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Yesterday, Air Canada announced that it has secured arrangements to raise a
total of $1.0 bln in additional liquidity through a series of financings and other

Ben Cherniavsky
ben.cherniavsky@raymondjames.ca
604.659.8244

Steve Hansen, CFA, CMA
steve.hansen@raymondjames.ca
604.659.8208

Theoni Pilarinos, CFA (Associate)
theoni.pilarinos@raymondjames.ca
604.659.8234

Gregory Jackson (Associate)
greg.jackson@raymondjames.ca
604.659.8262

transactions with certain lenders and key stakeholders. The key highlight of

this agreement is that a consortium of lenders (including GE, the EDC, SECTOR SUMMARY

Aeroplan, and ACE) will provide a credit facility of up to $700 miIn (at CC;TCP::F:( CUR PRICE _ RETURN TTFI(TEi

premium rates) for the purpose of refinancing certain debt and to provide Wij:t;’;;'i“es o sto1 ;‘gPERFz:‘Z“-"Oif

funding for working capital and other general corporate purposes. Various

other forms of financial relief have been provided through an amended credit Air Canada MARKET PERFORM 3 =
AC.B-TSX C $1.62 Under Review =

card process agreement, a Boeing 777 sale-leaseback, and deferred delivery
for the B787s, among other items.

dates for the 8 S, amo gOt er items All figures in C$, unless otherwise noted.

Sources: Raymond James Ltd.,ThomsonOne, CaplQ

This financing agreement follows Tuesday’s announcement that Air Canada
and Jazz have concluded their renegotiations of the capacity purchase
agreement (CPA) between the two carriers and settled on new terms. The key
highlight of this deal is that Air Canada will now pay Jazz a 12.5% mark-up
rate on “controllable costs’ for the first 375,000 block hours flown and then 5.0%
on any additional block hours above that threshold (the previous deal was for
a 16.7% mark up on all block hours). Air Canada also reduced its minimum
fleet commitment to Jazz from 133 to 125 and committed to defining a new
strategy for Jazz’s turboprop fleet over the term of the contract, which has been
extended to 2020 (from 2015). According to our analysis, the new CPA terms
disproportionately (and negatively) impact Jazz and its revenue outlook. From
Air Canada’s perspective, we estimate annual cost savings of $35-$40 mln,
which are minimal relative to the airline’s total annual cost base of ~$11 bln.
Still, this was clearly one small but important step towards securing the
financial support that the airline subsequently announced. Other positive
developments over the past few months that have contributed to this
favourable outcome for Air Canada include negotiated labour peace, deferred
pension financing, and an overall thawing of credit markets.

Although we expect Air Canada’s stock to rally on this news, our rating
remains MARKET PERFORM. Our reason is simply that this improved
liquidity fails to address many of the fundamental problems plaguing the
airline (namely, its inflated cost structure, eroding market share, high debt
levels, big pension deficit, and depressed industry demand —particularly for
business travel). We also continue to view the enormous financial leverage in
the company as problematic for any meaningful valuation of the shares.
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Meanwhile, we are maintaining our OUTPERFORM rating on WestJet and still
view its shares as the preferred (and far less risky) way to invest in Canada’s
airline industry. Indeed, in our Mar-27-09 industry INsight (titled Analyzing Air
Canada’s Fate: Déja Vu?), we suggested that another Air Canada bankruptcy
was not necessarily in the best interest of WestJet. We continue to hold this
view, and thus believe that the steps Air Canada has taken to secure its near-
term liquidity will potentially benefit the remaining carriers in the market. In
particular, we expect a reduced sense of urgency at Air Canada to lead to
better industry RASM through continued capacity rationalization (as
evidenced in its 787 deferrals and reduced block hours from Jazz) and more
disciplined pricing (now that Air Canada has backed away from the financial
brink it can get back to running—and optimizing—its business). We expect
additional RASM stability to come in 2H09 and 2010 from likely aircraft
deferrals by WestJet and an eventual recovery in demand. That said, we are
refraining from making any related changes to our financial forecasts for either
airline until after we refresh our bearings from the release of 2Q09 results in
the coming weeks.

Companies referenced in this INsight:

Company Symbol
ACE Limited ACE-TSX
Aeroplan AER-TSX
General Electric Company GE-NYSE
Jazz JAZ.UN-TSX
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Risks

