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RBC Flight Deck
Positive trends round out seasonally important
summer months
Demand this summer has been extremely strong. Rounding out the
seasonally important summer months, traffic trended up significantly in
August. We note that both Air Canada and WestJet pointed to strong
forward booking curves during their second-quarter conference calls, and
have continued to signal strong traffic since then. Notable was that in
August, WestJet's capacity was far outstripped by the traffic growth,
with RPM growth of 10.6% Y/Y (double our 5% estimate), on top of
capacity growth of just 5.6% (vs. our 5.5%). We expect that AC experienced
the same trajectory in demand strength, which bodes well for both
companies' Q3 results.

Fares stay above last year's levels. After Air Canada and WestJet posted
fare growth in the second quarter (excluding the impact from stage
length), both carriers continued to post positive fare growth in August
as tracked by the RBC Fare Survey. While the RBC Fare Survey tracked a
fare price increase of 3.2% y/y and 1.9% y/y for Air Canada and WestJet,
respectively, we note fares declined slightly compared to June and July's
levels. When considering stage length impacts, we adjust down 250bp for
Air Canada and 50bp for WestJet. After these adjustments, yields point to
+1.7% for Air Canada (vs our estimate for Q3/17 of -1.2%) and +1.4% for
WestJet (vs our estimate of +2.5% for Q3/17).

Bombardier publishes 20-year market forecast. The company's newest
estimates are consistent with its previous forecasts and reinforce a
rationale for the CSeries family. One notable change since Bombardier's
last forecast in 2015 is a drop in demand for aircraft in the 100-150 seat
range (from 7,000 to 6,800), which the company attributed to weaker
Chinese demand. Despite this, Bombardier notes that its areas of focus
are North America and Europe, where it predicts 5,700 aircraft in the
60-150 seat range will be delivered from 2017 to 2036. In dollar terms,
Bombardier estimates the market for aircraft in the 60-150 seat range
has grown from $650 billion between 2015 and 2034 to $820 billion
between 2017 and 2036. The market for the CSeries family (100-150 seats)
increased from $460 billion to $580 billion over the same periods.

In This Edition...
• RBC Fare Tracker (p. 2): Seeing positive fare growth, as per the RBC Fare

Survey.
• The Load Factor (p. 3): Traffic demand remains robust.
• The Bombardier New Order Heat Map (p. 4): Delta could help elevate

the CSeries new order heat.

INDEX 1-M(%) YTD(%) 1-YR (%) TREND

S&PTSX (0.4) (1.1) 2.5
S&P 500 0.3 10.1 12.9

AMEX Airline (9.1) (0.9) 24.3
AMEX Aerospace 4.8 24.5 31.9

COMMODITIES 1-M(%) YTD(%) 1-YR (%) TREND
WTI 1.8 (16.5) (4.2)

Jet Fuel 5.2 (3.1) 16.4
CAD/USD 0.6 (5.3) (1.5)

AEROSPACE
Bombardier 11.0 21.2 33.5

Boeing 13.7 52.3 78.2
EADS (3.8) 14.1 37.8

Embraer 8.5 9.1 11.6
General Dynamics (0.4) 16.0 32.2

Textron (1.4) 0.8 24.8
United Technologies (5.1) 6.9 7.6

N.A. MAINLINE
Air Canada 11.2 67.6 155.7

AMR (10.0) 4.5 39.8
Delta (9.2) 1.8 37.7

United (16.5) (8.5) 41.6
N.A. REGIONAL

Alaska (8.1) (4.1) 30.1
Allegiant (12.3) (25.4) (1.9)

Chorus Aviation 2.7 9.7 31.9
JetBlue (7.5) (3.3) 28.3

SkyWest 1.0 1.2 29.0
Southwest (11.6) 9.8 49.8

WestJet 0.9 13.0 7.4
INTL. AIRLINES

Lufthansa (5.9) 60.2 78.2
Air France/KLM (7.5) 138.9 135.5

BA/Iberia (2.2) 39.0 50.4
Cathay Pacific (9.3) (32.9) (38.0)

Air China (5.3) 43.0 12.0
China Eastern (9.5) 18.0 (7.1)

China Southern (5.2) 45.2 6.6
Singapore Airlines 4.5 9.0 (3.7)

Qantas 5.7 72.7 72.2
Source: Bloomberg
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RBC Fare Survey 
We present below the results of our RBC Fare Tracker. This proprietary algorithm provides investors a unique snapshot of Air 
Canada and WestJet’s ticket pricing strategies … and a window into yield growth trends before they are announced.  

