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Auditors’ Report
To the Directors of Jazz Air Holding GP Inc.

We have audited the consolidated balance sheets of Jazz Air LP (formerly Jazz Air Limited
Partnership) as at December 31, 2006 and 2005 and the consolidated statements of partners’ capital,
income and cash flows for the years ended December 31, 2006 and 2005. These consolidated financial
statements are the responsibility of the Partnership’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall consolidated financial statement presentation.
In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Partnership as at December 31, 2006 and 2005 and the results of its operations
and its cash flows for the years ended December 31, 2006 and 2005 in accordance with Canadian
generally accepted accounting principles.

(Signed) “PricewaterhouseCoopers LLP”

Chartered Accountants
Halifax, Nova Scotia

PricewaterhouseCoopers refers to the Canadian firm of PricewaterhouseCoopers LLP and the other member firms of PricewaterhouseCoopers
International Limited, each of which is a separate and independent legal entity.

Jazz Air LP
Consolidated Balance Sheet
As at December 31, 2006
(expressed in thousands of Canadian dollars)
December 31,
2006
$

December 31,
2005
$

Assets
Current assets
Cash and cash equivalents
Amount receivable from Air Canada (note 13)
Accounts receivable – trade and other (note 13)
Spare parts, materials and supplies
Prepaid expenses

134,865
–
71,341
28,554
9,418

34,463
137,150
60,013
25,064
6,831

Total current assets

244,178

263,521

Property and equipment (note 3)

199,379

193,907

8,671

10,259

30,925

35,914

483,153

503,601

Accounts payable and accrued liabilities (note 13)
Current portion of long-term debt

212,795
–

171,543
3,153

Total current liabilities

212,795

174,696

Long-term debt (notes 6 and 18)

115,000

210,387

71,693

66,042

399,488

451,125

83,665

52,476

483,153

503,601

Intangible assets (note 4)
Other assets (note 5)

Liabilities
Current liabilities

Other long-term liabilities (note 7)

Partners’ Capital

Economic dependence (note 1)
Commitments (note 14)
Subsequent event (note 18)
The accompanying notes are an integral part of these consolidated financial statements.

Approved on behalf of Jazz Air LP by Jazz Air Holding GP Inc., its general partner
By: (signed) “Robert A. Milton”
Director

By: (signed) “Katherine M. Lee”
Director

Jazz Air LP
Consolidated Statement of Partners’ Capital
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars)

Partners’ Accumulated
capital
income
Distributions
$
$
$

Total
$

Balance – December 31, 2004

–

(65,415)

–

(65,415)

Net income for the year

–

117,891

–

117,891

Balance – December 31, 2005

–

52,476

–

52,476

Issuance of 23,500,000 units to the
Fund (note 1)

222,075

–

–

222,075

Contribution (note 1)

200,000

–

–

200,000

Distributions, pre and concurrent with offering (note 1)
Repayment of acquisition promissory note
Deficit created on inception of Jazz Air LP

–
–

–
–

(424,433)
(8,206)

(424,433)
(8,206)

Distributions, post offering

–

–

(98,289)

(98,289)

Net income for the year

–

140,042

422,075

192,518

Balance – December 31, 2006

The accompanying notes are an integral part of these consolidated financial statements.

–
(530,928)

140,042
83,665

Jazz Air LP
Consolidated Statements of Income
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
Year ended December 31,
2006
2005
$
$
Operating revenue (note 13)
Passenger
Other

Operating expenses (note 13)
Salaries and wages
Benefits
Aircraft fuel
Depreciation and amortization
Food, beverage and supplies
Aircraft maintenance materials, supplies and services
Airport and navigation fees
Aircraft rent
Terminal handling services
Other

Operating income
Non-operating income (expenses) (note 13)
Interest revenue
Interest expense
Gain on disposal of property and equipment
Other

Net income for the year (note 8)
Weighted average number of units
Earnings per unit, basic and fully diluted
The accompanying notes are an integral part of these consolidated financial statements.

1,374,206
7,001

1,013,053
10,185

1,381,207

1,023,238

259,014
51,764
284,836
21,262
14,573
97,761
178,223
133,929
90,314
105,762

229,481
35,997
176,707
17,924
8,123
67,504
123,796
80,141
71,386
82,739

1,237,438

893,798

143,769

129,440

5,536
(9,012)
53
(304)

2,275
(17,053)
3,674
(445)

(3,727)

(11,549)

140,042

117,891

120,100,438

99,365,144

$1.1660

$1.1864

Jazz Air LP
Consolidated Statements of Cash Flows
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars)
Year ended December 31,
2006
2005
$
$
Cash provided by (used in)
Operating activities
Net income for the year
Charges (credits) to operations not involving cash
Depreciation and amortization
Amortization of prepaid aircraft rent and related fees
Gain on disposal of property and equipment
Unit-based compensation
Deferred charges, prepaid aircraft rent and related fees

Net changes in non-cash working capital balances related to operations (note 12)

Financing activities
Repayment of acquisition of promissory note payable to ACE
Offering cost of the Fund paid
Repayment of long-term debt
Long-term borrowings, net of deferred financing costs
Issue of Jazz units
Distributions
Decrease in Air Canada indebtedness

Investing activities
Decrease (increase) in amount receivable from Air Canada
Additions to property and equipment
Decrease (increase) in long-term receivables
Proceeds on disposal of property and equipment

Net change in cash and cash equivalents during the year
Cash and cash equivalents (bank indebtedness) –
Beginning of year
Cash and cash equivalents – End of year
Cash payments of interest
Cash receipts of interest
The accompanying notes are an integral part of these consolidated financial statements.

