 34.1 — 34.1 
Other 0.9 — (0.4) 0.4 — 0.9 

Total non-cash changes $ (34.2) $ (17.2) $ 31.2 $ 34.5 $ — $ 14.3 
Net book value as at March 31, 2026 $ 1,485.1 $ 352.0 $ 762.2 $ 634.9 $ — $ 3,234.2 

As at March 31, 2026, the Company has no remaining R&D obligations in the drawdown phase, and the funding received to date on these loans will be repaid between calendar 2026 and
2048. These loan agreements with government entities include certain eligibility criteria, performance conditions, ongoing compliance obligations, commitments and events of default
whereby suspension of funding, repayment obligations, accelerated repayment and/or termination of the agreements may result if the Company fails to meet these conditions and
commitments throughout the repayment period and if no mutual agreement is found following the mandatory resolution processes.

The Company's unsecured senior notes, term loans and revolving credit facility include standard events of default and various covenant provisions, including financial covenants, whereby
accelerated repayment and/or termination of the agreements may result if the Company were to default on payment or violate certain covenants. The Company is required to maintain
compliance with these covenants at all times. As at March 31, 2026, the Company is in compliance with all of its financial covenants, as amended from time to time.
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NOTE 21 – EMPLOYEE BENEFITS OBLIGATIONS
Defined benefit pension plans
The Company has three registered funded defined benefit pension plans in Canada (two for employees and one for designated executives) that provide benefits based on length of
service and final average earnings. The Company also maintains a funded pension plan for employees in the United Kingdom that provides benefits based on similar provisions.
 
The Company’s annual contributions, to fund both benefits accruing in the year and deficits accumulated over prior years, and the plans’ financial position are determined based on
actuarial valuations. Applicable pension legislations prescribe minimum funding requirements. 

In addition, the Company maintains unfunded plans in Canada, United States and Germany that provide defined benefits based on length of service and final average earnings. These
unfunded plans are the sole obligation of the Company, and there is no requirement to fund them. However, the Company is obligated to pay the benefits when they become due. As at
March 31, 2026, the Company has issued letters of credit totalling $76.9 million (2025 – $63.9 million) to collateralize the obligations under the Canadian plans.
 
The funded plans are trustee administered funds. Plan assets held in trusts are governed by local regulations and practices in each country, as is the nature of the relationship between
the Company and the trustees and their composition. Responsibility for governance of the plans, including investment decisions and contribution schedules, lies jointly with the Company
and the board of trustees.

The employee benefits obligations are as follows:

2026 2025
Funded defined benefit pension obligations $ 591.3 $ 599.2 
Fair value of plan assets 635.8 585.9 
Funded defined benefit pension obligations (surplus) – net $ (44.5) $ 13.3 
Unfunded defined benefit pension obligations 106.1 109.2 
Employee benefits obligations - net $ 61.6 $ 122.5 
Employee benefit assets $ (44.5) $ (11.6)
Employee benefit obligations $ 106.1 $ 134.1 

Changes in funded defined benefit pension obligations and fair value of plan assets are as follows:

  2026   2025
Canadian Foreign Total Canadian Foreign Total

Pension obligations, beginning of year $ 593.8 $ 5.4 $ 599.2 $ 471.3 $ 5.0 $ 476.3 
Current service cost 34.5 — 34.5 32.9 — 32.9 
Interest cost 25.7 0.3 26.0 22.4 0.3 22.7 
Actuarial (gain) loss arising from:     

Experience adjustments 0.6 — 0.6 43.3 0.1 43.4 
Economic assumptions (66.0) — (66.0) 23.3 (0.1) 23.2 

Employee contributions 8.3 — 8.3 12.9 — 12.9 
Pension benefits paid (10.9) (0.4) (11.3) (12.3) (0.3) (12.6)
Foreign currency exchange differences — — — — 0.4 0.4 

Pension obligations, end of year $ 586.0 $ 5.3 $ 591.3 $ 593.8 $ 5.4 $ 599.2 
Fair value of plan assets, beginning of year $ 578.3 $ 7.6 $ 585.9 $ 535.0 $ 7.0 $ 542.0 

Interest income 25.1 0.4 25.5 26.0 0.4 26.4 
Return on plan assets, excluding amounts     

included in interest income 6.1 — 6.1 14.3 (0.1) 14.2 
Employer contributions 22.3 — 22.3 1.8 — 1.8 
Employee contributions 8.3 — 8.3 12.9 — 12.9 
Pension benefits paid (10.9) (0.4) (11.3) (12.3) (0.3) (12.6)
Settlements — — — 1.4 — 1.4 
Administrative costs (0.9) — (0.9) (0.8) — (0.8)
Foreign currency exchange differences — (0.1) (0.1) — 0.6 0.6 

Fair value of plan assets, end of year $ 628.3 $ 7.5 $ 635.8 $ 578.3 $ 7.6 $ 585.9 

During the year ended March 31, 2025, an actuarial funding valuation report was completed by an independent actuary for a funded defined benefit pension plan in Canada. As the plan
funding had reached the limit prescribed by the Canadian Income Tax Act, the Company was prohibited from making employer contributions to the plan from January 1, 2024 to December
31, 2024.
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Changes in unfunded defined benefit pension obligations are as follows:

  2026   2025
 Canadian Foreign Total Canadian Foreign Total

Pension obligations, beginning of year $ 97.4 $ 11.8 $ 109.2 $ 86.2 $ 12.5 $ 98.7 
Current service cost 3.1 0.4 3.5 4.1 0.7 4.8 
Interest cost 4.0 0.3 4.3 4.0 0.4 4.4 
Past service cost — 0.8 0.8 3.6 (1.2) 2.4 
Actuarial (gain) loss arising from:   

Experience adjustments (2.5) — (2.5) (0.2) (1.0) (1.2)
Economic assumptions (4.7) (0.6) (5.3) 2.8 0.3 3.1 

Pension benefits paid (3.3) (0.8) (4.1) (3.1) (0.7) (3.8)
Foreign currency exchange differences — 0.2 0.2 — 0.8 0.8 

Pension obligations, end of year $ 94.0 $ 12.1 $ 106.1 $ 97.4 $ 11.8 $ 109.2 

Net pension cost is as follows:

  2026   2025
 Canadian Foreign Total Canadian Foreign Total

Funded plans       
Current service cost $ 34.5 $ — $ 34.5 $ 32.9 $ — $ 32.9 
Interest cost 25.7 0.3 26.0 22.4 0.3 22.7 
Interest income (25.1) (0.4) (25.5) (26.0) (0.4) (26.4)
Settlement gain — — — (1.4) — (1.4)
Administrative cost 0.9 — 0.9 0.8 — 0.8 

Net pension cost of funded plans $ 36.0 $ (0.1) $ 35.9 $ 28.7 $ (0.1) $ 28.6 
Unfunded plans      

Current service cost $ 3.1 $ 0.4 $ 3.5 $ 4.1 $ 0.7 $ 4.8 
Interest cost 4.0 0.3 4.3 4.0 0.4 4.4 
Past service cost — 0.8 0.8 3.6 (1.2) 2.4 

Net pension cost of unfunded plans $ 7.1 $ 1.5 $ 8.6 $ 11.7 $ (0.1) $ 11.6 
Total net pension cost $ 43.1 $ 1.4 $ 44.5 $ 40.4 $ (0.2) $ 40.2 

During the year ended March 31, 2026, pension costs of $23.0 million (2025 – $21.7 million) have been recorded in cost of sales, $4.8 million (2025 – $5.1 million) in research and
development expenses, $9.6 million (2025 – $10.3 million) in selling, general and administrative expenses, nil (2025 – gain of $0.4 million) in restructuring, integration and acquisition
costs, $4.8 million (2025 ‑ $0.7 million) in finance expense and $2.3 million (2025 – $2.8 million) were capitalized.
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Fair value of the plan assets, by major categories, are as follows:

 (amounts in millions) 2026 2025
  Quoted Unquoted Total Quoted Unquoted Total
Canadian plans       

Equity funds       
Canadian $ — $ 52.6 $ 52.6 $ — $ 43.5 $ 43.5 
Foreign — 186.9 186.9 — 157.8 157.8 

Bond funds
Government — 152.1 152.1 — 135.3 135.3 
Corporate — 62.8 62.8 — 63.4 63.4 

Private and property investments — 147.8 147.8 — 151.6 151.6 
Cash and cash equivalents — 7.2 7.2 — 14.6 14.6 
Other — 18.9 18.9 — 12.1 12.1 

Total Canadian plans $ — $ 628.3 $ 628.3 $ — $ 578.3 $ 578.3 
Foreign plans       

Equity instruments $ 0.4 $ — $ 0.4 $ 0.4 $ — $ 0.4 
Debt instruments

Corporate 6.8 — 6.8 6.9 — 6.9 
Other — 0.3 0.3 — 0.3 0.3 

Total Foreign plans $ 7.2 $ 0.3 $ 7.5 $ 7.3 $ 0.3 $ 7.6 
Total plans $ 7.2 $ 628.6 $ 635.8 $ 7.3 $ 578.6 $ 585.9 

As at March 31, 2026 and March 31, 2025, there were no common shares of the Company in the pension plan assets.

Significant assumptions (weighted average) used are as follows:

 Canadian Foreign
 2026 2025 2026 2025
Pension obligations as at March 31:     

Discount rate 5.19 % 4.71 % 4.57 % 4.25 %
Compensation rate increases 3.50 % 3.67 % 2.54 % 2.48 %

Net pension cost for years ended March 31:
Discount rate 4.71 % 5.00 % 4.25 % 4.43 %
Compensation rate increases 3.67 % 3.69 % 2.48 % 2.68 %

Assumptions regarding future mortality are based on actuarial advice in accordance with published statistics and mortality tables and experience in each territory. The mortality tables and
the average life expectancy in years for a member age 45 and 65 are as follows:

As at March 31, 2026 Life expectancy over 65 for a member
(in years)  Male   Female
Country Mortality table at age 45 at age 65  at age 45 at age 65
Canada CPM private tables 23.9 22.5 26.4 25.1
Germany Heubeck RT2018G 23.9 21.2 26.7 24.5
United Kingdom S4PFA M CMI 2024 22.9 21.6 25.0 23.5
United States CPM private tables 25.1 23.7 26.6 25.3

As at March 31, 2025 Life expectancy over 65 for a member
(in years)    Male  Female
Country Mortality table at age 45 at age 65 at age 45 at age 65
Canada CPM private tables 23.9 22.5 26.3 25.0
Germany Heubeck RT2018G 23.8 21.0 26.6 24.4
United Kingdom S3PFA M CMI 2023 22.6 21.2 24.9 23.4
United States CPM private tables 25.1 23.7 26.5 25.2

As at March 31, 2026, the weighted average duration of the defined benefit obligation is 18.2 years.
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The impact on the defined benefit obligation as a result of a 0.25% change in the significant assumptions as at March 31, 2026 are as follows:

 Funded plans  Unfunded plans  
Canadian  Foreign Canadian Foreign Total

Discount rate:        
Increase $ (25.6) $ (0.1) $ (2.6) $ (0.3) $ (28.6)
Decrease 27.6 0.1 2.7 0.4 30.8 

Compensation rate:       
Increase 10.9 — 0.4 — 11.3 
Decrease (10.4) — (0.4) — (10.8)

Through its defined benefit plans, the Company is exposed to a number of risks, the most significant being the exposure to asset volatility, to changes in bond yields and to changes in life
expectancy. The plan liabilities are calculated using a discount rate set with reference to corporate bond yields, if plan assets underperform against this yield, this will create a deficit. A
decrease in corporate bond yields will increase plan liabilities, although this will be partially offset by an increase in the value of the plans’ bond holdings. The plans’ obligations are to
provide benefits for the duration of the life of its members, therefore, increases in life expectancy will result in an increase in the plans’ liabilities.

Contributions reflect actuarial assumptions of future investment returns, salary projections and future service benefits. The expected employer contributions and expected benefits paid for
the next fiscal year are as follows:

Canadian Foreign Total
Expected employer contributions in funded plans

$ 24.2 $ — $ 24.2 
Expected benefits paid in unfunded plans 3.3 0.8 4.1 

NOTE 22 – OTHER NON-CURRENT LIABILITIES

2026 2025
Contract liabilities (Note 11) $ 144.0 $ 126.8 
Share-based payments liabilities (Note 25) 22.0 40.3 
Royalty obligations 54.5 66.1 
Other 25.5 35.2 

$ 246.0 $ 268.4 

NOTE 23 – SUPPLEMENTARY CASH FLOWS INFORMATION
Changes in non-cash working capital are as follows:

2026 2025
Accounts receivable $ (4.0) $ 76.4 
Contract assets 4.5 77.1 
Inventories 135.8 (11.0)
Prepayments (7.4) (10.2)
Income taxes (16.2) (53.8)
Accounts payable and accrued liabilities (258.1) 54.1 
Provisions 4.5 (9.7)
Contract liabilities 103.2 74.2 

$ (37.7) $ 197.1 

Supplemental information:

 2026 2025
Interest paid  $ 188.7 $ 201.7 
Interest received  18.5 20.9 
Income taxes paid  49.9 101.4 
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NOTE 24 – ACCUMULATED OTHER COMPREHENSIVE INCOME
 

Foreign currency
exchange differences Net changes in

 on translation of  Net changes in financial assets   
foreign operations  cash flow hedges  carried at FVOCI Total

2026 2025 2026 2025 2026 2025 2026 2025
Balances, beginning of year $ 417.7 $ 174.5 $ (34.6) $ (19.2) $ (1.3) $ (1.3) $ 381.8 $ 154.0 
Other comprehensive (loss) income (45.0) 243.2 10.4 (15.4) — — (34.6) 227.8 
Balances, end of year $ 372.7 $ 417.7 $ (24.2) $ (34.6) $ (1.3) $ (1.3) $ 347.2 $ 381.8 

 
NOTE 25 – SHARE-BASED PAYMENTS
The Company’s share-based payment plans consist of two categories: equity-settled share-based payment plans comprised of the stock option plan, a RSU plan and a PSU plan; and
cash-settled share-based payments plans that include the stock purchase plan, deferred share units (DSU) plans, a RSU plan and a PSU plan. 

Share-based payments expense are as follows:

 2026 2025
Equity-settled plans

Stock option plan $ 6.2 $ 5.9 
RSU plan 12.0 6.6 
PSU plan 18.7 12.7 

Cash-settled plans
Stock purchase plan 17.6 16.2 
DSU plans 8.9 14.9 
RSU plan 0.1 1.9 
PSU plan 0.4 3.3 

Total share-based payments expense $ 63.9 $ 61.5 
Impact of equity swap agreements (Note 31) (3.1) (14.6)
Amount capitalized (0.8) (1.0)
Share-based payments expense, net of equity swap (Note 26) $ 60.0 $ 45.9 

Carrying amount of share-based payments liabilities are as follows:

 2026 2025
Cash-settled plans

DSU plans $ 33.3 $ 48.7 
RSU plan — 6.5 
PSU plan — 10.4 

Total carrying amount of share-based payments liabilities $ 33.3 $ 65.6 
Current portion 11.3 25.3 
Non-current portion (Note 22) $ 22.0 $ 40.3 

Stock option plan
Stock options to purchase common shares of the Company are granted to certain employees, officers and executives of the Company. The stock option exercise price is equal to the
common shares weighted average price on the TSX of the five days of trading prior to the grant date. Stock options vest over four years of continuous employment from the grant date.
The stock options must be exercised within a seven-year period, but are not exercisable during the first year after the grant date.
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Changes in outstanding stock options are as follows:

  2026    2025
  Weighted   Weighted
 Number of average exercise Number of average exercise

stock options price stock options price
Stock options outstanding, beginning of year 3,984,148 $ 28.52  6,459,922 $ 27.19 
Granted 625,105 35.33  779,288 25.45 
Exercised (1,657,429) 27.94  (2,763,675) 24.29 
Forfeited (99,261) 29.93  (491,387) 29.96 
Expired (3,650) 27.14  — — 
Stock options outstanding, end of year 2,848,913 $ 30.31  3,984,148 $ 28.52 
Stock options exercisable, end of year 1,406,633 $ 29.83  2,525,692 $ 28.44 

During the year ended March 31, 2026, the weighted average market share price for stock options exercised was $39.58 (2025 ⁃ $30.57).

As at March 31, 2026, summarized information about the stock options issued and outstanding is as follows:

 Options Outstanding Options Exercisable
Weighted  

Number of average remaining Weighted  Number of Weighted
Range of stock options contractual life average exercise stock options average exercise
exercise prices outstanding  (years) price  exercisable price
$20.57 to $26.78 937,639 3.68 $ 23.61 470,985 $ 21.81 
$26.83 to $30.13 453,948 4.20 28.66 191,103 28.65 
$33.47 to $38.01 1,457,326 3.83 35.13 744,545 35.20 
Total 2,848,913 3.84 $ 30.31 1,406,633 $ 29.83 

During the year ended March 31, 2026, the weighted average fair value of stock options granted was $13.71 (2025 – $9.58).

The assumptions used in the calculation of the fair value of the stock options on the grant date using the Black-Scholes option pricing model are as follows:

 2026 2025 
Common share price $ 35.33 $ 25.45 
Exercise price $ 35.33 $ 25.45 
Dividend yield — % 0.58 %
Expected volatility 39.27 % 39.32 %
Risk-free interest rate 2.94 % 3.53 %
Expected stock option life 5 years 5 years

Expected volatility is estimated by considering historical average common share price volatility over the expected life of the stock options.

Equity-settled restricted share unit (RSU) plan
RSUs are granted to certain employees, officers and executives of the Company. RSUs are settled in shares, either issued from treasury or purchased on the open market, in cash or in a
combination thereof, at the discretion of the Company. Restriction criteria include continuing employment for a period of up to three years. RSUs are settled three years after the grant
date.

Changes in outstanding equity-settled RSUs are as follows:
2026 2025

Equity-settled RSUs outstanding, beginning of year 574,726 292,634 
Granted 599,684 393,805 
Cancelled (46,991) (94,872)
Settled in shares (1,702) (15,370)
Settled in cash (5,856) (1,471)
Equity-settled RSUs outstanding, end of year 1,119,861 574,726 
Equity-settled RSUs vested, end of year 760,647 404,144 
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Equity-settled performance share unit (PSU) plan
PSUs are granted to certain employees, officers and executives of the Company. PSUs are settled in shares, either issued from treasury or purchased on the open market, in cash or in a
combination thereof, at the discretion of the Company. The target rate of granted units is multiplied by a factor which ranges from 0% to 200% based on the attainment of performance
criteria set out pursuant to the plan, if restriction criteria are met. Restriction criteria include continuing employment for a period of up to three years. PSUs are settled three years after the
grant date.

Changes in outstanding equity-settled PSUs are as follows:
2026 2025

Equity-settled PSUs outstanding, beginning of year 1,409,472 780,786 
Granted 1,021,502 903,341 
Cancelled (110,706) (242,151)
Settled in shares (1,248) (30,060)
Settled in cash (3,434) (2,444)
Equity-settled PSUs outstanding, end of year 2,315,586 1,409,472 
Equity-settled PSUs vested, end of year 1,600,821 1,037,878 

Cash-settled stock purchase plan
Employees of the Company and its participating subsidiaries can acquire common shares through regular payroll deductions. The Company contributes $1 for every $2 of employee
contributions, up to a maximum of 3% of the employee’s base salary. The employee and Company’s contributions are remitted to an independent plan administrator who purchases
common shares on the market on behalf of the employee.

Cash-settled deferred share unit (DSU) plans
Non-employee directors holding less than the minimum required holdings of common shares of the Company receive their Board retainer compensation in the form of deferred share units
(DSUs). A non-employee director holding no less than the minimum required holdings of common shares may also elect to participate in the DSU plan in respect of part or all of his or her
retainer. Such retainer amount is converted to DSUs based on the common shares price on the TSX on the date such retainer becomes payable to the non‑employee director.

Certain executives can elect to defer a portion or entire short-term incentive payment to the DSU plan on an annual basis. Such deferred short-term incentive amount is converted to
DSUs based on the common shares weighted average price on the TSX of the five days of trading prior to the date such incentive becomes payable to the executives.

DSUs entitle the holders to receive a cash payment equal to the common shares closing price on the TSX on the payment date, or, in certain cases, the weighted average price of the five
days prior to the payment date. Holders are also entitled to dividend equivalents payable in additional DSUs in an amount equal to the dividends paid on the common shares from the date
of issuance to the payment date.

DSUs vest immediately and are paid upon any termination of employment or when a non-employee director ceases to act as a director.

Changes in outstanding DSUs are as follows:

2026 2025
DSUs outstanding, beginning of year 1,377,311 1,487,414 
Granted 143,539 139,677 
Redeemed (599,613) (249,780)
DSUs vested and outstanding, end of year 921,237 1,377,311 

As at March 31, 2026, vested and outstanding DSUs includes 417,745 DSUs (2025 – 742,157) granted to certain employees, officers and executives of the Company under previous
plans, which are paid upon any termination of employment of the holder. Under the previous plans, holders are also entitled to dividend equivalents payable in additional DSUs in an
amount equal to the dividends paid on the common shares from the date of issuance to the payment date.

Cash-settled restricted share unit (RSU) plan
Restricted share units (RSUs) are granted to certain employees, officers and executives of the Company. RSUs entitle the holders to receive a cash payment based on the average
closing price on the TSX for the 20 trading days preceding the vesting date, if restriction criteria are met. Restriction criteria include continuing employment for a period of up to three
years. RSUs are paid three years after the grant date. Following the adoption of the Omnibus Incentive Plan in fiscal 2024, no new awards will be granted under this plan.
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Changes in outstanding cash-settled RSUs are as follows:

2026 2025
Cash-settled RSUs outstanding, beginning of year 193,139 404,037 
Cancelled (5,320) (43,833)
Redeemed (187,819) (167,065)
Cash-settled RSUs outstanding, end of year — 193,139 
Cash-settled RSUs vested, end of year — 184,725 

Cash-settled performance share unit (PSU) plan
Performance share units (PSUs) are granted to certain employees, officers and executives of the Company. PSUs entitle the holders to receive a cash payment equal to the average
closing price on the TSX of the common shares for the 20 trading days preceding the vesting date multiplied by a factor which ranges from 0% to 200% based on the attainment of
performance criteria set out pursuant to the plan, if restriction criteria are met. Restriction criteria include continuing employment for a period of up to three years. PSUs are paid three
years after the grant date. Following the adoption of the Omnibus Incentive Plan in fiscal 2024, no new awards will be granted under this plan.

Changes in outstanding cash-settled PSUs are as follows:

2026 2025
Cash-settled PSUs outstanding, beginning of year 491,896 912,281 
Cancelled (184,028) (283,840)
Redeemed (307,868) (136,545)
Cash-settled PSUs outstanding, end of year — 491,896 
Cash-settled PSUs vested, end of year — 467,991 

NOTE 26 – EMPLOYEE COMPENSATION
Total employee compensation expense recognized in income is as follows:

 (amounts in millions) 2026 2025
Salaries and other short-term employee benefits $ 1,724.7 $ 1,697.0 
Share-based payments expense, net of equity swap (Note 25) 60.0 45.9 
Post-employment benefits – defined benefit plans (Note 21) 42.2 37.4 
Post-employment benefits – defined contribution plans 42.6 39.8 
Termination benefits 13.7 35.0 
Total employee compensation $ 1,883.2 $ 1,855.1 

NOTE 27 – GOVERNMENT PARTICIPATION
Government contributions were recognized as follows:

2026 2025
Credited to non-financial assets $ 6.5 $ 21.4 
Credited to income 11.5 34.3 

$ 18.0 $ 55.7 
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NOTE 28 – CONTINGENCIES AND COMMITMENTS
Contingencies
From time to time, the Company is involved in legal proceedings, audits, litigations and claims arising in the ordinary course of its business. The Company operates in a highly regulated
environment across many jurisdictions and is subject to, without limitation, laws and regulations relating to import-export controls, trade sanctions, anti-corruption, national security and
aviation safety of each country. In addition, contracts with government agencies are subject to procurement regulations and other specific legal requirements. The Company is also
required to comply with tax laws and regulations of any country in which it operates.

The Company is subject to investigations and audits from various government and regulatory agencies. In addition, the Company may identify, investigate, remediate and voluntarily
disclose potential non-compliance with those laws and regulations. As a result, the Company can be subject to potential liabilities associated with those matters. Although it is possible
that liabilities may be incurred in instances for which no accruals have been made, the Company does not believe that the ultimate outcome of these matters will have a material impact
on its consolidated financial statements.

Dispute relating to final price adjustments for the sale of CAE’s Healthcare business
During the fourth quarter of fiscal 2024, the Company closed the sale of its Healthcare business to Madison Industries. The total consideration is subject to post-closing price adjustments,
including on account of working capital. At the time of issuance of the consolidated financial statements, the Company is still engaged in a dispute with Madison Industries, which initially
claimed up to approximately $60 million in final price adjustments. To date, no price adjustment has been agreed to or awarded in favour of the purchaser, and a limited number of items
remain in dispute, representing an amount of approximately $15 million. Price adjustments in favour of the purchaser, if any, are not expected to exceed this amount and are not expected
to exceed the amounts still outstanding and receivable from the purchaser.

Given the uncertainty regarding whether any amount will ultimately be payable in connection with the dispute, and as we continue to believe that there are strong grounds for defence and
are vigorously defending our position, no amount has been recognized in the Company's financial statements for any potential losses arising from this dispute as at March 31, 2026.

Class action proceeding
On July 16, 2024, the Company was served with an Application for authorization to bring an action pursuant to Section 225.4 of the Securities Act (Québec) and application for
authorization to institute a class action before the Superior Court of Québec in the district of Montréal against the Company and certain of the Company’s officers. The class action, if
authorized, would be brought on behalf of purchasers of the Company's common shares and is based upon allegations that the defendants made false and/or misleading statements to
the public and seeks unspecified damages.

The class action requires authorization from the Court before it can move forward. Until it is authorized, there are no monetary claims pending against the defendants in the context of this
Court proceeding. The defendants have strong legal defences to this Court proceeding and intend to defend the case vigorously. While the proceeding remains in preliminary stages and
it is not possible to predict the final outcome or the timing of this Court proceeding, the Company has ascertained that substantially all of any amount payable under the proceeding would
be insurable and any uninsured amounts payable by the Company have been adequately provisioned in the Company’s financial statements.

Commitments
Contractual purchase commitments that are not recognized as liabilities are as follows:

2026 2025
Less than 1 year $ 320.9 $ 411.8 
Between 1 and 5 years 294.0 262.1 
Later than 5 years 63.7 23.6 
Total contractual purchase commitments $ 678.6 $ 697.5 
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NOTE 29 – FAIR VALUE OF FINANCIAL INSTRUMENTS
The fair value of a financial instrument is determined by reference to the available market information at the reporting date. When no active market exists for a financial instrument, the
Company determines the fair value of that instrument based on valuation methodologies as discussed below. In determining assumptions required under a valuation model, the Company
primarily uses external, readily observable market data inputs. Assumptions or inputs that are not based on observable market data incorporate the Company’s best estimates of market
participant assumptions. Counterparty credit risk and the Company’s own credit risk are taken into account in estimating the fair value of financial assets and financial liabilities.
 
The following assumptions and valuation methodologies have been used to measure the fair value of financial instruments:
(i) The fair value of cash and cash equivalents, accounts receivable and accounts payable and accrued liabilities approximate their carrying values due to their short-term maturities;
(ii) The fair value of derivative instruments, which include forward contracts and swap agreements, is calculated as the present value of the estimated future cash flows using

assumptions based on market conditions prevailing at each reporting date. The fair value of derivative instruments reflects the estimated amounts that the Company would receive or
pay to settle the contracts at the reporting date;

(iii) The fair value of the equity investments, which does not have a readily available market value, is estimated using a discounted cash flow model, which includes some assumptions
that are not based on observable market prices or rates;

(iv) The fair value of non-current receivables is estimated based on discounted cash flows using current interest rates for instruments with similar risks and remaining maturities;
(v) The fair value of long-term debts, royalties obligations and other non-current liabilities are estimated based on discounted cash flows using current interest rates for instruments with

similar risks and remaining maturities.

Fair value hierarchy
The fair value hierarchy reflects the significance of the inputs used in making the measurements and has the following levels:
 
Level 1:   Quoted prices (unadjusted) in active markets for identical assets or liabilities;
 
Level 2:  Inputs other than quoted prices included within level 1 that are observable for the asset or liability, either directly (i.e. as prices in markets that are not active) or indirectly (i.e.

quoted prices for similar assets or liabilities);
 
Level 3:   Inputs for the asset or liability that are not based on observable market data (unobservable inputs).

Each type of fair value is categorized based on the lowest level input that is significant to the fair value measurement in its entirety.
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The carrying values and fair values of financial instruments, by category, are as follows:

2026 2025
Level Carrying value Fair value Carrying value Fair value

Total Total Total Total
Financial assets (liabilities) measured at FVTPL

Cash and cash equivalents Level 1 $ 552.4 $ 552.4 $ 293.7 $ 293.7 
Equity swap agreements Level 2 1.0 1.0 13.0 13.0 
Forward foreign currency contracts Level 2 (6.5) (6.5) (6.4) (6.4)

Derivatives assets (liabilities) designated in a hedge relationship
Foreign currency and interest rate swap agreements Level 2 (10.0) (10.0) (14.4) (14.4)
Forward foreign currency contracts Level 2 (13.3) (13.3) (31.9) (31.9)

Financial assets (liabilities) measured at amortized cost
Accounts receivable Level 2 579.2 579.2 567.7 567.7 
Investment in finance leases Level 2 149.9 145.1 142.0 135.8 
Other non-current assets Level 2 76.2 76.2 79.5 79.5 
Accounts payable and accrued liabilities Level 2 (699.9) (699.9) (914.4) (914.4)
Total long-term debt Level 2 (2,477.1) (2,488.3) (2,684.7) (2,700.6)
Other non-current liabilities Level 2 (72.6) (65.3) (91.4) (84.8)

Financial assets measured at FVOCI
Equity investments Level 3 1.4 1.4 1.4 1.4 

$ (1,919.3) $ (1,928.0) $ (2,645.9) $ (2,661.4)

 Includes trade receivables, accrued receivables and certain other receivables.
 Includes non-current receivables and certain other non-current assets.
 Includes trade accounts payable, accrued liabilities, interest payable and current royalty obligations.
 Excludes lease liabilities. The carrying value of long-term debt excludes transaction costs.
 Includes non-current royalty obligations and other non-current liabilities.

During the year ended March 31, 2026, there were no significant changes in level 3 financial instruments.

NOTE 30 – CAPITAL RISK MANAGEMENT
The Company’s capital allocation priorities are focused on:
(i)     Organic investments for sustainable and accretive growth;
(ii)    Maintaining a strong balance sheet for optimal resiliency and financial flexibility;
(iii)   Balancing returns to shareholders with leverage targets and growth investment opportunities.
 
The Company manages its capital structure and makes corresponding adjustments based on changes in economic conditions and the risk characteristics of the underlying assets. In
order to maintain or adjust the capital structure, the Company may adjust the amount of dividends paid to shareholders, issue new shares or debt, use cash to reduce debt or repurchase
shares.
 
To accomplish its objectives stated above, the Company monitors its capital on the basis of the net debt to capital. This ratio is calculated as net debt divided by the sum of total equity
plus net debt. Net debt is calculated as total long-term debt, including the current portion of long-term debt less cash and cash equivalents. Total equity comprises share capital,
contributed surplus, accumulated other comprehensive income, retained earnings and non-controlling interests.

The level of debt versus equity in the capital structure is monitored, and the ratios are as follows:

2026 2025
Total long-term debt (Note 20) $ 3,234.2 $ 3,470.4 
Less: cash and cash equivalents (552.4) (293.7)
Net debt $ 2,681.8 $ 3,176.7 
Equity 5,388.1 4,976.0 
Total net debt plus equity $ 8,069.9 $ 8,152.7 
Net debt-to-capital % 33.2 % 39.0 

(1)

(2)

(3)

(4)

(5)

(1)

(2)

(3)

(4)

(5)
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NOTE 31 – FINANCIAL RISK MANAGEMENT
Due to the nature of the activities that the Company carries out and as a result of holding financial instruments, the Company is exposed to credit risk, liquidity risk and market risk,
including foreign currency risk and interest rate risk. The Company’s exposure to credit risk, liquidity risk and market risk is managed within risk management parameters documented in
corporate policies. These risk management parameters remain unchanged since the previous period, unless otherwise indicated.
 