 

Air Canada 

Fares at Air Canada weakened from 
their peaks in recent months; 
however, they remain above last 
year’s levels. Domestic and 
Transborder fares declined slightly, 
while international and vacation 
fares saw sustained levels. During 
August, the RBC Fare Survey tracked 
fare price increases of +3.2% Y/Y for 
Air Canada. When adjusting 250bp to 
account for stage length changes, our 
tracker points toward a yield increase 
of +1.7%, above our Q3/17 yield 
estimate of -1.2%. 90
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Sources: RBC Capital Markets estimates, Company websites 

 

WestJet 

The RBC Fare Survey is still pointing 
toward fares that are up y/y on a 
quarterly basis. For August, the RBC 
Fare Survey Tracker shows prices are 
up +1.9% Y/Y for WestJet. After 
adjusting down by 50bp to account 
for stage length changes, it implies a 
yield of +1.4%, which is below our 
Q3/17 yield estimate of +2.5%. While 
average fares declined below their 
quarterly average, and even below 
last year’s average, we note that 
WJA’s vacation segment dragged 
down fares due to the impact of 
recent hurricanes Harvey and Irma. 
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The Load Factor 
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Industry trends 

On average, the peer group reported 6.5% traffic 
growth in August – comfortably above the average 
capacity growth of 4.5%.  After a lull in load factor 
growth in recent months, the peer group recorded 
2.1% growth in August. The YTD monthly average 
stands at +0.9%. 
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WestJet 

WestJet reported a strong traffic growth rate for the 
month of August, on comparatively low 
capacity, resulting in record loads. Traffic was up an 
impressive 10.6% Y/Y (which was double 
the 5.0% rate we were assuming), and that came 
on capacity growth of 5.6% Y/Y (vs. our 5.5%). This led 
to a system load factor at 90.6% (up 410 points Y/Y). 
The record-breaking load factor number was achieved 
while flying an also record 2.3 million guests in August 
(up 13.8% y/y). We note that WestJet maintained 
higher load factors Y/Y while growing capacity during 
the seasonally important summer months. 
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August YTD

2017 2016 Δ 2017 2016 Δ

RPMs (B) 2.531 2.289 +10.6% 17.575 16.265 +8.1%

ASMs (B) 2.794 2.646 +5.6% 20.851 19.682 +5.9%

Load Factor 90.6% 86.5% 4.1 pts 84.3% 82.6% 1.7 pts

Metrics

Traffic:    Revenue Passenger Miles = RPMs (bill ions)

Capacity:         Available Seat Miles = ASMs (bill ions)

Utilization:                  Load Factor = RPMs / ASMs  

 
Source: RBC Capital Markets estimates, Company websites 
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We outline order campaigns in which we believe Bombardier Aerospace (BA) is participating. The bigger the heat, the bigger 
the potential impact on the BBD shares, in our view. 

 

 

 

Air Buzz 

CUSTOMER TYPE SIZE / VALUE TIMING / COMMENTS HEAT 

Qatar 
Investment 
Authority 

Commercial: 
CSeries 

100 potential 
(~$8B) 

QIA and Qatar Air plan to submit a joint application to set up a 
new Indian carrier according to Bloomberg. Indicated 100 
planes needed for the new venture and interest in the CSeries. 

 

Air Baltic Commercial: 
CSeries 

~12 potential 
(~$840MM) 

Air Baltic’s CEO, Martin Gauss, indicated his interest in 
replacing  Air Baltic’s expiring Q400 leases with a mix of 
CS100/CS300 aircraft at the June 2017 Paris Airshow. 

 

Multiple 
airlines  

Commercial: 
CSeries 

Potentially 50+ 
(~$3.4B) 

With eight airlines with Cseries’ order commitments (at 200+ 
aircraft), BBD could announce several conversions to firm 
orders.  

 

Chinese 
Airlines  

 

Commercial: 
CSeries 

+20 potential 
order size 
(+$1.4B) 

BBD flew in the CS300 to Air Show China in July, which 
generated good interest. With two conditional orders, which 
includes CDB Leasing (five CS100s and ten CS300s) and Zhejiang 
Loong Airlines (LOI signed for 20 CS100s) we continue to look 
for these orders to convert, and potentially new ones in the 
region. 

 

Latin 
American 
Airlines 

Commercial: 
CSeries 

Uncertain Bombardier is set to take the CSeries on a Latin American tour 
later this year. The plane is set to stop in every country from 
Mexico to Argentina – according to Bombardier executives. 

 

JetBlue Commercial: 
CSeries 

Uncertain Following the Delta win, JetBlue has resumed talks with 
Bombardier. The CSeries may substitute E-190s for short-haul, 
high-frequency routes out of Boston.  

AtlasJet  Commercial: 
CSeries 

LOI signed for 10 
CS300 + 5 options 

The LOI was signed November 2011. We expect this order to 
firm once in-flight data is compiled.  

CityJet Commercial: 
CSeries 

Uncertain CityJet chose to take 15 Superjets over 12-year leases. A 
CSeries order is still possible, but timing has likely been pushed 
out.  

