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Flight Deck - May 2018
Strong traffic points to a busy summer
RBC Fare Survey shows rising fare prices for AC. Our proprietary Fare
Survey tracks price changes on selected routes to gauge the direction and
magnitude of fare prices in the month. Based on these data, we saw fare
prices increase 189 basis points for Air Canada in the month of May, with
the domestic and transborder segments posting most of the gains. This
puts the AC fare index back at the highest levels since we started tracking
the data, at 6.6% higher Y/Y, and this comes on top of a very strong 2017.

WestJet Fare prices ended the month lower. May was a volatile month
for WestJet fare prices - the month started out strong, then a sharp
drop mid-month, with fare prices partially recovering some ground in the
last week. In the end, fare prices ended the month lower by 335 basis
points, and most of the weakness was focused in the domestic segment.
It is likely the uncertainty surrounding the pilots' strike had a temporary
influence on pricing strategies. However, it is worth highlighting that
WestJet still reported strong traffic numbers in May (see below). And
with the busy summer travel months now right around the corner (and
previous commentary on the Q1 call about them experimenting with
'peak' summer pricing), we expect them to return to positive fare growth
in the months ahead.

Traffic remains robust, load factors increase. WestJet reported strong
traffic numbers of 7.5% in May, in excess of capacity growth of 5.4%,
leading to a system load factor of 82.2% (up 160 points Y/Y). Similarly, the
North American peer group reported solid traffic growth of 5.7%; with
capacity rising by 4.6%, helping the load factor to increase by 1%. The May
results show the demand environment for travel remains healthy going
into the busy summer season.

In this edition...

• RBC Fare Tracker (p. 2): Seeing positive fare growth for AC this month.
• Company Tear Sheets (p. 4)

Disseminated: Jun 12, 2018 11:06ET; Produced: Jun 12, 2018 11:06ET
Priced as of prior trading day's market close, EST (unless otherwise noted).

All values in CAD unless otherwise noted.
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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’s and WestJet’s ticket pricing strategies … and a window into yield growth trends before they are announced.  
 

Air Canada 

According to the RBC Fare tracker, 
fares at Air Canada increased in May 
month-over-month by 189 basis 
points, despite some price weakness 
towards the beginning of the month. 
Fares are tracking 6.6% higher Y/Y, 
off a strong quarter in 2017. Adjusted 
for stage length changes, fares rose 
+4.1% Y/Y. 

Looking at segments, the domestic 
and Transborder segments registered 
strong gains, while there was some 
weakness within the Vacation and 
International segments. 

 
 

Sources: RBC Capital Markets estimates, Company websites 

 

WestJet 

According to the RBC fare tracker, 
fares at WestJet weakened by 335 
basis points in May. The weakness 
seems to be isolated in the domestic 
segment, towards the middle of the 
month, and may stem from 
uncertainty surrounding the 
potential pilots’ strike. Fare prices for 
Transborder were firm for the 
month, while Vacation was flat.   

The year-over-year numbers are 
pointing to an increase of 9.9%, but 
this does compare to a particularly 
weak period in 2017.   

 

 
 

Sources: RBC Capital Markets estimates, Company websites 
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The Load Factor 
Industry trends 

On average, the peer group reported 5.7% traffic 
growth in May, above the average capacity growth of 
4.6%, leading to an increase in the load factor by 
1.0%. 

Strong traffic helped push the load factor growth into 
positive territory again this month.  

 
Sources: Company websites, RBC Capital Markets estimates 

 

WestJet 

WestJet reported positive traffic growth in May, up 
7.5%, which was above our estimate of 5%. This came 
on the back of capacity growth of 5.4% (vs. our 6.0% 
estimate), which led to a system load factor of 82.2% 
(up 160 points Y/Y).  