Credit risk
Credit risk is defined as the Company’s exposure to a financial loss if a debtor fails to meet its obligations in accordance with the terms and conditions of its arrangements with the
Company. The Company is exposed to credit risk on its accounts receivable and certain other assets through its normal commercial activities. The Company is also exposed to credit risk
through its normal treasury activities on its cash and cash equivalents and derivative financial assets. Credit risks arising from the Company’s normal commercial activities are managed
with regards to customer credit risk.
 
The Company’s customers are mainly established companies, some of which have publicly available credit ratings, as well as government agencies, which facilitates risk assessment and
monitoring. In addition, the Company typically receives substantial non‑refundable advance payments for contracts with customers. The Company closely monitors its exposure to major
airline companies in order to mitigate its risk to the extent possible. Furthermore, the Company’s trade receivables are held with a wide range of commercial and government
organizations and agencies. As well, the Company’s credit exposure is further reduced by the sale of certain of its accounts receivable to third-party financial institutions for cash
consideration on a limited recourse basis (receivable purchase facility). The Company does not hold any collateral as security. The credit risk on cash and cash equivalents is mitigated
by the fact that they are mainly in place with a diverse group of major North American and European financial institutions.
 
The Company is exposed to credit risk in the event of non-performance by counterparties to its derivative financial instruments. The Company uses several measures to minimize this
exposure. First, the Company enters into contracts with counterparties that are of high credit quality. The Company signed International Swaps & Derivatives Association, Inc. (ISDA)
Master Agreements with all the counterparties with whom it trades derivative financial instruments. These agreements make it possible to offset when a contracting party defaults on the
agreement, for each of the transactions covered by the agreement and in force at the time of default. Also, collateral or other security to support derivative financial instruments subject to
credit risk can be requested by the Company or its counterparties (or both parties, if need be) when the net balance of gains and losses on each transaction exceeds a threshold defined
in the ISDA Master Agreement. Finally, the Company monitors the credit standing of counterparties on a regular basis to help minimize credit risk exposure.
 
The carrying amounts presented in Note 10 and Note 29 represent the maximum exposure to credit risk for each respective financial asset as at the relevant dates.

Exposure to credit risk and credit loss allowances for accounts receivable and contract assets by segment are as follows:

As at March 31, 2026 Civil Aviation
Defense and

Security

Amounts not
allocated to a

segment Total

Gross accounts receivable $ 350.0 $ 254.3 $ 42.4 $ 646.7 
Gross contract assets 157.8 364.7 — 522.6 
Total $ 507.8 $ 619.0 $ 42.4 $ 1,169.3 
Credit loss allowances $ (21.9) $ (0.5) $ — $ (22.4)
As a % 4.3 % 0.1 % — % 1.9 %

As at March 31, 2025 Civil Aviation
Defense and

Security
Amounts not allocated

to a segment Total

Gross accounts receivable $ 384.8 $ 211.8 $ 36.7 $ 633.3 
Gross contract assets 163.2 357.8 — 521.0 
Total $ 548.0 $ 569.6 $ 36.7 $ 1,154.3 
Credit loss allowances $ (19.3) $ (2.0) $ — $ (21.3)
As a % 3.5 % 0.4 % — % 1.8 %

Client concentration risk
For the year ended March 31, 2026, contracts with the U.S. federal government and its various agencies included in the Defense and Security segment accounted for 21% (2025 – 21%)
of consolidated revenue.
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Liquidity risk
Liquidity risk is defined as the potential risk that the Company cannot meet its cash obligations as they become due. The Company manages this risk by establishing cash forecasts, as
well as long-term operating and strategic plans. The management of consolidated liquidity requires a regular monitoring of expected cash inflows and outflows which is achieved through a
forecast of the Company’s consolidated liquidity position, for efficient use of cash resources. Liquidity adequacy is assessed in view of seasonal needs, stress-test results, growth
requirements and capital expenditures, and the maturity profile of indebtedness, including availability of credit facilities, working capital requirements, compliance with financial covenants
and the funding of financial commitments. The Company manages its liquidity risk to maintain sufficient liquid financial resources to fund its operations and meet its commitments and
obligations. The Company also regularly monitors any financing opportunities to optimize its capital structure and maintain appropriate financial flexibility.

In managing its liquidity risk, the Company has access to a committed unsecured revolving credit facility of US$1.0 billion (2025 ‑ US$1.0 billion). As well, the Company has agreements to
sell interests in certain of its accounts receivable (receivable purchase facility) for an amount of up to US$400.0 million (2025 – US$400.0 million). As at March 31, 2026, the carrying
amount of the original accounts receivable sold to a financial institution pursuant to the receivable purchase facility totaled $399.1 million (2025 ‑ $453.6 million) of which $51.7 million
(2025 – $39.9 million), corresponding to the extent of the Company’s continuing involvement, remains in accounts receivable with a corresponding liability included in accounts payable
and accrued liabilities.

The Company has established supplier finance arrangements offered by some of its subsidiaries to certain key suppliers. Under these arrangements, the Company has the ability to
submit supplier invoices, at its own discretion, to its financial institution who pays the supplier and allows the Company to extend its payment terms by 55 to 85 days. The Company pays
the invoice amount and a service fee to the financial institution in accordance with the extended due dates. As at March 31, 2026, the carrying amount of accounts payable trade for this
arrangement totalled nil (2025 – $73.3 million).

The following tables present a maturity analysis based on the contractual maturity date of the Company’s financial liabilities based on expected cash flows. Cash flows from derivatives
presented either as derivative assets or liabilities have been included, as the Company manages its derivative contracts on a gross basis. The amounts are the contractual undiscounted
cash flows. All amounts contractually denominated in foreign currency are presented in Canadian dollar equivalent amounts using the period-end spot rate except as otherwise stated:

Between Between Between Between
   Carrying Contractual Less than 1 and 2 and 3 and 4 and More than
As at March 31, 2026 amount cash flows 1 year 2 years 3 years 4 years  5 years 5 years
Non-derivative financial liabilities         
Accounts payable and accrued liabilities $ 699.9 $ 699.9 $ 699.9 $ — $ — $ — $ — $ — 
Total long-term debt 

Long-term debt (other than lease liabilities) 2,472.0 2,472.0 183.9 476.3 653.0 123.2 235.8 799.8 
Interest and accretion — 602.1 86.7 72.2 49.6 35.3 49.3 309.0 
Lease liabilities 762.2 1,173.7 112.3 103.2 113.4 82.0 110.9 651.9 

Other non-current liabilities 72.6 122.1 — 24.1 27.8 22.2 21.9 26.1 
  $ 4,006.7 $ 5,069.8 $ 1,082.8 $ 675.8 $ 843.8 $ 262.7 $ 417.9 $ 1,786.8 
Net derivative financial liabilities (assets)        
Forward foreign currency contracts $ 19.8        

Outflow $ 2,402.8 $ 2,084.5 $ 307.6 $ 10.7 $ — $ — $ — 
Inflow (2,372.2) (2,062.7) (298.9) (10.6) — — — 

Foreign currency and
 interest rate swap agreements 10.0 20.2 1.0 1.2 18.0 — — — 

Equity swap agreements (1.0) (1.0) (1.0) — — — — — 
  $ 28.8 $ 49.8 $ 21.8 $ 9.9 $ 18.1 $ — $ — $ — 
  $ 4,035.5 $ 5,119.6 $ 1,104.6 $ 685.7 $ 861.9 $ 262.7 $ 417.9 $ 1,786.8 

(1)

(2)

(3)

(4)
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Between Between Between Between
   Carrying Contractual Less than 1 and 2 and 3 and 4 and More than
As at March 31, 2025 amount cash flows 1 year 2 years 3 years 4 years  5 years 5 years
Non-derivative financial liabilities         
Accounts payable and accrued liabilities $ 914.4 $ 914.4 $ 914.4 $ — $ — $ — $ — $ — 
Total long-term debt

Long-term debt (other than lease liabilities) 2,678.3 2,678.3 277.9 469.3 140.6 654.5 121.7 1,014.3 
Interest and accretion — 686.2 93.2 74.6 67.5 50.0 34.7 366.2 
Lease liabilities 792.1 1,237.2 170.7 98.9 90.3 101.8 69.9 705.6 

Other non-current liabilities 91.4 155.2 — 25.0 31.4 28.1 23.9 46.8 
  $ 4,476.2 $ 5,671.3 $ 1,456.2 $ 667.8 $ 329.8 $ 834.4 $ 250.2 $ 2,132.9 

Net derivative financial liabilities (assets)         
Forward foreign  currency contracts $ 38.3        

Outflow  $ 2,829.3 $ 2,481.4 $ 305.6 $ 39.4 $ 2.9 $ — $ — 
Inflow  (2,780.2) (2,443.3) (295.4) (38.5) (3.0) — — 

Foreign currency and
 interest rate swap agreements 14.4 36.2 1.0 1.7 1.9 31.6 — — 

Equity swap agreements (13.0) (13.0) (13.0) — — — — — 
  $ 39.7 $ 72.3 $ 26.1 $ 11.9 $ 2.8 $ 31.5 $ — $ — 
  $ 4,515.9 $ 5,743.6 $ 1,482.3 $ 679.7 $ 332.6 $ 865.9 $ 250.2 $ 2,132.9 

 Includes trade accounts payable, accrued liabilities, interest payable, current portion of royalty obligations and certain payroll-related liabilities.
 Contractual cash flows include contractual interest and principal payments related to debt obligations. Contractual interests on debt obligations with variable interest rate are presented using the period-end rate.
 Includes non-current royalty obligations and other non-current liabilities.
 Outflows and inflows are presented in Canadian dollar equivalent using the contractual forward foreign currency rate.

The Company is party to an agreement that includes a put option, that if exercised, requires CAE to purchase the remaining equity interest in a joint venture. Under the terms of the
agreement, the counterparty has the option to sell its shares in the joint venture at fair value. As at March 31, 2026, no value has been ascribed to the put option as the purchase price for
the shares corresponds to their fair value.

Market risk
Market risk is defined as the Company’s exposure to a gain or a loss in the value of its financial instruments as a result of changes in market prices, whether those changes are caused
by factors specific to the individual financial instruments or its issuer, or factors affecting all similar financial instruments traded in the market. The Company is mainly exposed to foreign
currency risk and interest rate risk.

Derivative instruments are utilized by the Company to manage market risk against the volatility in foreign exchange rates, interest rates and share-based payments in order to minimize
their impact on the Company’s results and financial position. The Company’s policy is not to utilize any derivative financial instruments for trading or speculative purposes.

Foreign currency risk
Foreign currency risk is defined as the Company’s exposure to a gain or a loss in the value of its financial instruments as a result of fluctuations in foreign exchange rates. The Company
is exposed to foreign exchange rate variability primarily in relation to certain sale commitments, expected purchase transactions and debt denominated in a foreign currency, as well as
on the net investment from its foreign operations which have functional currencies other than the Canadian dollar (in particular the U.S. dollar (USD) and Euro (€ or EUR). In addition,
these operations have exposures to foreign exchange rates primarily through cash and cash equivalents and other working capital accounts denominated in currencies other than their
functional currencies.
 
The Company mitigates foreign currency risks by having its foreign operations transact in their functional currency for material procurement, sale contracts and financing activities.
 
The Company uses forward foreign currency contracts and foreign currency swap agreements to manage the Company’s exposure from transactions in foreign currencies and to hedge
its net investment in U.S. entities. These transactions include forecasted transactions and firm commitments denominated in foreign currencies.

(1)

 (2)

 (3)

 (4)

(1)

(2)

(3)

(4)
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The forward foreign currency contracts outstanding are as follows:
 (amounts in millions, except average rate)   2026   2025

  Notional Average  Notional Average
Currencies (sold/bought) amount (1) rate  amount (1) rate
USD/CDN       

Less than 1 year $ 1,003.6  0.73 $ 1,257.8  0.72 
Between 1 and 3 years 259.7  0.74 250.8  0.73 
Between 3 and 5 years —  — 0.4  0.75 

EUR/CDN       
Less than 1 year 428.9  0.63 308.1  0.66 
Between 1 and 3 years 55.1  0.64 60.7  0.66 
Between 3 and 5 years — — 2.4 0.65 

CDN/USD       
Less than 1 year 231.5  1.38 489.6  1.42 
Between 1 and 3 years 2.8  1.39 31.3  1.39 
Between 3 and 5 years — — 0.2 1.37 

Other currencies       
Less than 1 year 420.6  n.a. 426.4  n.a.
Between 1 and 3 years 0.6  n.a. 1.6  n.a.

Total $ 2,402.8   $ 2,829.3   

 Exchange rates as at the end of the respective periods were used to translate amounts in foreign currencies.

As March 31, 2026, the Company uses fixed to fixed cross currency principal and interest rate swap agreements to effectively convert the $400.0 million unsecured senior notes into U.S.
dollars. The Company has designated the swap agreements as a hedge of its net investments in U.S. entities against foreign currency fluctuations.

The Company’s foreign currency hedging programs are typically unaffected by changes in market conditions, as related derivative financial instruments are generally held until their
maturity, consistent with the objective to fix currency rates on the hedged item.

Foreign currency risk sensitivity analysis
The sensitivity analysis on pre-tax net income presents the impact of foreign currency denominated financial instruments and adjusts their translation for a 5% strengthening in the
relevant foreign currency as at the end of the respective periods. The sensitivity analysis on other comprehensive income (loss) presents the impact of a 5% strengthening in foreign
currency rates on the fair value of foreign currency forward contracts designated as cash flow hedges as at the end of the respective periods. This analysis assumes all other variables
remain constant.

USD EUR
 Net income OCI Net income OCI
As at March 31, 2026 3.7 (16.6) — (6.2)
As at March 31, 2025 2.1 (10.5) 0.6 (1.1)

A weakening of 5% in the relevant foreign currency against the Canadian dollar would have an opposite impact on pre-tax net income and OCI.

Hedge of net investments in foreign operations
As at March 31, 2026, the Company has designated a portion of its unsecured senior notes, term loans, fixed to fixed cross currency principal and interest rate swap agreements and
foreign currency contracts totaling US$1,430.0 million (2025 ‑ US$1,660.9 million) as a hedge of its net investments in U.S. entities. Gains or losses on the translation of the designated
portion of these USD denominated long-term debts are recognized in OCI to offset any foreign exchange gains or losses on translation of the financial statements of those U.S. entities.

Interest rate risk
Interest rate risk is defined as the Company’s exposure to a gain or a loss to the value of its financial instruments as a result of fluctuations in interest rates. The Company bears some
interest rate fluctuation risk on its floating rate long-term debt and some fair value risk on its fixed interest long-term debt. The Company mainly manages interest rate risk by fixing project-
specific floating rate debt in order to reduce cash flow variability. The Company has floating rate debts through its revolving credit facility and other specific floating rate debts. A mix of
fixed and floating interest rate debt is sought to reduce the net impact of fluctuating interest rates. Derivative financial instruments used to manage interest rate exposures are mainly
interest rate swap agreements. As at March 31, 2026, 89% (2025 – 86%) of the long-term debt bears fixed interest rates.
 
The Company’s interest rate hedging programs are typically unaffected by changes in market conditions, as related derivative financial instruments are generally held until their maturity
to establish asset and liability management matching, consistent with the objective to reduce risks arising from interest rate movements.
 

(1)
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Interest rate risk sensitivity analysis
During the year ended March 31, 2026, a 1% increase in interest rates would decrease net income by $4.8 million (2025 ‑ $5.2 million) and would not have a significant impact on OCI
(2025 – not significant) assuming all other variables remained constant. A 1% decrease in interest rates would have an opposite impact on net income.

Hedge of share-based payments expense
The Company has entered into equity swap agreements with major Canadian financial institutions to reduce its exposure to fluctuations in its share price relating to the cash-settled
share-based payments plans. Pursuant to the agreement, the Company receives the economic benefit of dividends and share price appreciation while providing payments to the financial
institutions for the institution’s cost of funds and any share price depreciation. The net effect of the equity swap agreements partly offset movements in the Company’s share price
impacting the cost of the cash-settled share-based payments plans. As at March 31, 2026, the equity swap agreements covered 900,000 common shares (2025 – 2,100,000) of the
Company.

Letters of credit and guarantees
As at March 31, 2026, the Company had outstanding letters of credit and performance guarantees in the amount of $420.4 million (2025 – $406.2 million) issued in the normal course of
business. These guarantees are issued under the revolving credit facility and bilateral facilities which are in most instances supported by the Performance Securities Guarantee (PSG).
 
The advance payment guarantees are related to progress/milestone payments made by the Company’s customers and are reduced or eliminated upon delivery of the product. The
contract performance guarantees are linked to the completion of the intended product or service rendered by the Company and to the customer’s requirements. The customer releases
the Company from these guarantees at the signing of a certificate of completion. The letter of credit for the lease obligation provides credit support for the benefit of the owner participant
on a sale and leaseback transaction and varies according to the payment schedule of the lease agreement. 

2026 2025
Advance payments $ 222.0 $ 207.2 
Contract performance 100.2 110.7 
Lease obligations 9.4 17.3 
Financial obligations 88.8 69.5 
Other — 1.5 
  $ 420.4 $ 406.2 

Indemnifications
In certain transactions involving business dispositions or sales of assets, the Company may provide indemnification to the counterparties with respect to future claims for certain unknown
liabilities that exist, or arise from events occurring, prior to the transaction date, including liabilities for taxes, legal matters, environmental exposures, product liability, and other
obligations. The terms of the indemnifications vary in duration and scope. While some of the indemnifications specify a maximum potential exposure and/or a termination date, many do
not.

The Company believes that, other than liabilities already accrued, the maximum potential future payments that it could be required to make under these indemnifications are not
determinable at this time, as any future payments would be dependent on the type and extent of the related claims, and all available defences, including insurance, which cannot be
estimated. However, historically, costs incurred to settle claims related to these indemnifications have not been material to the Company’s consolidated financial position, net income or
cash flows.
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NOTE 32 – COMPENSATION OF KEY MANAGEMENT PERSONNEL
Key management personnel have the ability and responsibility to make major operational, financial and strategic decisions for the Company. The Company determined that key
management personnel consist of the Board of Directors and its Management Team, which is comprised of the President and Chief Executive Officer (CEO) and executive officers who
report directly to him. As at March 31, 2026, key management personnel consist of 12 non-employee Directors and 11 executive officers (2025 – 12 non‑employee Directors and 8
executive officers).

The compensation expense of key management for employee services recognized in income are as follows:

2026 2025
Salaries and other short-term employee benefits $ 11.3 $ 12.5 
Post-employment benefits – defined benefit plans 3.2 2.0 
Costs related to the CEO's terms of departure 11.4 6.3 
Termination benefits — 5.0 
Share-based payments expense 15.7 22.2 
   $ 41.6 $ 48.0 

In November 2024, the Company announced its CEO succession plan whereby the then-current CEO, Marc Parent, would leave the Company at the Annual and Special Meeting of
Shareholders held on August 13, 2025. The CEO's terms of departure were finalized during the fourth quarter of fiscal 2025 and included non-compete and non-solicitation covenants, as
well as other terms that were generally consistent with the previously agreed‑upon employment arrangement which remained in force until the departure date.

During fiscal 2026, the Company incurred $14.0 million (2025 – $8.3 million) of executive management transition costs, including $11.4 million (2025 – $6.3 million) related to the CEO's
terms of departure, representing accrued expenses to the then‑current CEO, and $2.6 million (2025 – $2.0 million) of other costs. These costs are recorded in selling, general and
administrative expenses. The Company has not incurred any significant additional executive management transition costs subsequent to the first quarter of fiscal 2026.

For the year ended March 31, 2026, the compensation earned by non-employee Directors of the Company amounted to $5.3 million (2025 – $3.9 million), which included the grant date
fair value of deferred share units (DSUs) as well as cash payments.
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Management’s Discussion and Analysis
for the fourth quarter and year ended March 31, 2026

1.     HIGHLIGHTS

FINANCIAL

FOURTH QUARTER OF FISCAL 2026

 (amounts in millions, except per share amounts, adjusted ROIC, net debt-to-adjusted EBITDA and book-to-
sales ratio) Q4-2026 Q4-2025 Variance $ Variance %

Performance
Revenue $ 1,326.7 $ 1,275.4 $ 51.3 4 %
Operating income $ 127.4 $ 239.9 $ (112.5) (47 %)
Adjusted segment operating income $ 211.8 $ 258.8 $ (47.0) (18 %)
Net income attributable to equity holders of the Company $ 73.1 $ 135.9 $ (62.8) (46 %)
Basic and diluted earnings per share (EPS) $ 0.23 $ 0.42 $ (0.19) (45 %)
Adjusted EPS $ 0.42 $ 0.47 $ (0.05) (11 %)
Net cash provided by operating activities $ 185.6 $ 322.7 $ (137.1) (42 %)
Free cash flow $ 135.0 $ 194.2 $ (59.2) (30 %)
Liquidity and Capital Structure
Invested capital $ 8,069.9 $ 8,152.7 $ (82.8) (1 %)
Adjusted return on invested capital (ROIC) % 7.6 % 8.0 
Net debt-to-adjusted EBITDA 2.29 2.77 
Growth
Adjusted order intake $ 1,611.3 $ 1,337.5 $ 273.8 20 %
Adjusted backlog $ 19,258.6 $ 20,142.2 $ (883.6) (4 %)
Book-to-sales ratio 1.21 1.05 
Book-to-sales ratio  for the last 12 months 1.02 1.64 

FISCAL 2026

 (amounts in millions, except per share amounts) FY2026 FY2025 Variance $ Variance %
Performance
Revenue $ 4,914.0 $ 4,707.9 $ 206.1 4 %
Operating income $ 612.3 $ 729.2 $ (116.9) (16 %)
Adjusted segment operating income $ 710.7 $ 732.0 $ (21.3) (3 %)
Net income attributable to equity holders of the Company $ 313.1 $ 405.3 $ (92.2) (23 %)
Basic EPS $ 0.98 $ 1.27 $ (0.29) (23 %)
Diluted EPS $ 0.97 $ 1.27 $ (0.30) (24 %)
Adjusted EPS $ 1.20 $ 1.21 $ (0.01) (1 %)
Net cash provided by operating activities $ 791.9 $ 896.5 $ (104.6) (12 %)
Free cash flow $ 473.8 $ 474.9 $ (1.1) — %

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “ Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

CHANGES TO NON-IFRS MEASURES
In the fourth quarter of fiscal 2026, we revised the composition and designation of certain non-IFRS measures to align with strategic priorities and enhance comparability
with industry peers.
– Free cash flow was revised to include growth capital expenditures and capitalized development costs and exclude dividends paid;
– Adjusted return on invested capital (ROIC) replaced adjusted return on capital employed (ROCE); and
– Invested capital replaced capital employed, without changing the composition of this measure.

Comparative figures have been reclassified to conform to these changes.

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)

(1)
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2.     INTRODUCTION
In this management’s discussion and analysis (MD&A), we, us, our, CAE and Company refer to CAE Inc. and its subsidiaries. Unless we have indicated otherwise:
– This year and 2026 mean the fiscal year ending March 31, 2026;
– Last year, prior year and a year ago mean the fiscal year ended March 31, 2025;
– Dollar amounts are in Canadian dollars.
 
This MD&A was prepared as of May 21, 2026. It is intended to enhance the understanding of our annual consolidated financial statements and notes for the year ended
March 31, 2026 and should therefore be read in conjunction with this document. We have prepared it to help you understand our business, performance and financial
condition for the year ended March 31, 2026. Except as otherwise indicated, all financial information has been reported in accordance with IFRS Accounting Standards
(IFRS), as issued by the International Accounting Standards Board (IASB). All quarterly information disclosed in the MD&A is based on unaudited figures.

The MD&A provides you with a view of CAE as seen through the eyes of management and helps you understand the Company from a variety of perspectives:
– Our purpose, mission and vision;
– Our strategy;
– Our operations;
– Foreign exchange;
– Consolidated results;
– Results by segment;
– Consolidated cash movements and liquidity;
– Consolidated financial position;
– Business risk and uncertainty;
– Compensation of key management personnel;
– Non-IFRS and other financial measures and supplementary non-financial information;
– Changes in accounting policies;
– Internal control over financial reporting;
– Oversight role of Audit Committee and Board of Directors (the Board).
 
You will find our most recent financial report and Annual Information Form (AIF) on our website (www.cae.com), SEDAR+ (www.sedarplus.ca) and EDGAR (www.sec.gov).
Holders of CAE’s securities may also request a printed copy of the Company’s consolidated financial statements and MD&A free of charge by contacting Investor Relations
(investor.relations@cae.com).

NON-IFRS AND OTHER FINANCIAL MEASURES
This MD&A includes non-IFRS financial measures, non-IFRS ratios, capital management measures and supplementary financial measures. These measures are not
standardized financial measures prescribed under IFRS and therefore should not be confused with, or used as an alternative for, performance measures calculated
according to IFRS. Furthermore, these measures should not be compared with similarly titled measures provided or used by other issuers. Management believes that these
measures provide additional insight into our operating performance and trends and facilitate comparisons across reporting periods.

Performance Measures
– Gross profit margin (or gross profit as a % of revenue);
– Operating income margin (or operating income as a % of revenue);
– Adjusted segment operating income or loss;
– Adjusted segment operating income margin (or adjusted segment operating income as a % of revenue);
– Adjusted effective tax rate;
– Adjusted net income or loss;
– Adjusted earnings or loss per share (EPS);
– EBITDA and Adjusted EBITDA;
– Free cash flow.
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Liquidity and Capital Structure Measures
– Non-cash working capital;
– Invested capital;
– Adjusted return on invested capital (ROIC);
– Net debt;
– Net debt-to-capital;
– Net debt-to-EBITDA and net debt-to-adjusted EBITDA;
– Maintenance and growth capital expenditures.

Growth Measures
– Adjusted order intake;
– Adjusted backlog;
– Book-to-sales ratio.

Definitions of all non-IFRS and other financial measures are provided in Section 11.1 “Non-IFRS and other financial measure definitions” of this MD&A to give the reader a
better understanding of the indicators used by management. In addition, when applicable, we provide a quantitative reconciliation of the non-IFRS and other financial
measures to the most directly comparable measure under IFRS. Refer to Section 11.1 “Non-IFRS and other financial measure definitions” for references to where these
reconciliations are provided.

ABOUT MATERIAL INFORMATION
This MD&A includes the information we believe is material to investors after considering all circumstances, including potential market sensitivity. We consider something to
be material if:
– It results in, or would reasonably be expected to result in, a significant change in the market price or value of our shares; or
– It is likely that a reasonable investor would consider the information to be important in making an investment decision.
 
CAUTION REGARDING FORWARD-LOOKING STATEMENTS
This MD&A includes forward-looking statements about our activities, events and developments that we expect to or anticipate may occur in the future including, for
example, statements about our vision, strategies, market trends and outlook, future revenues, earnings, cash flow growth, profit trends, growth capital spending,
expansions and new initiatives, including initiatives that pertain to sustainability matters, financial obligations, available liquidities, expected sales, general economic and
political outlook, inflation trends, prospects and trends of an industry, expected annual recurring cost savings from operational excellence programs, our management of
the supply chain, estimated addressable markets, demands for CAE’s products and services, our access to capital resources, our financial position, the expected accretion
in various financial metrics, the expected capital returns to shareholders, our business outlook, business opportunities, objectives, development, plans, growth strategies
and other strategic priorities, our competitive and leadership position in our markets, the expansion of our market shares, CAE's ability and preparedness to respond to
demand for new technologies, the sustainability of our operations, our ability to retire the Legacy Contracts (as defined in Section 6.2 “Defense and Security” of this MD&A)
as expected and to manage and mitigate the risks associated therewith, the impact of the retirement of the Legacy Contracts and other statements that are not historical
facts. Since forward-looking statements and information relate to future events or future performance and reflect current expectations or beliefs regarding future events,
they are typically identified by words such as “anticipate”, “believe”, “could”, “estimate”, “expect”, “intend”, “likely”, “may”, “plan”, “seek”, “should”, “will”, “strategy”, “future” or
the negative thereof or other variations thereon suggesting future outcomes or statements regarding an outlook. All such statements constitute "forward-looking
statements" within the meaning of applicable Canadian securities legislation and “forward-looking statements” within the meaning of the “safe harbor” provisions of the
United States Private Securities Litigation Reform Act of 1995. By their nature, forward‑looking statements require us to make assumptions and are subject to inherent risks
and uncertainties associated with our business which may cause actual results in future periods to differ materially from results indicated in forward‑looking statements.
While these statements are based on management’s expectations and assumptions regarding historical trends, current conditions and expected future developments, as
well as other factors that we believe are reasonable and appropriate in the circumstances, readers are cautioned not to place undue reliance on these forward-looking
statements as there is a risk that they may not be accurate.
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Important risks that could cause such differences include, but are not limited to, strategic risks, such as geopolitical uncertainty, transformation plan implementation, global
economic conditions, competitive business environment, original equipment manufacturer (OEM) encroachment, inflation, international scope of our business, changes in
U.S. trade policies or regulations, level and timing of defence spending, constraints within the civil aviation industry, our ability to penetrate new markets, research and
development (R&D) activities, evolving standards and technology innovation and disruption, length of sales cycle, business development and awarding of new contracts,
strategic partnerships and long-term contracts, our ability to effectively manage our growth, estimates of market opportunity and competing priorities; operational risks, such
as supply chain disruptions, program management and execution, mergers, acquisitions and divestitures, business continuity, subcontractors, fixed price and long-term
supply contracts, our continued reliance on certain parties and information, and global safety and governance; cybersecurity risks; talent risks, such as recruitment,
development and retention, ability to attract, recruit and retain key personnel and management, corporate culture and labour relations; financial risks, such as availability of
capital, customer credit risk, foreign exchange, effectiveness of internal controls over financial reporting, liquidity risk, interest rate volatility, shareholder activism, returns to
shareholders, estimates used in accounting, impairment risk, pension plan funding, indebtedness, restructuring, integration and acquisition costs, sales of additional
common shares, market price and volatility of our common shares, seasonality, taxation matters and adjusted backlog; legal and compliance risks, such as data rights and
governance, U.S. foreign ownership, control or influence mitigation measures, compliance with laws and regulations, insurance coverage potential gaps, product-related
liabilities, environmental laws and regulations, government audits and investigations, protection of our intellectual property and brand, third-party intellectual property,
foreign private issuer status, and enforceability of civil liabilities against our directors and officers; sustainability risks, such as extreme climate events and the impact of
natural or other disasters (including effects of climate change) and sustainability commitments and expectations; reputational risks; technological risks, such as information
technology (IT) and reliance on third-party providers for information technology systems and infrastructure management; and data and artificial intelligence risks.

The foregoing list is not exhaustive and other unknown or unpredictable factors could also have a material adverse effect on the performance or results of CAE.
Additionally, differences could arise because of events announced or completed after the date of this MD&A. You will find more information about the risks and
uncertainties affecting our business in Section 9 “Business risk and uncertainty” of this MD&A. Readers are cautioned that any of the disclosed risks could have a material
adverse effect on CAE’s forward-looking statements. Readers are also cautioned that the risks described above and elsewhere in this MD&A are not necessarily the only
ones we face; additional risks and uncertainties that are presently unknown to us or that we may currently deem immaterial may adversely affect our business.
 
Except as required by law, we disclaim any intention or obligation to update or revise any forward-looking statements whether as a result of new information, future events
or otherwise. The forward-looking information and statements contained in this MD&A are expressly qualified by this cautionary statement.

In addition, statements that “we believe” and similar statements reflect our beliefs and opinions on the relevant subject. These statements are based on information
available to us as of the date of this MD&A. While we believe that information provides a reasonable basis for these statements, that information may be limited or
incomplete. Our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all relevant information. These statements are
inherently uncertain, and investors are cautioned not to unduly rely on these statements.