 

OVERALL HEAT GAUGE 

We are maintaining the heat at more elevated levels. With the CSeries now on revenue 
generating flights, and as performance and dispatch reliability numbers come in, we believe 
there is a pick-up in interest in the CSeries. We believe demand could further escalate when 
Delta begins commercial flights with the CSeries next year. 
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As part of RBC Flight Deck, we highlight news with implications relevant to the Canadian aerospace industry, in particular as 
related to Bombardier and CAE.  

Bombardier 
Narrow-bodies 
 “Dumping” dispute with Boeing becomes increasingly politicized. Six Republican 

senators and members of the House of Representatives highlighted that Bombardier has 
generated $14 billion in economic spin-offs to US suppliers over the past five years in a 
letter hoping to sway the matter to US Secretary of Commerce Wilbur Ross. On the 
other side of the Atlantic, Elizabeth May requested Trump intervene in Bombardier’s 
defense. May’s interests lie in protecting jobs at Bombardier’s plan in Belfast. Ottawa as 
well is ramping up its defense of Bombardier. Federal officials travelled to Australia to 
assess the suitability of second hand jets intended to replace the fleet of 18 Super 
Hornets that Ottawa had previously agreed to buy from Boeing. (Sources: BNN August 
28; Bloomberg, September 11; Globe and Mail, September 5). 

 Two US airlines come to Bombardier’s defense. With the US Commerce Department 
scheduled to release preliminary findings about Boeing’s “dumping” allegations levied 
on Bombardier, two more US airlines have come out in Bombardier’s defense. Sun 
Country and Spirit Airlines wrote letters to the US International Trade Commission and 
Commerce Department arguing that duties on Bombardier will be detrimental to the US 
airline industry. Spirit noted that Airbus and Boeing do not manufacture planes in the 
100-140 seat class. (Source: Air Insight, September 7). 

 Bombardier released its 20-year market forecast. The company projects 12,550 aircraft 
worth $820 billion will be sold in the 60-150 seat range, with 100-150 seat aircraft 
capturing 70% of the market. The forecast is in-line with estimates done in previous 
years by the company, and attests to its strategy behind the CSeries. (Source: 
Bombardier, September 12). 

 
Regional Jets 
 NAFTA will not influence shift of Q400 component work. Bombardier reiterated the 

decision to shift component work of the Q400 from Toronto to a lower cost center like 
Mexico will be unaffected by NAFTA negotiations. Given the tone coming out of 
Washington, some Canadian companies are worried that a renegotiated trade deal will 
increase the cost of having manufacturing capacity in Mexico. (Source: Montreal 
Gazette, September 12). 

 
Business Jets 
 Bombardier breaks new ground in Latin America. On August 14, the company delivered 

its first Learjet 75 in Brazil. In Argentina, Bombardier delivered its first Challenger 350 
aircraft in August as well. The Latin American market is the third largest for business 
aviation deliveries. While these deliveries are a first in their respective countries for 
Bombardier, they add to a fleet of over 500 Learjets and 175 Challengers and Globals in 
Latin America. (Sources: AIN Online, August 14; Bombardier, August 15). 

 Global 7000 aircraft program still on track. On August 15, the engine of a Global 7000 
plane experienced an in-flight flameout while flying at 41,000 ft. The plane then 
returned to base and landed safely. Bombardier has concluded the event was an isolated 
incident, and reaffirmed the certification timeline for the Global 7000 remains intact 
(Source: Flight Global, August 22). 
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CAE 
Civil 

 017 Civil Full Flight Simulator census data counts 41 additional FFS over last year, now 
at 1,623 worldwide; CAE leads with 47% market share: According to the 2017 census, 
CAE maintains its leadership with no less than 755 FFS currently in service, representing 
nearly 47% of the world total of 1,623, and 31 more than last year. FlightSafety 
International (FSI) follows with 345 FFS, and L3 CTS with 259 FFS in service. Of the 
1600+ full flight simulators, 550 are for Boeing, followed by 410 for Airbus and 134 for 
Bombardier. Textron Group aircraft have nearly 170 FFS in service, with potential for 
TRU S+T to increase its market share in FFS sales. (CAT Magazine, Aug 29, 2017)  

 CAE incorporates Big Data to improve pilot training process: CAE announced that they 
have entered into a partnership with Tech3Lab to conduct research around pilot 
simulator training. The purpose of the research is to use biometrics, neuroscience and 
big data to analyze the pilot user experience during simulator training. (CAE, Sep 12, 
2017) 
 

Military 

 Canada USAF begins initiatives to address the growing pilot shortage: The USAF 
(United States Air Force) is currently undergoing three key initiatives to address the pilot 
shortage issue. Starting in October, aviation incentive pay for officers and enlisted pilots 
will be increased, marking USAF’s first flight pay increase since 1999. In addition, 
beginning in August, the incentive program will now be expanded to include both non-
contracted and contract-expired pilots to increase the retention of trained aviators. 
USAF also intends to return retired pilots back to service to fill staff positions. USAF 
notes that the military branch was ~1,500 pilots short of need at the end of 2016, and 
the deficit is anticipated to increase. (MS&T Magazine, Aug 28, 2017)   
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The Landing Strip 

SAE 2017 Aerotech Congress & Exhibition  

When:     September 26 to 28 

Where:     Ft. Worth, Texas  

What: The Aerotech Exhibition is dedicated to enhancing the knowledge of aerospace 
professionals in all specialty fields. Experts in fields such as manufacturing, avionics, and 
electrical will discuss technological advancements and product innovations. 