140,042
21,262
1,789
(53)
1,885
4,732

117,891
17,924
1,155
(3,674)
–
(35,844)

169,657

97,452

12,664

94,018

182,321

191,470

(424,433)
(5,880)
(13,540)
112,900
222,075
(85,669)
–

–
–
(3,090)
–
–
–
(4,511)

(194,547)

(7,601)

137,150
(24,785)
210
53

(137,150)
(15,905)
209
4,198

112,628

(148,648)

100,402

35,221

34,463

(758)

134,865

34,463

12,026

15,716

5,049

2,275

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)

1

Nature of activities and dependence on Air Canada
Jazz Air LP (“Jazz” or the “Partnership”) is a limited liability partnership registered in the province of Québec.
Jazz operates a regional airline in Canada and the United States under the brand name Air Canada Jazz. Effective
January 1, 2006, the Partnership entered into an Amended and Restated Capacity Purchase Agreement (“CPA”) with Air
Canada whereby Air Canada purchases the aircraft capacity flown under the tradename “Air Canada Jazz” on the routes
specified by Air Canada. Air Canada receives all passenger and cargo revenue related to passenger seats and cargo
services sold on scheduled flights operated by the Partnership pursuant to the CPA and Air Canada pays for the capacity.
The Partnership is economically and commercially dependent upon Air Canada and certain of its affiliates, as, in addition
to being the primary source of revenue, these entities currently provide significant services to the Partnership. In addition,
ACE Aviation Holdings Inc. (“ACE”) and its subsidiaries provide a substantial portion of the aircraft financing for the
Partnership, provide aircraft maintenance, passenger handling and ground operations services to the Partnership.
In conjunction with the initial public offering of the Jazz Air Income Fund (the “Fund”), which was completed on
February 2, 2006, Jazz Air Limited Partnership (the “Successor Partnership”) transferred substantially all of its assets and
liabilities to the Partnership that was wholly owned by ACE, at that time, in exchange for 99,365,143 units of the
Partnership and an acquisition promissory note of $424,433 (the “acquisition promissory note”). For accounting purposes,
the Partnership is considered to be a continuation of the Successor Partnership. In conjunction with the initial public
offering of the Fund, the Fund subscribed for 23.5 million of the units of the Partnership for cash consideration of
$235,000. Offering costs of approximately $12,925 have been applied against the Partners’ capital account. Concurrent
with the closing of these transactions:
•
•
•

Jazz received proceeds of $115,000 (before fees of $2,100) representing the drawing under a new term credit facility.
The facilities bear interest at floating rates and have a three-year term;
Jazz repaid its term loans and credit facilities outstanding at December 31, 2005; and
The $200,000 note payable to 1141679 Alberta Ltd. was transferred to ACE and was then cancelled in consideration
for an increase in ACE’s capital account.

The acquisition promissory note was repaid from proceeds received for the Partnership units, from the new term credit
facility and out of working capital, including the settlement of the amount from Air Canada.
The general partner of Jazz is Jazz Air Holding GP Inc. (the “General Partner”), which holds an economic interest of
0.0000005%, or one unit.
These financial statements are those of a partnership and do not include all the assets, liabilities, revenues and expenses of
its partners. The Partnership is not subject to income taxes as its income is allocated for tax purposes to its partners.
Accordingly, no recognition has been given to income taxes in these financial statements. The tax attributes of the
Partnership’s net assets flow directly to the partners.
Jazz has historically experienced considerably greater demand for its services in the second and third quarters of the
calendar year and significantly lower demand in the first and fourth quarters of the calendar year. This demand pattern is
principally a result of the high number of leisure travelers and their preference for travel during the spring and summer
months, thereby increasing the flying hour requirements of Air Canada. Jazz has substantial fixed costs that do not
meaningfully fluctuate with passenger demand in the short-term. Jazz revenues under the CPA do not fluctuate
significantly with passenger load factors.

(1)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)

2

Significant accounting policies
a)

Basis of presentation
These consolidated financial statements of the Partnership are expressed in Canadian dollars and are prepared in
accordance with Canadian generally accepted accounting policies (“GAAP”). The preparation of financial
statements in conformity with GAAP requires management to make estimates and assumptions regarding significant
items such as amounts related to depreciation and amortization and lease return conditions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

b) Principles of consolidation
The consolidated financial statements of the Partnership include the accounts of its subsidiary, Airwest Airlines Ltd.
The subsidiary is inactive.
c)

Cash and cash equivalents
Cash and cash equivalents consist of current operating bank accounts, term deposits and fixed income securities with
an original term to maturity of 90 days or less.

d) Operating revenue
Under the CPA, the Partnership is paid to provide services to Air Canada as explained in notes 1 and 13. The fee is
recognized in revenue as the capacity is provided. Incentive payments and margin adjustments as described in note
13 are recognized as increases in and reductions of passenger revenue respectively, based on management estimates
during the year.
Other revenues include charter flights, maintenance, repairs and overhaul (MRO) operations and other sources of
revenue such as ground handling services and flight simulator revenue, which are all recognized when the service is
provided.
The CPA with Air Canada provides for a monthly payment for an amount per aircraft designed to reimburse the
Partnership for certain aircraft ownership costs. In accordance with Emerging Issues Committee No. 150,
Determining Whether an Arrangement Contains a Lease, the Partnership has concluded that a component of its
revenue under the CPA is rental income inasmuch as the CPA identifies the “right of use” of a specific type and
number of aircraft over a stated period of time otherwise known as the Covered Aircraft. The amount deemed to be
rental income is $152,206 for the year ended December 31, 2006. This amount was recorded in passenger revenue of
the Partnership’s consolidated statements of income.
e)

Employee future benefits
The significant policies of the Partnership related to employee future benefits are as follows:

·

The cost of pensions and other retirement benefits earned by employees is actuarially determined using the
projected benefit method prorated on service, market interest rates, and management’s best estimate of expected
plan investment performance, salary escalation, retirement ages of employees and expected health care costs.