MATERIAL ASSUMPTIONS
The forward-looking statements set out in this MD&A are based on certain assumptions including, without limitation: the prevailing market conditions, geopolitical instability
including the ongoing military conflicts in the Middle East and the rapidly evolving trade and tariff environment, the customer receptivity to our training and operational
support solutions, the accuracy of our estimates of addressable markets and market opportunity, the realization of anticipated annual recurring cost savings and other
intended benefits from restructuring initiatives, transformation plans or operational excellence programs, the ability to respond to anticipated inflationary pressures and our
ability to pass along rising costs through increased prices, the actual impact to supply, production levels, and costs from global supply chain logistics challenges, the
stability of foreign exchange rates, the ability to hedge exposures to fluctuations in interest rates and foreign exchange rates, the availability of borrowings to be drawn
down under, and the utilization, of one or more of our senior credit agreements, our available liquidity from cash and cash equivalents, undrawn amounts on our revolving
credit facility, the balance available under our receivable purchase facility, the assumption that our cash flows from operations and continued access to debt funding will be
sufficient to meet financial requirements in the foreseeable future, access to expected capital resources within anticipated timeframes, no material financial, operational or
competitive consequences from changes in regulations affecting our business, our ability to retain and attract new business, our ability to effectively execute and retire the
remaining Legacy Contracts while managing the risks associated therewith, our ability to effectively execute on the opportunities identified as part of our transformation
plan to simplify our structure, sharpen our focus and strengthen execution, and the realization of the expected strategic, financial and other benefits of our multi-year
transformation plan in the timeframe anticipated and at expected cost levels. Air travel is a major driver for CAE's business and management relies on analysis from the
International Air Transport Association (IATA) to inform its assumptions about the rate and profile of growth in its key civil aviation market. Accordingly, the assumptions
outlined in this MD&A and, consequently, the forward-looking statements based on such assumptions, may turn out to be inaccurate. For additional information, including
with respect to other assumptions underlying the forward-looking statements made in this MD&A, refer to Section 9 “Business risk and uncertainty” of this MD&A.
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3.     ABOUT CAE

3.1       Who we are
At CAE, we exist to make the world safer. We deliver cutting-edge training, simulation, and critical operations solutions to prepare aviation professionals and defence forces
for the moments that matter. Every day, we empower pilots, cabin crew, maintenance technicians, airlines, business aviation operators, and defence and security personnel
to perform at their best and when the stakes are the highest. Around the globe, we’re everywhere customers need us to be with sites and training locations in over 40
countries. For nearly 80 years, CAE has been at the forefront of innovation, consistently seeking to set the standard by delivering excellence in high-fidelity flight simulators
and training solutions, while embedding sustainability at the heart of everything we do. By harnessing technology and enhancing human performance, we strive to be the
trusted partner in advancing safety and mission readiness—today and tomorrow.
 
CAE’s common shares are listed on the Toronto and New York stock exchanges (TSX / NYSE) under the symbol CAE.

3.2       Our purpose, mission and vision
Our purpose is to make the world safer.

Our mission is to deliver cutting-edge training, simulation and critical operations solutions to prepare aviation professionals and defence forces for the moments that matter.

Our vision is to be the trusted partner in advancing safety and mission readiness, defining the standard of excellence in training and critical operations by harnessing
technology and enhancing human performance.

3.3       Our strategy
CAE’s four strategic pillars
There are four fundamental pillars that underpin our strategy and investment thesis:
– Market leadership;
– Revolutionizing training;
– Efficient growth;
– Skills and culture.

Market leadership
We have established ourselves as a leader across our markets by being a trusted partner for our stakeholders and by embracing customer centricity. Looking forward,
there remains significant headroom for continued growth in our large addressable markets. As a result, we are constantly seeking out ways to focus our portfolio around our
core capabilities and enhance the performance of our customers. These actions will enable us to continue to win in our markets and extend our leadership positions.
Furthermore, our products are deployed with a focus on integrated sustainability.

Revolutionizing training
We have a history of nearly 80 years of applying innovation and technology to create novel, world-class solutions and generate long‑term competitive differentiation. We are
established as one of the global leaders in training, digital immersion, and modelling and simulation technologies. We use focused technology development to improve the
performance of our businesses and generate value for our customers.

Efficient growth
We aim to maximize the benefits of our strong competitive positions and our ongoing transformation efforts to deliver profitable growth, higher returns on invested capital
and improved free cash flow conversion. As we work to transform the business by continuing to focus on improved performance and capital discipline, we will drive
operational excellence, cost optimization and apply a more prudent approach to pursuing both organic and inorganic growth.

Skills and culture
Our core values are innovation, integrity, empowerment, excellence and One CAE. We employ these values across a diverse global team to drive a unique social impact.
We look to create a high-performing culture that values teamwork, professional growth, engagement and ownership. As a result, our employees across the globe share a
passion to enhance safety and prepare our customers for the moments that matter.

CAE Financial Report 2026 I 5
 



Management’s Discussion and Analysis

3.4       Our operations
Our operations are managed through two segments:
– Civil Aviation – We provide comprehensive training solutions for flight, cabin, maintenance, ground personnel and air traffic controllers in commercial, business and

helicopter aviation, a complete range of flight simulation training devices, ab initio pilot training and crew sourcing services, as well as airline operations digital solutions.
The civil aviation market includes major commercial airlines, regional airlines, business aircraft operators, civil helicopter operators, aircraft manufacturers, third-party
training centres, flight training organizations, air navigation service providers, maintenance, repair and overhaul organizations and aircraft finance leasing companies;

– Defense and Security – We are a global training and simulation provider delivering scalable, platform-independent solutions that enable and enhance force readiness
and security. The defence and security market includes defence forces, OEMs, government agencies and public safety organizations worldwide.

CIVIL AVIATION MARKET
We have the global scale to address the total lifecycle needs of the professional pilot, from cadet to captain, with our comprehensive aviation training solutions. We are the
world’s largest provider of civil aviation training services. Our deep industry experience and thought leadership, large installed base, strong relationships and reputation as a
trusted partner enable us to access a broad share of the market. We provide aviation services in more than 35 countries and through our broad global training and services
network, we serve all sectors of civil aviation including airlines and other commercial, business and helicopter aviation operators.
 
Among our thousands of customers, we have long-term training centre operations, training services agreements and joint ventures with over 50 major airlines and aircraft
operators around the world. Our range of training solutions includes product and service offerings for pilots, cabin crew and aircraft maintenance technicians, training centre
operations, curriculum development, courseware solutions and consulting services. We currently manage 371 full-flight simulators (FFSs), including those operating in our
joint ventures. We offer industry-leading technology, and we are shaping the future of training through innovations such as our next generation training systems, including
CAE Real-time Insights and Standardized Evaluations (CAE Rise), which improves training quality, objectivity and efficiency through the integration of untapped flight and
simulator data-driven insights into training. In the development of new pilots, we operate one of the largest ab initio flight training network in the world and have
approximately 20 cadet training programs globally. With our CAE airline operations digital solutions, we have further strengthened our position as a technology leader,
complementing our flight simulator and training solutions while increasing our total addressable market.

Quality, fidelity, reliability and innovation are hallmarks of the CAE brand in flight simulation and we are the world leader in the development of civil flight simulators. We
continuously innovate our processes and lead the market in the design, manufacture and integration of civil FFSs for major and regional commercial airlines, business
aircraft operators, third-party training centres and OEMs.

We have established a wealth of experience in developing first‑to‑market simulators for more than 30 types of aircraft models. Our flight simulation equipment, including
FFSs, are designed to meet the rigorous demands of their long and active service lives, often spanning several decades of continuous use. Our global reach enables us to
provide best-in-class support services such as real-time, remote monitoring and enables us to leverage our extensive worldwide network of spare parts and service teams.

We believe the Civil Aviation segment is positioned as a gateway in a highly regulated, secular growth market, with an addressable market estimated at more than $7
billion, and headroom for growth.
 
Market drivers
Demand for training and airline operations digital solutions in the civil aviation market is driven by the following:
– Pilot and maintenance training and industry regulations;
– Safety and efficiency imperatives of commercial airlines and business aircraft operators;
– Expected long-term secular global growth in air travel;
– Expected long-term growth, including new aircraft deliveries and renewal of the active fleet of commercial and business aircraft;
– Demand for trained aviation professionals;
– Complexity of airline operations digital solutions;
– Air traffic services.

Pilot and maintenance training and industry regulations
Civil aviation training is a largely recurring business driven by a highly-regulated environment through global and domestic standards for pilot licensing and certification,
amongst other regulatory requirements. These recurring training requirements are mandatory and are regulated by national and international aviation regulatory authorities
such as the International Civil Aviation Organization (ICAO), European Aviation Safety Agency (EASA) and the U.S. Federal Aviation Administration (FAA). 

In recent years, pilot certification processes and regulatory requirements have become increasingly stringent. Simulation-based pilot certification training is taking on a
greater role internationally with the Multi-Crew Pilot License, with the Airline Transport Pilot certification requirements in the U.S. and with Upset Prevention and Recovery
Training requirements mandated by both EASA and the FAA.
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Safety and efficiency imperatives of commercial airlines and business aircraft operators
The commercial airline industry is competitive, requiring operators to continuously pursue operational excellence and efficiency initiatives to achieve satisfactory returns
while continuing to maintain the highest safety standards and the confidence of air travelers. Airlines are finding it increasingly more effective to seek expertise in training
from trusted partners such as CAE to address growing efficiency gaps, pilot capability gaps, evolving regulatory and training environments, and on-going aircraft programs.
Additionally, CAE offers business jet pilots one of the most advanced, respected and accessible training programs in the industry, covering a wide spectrum of business
aircraft. Partnering with CAE gives immediate access to a world-wide fleet of simulators, courses, programs and instruction capabilities, and allows them flexibility in
pursuing fleet training options that suit their business.

Our pilot training system, CAE Rise, is well positioned to elevate the pilot training experience. This system enables instructors to deliver training in accordance with airlines’
Standard Operating Procedures and enables instructors to objectively assess pilot competencies using live data during training sessions. Furthermore, CAE Rise
augments instructors’ capability to identify pilot proficiency gaps and evolve airline training programs to the most advanced aviation safety standards, including Advanced
Qualification Program and Evidence Based Training methodologies.

Expected long-term secular global growth in air travel
The secular growth in air travel results in long-term demand for flight, cabin, maintenance and ground personnel, which in turn drives demand for training and airline
operations digital solutions.

In commercial aviation, as per the International Air Transport Association (IATA), global air passenger demand, measured by revenue passenger-kilometers (RPKs), has
shown an increase of 5% for calendar 2025 compared to calendar 2024. In calendar 2025, international traffic experienced a 7% increase compared to the previous year,
with capacity rising by 7%. Domestic traffic for calendar 2025 grew by 2% compared to calendar 2024, while capacity rose by 3%.

In air cargo, global demand, measured by cargo tonne-kilometers, increased 3% for calendar 2025 compared to calendar 2024 per IATA. International air cargo demand
increased 4%, with consistently strong performance in Asia-Pacific.

In business aviation, flight activity has stabilized at structurally higher levels than 2019, reflecting a normalized market following the post-pandemic surge in demand.
Business jet operations for calendar year 2025, as reported by the FAA, were up 4% over 2024. European business aviation operations as reported by Eurocontrol were up
2% in calendar 2025 compared to 2024.

However, in the near-term, elevated oil prices, high inflation, geopolitical tensions, the continuing military hostilities in various regions in the world, and industry supply chain
issues are causing disruptions to our Civil operations.

Expected long-term growth, including new aircraft deliveries and renewal of the active fleet of commercial and business aircraft
As an integrated training solutions provider, our long-term growth is closely tied to the active commercial and business aircraft fleet. Both commercial and business aviation
fleets are expected to grow over the next decade, with significant backlogs reported by all OEMs. Short and medium-term growth in aircraft fleets may experience pressure
as OEMs face supply, capacity, and certification challenges in delivering aircraft.

Major business jet OEMs continue to deliver new aircraft against record backlogs, while advancing the introduction of new and upgraded platforms across the light, midsize,
and large-cabin segments, including next-generation long-range business jets.
 
Our business aviation training network, comprehensive suite of training programs, key long-term OEM partnerships and ongoing network investments, position us well to
effectively address the training demand arising from continued fleet growth and the entry‑into‑service of new aircraft programs.

Our strong competitive moat in the aviation market, as defined by our extensive global training network, best-in-class instructors, comprehensive training programs and
strength in training partnerships with airlines and business aircraft operators, allows us to effectively address training needs that arise from a growing active fleet of aircraft.

We are well positioned to leverage our technology leadership and expertise, including CAE 7000XR Series FFSs, CAE 400XR, 500XR, and 600XR Series Flight Training
Devices and CAE Simfinity™ ground school solutions, in delivering training equipment solutions that address the growing training needs of airlines, business jet operators,
helicopter operators and now Advanced Air Mobility.

Demand for trained aviation professionals
Demand for trained aviation professionals is driven by air traffic growth, pilot retirements and by the number of aircraft deliveries. The expansion of global economies and
operator aircraft fleets have resulted in demand for qualified aviation professionals to support the expected growth of the commercial and business aviation markets. We
are well positioned in the training products and services market to address operators’ training requirements.
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In June 2025, we released our 2025 Aviation Talent Forecast in which we estimated a global requirement of nearly 1.5 million new aviation professionals over the next ten
years to sustain growth in civil aviation. In the commercial aviation domain, the projections show demand for almost 1.3 million new aviation professionals, including
267,000 pilots, 347,000 maintenance technicians and 678,000 cabin crew professionals. The business aviation segment will need 102,000 professionals, including 33,000
pilots and 69,000 maintenance technicians.

Complexity of airline operations digital solutions
Airlines need to closely manage their operations which come with daily challenges. To help optimize these operations, we offer a suite of airline operations digital products.
This suite of products provides solutions for airline operations including training management, crew management, flight management, airport management, in-flight services
management and operations control. With our integrated platform, the operations control desk now has a single environment to communicate, providing insights and
predictions on possible disruption and delays allowing airlines to reduce operating costs and enhancing customer satisfaction.

The benefits for our airline management solution include reduced fuel and carbon emissions for both regular and irregular operations. Our crew and airport management
solution decreases disruption related crew costs and improves staff utilization. Finally, our movement management solution decreases delay and cancellation costs for
airlines.

Air traffic services
Air traffic services represent an adjacent growth opportunity for CAE, driven by sustained air traffic growth and the need to replace an aging global air traffic controller
workforce. Our 2025 Aviation Talent Forecast estimates demand for approximately 71,000 new air traffic controllers over the next ten years, highlighting the long‑term need
for training capacity in this sector. Leveraging our simulation expertise and training delivery capabilities, we are selectively developing our air traffic services offering as a
complementary extension of our civil aviation training business.

DEFENSE AND SECURITY MARKET
Defense and Security addresses the critical needs of its customers operating in progressively complex environments. The ever‑changing global landscape requires
Canada, the U.S. and their allies to prepare for the possibility of peer threats across increasingly integrated, multi‑domain operations in air, land, sea, space and cyber.
Aligned with the priorities of Canadian, U.S., and allied national defence strategies, we leverage our core training and simulation expertise with advanced technologies to
deliver innovative and scalable solutions that address military training and modernization needs and enhanced mission readiness requirements.

Our customers leverage synthetic environments and next-generation situational awareness to ensure mission success through planning, rehearsal and analysis in complex,
multi-domain environments. Leveraging our integrated training systems and global presence, we work with the military, government, and industry to deliver tailored solutions
at the pace and point of need. From mixed‑reality training devices and high‑fidelity full‑mission simulators to advanced maritime training and mission support solutions, we
support critical personnel, from aircrews and naval operators to maintenance technicians on approximately 80 different platforms in multiple domains. Our extensive suite of
simulation‑based technologies, coupled with advanced capabilities like biometrics, real-time feedback, artificial intelligence (AI) and adaptive rehearsal scenarios enhances
training to deliver scalable and integrated solutions to critical personnel.

Utilizing the strength and expertise that spans our global business, our solutions range from turnkey training centres to tailored live, virtual, and constructive solutions at
government-owned locations. We are everywhere our customers need us to be with a global network and local expertise to deliver training efficacy at all proficiency levels.
At the CAE Dothan Training Center in Alabama, U.S. Army fixed-wing candidates enter initial training and the U.S. Air Force (USAF) Introductory Flight Training – Rotary-
Wing program provides critical flight training to USAF student pilots. We also provide basic and advanced flight training at NATO Flight Training Centres across multiple
sites in Canada. Going forward and answering the needs of Royal Canadian Air Force (RCAF), the Future Aircrew Training (FAcT) program will unify all phases of pilot and
aircrew training under a single, modernized solution. Delivered through SkyAlyne, a joint venture between CAE and KF Aerospace, the program offers live flight, simulated,
and ground school training, ensuring standardized, high-quality instruction for all aircrew roles. By streamlining the training and minimizing transition risks, CAE's integrated
approach also enables the rapid adoption of new technologies and methodologies, supporting the RCAF's future operational readiness. Leveraging our expertise and
strategic partnerships, we also support training in Europe with the International Flight Training School in Italy, a joint venture with Leonardo, along with providing ab initio
training for the German Air Force at CAE’s Bremen Training Centre in Germany and a site in Montpellier, France.

As a collaborative partner of industry and government, we enhance customer readiness and enable modernization by integrating training systems across platforms,
domains and locations.

CAE continues to expand its multi-domain training and sustainment presence through naval training programs for the Royal Canadian Navy and allied navies in Sweden
and Australia, operational airborne sensor deliveries of CAE's world-leading magnetic anomaly MAD-XR ASW sensor, and continued F/A-18 fighter fleet sustainment and
mission support services. Together, these offerings strengthen operational readiness across air and maritime domains and support evolving customer requirements in
increasingly complex and contested operating environments.
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New generational platforms and programs are also rapidly transforming global training and require adaptive approaches to advance defence force readiness. We are
essential partners for programs like FAcT through SkyAlyne, the MQ-9B SkyGuardian  Remotely Piloted Aircraft Systems with General Atomics Aeronautical Systems, Inc.
as well as the Bell Textron’s tiltrotor aircraft the MV-75 for the U.S. Army Future Long Range Assault Aircraft. CAE has also been identified as a strategic partner to the
Government of Canada to work with the RCAF to design and co-develop the Future Fighter Lead-in Training program. We continue to create opportunities through
partnerships with Lockheed Martin on global C-130 training solutions, Boeing to support mission-critical platforms like the P-8 and CH-47 and our role as the Authorized
Training Provider for Bombardier’s Global 6500 supporting the U.S. Army's High Accuracy Detection and Exploitation System. The increasing complexities of contracts and
systems drive the industry toward collaboration as we continue to leverage our strategic relationships and culture of innovation to meet the ever-changing market
landscape.

The mission readiness of defence and security forces increasingly requires connecting customers, platforms and locations at scale in a secured, multi‑domain environment
for training and rehearsal. A real-time enterprise network, like the USAF Simulators Common Architecture Requirements and Standards (SCARS), is critical in enhancing
operational test and training infrastructure and supporting distributed mission training and multi-domain operations. We lead the integration and standardization of aircraft
simulators on SCARS to operate and train together in a strict cyber secure environment. Leveraging our expertise on SCARS and other programs like Flight School
Training Support Services for the U.S. Army and the Platforms and Systems Training Contract for the Royal Australian Navy, we address the vast complexity and scale of
digital environments, empower decision-makers at every level and advance the rigour of data‑driven capabilities and assessments so that our customers stay ahead of the
evolving security landscape.

We believe the Defense and Security segment is positioned as a strategic partner to achieve transformational digital training solutions, next-generation situational
awareness, and multi-domain operations. We estimate our addressable defence market across all five domains to be more than $20 billion.
 
Market drivers
Demand for training and operational support solutions in the defence and security markets is driven by the following:
– Accelerated defence spending as a reflection of heightened need for readiness and preparedness in light of geopolitical tensions and focus on sovereign capability;
– Expected stable demand on enduring platforms and increased opportunities on next-generation systems integrating training and operational technologies;
– Maximization of efficiencies through outsourced training and support services;
– Increased industry competition straining military aviation recruitment, training and retention;
– Increased demand for integrated, network training systems to support multi-domain conflict readiness and crew and collective training;
– Expanded utilization of synthetic environments to support efficacy, reduce costs and lower environmental impact.

Accelerated defence spending as a reflection of heightened need for readiness and preparedness in light of geopolitical tensions and focus on sovereign
capability
According to the International Institute for Strategic Studies, global military expenditures grew to US$2.6 trillion in 2025, an increase of 3% when adjusting for inflation. In
Canada, defence expenditures reached US$31.2 billion in 2025 or 2% of the GDP, which is expected to account for 5% by 2035, and U.S. defence spending reached
US$921 billion. European defence expenditures reached US$563 billion, with Germany's increased spending driving the region's growth.

The European Union (EU) is progressing its Readiness 2030 (formerly ReArm Europe) agenda to mobilize up to €800 billion. The EU Commission announced in July 2025
the activation of the national escape clause of the Stability and Growth Pact, for four years, to offer additional budgetary space for defence spending, within the EU fiscal
rules. Moreover, Security Action for Europe (SAFE) mechanism, which supports Readiness 2030 with €150 billion has proceeded to its next stage, as the approval of joint
procurement projects concluded in mid-February 2026 moving on to the disbursement phase. Canada's defence industry will also benefit from its participation to the EU
SAFE mechanism.

In the Middle East and North African regions, defence spending grew by 5%, reaching US$219 billion (excluding United States' Foreign Military Financing). Asia's
aggregate spending was US$573 billion, up by 6% .

Expected stable demand on enduring platforms and increased opportunities on next-generation systems integrating training and operational technologies
We maintain a robust recurring business from our strong presence in enduring platforms, including long-term service contracts. Defence forces in mature markets are
maximizing the potential of their existing platforms through upgrades, updates, and life extension programs of existing assets, which presents opportunities for simulator
upgrades and training support services. Additionally, there is significant demand for enduring platforms such as the C-130, P-8, F-16, C295, MH-60R, NH90 and MQ-9 in
global defence markets, necessitating new training systems and services. As defence forces gear up for next-generation platforms and increasingly engage in collaborative
operations between manned and unmanned systems, opportunities continue to expand. Our global footprint with key defence customers and strategic partnerships with
OEM providers such as Boeing, Lockheed Martin, Saab, Leonardo and Bell Textron uniquely position us to support next-generation platforms and facilitate a smooth
transition from current to future training frameworks.

®
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Maximization of efficiencies through outsourced training and support services
Defence forces and governments are continually exploring ways to improve efficiency and bolster readiness, enabling active‑duty personnel to concentrate on operational
needs. A notable trend among defence forces is the outsourcing of various training and operational support services, including military training through flight training
organizations. This strategy enhances throughput, making training programs more effective and scalable to accommodate a greater number of trainees. We expect this
trend to persist, aligning with our long‑term strategy to expand recurring service offerings. We believe governments will increasingly turn to industry partners for training and
operational support solutions, seeking faster delivery, reduced capital investment requirements, and improved readiness levels.

Increased industry competition straining military aviation recruitment, training and retention
The strong demand from the civil commercial and business aviation sectors have affected the recruitment, training and retention of military pilots. This challenge has
prompted defence forces to explore various initiatives aimed at mitigating the pilot shortage, including modernization efforts focused on innovative training methods.
Consequently, defence forces are evaluating the possibility of outsourcing instructor pilot roles and incorporating new technologies that improve the effectiveness and
efficiency of pilot training. This approach not only increases training capacity but also opens new opportunities for our products, services and solutions.

Increased demand for integrated, network training systems to support multi-domain conflict readiness and crew and collective training
The changing geopolitical landscape and the need to prepare for a peer adversary, coupled with constraints in personnel and budget, have led defence forces worldwide to
consider outsourcing the development, management and delivery of the training systems necessary for today’s complex operational environments. Increasingly, defence
forces are considering a more integrated and holistic training approach across all domains. Defence forces seek to enhance efficiency, achieve cost savings, and foster
integration and immersive training across multi-domain operations. As a training systems integrator, we utilize our leadership expertise to enhance enterprise training
networks and provide comprehensive solutions that improve operational test and training infrastructure and supporting distributed mission training and multi‑domain
operations.

Expanded utilization of synthetic environments to support efficacy, reduce costs and lower environmental impact
A key factor driving our expertise and capabilities is the growing adoption of synthetic environments across the defence community. More defence forces and governments
are integrating synthetic environments into their training strategies to improve training effectiveness, reduce operational demands on platforms, mitigate risks associated
with training and substantially lower costs. Additionally, synthetic training solutions help decrease our customers’ environmental impact by offering a safer alternative for
multi‑domain training, significantly reducing the carbon footprint compared to traditional live training. Furthermore, when combined with artificial intelligence (AI) and cloud
computing, these digitally immersive synthetic environments serve as valuable tools for planning, course of action analysis, and mission support.
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4.     FOREIGN EXCHANGE
We report all dollar amounts in Canadian dollars. We value assets, liabilities and transactions that are measured in foreign currencies using various exchange rates as
required by IFRS.
 
The tables below show the variations of the closing and average exchange rates for the two main foreign currencies in which we operate.
 
We used the closing foreign exchange rates below to value our assets, liabilities and adjusted backlog in Canadian dollars at the end of each of the following periods: 

   Increase /
As at March 31 2026 2025 (decrease)
U.S. dollar (US$ or USD) 1.39 1.44 (3%)
Euro (€ or EUR) 1.61 1.55 4%

We used the average quarterly and yearly foreign exchange rates below to value our revenues and expenses throughout the following periods:
Increase / Increase /

 Q4-2026 Q4-2025 (decrease) FY2026 FY2025 (decrease)
U.S. dollar (US$ or USD) 1.37 1.43 (4%) 1.38 1.39 (1%)
Euro (€ or EUR) 1.61 1.51 7% 1.60 1.49 7%

 
For the three months ended March 31, 2026, the effect of translating the results of our foreign operations into Canadian dollars resulted in a decrease in revenue of $17.3
million and a decrease in adjusted segment operating income of $2.7 million, when compared to fiscal 2025. For fiscal 2026, the effect of translating the results of our
foreign operations into Canadian dollars resulted in an increase in revenue of $33.1 million and an increase in adjusted segment operating income of $4.9 million, when
compared to fiscal 2025. We calculated this by translating the current year’s foreign currency revenue and adjusted segment operating income of our foreign operations
using the average monthly exchange rates from the previous year and comparing these adjusted amounts to our current year reported results. You will find more details
about our foreign exchange exposure and hedging strategies in Section 9 "Business risk and uncertainty" of this MD&A. A sensitivity analysis for foreign currency risk is
included in Note 31 of our consolidated financial statements.
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5.     CONSOLIDATED RESULTS
5.1       Results from operations – fourth quarter of fiscal 2026
 
(amounts in millions, except per share amounts) Q4-2026 Q3-2026 Q2-2026 Q1-2026 Q4-2025
Revenue $ 1,326.7 1,252.1 1,236.6 1,098.6 1,275.4 
Cost of sales $ 925.7 889.9 917.3 790.3 884.7 
Gross profit $ 401.0 362.2 319.3 308.3 390.7 

As a % of revenue % 30.2 28.9 25.8 28.1 30.6 
Research and development expenses $ 44.3 26.0 37.0 36.7 21.4 
Selling, general and administrative expenses $ 154.9 161.7 148.3 159.4 164.1 
Other (gains) and losses $ 9.9 4.0 (5.4) — (9.6)
Share of after-tax profit of equity accounted investees $ (19.9) (25.3) (15.9) (21.6) (25.1)
Restructuring, integration and acquisition costs $ 84.4 — — — — 
Operating income $ 127.4 195.8 155.3 133.8 239.9 

As a % of revenue % 9.6 15.6 12.6 12.2 18.8 
Finance expense – net $ 46.5 54.1 56.9 54.6 56.5 
Earnings before income taxes $ 80.9 141.7 98.4 79.2 183.4 
Income tax expense $ 6.6 29.6 22.3 19.0 45.2 

As a % of earnings before income taxes
(effective tax rate) % 8 21 23 24 25 

Net income $ 74.3 112.1 76.1 60.2 138.2 
Attributable to:      
Equity holders of the Company  $ 73.1 108.9 73.9 57.2 135.9 
Non-controlling interests $ 1.2 3.2 2.2 3.0 2.3 
  $ 74.3 112.1 76.1 60.2 138.2 
EPS attributable to equity holders of the Company     
Basic and diluted $ 0.23 0.34 0.23 0.18 0.42 

Adjusted segment operating income $ 211.8 195.8 155.3 147.8 258.8 
Adjusted net income $ 136.1 108.9 73.9 67.5 149.6 
Adjusted EPS $ 0.42 0.34 0.23 0.21 0.47 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Revenue was $1,326.7 million this quarter, $51.3 million or 4% higher compared to the fourth quarter of fiscal 2025.
Revenue variances by segment were as follows:

 (amounts in millions)
Three months ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 746.7 $ 728.4 $ 18.3 3 %
Defense and Security 580.0 547.0 33.0 6 %
Revenue $ 1,326.7 $ 1,275.4 $ 51.3 4 %

You will find more details in Section 6 "Results by segment" of this MD&A.

(1)

(1)

(1)

(1)

(1)

(1)
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Gross profit was $401.0 million this quarter, $10.3 million or 3% higher compared to the fourth quarter of fiscal 2025. Gross profit variances by segment were as
follows:
 (amounts in millions)
Three months ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 257.6 $ 272.4 $ (14.8) (5 %)
Defense and Security 143.4 118.3 25.1 21 %
Gross profit $ 401.0 $ 390.7 $ 10.3 3 %

You will find more details in Section 6 "Results by segment" of this MD&A.

Operating income was $127.4 million this quarter, $112.5 million or 47% lower compared to the fourth quarter of fiscal 2025. This period's operating income
included restructuring costs of $84.4 million. Last year's operating income included costs related to shareholder matters of $10.6 million and executive management
transition costs of $8.3 million. Operating income variances by segment were as follows:

 (amounts in millions)
Three months ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 88.0 $ 197.4 $ (109.4) (55 %)
Defense and Security 39.4 42.5 (3.1) (7 %)
Operating income $ 127.4 $ 239.9 $ (112.5) (47 %)

You will find more details on the reconciliation between operating income and adjusted segment operating income in Section 11.3 "Non-IFRS measure reconciliations" of
this MD&A.

Adjusted segment operating income was $211.8 million this quarter, $47.0 million or 18% lower compared to the fourth quarter of fiscal 2025. Adjusted segment
operating income variances by segment were as follows:

 (amounts in millions)
Three months ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 152.4 $ 208.4 $ (56.0) (27 %)
Defense and Security 59.4 50.4 9.0 18 %
Adjusted segment operating income $ 211.8 $ 258.8 $ (47.0) (18 %)

You will find more details in Section 6 "Results by segment" of this MD&A.

Finance expense – net was $46.5 million this quarter, $10.0 million or 18% lower compared to the fourth quarter of fiscal 2025. The decrease was mainly due to
lower finance expense on long-term debt due to a decreased level of borrowings during the period.

Income tax expense this quarter amounted to $6.6 million, representing an effective tax rate of 8%, compared to an effective tax rate of 25% last year.  The
adjusted effective tax rate on our adjusted net income was 17% this quarter compared to 25% in the fourth quarter of fiscal 2025. The decrease in the adjusted effective
tax rate was mainly attributable to the mix of income from various jurisdictions.
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5.2       Results from operations – fiscal 2026
 
(amounts in millions, except per share amounts) FY2026 FY2025
Revenue $ 4,914.0 4,707.9 
Cost of sales $ 3,523.2 3,407.8 
Gross profit $ 1,390.8 1,300.1 

As a % of revenue % 28.3 27.6 
Research and development expenses $ 144.0 123.2 
Selling, general and administrative expenses $ 624.3 565.4 
Other (gains) and losses $ 8.5 (13.3)
Share of after-tax profit of equity accounted investees $ (82.7) (88.3)
Restructuring, integration and acquisition costs $ 84.4 56.5 
Gain on remeasurement of previously held equity interest $ — (72.6)
Operating income $ 612.3 729.2 

As a % of revenue % 12.5 15.5 
Finance expense – net $ 212.1 215.5 
Earnings before income taxes $ 400.2 513.7 
Income tax expense $ 77.5 98.7 

As a % of earnings before income taxes (effective tax rate) % 19 19 
Net income $ 322.7 415.0 
Attributable to:   
Equity holders of the Company $ 313.1 405.3 
Non-controlling interests $ 9.6 9.7 
 $ 322.7 415.0 
EPS attributable to equity holders of the Company  
Basic $ 0.98 1.27 
Diluted $ 0.97 1.27 

Adjusted segment operating income $ 710.7 732.0 
Adjusted net income $ 386.4 385.5 
Adjusted EPS $ 1.20 1.21 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Revenue was $4,914.0 million this year, $206.1 million or 4% higher compared to last year. Revenue variances by segment were as follows:

 (amounts in millions)
Years ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 2,741.6 $ 2,709.3 $ 32.3 1 %
Defense and Security 2,172.4 1,998.6 173.8 9 %
Revenue $ 4,914.0 $ 4,707.9 $ 206.1 4 %

You will find more details in Section 6 "Results by segment" of this MD&A.