The Buzz: With close to 2,000 aerospace and engineering professionals and the support of Lockheed 
Martin, the Aerotech Congress & Exhibition will be an opportunity to connect and focus on 
moving the industry forward.  
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Appendix 1: Airline Comparables  

 
 

Sources: Company reports, FactSet, and RBC Capital Markets estimates for Air Canada, Chorus Aviation, and WestJet. Priced at the close on September 13, 2017 

 

 

 

 

 

 

 13-Sep-17 EV/EBITDAR EV/Sales EBITDAR Margin 2018E

Symbol Price 2015 2016 2017E 2018E 2015 2016 2017E 2018E 2015 2016 2017E 2018E FCF yield

Discount Airlines

WestJet WJA-CA C$ $25.85 5.2x 5.5x 5.3x 4.9x 1.3x 1.3x 1.2x 1.1x 25% 24% 22% 23% 2.1% 1.7x 5,282

Southwest LUV-US US$ $54.66 6.6x 6.3x 6.5x 5.8x 1.8x 1.7x 1.7x 1.6x 27% 27% 25% 27% 7.6% 0.4x 35,188

JetBlue JBLU-US US$ $19.35 4.8x 4.4x 4.8x 4.6x 1.3x 1.3x 1.2x 1.1x 28% 30% 25% 24% 8.1% 1.2x 8,638##### ##### ###### ###### ###### ######

Discount Average 5.5x 5.4x 5.6x 5.1x 1.5x 1.4x 1.4x 1.3x 27% 27% 24% 25% 5.9% 0.8x

Mainline Airlines

Air Canada AC-CA C$ $23.59 5.2x 4.8x 4.6x 4.0x 1.0x 0.9x 0.8x 0.8x 18% 19% 18% 20% 10.1% 2.0x 13,297

Delta  Ai r Lines DAL-US US$ $48.98 5.0x 5.0x 5.0x 4.7x 1.1x 1.1x 1.1x 1.0x 21% 22% 21% 22% 13.4% 0.8x 43,064

United Continental UAL-US US$ $61.66 4.0x 4.3x 4.9x 4.5x 0.9x 0.9x 0.9x 0.8x 21% 21% 18% 18% 14.1% 1.9x 32,348

American Airl ines AAL-US US$ $47.00 4.9x 4.8x 5.4x 5.2x 1.1x 1.1x 1.1x 1.0x 22% 23% 20% 20% 15.8% 2.5x 44,508###### ###### ###### ######

Mainline Average 4.8x 4.7x 5.0x 4.6x 1.0x 1.0x 1.0x 0.9x 21% 21% 19% 20% 13.4% 1.8x

Regional Airlines

Chorus  Aviation CHR-CA C$ $8.41 8.0x 7.7x 6.8x 6.2x 1.6x 1.9x 1.8x 1.8x 20% 25% 27% 29% -6.1% 3.8x 2,486

SkyWest Inc. SKYW-US US$ $39.50 5.9x 5.9x 6.0x 6.2x 2.1x 2.1x 2.0x 2.1x 36% 35% 34% 33% 15.9% 4.2x 6,434###### ######

Regional Average 6.9x 6.8x 6.4x 6.2x 1.8x 2.0x 1.9x 1.9x 28% 30% 30% 31% 4.9% 4.0x

Airline Average 5.5x 5.4x 5.5x 5.1x 1.3x 1.4x 1.3x 1.3x 24% 25% 23% 24% 9.0% 2.1x

Net Debt to 

EBITDAR EV (MM)
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Appendix 2: Aerospace Comparables  

 

Sources: Company reports, FactSet, and RBC Capital Markets estimates. Priced at the close on September 13, 2017 

 

Exch: 13-Sep CY EPS(1) CY PER CY EV/EBITDA(1) Mkt Cap

Company Ticker Price 2015 2016 2017E 2018E 2015 2016 2017E 2018E 2015 2016 2017E 2018E B

Aerospace

Boeing* NYSE:BA US$ $241.93 $7.72 $7.24 $9.90 $10.64 30.6x 32.6x 23.9x 22.2x 14.9x 18.3x 12.0x 11.4x $143.0