 

 

 

 
Source: RBC Capital Markets estimates, Company websites 
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Air Buzz 
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 
 Bombardier lowers revenue forecast as Airbus closes C Series deal. Airbus SE firmed up 

plans to assume control of Bombardier Inc.’s C Series and start building the cutting-edge 
jetliner in the U.S., ushering in a new era for an aircraft with a spotty sales record. The 
European plane maker will hold a majority stake in the partnership, with the deal set to 
close on July 1, according to a statement on Friday. It will start building a C Series plant 
in Alabama next year, with its first planes set for delivery in 2020, Philippe Balducchi, the 
program’s chief executive officer, told reporters. Airbus’s takeover of the C Series 
sharpens a clash with Boeing Co. for dominance in the lucrative market for single-aisle 
jetliners. Boeing is seeking to forge a commercial-aircraft alliance with Brazil’s Embraer 
SA, Bombardier’s main competitor. With final details worked out over how C Series 
revenue will be shared with Airbus, Bombardier lowered its revenue forecast for the 
year. (The Globe and Mail, June 8, 2018) 
 

 Air Baltic to buy up to 60 C Series. Air Baltic Corp. will become the largest European 
customer of the C Series and second-biggest worldwide after it moves to a common fleet 
by agreeing to 30 CS300 aircraft with options and purchase rights for 30 more. That's on 
top of the 20 planes it has already ordered and eight currently in operation. Based on 
the list price, the firm order is valued at about $3.8 billion, rising to $7.7 billion if the 
additional planes are ordered. However, high-volume customers typically receive large 
discounts. (CBC, May 28, 2018) 

 

 
Regional Jets 
 Bombardier sticking with regional aircraft but won’t guarantee Q400 jobs in Toronto. 

Bombardier Inc. says it plans to remain in the regional aircraft business but won’t 
guarantee that assembly of its Q400 turboprop will remain in Toronto after selling its 
Downsview property for $816 million. The transportation company said it signed a deal 
to sell the Toronto property to the Public Sector Pension Investment Board. Under a 
lease agreement, the company will continue to operate from Downsview for up to three 
years following the closing of the deal, with two optional one-year extension periods. 
(Financial Post, May 3, 2018) 

 
Business Jets 
 Bombardier plans two new luxury aircraft to feed growing demand. Bombardier Inc. 

will build two new private planes in response to growing demand for large-cabin 
business jets. 
The Global 5500 and Global 6500 aircraft will come equipped with redesigned cabins, an 
optimized wing and all-new Rolls-Royce engines, Bombardier said in a statement. The 
models, which will have ranges of 5,700 and 6,600 nautical miles, respectively, will likely 
enter service at the end of 2019, the company said. Compared with Bombardier’s 
existing Global 5000 and Global 6000 models, the jets unveiled offer at least 500 nautical 
miles of additional range, as well as a fuel-burn advantage of as much as 13 per cent. 
(Financial Post, May 27, 2018) 
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AIR CANADA (TSX: AC/B, TSX: AC/A)

FY Dec 31 2016 Q1/17 Q2/17 Q3/17E Q4/17 2017A Q1/18 Q2/18E Q3/18E Q4/18E 2018E Q1/19E Q2/19E Q3/19E Q4/19E 2019E 2020E

Traffic / RPM (MMs) 76,481      18,341      20,928      26,472      19,396      85,137      20,440      22,602      28,193      20,366      91,601      20,951      23,167      28,897      20,875      93,891      96,238      
% change 13.2% 14.0% 13.6% 8.8% 9.9% 11.3% 11.4% 8.0% 6.5% 5.0% 7.6% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%

Capacity / ASM (MMs) 92,726      22,894      25,357      31,050      24,191      103,492    24,862      27,386      33,068      25,401      110,716    25,608      28,207      34,060      26,163      114,038    117,459    

% change 14.7% 15.4% 13.5% 9.1% 9.5% 11.6% 8.6% 8.0% 6.5% 5.0% 7.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Load Factor (%) 82.5% 80.1% 82.5% 85.3% 80.2% 82.3% 82.2% 82.5% 85.3% 80.2% 82.7% 81.8% 82.1% 84.8% 79.8% 82.3% 81.9%

 change (% pts) -1.0% -1.0% 0.1% -0.2% 0.3% -0.2% 2.1% 0.0% 0.0% 0.0% 0.5% -0.4% -0.4% -0.4% -0.4% -0.4% -0.4%

Yield ($) 0.169        0.170        0.165        0.166        0.171        0.168        0.171        0.170        0.171        0.178        0.172        0.173        0.173        0.174        0.180        0.175        0.178        
% change -6.4% -2.4% -1.4% 0.4% 1.4% -0.6% 0.4% 3.0% 3.0% 3.9% 2.6% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%