Gross profit was $1,390.8 million this year, $90.7 million or 7% higher compared to last year. Gross profit variances by segment were as follows:

 (amounts in millions)
Years ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 890.2 $ 883.6 $ 6.6 1 %
Defense and Security 500.6 416.5 84.1 20 %
Gross profit $ 1,390.8 $ 1,300.1 $ 90.7 7 %

You will find more details in Section 6 "Results by segment" of this MD&A.

(1)

(1)

(1)

(1)

(1)

(1)
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Operating income was $612.3 million this year, $116.9 million or 16% lower compared to last year.  This period's operating income included executive management
transition costs of $14.0 million and restructuring, integration and acquisition costs of $84.4 million. Last year's operating income included the gain on fair value
remeasurement of SIMCOM of $72.6 million, costs related to shareholder matters of $10.6 million, executive management transition costs of $8.3 million and restructuring,
integration and acquisition costs of $56.5 million. Operating income variances by segment were as follows:

 (amounts in millions)
Years ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 437.9 $ 605.3 $ (167.4) (28 %)
Defense and Security 174.4 123.9 50.5 41 %
Operating income $ 612.3 $ 729.2 $ (116.9) (16 %)

You will find more details on the reconciliation between operating income and adjusted segment operating income in Section 11.3 "Non-IFRS measure reconciliations" of
this MD&A.

Adjusted segment operating income was $710.7 million this year, $21.3 million or 3% lower compared to last year. Adjusted segment operating income variances
by segment were as follows:

 (amounts in millions)
Years ended March 31 2026 2025 Variance $ Variance %
Civil Aviation $ 510.5 $ 581.5 $ (71.0) (12 %)
Defense and Security 200.2 150.5 49.7 33 %
Adjusted segment operating income $ 710.7 $ 732.0 $ (21.3) (3 %)

You will find more details in Section 6 "Results by segment" of this MD&A.

Finance expense – net was $212.1 million this year, $3.4 million or 2% lower compared to last year. The decrease was mainly due to lower finance expense on long-
term debt due to a decreased level of borrowings during the period aligned with our deleveraging undertakings. The decrease was partially offset by additional finance
expense on borrowings to finance the SIMCOM transaction in the third quarter of last year and higher finance expense on lease liabilities in support of training network
expansions.

Income tax expense this year amounted to $77.5 million, representing an effective tax rate of 19% compared to an effective tax rate of 19% last year. The
adjusted effective tax rate on our adjusted net income was 21% this year compared to 23% last year. The decrease in the adjusted effective tax rate was mainly
attributable to the mix of income from various jurisdictions.

On July 4, 2025, a reconciliation bill titled “An Act to provide for reconciliation pursuant to title II of H. Con. Res 14” was signed into U.S. federal law. The reconciliation bill
addresses numerous spending policies and also makes several adjustments to current tax law, including an increase to the base erosion and anti-abuse tax (BEAT) rate
starting in calendar 2026, reinstating full deduction of U.S. qualified R&D expenditures starting in calendar 2025, permanently restoring the ability for immediate deduction
of new investments in certain qualified depreciable assets made after January 19, 2025, and providing a higher deduction limitation for net interest expense starting in
calendar 2025. This enactment had no material impact on our overall income tax expense nor on the effective tax rate.

CAE Financial Report 2026 I 15
 



Management’s Discussion and Analysis

5.3       Restructuring, integration and acquisition costs

FY2026 FY2025 Q4-2026 Q4-2025
Impairment of non-financial assets – net $ 58.9 $ 5.2 $ 58.9 $ — 
Severances and other employee related costs 13.2 33.9 13.2 — 
Integration and acquisition costs — 11.5 — — 
Other costs 12.3 5.9 12.3 — 
Total restructuring, integration and acquisition costs $ 84.4 $ 56.5 $ 84.4 $ — 

Year ended March 31, 2026
On November 11, 2025, we announced a transformation plan to simplify our structure, sharpen our focus and strengthen execution. The transformation focuses on
streamlining our organizational structure, assessing our portfolio, tightening our capital discipline, and optimizing our operational performance. As a result of these
measures, we expect to record approximately $200 million to $250 million of total expenses for this transformation plan, with the majority to be incurred in fiscal 2026 and
fiscal 2027, and realize annual recurring savings of approximately $125 million to $150 million through fiscal 2030. In fiscal 2026, costs related to this program totalled
$84.4 million and included $58.9 million of impairment of non-financial assets and $13.2 million of severances and other employee related costs. Impairment of
non‑financial assets included impairments of capitalized development costs principally within Civil Aviation of $31.9 million related to technologies no longer aligned with
the Company’s strategic focus, inventory write‑downs of $9.7 million within Civil Aviation and $8.0 million within Defense and Security associated with revised product
designs and manufacturing requirements and the Company’s portfolio simplification, as well as impairments of simulators within Civil Aviation of $9.3 million.

Year ended March 31, 2025
During the fourth quarter of fiscal 2024, we announced that we would streamline our operating model and portfolio, optimize our cost structure and create efficiencies. This
restructuring program was completed in the second quarter of fiscal 2025. In fiscal 2025, costs related to this program totalled $40.6 million and included $29.4 million of
severances and other employee related costs and $5.2 million of impairment of non-financial assets. Impairment of non-financial assets primarily included the impairment of
property, plant and equipment, intangible assets and right‑of‑use assets related to the termination of certain product offerings within the Civil Aviation segment.

In the second quarter of fiscal 2025, the integration activities associated with the fiscal 2022 acquisition of Sabre’s AirCentre airline operations portfolio (AirCentre) were
completed. For the year ended March 31, 2025, restructuring, integration and acquisition costs associated with AirCentre amounted to $15.9 million.

5.4       Executive management transition costs
In November 2024, the Company announced its Chief Executive Officer (CEO) succession plan whereby the then-current CEO, Marc Parent, would leave the Company at
the Annual and Special Meeting of Shareholders held on August 13, 2025. The CEO's terms of departure were finalized during the fourth quarter of fiscal 2025 and included
non-compete and non-solicitation covenants, as well as other terms that were generally consistent with the previously agreed‑upon employment arrangement which
remained in force until the departure date.

On June 2, 2025, we announced that at the conclusion of a rigorous global selection process, the Board, on the advice of the Company’s CEO Search Committee,
unanimously appointed Matthew Bromberg as President and Chief Executive Officer of CAE, effective August 13, 2025. Mr. Bromberg joined CAE on June 16, 2025 as
Incoming President and CEO, and worked closely with Mr. Parent throughout the transition to ensure continuity and a smooth handover of leadership responsibilities.
Concurrently with Mr. Bromberg’s appointment, and following their election at the 2025 Annual and Special Meeting of Shareholders, Calin Rovinescu became Executive
Chairman of the Board and Sophie Brochu became Lead Independent Director.

During fiscal 2026, the Company incurred $14.0 million (2025 – $8.3 million) of executive management transition costs, including $11.4 million (2025 – $6.3 million) related
to the CEO's terms of departure, representing accrued expenses to the then-current CEO, and $2.6 million (2025 – $2.0 million) of other costs. These costs are recorded in
selling, general and administrative expenses. The Company has not incurred any significant additional executive management transition costs subsequent to the first
quarter of fiscal 2026.

5.5       Shareholder matters
In December 2024, we received a public letter from shareholder Browning West, LP requesting that CAE's Board engage with them on the recruitment process to identify
our next CEO. In February 2025, we announced changes to our Board that included the appointment of four new directors and the concurrent retirement of four directors,
including the Chair of the Board. In connection with these changes, we entered into a customary nomination rights agreement with the Caisse de dépôt et placement du
Québec, one of our largest shareholders, and a customary cooperation and standstill agreement with Browning West, LP.

During fiscal 2025, we incurred one-time costs of approximately $10.6 million related to the above shareholder matters, consisting primarily of external advisory fees.
These costs are recorded in selling, general and administrative expenses.
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5.6       Consolidated adjusted order intake and adjusted backlog

(amounts in millions) Civil Aviation
Defense 

and Security Total
Three months ended March 31 2026 2025 2026 2025 2026 2025
Obligated backlog , beginning of period $ 7,546.6 $ 8,089.4 $ 5,627.1 $ 5,436.3 $ 13,173.7 $ 13,525.7 
'+ adjusted order intake 965.2 741.8 646.1 595.7 1,611.3 1,337.5 
- revenue (746.7) (728.4) (580.0) (547.0) (1,326.7) (1,275.4)
+ / - adjustments (4.8) 62.2 39.3 78.5 34.5 140.7 
Obligated backlog , end of period $ 7,760.3 $ 8,165.0 $ 5,732.5 $ 5,563.5 $ 13,492.8 $ 13,728.5 
Joint venture backlog  (all obligated) 676.9 681.6 3,357.7 3,681.7 4,034.6 4,363.3 
Unfunded backlog and options — — 1,731.2 2,050.4 1,731.2 2,050.4 
Adjusted backlog $ 8,437.2 $ 8,846.6 $ 10,821.4 $ 11,295.6 $ 19,258.6 $ 20,142.2 

(amounts in millions) Civil Aviation
Defense 

and Security Total
Years ended March 31 2026 2025 2026 2025 2026 2025
Obligated backlog , beginning of period $ 8,165.0 $ 6,107.5 $ 5,563.5 $ 3,407.8 $ 13,728.5 $ 9,515.3 
'+ adjusted order intake 2,641.8 3,717.4 2,384.4 3,986.1 5,026.2 7,703.5 
- revenue (2,741.6) (2,709.3) (2,172.4) (1,998.6) (4,914.0) (4,707.9)
+ / - adjustments (304.9) 1,049.4 (43.0) 168.2 (347.9) 1,217.6 
Obligated backlog , end of period $ 7,760.3 $ 8,165.0 $ 5,732.5 $ 5,563.5 $ 13,492.8 $ 13,728.5 
Joint venture backlog  (all obligated) 676.9 681.6 3,357.7 3,681.7 4,034.6 4,363.3 
Unfunded backlog and options — — 1,731.2 2,050.4 1,731.2 2,050.4 
Adjusted backlog $ 8,437.2 $ 8,846.6 $ 10,821.4 $ 11,295.6 $ 19,258.6 $ 20,142.2 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

The book-to-sales ratio for the quarter was 1.21x. The ratio for the last 12 months was 1.02x. 

You will find more details in Section 6 "Results by segment" of this MD&A.

(1)
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6.     RESULTS BY SEGMENT
We manage our business and report our results in two segments: 
– Civil Aviation;
– Defense and Security.
 
The method used for the allocation of assets jointly used by the operating segments and costs and liabilities jointly incurred (mostly corporate costs) between operating
segments is based on the level of consumption when determinable and measurable, otherwise the allocation is based on a proportion of each segment’s cost of sales and
revenue.
 
Unless otherwise indicated, elements within our segment revenue and adjusted segment operating income analysis are presented in order of magnitude.

6.1       Civil Aviation

FINANCIAL RESULTS

(amounts in millions) FY2026 FY2025 Q4-2026 Q3-2026 Q2-2026 Q1-2026 Q4-2025
Revenue $ 2,741.6 2,709.3 746.7 717.2 670.0 607.7 728.4 
Gross profit $ 890.2 883.6 257.6 232.9 198.6 201.1 272.4 

As a % of revenue % 32.5 32.6 34.5 32.5 29.6 33.1 37.4 
Operating income $ 437.9 605.3 88.0 141.8 108.7 99.4 197.4 
Adjusted segment operating income $ 510.5 581.5 152.4 141.8 108.7 107.6 208.4 

As a % of revenue % 18.6 21.5 20.4 19.8 16.2 17.7 28.6 
Depreciation and amortization $ 351.0 312.4 89.3 88.1 86.7 86.9 84.3 
Property, plant and equipment

expenditures $ 163.7 229.7 23.5 29.0 48.3 62.9 62.6 
Intangible asset expenditures $ 60.0 66.6 16.7 9.7 15.9 17.7 13.9 
Invested capital $ 5,766.5 5,894.3 5,766.5 5,691.8 5,913.9 5,838.0 5,894.3 
Adjusted backlog $ 8,437.2 8,846.6 8,437.2 8,227.8 8,477.1 8,379.8 8,846.6 

Supplementary non-financial information
Simulator equivalent unit 301 286 305 305 297 298 298 
FFSs in CAE's network 371 363 371 373 369 367 363 
Utilization rate % 70 74 73 71 64 71 75 
FFS deliveries 52 61 17 15 12 8 15 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Revenue was $746.7 million this quarter, $18.3 million or 3% higher compared to the fourth quarter of fiscal 2025. The increase compared to the fourth quarter of
fiscal 2025 was mainly due to higher revenue recognized from simulator sales, driven by higher deliveries combined with a more favourable mix of product solutions, and
higher revenue from used simulator sales across our network, predominantly structured as finance lease arrangements. The increase was partially offset by lower
utilization on reduced initial training demand in business training services and lower revenue from airline operations digital solutions.

Revenue was $2,741.6 million this year, $32.3 million or 1% higher compared to last year. The increase compared to last year was mainly due to the consolidation
into our results of SIMCOM following the increase in our ownership stake in the third quarter of last year and higher revenue from used simulator sales across our network,
predominantly structured as finance lease arrangements and reflecting the timing of discrete asset dispositions during the period. The increase was partially offset by lower
revenue recognized from simulator sales, driven by lower deliveries, and lower utilization on reduced initial training demand in business and commercial training services.

Gross profit was $257.6 million this quarter, $14.8 million or 5% lower compared to the fourth quarter of fiscal 2025. The decrease was mainly due to a lower
contribution from business training services, driven by lower utilization on reduced initial training demand and a lower contribution from airline operations digital solutions.
The decrease was partially offset by a higher contribution from simulator sales driven by higher deliveries and a more favourable mix of product solutions.

(1)

(1)

(1)

(1)

(1)

(1)
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Gross profit was $890.2 million this year, $6.6 million higher compared to last year. The increase compared to last year was mainly due to the consolidation into our
results of SIMCOM following the increase in our ownership stake in the third quarter of last year and a higher contribution from used simulator sales across our network,
predominantly structured as finance lease arrangements and reflecting the timing of discrete asset dispositions during the period. The increase was partially offset by a
lower contribution from business and commercial training services, driven by lower utilization on reduced initial training demand and higher depreciation and amortization
costs following an intensive, multi-year deployment schedule to support organic training centre growth. The contribution from simulator sales remained stable with lower
deliveries being offset by a more favourable mix of product solutions.

Adjusted segment operating income was $152.4 million this quarter, $56.0 million or 27% lower compared to the fourth quarter of fiscal 2025. The decrease
compared to the fourth quarter of fiscal 2025 was mainly due to a lower contribution from business training services, driven by lower utilization on reduced initial training
demand, higher credit-related charges on financial assets, a lower contribution from airline operations digital solutions, higher net research and development costs,
including the impact of accelerated government contributions received last year, lower profitability in our joint ventures primarily due to the impacts from the military conflicts
in the Middle East and a gain on disposal of property, plant and equipment recognized last year. The decrease was partially offset by a higher contribution from simulator
sales driven by higher deliveries and a more favourable mix of product solutions.

Adjusted segment operating income was $510.5 million this year, $71.0 million or 12% lower compared to last year.  The decrease compared to last year was
mainly due to a lower contribution from business and commercial training services, driven by lower utilization on reduced initial training demand and higher depreciation and
amortization costs following an intensive, multi-year deployment schedule to support organic training centre growth, higher selling, general and administrative expenses,
higher credit‑related charges on financial assets and higher net research and development costs, including the impact of accelerated government contributions received
last year. The decrease was partially offset by the consolidation into our results of SIMCOM following the increase in our ownership stake in the third quarter of last year
and a higher contribution from used simulator sales across our network, predominantly structured as finance lease arrangements and reflecting the timing of discrete asset
dispositions during the period. The contribution from simulator sales remained stable with lower deliveries being offset by a more favourable mix of product solutions.

You will find more details on the reconciliation between operating income and adjusted segment operating income in Section 11.3 "Non-IFRS measure reconciliations" of
this MD&A.

Property, plant and equipment expenditures were $23.5 million this quarter and $163.7 million for the year. Growth capital expenditures were $16.0 million for the
quarter and $117.0 million for the year. Maintenance capital expenditures were $7.5 million for the quarter and $46.7 million for the year.
 
Invested capital increased by $74.7 million compared to last quarter and decreased by $127.8 million compared to last year. The increase compared to last
quarter was mainly due to a higher investment in non-cash working capital and movements in foreign exchange rates, partially offset by lower intangible assets and lower
property, plant and equipment including impairment charges incurred related to the transformation plan.

The decrease compared to last year was mainly due to lower intangible assets, movements in foreign exchange rates and lower property, plant and equipment, partially
offset by a higher investment in non-cash working capital.

Adjusted backlog

Three months ended Years ended
March 31 March 31

(amounts in millions) 2026 2025 2026 2025
Obligated backlog , beginning of period $ 7,546.6 $ 8,089.4 $ 8,165.0 $ 6,107.5 
 + adjusted order intake 965.2 741.8 2,641.8 3,717.4 
- revenue (746.7) (728.4) (2,741.6) (2,709.3)
+ / - adjustments (4.8) 62.2 (304.9) 1,049.4 
Obligated backlog , end of period $ 7,760.3 $ 8,165.0 $ 7,760.3 $ 8,165.0 
Joint venture backlog  (all obligated) 676.9 681.6 676.9 681.6 
Adjusted backlog $ 8,437.2 $ 8,846.6 $ 8,437.2 $ 8,846.6 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Adjusted order intake included contracts for 20 FFSs sold in the quarter, bringing the FFS order intake for the fiscal year to 42 FFSs.

Fiscal 2026 adjustments were mainly due to contract cancellations and foreign exchange movements.

This quarter's book-to-sales ratio was 1.29x. The ratio for the last 12 months was 0.96x.

(1)

(1)
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6.2       Defense and Security

FINANCIAL RESULTS

(amounts in millions) FY2026 FY2025 Q4-2026 Q3-2026 Q2-2026 Q1-2026 Q4-2025
Revenue $ 2,172.4 1,998.6 580.0 534.9 566.6 490.9 547.0 
Gross profit $ 500.6 416.5 143.4 129.3 120.7 107.2 118.3 

As a % of revenue % 23.0 20.8 24.7 24.2 21.3 21.8 21.6 
Operating income $ 174.4 123.9 39.4 54.0 46.6 34.4 42.5 
Adjusted segment operating income $ 200.2 150.5 59.4 54.0 46.6 40.2 50.4 

As a % of revenue % 9.2 7.5 10.2 10.1 8.2 8.2 9.2 
Depreciation and amortization $ 109.1 102.3 27.6 27.4 27.3 26.8 26.2 
Property, plant and equipment        

expenditures $ 124.1 126.5 19.2 21.6 39.3 44.0 46.4 
Intangible asset expenditures $ 13.7 21.3 1.8 3.1 4.1 4.7 3.7 
Invested capital $ 1,971.6 1,991.3 1,971.6 2,004.0 2,096.9 2,062.2 1,991.3 
Adjusted backlog $ 10,821.4 11,295.6 10,821.4 10,966.1 11,160.0 11,104.3 11,295.6 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Revenue was $580.0 million this quarter, $33.0 million or 6% higher compared to the fourth quarter of fiscal 2025. The increase compared to the fourth quarter of
fiscal 2025 was mainly due to higher revenue in North America, reflecting increased activity on new program awards and the ramp up of recently awarded contracts in the
U.S. and Canada.

Revenue was $2,172.4 million this year, $173.8 million or 9% higher compared to last year. The increase compared to last year was mainly due to higher revenue in
North America, reflecting increased activity on new program awards and the ramp up of recently awarded contracts in the U.S. and Canada, and higher revenue from
products recognized upon delivery. This was partially offset by the completion of certain lower margin U.S. programs.

Gross profit was $143.4 million this quarter, $25.1 million or 21% higher compared to the fourth quarter of fiscal 2025. The increase compared to the fourth quarter
of fiscal 2025 was mainly due to higher profitability and activity on our contracts in the U.S. and Canada, reflecting a more favourable mix of product contracts, and
operational efficiencies achieved through the completion of certain lower margin U.S. programs.

Gross profit was $500.6 million this year, $84.1 million or 20% higher compared to last year. The increase compared to last year was mainly due to higher
profitability and activity on new higher margin program awards and the ramp up of recently awarded contracts in the U.S. and Canada, reflecting a more favourable mix of
product contracts. The increase was also due to operational efficiencies achieved through the completion of certain lower margin U.S. programs.

Adjusted segment operating income was $59.4 million this quarter, $9.0 million or 18% higher compared to the fourth quarter of fiscal 2025. The increase
compared to the fourth quarter of fiscal 2025 was mainly due to higher profitability and activity on our contracts in the U.S. and Canada, reflecting a more favourable mix of
product contracts, and operational efficiencies achieved through the completion of certain lower margin U.S. programs. The increase was partially offset by higher net
research and development expenses, including the impact of accelerated government contributions received last year, and higher selling, general and administrative
expenses.
 
Adjusted segment operating income was $200.2 million this year, $49.7 million or 33% higher compared to last year.  The increase compared to last year was
mainly due to higher profitability and activity on new higher margin program awards and the ramp up of recently awarded contracts in the U.S. and Canada, reflecting a
more favourable mix of product contracts. The increase was also due to operational efficiencies achieved through the completion of certain lower margin U.S. programs,
and partially offset by higher selling, general and administrative expenses.

You will find more details on the reconciliation between operating income and adjusted segment operating income in Section 11.3 "Non-IFRS measure reconciliations" of
this MD&A.
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Property, plant and equipment expenditures were $19.2 million this quarter and $124.1 million for the year. Growth capital expenditures were $14.5 million for the
quarter and $105.7 million for the year. Maintenance capital expenditures were $4.7 million for the quarter and $18.4 million for the year.

Invested capital decreased by $32.4 million compared to last quarter and by $19.7 million compared to last year. The decrease compared to last quarter was
mainly due to a lower investment in non-cash working capital, partially offset by movements in foreign exchange rates.

The decrease compared to last year was mainly due to movements in foreign exchange rates and lower intangible assets, partially offset by higher property, plant and
equipment.

Additional information pertaining to Defense and Security contracts
Within the Defense and Security segment, we have a number of fixed-price contracts which offer certain potential advantages and efficiencies but can also be negatively
impacted by adverse changes to general economic conditions, including unforeseen supply chain disruptions, inflationary pressures, availability of labour and execution
difficulties. These risks can result in cost overruns and reduced profit margins or losses. While these risks can often be managed or mitigated, there were eight distinct
legacy contracts entered into prior to the COVID-19 pandemic that are fixed-price in structure, with little to no provision for cost escalation, and that have been more
significantly impacted by these risks (the Legacy Contracts). Although only a small fraction of the current business, they disproportionately impacted overall Defense and
Security profitability in previous fiscal years. As of March 31, 2026, we have completed four of the Legacy Contracts, and the impact of the ongoing execution of the
remaining Legacy Contracts on the Defense and Security profitability is no longer expected to be material. Management is continuing to monitor the remaining Legacy
Contracts as a separate group and will continue to take appropriate measures as may be necessary in the future to mitigate the cost pressures associated with them. For
further details regarding the risks associated with CAE's program management and execution and its fixed price and long-term supply contracts, refer to Section 9
“Business risk and uncertainty” of this MD&A.

Adjusted backlog

Three months ended Years ended
March 31 March 31

(amounts in millions) 2026 2025 2026 2025
Obligated backlog , beginning of period $ 5,627.1 $ 5,436.3 $ 5,563.5 $ 3,407.8 
'+ adjusted order intake 646.1 595.7 2,384.4 3,986.1 
- revenue (580.0) (547.0) (2,172.4) (1,998.6)
+ / - adjustments 39.3 78.5 (43.0) 168.2 
Obligated backlog , end of period $ 5,732.5 $ 5,563.5 $ 5,732.5 $ 5,563.5 
Joint venture backlog  (all obligated) 3,357.7 3,681.7 3,357.7 3,681.7 
Unfunded backlog and options 1,731.2 2,050.4 1,731.2 2,050.4 
Adjusted backlog $ 10,821.4 $ 11,295.6 $ 10,821.4 $ 11,295.6 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Fiscal 2026 adjustments were mainly due to the revaluation of prior year contracts.

This quarter's book-to-sales ratio was 1.11x. The ratio for the last 12 months was 1.10x.

In fiscal 2026, $563.0 million was added to the unfunded backlog and $723.8 million was transferred to obligated backlog. 

(1)

(1)

(1)

(1)

(1)

(1)

(1)
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7.     CONSOLIDATED CASH MOVEMENTS AND LIQUIDITY
We manage liquidity and regularly monitor the factors that could affect it, including:
– Cash generated from operations, including timing of milestone payments and management of working capital;
– Capital expenditure requirements;
– Scheduled repayments of long-term debt obligations, our credit capacity and expected future debt market conditions.

 
7.1       Consolidated cash movements

Three months ended Years ended
March 31 March 31

(amounts in millions) 2026 2025 2026 2025
Cash provided by operating activities* $ 231.6 $ 233.8 $ 829.6 $ 699.4 
Changes in non-cash working capital (46.0) 88.9 (37.7) 197.1 
Net cash provided by operating activities $ 185.6 $ 322.7 $ 791.9 $ 896.5 
Maintenance capital expenditures (12.2) (27.6) (65.1) (84.2)
Intangible assets expenditures excluding capitalized development costs (1.3) (3.8) (11.4) (20.9)
Proceeds from the disposal of property, plant and equipment 0.3 16.1 5.4 19.4 
Net payments to equity accounted investees (7.3) (14.0) (31.6) (19.0)
Dividends received from equity accounted investees 18.6 — 79.6 28.7 
Other investing activities (1.0) (4.0) (10.0) (6.6)
Free cash flow before growth expenditures $ 182.7 $ 289.4 $ 758.8 $ 813.9 
Growth capital expenditures (30.5) (81.4) (222.7) (272.0)
Capitalized development costs (17.2) (13.8) (62.3) (67.0)
Free cash flow $ 135.0 $ 194.2 $ 473.8 $ 474.9 
Net proceeds from the issuance of common shares 4.3 16.9 46.3 67.1 
Repurchase and cancellation of common shares (3.1) — (7.0) (21.3)
Business combinations, net of cash acquired — — — (308.0)
Other cash movements, net (0.2) (0.1) (2.7) (3.6)
Effect of foreign exchange rate changes on cash and cash equivalents 1.6 6.7 (1.2) 19.2 
Net change in cash before proceeds and repayment of long-term debt $ 137.6 $ 217.7 $ 509.2 $ 228.3 
* before changes in non-cash working capital   

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Net cash from operating activities was $185.6 million this quarter, $137.1 million lower compared to the fourth quarter of fiscal 2025. The decrease was mainly
due to changes in non-cash working capital, driven by lower accounts payable and accrued liabilities.

Net cash from operating activities was $791.9 million this year, $104.6 million lower than last year.  The decrease was mainly due to changes in non-cash working
capital, partially offset by higher net income adjusted for non-cash items. The changes in non‑cash working capital primarily resulted from lower accounts payable and
accrued liabilities.

Free cash flow was $135.0 million this quarter, $59.2 million lower compared to the fourth quarter of fiscal 2025. The decrease was mainly due to changes in non-
cash working capital, driven by lower accounts payable and accrued liabilities, partially offset by lower capital expenditures and higher dividends received from equity
accounted investees.

Free cash flow was $473.8 million this year, $1.1 million lower than last year.  The decrease was mainly due to changes in non‑cash working capital, partially offset by
higher net income adjusted for non‑cash items, lower capital expenditures and higher dividends received from equity accounted investees. The changes in non-cash
working capital primarily resulted from lower accounts payable and accrued liabilities.

(1)

(1)

(1)

(1)
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7.2       Sources of liquidity
 
We have a committed unsecured revolving credit facility at floating rates, provided by a syndicate of lenders. In June 2025, we extended the maturity date of this facility by
two years, until June 2030. The total amount available through this revolving credit facility as at March 31, 2026 was US$1.0 billion (2025 – US$1.0 billion). We and some
of our subsidiaries can borrow funds directly from this credit facility to cover operating and general corporate expenses and to issue letters of credit up to a maximum of
US$400.0 million (2025 – US$400.0 million). There was no amount drawn under the facility as at March 31, 2026 (2025 – nil), and US$16.1 million used for letters of credit
(2025 ‑ US$14.1 million). The applicable interest rate on this revolving credit facility is variable, based on the bank’s prime rate, bankers’ acceptance rates or SOFR plus a
margin based on CAE's credit rating.

We manage several bilateral facilities for the issuance of performance bonds, advance payment guarantees or similar instruments. Some of these facilities are covered by
an unsecured Export Development Canada Performance Security Guarantee (PSG) for up to US$225.0 million (2025 – US$225.0 million). As at March 31, 2026, the total
outstanding for these instruments under the PSG was $176.2 million (2025 – $211.8 million).

We manage an uncommitted receivable purchase facility of up to US$400.0 million (2025 – US$400.0 million), in which we sell interests in certain of our accounts
receivable to third parties for cash consideration. As at March 31, 2026, the carrying amount of the original accounts receivable sold to financial institutions pursuant to the
receivable purchase facility totalled $399.1 million (2025 – $453.6 million) of which $51.7 million (2025 – $39.9 million), corresponding to the extent of our continuing
involvement, remains in accounts receivable with a corresponding liability included in accounts payable and accrued liabilities.

We have established supplier finance arrangements offered by some of our subsidiaries to certain key suppliers. Under these arrangements, we have the ability to submit
supplier invoices, at our own discretion, to our financial institution who pays the supplier and allows us to extend our payment terms by 55 to 85 days. We pay the invoice
amount and a service fee to the financial institution in accordance with the extended due dates. As at March 31, 2026, the carrying amount of accounts payable trade for
this arrangement totalled nil (2025 – $73.3 million).

We have certain debt agreements which require the maintenance of standard financial covenants, which we are required to maintain compliance with at all times. As at
March 31, 2026, we are compliant with all our financial covenants.

The following table summarizes the long-term debt:

 As at March 31 As at March 31
(amounts in millions) 2026 2025
Total long-term debt $ 3,234.2 $ 3,470.4 
Less:
Current portion of long-term debt 183.8 277.9 
Current portion of lease liabilities 68.2 121.1 
Long-term portion of long-term debt $ 2,982.2 $ 3,071.4 

 
Credit rating
On March 17, 2026, S&P Global Ratings revised CAE's outlook to stable from negative and reaffirmed CAE's credit rating of BBB-.

Term loans
In May 2025, we prepaid a US$125.0 million unsecured term loan due in July 2025.

In June 2025, we extended the maturity date of our US$200.0 million syndicated term loan, bearing interest at a variable rate, until June 2027. In February 2026, we
converted this loan to a Canadian dollar loan valued at $273.3 million, with no changes to the maturity date.

In June 2025, we entered into an unsecured term loan agreement amounting to US$50.0 million maturing in June 2027, bearing interest at a variable rate. Proceeds from
this term loan have been principally used to repay other various debt bearing higher interest rates.

Pension obligations
We maintain defined benefit and defined contribution pension plans. Our defined benefit pension plans are considered sufficiently funded. We expect to pay employer
contributions and benefits of $28.3 million in fiscal 2027.

7.3       Government participation

We have agreements with various governments whereby the latter contribute a portion of the cost, based on expenditures incurred by CAE, of certain R&D programs for
modeling, simulation and training services technology.

You will find more details in Note 27 of our consolidated financial statements.
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7.4       Contingencies and commitments

Contingencies
From time to time, CAE is involved in legal proceedings, audits, litigations and claims arising in the ordinary course of our business. We operate in a highly regulated
environment across many jurisdictions and is subject to, without limitation, laws and regulations relating to import-export controls, trade sanctions, anti-corruption, national
security and aviation safety of each country. In addition, contracts with government agencies are subject to procurement regulations and other specific legal requirements.
We are also required to comply with tax laws and regulations of any country in which we operate.