Embraer NYSE: ERJ US$ $23.92 $1.48 $1.58 $1.43 $1.47 15.8x 14.8x 16.5x 15.9x 6.8x 6.2x 6.3x 6.1x $4.4

General Dynamics* NYSE: GD US$ $196.85 $9.08 $8.64 $9.80 $10.53 21.9x 23.0x 20.3x 18.9x 13.2x 14.7x 13.2x 12.4x $58.9

Textron NYSE: TXT US$ $52.35 $2.50 $2.62 $2.52 $2.95 19.6x 18.7x 19.4x 16.6x 10.2x 10.2x 10.4x 9.1x $13.9

Average 22.0x 22.3x 20.0x 18.4x 11.3x 12.3x 10.5x 9.8x

Transportation & Conglomerates

Siemens XE: SIE EUR 116.90 6.17 6.93 7.86 8.08 18.9x 16.9x 14.9x 14.5x 13.8x 12.2x 11.0x 10.4x $99.4

General Electric NYSE: GE US$ $24.11 $1.31 $1.49 $1.57 $1.71 18.4x 16.2x 15.4x 14.1x 15.1x 16.6x 14.8x 13.8x $208.7

United Technologies NYSE: UTX US$ $110.28 $6.30 $6.61 $6.58 $6.89 17.5x 16.7x 16.8x 16.0x 9.5x 9.9x 9.8x 9.5x $88.1

Average 18.3x 16.6x 15.7x 14.9x 12.8x 12.9x 11.9x 11.3x

Aerospace Multiples 22.0x 22.3x 20.0x 18.4x 11.3x 12.3x 10.5x 9.8x

Transportation Multiples (ex. GE, UTX) 18.9x 16.9x 14.9x 14.5x 13.8x 12.2x 11.0x 10.4x

Average 20.5x 19.6x 17.4x 16.4x 12.5x 12.3x 10.7x 10.1x

Bombardier TSX: BBD.B C$ $2.40 $0.16 -$0.15 $0.00 $0.09 12.2x nmf nmf 21.8x 11.7x 14.5x 11.8x 7.8x $5.3

* Covered by RBC Capital Markets, LLC Aerospace and Defense analyst Matthew McConnell

(1) Peer group consensus EPS and EBITDA estimates sourced from FactSet
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RBC Capital Markets has provided CAE Inc. with non-securities services in the past 12 months.

Michael Fortier, Vice Chairman of RBC Capital Markets, is a member of the Board of Directors of CAE Inc..

Michael Fortier, Vice Chairman at RBC is a Board member at CAE Inc.

A member company of RBC Capital Markets or one of its affiliates received compensation for investment banking services from
Chorus Aviation Inc. in the past 12 months.

RBC Dominion Securities Inc. makes a market in the securities of Chorus Aviation Inc..

RBC Capital Markets has provided Chorus Aviation Inc. with investment banking services in the past 12 months.

The Class A shares of Chorus Aviation Inc. are variable voting shares.

RBC Dominion Securities Inc. makes a market in the securities of WestJet Airlines Ltd..

A member company of RBC Capital Markets or one of its affiliates received compensation for products or services other than
investment banking services from WestJet Airlines Ltd. during the past 12 months. During this time, a member company of RBC
Capital Markets or one of its affiliates provided non-securities services to WestJet Airlines Ltd..

RBC Capital Markets is currently providing WestJet Airlines Ltd. with non-securities services.

RBC Capital Markets has provided WestJet Airlines Ltd. with non-securities services in the past 12 months.

The Class A shares of WestJet Airlines Ltd. are variable voting shares.

An analyst involved in the preparation of this report has visited material operations of Bombardier Inc., and more specifically, the
facilities of Bombardier Inc., which includes but is not limited to mines, distribution centres, warehouses, production plants and/
or other facilities related to the day-to-day operation of Bombardier Inc. as applicable.

Explanation of RBC Capital Markets Equity rating system
An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned
to a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to
the analyst's sector average. Although RBC Capital Markets' ratings of Top Pick (TP)/Outperform (O), Sector Perform (SP), and
Underperform (U) most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same because
our ratings are determined on a relative basis.
Ratings
Top Pick (TP): Represents analyst's best idea in the sector; expected to provide significant absolute total return over 12 months
with a favorable risk-reward ratio.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Rating
As of March 31, 2013, RBC Capital Markets suspends its Average and Above Average risk ratings. The Speculative risk rating reflects
a security's lower level of financial or operating predictability, illiquid share trading volumes, high balance sheet leverage, or limited
operating history that result in a higher expectation of financial and/or stock price volatility.
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Distribution of ratings
For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories
- Buy, Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick(TP)/
Outperform (O), Sector Perform (SP), and Underperform (U) most closely correspond to Buy, Hold/Neutral and Sell, respectively,
the meanings are not the same because our ratings are determined on a relative basis (as described above).