(2)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Significant accounting policies (continued)
e)

f)

Employee future benefits (continued)

·

Fair values are used to value Plan assets for the purpose of calculating the expected return on Plan assets.

·

Past service costs arising from amendments are amortized on a straight-line basis over the average remaining
service period of employees active at the date of amendment. This period does not exceed the average
remaining service period of such employees up to the full eligibility date.

·

Cumulative unrecognized net actuarial gains and losses in excess of 10% of the greater of the projected benefit
obligation or market value of Plan assets at the beginning of the year are amortized over the remaining service
period of active employees.

·

In 2005, the measurement date in the Partnership was changed to November 30th on a prospective basis.

Unit-based compensation plans
In February 2006, Jazz established a unit ownership plan which allows eligible employees to invest up to 6% of their
salary for the purchase of units in Jazz Air Income Fund (“Fund Units”) on the secondary market. Jazz matched the
employees’ contributions on a dollar-for-dollar basis until July 31, 2006. Since that date, Jazz matches 33% of the
investments made by the employees under this plan and purchases the Fund Units on the secondary market on behalf
of the participants. Fund Units purchased in 2006 under this plan will vest on April 1, 2007. Jazz’s cost of Fund
Units under this plan is deferred and charged to earnings as compensation expense over the vesting period.
In addition, certain officers of Jazz participate in ACE’s stock-based compensation plan. Compensation costs
charged by ACE to Jazz related to the ACE options granted will be expensed over the vesting period.
Concurrent with the initial public offering, Jazz made certain commitments in connection with the granting of Fund
Units to key executives as a one-time special award to recognize their efforts in the completion of the offering and to
provide them with incentive compensation under an Initial Long-Term Incentive Plan. 603,903 Fund Units were
granted with 50% of such Fund Units being subject to vesting conditions based on performance and the remaining
50% vesting on December 31, 2008. Performance based Units should vest at the end of a three-year period ending
December 31, 2008 if distributable income targets established by the board of directors, on behalf of the General
Partner, for each of the periods ending December 31, 2006 through 2008 or on a cumulative basis are met. The total
estimated future commitment to key executives under this plan is $6,000.

g) Property and equipment
Property and equipment are depreciated to estimated residual values based on the straight-line method over their
estimated service lives. Aircraft and flight equipment are depreciated over 20 to 30 years, with 20% estimated
residual values.
Buildings are depreciated over their useful lives not exceeding 40 years on a straight-line basis. An exception to this
is where the useful life of the building is greater than the term of the land lease. In these circumstances, the building
is depreciated over the life of the lease.

(3)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Significant accounting policies (continued)
g)

Property and equipment (continued)
Depreciation on other property and equipment is provided on a straight-line basis from the date assets are placed in
service, to their estimated residual values, over the following estimated useful lives.
Leaseholds
Ground and other equipment

Over the term of the related lease
5 years

Property and equipment is reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Recoverability of assets to be used is measured by comparing
the net book value of the asset to the undiscounted future cash flows expected to be generated by the asset. An
impairment is recognized to the extent that the carrying amount exceeds the fair value of the asset.
h) Impairment of long-lived assets
Indefinite lived assets are subject to annual impairment tests under GAAP. Any impairment would be recognized as
an expense in the period of impairment.
i)

Foreign currency translation
Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at rates of
exchange in effect at the date of the balance sheet. Non-monetary assets, liabilities and other items recorded in
income are translated at rates of exchange in effect at the date of the transaction. Foreign exchange losses of $304 for
the year ended December 31, 2006 (2005 - $138) were included in other non-operating expense/income.

j)

Spare parts materials and supplies
Spare parts, materials and supplies are valued at the lower of average cost and net realizable value.

k) Aircraft lease payments
Total aircraft rentals under operating leases and the related lease inducement received and fees paid over the lease
term are amortized to operating expense on a straight-line basis. Prepaid aircraft rentals and related fees is the
difference between the straight-line aircraft rent and the payments stipulated under the lease agreements and legal and
related transaction fees associated with the leases. Current and non-current unamortized lease inducements are
included in accounts payable and accrued liabilities and other long-term liabilities, respectively.
l)

Maintenance and repairs
Maintenance and repair costs are charged to operating expenses as incurred. Significant modification costs
considered to be betterments are capitalized and amortized over the remaining service lives of the applicable assets.
Jazz uses the direct expense method of accounting for its airframe overhauls where the expense is recorded when the
overhaul event occurs. Jazz has most of its aircraft engines under long-term engine service agreements that cover the
scheduled and unscheduled repairs for the covered engines. Under the terms of the agreement, the Partnership pays a
set dollar amount per engine hour flown on a monthly basis and the third party vendor will assume the responsibility
to repair the engines at no additional cost to the Partnership, subject to certain specified exclusions. Maintenance
costs under these contracts are recognized when a contractual obligation exists. For those engines not covered under
a long-term engine services agreement, the overhaul events are expensed in the time period when the event occurs.
The costs of maintenance for airframe and avionics components, landing gear and normal recurring maintenance are
expensed as incurred.