We are subject to investigations and audits from various government and regulatory agencies. In addition, CAE may identify, investigate, remediate and voluntarily disclose
potential non-compliance with those laws and regulations. As a result, we can be subject to potential liabilities associated with those matters. Although it is possible that
liabilities may be incurred in instances for which no accruals have been made, we do not believe that the ultimate outcome of these matters will have a material impact on
our consolidated financial statements.

Dispute relating to final price adjustments for the sale of CAE’s Healthcare business
During the fourth quarter of fiscal 2024, we closed the sale of our Healthcare business to Madison Industries. The total consideration is subject to post-closing price
adjustments, including on account of working capital. At the time of issuance of the consolidated financial statements, we are still engaged in a dispute with Madison
Industries, which initially claimed up to approximately $60 million in final price adjustments. To date, no price adjustment has been agreed to or awarded in favour of the
purchaser, and a limited number of items remain in dispute, representing an amount of approximately $15 million. Price adjustments in favour of the purchaser, if any, are
not expected to exceed this amount and are not expected to exceed the amounts still outstanding and receivable from the purchaser.

Given the uncertainty regarding whether any amount will ultimately be payable in connection with the dispute, and as we continue to believe that there are strong grounds
for defence and are vigorously defending our position, no amount has been recognized in our financial statements for any potential losses arising from this dispute as at
March 31, 2026.

Class action proceeding
On July 16, 2024, the Company was served with an Application for authorization to bring an action pursuant to Section 225.4 of the Securities Act (Québec) and application
for authorization to institute a class action before the Superior Court of Québec in the district of Montréal against the Company and certain of the Company’s officers. The
class action, if authorized, would be brought on behalf of purchasers of the Company's common shares and is based upon allegations that the defendants made false
and/or misleading statements to the public and seeks unspecified damages.

The class action requires authorization from the Court before it can move forward. Until it is authorized, there are no monetary claims pending against the defendants in the
context of this Court proceeding. The defendants have strong legal defences to this Court proceeding and intend to defend the case vigorously. While the proceeding
remains in preliminary stages and it is not possible to predict the final outcome or the timing of this Court proceeding, the Company has ascertained that substantially all of
any amount payable under the proceeding would be insurable and any uninsured amounts payable by the Company have been adequately provisioned in the Company’s
financial statements.

Commitments
We enter into contractual obligations and commercial commitments in the normal course of our business. The table below represents our contractual obligations and
commitments for the next five fiscal years and thereafter:

(amounts in millions) 2027 2028 2029 2030 2031 Thereafter Total
Long-term debt (excluding interest) $ 183.9 $ 476.3 $ 653.0 $ 123.2 $ 235.8 $ 799.8 $ 2,472.0 
Lease liabilities 112.3 103.2 113.4 82.0 110.9 651.9 1,173.7 
Purchase commitments 320.9 138.2 76.1 45.9 33.8 63.7 678.6 
 $ 617.1 $ 717.7 $ 842.5 $ 251.1 $ 380.5 $ 1,515.4 $ 4,324.3 

 
We have purchase commitments related to agreements that are enforceable and legally binding. Most are agreements with subcontractors to provide services for long-term
contracts that we have with our clients. The terms of the agreements are significant because they set out obligations to buy goods or services in fixed or minimum
amounts, at fixed, minimum or variable prices and at various points in time.

As at March 31, 2026, we had other long-term liabilities that are not included in the table above such as employee benefits obligations and deferred tax liabilities. CAE’s
cash obligation in respect of the employee benefits obligations depends on various elements including market returns, actuarial gains and losses and interest rates. We did
not include deferred tax liabilities since future payments of income taxes depend on the amount of taxable earnings and on whether there are tax loss carry‑forwards
available.
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8.     CONSOLIDATED FINANCIAL POSITION

8.1       Consolidated invested capital
 

  As at March 31 As at March 31
(amounts in millions) 2026 2025
Current assets $ 2,265.2 $ 2,143.6 
Less: cash and cash equivalents (552.4) (293.7)
Current liabilities (2,361.3) (2,686.5)
Less: current portion of long-term debt 252.0 399.0 
Non-cash working capital $ (396.5) $ (437.6)
Property, plant and equipment 2,993.0 2,989.5 
Intangible assets 3,692.2 3,871.0 
Other long-term assets 2,197.4 2,209.7 
Other long-term liabilities (416.2) (479.9)
Invested capital $ 8,069.9 $ 8,152.7 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Adjusted return on invested capital (ROIC) was 7.6% this quarter , which compares to 8.0% in the fourth quarter of last year and 7.8% last quarter.
Non-cash working capital increased by $41.1 million compared to last year. The increase was mainly due to lower accounts payable and accrued liabilities, partially
offset by lower inventories and higher contract liabilities.

Property, plant and equipment remained relatively unchanged compared to last year.

Intangible assets decreased by $178.8 million compared to last year. The decrease was mainly due to amortization in excess of capital expenditures, movements in
foreign exchange rates and impairment charges incurred related to the transformation plan.

Other long-term assets remained relatively unchanged compared to last year.

Other long-term liabilities decreased by $63.7 million compared to last year. The decrease was mainly due to lower employee benefits obligations, resulting primarily
from revised actuarial economic assumptions, driven by an increase in the discount rate used to determine our defined benefit pension plan obligations, and lower share-
based payments liabilities.

Total debt decreased by $236.2 million compared to last year. The decrease in total debt was mainly due to the net repayments of borrowings and movements in
foreign exchange rates.

(1)

(1)

(1)
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Net debt decreased by $494.9 million compared to last year

(amounts in millions) FY2026 FY2025
Net debt , beginning of period $ 3,176.7 $ 2,914.2 
Impact of cash movements on net debt     

(see table in the consolidated cash movements section 7.1) (509.2) (228.3)
Effect of foreign exchange rate changes on long-term debt  (58.1)  146.1 
Impact from business combinations  —  158.5 
Additions and remeasurements of lease liabilities 37.4 153.4 
Other  35.0  32.8 
Change in net debt during the period $ (494.9) $ 262.5 
Net debt , end of period $ 2,681.8 $ 3,176.7 

As at March 31 As at March 31
Liquidity measures 2026 2025
Net debt-to-capital % 33.2 % 39.0 
Net debt-to-EBITDA 2.50 2.78 
Net debt-to-adjusted EBITDA 2.29 2.77 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

Total equity increased by $412.1 million this year. The increase compared to last year was mainly due to net income realized this year and the impact of equity-settled
awards.

Outstanding share data
Our articles of incorporation authorize the issue of an unlimited number of common shares and an unlimited number of preferred shares issued in series. We had a total of
321,734,387 common shares issued and outstanding as at March 31, 2026 with total share capital of $2,382.2 million. In addition, we had 2,848,913 options outstanding.
As at April 30, 2026, we had a total of 321,534,400 common shares issued and outstanding and 2,841,957 options outstanding.

Repurchase and cancellation of common shares
On June 6, 2025, we announced the renewal of the normal course issuer bid program (NCIB) to purchase, for cancellation, up to 16,019,294 of our common shares. The
NCIB began on June 10, 2025 and will end on June 9, 2026 or on such earlier date when the Company completes its purchases or elects to terminate the NCIB. These
purchases may be made through the facilities of the TSX or the NYSE, or in such other manner as may be permitted under applicable stock exchange rules and securities
laws, at the prevailing market price at the time of acquisition, plus brokerage fees. All common shares purchased pursuant to the NCIB will be cancelled.

During the three months ended March 31, 2026, we repurchased and cancelled a total of 85,100 common shares (2025 – nil) under the NCIB, at a weighted average price
of $36.35 per common share (2025 – nil), for a total consideration of $3.1 million (2025 – nil). During the year ended March 31, 2026, we repurchased and cancelled a total
of 191,100 common shares (2025 – 856,230) under the NCIB, at a weighted average price of $36.52 per common share (2025 – $24.85), for a total consideration of $7.0
million (2025 – $21.3 million).

8.2       Off balance sheet arrangements

In the normal course of business, we manage an uncommitted receivable purchase facility in which we sell interests in certain of our accounts receivable to third parties for
cash consideration with limited recourse to CAE.

You will find more details about our financial assets program in Section 7.2 "Sources of liquidity".

(1)
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8.3       Financial instruments

We are exposed to various financial risks in the normal course of business. We enter into forward contracts and swap agreements to manage our exposure to fluctuations
in foreign exchange rates, interest rates and share price which have an effect on our share‑based payments costs. We formally assess, both at inception of the hedge
relationship and on an ongoing basis, whether the derivatives we use in hedging transactions are highly effective in offsetting changes in cash flows of hedged items in
relation to the hedged risk. We enter into these transactions to reduce our exposure to risk and volatility, and not for trading or speculative purposes. We only enter into
contracts with counterparties that are of high credit quality.
 
Classification of financial instruments
We have made the following classifications for our financial instruments:

Financial assets:
– Cash and cash equivalents, restricted cash and derivative instruments not designated as hedging instrument in a hedge relationship, are classified at fair value through

profit and loss (FVTPL);
– Accounts receivable, non-current receivables, net investment in finance leases and advances are classified at amortized cost, except for those that are acquired for the

purpose of selling or repurchasing in the near term and classified as held for trading which are measured at FVTPL;
– Equity investments are classified at fair value through OCI (FVOCI).

Financial liabilities:
– Accounts payable and accrued liabilities, long-term debt, including interest payable, as well as lease liabilities and royalty obligations are classified at amortized cost;
– Contingent consideration arising on business combinations and derivative instruments not designated as hedging instruments in a hedge relationship are classified at

FVTPL.

Fair value of financial instruments
The fair value of a financial instrument is determined by reference to the available market information at the reporting date. When no active market exists for a financial
instrument, we determine the fair value of that instrument based on valuation methodologies as discussed below. In determining assumptions required under a valuation
model, we primarily use external, readily observable market data inputs. Assumptions or inputs that are not based on observable market data incorporate our best
estimates of market participant assumptions. Counterparty credit risk and our own credit risk are taken into account in estimating the fair value of financial assets and
financial liabilities.
 
The following assumptions and valuation methodologies have been used to measure the fair value of financial instruments:
– The fair value of cash and cash equivalents, accounts receivable and accounts payable and accrued liabilities approximate their carrying values due to their short-term

maturities;
– The fair value of derivative instruments, which include forward contracts and swap agreements, is calculated as the present value of the estimated future cash flows

using assumptions based on market conditions prevailing at each reporting date. The fair value of derivative instruments reflects the estimated amounts that we would
receive or pay to settle the contracts at the reporting date;

– The fair value of the equity investments, which does not have a readily available market value, is estimated using a discounted cash flow model, which includes some
assumptions that are not based on observable market prices or rates;

– The fair value of non-current receivables is estimated based on discounted cash flows using current interest rates for instruments with similar risks and remaining
maturities;

– The fair value of long-term debts, royalties obligations and other non-current liabilities are estimated based on discounted cash flows using current interest rates for
instruments with similar risks and remaining maturities.

A description of the fair value hierarchy is discussed in Note 29 of our consolidated financial statements.

Financial risk management
Due to the nature of the activities that we carry out and as a result of holding financial instruments, we are exposed to credit risk, liquidity risk and market risk, including
foreign currency risk and interest rate risk. Our exposure to credit risk, liquidity risk and market risk is managed within risk management parameters documented in
corporate policies. These risk management parameters remain unchanged since the previous period, unless otherwise indicated.
 
Credit risk
Credit risk is defined as our exposure to a financial loss if a debtor fails to meet its obligations in accordance with the terms and conditions of its arrangements with CAE.
We are exposed to credit risk on our accounts receivable and certain other assets through our normal commercial activities. We are also exposed to credit risk through our
normal treasury activities on our cash and cash equivalents and derivative financial assets. Credit risks arising from our normal commercial activities are managed with
regards to customer credit risk.
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Our customers are mainly established companies, some of which have publicly available credit ratings, as well as government agencies, which facilitates risk assessment
and monitoring. In addition, we typically receive substantial non-refundable advance payments for contracts with customers. We closely monitor our exposure to major
airline companies in order to mitigate our risk to the extent possible. Furthermore, our trade receivables are held with a wide range of commercial and government
organizations and agencies. As well, our credit exposure is further reduced by the sale of certain of our accounts receivable to third-party financial institutions for cash
consideration on a limited recourse basis (receivable purchase facility). We do not hold any collateral as security. The credit risk on cash and cash equivalents is mitigated
by the fact that they are mainly in place with a diverse group of major North American and European financial institutions.
 
We are exposed to credit risk in the event of non-performance by counterparties to our derivative financial instruments. We use several measures to minimize this
exposure. First, we enter into contracts with counterparties that are of high credit quality. We signed International Swaps & Derivatives Association, Inc. (ISDA) Master
Agreements with all the counterparties with whom we trade derivative financial instruments. These agreements make it possible to offset when a contracting party defaults
on the agreement, for each of the transactions covered by the agreement and in force at the time of default. Also, collateral or other security to support derivative financial
instruments subject to credit risk can be requested by CAE or our counterparties (or both parties, if need be) when the net balance of gains and losses on each transaction
exceeds a threshold defined in the ISDA Master Agreement. Finally, we monitor the credit standing of counterparties on a regular basis to help minimize credit risk
exposure.
 
The carrying amounts presented in Note 10 and Note 29 of our consolidated financial statements represent the maximum exposure to credit risk for each respective
financial asset as at the relevant dates. A summary of our exposure to credit risk and credit loss allowances for accounts receivable and contract assets by segments is
included in Note 31 of our consolidated financial statements.

Client concentration risk
For the year ended March 31, 2026, contracts with the U.S. federal government and its various agencies included in the Defense and Security segment accounted for 21%
(2025 – 21%) of consolidated revenue.

Liquidity risk
Liquidity risk is defined as the potential risk that we cannot meet our cash obligations as they become due. We manage this risk by establishing cash forecasts, as well as
long-term operating and strategic plans. The management of consolidated liquidity requires a regular monitoring of expected cash inflows and outflows which is achieved
through a forecast of our consolidated liquidity position, for efficient use of cash resources. Liquidity adequacy is assessed in view of seasonal needs, stress-test results,
growth requirements and capital expenditures, and the maturity profile of indebtedness, including availability of credit facilities, working capital requirements, compliance
with financial covenants and the funding of financial commitments. We manage our liquidity risk to maintain sufficient liquid financial resources to fund our operations and
meet our commitments and obligations. We also regularly monitor any financing opportunities to optimize our capital structure and maintain appropriate financial flexibility.

Market risk
Market risk is defined as our exposure to a gain or a loss in the value of our financial instruments as a result of changes in market prices, whether those changes are
caused by factors specific to the individual financial instruments or its issuer, or factors affecting all similar financial instruments traded in the market. We are mainly
exposed to foreign currency risk and interest rate risk.
 
We use derivative instruments to manage market risk against the volatility in foreign exchange rates, interest rates and share-based payments in order to minimize their
impact on our results and financial position. Our policy is not to utilize any derivative financial instruments for trading or speculative purposes.

Foreign currency risk
Foreign currency risk is defined as our exposure to a gain or a loss in the value of our financial instruments as a result of fluctuations in foreign exchange rates. We are
exposed to foreign exchange rate variability primarily in relation to certain sale commitments, expected purchase transactions and debt denominated in a foreign currency,
as well as on our net investment from our foreign operations which have functional currencies other than the Canadian dollar (in particular the U.S. dollar and Euro). In
addition, these operations have exposures to foreign exchange rates primarily through cash and cash equivalents and other working capital accounts denominated in
currencies other than their functional currencies.
 
We mitigate foreign currency risks by having our foreign operations transact in their functional currency for material procurement, sale contracts and financing activities.
 
We use forward foreign currency contracts and foreign currency swap agreements to manage our exposure from transactions in foreign currencies and to hedge our net
investment in U.S. entities. These transactions include forecasted transactions and firm commitments denominated in foreign currencies. Our foreign currency hedging
programs are typically unaffected by changes in market conditions, as related derivative financial instruments are generally held until their maturity, consistent with the
objective to fix currency rates on the hedged item.

Hedge of net investments in foreign operations
As at March 31, 2026, we have designated a portion of our unsecured senior notes, term loans, fixed to fixed cross currency principal and interest rate swap agreements
and foreign currency contracts as a hedge of our net investments in U.S. entities. Gains or losses on the translation of the designated portion of these USD denominated
long‑term debts are recognized in OCI to offset any foreign exchange gains or losses on translation of the financial statements of those U.S. entities.
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Interest rate risk
Interest rate risk is defined as our exposure to a gain or a loss to the value of our financial instruments as a result of fluctuations in interest rates. We bear some interest
rate fluctuation risk on our floating rate long-term debt and some fair value risk on our fixed interest long‑term debt. We mainly manage interest rate risk by fixing project-
specific floating rate debt in order to reduce cash flow variability. We have floating rate debts through our revolving credit facility and other specific floating rate debts. A mix
of fixed and floating interest rate debt is sought to reduce the net impact of fluctuating interest rates. Derivative financial instruments used to manage interest rate
exposures are mainly interest rate swap agreements. As at March 31, 2026, 89% (2025 – 86%) of the long-term debt bears fixed interest rates.

Our interest rate hedging programs are typically unaffected by changes in market conditions, as related derivative financial instruments are generally held until their
maturity to establish asset and liability management matching, consistent with the objective to reduce risks arising from interest rate movements.

Hedge of share-based payments expense
We have entered into equity swap agreements with major Canadian financial institutions to reduce our exposure to fluctuations in our share price relating to the cash-
settled share-based payments plans. Pursuant to the agreement, we receive the economic benefit of dividends and share price appreciation while providing payments to
the financial institutions for the institution’s cost of funds and any share price depreciation. The net effect of the equity swap agreements partly offset movements in our
share price impacting the cost of the cash-settled share-based payments plans.
 
A sensitivity analysis for foreign currency risk and interest rate risk is included in Note 31 of our consolidated financial statements.

Indemnifications
In certain transactions involving business dispositions or sales of assets, we may provide indemnification to the counterparties with respect to future claims for certain
unknown liabilities that exist, or arise from events occurring, prior to the transaction date, including liabilities for taxes, legal matters, environmental exposures, product
liability, and other obligations. The terms of the indemnifications vary in duration and scope. While some of the indemnifications specify a maximum potential exposure
and/or a termination date, many do not.

We believe that, other than liabilities already accrued, the maximum potential future payments that we could be required to make under these indemnifications are not
determinable at this time, as any future payments would be dependent on the type and extent of the related claims, and all available defences, including insurance, which
cannot be estimated. However, historically, costs incurred to settle claims related to these indemnifications have not been material our consolidated financial position, net
income or cash flows.
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9.     BUSINESS RISK AND UNCERTAINTY
Risk strategy and philosophy
We operate in several industry segments which present a variety of risks and uncertainties. Our risk management strategy is forward‑looking, proactive and aligned with our
corporate strategy. CAE’s risk-taking activities are undertaken with the understanding that risk‑taking and effective management of risks are necessary and integral to
achieving strategic objectives and managing business operations.

When making decisions about risk-taking and risk management, we place the highest priority on the following objectives:
– To protect the health and safety of our employees, customers, stakeholders and the general public;
– To protect our reputation and brand;
– To maintain financial strength;
– To effectively and prudently deploy capital invested by our shareholders; and
– To safeguard the expectations we have established with our shareholders, customers and creditors.

The risks and uncertainties described below are risks that we currently believe could materially and adversely affect our business, financial condition and results of
operation. These are not necessarily the only risks we face; additional risks and uncertainties that are presently unknown to us or that we may currently deem immaterial
may adversely affect our business. One should carefully consider the following risk factors, in addition to the other information contained herein, before deciding to
purchase CAE securities.

Risk governance
We maintain strong risk governance practices. Management and the Board discuss the critical risks facing our business quarterly, annually during the strategic planning
and budgeting processes, and on an ad hoc basis, as deemed necessary. To mitigate the risks that may impact our business or future performance, management has
established an enterprise risk management (ERM) policy and a framework that provides a structured approach to identify, assess, manage, monitor and report on risks.

This framework relies on the Three Lines Model where the business segments, the risk management function and our internal audit function work in collaboration to
manage critical risks and continuously improve the risk management process, as presented below.

CAE’s ERM Framework

Management develops and deploys risk strategies that align with our strategic objectives and business processes. Management continuously reviews the evolution of the
critical risks facing our business and the Board oversees the risk management process and validates it through procedures performed by our internal auditors, when it
deems necessary.

Risk approach and implementation
CAE promotes a strong risk culture that allows individuals and groups to make better risk-informed decisions aligned with our strategic objectives and risk appetite. A
strong risk culture also allows us to maximize opportunities. Early identification of risks also helps CAE be more proactive and prevent major incidents. A strong risk culture
and common approach to risk management are integral to our risk management practices.
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Each business unit and functional group identifies and assesses critical and emerging risks on an ongoing basis. Emerging risks are defined as risks that are not fully
understood at the current time because they are developing quickly or unexpectedly, and for which the impacts on CAE are difficult to assess or are in the process of being
assessed. Risk owners are responsible for managing risks they own, and for reporting, via the chain of command, the evolution of their risk profile. All risks are either
measured quantitatively or assessed qualitatively and aggregated at an enterprise level. Risk assessment criteria provide a consistent risk assessment process and risk
ratings.

CAE’s Enterprise Risk Profile is updated every quarter, and whenever major changes occur, with a named risk owner assigned to each item. The profile is reviewed
quarterly by the Executive Management Committee, with a summary provided to the Board. Risks are escalated through management to senior leadership for impact
assessment and action. Depending on the situation and our risk appetite, we may avoid, accept, transfer, or reduce a risk. We monitor and report on progress as part of our
enterprise risk management process.

Risk Categories
We have grouped the risks that our business faces in the following categories and investors should read this Business Risk and Uncertainty section in full:
– Strategic: risks arising from inability to implement appropriate business plans or strategies, from inappropriate decision‑making processes or inappropriate utilization or

allocation of resources and the inability to adapt to competition and changes in the market or financial environment;
– Operational: risks of loss arising from inadequate or failed internal processes, people, and systems or from external events;
– Cybersecurity: risks arising from potential threats or vulnerabilities that can lead to unauthorized access to, damage to or loss of CAE digital assets, systems or data;
– Talent: risks arising from failure to effectively manage talent recruitment, development, retention, key person reliance, wellbeing, operational safety, health and safety,

and resource allocation;
– Financial: risks arising from ineffective management of financial tools leading to a loss in revenue/profit, shareholder value and/or CAE’s overall stability;
– Legal and compliance: risks arising from failure to comply with local and international laws or to identify proper legal protection (e.g., patents) or to implement

appropriate corporate governance practices to shield CAE from unfavourable consequences;
– Sustainability: risks arising from climate events, social conditions, or ineffective practices that may lead to a tarnished reputation, loss of competitiveness, legal

sanctions, or financial impact;
– Reputational: risks of a tarnished reputation and/or loss of confidence and trust with customers and key stakeholders caused by reputational impacting events;
– Technological: risks arising from ineffective practices related to IT infrastructure, technology investment and privacy and records retention; and
– Data and artificial intelligence: risks arising from inadequate data quality, governance, privacy or security, and from biased, unreliable, or improperly supervised AI

systems that may impair decisions or operations.

9.1      Strategic risks

Geopolitical uncertainty
Geopolitical developments (e.g., political tensions, changes in government commitment, direction and regulatory requirements) can disrupt CAE’s operations and have a
significant impact on CAE’s financial position. Throughout fiscal 2026, global uncertainty remained elevated, including trade and tariff uncertainty, and continued military
hostilities in Ukraine and the Middle East. In some parts of the world, political instability has become more pronounced, protracted and unpredictable. Such rising or
persisting geopolitical tensions, policy changes and prolonged political instability in various countries where we have a presence could lead to closures of our training
facilities, delays or cancellation of orders, deliveries or projects, difficulties or increased costs related to repatriating capital or the expropriation of assets in which we have
invested significant resources, particularly when the customers are state‑owned or state-controlled entities.

The escalation of military conflicts in the Middle East has contributed to heightened volatility in energy markets, including sharp increases in oil and jet fuel prices, which
may adversely affect airline operating costs, customer demand, and overall economic conditions. Prolonged disruption to energy supply routes or sustained high fuel prices
could, directly or indirectly, lead to reduced air traffic growth, airline bankruptcy, restructuring or deferral of investments, and broader macroeconomic slowdown, which in
turn could negatively impact CAE’s customers, operations, results and financial position. These conflicts may also result in supply chain disruptions, including through the
closure, restriction or increased risk associated with key global trade routes in the region, which may impact the availability, timing and cost of critical components and
materials.

Additionally, geopolitical developments can have potentially wide-ranging consequences for global market volatility and economic conditions, and the resulting impacts to
the economy, financial markets, inflation, interest rates and unemployment, among others, could adversely affect CAE’s performance. It is also possible that in the markets
we serve, unanticipated political instability and political developments impacting international trade, including trade disputes, increased tariffs and sanctions, may negatively
impact markets and cause weaker macroeconomic conditions or drive political or national sentiment, impacting CAE’s operating environment, results and financial position.
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Transformation plan implementation
CAE has embarked on a multi-year transformation plan designed to simplify its structure, sharpen its focus and strengthen execution to support long‑term value creation.
The plan is complex and involves significant organizational, operational, technological and cultural changes across the Company. The success of the plan is subject to the
related risks discussed throughout this Business risks and uncertainty section, as it is interconnected with our broader strategy and further depends on, among other
things, effective planning, execution, prioritization, governance, change management and coordination across multiple business units and functions, as well as the timely
achievement of key milestones and adaptation to the changing business environment over a years-long process.

The implementation of the transformation plan may result in operational disruption, including impacts on productivity, program execution, customer delivery and systems
performance. The plan involves significant changes to systems and processes, which may give rise to integration challenges, technology implementation risks, and
increased reliance on third‑party service providers. In addition, the transformation plan may require significant management attention and resources, which could adversely
affect the execution of other business priorities. It may also affect employee engagement and retention, disrupt relationships with customers, suppliers and government
partners, or create challenges in maintaining effective internal controls over financial reporting and disclosure controls and procedures during the transition. Misalignment of
transformation initiatives or ineffective coordination across the organization could result in delays, inefficiencies or failure to achieve intended outcomes.

There can be no assurance that the transformation plan will be implemented as planned, within expected timeframes or cost parameters, or that its benefits will be fully,
partially or timely realized. If we fail to successfully execute on the plan, if it fails to adequately support our strategy, if its costs exceed expectations, or if its anticipated
benefits are delayed or not achieved, it could have a material adverse effect on our business, financial condition, results of operations and cash flows.

Global economic conditions
CAE’s results from operations are sensitive to and may be significantly impacted by changes in the economic conditions of the industries and geographic areas in which we
operate. CAE may fail to anticipate and/or react in an agile manner to known and unanticipated global economic conditions (e.g., business cycles, tariffs, trends, inflation,
unemployment, financial soundness, and supplier and consumer confidence). Also, any prolonged or significant impact arising from difficult economic conditions may have
an adverse effect on our business, results from operations and financial condition.

Competitive business environment
We sell our simulation products, training services and software solutions in highly competitive international markets and we expect such competition to intensify in the
future. CAE may lose its competitive advantage by failing to anticipate and/or react in an agile manner to known and unexpected moves by existing or new competitors as
well as changes imposed by regulatory agencies, including changes to aviation safety standards that could increase competition in our markets. New participants have
emerged in recent years and the competitive environment is intense and rapidly evolving on the cost and technology fronts. This has been driven, in part, by the growth of
independent training device manufacturers and the proliferation of technologies such as artificial intelligence, augmented reality, virtual reality and mixed reality. Additionally,
aerospace and defence companies are positioning themselves to try to take greater market share by consolidating through mergers and acquisitions and vertical integration
strategies and by developing their own internal capabilities. Some of our competitors in the simulation and training markets are also involved in other major segments of the
aerospace and defence industry beyond simulation and training. As such, some of them are larger than we are, and may have greater financial, technical, marketing,
manufacturing and distribution resources and market share which could adversely affect CAE’s ability to compete successfully. In addition, our main competitors are either
aircraft manufacturers, or have well‑established relationships with aircraft manufacturers, airlines and governments, which may give them an advantage when competing
for projects.

Moreover, as we expand our product portfolio to software solutions, we face new competitors who are able to leverage a larger installed customer base and their
involvement beyond software solutions to adopt more aggressive pricing policies and offer more attractive sales terms, which could cause us to lose potential sales or to
sell our software at lower prices. We also face competition from niche companies that offer particular software solutions that attempt to address certain problems that our
software solves or certain customer needs. We expect to continue to invest resources in research and development to continue to enhance our software solutions and
leverage a high level of customer satisfaction, but there is no assurance that we can satisfy customer demands as they evolve.

Finally, economic growth and pressure underlie the demand for all of our products and services. Periods of economic recession, constrained credit, government austerity
and/or international commercial sanctions generally lead to heightened competition for demand of our services and products. This in turn, typically leads to a reduction in
profit on sales won during such a period. Should such conditions occur, we could experience price and margin erosion.
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OEM encroachment
We secure data, parts, equipment and many other inputs from a wide variety of OEMs, subcontractors and other sources. CAE may lose its competitive advantage by
failing to anticipate and/or react in an agile manner to known and unanticipated changes from existing and/or new OEMs. Also, we are not always able to find two or more
sources for inputs that we require, and, in the case of specific aircraft simulators and other training equipment, significant inputs can only be sole-sourced. We may
therefore be vulnerable to delivery schedule delays, the financial condition of the sole-source suppliers and their willingness to deal with us. Within their corporate groups,
some sole-source suppliers include businesses that compete with parts of our business and reap certain critical advantages; an OEM controls the pricing for the data, parts
and equipment packages that are often required to manufacture a simulator specific to that OEM’s aircraft, which in turn, is a critical capital cost for any simulation-based
training service provider. This could lead to onerous licencing terms, high licence fees or even refusal to licence to us the data, parts and equipment packages that are
often required to manufacture and operate a simulator based on an OEM’s aircraft.

CAE, as an independent training provider and simulator manufacturer, has the ability to replicate certain aircraft platforms without data, parts and equipment from the OEM.
Where we use an internally produced simulation model for an aircraft or develop courseware without using OEM-sourced and licenced data, parts and equipment, the OEM
in question may attempt retaliatory or obstructive actions against us to block the provision of training services or manufacturing, sale and/or deployment for training of a
simulator for such aircraft, claiming breach of intellectual property rights or other legal basis. Such actions may cause us to incur material legal fees and/or may delay or
prevent completion of the simulator development project or provision of training services, which may negatively impact our financial results.

Similarly, where we use open-source software, freeware or commercial off-the-shelf software from a third party, the third party in question or other persons may attempt
retaliatory or obstructive actions against us to block the use of such software or freeware, claiming breach of licence rights or other legal basis. Such actions may cause us
to incur material legal fees and/or may delay or prevent completion of the simulator development project or provision of training services, which may negatively impact our
financial results.

Inflation
Our operations are vulnerable to increases in costs of significant inputs, such as energy, components, raw materials, and transportation. Ongoing inflation would further
drive up our overall operational costs. We may not be able to pass unplanned increases in costs to our customers in full or at all in a timely manner, successfully negotiate
requests for equitable adjustment from our government customers, or otherwise offset such unforeseen cost increases through efficiencies and the like, and as a result any
significant increases in our costs and/or the failure of our measures to limit their impact could have a material adverse effect on our business, financial condition, prospects
and/or results of operations.