Distribution of ratings

RBC Capital Markets, Equity Research

As of 30-Jun-2017

Investment Banking

Serv./Past 12 Mos.

Rating Count Percent  Count Percent

BUY [Top Pick & Outperform] 826 52.01  293 35.47

HOLD [Sector Perform] 657 41.37  144 21.92

SELL [Underperform] 105 6.61  7 6.67
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References to a Recommended List in the recommendation history chart may include one or more recommended lists or model
portfolios maintained by RBC Wealth Management or one of its affiliates. RBC Wealth Management recommended lists include
the Guided Portfolio: Prime Income (RL 6), the Guided Portfolio: Dividend Growth (RL 8), the Guided Portfolio: ADR (RL 10), and
the Guided Portfolio: All Cap Growth (RL 12), and former lists called the Guided Portfolio: Large Cap (RL 7), the Guided Portfolio:
Midcap 111 (RL 9), and the Guided Portfolio: Global Equity (U.S.) (RL 11). RBC Capital Markets recommended lists include the
Strategy Focus List and the Fundamental Equity Weightings (FEW) portfolios. The abbreviation 'RL On' means the date a security
was placed on a Recommended List. The abbreviation 'RL Off' means the date a security was removed from a Recommended List.

Equity valuation and risks
For valuation methods used to determine, and risks that may impede achievement of, price targets for covered companies, please
see the most recent company-specific research report at https://www.rbcinsight.com or send a request to RBC Capital Markets
Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7.

RBC Flight Deck

September 14, 2017 14

https://www.rbcinsight.com


Air Canada

Valuation

On a 4.2x EV/EBITDAR applied to our 2018 estimates, we derive our price target of $26.00. Our EBITDAR multiple remains in line
to the peer legacy group average and lower end of the historical multiple range, taking into account Air Canada’s high balance
sheet leverage. Our base case reflects the following assumptions: (1) modest yield declines due to changing business mix related
to AC's strategic transformation; (2) fleet expansion and strong demand to drive traffic growth; and (3) jet fuel prices to remain
relatively range-bound at current levels. Our price target supports our Top Pick, Speculative risk rating. Due to high debt leverage
and operating in a cyclical sector, we believe a Speculative Risk qualifier is warranted.

Risks to rating and price target

Risks to our target and rating include but are not limited to very high operating leverage given a fixed-cost structure, above-average
sensitivity to the economy, exposure to volatile fuel prices and the risk of terrorism and epidemics. This is a very competitive
industry in which WestJet is capturing domestic market share. Air Canada is only partially hedged to changes in jet fuel prices.

Bombardier Inc.

Valuation

Our C$3.00 price target is based on our EPS estimate for 2021 of $0.28, discounted back to 2018, where we apply a peer P/E
multiple to Bombardier Transportation and a 20% valuation discount to our Bombardier Aerospace multiple against the aerospace
peers. While program risk remains, we believe recent progress on new program development and increased liquidity support
a lower risk discount to Bombardier Aerospace. We believe that by taking our 2021 EPS into consideration, we are adequately
reflecting both the developmental risk and cost of the CSeries while also capturing the potential and anticipated EPS upside of
the program. Our price target and implied return support our Outperform rating. The Speculative Risk qualifier is owing to the
company's high debt level during a period of significant investments in new products.

Risks to rating and price target

Risks to our estimates, price target, and rating include but are not limited to the performance of the global airline industry, possible
changes to Bombardier's credit rating, demand from railways for Bombardier trains, and demand for commercial and business
jets. For these reasons, our earnings estimates are more at risk than for most companies.

CAE Inc.

Valuation

Our 12-month price target is based on a blend of P/E, EV/EBITDA, and DCF metrics, applied to our estimates on a rolling two-year
forward basis. We apply target multiples of 10x EV/EBITDA and 18x P/E to our 2-year forward (FQ2/19E–FQ1/20E) estimates to
reflect recent trading multiples in line with A&D peers with similar commercial/military exposure. Our price target of $23 supports
our Sector Perform rating.

Risks to rating and price target

• Global military expenditures, particularly US expenditures, decline significantly, overly impacting simulator/training demand in
the military segment.

• Competitive pressures from new upstarts and integrated aerospace/defense companies could impact revenues and margin,
particularly in the event of an economic downturn.

• Decline in financial health of airline operators / manufacturers that may place airplane purchases on hold.
• Intensifying competitive environment as aerospace and defence companies consolidate or develop greater capabilities around

the simulation and training space.
• FX fluctuations, particularly with a strengthening C$, could negatively impact financial results.
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Chorus Aviation Inc.

Valuation

Our $8.50 price target on CHR shares is derived from a EV/EBITDAR multiple approach, supported by our discounted cash flow
valuation analysis. We are applying a 6.5x EBITDAR multiple to our 2018E EBITDAR at $400MM, which is a premium to the regional
jet peers owing to the anticipated growth and diversification into regional aircraft leasing. This generates our $8.00 price target,
which is the basis of our Outperform rating.