RASM (Rev per unit of capacity, cents) 14.2           13.6           13.6           14.2           13.7           14.0           14.0           14.0           14.6           14.2           14.2           14.2           14.2           14.7           14.4           14.4           14.5           
CASM (excl. fuel) (cents) 11.5           12.7           11.2           9.5             11.7           11.1           12.7           11.2           9.5             11.3           11.1           12.8           11.4           9.8             11.6           11.3           11.4           
Total Revenues 14,677      3,642 3,910 4,880 3,820 16,252 4,071 4,308 5,258 4,111 17,748 4,224 4,473 5,462 4,267 18,426 19,129
Wages, salaries and benefits 2510 644 663 690 674 2671 700 717 718 715 2850 743 761 762 759 3024 3177

% Sales 17.1% 17.7% 17.0% 14.1% 17.6% 16.4% 17.2% 16.6% 13.7% 17.4% 16.1% 17.6% 17.0% 13.9% 17.8% 16.4% 16.6%
Aircraft Fuel - total 2606 754 797 941 847 3339 939 1076 1249 962 4226 934 995 1179 911 4018 3936

% Sales 17.8% 20.7% 20.4% 19.3% 22.2% 20.5% 23.1% 25.0% 23.7% 23.4% 23.8% 22.1% 22.2% 21.6% 21.3% 21.8% 20.6%
Sales and distribution costs 703 181 199 204 169 753 189 215 211 172 787 195 221 217 178 811 835

% Sales 4.8% 5.0% 5.1% 4.2% 4.4% 4.6% 4.6% 5.0% 4.0% 4.2% 4.4% 4.6% 4.9% 4.0% 4.2% 4.4% 4.4%
Food, beverages, supplies 349 85 97 112 89 383 96 105 119 93 413 99 108 123 96 426 439

% Sales 2.4% 2.3% 2.5% 2.3% 2.3% 2.4% 2.4% 2.4% 2.3% 2.3% 2.3% 2.3% 2.4% 2.2% 2.3% 2.3% 2.3%
Aircraft maintenance 883 228 226 241 243 938 256 285 248 239 1028 269 299 261 251 1079 1133

% Sales 6.0% 6.3% 5.8% 4.9% 6.4% 5.8% 6.3% 6.6% 4.7% 5.8% 5.8% 6.4% 6.7% 4.8% 5.9% 5.9% 5.9%
Airport and navigation fees 859 210 230 264 201 905 221 248 275 206 950 228 256 283 212 978 1008

% Sales 5.9% 5.8% 5.9% 5.4% 5.3% 5.6% 5.4% 5.8% 5.2% 5.0% 5.4% 5.4% 5.7% 5.2% 5.0% 5.3% 5.3%
Communications and information technology 242 71 58 63 62 254 79 63 57 57 256 81 65 59 59 264 260

% Sales 1.6% 1.9% 1.5% 1.3% 1.6% 1.6% 1.9% 1.5% 1.1% 1.4% 1.4% 1.9% 1.4% 1.1% 1.4% 1.4% 1.4%
Other 3268 847 867 904 908 3526 918 912 918 896 3645 955 961 1025 933 3873 4021

% Sales 22.3% 23.3% 22.2% 18.5% 23.8% 21.7% 22.5% 21.2% 17.5% 21.8% 20.5% 22.6% 21.5% 18.8% 21.9% 21.0% 21.0%
Regional airline expense (ex fuel and DAR) 2027 521 535 535 546 2137 542 568 550 567 2227 575 603 588 591 2357 2447

% Sales 13.8% 14.3% 13.7% 11.0% 14.3% 13.1% 13.3% 13.2% 10.5% 13.8% 12.5% 13.6% 13.5% 10.8% 13.9% 12.8% 12.8%
Total Operating Costs 11,420 3,020 3,137 3,419 3,193 12,769 3,398 3,622 3,795 3,341 14,155 3,503 3,665 3,908 3,398 14,473 14,809
EBITDAR 2,768        366            670            1,388        521            2,945        397            583            1,388        661            3,029        437            701            1,477        757            3,372        3,722        

% of sales 18.9% 10.0% 17.1% 28.4% 13.6% 18.1% 9.8% 13.5% 26.4% 16.1% 17.1% 10.3% 15.7% 27.0% 17.7% 18.3% 19.5%
EPS (F.D) ($) (Exc. Special charges) 4.11$        (0.23)$       0.78$        3.51$        0.22$        4.19$        (0.26)$       0.26$        2.13$        0.61$        2.74$        (0.15)$       0.53$        2.32$        0.77$        3.48$        4.44$        
Source: RBC CM estimates, Company reports
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WESTJET (TSX: WJA)