(4)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Significant accounting policies (continued)
m) Income taxes
The Partnership is not subject to income taxes. Additionally, the subsidiary of the Partnership, Airwest Airlines Ltd.,
is inactive. Accordingly, no recognition is given to income taxes in these financial statements because the income or
loss of the Partnership is included in the tax returns of its partners. The tax attributes of the Partnership’s net assets
flow directly to each partner, accordingly, these financial statements do not reflect any future income taxes related to
any temporary differences between the carrying values and tax basis of assets and liabilities of the Partnership.
n) Intangible assets
Intangible assets are carried at their established estimated fair values as at September 30, 2004. Indefinite life assets
are not amortized, while assets with finite lives are amortized over their estimated useful lives of four years.
o) Hedging relationships
Effective February 2, 2006, the Partnership adopted the Canadian Institute of Chartered Accountants (“CICA”)
Accounting Guideline 13, “Hedging Relationships” which requires that conditions with respect to the identification,
documentation, designation and effectiveness of each hedging relationship be satisfied in order to apply hedge
accounting. The adoption of this Guideline did not materially impact these financial statements. Jazz formally
documents all relationships between hedging instruments and hedged items, as well as its risk management objective
and strategy for undertaking various hedge transactions.
p) Per unit earnings amount
The weighted average number of units used in the earnings per unit calculation, has been established by restating the
Partnership’s outstanding units to 99,365,144 for the periods up to February 2, 2006 after which the calculation is
based on the weighted average number of units outstanding during the remainder of the year.
q) Financial instruments, comprehensive income and hedges
The Accounting Standards Board has issued three new standards dealing with financial instruments: (i) Financial
Instruments – Recognition and Measurement, Disclosure and Presentation, (ii) Hedges and (iii) Comprehensive
Income. The key principles under these standards are that all financial instruments, including derivatives, are to be
included on a company’s balance sheet and measured, initially at their fair values. Subsequent measurement depends
on the classification of the instrument and is either at fair value or, in limited circumstances when fair value may not
be considered most relevant, at cost or amortized cost. Financial instruments intended to be held-to-maturity should
be measured at amortized cost. Existing requirements for hedge accounting are extended to specify how hedge
accounting should be performed. Also, a new location for recognizing unrealized gains and losses of certain
financial instruments on the balance sheet entitled other comprehensive income has been introduced. The new
standards are effective for the Partnership beginning January 1, 2007. The standards do not permit restatement of
prior years’ financial statements, however, the standards have detailed transition provisions. The Partnership is in the
process of evaluating all of the consequences of the new standards; which may have a material impact on the
Partnership’s financial statements.
In the opinion of management, the financial statements include all adjustments considered necessary by management
to present a fair statement of the results of operations, financial position and cash flows.

(5)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Property and equipment
As at December 31, 2006
Accumulated
amortization
Cost
$
$
Flight equipment
Facilities, leaseholds and equipment

180,275
55,606

24,413
12,089

155,862
43,517

235,881

36,502

199,379

As at December 31, 2005
Accumulated
amortization
Cost
$
$
Flight equipment
Facilities, leaseholds and equipment

Net
$

Net
$

173,726
39,015

12,632
6,202

161,094
32,813

212,741

18,834

193,907

The net book value of the property and equipment pledged as collateral related to the credit facility at December 31, 2006
was $199,379. As at December 31, 2005, the net book value of flight equipment pledged as security for long-term debt
was approximately $33,160.

4

Intangible assets
As at December 31, 2006
Accumulated
Cost
amortization
$
$
Indefinite life assets
Air Canada Jazz Tradename
Operating license
Finite life assets
Employee contracts

Net
$

1,700
4,600

–
–

1,700
4,600

6,028

3,657

2,371

12,328

3,657

8,671

(6)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Intangible assets (continued)
As at December 31, 2005
Accumulated
amortization
Cost
$
$
Indefinite life assets
Air Canada Jazz Tradename
Operating license
Finite life assets
Employee contracts

Net
$

1,700
4,600

–
–

1,700
4,600

6,028

2,069

3,959

12,328

2,069

10,259

During the year ended December 31, 2006, the Partnership recorded amortization of $1,588 (December 31, 2005 - $1,756).

5

Other assets
As at December 31,
2006
2005
$
$
Promissory note receivable, non-interest bearing, repayable in equal annual
instalments over 10 years
Deferred financing costs
Prepaid aircraft rent and related fees, net of accumulated amortization

838
–
30,087

1,048
4,502
30,364

30,925

35,914

(7)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Long-term debt
As at December 31,
2006
2005
$
$
Senior, secured credit facilities bearing interest at floating rates with a
maximum amount of $150,000, due on February 2, 2009.
Substantially all the present and future assets of the Partnership have
been pledged as security for the facilities

115,000

–

Note payable to a subsidiary of the parent company on demand after
January 1, 2007, bearing interest at a rate per annum equal to the
CIBC commercial prime Canadian dollar loans plus 3.0%. Prior to the
repayment of certain debt by Air Canada, the note carried interest at a
rate equal to the Banker’s Acceptance (BA) rate plus an applicable
rate margin. Interest is payable monthly in arrears