Risks to rating and price target

Chorus Aviation's revenues and operating earnings are highly dependent on the CPA with Air Canada. The CPA agreement provides
for a fixed fee per aircraft and other services rendered. Significant changes in the average daily utilization of aircraft by Air Canada
covered by the CPA could impact the revenues and earnings generated under the CPA. Increases in Controllable Costs above the
level estimated would reduce the margins earned on Scheduled Flights Revenue.

WestJet Airlines Ltd.

Valuation

Our $28 price target is based on an EV/EBITDAR approach whereby we apply a 5.0x multiple to our 2018 estimate and is the basis
of our Sector Perform rating. Our target multiple is a slight discount to recent LCC peer multiples, reflective of the execution risk
and costs associated with the company's international and regional growth strategy.

Risks to rating and price target

Risks to our price target and rating include but are not limited to the price of jet fuel, which is tied to oil prices, the strength of
the domestic economy, the competitive environment, and the ability to maintain a growth company valuation. Airline stocks in
general are volatile and can significantly underperform or outperform the broader market on sentiment.

Conflicts policy
RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request.
To access our current policy, clients should refer to
https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South
Tower, Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of research and short-term trade ideas
RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having
regard to local time zones in overseas jurisdictions. RBC Capital Markets' equity research is posted to our proprietary website
to ensure eligible clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional
distribution may be done by the sales personnel via email, fax, or other electronic means, or regular mail. Clients may also
receive our research via third party vendors. RBC Capital Markets also provides eligible clients with access to SPARC on the Firms
proprietary INSIGHT website, via email and via third-party vendors. SPARC contains market color and commentary regarding
subject companies on which the Firm currently provides equity research coverage. Research Analysts may, from time to time,
include short-term trade ideas in research reports and / or in SPARC. A short-term trade idea offers a short-term view on
how a security may trade, based on market and trading events, and the resulting trading opportunity that may be available. A
short-term trade idea may differ from the price targets and recommendations in our published research reports reflecting the
research analyst's views of the longer-term (one year) prospects of the subject company, as a result of the differing time horizons,
methodologies and/or other factors. Thus, it is possible that a subject company's common equity that is considered a long-term
'Sector Perform' or even an 'Underperform' might present a short-term buying opportunity as a result of temporary selling pressure
in the market; conversely, a subject company's common equity rated a long-term 'Outperform' could be considered susceptible
to a short-term downward price correction. Short-term trade ideas are not ratings, nor are they part of any ratings system, and
the firm generally does not intend, nor undertakes any obligation, to maintain or update short-term trade ideas. Short-term trade
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ideas may not be suitable for all investors and have not been tailored to individual investor circumstances and objectives, and
investors should make their own independent decisions regarding any securities or strategies discussed herein. Please contact
your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research.
For a list of all recommendations on the company that were disseminated during the prior 12-month period, please click on the
following link: https://rbcnew.bluematrix.com/sellside/MAR.action
The 12 month history of SPARCs can be viewed at https://www.rbcinsight.com/CM/Login.

Analyst certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of
the subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.

Third-party-disclaimers
The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s Financial Services
LLC (“S&P”) and is licensed for use by RBC. Neither MSCI, S&P, nor any other party involved in making or compiling the GICS or any GICS classifications makes any express or implied
warranties or representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties
of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to any of such standard or classification. Without limiting any of the foregoing,
in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct, indirect, special,
punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

References herein to “LIBOR”, “LIBO Rate”, “L” or other LIBOR abbreviations means the London interbank offered rate as administered by ICE Benchmark Administration (or any other
person that takes over the administration of such rate).

Disclaimer

RBC Capital Markets is the business name used by certain branches and subsidiaries of the Royal Bank of Canada, including RBC Dominion Securities Inc., RBC
Capital Markets, LLC, RBC Europe Limited, Royal Bank of Canada, Hong Kong Branch and Royal Bank of Canada, Sydney Branch. The information contained in this
report has been compiled by RBC Capital Markets from sources believed to be reliable, but no representation or warranty, express or implied, is made by Royal
Bank of Canada, RBC Capital Markets, its affiliates or any other person as to its accuracy, completeness or correctness. All opinions and estimates contained in this
report constitute RBC Capital Markets' judgement as of the date of this report, are subject to change without notice and are provided in good faith but without
legal responsibility. Nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice. This material is prepared for general
circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. The investments or
services contained in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about
the suitability of such investments or services. This report is not an offer to sell or a solicitation of an offer to buy any securities. Past performance is not a guide
to future performance, future returns are not guaranteed, and a loss of original capital may occur. RBC Capital Markets research analyst compensation is based
in part on the overall profitability of RBC Capital Markets, which includes profits attributable to investment banking revenues. Every province in Canada, state in
the U.S., and most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered
to their residents, as well as the process for doing so. As a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. RBC
Capital Markets may be restricted from publishing research reports, from time to time, due to regulatory restrictions and/ or internal compliance policies. If this
is the case, the latest published research reports available to clients may not reflect recent material changes in the applicable industry and/or applicable subject
companies. RBC Capital Markets research reports are current only as of the date set forth on the research reports. This report is not, and under no circumstances
should be construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the
business of a securities broker or dealer in that jurisdiction. To the full extent permitted by law neither RBC Capital Markets nor any of its affiliates, nor any other
person, accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein. No matter
contained in this document may be reproduced or copied by any means without the prior consent of RBC Capital Markets.