Conventional airline profits are sensitive to the general level of economic
activity, taxes, interest rates, demographic changes, price levels,
telecommunications usage, special circumstances or events occurring in the
locations served, and to external factors such as foreign exchange rates and
international political events. Reduced market growth rates can create
heightened competitive pressures, impacting the ability to increase fares and
increasing competition for market share. The airline industry is subject to
extensive laws relating to airline safety and security, and competition,
environmental, and labour concerns. New or different laws or regulations
could have an adverse impact on the airline industry in general. Some of the
specific risk factors that pertain to the projected 6-12 month stock price target
for WestJet are as follows: Our growth forecasts are predicated on the
assumption that WestJet will continue to be able to identify appropriate
markets in which to expand. A rebound in system-wide yields is also a key
assumption in our projections. WestJet should remain competitive given its
very low unit costs. WestJet results could be materially impacted by high
aviation fuel prices, because the company no longer has fuel hedges in place.
WestJet operates with lower personnel costs than the major established
airlines, principally due to lower base salaries, greater productivity, and
flexibility in the utilization of personnel, but as growth continues, considerable
cultural challenges may be encountered. Operations can be affected by a
number of external factors beyond the airline’s control such as weather
conditions, terrorist attacks, regulatory changes, and work stoppages or strikes
by airport workers, baggage handlers, air traffic controllers, and other workers
not employed by WestJet. Additionally, any major safety incident could
materially and adversely affect WestJet’s service, reputation, and profitability.
There is the risk that WestJet may not be able to add new aircraft to its fleet as
planned, which requires access to adequate capital, including the debt and
equity markets. Furthermore, WestJet's U.S. dollar payment obligations for the
purchase of its new 737-700 aircraft, as well as the purchase of fuel, spare parts,
and maintenance and repair expenses, all result in exposure to fluctuations in
the Canada/U.S.
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Analyst Certification

The views expressed in this report (which include the actual rating assigned to the company as well as the analytical
substance and tone of the report) accurately reflect the personal views of the analyst(s) covering the subject
securities. No part of said person's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views contained in this research report.

Stock Ratings

STRONG BUY 1: the stock is expected to appreciate and produce a total return of at least 15% and outperform the
S&P/TSX Composite Index over the next six months. OUTPERFORM 2: the stock is expected to appreciate and
outperform the S&P/TSX Composite Index over the next twelve months. MARKET PERFORM 3: the stock is
expected to perform generally in line with the S&P/TSX Composite Index over the next twelve months and is
potentially a source of funds for more highly rated securities. UNDERPERFORM 4: the stock is expected to
underperform the S&P/TSX Composite Index or its sector over the next six to twelve months and should be sold.

Distribution of Ratings

Out of 203 stocks in the Raymond James Ltd. (Canada) coverage universe, the ratings distribution is as follows:
Strong Buy and Outperform (Buy, 57%); Market Perform (Hold, 40%); Underperform (Sell, 3%). Within those rating
categories, the percentage of rated companies that currently are or have been investment-banking clients of
Raymond James Ltd. or its affiliates over the past 12 months is as follows: Strong Buy and Outperform (Buy, 49%);
Market Perform (Hold, 26%); Underperform, (Sell, 17%). Note: Data updated monthly.

Risk Factors

Some of the general risk factors that pertain to the projected 6-12 month stock price targets included with our
research are as follows: i) changes in industry fundamentals with respect to customer demand or product/service
pricing could adversely impact expected revenues and earnings, ii) issues relating to major competitors, customers,
suppliers and new product expectations could change investor attitudes toward the sector or this stock, iii)
unforeseen developments with respect to the management, financial condition or accounting policies or practices
could alter the prospective valuation, or iv) external factors that affect global and/or regional economies, interest
rates, exchange rates or major segments of the economy could alter investor confidence and investment prospects.

Analyst Compensation

Equity research analysts and associates at Raymond James Ltd. are compensated on a salary and bonus system.
Several factors enter into the compensation determination for an analyst, including i) research quality and overall
productivity, including success in rating stocks on an absolute basis and relative to the S&P/TSX Composite Index
and/or a sector index, ii) recognition from institutional investors, iii) support effectiveness to the institutional and
retail sales forces and traders, iv) commissions generated in stocks under coverage that are attributable to the
analyst’s efforts, v) net revenues of the overall Equity Capital Markets Group, and vi) compensation levels for
analysts at competing investment dealers.

Analyst Stock Holdings

Effective September 2002, Raymond James Ltd. equity research analysts and associates or members of their
households are forbidden from investing in securities of companies covered by them. Analysts and associates are
permitted to hold long positions in the securities of companies they cover which were in place prior to September
2002 but are only permitted to sell those positions five days after the rating has been lowered to Underperform.
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Review of Material Operations

The Analyst and/or Associate are required to conduct due diligence on, and where deemed appropriate visit, the
material operations of a subject company before initiating research coverage. The scope of the review may vary
depending on the complexity of the subject company's business operations.

Raymond James Relationships

Raymond James Ltd. or its affiliates expects to receive or intends to seek compensation for investment banking
services from all companies under research coverage within the next three months.

Raymond James Ltd. or its officers, employees or affiliates may execute transactions in securities mentioned in this
report that may not be consistent with the report’s conclusions.

Additional information is available upon request. This document may not be reprinted without permission.