–

200,000

Term loans and credit facilities, repayable in monthly or quarterly
instalments, are secured by flight equipment and bear interest at
floating rates or at fixed rates ranging from 3.0% to 12.02%

–

13,540

115,000

213,540

–

3,153

115,000

210,387

Less: Current portion of long-term debt

In connection with the initial public offering of the Fund, Jazz arranged for senior secured syndicated credit facilities in the
amount of $150,000. These debt facilities contain various covenants. Jazz was in compliance with all debt covenants at
December 31, 2006.
Jazz entered into an interest rate swap agreement with third parties for $115,000 which has effectively resulted in a fixed
interest rate of 7.09% for the original term of the credit facility until February 2, 2009. Subsequent to year end, the original
term of the Jazz credit facility was approved by the syndicate for extension from February 2, 2009 to February 1, 2010.
Jazz is charged an annual commitment fee of 0.5% on the unutilized balance of the credit facilities.
During the year, Jazz repaid its term loans and credit facilities of $213,540 that were outstanding as at December 31, 2005.

(8)

Jazz Air LP
Notes to the Consolidated Financial Statements
For the years ended December 31, 2006 and 2005
(expressed in thousands of Canadian dollars, except units and earnings per unit)
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Other long-term liabilities
As at December 31,
2006
2005
$
$
Accrued pension benefit liability (note 16)
Accrued termination benefits, non-current portion (note 11)
Deferred operating lease inducements, non-current portion
Other

8

8,875
1,687
59,111
2,020

6,984
5,311
53,377
370

71,693

66,042

Future income taxes
The net deductible temporary difference represented by the difference between the tax bases and carrying values of the
Partnership’s assets and liabilities as at December 31, 2006 approximated $110,000 (December 31, 2005 - $71,610).

(9)
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Partnership Units
Partnership Units
The Partnership may issue an unlimited number of units.
Each unit is issued at a subscription price determined by the General Partner.
Each unit issued and outstanding shall be of equal rank with any other unit in respect of any manner, no unit having any
preference or any priority of privilege or right whatsoever on any other unit.
A unit may not be divided or split into fractions and the Partnership shall not accept any subscription for, record an
assignment of, or otherwise recognize any interest in less than a whole unit, except as necessary to implement a
subdivision of units.
No partner shall have pre-emptive rights with respect to the issuance of units.
Distribution of units to the public is prohibited.
Allocation of income
Any amount that is allocated to or to be distributed amongst the partners shall be apportioned amongst the holders on the
basis of their respective pro-rata share.
Distributions
No partner shall have any right to withdraw any amount or receive any distribution from the Partnership unless authorized
by applicable law or agreed to by the General Partner. The General Partner shall determine the amount and timing of any
distributions.

(10)
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Partnership Units (continued)
Units issued and fully paid
December 31,
2006
2005
General Partner
Jazz Air General Partner Inc.
Units outstanding – Beginning of year
Cancelled on reorganization referred to in note 1

1
(1)

1
–

Units outstanding – End of year

–

1

Jazz Air Holding GP Inc.
Units outstanding – Beginning of year
Issued during the year (note 1)

–
1

–
–

Units outstanding – End of year

1

–

Limited Partners
Jazz Air Holdco Partnership
Units outstanding – Beginning of year
Cancelled on reorganization referred to in note 1
Units outstanding – End of year

15,000,002
(15,000,002)

15,000,002
–

–

15,000,002

Jazz Air Trust
Units outstanding – Beginning of year
Issued during the year
Acquired from ACE Aviation Holdings Inc.

–
23,500,000
1,500,000

–
–
–

Units outstanding – End of year

25,000,000

–

ACE Aviation Holdings Inc.
Units outstanding – Beginning of year
Issued during the year
Sold to Jazz Air Trust

–
99,365,143
(1,500,000)

–
–
–

Units outstanding – End of year

97,865,143

–

(11)
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9

Partnership Units (continued)
On February 2, 2006, the Fund, through the Trust, subscribed for 23.5 million of the units of the Partnership for cash
consideration of $235,000 less offering costs of approximately $12,925.
On February 27, 2006, as a result of the exercise by the underwriters of the over-allotment option related to the offering,
the Fund purchased, through the Trust, an additional 1,500,000 LP Units from ACE for cash consideration of $15,000 less
offering costs of $825.
As at December 31, 2006, with the exercise of the over-allotment option, the Fund owned 25,000,000 LP Units, or 20.3%
of Jazz at a net cost of $246,000.
Certain of the LP Units held by ACE (the “Subordinated LP Units”) representing 20% of the total LP Units issued and
outstanding at the closing were subordinated until December 31, 2006. Distributions on the Subordinated LP Units are
subordinated in favour of the non-Subordinated LP Units.
The weighted average number of units used in the earnings per unit calculation, has been established by restating the
Partnership’s outstanding LP Units to 99,365,144 for the periods presented up to February 2, 2006.