International scope of our business
We have operations in over 40 countries including our joint venture operations. We also sell and deliver products and services to customers around the world. Sales to
customers outside Canada made up approximately 90% of revenue in fiscal 2026. We expect sales outside Canada to continue to represent a significant portion of
revenue in the foreseeable future. As a result, we are subject to the risks inherent in conducting business abroad, including, among other things:
– Change in Canadian and foreign government policies, laws, regulations and regulatory requirements, or the interpretation, application, and/or enforcement thereof,

including with regards to sourcing restrictions, requirements to expend a portion of program funds locally and governmental industrial cooperation or participation
requirements (also known as offset arrangements);

– Adoption of new, and the expansion of existing tariffs, embargoes, controls, sanctions, trade, work or travel restrictions and other restrictions;
– Recessions and other economic crises in other regions or specific foreign economies and the impact on our cost of doing business in those regions;
– Acts of war, civil unrest, force majeure and terrorism;
– Social and economic instability;
– Risk that inter-governmental relationships may deteriorate such that CAE’s operations in a given country may be negatively impacted;
– Limitations on the CAE’s ability to repatriate cash, funds or capital invested or held in jurisdictions outside Canada;
– Difficulties, delays and expenditures that may be experienced or incurred in connection with the movement and clearance of personnel and goods through the customs

and immigration authorities of multiple jurisdictions; and
– Complexity and corruption risks of using foreign representatives, consultants and other business partners.
While the impact of these risks is difficult to predict, any one of them could adversely affect our financial position, results of operations, reputation and/or cash flows.
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Changes in U.S. trade policies or regulations
Recent policy decisions by the U.S. presidential administration and related court rulings have introduced greater uncertainty with respect to trade policies, tariffs and
government regulations affecting trade between the U.S. and other countries. Major developments in trade relations, such as the potential renegotiation or termination of
the Canada-United States-Mexico Agreement, or the imposition of unilateral tariffs or other trade barriers on products imported into the U.S. as well as retaliatory tariffs or
other trade barriers imposed by the U.S.’s trading partners, could impact the availability and cost of materials, resources and services, and the availability and cost of our
products to U.S. customers, which in turn may affect our competitiveness and results of operations. The implementation of previously-announced, postponed, or new tariffs,
or the escalation of trade disputes which interfere with our supply chain and our sales in affected markets, could have an adverse effect on our operations and profitability.
In addition, rising protectionism and anti‑globalization sentiment in the United States and other countries may adversely impact long-term economic growth in the countries
in which we operate, which in turn may affect our business, results of operations and financial condition.

There can be no guarantee that existing tariffs will be lifted, that new tariffs or changes to existing trade agreements would not be implemented, or that we will be able to
avoid or mitigate the impact of such tariffs or changes to trade agreements. Such changes, even if temporary, could result in CAE absorbing some or all of the cost of new
tariffs, and cause delays in CAE’s supply chain. The materialization of any of the foregoing could have a material adverse effect on our business, financial condition and
results of operations.

Level and timing of defence spending
A significant portion of our revenue is generated by sales to defence and security customers around the world. We provide products and services for numerous programs to
Canadian, European, Indo-Pacific, Middle Eastern, U.K., U.S., and other foreign governments as both the prime and/or subcontractor. As defence spending comes from
public funds and is always competing with other public interests for funding, there is a risk associated with the level of spending a particular country may devote to defence
as well as the timing of defence contract awards, which can be very difficult to predict and may be impacted by numerous factors such as the political environment, foreign
policy, macroeconomic conditions, the nature of the international threat environment and the risk of availability of funding influenced by customers’ budget cycles.
Fluctuations in defence spending in the markets in which we operate or a significant delay in the timing of defence procurement could have a material negative impact on
our future revenue, earnings and operations.

Civil aviation industry
A significant portion of our revenue comes from supplying equipment and training services to the commercial and business airline industries. The civil aviation market is
predominantly driven by long-term trends in airline passenger and cargo traffic. The principal factors underlying long-term traffic growth are sustained economic growth and
political stability both in developed and emerging markets. Potential impediments to steady growth include acts of terrorism, health crises, natural disasters, the interruption
of global mobility, oil price volatility, increased global environmental regulations or other major world events.

Demand for training solutions in the civil aviation market is further influenced by airline profitability, availability of aircraft financing, OEMs ability to supply aircraft, world
trade policies, technological advances, government-to-government relations, national aviation authority regulations, price and other competitive factors, fuel prices and
geopolitical environment.

Constraints in the credit market may reduce the ability of airlines and others to purchase new aircraft, negatively affecting the demand for our training equipment and
services, and the purchase of our products. In addition, airline consolidations, fleet decisions or financial challenges involving airline customers could impact our revenues
and limit our opportunity to generate profits from those customers.

Our ability to penetrate new markets
Penetration of new markets, including as a result of new technologies, represents both a risk and an opportunity for CAE. Success in these markets is by no means
assured. As we operate in new markets, unforeseen difficulties, major investments and additional expenditures could arise, which may have an adverse effect on our
operations, financial position, profitability and reputation. Penetrating a new market is inherently more difficult than managing within our already established markets. New
products and technologies introduced in new markets could also generate unanticipated safety or other concerns resulting in expanded product liability risks, potential
product recalls and other regulatory issues that could have an adverse impact on us.

Research and development activities
We carry out some of our R&D initiatives with the financial participation of governments, including the Government of Quebec and the Government of Canada. We also
receive investment tax credits from federal and provincial governments in Canada and from the federal government in the U.S., the U.K. and Poland on eligible R&D
activities that we undertake. The level of government financial participation and investment tax credits we receive reflects government policy, fiscal policy and other political
and economic factors. We may not, in the future, choose to or be able to replace these existing programs with programs of comparable benefit to us, which could have a
negative impact on our financial performance and R&D activities. Moreover, the investment tax credits available to us can be reduced by changes to the respective
governments’ legislation which could have a negative impact on our financial performance and R&D activities. In addition, these credits and programs are routinely subject
to review and audit, which may result in challenges and disputes and could result in reductions or reversals of grants, credits or contributions previously received. Our
agreements with government entities which fund a portion of our eligible R&D obligations include certain eligibility criteria, performance conditions, ongoing compliance
obligations, commitments and events of default whereby suspension of funding, repayment obligations, accelerated repayment and/or termination of the agreements may
result if we fail to meet these conditions and commitments throughout the repayment period and if no mutual agreement is found following the mandatory resolution
processes.

34 I CAE Financial Report 2026



Management’s Discussion and Analysis

Furthermore, our R&D investments in new products or technologies may or may not be successful. Our long-term growth, competitiveness and continued profitability are
dependent on our ability to anticipate and adapt to changes in markets, to continue to develop new products or technologies and to align our global presence with
worldwide market opportunities. Our results may be impacted if we invest in products that are not accepted on the market, if customer demand or preferences change, if
new products are not brought to market in a timely manner, if we lack commercial or procurement experience, if we experience delays in obtaining regulatory approvals, or
if our products become obsolete. We may also incur cost overruns in developing and bringing to market new products.

Evolving standards and technology innovation and disruption
The civil aviation and defense and security markets in which we operate are characterized by changes in customer requirements, new aircraft models, evolving industry
standards, increased power to analyze data and evolving customer expectations influenced by global trends such as climate change, pandemics, the growth of developing
markets, population growth and demographic factors. CAE may fail to catch the next wave of market disruption and/or be displaced by disruptive technologies or services
due to inadequate resourcing, organization and management of transformation. If we do not accurately predict the needs of our existing and prospective customers, develop
new products, enhance existing products and services and invest in and develop new technologies that address those evolving standards and technologies, we may lose
current customers and be unable to attract new customers or penetrate new markets successfully. This could reduce our revenue and market share.

The evolution of technology could also have a negative impact on the value of our fleet of FFSs or require significant investments to update our fleet to the evolving
technology. The adoption of disruptive technologies, such as AI, advanced computing platforms and autonomous aircraft, presents opportunities for us, but may result in
new and complex risks. Also, our business could be negatively affected if our products do not successfully integrate or operate with other sophisticated software, hardware,
computing and communications systems that are also continually evolving.

Length of sales cycle
The sales cycle for our products and services can be long and unpredictable, ranging from 6 to 18 months for Civil Aviation applications and from 6 to 24 months or longer
for Defense and Security applications. During the time when customers are evaluating our products and services, we may incur expenses and management time. Incurring
these expenditures in a period that has no corresponding revenue will affect our operating results and financial position. We expect this trend to continue, though it may be
disrupted by the volatile geopolitical environment, or supply chain or labour disruptions. We may pre-build certain products in anticipation of orders to come and to facilitate
a faster delivery schedule to gain competitive advantage; if orders for those products do not materialize when expected, we have to carry the pre-built product in inventory
for a period of time until a sale is realized.

Business development and awarding of new contracts
We obtain most of our contracts through competitive bidding processes. As the competitive environment intensifies, the number of bid protests may increase. Significant
costs and managerial time are required to prepare bids and proposals for contracts that may not ultimately be awarded to CAE, may be split with competitors, or may be
delayed beyond the timeframe we had planned. A significant portion of our revenue is dependent on obtaining new orders and continued replenishment of our adjusted
backlog. We cannot be certain that we will continue to win contracts through competitive bidding processes at the same rate as we have in the past. Moreover, certain
foreign governments increasingly rely on certain types of contracts that are subject to multiple competitive bidding processes, including multi-vendor indefinite
delivery/indefinite quantity (ID/IQ), General Services Administration Pricing Schedule and other supply chain leveraging strategies, which may result in greater competition
and increased pricing pressure. Furthermore, our competitive environment is also affected by a significant number of bid protests from unsuccessful bidders on new
program awards. Bid protests can result in contract modifications or the award decision being reversed and loss of the contract award. Even where a bid protest does not
result in the loss of an award, the resolution can extend the time until the contract activity can begin, which can reduce our earnings in the period in which the contract
would otherwise be performed.

Strategic partnerships and long-term contracts
We have long-term strategic partnerships and contracts with major airlines, aircraft operators and defence forces around the world, including Authorized Training Provider
agreements. These long-term contracts are included in our backlog at the awarded amount but could be subject to unexpected adjustments or cancellations and therefore
do not represent a guarantee of our future revenues. We cannot be certain that these partnerships and contracts will be renewed on similar terms, or at all, when they
expire, and our financial results could be adversely affected by our partners' level of operations, revenue, financial health, contribution and indemnifications. We can make
no assurance that customers will fulfill existing purchase commitments, exercise purchase options or purchase additional products or services from CAE.
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Our ability to effectively manage our growth
Our growth has placed and may continue to place significant demands on our management and operational and financial infrastructure. As our operations grow in size,
scope and complexity, and as we identify and pursue new opportunities, we may be subject to both transition and growth-related risks, including capacity constraints and
pressure on our internal systems and controls, and may need to increase the scale of our infrastructure (financial, management, informational, personnel and otherwise).
There can be no assurance we will be able to respond adequately or quickly enough to the changing demands that material expansion will impose on management, team
members and existing infrastructure, and changes to our operating structure may result in increased costs or inefficiencies that we cannot anticipate. Our ability to manage
future growth effectively requires us to continue to implement and improve financial, management and operational processes and systems and to expand, train and manage
our employee base. As our organization continues to grow and we are required to implement more complex organizational management structures, we may find it
increasingly difficult to maintain the benefits of our corporate culture and efficiencies, including our ability to quickly develop and launch new and innovative products. Any of
these difficulties could adversely impact our business performance and results of operations.

Estimates of market opportunity
The estimates of market opportunity included in this MD&A, including those we have generated ourselves, are subject to significant uncertainty and are based on
assumptions and estimates. While our estimates of the addressable markets included in this report were made in good faith and are based on assumptions and estimates
we believe to be reasonable, these estimates may not prove to be accurately indicative of our future growth. Further, even if the estimates of our market opportunity do
prove to be accurate, we could fail to capture a significant portion, or any portion, of the available markets.

Competing priorities
We may implement transformation, restructuring, cost reduction or other business process initiatives from time to time that could result in competing priorities throughout
the organization. Responding to competing priorities as well as critical and time-sensitive matters as they emerge throughout the organization may divert management’s
and key employees’ attention from other strategic priorities, and cause us to reduce, delay, or alter initiatives that could otherwise increase our long-term value.

9.2      Operational risks

Supply chain disruptions
Unpredictable shifts in supply and demand patterns on a global scale may cause delays in project delivery, increase price pressure from single sourced items and overall
project costs and result in declining bid performance. The widening geopolitical fractures and tensions intensify global supply chain imbalances. Further, conservative and
protective behaviours from businesses and governments, such as increasing demand, hoarding, and tariffs, as well as increased competition for critical raw materials or
components—including those experiencing shortages or cost inflation due to heightened demand for semiconductors and other inputs supporting AI technologies—may
hinder our ability to secure such commodities in a timely fashion or at budgeted costs or both, thus impacting our operational and financial performance. In this context,
supply chain disruptions may hinder our ability to execute projects in a timely manner, support aftermarket needs, finish projects or leave us with unsold materials or
products, all of which could result in penalties or impacts on contract profitability and could have a material adverse effect on our business, financial condition and results of
operations. Delays and volatility specific to our supply chain requirements could ultimately have an overall negative impact on our ability to compete on the market, our
client relationships, our growth, reputation, financial performance and cash flows.

Program management and execution
CAE may fail to accurately estimate the resources and costs required to fulfill increasingly large and complex contract commitments, as well as to effectively manage and
control our costs, which may impact our profitability.

When making proposals, we rely heavily on our estimates of costs and timing for completing the associated projects, as well as assumptions regarding technical issues.
We may bid on programs for which the work activities, deliverables, and timelines are vague or for which the solicitation incompletely describes the actual work, which may
result in inaccurate pricing assumptions. Furthermore, we may realize the lost opportunity cost of not bidding on and winning other contracts that we may have pursued
otherwise.

Contracts are often long-term and may involve new technologies, unforeseen events, such as technological difficulties, cost fluctuations, significant inflation, problems with
suppliers, and cost overruns. These factors affect the cost estimates of the contracts we bid on, which can result in the contractual price becoming less favourable or even
unprofitable for us. Our profitability could also be negatively affected if we continue to experience increased labour/material inflationary pressures, economic headwinds
and global supply chain disruptions.

If we experience difficulties or do not meet program milestones, we may be unable to achieve program milestones as currently scheduled and may have to devote more
resources than originally anticipated, which may impact timely execution and profitability.
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Mergers, acquisitions and divestitures
CAE may fail to achieve the expected strategy, synergies and outcomes associated with the integration of acquired entities. The realization of anticipated benefits from
mergers, acquisitions and related activities depends, in part, upon our ability to integrate the acquired business, the realization of synergies both in terms of successfully
marketing our broadened product and service portfolio, efficient consolidation of the operations of the acquired businesses into our existing operations, cost management to
avoid duplication, information systems integration, technology investments, staff reorganization, establishment of controls, procedures, and policies, performance of the
management team and other personnel of the acquired operations as well as cultural alignment. There can be no assurance that we will realize anticipated synergies, or
that we will meet any financial and performance targets provided. In addition, our inability to adequately integrate an acquired business in a timely manner might result in
departures of qualified personnel or lost business opportunities which would negatively impact operations and financial results. There are also risks associated with the
acquisition of a business where certain legacy liabilities could arise and where there is strong reliance and dependency on certain key suppliers.

Occasionally, we divest of businesses or subsidiaries to increase focus on our core businesses. There can be no guarantee that we will realize the anticipated benefits of
any such divestiture within reasonable timing, price and conditions. Divestitures are subject to various risks, including unforeseen costs, liabilities resulting from litigation or
other claims, the risk of failing to secure adequate limitations of liability and the potential exposure to retained or unassumed liabilities relating to pre-divestiture operations.
We may also fail to realize sufficient proceeds from a divestiture, which could reduce balance sheet assets and trigger goodwill or intangible asset write‑downs. Additionally,
acquisitions or divestitures may result in loss of access to historical business records if legacy systems or hosting arrangements are discontinued, which can limit CAE’s
ability to respond to future audits, inquiries, or claims.

Business continuity
CAE may be unable to recover from business interruptions, including pandemics, natural disasters, political/social unrest, acts of war, terrorism, and IT disruptions including
those at third-party suppliers and service providers, in an efficient and timely manner. Such disruptions may cause delays in the execution of certain programs which require
us to incur additional non-compensable costs, including overtime work, that are necessary to meet clients’ schedules to avoid penalties or sanctions under contracts or
even the cancellation of some contracts. These business interruptions can also have a detrimental effect on our customers’ operations and may lead to aircraft being
grounded and flights delayed. Our vulnerability and that of our partners and service providers to security breaches, denial of service attacks or other hacking or phishing
attacks has also increased since the COVID-19 pandemic, the increased geopolitical tensions and our recent acquisitions.

Subcontractors
We engage subcontractors for many of our contracts with whom we may have disputes, including with regard to the quality, safety and timeliness of their work, customer
concerns, or their failure to comply with applicable laws. Subcontractors may not be able to acquire or maintain the quality of the materials, components, subsystems and
services they supply, which might result in greater product returns, service problems, warranty claims and increased levels of risk. In connection with our government
contracts, we may be required to procure certain materials, components and parts from local suppliers or supply sources approved by government authorities. CAE relies
on subcontractors and other suppliers to comply with applicable laws, regulations and other requirements regarding procurement of counterfeit, unauthorized or otherwise
non-compliant parts or materials. Each of these subcontractor risks could have a material adverse effect on our business, financial condition, results of operations and cash
flows.

Fixed price and long-term supply contracts
We provide a number of our products and services through fixed-price contracts that enable us, contrary to cost-reimbursable contracts, to benefit from performance
improvements, cost reductions and efficiencies, but also require us to absorb cost overruns reducing profit margins or incurring losses if we are unable to achieve estimated
costs and revenues. It can be difficult to estimate all of the costs associated with these contracts, including assumptions on future rates of inflation, or to accurately project
the level of sales we may ultimately achieve. In addition, a number of contracts to supply equipment and services to commercial airlines and defence organizations are
long-term agreements that can run up to 25 years. While some of these contracts can be adjusted for increases in inflation and costs, the adjustments may not fully offset
the increases, or we may not be able to successfully negotiate requests for equitable adjustment from our government customers, which could negatively affect the results
of our operations. Other contracts involve new technologies and applications and unforeseen events, such as technological challenges, fluctuations in the price of raw
materials, a significant increase in inflation, tariffs, problems with our suppliers and cost overruns, can result in the contractual price becoming less favourable or even
unprofitable to us over time. Some of our programs rely on the supply of OEM systems as specified by our customers and over which we may have limited control over
pricing and against which our customer contracts may not sufficiently provision to cover unplanned price increases from such OEMs.

In particular, within the Defense and Security segment, we have a number of fixed-price contracts which offer certain potential advantages and efficiencies but can also be
negatively impacted by adverse changes to general economic conditions, including unforeseen supply chain disruptions, inflationary pressures, availability of labour and
execution difficulties. These risks can result in cost overruns and reduced profit margins or losses. While these risks can often be managed or mitigated, there were eight
distinct legacy contracts identified in fiscal 2024, that were entered into prior to the COVID-19 pandemic that are fixed-price in structure, with little to no provision for cost
escalation, and that have been more significantly impacted by these risks (the Legacy Contracts).
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The recognition of risks associated with the Legacy Contracts was accelerated in the fourth quarter of fiscal 2024 following revised agreements on scope and timing with
customers, suppliers and other stakeholders, which resulted in profit adjustments associated with the reassessment of estimated costs. The extent to which the ongoing
risk retirement on these programs might impact Defense and Security margins in the coming quarters will depend on the actual timing of program close outs, customer
acceptance, and the ability to mitigate associated risks and costs as we continue to execute them. As at March 31, 2026, we have completed four of the Legacy Contracts.

The impact of the ongoing execution of the remaining Legacy Contracts on the Defense and Security profitability is no longer expected to be material. However, if our
efforts to execute and retire the Legacy Contracts within expected timeframes and within projected costs are not as anticipated, whether individually or in the aggregate, it
could result in continuing material impacts on the overall Defense and Security segment financial position and results, the severity of which cannot be predicted at this time.

Continued reliance on certain parties and information
Following an acquisition closing date, CAE may continue to depend on the acquired company's personnel, good faith, expertise, historical performance, technical resources
and information systems, timely support, proprietary information and judgment to provide services to customers under a transitional services agreement. Consequently, we
may remain vulnerable to adverse developments in the business and affairs of parties with whom we contract.

Despite our efforts to conduct thorough investigations in connection with any acquisition or related transaction, there is an inherent risk regarding the accuracy, quality and
completeness of the information provided to CAE. Additionally, there may also be liabilities, deficiencies or other claims associated with companies or assets we acquire
that were not discovered or accurately quantified during our due diligence, potentially resulting in unanticipated costs. CAE may not always be able to independently verify
the accuracy or completeness of such information, and there may be unknown events or circumstances relating to acquisition targets that could affect the completeness or
accuracy of the information provided to us. Furthermore, post-transaction changes—such as account deactivations, business closures, or system retirements—may reduce
access to historical records, creating challenges in verifying past obligations or defending against later claims.

Global safety and governance
We strive to maintain a safe operating and working environment for all our employees and subcontractors, as well as for customers undergoing training at our facilities, and
to control risks and hazards in the workplace as well as risks that may occur through delivery of our training or use of our products and services. In the course of our
activities, employees may be exposed to hazardous situations, including working in the presence of electricity, working at heights and using specialized tools. Despite the
application of our rigorous safety protocols and training programs, there remains an inherent risk of accidents or illness in the workplace. Any significant incident could
result in operational disruptions, legal liabilities, increased insurance costs and reputational damage. In addition, failure to comply with operational safety, aviation safety
and health and safety regulations could result in fines and affect our ability to win new contracts.

9.3      Cybersecurity risks

Cybersecurity
CAE’s operational continuity and business performance is dependent on the reliability and trust of our digital value chains. These value chains support our critical business,
operational and sales functions. CAE could be negatively impacted by threats to the security of its digital, IT and other related electronic systems. CAE could be faced with
the risk of disruption, loss, theft, misuse, or unauthorized access to pertinent sensitive data (e.g., intellectual property) and confidential information (e.g., customer, partner
and employee information) stored on CAE’s systems and technologies and/or those of its partners, suppliers, and vendors and non‑compliance with regulatory, legislative
and commercial security requirements.

Cybersecurity incidents related to our information technology systems, digital platforms and software supply chain are a threat to the integrity, reliability, and availability of
technology and data. Cybersecurity incidents may take the form of system failures and non‑availability, software bugs or defects, cyber-attacks, cyber extortion (including
ransomware), breaches of systems security, electronic crime, malware, unauthorized attempts to gain access to our proprietary and sensitive information, hacking,
phishing, identity theft, theft of intellectual property and confidential information, denial-of-service attacks aimed at causing network failures and services interruption and
other cybersecurity threats to our information technology infrastructure and systems.

Continued use of remote work and use of video conferencing and collaborative platforms (initially implemented by CAE in response to the pandemic) has increased the
pressure on our information technology infrastructure which, in turn, may increase CAE’s vulnerability to these risks. In addition, subcontractors may, based on the
requirements of their participation in our processes, be granted access to our IT platform and software solutions, thereby exposing us to heightened IT and cybersecurity
risks.

A successful breach of security of our information systems could lead to theft or misuse of our customers’, employees’, suppliers’, shareholders’, or business contacts’
proprietary, confidential, or personal data information and result in third-party claims against us, reputational harm, regulatory fines or financial loss.

IT, digital and cybersecurity risks could disrupt our operations and cause our airline customers’ operations to be significantly disrupted by having to ground their fleet or
delay flights.
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Cybersecurity risks include the risk of loss of, corruption of, or unauthorized disclosure or access to business information and data, confidential, classified or restricted
information. This may include unauthorized access to information belonging to CAE, our employees, or our business partners, including aircraft OEMs, fixed based
operations and customers. These risks expose us to client attrition, non-compliance with privacy legislation or any other laws in effect, litigation, regulatory fines, penalties
or regulatory action, compliance costs, corrective measures, investigative or restoration costs, cost hikes to maintain and upgrade technological infrastructures and
systems or reputational harm, all of which could have a negative effect on CAE’s operating results, reporting capabilities, profitability and reputation.

Due to the nature of our commercial aviation and defence-related activities, CAE may be targeted by sophisticated, state-sponsored cyber threat actors seeking to disrupt
operations, access sensitive information or compromise our systems or those of our partners, a risk that is further accentuated by the increasing geopolitical stressors.

Given the highly evolving nature of cyber or other security threats or disruptions and their increased frequency, the impact of any future incident cannot be easily predicted,
and the costs related to such threats or disruptions may not be fully insured or indemnified by other means. In addition, the digital transformation, and the adoption of
emerging technologies, such as AI, deep fakes, quantum threats, use of automated techniques by adversaries and the increasing use of “frontier” cyber offensive
techniques, call for continued focus and investment to manage our risks effectively.

Furthermore, we may experience similar security threats at customer sites that we operate or manage or to which we gain access to deliver services. CAE may be
impacted by cybersecurity risks and similar incidents at our customers, suppliers and partners, as cybersecurity incidents originating within third-party environments may
propagate through shared systems, software updates or data integrations, even where our own systems are not directly compromised. These parties have varying levels of
cybersecurity maturity, expertise and safeguards, and some may have an elevated threat condition due to their involvement in government and defense contracts, which
can similarly elevate the risk to CAE and the likelihood of the threats we face.

9.4      Talent risks

Recruitment, development and retention
CAE may be unable to attract, develop and retain top talent, key people and critical roles to achieve CAE’s global strategic objectives. To support our growth strategies,
objectives and normal business operations, CAE needs to maintain a sufficient, qualified and engaged workforce. Our financial position, global brand reputation and ability
to achieve strategic objectives may be negatively affected by a failure to manage attrition, to retain and integrate key personnel, to maintain an appropriately sized
workforce to meet contract needs and to transition employees from completed projects to new projects or between internal business groups. The identification and the
development of our future leaders are becoming a necessity to secure a solid succession planning for critical roles. Failure to plan the succession for critical positions could
lead to leadership instability and loss of key talent. In recent years, and consistent with broader industry trends, CAE has faced evolving talent-related challenges and risks,
including the need to adapt our workforce to accelerating artificial intelligence and digital advancements, evolving expectations and responsibilities for people leaders that
require ongoing upskilling, and changing needs and expectations of newer generations of employees. These factors may make it more difficult to recruit, attract and retain
skilled personnel, reducing the availability of our workforce and potentially negatively impacting our business.

Key personnel and management
Our continued success will depend in part on our ability to attract, recruit and retain key personnel and management with relevant skills, expertise and experience,
including technology developers of our intellectual property and leaders capable of being ambassadors of our corporate culture. CAE is dependent on the industry
experience, qualifications and knowledge of a variety of employees, including our executive officers, managers and other key employees to execute our business plan and
operate our business.

During fiscal 2026, CAE completed leadership transitions with the appointment of a new President and Chief Executive Officer and a new Chief Financial Officer. While
these appointments are intended to provide leadership continuity and support the execution of CAE’s strategic objectives, the integration of new senior leaders involves
risks, including alignment on strategic priorities, organizational effectiveness and decision-making processes. Such integration periods may require additional management
attention and could, if not managed effectively, impact execution in the near term. Moreover, there is no guarantee that any member of our leadership or other key
employees will continue to serve in their roles for any particular period of time. A loss of, or significant turnover among senior leadership or other key employees could
materially adversely affect our business, results of operations and financial condition. The emergency succession plan designed to address the immediate replacement of
key personnel may present logistical challenges and incremental costs, and any failure to implement such a plan effectively could impair our operations until suitable
replacements are identified.

Corporate culture
We believe that a critical contributor to our success has been our corporate culture, which is based on our core values of One CAE, Innovation, Empowerment, Excellence
and Integrity. As we continue to grow and develop, we must effectively integrate, develop and motivate a growing number of employees across various countries, including
employees who join CAE through acquisitions. In addition, we must preserve our ability to execute quickly in further developing our products and services and
implementing new features and initiatives. Preserving our corporate culture is crucial as it affects employee engagement, innovation, and operational effectiveness. Failing
to adapt could hinder recruitment, retention, and our overall business strategy execution.
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Labour relations
Approximately 1,800 employees are represented by unions and are covered by 48 collective agreements as of March 31, 2026. These collective bargaining agreements
have varying terms and expiration dates. If we experience difficulties with renewals and renegotiations of existing collective agreements or if our employees pursue new
collective representation, we could incur additional expenses and may be subject to work stoppages, slow-downs or other labour-related disruptions. Any such expenses or
delays could adversely affect our programs served by employees who are covered by such agreements or representation.

9.5      Financial risks

Availability of capital
We depend, in part, upon our debt funding and access to capital markets. We have various debt facilities, including lease liabilities, with maturities ranging between
calendar 2026 and 2071, and we cannot provide assurance that these facilities will be refinanced at the same cost, for the same duration and on similar terms as were
previously available. If we require additional debt funding, our market liquidity may not be sufficient considering multiple factors including significant instability or disruptions
of the capital markets, a deterioration in or weakening of our financial position due to internal or external factors, restrictions or prohibitions on CAE’s access to these
facilities, or significant increase in the cost of one or more of these facilities, including credit facilities or the issuance of medium- and long-term debt, which may adversely
affect our ability to fund our operations and contractual or financing commitments.

Our unsecured senior notes, term loans and revolving credit facility include standard events of default and covenant provisions whereby accelerated repayment and/or
termination of the agreements may result if we were to default on payment or violate certain covenants. In the event that we are unable to maintain compliance with such
covenants, we may have restricted access to capital, and we would be required to obtain amendments or waivers from our lenders, refinance the indebtedness subject to
covenants or take other mitigating actions prior to a potential breach.

Availability of capital could also be negatively impacted should a deterioration of CAE’s financial position result in a reduction or downgrade of its credit rating. This could
limit CAE’s access to sources of short-term and long-term debt financing. In addition, this could significantly increase the costs associated with utilizing short-term or long-
term debt facilities or future refinancing of such facilities, which would in turn have a material adverse effect on CAE’s business, financial profile and results of operations.

Customer credit risk
We are exposed to credit risk on our accounts receivable and certain other assets through our normal commercial activities. Adverse changes in a customer's financial
condition could cause us to limit or discontinue business with that customer, require us to assume more credit risk relating to that customer's future business, or result in
uncollectible trade accounts receivable from that customer. Future credit losses relating to any one of our major customers could be material and could result in a material
charge to our financial results.

Foreign exchange
Our operations are global with approximately 90% of our revenue generated from worldwide exports and international activities generally denominated in foreign
currencies, mainly the U.S. dollar and the Euro. Our revenue is generated approximately 50% in the U.S., and the balance in Europe and the rest of the world.

Two areas of our business are exposed to fluctuations of foreign exchange rates; our global network of training, software and services operations, and our production
operations in Canada as a significant portion of the revenue generated in Canada is in foreign currencies, while a large portion of our operating costs is in Canadian
dollars.

For our Canadian operations, when the Canadian dollar increases in value, it negatively affects the translation of our foreign currency denominated revenue and hence our
financial results because our results are consolidated in Canadian dollars for financial reporting purposes. However, when the Canadian dollar decreases in value, it
negatively affects our foreign currency-denominated costs. Since not all of our revenue is hedged, it is not possible to completely offset the effects of changing foreign
currency values, which leaves some residual exposure that may impact our financial results. This residual exposure may be higher when currencies experience significant
short-term volatility.

Business conducted through our foreign operations are substantially based in local currencies which are translated to Canadian dollars for financial reporting purposes.
Appreciation of foreign currencies against the Canadian dollar would have a positive translation impact and a devaluation of foreign currencies against the Canadian dollar
would have the opposite effect.

Effectiveness of internal controls over financial reporting
Our disclosure controls and procedures and internal controls over financial reporting may fail to prevent certain material errors and fraud. A control system can provide only
reasonable, not absolute, assurance that the control system’s objectives will be met. Further, the design and operating effectiveness of control procedures must reflect the
fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Due to the inherent limitations in control systems, no
evaluation of controls can provide absolute assurance that all control issues within an organization are detected. The inherent limitations include the realities that judgments
in decision-making can be faulty, and that breakdowns can occur because of errors or mistakes. Controls can also be circumvented by individual acts of certain persons, by
collusion of two or more people or by management override of the controls. Due to these inherent limitations, misstatements due to error or fraud may occur and may not
be detected in a timely manner or at all.
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Any failure of our internal controls could have an adverse effect on our results of operations, harm our reputation and limit our ability to produce timely and accurate
financial statements or comply with applicable regulations, causing investors to lose confidence in our reported financial information. If we are unable to implement any of
the required changes to our internal control over financial reporting effectively or efficiently or are required to do so earlier than anticipated, it could adversely affect our
operations, financial reporting and results of operations.

Liquidity risk
Liquidity risk is defined as the potential risk that we cannot meet our cash obligations as they become due. The increased geopolitical uncertainty and general economic
conditions have amplified the unpredictability of business and transaction cycles, thereby bringing uncertainty as to the cash we expect to generate from our operations and
our ability to meet financial requirements in the foreseeable future.