FY Dec. 31 ($MM's) 2016 Q1/17 Q2/17 Q3/17 Q4/17 2017 Q1/18E Q2/18E Q3/18E Q4/18E 2018E Q1/19E Q2/19E Q3/19E Q4/19E 2019E

Traffic (RPMs in MM) 23,967   6,393    6,260    6,922    6,329    25,904   6,810    6,566    7,510    6,962    27,848    7,322    7,059    8,074    7,484    29,938    

% change 11.3% 6.8% 8.9% 7.9% 8.8% 8.1% 6.5% 4.9% 8.5% 10.0% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5%

Capacity (ASMs in MM) 29,299   7,699    7,564    8,076    7,659    30,998   8,029    7,938    8,762    8,425    33,154    8,667    8,573    9,463    9,099    35,802    

% change 8.9% 5.5% 6.3% 5.8% 5.6% 5.8% 4.3% 4.9% 8.5% 10.0% 7.0% 7.9% 8.0% 8.0% 8.0% 8.0%

Load Factor in (%) 81.8% 83.0% 82.8% 85.7% 82.6% 83.6% 84.8% 82.7% 85.7% 82.6% 84.0% 84.5% 82.3% 85.3% 82.3% 83.6%

change (%pts) 1.8% 0.9% 2.0% 1.7% 2.4% 1.8% 1.8% 0.0% 0.0% 0.0% 0.4% -0.3% -0.4% -0.4% -0.4% -0.4%

Yield (cents per RPM) 17.20 17.44 16.85 17.56 17.66 17.38 17.50 16.85 17.91 18.01 17.59 17.76 17.10 18.18 18.28 17.85

% change -8.1% 1.3% 2.1% 0.2% 0.9% 1.0% 0.3% 0.0% 2.0% 2.0% 1.2% 1.5% 1.5% 1.5% 1.5% 1.5%

RASM (Revenue per unit of capacity, cents) 14.1 14.5 13.9 15.1 14.6 14.5 14.8 13.9 15.4 14.9 14.8 15.0 14.1 15.5 15.0 14.9

CASM (excl. fuel) (cents) 10.0 10.4 9.9 9.6 10.3 10.0 10.6 10.7 9.6 10.4 10.3 10.8 10.6 10.0 10.5 10.5

Total Revenues 4,122.9 1,114.3 1,055.0 1,215.6 1,117.4 4,502.3 1,191.7 1,106.4 1,345.2 1,253.9 4,897.2 1,300.5 1,207.2 1,467.8 1,368.1 5,343.7

% change 2.3% 8.0% 11.1% 8.1% 9.8% 9.2% 7.0% 4.9% 10.7% 12.2% 8.8% 9.1% 9.1% 9.1% 9.1% 9.1%

Airport Operations 581.9 168.9 154.5 127.1 158.7 609.3 172.9 155.9 132.7 174.6 636.1 186.7 168.4 143.3 188.6 686.9

% change 4% 6% 6% 6% 2% 5% 2% 1% 4% 10% 4% 8% 8% 8% 8% 8%

Aircraft Fuel 765.9 235.5 224.9 238.0 251.6 950.0 281.2 290.8 322.1 302.3 1196.4 306.6 295.5 322.5 300.4 1225.0

% change -6% 42% 23% 15% 20% 24% 19% 29% 35% 20% 26% 9% 2% 0% -1% 2%

Maintenance 231.5 62.0 56.7 65.7 58.2 242.6 63.4 57.2 68.6 64.1 253.3 68.5 61.8 74.1 69.2 273.5

% change 1% 6% 6% 6% 2% 5% 2% 1% 4% 10% 4% 8% 8% 8% 8% 8%

Sales & Distribution 442.7 114.4 109.6 127.1 112.6 463.9 117.1 110.7 132.7 123.9 484.4 126.5 119.5 143.3 133.8 523.1

% change 16% 6% 6% 6% 2% 5% 2% 1% 4% 10% 4% 8% 8% 8% 8% 8%

Marketing, General & Administrative 243.2 64.3 59.8 69.3 61.4 254.9 65.8 60.4 72.4 67.6 266.1 71.1 65.2 78.2 73.0 287.4