10 Financial instruments and risk management
Senior management is responsible for setting acceptable levels of risk and reviewing risk management activities as
necessary.
Interest rate risk
As indicated in the note entitled “Long-term debt” Jazz uses interest rate swaps to hedge its exposure to changes in interest
rates. These agreements qualify for hedge accounting. Jazz has no intention of settling these contracts. If Jazz settled
these contracts at December 31, 2006, it would make a payment of $351. Jazz accounts for these contracts as fully
effective hedges and no amount is included in these financial statements.
Concentration of credit risk
The Partnership does not believe it is subject to any significant concentration of credit risk with the exception of balances
with Air Canada.
Fuel price risk management
The Partnership has no fuel hedging agreements outstanding as at December 31, 2006 or December 31, 2005.
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10 Financial instruments and risk management (continued)
Fair value of financial instruments
The carrying amounts reported in the balance sheet for accounts receivable, bank indebtedness, parent company
indebtedness and accounts payable and accrued liabilities approximate fair values due to the immediate or short-term
maturities of these financial instruments. The fair value of the credit facilities and the long-term debt approximates its
carrying value as they carry interest at floating rates. Financial assets included in the balance sheet are as follows:
As at December 31,
2006
2005
$
$
Long-term receivables

752

845

The estimated fair values of these financial instruments were determined to be the present value of contractual future
payments of principal and interest, calculated by discounting such future payments at the current market rates of interest
available to the Partnership for debt instruments of a similar nature.

11 Reorganization and restructuring
Non-Unionized Labour Reductions
A workforce reduction plan pertaining to non-unionized employees has been established and implementation of such plan
began in May 2003 and continued until the end of 2005.
The Partnership has recorded costs of $nil for the year ended December 31, 2006 (December 31, 2005 - $4,901) under the
voluntary workforce reduction plan. This program ended December 31, 2005. These costs have been included in salaries
and wages.
The following table summaries the changes to the labour related provision:
Year ended December 31,
2006
2005
$
$
Opening balance

9,172

8,179

Charges recorded

–

4,901

Costs paid

Current portion

(4,189)

(3,908)

4,983

9,172

3,296

3,861

1,687

5,311

The current portion of the liability is included in accounts payable and accrued liabilities. The long-term portion is
included in other long-term liabilities.
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12 Statement of cash flows – supplementary information
Net changes in non-cash working capital balances related to operations
For the year ended December 31,
2006
2005
$
$
Increase in accounts receivable – trade and other
Increase in spare parts, materials and supplies
Increase in prepaid expenses
Increase in accounts payable and accrued liabilities
Increase in other long-term liabilities

(13,657)
(3,490)
(2,587)
28,632
3,766

(5,561)
(12,744)
(1,848)
60,486
53,685

12,664

94,018

13 Related party transactions
The following table summarizes the Partnership’s related party transactions for the period. Each of the referenced entities
and the Partnership are controlled by ACE.
For the year ended December 31,
2006
2005
$
$
Operating revenue
Air Canada
Operating expenses
Air Canada
Air Canada Capital Ltd.
ACGHS Limited Partnership
ACTS LP (formerly ACTS Limited Partnership)
Non-operating expenses (revenues)
Air Canada
1141679 Alberta Ltd.

1,374,574

1,013,053

52,382
97,005
54,115
31,035

14,242
77,012
48,067
13,422

(273)
1,414

(2,147)
14,673
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13 Related party transactions (continued)
The following balances with related parties are included in the financial statements:
As at December 31,
2006
2005
$
$
Accounts receivable
Air Canada
ACGHS Limited Partnership
ACTS LP (formerly ACTS Limited Partnership)
Amount receivable from Air Canada
Accounts payable and accrued liabilities
Air Canada
Air Canada Capital Ltd.
ACGHS Limited Partnership
ACTS LP (formerly ACTS Limited Partnership)
ACE Aviation Holdings Inc.
Long-term debt
1141679 Alberta Ltd.