Interest rates
We are exposed to risk on the interest rate of our debt. If interest rates increase, our floating rate long-term debt would increase even though the amount borrowed
remained the same, and net income and cash flows would decrease, which could materially and adversely affect CAE’s financial condition and operating results. Increasing
interest rates may also restrict our ability to expand into new markets if we do not have access to debt or equity capital on acceptable terms, which in turn may negatively
affect our competitiveness and results of operations. Similarly, changes in interest rates may negatively affect the ability of our customers to deploy capital or to obtain
credit to finance their businesses on acceptable terms, which will impact their demand and ability to pay for our products and services.

Shareholder activism
We may be subject to legal and business challenges in the operation of our business due to actions instituted by activist shareholders or others who may from time to time
engage in proxy solicitations, advance shareholder proposals, attempt to acquire control via a hostile take over bid or otherwise or attempt to involve themselves in the
governance, strategic direction, and operations of CAE. Responding to such challenges can be costly and time-consuming, disrupting operations, requiring us to incur
increased advisory fees and related costs, and diverting the attention of CAE’s board, senior management and employees from the pursuit of our business strategies.
Perceived uncertainties as to CAE’s future direction resulting from such challenges could result in the loss of potential business opportunities, cause concern to current or
potential investors, make it more difficult to attract and retain qualified personnel and business partners, and affect our relationships with vendors, customers and other third
parties. Actions of activist shareholders may cause significant fluctuations in the market price for CAE’s securities based on temporary or speculative market perceptions or
other factors that do not necessarily reflect the underlying fundamentals and prospects of CAE’s business.

Returns to shareholders
Payment of dividends and other cash or capital returns (such as a normal course issuer bid for the repurchase of our outstanding shares) to our shareholders are at the
discretion of the Board of Directors and depend on various factors, including our operating cash flows, sources of capital, the satisfaction of solvency tests and other
financial requirements, our operations and financial results, our ability to repatriate cash from our subsidiaries, as well as our dividend and other policies which may be
reviewed from time to time.

No assurance can be given as to whether or when CAE will declare and pay dividends in the future, or the frequency or amount of any such dividend. In addition, cash
disbursements used to pay dividends or for the repurchase of our outstanding shares may have an impact on available cash to use to respond to unforeseen challenges or
other capital allocation priorities that might have generated higher returns or contributed to CAE's long-term growth.

Estimates used in accounting
Accounting for our contracts, notably contracts for the design, engineering, and manufacturing of training devices, requires judgment associated with estimating contract
revenue and costs and assumptions for schedule and technical issues. Because of the significance of the judgments and estimation processes involved in accounting for
our contracts, materially different amounts could be recorded if we used different assumptions or if the underlying circumstances were to change. Changes in underlying
assumptions, circumstances or estimates may have an impact on our financial statements including but not limited to impairment testing and fair value determination, and
may adversely affect our future results of operations and financial condition.

Impairment risk
The carrying amounts of our 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.
Factors that may result in a change in circumstances, indicating that the carrying value of our goodwill or non-financial assets may not be recoverable include reduced
future estimated cash flows, slower growth rates than forecasted and a decline in our share price and market capitalization. Change in key assumptions, such as a failure
to meet our five-year strategic plan or other unanticipated circumstances, including market conditions, may affect the accuracy or validity of our estimates. Because of the
significance of our goodwill and other non-financial assets, any future impairment of these assets could require material non-cash charges to our operating results, which
also could have a material adverse effect on our financial condition.
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Pension plans
Economic and capital market fluctuations can negatively affect the investment performance, funding and expense associated with our defined benefit pension plans.
Pension funding for these plans is based on actuarial estimates and is subject to limitations under applicable regulations. Actuarial estimates prepared during the year were
based on, amongst others, assumptions regarding the performance of financial markets, discount rates, inflation rates, future salary increases, estimated retirement ages
and mortality rates. The actuarial funding valuation reports determine the amount of cash contributions that we are required to make into registered retirement plans. There
can be no assurance that our pension expense and the funding of these plans will not increase in the future, thereby negatively impacting our earnings, cash flow and
shareholders' equity.

Indebtedness
CAE may achieve strategic growth objectives by financing costs of investments out of available liquidities, including cash on hand and/or advances or drawdowns under
one or more of our revolving credit facility or other debt financing. Such borrowings could have material adverse consequences for CAE, including: limiting our ability to
obtain additional financing for working capital, capital expenditures, product development, debt service requirements, acquisitions and general corporate or other purposes;
restricting our flexibility and discretion to operate our business; negatively impacting the credit rating of our long-term debt; limiting our ability to declare dividends on our
common shares or buy back our outstanding shares; having to dedicate a portion of our cash flows from operations to the payment of interest on our existing indebtedness
and not having such cash flows available for other purposes, exposing us to increased interest expense on borrowings at variable rates; limiting our ability to adjust to
changing market conditions; placing CAE at a competitive disadvantage compared to our competitors that have incurred less debt; making CAE more vulnerable in a
downturn in general economic conditions; and making it more difficult for us to satisfy our covenants with respect to our indebtedness. There is no guarantee that we will be
able to obtain additional indebtedness or other financing on terms favourable to us or at all to repay the principal on such indebtedness when it becomes due.

If we are unable to generate sufficient funds to meet our obligations under our outstanding indebtedness, we may be required to refinance, restructure or otherwise amend
or waive some or all such obligations, sell assets or raise additional cash through additional issuances of our equity. In such case, we cannot make any assurances that we
would be able to obtain such refinancing on terms as favourable as our current financing or that amendments or waivers would be obtained, that such restructuring, sales
of assets or issuances of equity can be accomplished or, if accomplished, would raise sufficient funds to meet these obligations.

Restructuring, integration and acquisition costs
We may launch restructuring initiatives, transformation plans or operational excellence programs from time to time. Costs associated with these initiatives include
severances and other employee-related costs, impairment of non-financial assets, and other direct costs associated with the closing or relocation of facilities, the closing of
a product line or activity, or the downsizing of operations. We may also incur heightened operating costs in order to execute management’s plan. Such expenses are
difficult to estimate accurately and may exceed estimates. We may also be unable to realize the anticipated recurring cost savings and other intended benefits from these
initiatives within the expected timeframe. If we fail to successfully implement these initiatives, or obtain sufficient funding to execute the plan, it could have a material
adverse effect on our business, financial condition, results of operations and cash flows.

Additionally, we incur several costs associated with completing acquisitions and integrating the operations of CAE and acquired companies. The majority of these costs are
non-recurring expenses resulting from an acquisition and will consist of transaction costs related to the acquisition, including financial, legal and accounting costs, facilities
and information technology systems costs and employment‑related costs. Such expenses are difficult to estimate accurately and may exceed estimates. We may also fail to
accurately forecast the financial impact of an acquisition or other strategic transactions, including tax and accounting charges. Accordingly, the benefits from an acquisition
may be offset by unexpected costs incurred in integrating the businesses, which could cause our revenue assumptions to be inaccurate.

Sales of additional common shares
Any future issuance of common shares, or other securities convertible into common shares, may result in dilution to present and prospective common shareholders as well
as dilution in earnings per share. CAE cannot predict the size of future issuances of common shares or the effect that future issuances and sales of common shares will
have on the market price of the common shares. Issuances of a substantial number of additional common shares (or securities convertible into common shares), or the
perception that such issuances could occur, may adversely affect the prevailing market price for the common shares.

Market price and volatility of our common shares
The market price of our common shares may be volatile and subject to wide fluctuations in response to numerous factors, many of which are beyond our control and are
unrelated to our performance. There can be no assurance that the market price of the common shares will not experience significant fluctuations in the future, including
fluctuations that are unrelated to our performance.

Following a significant decline in the market price of a company’s securities, there may be instances of securities class action litigation being instituted against such
company. The Company is currently a defendant in a shareholder-instituted class action proceeding, alleging such a decline in the market price of our common shares
during the first quarter of fiscal 2025. We cannot provide any assurance that similar litigation will not occur in the future. The existing proceeding and any future similar
proceedings could result in substantial costs and a diversion of management’s attention and resources, which could have a material adverse effect on our business,
operating results, and financial condition. Due to the inherent uncertainties of litigation, it is not possible to predict the final outcome of the existing proceeding and other
related proceedings generally, nor to determine the amount of potential losses, if any, that may be incurred in connection with any final judgment on these matters.
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We maintain insurance coverage for various aspects of our business and operations, including for litigation. Our insurance programs have varying coverage limits and
maximums, and insurance companies may deny claims we might make. Please refer to “Insurance coverage potential gaps” under Section 9.6 “Legal and compliance
risks” of this MD&A for more detail regarding the risks associated with our insurance coverage.

Seasonality
Our business, revenues and cash flows are affected by certain seasonal trends. In the Civil Aviation segment, the level of training delivered is driven by the availability of
pilots to train, which tends to be lower in the second quarter as pilots are flying more and training less, thus, driving lower revenues. In the Defense and Security segment,
revenue and cash collection is not as consistent across quarters throughout the year as contract awards and availability of funding are influenced by customers’ budget
cycles. We expect these trends to continue, but may be disturbed by the volatile geopolitical environment, supply chain and/or labour disruptions.

Taxation matters
We collect and pay significant amounts of taxes to various tax authorities. As our operations are complex and the related tax interpretations, regulations, legislation and
jurisprudence that pertain to our activities are subject to continual change and evolving interpretation, the final outcome of the taxation of many transactions is uncertain.
Also, a substantial portion of our business is conducted in foreign countries and is thereby subject to numerous countries’ tax laws and fiscal policies. A change in
applicable tax laws, treaties or regulations or their interpretation, such as the introduction of Pillar Two Model Rules designed to ensure large multinational enterprises pay
a minimum level of tax on income arising in each jurisdiction they operate, could result in a higher effective tax rate on our earnings which could significantly impact our
financial results.

Adjusted backlog
Adjusted backlog represents management’s estimate of the aggregate amount of the revenues expected to be realized in the future. The termination, modification, delay,
or suspension of multiple contracts may have a material and adverse effect on future revenues and profitability. We cannot guarantee that the revenues initially anticipated
in our adjusted order intake will be realized in full, in a timely manner, or at all, or that, even if realized, such revenues will result in profits or cash generation as expected,
and any shortfall may be significant. The materialization of any of the risks with respect to adjusted backlog could have a material adverse effect on our business, financial
condition, cash flows and results of operations.

9.6      Legal and compliance risks

Data rights and governance
In providing services and solutions to clients, we collect, utilize, store and communicate confidential, personal, classified and proprietary information that may be highly
sensitive. Any security breach, improper use, or unauthorized access or misappropriation of such information could result in regulatory penalties, audits or investigations by
government agencies, as well as reputation harm or a loss of confidence in our products and services.

Further, the management, use and protection of personal data are becoming increasingly important, particularly given the high value of such information and the associated
operational, reputational, and regulatory compliance risks, including compliance with the European Union’s General Data Protection Regulation, the U.K.’s General Data
Protection Regulation, Canada’s federal Personal Information Protection and Electronic Documents Act and substantially similar equivalents at the provincial level, the
California Consumer Privacy Act, and the proliferation of similar regulatory frameworks in other regions. Compliance with these continuously evolving requirements is
complex and may add to our compliance costs. Furthermore, our use of AI introduces additional and evolving risks as we continue to incorporate AI systems into our
operations.

U.S. foreign ownership, control or influence mitigation measures
CAE and certain of our subsidiaries are parties to agreements with various departments and agencies of the U.S. government, including the U.S. Department of Defense,
which require that these subsidiaries be issued facility security clearances under the U.S. Government National Industrial Security Program. This program requires that any
corporation that maintains a facility security clearance be insulated from foreign ownership, control or influence (FOCI) via a mitigation agreement. As a Canadian
company, we have entered into a FOCI mitigation agreement with the U.S. Department of Defense that enables these U.S. subsidiaries to obtain and maintain the requisite
facility security clearances to enter into and perform on classified contracts with the U.S. government. Specifically, the mitigation agreement is a Special Security
Agreement (SSA) for CAE USA Inc. If CAE fails to maintain compliance with the SSA, the facility security clearances for CAE USA Inc. could be terminated. If this
occurred, our U.S. subsidiaries would no longer be eligible to enter into new contracts requiring a facility security clearance and could lose the right to perform certain
existing contracts with the U.S. government to completion.

Compliance with laws and regulations
CAE operates in a highly regulated environment across multiple jurisdictions and is subject to laws and regulations relating to, without limitation, import-export controls,
trade sanctions, anti-corruption, national security and aviation safety. These laws and regulations may change over time and without notice, which could impact our sales
and operations in ways that we cannot predict. While such changes could present opportunities, they could also have a materially negative effect on our results of
operations or financial condition. For instance, changes imposed by a regulatory agency, including changes to aviation safety standards, could restrict our ability to sell or
licence certain products to customers, resulting in lost revenue. We could also be required to make unplanned modifications to our products or services, which could cause
delays, increase inventory levels, or lead to postponed or cancelled sales or changes to sales predictions. Our compliance with government import‑export regulations
(such as the International Traffic in Arms Regulations) may also be subject to audits or investigations, which could result in potential liabilities.
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Export control restrictions could also negatively impact our operations. For example, CAE’s technology and services may be subject to export permit approvals and
regulatory requirements which could take several months to obtain, thereby resulting in potential delays in obtaining export permits or even preventing us from exporting to
certain countries, entities or people in or from a country. Also, failure to comply with export control requirements could lead to fines and/or being excluded from government
contracts or subcontracts and reputational damages, which would negatively affect our revenue from operations and profitability and could have a negative effect on our
ability to procure other government contracts in the future.

As a contractor to various governments, CAE must comply with procurement regulations and other specific legal requirements, such as sourcing restrictions, requirements
to expend a portion of program funds locally and governmental industrial cooperation or participation requirements (also known as offset arrangements). These regulations
and other requirements, although often customary in government contracting, increase our contract performance risks and compliance costs and are regularly evolving.
Failure to comply with these regulations and other requirements could negatively impact our revenue from operations and profitability, and could have a negative effect on
our ability to procure other government contracts in the future. In various jurisdictions, governments have been pursuing and may continue to pursue policies that could
negatively impact our profitability, including seeking to shift additional responsibility and performance risks to the contractor.

In addition, CAE’s global operations are subject to Canadian and foreign laws and regulations, including, without limitation, the Corruption of Foreign Public Officials Act
(Canada), the Foreign Corrupt Practices Act (United States), the U.K. Bribery Act and other anti-corruption laws. Failure by CAE and its employees or by any business
partner or supplier working on our behalf to comply with anti-corruption requirements could result in administrative, civil, or criminal liabilities, including suspension and
debarment from bidding for or performing government contracts

Insurance coverage potential gaps
CAE products, services and/or operations can result in injury or damage to customers and other third parties, exposing CAE to substantial claims and litigation. Such claims
could relate to, among other things, personal injury, loss of life, property damage and financial loss.

As part of its business operations, CAE maintains a certain level of insurance coverage, subject to varying limits, deductibles or retentions. There can be no assurance that
the available insurance will be sufficient in limits and comprehensive in scope to respond to potential claims. Our insurance is purchased from a number of third-party
insurers, often in layered insurance arrangements. In the event that limits purchased or coverage may be inadequate, CAE may be forced to bear substantial costs,
resulting in an adverse impact on our financial condition, cash flows, or operating results. Moreover, any accident, failure of, or defect in our products or services, even if
fully indemnified or insured, could significantly impact the cost and availability of adequate insurance in the future.

Product-related liabilities
Simulators, software solutions and other products sold by CAE may contain defects or may be subject to human error which may present a safety risk. Said defects, or
human error due to manual input, could result in non-conformity costs, warranty claims, potential product liability and personal injury claims and/or major disruption in the
operations of our customers. CAE may incur significant costs to issue a product recall or to modify or retrofit these products to ensure their safety, whether these are
mandated by aviation authorities or otherwise. In addition to litigation and settlement costs related to liability claims, an adverse judgment against CAE or customers’ fleet
being grounded due to potential safety risks in our software solutions may cause reputational damage and have a significant adverse effect on our business and operating
results.

CAE may also be subject to product liability claims relating to equipment and services of discontinued operations or businesses sold, whereby CAE has retained past
liabilities. We cannot be certain that current insurance coverage will be sufficient to cover one or more substantial claims.

Environmental laws and regulations
CAE is exposed to various environmental risks and is, directly and indirectly through our customers’ obligations, subject to complying or supporting our customers’
compliance with environmental laws and regulations which vary from country to country and are subject to change. CAE’s inability to comply with environmental laws and
regulations or to provide adequate information and support to our customers could result in penalties, lawsuits and potential harm to our competitiveness and reputation.

New laws and regulations, stricter enforcement of existing laws and regulations, the discovery of previously unknown contamination, new clean-up requirements or claims
on environmental indemnities we committed to may result in us having to incur substantial costs. This could have a materially negative effect on our financial condition and
results of operations.
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Government audits and investigations
Government agencies routinely audit and investigate government contractors, as well as recipients of government grants and contributions, thereby increasing
performance and compliance costs. These agencies may review our performance under our contracts, business processes, cost structure, and compliance with applicable
laws, regulations and standards. Our costs incurred for each year are subject to audit by government agencies, which can result in payment demands related to costs they
believe should be disallowed or a reduction or reversal of government grants and contributions to R&D programs. Although we work with governments to assess the merits
of claims and, where appropriate, reserve for amounts disputed, we could be required to provide repayments to governments which could have a negative effect on our
results of operations. We may continue to experience an increased number of audits and challenges to government accounting matters and business systems for current
and past years, as well as a lengthened period of time required to close open audits, an increased number of broad requests for information and an increased risk of
withholding of payments. If an audit or investigation were to uncover improper or illegal activities, we could be subject to further fines, administrative actions, termination of
contracts, forfeiture of profits, repayment of amounts received, suspension of payments or debarment from business with the government. The government could impose
additional payment withholds or seek consideration for material not in compliance with associated sourcing standards.

Protection of our intellectual property and brand
We rely, in part, on trade secrets, copyrights, patents, industrial designs, trademarks and contractual restrictions, such as confidentiality agreements and licences, to
establish and protect our proprietary rights. These may not be effective in preventing a misuse of our technology or in deterring others from developing similar
technologies. We may be limited in our ability to acquire or enforce our intellectual property rights in some countries. Litigation related to our intellectual property rights
could be lengthy and costly and could negatively affect our operations or financial results, whether or not we are successful in defending a claim. As the partner of choice
elevating safety, efficiency and readiness, our brand is a significant asset. From time to time, we may authorize the use of our brand, under third party licence agreements.
In addition, within certain of our flight training operations, we rely on third-party providers for specific services, while remaining accountable for performance delivered under
our brand. Adverse publicity related to incidents or litigation involving us, our partners or suppliers may impact the value of our brand.

Third-party intellectual property
Our products may contain sophisticated software and hardware, including computer systems, optical systems and electronics, that are supplied to us by third parties.
Moreover, our production of simulators often depends on receiving confidential or proprietary data on the functions, design and performance of a product or system that our
simulators are intended to simulate. Our training systems may also involve the collection and analysis of customer performance data in connection with the use of our
training systems. We may not be able to obtain access to such software, systems and data sets on reasonable terms, or at all. Infringement claims could be brought against
us or against our customers. We may not be successful in defending these claims and we may not be able to develop certain functionalities, designs, and processes that
do not infringe on the rights of third parties, or obtain licences on terms that are commercially acceptable, if at all. The markets in which we operate are subject to extensive
patenting by third parties. Our ability to modify existing products or to develop new products and services may be constrained by third-party patents such that we incur
incremental costs to licence the use of the patent or design around the claims made therein.

Foreign private issuer status
As a “foreign private issuer,” as such term is defined in Rule 405 under the U.S. Securities Act, we are permitted, under a multijurisdictional disclosure system adopted by
the securities regulatory authorities in Canada and the U.S., to prepare our disclosure documents filed under the U.S. Securities Exchange Act of 1934, as amended (U.S.
Exchange Act), in accordance with Canadian disclosure requirements. Under the U.S. Exchange Act, we are subject to reporting obligations that, in certain respects, are
less detailed and less frequent than those of U.S. domestic reporting companies. As a result, we do not file the same reports that a U.S. domestic issuer would file with the
U.S. Securities and Exchange Commission (SEC), although we are required to file or furnish to the SEC the continuous disclosure documents that we are required to file in
Canada under Canadian securities laws.

In relying on U.S. stock exchange rules that permit a foreign private issuer to follow the corporate governance practices of its home country, CAE is permitted to follow
certain Canadian corporate governance practices instead of those otherwise required under the corporate governance standards for U.S. domestic issuers, except to the
extent that such laws would be contrary to U.S. securities laws and provided that we disclose the significant differences between our corporate governance practices and
the applicable corporate governance standards applicable to U.S. domestic issuers.

Further, as a foreign private issuer, we are exempt from a number of requirements under U.S. securities laws that apply to public companies that are not foreign private
issuers. In particular, we are exempt from the rules and regulations under the Exchange Act related to the furnishing and content of proxy statements, and our officers,
directors and principal shareholders are exempt from the reporting and short-swing profit recovery provisions contained in Section 16 of the U.S. Exchange Act. CAE is
exempt from the provisions of Regulation FD, which prohibits the selective disclosure of material non-public information to, among others, broker‑dealers and holders of a
company’s securities under circumstances in which it is reasonably foreseeable that the holder will trade in our securities on the basis of the information.

CAE Financial Report 2026 I 45
 



Management’s Discussion and Analysis

Even though Canadian securities law requirements regarding the disclosure of material and non-public information by public companies are similar to U.S. securities law
requirements and we voluntarily seek to comply with Regulation FD, these exemptions and leniencies will reduce the frequency and scope of information and protections to
which purchasers are entitled as investors. Shareholders should not expect to receive the same information at the same time as such information is provided by U.S.
domestic companies. In addition, we have four months after the end of each fiscal year to file our Annual Information Form with the SEC and are not required under the
U.S. Exchange Act to file quarterly reports with the SEC as promptly as U.S. domestic companies whose securities are registered under the U.S. Exchange Act would do.

We may in the future lose our foreign private issuer status as a result of changes in our shareholder base or U.S. regulatory developments. Although we have elected to
comply with certain U.S. regulatory provisions and corporate governance requirements, our loss of foreign private issuer status would make such compliance mandatory.
The regulatory and compliance costs to us under securities laws and U.S. stock exchange rules as a U.S. domestic issuer would be significantly more than the costs
incurred as a Canadian foreign private issuer.

Enforceability of civil liabilities against our directors and officers
CAE is governed by the Canada Business Corporations Act with our principal place of business in Canada. Most of our directors and officers reside in Canada or
elsewhere outside the U.S. The majority of our assets and all or a substantial portion of the assets of these directors and officers may be located outside the U.S.
Consequently, it may be difficult for investors who reside in the U.S. to effect service of process in the U.S. upon CAE or upon such persons who are not residents of the
U.S., or to realize upon judgments of courts of the U.S. predicated upon the civil liability provisions of the U.S. federal securities laws. Similarly, some of CAE’s directors and
officers may be residents of countries other than Canada and all or a substantial portion of the assets of such persons may be located outside Canada. As a result, it may
be difficult for Canadian investors to initiate a lawsuit within Canada against these persons.

9.7      Sustainability risks

Extreme climate events and the impact of natural or other disasters (including effects of climate change)
Climate change, reflected in an increase in extreme events such as extreme heat, heavy rainfall, drought and cyclones, can disrupt our operations and supply chain,
damage our infrastructure, endanger the health and safety of our employees, affect the availability and cost of materials, resources and services, reduce air traffic, increase
insurance costs, and even compromise our ability to obtain adequate insurance coverage for all the major risks to which we are exposed. These disruptions may have a
significant impact on our operating results, financial position and liquidity. In addition, evolving regulatory frameworks related to climate change add additional
responsibilities specific to the products and services we provide.

Sustainability commitments and expectations
Evolving stakeholder expectations with respect to sustainability matters may pose risks to CAE’s competitive advantage, brand and reputation, ability to attract and retain
talent, financial outlook, cost of capital, global supply chain and business continuity, which may impact our ability to achieve long-term business objectives. Increased public
awareness and growing concerns about climate change (including the “anti-flying” movement and tendencies towards sustainable travel initiatives) and the global transition
to a low carbon economy result in a broad range of impacts, including potential risks for CAE and its business partners’ market outlook.

CAE may fail to adequately monitor the emerging risks in a rapidly changing ecosystem and to sufficiently address evolving expectations related to corporate culture,
business conduct and ethics, responsible management of its supply chain, transparency, respect for human rights, working and safety conditions, as well as equal
opportunities, among other factors, which could affect corporate profitability and reputation.

Additional sustainability-related regulations, changes in reporting frameworks and guidance, emergence of “greenwashing” legal actions by activist groups, increasing
regulatory expectations as well as continuing reforms pertaining to mandatory disclosure create a new uncertain and evolving set of compliance risks. Gaps in perception
and acceptability of how sustainability factors in shareholder value also call for increased vigilance when it comes to sustainability reporting and communication.

More acute generalized scrutiny also adds pressure to secure reliable and precise sustainability data with clear accountability across the organization and to deploy robust
data collection processes with effective controls that will allow external verification in the near future. A lack of precise, auditable and complete data accurately reflecting the
progress on CAE’s multi-year roadmap could hinder our credibility.

As CAE’s sustainability performance is assessed by proxy advisory agencies, we could also face governance issues if we do not meet their expectations.
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9.8      Reputational risks

Reputational risk
Reputational risk may arise under many situations including, among other things:
– Quality or performance issues of our products or services and new technologies we launch;
– Inability to penetrate new markets or to meet expectations or demand for newly developed products and technologies;
– Failure to maintain ethically and socially responsible operations;
– Relationships or dealings with customers and other counterparties that could expose CAE to ethics, compliance and reputational risks;
– Negative perceptions regarding the defence and security industry and related product and service offerings;
– Injuries or death arising from safety-related operational, training or health and safety incidents during the operation process or training activities;
– Unethical conduct by our employees, agents, subcontractors, suppliers and/or business partners; and
– Alleged or proven non-compliance with laws or regulations by our employees, agents, subcontractors, suppliers and/or business partners.

Any negative publicity about CAE or damage to our image and reputation could have a negative adverse impact on customers' and other key stakeholders’ perception and
trust, may prevent CAE to recruit necessary talent and may cause the cancellation of current work or negatively influence our ability to obtain contracts. Many of CAE’s
other risks intersect with reputational risk and may therefore amplify this risk.

The growing use of social and digital media increases the speed at which information or misinformation can be shared, and negative publicity, whether accurate or not,
could seriously damage CAE’s reputation. Increasing social and political polarization can trigger organized boycotts and targeted online campaigns unrelated to product or
service quality. Damage to our reputation or brand image could adversely affect our business, including our ability to hire and retain talent. Reputational risk intersects with
many of CAE’s other risks and may therefore exacerbate these risks.

9.9      Technological risks

Information technology
CAE’s operations rely heavily on information technology infrastructure, software as a service and other software applications, whether hosted internally or outsourced. As
we expand our product portfolio to include software solutions and place greater emphasis on digital strategy and AI, this reliance on information technology infrastructure
and systems has become even more critical. Our business also requires the appropriate and secure handling of sensitive and confidential information from third parties
such as aircraft OEMs, national defence forces and customers. Any material disruption in our technology systems could have a material adverse effect on our business,
financial condition, prospects and/or results of operations. Similarly, any material technological issue with our software solutions or with data feeds, infrastructure or
systems provided by third parties could result in financial losses and/or impairments in our customers' operations.

System modernization, updates and system replacements can temporarily disrupt our business activities. Conversely, failure to maintain, upgrade, replace or properly
implement such new information technology systems could result in increased risk of a cybersecurity incident and have an adverse effect on operational efficiency, revenue
or reputation. In addition, the digital transformation and the adoption of emerging technologies, such as AI and machine learning, require continued focus and investment to
manage those risks effectively.

Reliance on third-party providers for information technology systems and infrastructure management
Operations for some information technology systems maintenance and support services and infrastructure management functions are outsourced to third-party service
providers. If these service providers are disrupted or do not perform effectively, it may have a material adverse impact on CAE's operations and customers.

Third-party providers’ services are often subscription-based, subjecting us to various subscription pricing models based on market trends. Strategic renegotiation of such
agreements can be lengthy, and it is important to manage and review performance of our third‑party providers on a continuous basis.

9.10      Data and artificial intelligence risks

Data and artificial intelligence
CAE increasingly relies on data-driven technologies and AI to support operations, product development and digital transformation initiatives. The effective and responsible
use of data and AI depends on the availability, quality, security and governance of data, as well as on the appropriate design, deployment, monitoring and oversight of AI-
enabled systems.

Risks associated with data and AI technologies may include hallucinations, harmful, inaccurate or biased outputs, lack of transparency or explainability, unintended
operational impacts, misuse of data or unintentional data leakage, model performance degradation through algorithmic exploitation or otherwise, intellectual property
concerns, overreliance on AI systems interfering with individual autonomy and judgment, increased dependence on third-party tools or platforms, environmental impact of
AI use, and evolving legal and regulatory requirements relating to AI. Failures in data governance or AI controls could adversely affect operational performance, customer
trust, regulatory compliance or CAE’s reputation, and may require additional investment or remediation efforts.
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10.  COMPENSATION OF KEY MANAGEMENT PERSONNEL
Key management personnel have the ability and responsibility to make major operational, financial and strategic decisions for the Company. We determined that key
management personnel consist of the Board of Directors and its Management Team, which is comprised of the President and Chief Executive Officer (CEO) and executive
officers who report directly to him. As at March 31, 2026, key management personnel consist of 12 non-employee Directors and 11 executive officers (2025 – 12 non-
employee Directors and 8 executive officers).

The compensation expense of key management for employee services recognized in income are as follows:
 
(amounts in millions) 2026 2025
Salaries and other short-term employee benefits $ 11.3 $ 12.5 
Post-employment benefits – defined benefit plans 3.2 2.0 
Costs related to the CEO's terms of departure 11.4 6.3 
Termination benefits — 5.0 
Share-based payments expense 15.7 22.2 
   $ 41.6 $ 48.0 

In November 2024, the Company announced its CEO succession plan whereby the then-current CEO, Marc Parent, would leave the Company at the Annual and Special
Meeting of Shareholders held on August 13, 2025. The CEO's terms of departure were finalized during the fourth quarter of fiscal 2025 and included non-compete and non-
solicitation covenants, as well as other terms that were generally consistent with the previously agreed‑upon employment arrangement which remained in force until the
departure date.

During fiscal 2026, the Company incurred $14.0 million (2025 – $8.3 million) of executive management transition costs, including $11.4 million (2025 – $6.3 million) related
to the CEO's terms of departure, representing accrued expenses to the then‑current CEO, and $2.6 million (2025 – $2.0 million) of other costs. These costs are recorded in
selling, general and administrative expenses. The Company has not incurred any significant additional executive management transition costs subsequent to the first
quarter of fiscal 2026.

For the year ended March 31, 2026, the compensation earned by non-employee Directors amounted to $5.3 million (2025 –  $3.9 million), which included the grant date fair
value of deferred share units (DSUs) as well as cash payments.

48 I CAE Financial Report 2026



Management’s Discussion and Analysis

11.   NON-IFRS AND OTHER FINANCIAL MEASURES AND SUPPLEMENTARY NON-FINANCIAL INFORMATION

11.1       Non-IFRS and other financial measure definitions
This MD&A includes non-IFRS financial measures, non-IFRS ratios, capital management measures and supplementary financial measures. These measures are not
standardized financial measures prescribed under IFRS and therefore should not be confused with, or used as an alternative for, performance measures calculated
according to IFRS. Furthermore, these measures should not be compared with similarly titled measures provided or used by other issuers. Management believes that these
measures provide additional insight into our operating performance and trends and facilitate comparisons across reporting periods.

A non-IFRS financial measure is a financial measure that depicts our financial performance, financial position, or cash flow and either excludes an amount that is included
in or includes an amount that is excluded from the composition of the most directly comparable financial measures disclosed in our financial statements.

A non-IFRS ratio is a financial measure disclosed in the form of a ratio, fraction, percentage, or similar representation, that has a non‑IFRS financial measure as one or
more of its components.