Additional information is available on request.

To U.S. Residents:
This publication has been approved by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and which accepts
responsibility for this report and its dissemination in the United States. Any U.S. recipient of this report that is not a registered broker-dealer or a bank acting in
a broker or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report, should
contact and place orders with RBC Capital Markets, LLC.
To Canadian Residents:
This publication has been approved by RBC Dominion Securities Inc.(member IIROC). Any Canadian recipient of this report that is not a Designated Institution in
Ontario, an Accredited Investor in British Columbia or Alberta or a Sophisticated Purchaser in Quebec (or similar permitted purchaser in any other province) and
that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report should contact and place orders with RBC
Dominion Securities Inc., which, without in any way limiting the foregoing, accepts responsibility for this report and its dissemination in Canada.
To U.K. Residents:
This publication has been approved by RBC Europe Limited ('RBCEL') which is authorized by the Prudential Regulation Authority and regulated by the Financial
Conduct Authority ('FCA') and the Prudential Regulation Authority, in connection with its distribution in the United Kingdom. This material is not for general
distribution in the United Kingdom to retail clients, as defined under the rules of the FCA. However, targeted distribution may be made to selected retail clients of
RBC and its affiliates. RBCEL accepts responsibility for this report and its dissemination in the United Kingdom.
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To German Residents:
This material is distributed in Germany by RBC Europe Limited, Frankfurt Branch which is regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin).
To Persons Receiving This Advice in Australia:
This material has been distributed in Australia by Royal Bank of Canada - Sydney Branch (ABN 86 076 940 880, AFSL No. 246521). This material has been prepared
for general circulation and does not take into account the objectives, financial situation or needs of any recipient. Accordingly, any recipient should, before acting on
this material, consider the appropriateness of this material having regard to their objectives, financial situation and needs. If this material relates to the acquisition
or possible acquisition of a particular financial product, a recipient in Australia should obtain any relevant disclosure document prepared in respect of that product
and consider that document before making any decision about whether to acquire the product. This research report is not for retail investors as defined in section
761G of the Corporations Act.
To Hong Kong Residents:
This publication is distributed in Hong Kong by Royal Bank of Canada, Hong Kong Branch, which is regulated by the Hong Kong Monetary Authority and the Securities
and Futures Commission ('SFC'), RBC Investment Services (Asia) Limited and RBC Investment Management (Asia) Limited, both entities are regulated by the SFC.
Financial Services provided to Australia: Financial services may be provided in Australia in accordance with applicable law. Financial services provided by the Royal
Bank of Canada, Hong Kong Branch are provided pursuant to the Royal Bank of Canada's Australian Financial Services Licence ('AFSL') (No. 246521.)
To Singapore Residents:
This publication is distributed in Singapore by the Royal Bank of Canada, Singapore Branch, a registered entity granted offshore bank licence by the Monetary
Authority of Singapore. This material has been prepared for general circulation and does not take into account the objectives, financial situation, or needs of any
recipient. You are advised to seek independent advice from a financial adviser before purchasing any product. If you do not obtain independent advice, you should
consider whether the product is suitable for you. Past performance is not indicative of future performance. If you have any questions related to this publication,
please contact the Royal Bank of Canada, Singapore Branch. Royal Bank of Canada, Singapore Branch accepts responsibility for this report and its dissemination
in Singapore.
To Japanese Residents:
Unless otherwise exempted by Japanese law, this publication is distributed in Japan by or through RBC Capital Markets (Japan) Ltd. which is a Financial Instruments
Firm registered with the Kanto Local Financial Bureau (Registered number 203) and a member of the Japan Securities Dealers Association ("JSDA").

.® Registered trademark of Royal Bank of Canada. RBC Capital Markets is a trademark of Royal Bank of Canada. Used under license.
Copyright © RBC Capital Markets, LLC 2017 - Member SIPC

Copyright © RBC Dominion Securities Inc. 2017 - Member Canadian Investor Protection Fund
Copyright © RBC Europe Limited 2017

Copyright © Royal Bank of Canada 2017
All rights reserved
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