59,090
559
1,180

46,270
–
–

–

137,150

48,329
8,669
21,493
14,408
11,132

60,811
8,711
14,763
277
–

–

200,000

Capacity Purchase Agreement
The Partnership is party to the CPA (prior to the amended and restated CPA effective on January 1, 1006, the “Initial
CPA”) with Air Canada, a company under common control with the Partnership whereby Air Canada will purchase the
capacity of certain specified aircraft crewed and operated by the Partnership under the mark of “Air Canada Jazz” on
routes specified by Air Canada. The CPA has a term of ten years and is renewable for two additional periods of five years.
Under this agreement, the Partnership is required to provide Air Canada the capacity of the specified aircraft, all crews and
applicable personnel, aircraft maintenance and airport operations for such flights and Air Canada determines routes and
controls scheduling, sets ticket prices, determines seat inventories, and performs marketing and advertising for these
flights. Air Canada retains all revenue derived from the sale of seats to passengers and cargo services and pays the
Partnership for the capacity provided.
The rates established under the Initial CPA on October 1, 2004 were revised effective January 1, 2005 and again on
January 1, 2006.
The Partnership is paid, on a monthly basis, fees for the capacity provided. The fee consists of a number of variable
components based on certain different metrics, including block hours flown and cycles (number of take-offs and landings),
number of passengers and number of aircraft covered by the CPA. The rates for these metrics are fixed for annual periods.
The rates for these metrics vary by aircraft type. Rates may be revised if certain significant events result in a change in
utilization of the aircraft by more than 10%. In addition, Air Canada is required to reimburse the Partnership for certain
pass-through costs, including fuel, de-icing, navigation, landing and terminal fees, station provisioning costs, station
termination costs, passenger liability insurance and certain employee relocation costs. As these costs are costs required to
operate the aircraft provided under the CPA, the reimbursement of these costs are included in revenue. For the year ended
December 31, 2006, pass-through costs amounted to $498,123 (for the year ended December 31, 2005 - $320,671).
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13 Related party transactions (continued)
The above fees are paid on the first day of each month based on estimates for the month and adjusted at the end of each
month for actual amounts to be paid no later than the 30th day of the following month.
The Partnership is also paid certain performance incentive payments on a quarterly basis related to on-time performance,
controllable flight completion, baggage handling performance and other customer satisfaction criteria. The CPA is
designed to earn Jazz 14.09% operating margin, excluding incentive payments and pass-through costs, on the CPA
services provided to Air Canada.
Prepayment
On August 31, 2005, Air Canada made a prepayment for future services under the Initial CPA in the amount of $400,100
in exchange for a note receivable. The note receivable was non-interest bearing. The note was repaid as the revenue was
recognized under the Initial CPA and was repaid in full as at December 31, 2005.
Margin adjustment
With respect to each calendar year subsequent to January 1, 2006, during the remaining term of the CPA, if the annual
operating margin for flights provided under the CPA is greater than 14.09%, Jazz will pay Air Canada an amount equal to
50% of the operating margin exceeding 14.09%. Operating margin represents the total operating revenue from scheduled
flights under the CPA less expenses incurred related to such flights; however, it excludes any amounts related to passthrough costs or performance incentive payments. This margin adjustment for the year ended December 31, 2006 of
$5,118 is accounted for as a reduction of revenue.
With respect to the year ended December 31, 2005, if the annual operating margin for flights provided under the Initial
CPA was greater than 9%, inclusive of pass-through costs Jazz was required to pay Air Canada an amount equal to 50% of
the operating margin exceeding 9%. This margin adjustment of $22,535 is accounted for as a reduction of revenue.
Cash management
From January 1, 2005 to February 1, 2006 the Partnership’s cash was managed through Air Canada’s centralized cash
management system. At the end of each day, excess cash was cleared from the Partnership’s bank accounts into Air
Canada’s bank accounts. In addition, any cash deficiencies in the Partnership's bank accounts at the end of each day were
settled by transfers of cash from Air Canada's bank accounts. The resulting intercompany balance related to these cash
management activities is referred to in the financial statements as Amount receivable from Air Canada. Surplus balances
in the inter-company account earned interest on a daily basis, based on Air Canada’s average yield on its short-term
investment portfolio for the month, less .25%. The Partnership was charged interest on deficit balances in the intercompany account on a daily basis, based on the average Canadian prime rate for the month plus a spread based on the
amount Air Canada pays on its floating debt, calculated and debited monthly. The Partnership received its monthly
payment from Air Canada under the Initial CPA or the applicable agreement at the beginning of each month and paid
amounts due to Air Canada and its affiliates for services received based on terms agreed to between the parties. The
Partnership received payments from and made payments to Air Canada and its affiliates for services provided and
received. These cash receipts and payments for services to and from Air Canada and the interest received from or paid to
Air Canada are included in cash flows from operating activities. The transfers of excess cash to and from Air Canada are
reflected as investing or financing activities based on whether the opening balance for the period is an amount receivable
or amount payable, respectively. As a result of this cash management system, the Partnership had certain bank overdrafts
at period ends which have been reflected in these financial statements as a component of cash and cash equivalents as the
amounts.
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13 Related party transactions (continued)
Master Services Agreement
Under the Master Services Agreement dated September 24, 2004 between the Partnership and Air Canada, Air Canada
provides certain services to the Partnership for a fee. These services include Corporate Finance Services, Corporate Real
Estate Services, Environmental Affairs Services and Legal Services.
The Master Services Agreement will continue in effect until the termination or expiration of the CPA.
Other
During the year ended December 31, 2006, the Partnership received $7,834 (December 31, 2005 - $56,506) in lease
inducements from Air Canada Capital Ltd., and made lease pre-payments of $nil (December 31, 2005 - $24,326) to Air
Canada Capital Ltd.
Air Canada provides settlement with suppliers on certain expense transactions, primarily fuel purchases, on behalf of the
Partnership and subsequently collects the balances from the Partnership. As these transactions and balances merely
represent a method of settlement for transactions in the normal course of business, they have not been separately disclosed.
ACGHS Limited Partnership provides ground handling services and ACTS LP (formerly ACTS Limited Partnership)
provides aircraft maintenance and overhaul services to the Partnership.
Substantially all of the trade receivable from Air Canada relates to outstanding balances under the CPA.
The balances in accounts payable and accrued liabilities are payable on demand and have arisen from the services provided
by the named related party.

14 Commitments
a)

The Partnership is committed to the following future minimum lease payments under operating leases for flight
equipment and base facilities that have initial or remaining non-cancellable terms in excess of one year .
As at December 31, 2006
Third parties
Related parties
$
$
Year ending December 31, 2007
2008
2009
2010
2011
Thereafter

16,023
12,646
11,514
7,438
1,574
3,218

132,731
128,670
130,833
108,927
92,739
886,455

A significant portion of the lease payments is payable in U.S. dollars.
Certain of the aircraft lease agreements have been entered into with third parties by Air Canada or Air Canada
Capital Ltd., and subleased to the Partnership. These leases have been disclosed as related party leases above.
b)

Letters of credit totalling approximately $1,885 (December 31, 2005 - $1,966) have been issued as security for
ground handling and airport fee contracts, lease payments on rental space and certain employee benefits .
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15 Post -employment expenses
The Partnership has recorded pension and other employee future benefit expense as follows:
For the year ended December 31,
2006
2005
$
$
Pension benefit expense