A total of segments measure is a financial measure that is a subtotal or total of two or more reportable segments and is disclosed within the notes to our consolidated
financial statements, but not in our primary financial statements.

A capital management measure is a financial measure intended to enable an individual to evaluate our objectives, policies and processes for managing our capital and is
disclosed within the notes to our consolidated financial statements, but not in our primary financial statements.

A supplementary financial measure is a financial measure that depicts our historical or expected future financial performance, financial position or cash flow and is not
disclosed within our primary financial statements, nor does it meet the definition of any of the above measures.
Certain non-IFRS and other financial measures are provided on a consolidated basis and separately for each of our segments (Civil Aviation and Defense and Security)
since we analyze their results and performance separately.

CHANGES TO NON-IFRS MEASURES
In the fourth quarter of fiscal 2026, we revised the composition and designation of certain non-IFRS measures to align with strategic priorities and enhance comparability
with industry peers.
– Free cash flow was revised to include growth capital expenditures and capitalized development costs and exclude dividends paid;
– Adjusted return on invested capital (ROIC) replaced adjusted return on capital employed (ROCE); and
– Invested capital replaced capital employed, without changing the composition of this measure.

Comparative figures have been reclassified to conform to these changes.

PERFORMANCE MEASURES
Gross profit margin (or gross profit as a % of revenue)
Gross profit margin is a supplementary financial measure calculated by dividing our gross profit by revenue for a given period. We track it because we believe it provides
an enhanced understanding of our operating performance and facilitates the comparison across reporting periods.

Operating income margin (or operating income as a % of revenue)
Operating income margin is a supplementary financial measure calculated by dividing our operating income by revenue for a given period. We track it because we believe
it provides an enhanced understanding of our operating performance and facilitates the comparison across reporting periods.

Adjusted segment operating income or loss
Adjusted segment operating income or loss is a non-IFRS financial measure that gives us an indication of the profitability of each segment because it does not include the
impact of any items not specifically related to the segment’s performance. We calculate adjusted segment operating income by taking operating income and adjusting for
restructuring, integration and acquisition costs, and impairments and other gains and losses arising from significant strategic transactions or specific events. Impairments
and other gains and losses arising from significant strategic transactions or specific events consist of the executive management transition costs (as described in Section
5.4 of this MD&A and Section 5.6 of the MD&A for the year ended March 31, 2025), the gain on fair value remeasurement of SIMCOM (as described in Note 7 of our
consolidated financial statements for the year ended March 31, 2025), the shareholder matters (as described in Section 5.5 of the MD&A for the year ended March 31,
2025), the impairment of goodwill (as described in Note 14 of our consolidated financial statements for the year ended March 31, 2024) and the impairment of technology
and other non-financial assets (as described in Note 5 of our consolidated financial statements for the year ended March 31, 2024). We track adjusted segment operating
income because we believe it provides an enhanced understanding of our operating performance and facilitates the comparison across reporting periods. Adjusted
segment operating income on a consolidated basis is a total of segments measure since it is the profitability measure employed by management for making decisions
about allocating resources to segments and assessing segment performance. Refer to Section 11.3 “Non‑IFRS measure reconciliations” of this MD&A for a reconciliation of
this measure to the most directly comparable measure under IFRS.
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Adjusted segment operating income margin (or adjusted segment operating income as a % of revenue)
Adjusted segment operating income margin is a non-IFRS ratio calculated by dividing our adjusted segment operating income by revenue for a given period. We track it
because we believe it provides an enhanced understanding of our operating performance and facilitates the comparison across reporting periods.

Adjusted effective tax rate
Adjusted effective tax rate is a supplementary financial measure that represents the effective tax rate on adjusted net income or loss. It is calculated by dividing our income
tax expense by our earnings before income taxes, adjusting for the same items used to determine adjusted net income or loss. We track it because we believe it provides
an enhanced understanding of the impact of changes in income tax rates and the mix of income on our operating performance and facilitates the comparison across
reporting periods. Refer to Section 11.3 “Non‑IFRS measure reconciliations” of this MD&A for a calculation of this measure.

Adjusted net income or loss
Adjusted net income or loss is a non-IFRS financial measure we use as an alternate view of our operating results. We calculate it by taking our net income attributable to
equity holders of the Company from continuing operations and adjusting for restructuring, integration and acquisition costs, and impairments and other gains and losses
arising from significant strategic transactions or specific events, after tax, as well as significant one-time tax items. Impairments and other gains and losses arising from
significant strategic transactions or specific events consist of the executive management transition costs (as described in Section 5.4 of this MD&A and Section 5.6 of the
MD&A for the year ended March 31, 2025), the gain on fair value remeasurement of SIMCOM (as described in Note 7 of our consolidated financial statements for the year
ended March 31, 2025), the shareholder matters (as described in Section 5.5 of the MD&A for the year ended March 31, 2025), the impairment of goodwill (as described in
Note 14 of our consolidated financial statements for the year ended March 31, 2024) and the impairment of technology and other non-financial assets (as described in
Note 5 of our consolidated financial statements for the year ended March 31, 2024). We track adjusted net income because we believe it provides an enhanced
understanding of our operating performance and facilitates the comparison across reporting periods. Refer to Section 11.3 “Non-IFRS measure reconciliations” of this
MD&A for a reconciliation of this measure to the most directly comparable measure under IFRS.

Adjusted earnings or loss per share (EPS)
Adjusted earnings or loss per share is a non-IFRS ratio calculated by dividing adjusted net income or loss by the weighted average number of diluted shares. We track it
because we believe it provides an enhanced understanding of our operating performance on a per share basis and facilitates the comparison across reporting periods.
Refer to Section 11.3 “Non-IFRS measure reconciliations” of this MD&A for a calculation of this measure.

EBITDA and Adjusted EBITDA
EBITDA is a non-IFRS financial measure which comprises net income or loss from continuing operations before income taxes, finance expense – net, depreciation and
amortization. Adjusted EBITDA further adjusts for restructuring, integration and acquisition costs, and impairments and other gains and losses arising from significant
strategic transactions or specific events. Impairments and other gains and losses arising from significant strategic transactions or specific events consist of the executive
management transition costs (as described in Section 5.4 of this MD&A and Section 5.6 of the MD&A for the year ended March 31, 2025), the gain on fair value
remeasurement of SIMCOM (as described in Note 7 of our consolidated financial statements for the year ended March 31, 2025), the shareholder matters (as described in
Section 5.5 of the MD&A for the year ended March 31, 2025), the impairment of goodwill (as described in Note 14 of our consolidated financial statements for the year
ended March 31, 2024) and the impairment of technology and other non-financial assets (as described in Note 5 of our consolidated financial statements for the year ended
March 31, 2024). We use EBITDA and adjusted EBITDA to evaluate our operating performance, by eliminating the impact of non-operational or non‑cash items. Refer to
Section 11.3 “Non-IFRS measure reconciliations” of this MD&A for a reconciliation of these measures to the most directly comparable measure under IFRS.

Free cash flow
Free cash flow is a non-IFRS financial measure that assesses our ability to generate cash from our ongoing operations after considering ongoing investments required for
property, plant and equipment and intangible assets. It demonstrates our ability to generate cash to repay debt obligations, make strategic investments and return cash to
shareholders through either dividends or share repurchases. We use it as an indicator of our financial strength and liquidity. We calculate it by taking the net cash
generated by our continuing operating activities, subtracting property, plant and equipment expenditures, intangible assets expenditures and other investing activities and
adding proceeds from the disposal of property, plant and equipment, dividends received from equity accounted investees and proceeds, net of payments, from equity
accounted investees. Refer to Section 7.1 “Consolidated cash movements” of this MD&A for a reconciliation of this measure to the most directly comparable measure
under IFRS.
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LIQUIDITY AND CAPITAL STRUCTURE MEASURES
Non-cash working capital
Non-cash working capital is a non-IFRS financial measure we use to monitor how much money we have committed in the day-to-day operation of our business. We
calculate it by taking current assets (not including cash and cash equivalents and assets held for sale) and subtracting current liabilities (not including the current portion of
long-term debt and liabilities held for sale). Refer to Section 8.1 “Consolidated invested capital” of this MD&A for a reconciliation of this measure to the most directly
comparable measure under IFRS.

Invested capital
Invested capital is a non-IFRS financial measure we use to evaluate and monitor how much we are investing in our business:
– For the Company as a whole, we take total assets (not including cash and cash equivalents), and subtract total liabilities (not including long-term debt and the current

portion of long-term debt);
– For each segment, we take the total assets (not including cash and cash equivalents, tax accounts, employee benefits assets and other non-operating assets), and

subtract total liabilities (not including tax accounts, long-term debt and the current portion of long‑term debt, royalty obligations, employee benefit obligations and other
non-operating liabilities).

Refer to Section 8.1 “Consolidated invested capital” of this MD&A for a reconciliation of this measure to the most directly comparable measure under IFRS.

Adjusted return on invested capital (ROIC)
Adjusted ROIC is a non-IFRS ratio calculated over a rolling four-quarter period by taking adjusted net operating income after tax, divided by the average invested capital
from continuing operations. Adjusted net operating income after tax is calculated by taking adjusted net income and further adjusting for finance expense – net, after tax,
and amortization of acquired intangible assets, after tax. We use adjusted ROIC to evaluate the profitability of our invested capital. Refer to Section 11.3 “Non-IFRS
measure reconciliations” of this MD&A for a calculation of this measure.

Net debt
Net debt is a capital management measure we use to monitor how much debt we have after taking into account cash and cash equivalents. We use it as an indicator of our
overall financial position, and calculate it by taking our total long-term debt, including the current portion of long-term debt, and subtracting cash and cash equivalents. Refer
to Section 8.1 “Consolidated invested capital” of this MD&A for a reconciliation of this measure to the most directly comparable measure under IFRS.

Net debt-to-capital
Net debt-to-capital is a capital management measure calculated as net debt divided by the sum of total equity plus net debt. We use this to manage our capital structure
and monitor our capital allocation priorities.

Net debt-to-EBITDA and net debt-to-adjusted EBITDA
Net debt-to-EBITDA and net debt-to-adjusted EBITDA are non-IFRS ratios calculated as net debt divided by the last twelve months EBITDA (or adjusted EBITDA). We use
net debt-to-EBITDA and net debt-to-adjusted EBITDA because they reflect our ability to service our debt obligations. Refer to Section 11.3 “Non-IFRS measure
reconciliations” of this MD&A for a calculation of these measures.

Maintenance and growth capital expenditures
Maintenance capital expenditure is a supplementary financial measure we use to calculate the investment needed to sustain the current level of economic activity.

Growth capital expenditure is a supplementary financial measure we use to calculate the investment needed to increase the current level of economic activity.

The sum of maintenance capital expenditures and growth capital expenditures represents our total property, plant and equipment expenditures.
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GROWTH MEASURES
Adjusted order intake
Adjusted order intake is a supplementary financial measure that represents the expected value of orders we have received:
– For the Civil Aviation segment, we consider an item part of our adjusted order intake when we have a legally binding commercial agreement with a client that includes

enough detail about each party’s obligations to form the basis for a contract. Additionally, expected future revenues from customers under short-term and long-term
training contracts are included when these customers commit to pay us training fees, or when we reasonably expect the revenue to be generated;

– For the Defense and Security segment, we consider an item part of our adjusted order intake when we have a legally binding commercial agreement with a client that
includes enough detail about each party’s obligations to form the basis for a contract. Defense and Security contracts are usually executed over a long-term period but
some of them must be renewed each year. For this segment, we only include a contract item in adjusted order intake when the customer has authorized the contract
item and has received funding for it.

Adjusted backlog
Adjusted backlog is a supplementary financial measure that represents expected future revenues and includes obligated backlog, joint venture backlog and unfunded
backlog and options:
– Obligated backlog represents the value of our adjusted order intake not yet executed and is calculated by adding the adjusted order intake of the current period to the

balance of the obligated backlog at the end of the previous fiscal year, subtracting the revenue recognized in the current period and adding or subtracting backlog
adjustments. If the amount of an order already recognized in a previous fiscal year is modified, the backlog is revised through adjustments;

– Joint venture backlog is obligated backlog that represents the expected value of our share of orders that our joint ventures have received but have not yet executed.
Joint venture backlog is determined on the same basis as obligated backlog described above, but excludes any portion of orders that have been directly subcontracted
to a CAE subsidiary, which are already reflected in the determination of obligated backlog;

– Unfunded backlog represents legally binding Defense and Security orders with the U.S. government that we have received but have not yet executed and for which
funding authorization has not yet been obtained. The uncertainty relates to the timing of the funding authorization, which is influenced by the government’s budget cycle,
based on a September year-end. Options are included in adjusted backlog when there is a high probability of being exercised, which we define as at least 80%
probable, but multi-award indefinite-delivery/indefinite-quantity (ID/IQ) contracts are excluded. When an option is exercised, it is considered adjusted order intake in that
period, and it is removed from unfunded backlog and options.

Book-to-sales ratio
The book-to-sales ratio is a supplementary financial measure calculated by dividing adjusted order intake by revenue in a given period. We use it to monitor the level of
future growth of the business over time.

11.2       Supplementary non-financial information definitions

Full-flight simulators (FFSs) in CAE's network
A FFS is a full-size replica of a specific make, model and series of an aircraft cockpit, including a motion system. In our count of FFSs in the network, we generally only
include FFSs that are of the highest fidelity and do not include any fixed based training devices, or other lower-level devices, as these are typically used in addition to FFSs
in the same approved training programs.

Simulator equivalent unit (SEU)
SEU is a measure we use to show the total average number of FFSs available to generate earnings during the period. For example, in the case of a 50/50 flight training
joint venture, we will report only 50% of the FFSs under this joint venture as a SEU. If a FFS is being powered down and relocated, it will not be included as a SEU until the
FFS is re-installed and available to generate earnings.

Utilization rate
Utilization rate is a measure we use to assess the performance of our Civil simulator training network. While utilization rate does not perfectly correlate to revenue
recognized, we track it, together with other measures, because we believe it is an indicator of our operating performance. We calculate it by taking the number of training
hours sold on our simulators during the period divided by the practical training capacity available for the same period.
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11.3       Non-IFRS measure reconciliations
Reconciliation of adjusted segment operating income

Defense
(amounts in millions) Civil Aviation and Security Total
Three months ended March 31 2026 2025 2026 2025 2026 2025
Operating income $ 88.0 $ 197.4 $ 39.4 $ 42.5 $ 127.4 $ 239.9 
Restructuring, integration and acquisition costs 64.4 — 20.0 — 84.4 — 
Impairments and other gains and losses arising from
significant strategic transactions or specific events:
Executive management transition costs — 4.7 — 3.6 — 8.3 
Shareholder matters — 6.3 — 4.3 — 10.6 

Adjusted segment operating income $ 152.4 $ 208.4 $ 59.4 $ 50.4 $ 211.8 $ 258.8 

Defense
(amounts in millions) Civil Aviation and Security Total
Years ended March 31 2026 2025 2026 2025 2026 2025
Operating income $ 437.9 $ 605.3 $ 174.4 $ 123.9 $ 612.3 $ 729.2 
Restructuring, integration and acquisition costs 64.4 37.8 20.0 18.7 84.4 56.5 
Impairments and other gains and losses arising from
significant strategic transactions or specific events:
Executive management transition costs 8.2 4.7 5.8 3.6 14.0 8.3 
Shareholder matters — 6.3 — 4.3 — 10.6 
Gain on fair value remeasurement of SIMCOM — (72.6) — — — (72.6)

Adjusted segment operating income $ 510.5 $ 581.5 $ 200.2 $ 150.5 $ 710.7 $ 732.0 

Reconciliation of adjusted net income and adjusted EPS

Three months ended Years ended
March 31 March 31

(amounts in millions, except per share amounts) 2026 2025 2026 2025
Net income attributable to equity holders of the Company $ 73.1 $ 135.9 $ 313.1 $ 405.3 
Restructuring, integration and acquisition costs, after tax 63.0 — 63.0 43.2 
Impairments and other gains and losses arising from
significant strategic transactions or specific events:
Executive management transition costs, after tax — 6.1 10.3 6.1 
Shareholder matters, after tax — 7.6 — 7.6 
Gain on fair value remeasurement of SIMCOM, after tax — — — (76.7)

Adjusted net income $ 136.1 $ 149.6 $ 386.4 $ 385.5 

Average number of shares outstanding (diluted) 323.2 321.1 322.2 319.7 

Adjusted EPS $ 0.42 $ 0.47 $ 1.20 $ 1.21 
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Calculation of adjusted effective tax rate
Three months ended Years ended

March 31 March 31
(amounts in millions, except effective tax rates) 2026 2025 2026 2025
Earnings before income taxes $ 80.9 $ 183.4 $ 400.2 $ 513.7 
Restructuring, integration and acquisition costs 84.4 — 84.4 56.5 
Impairments and other gains and losses arising from
significant strategic transactions or specific events:
Executive management transition costs — 8.3 14.0 8.3 
Shareholder matters — 10.6 — 10.6 
Gain on fair value remeasurement of SIMCOM — — — (72.6)

Adjusted earnings before income taxes $ 165.3 $ 202.3 $ 498.6 $ 516.5 

Income tax expense $ 6.6 $ 45.2 $ 77.5 $ 98.7 
Tax impact on restructuring, integration and acquisition costs 21.4 — 21.4 13.3 
Tax impact on impairments and other gains and losses arising
from significant strategic transactions or specific events:
Tax impact on executive management transition costs — 2.2 3.7 2.2 
Tax impact on shareholder matters — 3.0 — 3.0 
Tax impact on gain on fair value remeasurement of SIMCOM — — — 4.1 

Adjusted income tax expense $ 28.0 $ 50.4 $ 102.6 $ 121.3 

Effective tax rate % 8 % 25 % 19 % 19 
Adjusted effective tax rate % 17 % 25 % 21 % 23 

Reconciliation of EBITDA, adjusted EBITDA, net debt-to-EBITDA and net debt-to-adjusted EBITDA

Last twelve months ended
March 31

(amounts in millions, except net debt-to-EBITDA ratios) 2026 2025
Operating income $ 612.3 $ 729.2 
Depreciation and amortization 460.1 414.7 
EBITDA $ 1,072.4 $ 1,143.9 
Restructuring, integration and acquisition costs 84.4 56.5 
Impairments and other gains and losses arising from
significant strategic transactions or specific events:
Executive management transition costs 14.0 8.3 
Shareholder matters — 10.6 
Gain on fair value remeasurement of SIMCOM — (72.6)

Adjusted EBITDA $ 1,170.8 $ 1,146.7 

Net debt $ 2,681.8 $ 3,176.7 

Net debt-to-EBITDA 2.50 2.78 
Net debt-to-adjusted EBITDA 2.29 2.77 
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Calculation of adjusted ROIC
Last twelve months ended

March 31
(amounts in millions) 2026 2025
Adjusted net income $ 386.4 $ 385.5 
Finance expense – net, after tax 166.7 166.9 
Amortization of acquired intangible assets, after tax 67.7 62.5 
Adjusted net operating income after tax $ 620.8 $ 614.9 

Average invested capital $ 8,165.7 $ 7,705.3 

Adjusted ROIC % 7.6 % 8.0 

12.   CHANGES IN ACCOUNTING POLICIES

12.1     New and amended standards not yet adopted

Amendments to IFRS 7 – Financial Statements Disclosures and IFRS 9 – Financial Instruments
In May 2024, the IASB issued amendments to IFRS 7 - Financial Statements Disclosures and IFRS 9 - Financial Instruments to clarify the date of recognition and
derecognition of some financial assets and liabilities, with a new exception for some financial liabilities settled through an electronic cash transfer system, to clarify and add
further guidance for assessing whether a financial asset meets the solely payments of principal and interest (SPPI) criterion, add new disclosures for certain instruments
with contractual terms that can change cash flows (such as some instruments with features linked to the achievement of environment, social and governance (ESG)
targets), and update the disclosures for equity instruments designated at FVOCI.

These amendments to IFRS 7 and IFRS 9 will be effective for our fiscal period beginning on April 1, 2026, with earlier adoption permitted, and are not expected to have a
material impact on our consolidated financial statements.

IFRS 18 – Presentation and Disclosure in Financial Statements
In April 2024, the IASB issued IFRS 18 - Presentation and Disclosure in Financial Statements which sets out requirements for the presentation and disclosure of information
in the financial statements. IFRS 18 will replace IAS 1 - Presentation of Financial Statements but carries forward many of the requirements from IAS 1. IFRS 18 introduces
a defined structure for the income statement, composed of required categories and subtotals, and disclosure requirements for management-defined performance
measures.

IFRS 18 will be effective for our fiscal period beginning on April 1, 2027. We continue to evaluate the impact of the new standard on our consolidated financial statements.

12.2     Use of judgements, estimates and assumptions
The preparation of the consolidated financial statements requires management to make judgements, estimates and assumptions that affect the application of accounting
policies, the reported amounts of assets and liabilities and disclosures at the date of the consolidated financial statements, as well as the reported amounts of revenues and
expenses for the period reported. It also requires management to exercise its judgement in applying accounting policies. The areas involving a high degree of judgement or
complexity, or areas where assumptions and estimates are significant to the consolidated financial statements are disclosed below. Actual results could differ from those
estimates. Changes will be reported in the period in which they are identified.

Business combinations
Business combinations are accounted for in accordance with the acquisition method as of the date control is transferred. The consideration transferred and the acquiree’s
identifiable assets, liabilities and contingent liabilities are measured at their fair value at the date of acquisition, which may be estimated using an income, market or cost
valuation method. Depending on the complexity of determining these valuations, we either consult with independent experts or develop the fair value internally by using
appropriate valuation techniques which are generally based on a forecast of the total expected future net discounted cash flows. These evaluations are linked closely to the
assumptions made by management regarding the future performance of the related assets and the discount rate. Contingent consideration is measured at fair value using a
discounted cash flow model.

The judgments made in determining the estimated fair value assigned to the net identifiable assets acquired, as well as the estimated useful life of non-financial assets,
could impact the net income of subsequent periods through depreciation and amortization, and in certain instances through impairment charges. We believe that the
estimated fair values assigned to the net identifiable assets acquired are based on reasonable assumptions that a marketplace participant would use. While we use our
best estimates and assumptions to accurately value the net identifiable assets acquired at the acquisition date, estimates are inherently uncertain and subject to refinement.
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During the measurement period, for up to 12 months following the acquisition, we recorded adjustments to the initial estimate of the net identifiable assets acquired based
on new information obtained that would have existed as of the date of the acquisition. Any adjustment that arises from information obtained that did not exist as of the date
of the acquisition will be recorded in the period the adjustment arises.

Development costs
Development costs are recognized as intangible assets and are amortized over their useful lives when they meet the criteria for capitalization. Forecasted revenue and
profitability for the relevant projects are used to assess compliance with the capitalization criteria and to assess the recoverable amount of the assets.

Impairment of non-financial assets 
Our impairment test for goodwill is based on estimates of the recoverable amount of the CGU or group of CGUs to which goodwill has been allocated and uses valuation
models such as the discounted cash flows model (level 3). Management applies significant judgement in developing the cash flow model, which includes the use of key
assumptions including expected revenue growth, margin projections and the discount rates. Management also applies judgement when reflecting the impact surrounding
current market view of risk and uncertainty and macroeconomic conditions. These estimates, including the methodology used, can have a material impact on the respective
values and ultimately the amount of any goodwill impairment.
 
Likewise, whenever property, plant and equipment and intangible assets are tested for impairment, the determination of the assets’ recoverable amount involves the use of
estimates by management and can have a material impact on the respective values and ultimately the amount of any impairment.
 
Revenue recognition
Transaction price allocated to performance obligations
In allocating the transaction price for contracts with multiple performance obligations, we estimate the stand-alone selling price using the expected cost plus a margin
approach if they are not directly observable.

Determining the measure of progress of performance obligations satisfied over time
For contracts where revenue is recognized over time using the cost input method, we apply judgement in estimating the total costs to complete the contract.

The determination of the total costs to complete a contract is based on estimates that can be affected by several factors, including program management and execution
difficulties, technological challenges, cost of materials, supply chain disruptions, inflationary pressures, availability of labour and problems with suppliers or subcontractors.

Management conducts monthly reviews of our estimated costs to complete as well as our revenue and margins recognized, on a contract-by-contract basis. The impact of
any revisions in cost and revenue estimates is reflected in the period in which the need for a revision becomes known.

Defined benefit pension plans
The cost of defined benefit pension plans and the present value of the employee benefit obligations are determined using actuarial valuations. Actuarial valuations involve,
amongst others, making assumptions about discount rates, future salary increases and mortality rates. All assumptions are reviewed at each reporting date. Any changes
in these assumptions will impact the carrying amount of the employee benefit obligations and the cost of the defined benefit pension plans. In determining the appropriate
discount rate, management considers the interest rates of high quality corporate bonds that are denominated in the currency in which the benefits will be paid, and that
have terms to maturity approximating the terms of the related pension liability. The mortality rate is based on publicly available mortality tables for the specific country.
Future salary increases and pension increases are based on expected future inflation rates for the specific country. Individual discount rates are derived from the yield
curve and are used to determine the service cost and interest cost of the Canadian defined benefit pension plans at the beginning of the year. The present value of the
employee benefit obligations for these Canadian plans is determined based on the individual discount rates derived from the yield curve at the end of the year. Other key
assumptions for pension obligations are based, in part, on current market conditions. See Note 21 of our consolidated financial statements for further details regarding
assumptions used.

Income taxes
We are subject to income tax laws in numerous jurisdictions. Judgement is required in determining the worldwide provision for income taxes. The determination of tax
liabilities and assets involves uncertainties in the interpretation of complex tax regulations. We provide for potential tax liabilities based on the weighted average probability
of the possible outcomes. Differences between actual results and those estimates could influence the income tax liabilities and deferred tax liabilities in the period in which
such determinations are made.
 
Deferred tax assets are recognized to the extent that it is probable that taxable profit will be available against the losses that can be utilized. Significant management
judgement is required to determine the amount of deferred tax assets that can be recognized, based upon the likely timing and the level of future taxable profits together
with future tax planning strategies. The recorded amount of total deferred tax assets could be altered if estimates of projected future taxable income and benefits from
available tax strategies are lowered, or if changes in current tax regulations are enacted that impose restrictions on the timing or extent of our ability to utilize future tax
benefits.
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13.   INTERNAL CONTROL OVER FINANCIAL REPORTING
The Company has established and maintains disclosure controls and procedures designed to provide reasonable assurance that material information relating to the
Company is communicated to the President and Chief Executive Officer and the Chief Financial Officer by others, particularly during the period in which annual and interim
filings are prepared, and that information required to be disclosed by the Company in its annual filings, interim filings or other reports filed or submitted by the Company
under Canadian and U.S. securities laws is recorded, processed, summarized and reported within the time periods specified under those laws and the related rules.

As of March 31, 2026, management evaluated, under the supervision of and with the participation of the President and Chief Executive Officer and the Chief Financial
Officer, the effectiveness of the Company’s disclosure controls and procedures as defined under National Instrument 52-109 adopted by the Canadian Securities
Administrators and in Rule 13(a)-15(e) under the U.S. Securities Exchange Act of 1934, as amended, and have concluded that the Company’s disclosure controls and
procedures were effective.

The Company has also established and maintains internal control over financial reporting, as defined under National Instrument 52-109 and in Rule 13(a)-15(f) under the
U.S. Securities Exchange Act of 1934, as amended. The Company’s internal control over financial reporting is a process designed, under the supervision of the President
and Chief Executive Officer as well as the Chief Financial Officer, and effected by management and other key CAE personnel, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of the Company’s consolidated financial statements for external reporting purposes in accordance with IFRS as
issued by the IASB. Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of any evaluation of
effectiveness to future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

Management has assessed the effectiveness of the Company’s internal control over financial reporting as of March 31, 2026 using the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission in Internal Control – Integrated Framework (2013). Based on this assessment, management has determined that
the Company’s internal control over financial reporting was effective as of March 31, 2026.

There were no changes in the Company’s internal control over financial reporting that occurred during the fourth quarter and fiscal year 2026 that have materially affected,
or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

14.   OVERSIGHT ROLE OF AUDIT COMMITTEE AND BOARD OF DIRECTORS
The Audit Committee reviews our annual MD&A and related consolidated financial statements with management and the external auditor and recommends them to the
Board for their approval. Management and our internal auditor also provide the Audit Committee with regular reports assessing our internal controls and procedures for
financial reporting. The external auditor reports regularly to management on any weaknesses it finds in our internal control, and these reports are reviewed by the Audit
Committee. 

15.   ADDITIONAL INFORMATION
You will find additional information about CAE, including our most recent AIF, on our website at www.cae.com, or on SEDAR+ at www.sedarplus.ca or on EDGAR at
www.sec.gov.
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16.   SELECTED FINANCIAL INFORMATION
The following table provides selected quarterly financial information for the past three fiscal years. 

 (amounts in millions, except per share amounts) Q1 Q2 Q3 Q4 Total
Fiscal 2026      
 Revenue $ 1,098.6 1,236.6 1,252.1 1,326.7 4,914.0 
 Net income $ 60.2 76.1 112.1 74.3 322.7 
     Equity holders of the Company $ 57.2 73.9 108.9 73.1 313.1 
     Non-controlling interests $ 3.0 2.2 3.2 1.2 9.6 
 Basic EPS attributable to equity holders of the Company $ 0.18 0.23 0.34 0.23 0.98 
 Diluted EPS attributable to equity holders of the Company $ 0.18 0.23 0.34 0.23 0.97 
 Adjusted EPS $ 0.21 0.23 0.34 0.42 1.20 
 Average number of shares outstanding (basic) 320.4 320.7 321.4 321.8 321.1 
 Average number of shares outstanding (diluted) 321.1 322.2 322.7 323.2 322.2 
Fiscal 2025      
 Revenue $ 1,072.5 1,136.6 1,223.4 1,275.4 4,707.9 
 Net income $ 50.8 54.8 171.2 138.2 415.0 
     Equity holders of the Company $ 48.3 52.5 168.6 135.9 405.3 
     Non-controlling interests $ 2.5 2.3 2.6 2.3 9.7 
 Basic and diluted EPS attributable to equity holders of the Company $ 0.15 0.16 0.53 0.42 1.27 
 Adjusted EPS $ 0.21 0.24 0.29 0.47 1.21 
 Average number of shares outstanding (basic) 318.6 318.7 319.0 320.0 319.1 
 Average number of shares outstanding (diluted) 318.8 319.1 319.8 321.1 319.7 
Fiscal 2024      
 Revenue $ 1,012.0 1,050.0 1,094.5 1,126.3 4,282.8 
 Net income (loss) $ 67.8 61.1 59.1 (484.3) (296.3)
     Equity holders of the Company
        Continuing operations $ 64.8 56.2 58.4 (504.7) (325.3)
        Discontinued operations $ 0.5 2.2 (1.9) 20.5 21.3 
     Non-controlling interests $ 2.5 2.7 2.6 (0.1) 7.7 
 Basic and diluted EPS attributable to equity holders of the Company $ 0.20 0.18 0.17 (1.52) (0.95)
     Continuing operations $ 0.20 0.17 0.18 (1.58) (1.02)
     Discontinued operations $ — 0.01 (0.01) 0.06 0.07 
 Adjusted EPS $ 0.24 0.26 0.24 0.12 0.87 
 Average number of shares outstanding (basic) 318.0 318.2 318.3 318.3 318.2 
 Average number of shares outstanding (diluted) 318.8 319.2 319.1 318.3 318.2 

 Non-IFRS financial measure, non-IFRS ratio, capital management measure, or supplementary financial measure. Refer to Section 11 “Non-IFRS and other financial measures and supplementary non-financial
information” of this MD&A for the definitions and reconciliation of these measures to the most directly comparable measure under IFRS.

The following table provides selected annual financial information for the past three fiscal years.

 (amounts in millions) 2026 2025 2024
 Financial position:    
 Total assets $ 11,147.8 $ 11,213.8 $ 9,834.1 
 Total non-current financial liabilities 3,069.4 3,185.2 2,855.4 
 Total net debt 2,681.8 3,176.7 2,914.2 

 Includes long-term debt, long-term derivative liabilities and other long-term liabilities meeting the definition of a financial liability.

(1)

(1)

(1)

(1)

(2)

(2)
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