% change 5% 6% 6% 6% 2% 5% 2% 1% 4% 10% 4% 8% 8% 8% 8% 8%

Customer Service (Reservations) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

% change 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%

Flight Operations 567.9 150.4 139.5 161.8 143.4 595.1 154.0 140.8 168.9 157.7 621.4 166.2 152.1 182.4 170.3 671.0

% change 14% 6% 6% 6% 2% 5% 2% 1% 4% 10% 4% 8% 8% 8% 8% 8%

In-Flight 232.1 62.1 56.8 65.9 58.4 243.2 63.6 57.3 68.8 64.2 253.9 68.6 61.9 74.3 69.3 274.2

% change 12% 6% 6% 6% 2% 5% 2% 1% 4% 10% 4% 8% 8% 8% 8% 8%

Employee Profit Sharing 59.3 7.0 7.8 27.6 4.4 46.8 6.4 5.9 7.2 6.7 26.2 19.5 18.1 22.0 20.5 80.2

% change -41% -69% -751% -13% -32% -21% -9% -24% -74% 53% -44% 206% 206% 206% 206% 206%

EBITDAR (after profit sharing) 969.0 223.0 217.9 342.4 224.5 1,007.9 200.9 109.1 342.1 232.9 885.1 217.6 155.1 372.0 283.2 1,027.8

% of sales 23.5% 20.0% 20.7% 28.2% 20.1% 22.4% 16.9% 9.9% 25.4% 18.6% 18.1% 16.7% 12.8% 25.3% 20.7% 19.2%

EPS F.D. 2.45        0.41      0.41      1.18      0.41      2.41       0.32      (0.26)    1.03      0.39      1.49        0.30      (0.05)    1.13      0.63      2.00         

Source: Company Reports; RBC Capital Markets Estimates
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Companies mentioned
Air Canada (TSX: AC CN; C$23.14; Outperform; Speculative Risk)
WestJet Airlines Ltd. (TSX: WJA.TO; C$19.64; Sector Perform)

Required disclosures
Non-U.S. analyst disclosure
Walter Spracklin and Alicia Buckiewicz (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and (ii) may
not be associated persons of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2241 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Conflicts disclosures
The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including
total revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated
by investment banking activities of the member companies of RBC Capital Markets and its affiliates.

Please note that current conflicts disclosures may differ from those as of the publication date on, and as set forth in,
this report. To access current conflicts disclosures, clients should refer to https://www.rbccm.com/GLDisclosure/PublicWeb/
DisclosureLookup.aspx?entityId=1 or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza,
29th Floor, South Tower, Toronto, Ontario M5J 2W7.

RBC Dominion Securities Inc. makes a market in the securities of Air Canada.

A member company of RBC Capital Markets or one of its affiliates received compensation for products or services other than
investment banking services from Air Canada 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 Air Canada.

RBC Capital Markets is currently providing Air Canada with non-securities services.

The Class A shares of Air Canada are variable voting shares.

Kathleen P. Taylor, the Chair of the Board of Royal Bank of Canada, is a Director of Air Canada.

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.

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

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.
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.
Restricted (R): RBC policy precludes certain types of communications, including an investment recommendation, when RBC is
acting as an advisor in certain merger or other strategic transactions and in certain other circumstances.
Not Rated (NR): The rating, price targets and estimates have been removed due to applicable legal, regulatory or policy constraints
which may include when RBC Capital Markets is acting in an advisory capacity involving the company.
Risk Rating
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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.

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/
Outperform, Sector Perform, and Underperform 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.

Distribution of ratings

RBC Capital Markets, Equity Research

As of 31-Mar-2018

Investment Banking

Serv./Past 12 Mos.

Rating Count Percent  Count Percent

BUY [Top Pick & Outperform] 865 53.49  275 31.79

HOLD [Sector Perform] 667 41.25  147 22.04

SELL [Underperform] 85 5.26  7 8.24
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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.rbcinsightresearch.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.

Air Canada

Valuation

Our $32.00 target price is based on a 4.4x EV/EBITDAR multiple applied to our 2019 estimates, which is a 0.6x discount to the
group average multiple. 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 Outperform, 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 price 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.

WestJet Airlines Ltd.

Valuation
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Our $20 price target is based on an EV/EBITDAR approach whereby we apply a 4.4x multiple to our 2019 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
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.rbcinsightresearch.com.

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).
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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
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