15,987

11,139

16 Pension
The Partnership maintains several defined benefit and defined contribution pension plans, providing pension benefits to
most of its employees.
The total expense for the Partnership’s defined contribution plans including two pension plans sponsored by an employee
group and a union respectively, for which the Partnership is obligated to make defined contributions only, for the year
ended December 31, 2006 is $5,970, and for the year ended December 31, 2005 is $5,534.
Total cash payments made in 2006 for pension benefits were $14,026, which includes cash payments for the Defined
Benefit plan of $8,529 (period ended December 31, 2005 - $12,065; $6,002 for the Defined Benefit plan).
The most recent actuarial valuations of the defined benefit plan for funding purposes were as of January 1, 2006 and the
next funding valuation will be as of January 1, 2007.
Information about the Partnership’s defined benefit plans, in aggregate, is as follows:
For the year ended December 31,
2006
2005
$
$
Change in benefit obligation
Benefit obligation, beginning of year
Current service cost
Interest cost
Plan participants’ contributions
Benefits paid
Actuarial loss

72,749
9,094
4,342
5,152
(923)
5,127

50,576
4,260
3,453
3,775
(578)
11,263

Benefit obligation, end of year

95,541

72,749

Change in plan assets
Fair market value of plan assets, beginning of year
Actual return on plan assets
Employer contribution
Plan participants’ contributions
Benefits paid

55,540
8,469
8,288
5,152
(923)

41,874
4,543
5,926
3,775
(578)

Fair market value of plan assets, end of year

76,526

55,540

(19,015)

(17,209)

734
9,406

447
9,778

(8,875)

(6,984)

Funded status, end of year
Employer contributions after measurement date
Unamortized net actuarial loss
Accrued benefit liability
The accrued benefit liability is included in other long-term liabilities.
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16 Pension (continued)
Plan assets consist of the following:
As at December 31,
2006
2005
$
$
Canadian equity
Canadian fixed income
International equity
Short-term and other

36%
36%
27%
1%

37%
35%
25%
3%

100%

100%

Weighted average assumptions used to determine the accrued benefit liability:
For the year ended December 31,
2006
2005
$
$
Discount rate to determine accrued benefit obligations
Discount rate to determine the benefit cost
Rate of compensation increase
Expected return on plan assets

5.00%
5.20%
4.00 – 5.00%
5.20%

5.20%
6.11%
4.00 – 5.25%
6.10%

The Partnership’s net defined benefit pension plan expense is as follows:
For the year ended December 31,
2006
2005
$
$
Components of expense
Current service cost (including provision for plan expenses)
Interest cost
Actual return on plan assets
Actuarial loss

9,094
4,342
(8,469)
5,127

4,260
3,453
(4,543)
11,262

Costs arising in the period

10,094

14,432

Differences between costs arising in the period and costs recognized in the
period in respect of:
Return on plan assets
Actuarial gain

5,363
(4,991)

1,712
(11,262)

Net periodic pension cost recognized

10,466

4,882
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17 Contingencies
Various lawsuits and claims are pending by and against the Partnership and provisions have been recorded where
appropriate. It is the opinion of management, supported by counsel, that final determination of these claims will not have
a material adverse effect on the financial position or the results of the Partnership.
Jazz has agreed to indemnify its directors and officers, to the extent permitted under corporate law, against costs and
damages incurred by the directors and officers as a result of lawsuits or any other judicial, administrative or investigative
proceeding in which the directors and officers are sued as a result of their service. Jazz’s directors and officers are covered
by directors’ and officers’ liability insurance. No amount has been recorded in these financial statements with respect to
the indemnification agreements.
Jazz enters into real estate leases or operating agreements, which grant a license to Jazz to use certain premises and/or
operate at certain airports, in substantially all cities that it serves. It is common in such commercial lease transactions for
Jazz as the lessee to agree to indemnify the lessor and other related third parties for tort liabilities that arise out of or relate
to Jazz's use or occupancy of the leased or licensed premises. Exceptionally, this indemnity extends to related liabilities
arising from the negligence of the indemnified parties, but usually excludes any liabilities caused by their gross negligence
or willful misconduct. Additionally, Jazz typically indemnifies such parties for any environmental liability that arises out
of or relates to its use or occupancy of the leased or licensed premises.
In aircraft financing or leasing agreements, Jazz typically indemnifies the financing parties, trustees acting on their behalf
and other related parties and/or lessors against liabilities that arise from the manufacture, design, ownership, financing,
use, operation and maintenance of the aircraft and for tort liability, whether or not these liabilities arise out of or relate to
the negligence of these indemnified parties, except for their gross negligence or willful misconduct. In addition, in aircraft
financing or leasing transactions, including those structured as leveraged leases, Jazz typically provides indemnities in
respect of certain tax consequences.
When Jazz, as a customer, enters into technical service agreements with service providers, primarily service providers who
operate an airline as their main business, Jazz has from time to time agreed to indemnify the service provider against
liabilities that arise from third party claims, whether or not these liabilities arise out of or relate to the negligence of the
service provider, but excluding liabilities that arise from the service provider's gross negligence or willful misconduct.
The maximum amount payable under the foregoing indemnities cannot be reasonably estimated. The Corporation expects
that it would be covered by insurance for most tort liabilities and certain related contractual indemnities described above.

18 Subsequent event
Subsequent to year end, the original three year term of the Jazz credit facility of $150,000 was approved by the lender
syndicate for extension from February 2, 2009 to February 1, 2010.
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