All Raymond James Ltd. research reports are distributed electronically and are available to clients at the same time
via the firm’s website (http://www.raymondjames.ca). Immediately upon being posted to the firm’s website, the
research reports are then distributed electronically to clients via email upon request and to clients with access to
Bloomberg (home page: RJLC), First Call Research Direct and Reuters. Selected research reports are also printed and
mailed at the same time to clients upon request. Requests for Raymond James Ltd. research may be made by
contacting the Raymond James Product Group during market hours at (604) 659-8000.

In the event that this is a compendium report (i.e., covers 6 or more subject companies), Raymond James Ltd. may
choose to provide specific disclosures for the subject companies by reference. To access these disclosures, clients
should refer to: http://www.raymondjames.ca (click on Equity Capital Markets / Equity Research / Research
Disclosures) or call toll-free at 1-800-667-2899.

All expressions of opinion reflect the judgment of the Research Department of Raymond James Ltd. or its affiliates
(RJL), at this date and are subject to change. Information has been obtained from sources considered reliable, but we
do not guarantee that the foregoing report is accurate or complete. Other departments of RJL may have information
which is not available to the Research Department about companies mentioned in this report. RJL may execute
transactions in the securities mentioned in this report which may not be consistent with the report’s conclusions. RJL
may perform investment banking or other services for, or solicit investment banking business from, any company
mentioned in this report. This information is not an offer or solicitation for the sale or purchase of securities.
Information in this report should not be construed as advice designed to meet the individual objectives of every
investor. Consultation with your investment advisor is recommended. For institutional clients of the European
Economic Area (EEA): This document (and any attachments or exhibits hereto) is intended only for EEA Institutional
Clients or others to whom it may lawfully be submitted. RJL is a member of CIPF. ©2009 Raymond James Ltd.

Raymond James Ltd. is not a U.S. broker-dealer and therefore is not governed by U.S. laws, rules or regulations
applicable to U.S. broker-dealers. Consequently, the persons responsible for the content of this publication are not
licensed in the U.S. as research analysts in accordance with applicable rules promulgated by the U.S. Self Regulatory
Organizations.

Any U.S. Institutional Investor wishing to effect trades in any security should contact Raymond James (USA) Ltd., a
U.S. broker-dealer affiliate of Raymond James Ltd.
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Company-Specific Disclosures (RJL = Raymond James Ltd.)

la

RJL has managed or co-managed a public offering of securities within the last 12 months with respect to the
subject company.

1b RJL has provided investment banking services within the last 12 months with respect to the subject company.

1lc  RJL has provided non-investment banking securities-related services within the last 12 months with respect to
the subject company.

1d RJL has provided non-securities-related services within the last 12 months with respect to the subject
company.

le RJL has received compensation for investment banking services within the last 12 months with respect to the
subject company.

1f  RJL has received compensation for services other than investment banking within the last 12 months with
respect to the subject company.

2 Analyst and/or Associate or a member of his/their household has a long position in the securities of this stock.

3 RJL makes a market in the securities of the subject company.

4  RJL and/or affiliated companies own 1% or more of the equity securities of the subject company.

5  <Name> who is an officer and director of RJL or its affiliates serves as a director of the subject company.

6  Within the last 12 months, the subject company has paid for all or a material portion of the travel costs
associated with a site visit by the Analyst and/or Associate.

7 None of the above disclosures apply to this company.

COMPANY SYMBOL EXCHANGE DISCLOSURES

AirCanada ACB TSX 7

WestJet Airlines WJA TSX 7
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RATING & TARGET CHANGES

Date
Jan-26-07
Feb-12-07
May-14-07
Aug-13-07
Nov-12-07
Jan-18-08
Feb-08-08
Apr-21-08
May-09-08
Jun-03-08
Jun-18-08
Jul-24-08
Nov-10-08
Dec-12-08

Price
$18.30
$19.88
$15.47
$11.50
$14.50
$9.95
$9.10
$8.66
$8.09
$8.75
$9.15
$5.34
$4.49
$1.28

Rating Target
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RATING & TARGET CHANGES

Date
Oct-19-05
Feb-09-06
Jul-17-06
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Dec-06-06
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Feb-15-07
May-02-07
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Jan-18-08
Feb-14-08
Mar-04-08
Apr-21-08
Jun-03-08
Jul-09-08
Jul-24-08
Oct-27-08
Nov-11-08
Dec-12-08
Jan-08-09
May-06-09
Jun-24-09
Jun-30-09

Price
$10.70
$11.95
$10.53
$10.26
$10.00
$11.90
$13.70
$14.92
$15.50
$16.45
$19.57
$22.58
$18.05
$17.99
$20.49
$16.43
$15.05
$14.10
$15.69
$10.42
$10.13
$11.28
$13.00
$13.35
$10.13
$9.76

Rating Target
$14.00
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$17.00
$18.50
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