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Peter Black watched the news program intently on the morning of June 16, 2011. To his relief, he 
discovered that the three-day strike by Air Canada’s service staff was over and major flight disruptions 
had been avoided. He had invested in the company’s Class B common shares near the end of 2008 when 
the share price had tumbled to $22 per share, thinking he was getting a bargain. However, since the airline 
industry as a whole had been recovering very slowly from the worldwide recession, Black was beginning 
to doubt the company’s long-term prospects. Despite reaching a high of almost $4 per share near the end 
of 2010, the share price had fallen again to close at $2.01 yesterday (see Exhibit 1). In particular, Black 
was worried about the ongoing risk surrounding Air Canada’s defined benefit pension plans, which had 
been a major factor leading to the strike.  
 
Black decided that, in light of the recent labour dispute and Air Canada’s falling share price, he should 
look into Air Canada’s financial position and decide whether or not to sell his shares in the company (see 
Exhibit 2). 
 
 
AIR CANADA 
 
Air Canada was the nation’s largest full-service airline and the largest provider of scheduled passenger 
services, carrying 32 million passengers and offering direct passenger service to 178 destinations in 2010. 
Air Canada ranked as the 15th largest commercial airline in the world, with $10.8 billion of revenue and 
$407 million of operating income in 2010. Despite its size, the airline has struggled financially. On April 
1, 2003, the company filed for bankruptcy following a difficult merger with Canadian Airlines. Eighteen 
months later, it emerged from bankruptcy after an organizational restructuring. Since then, the airline 
reduced its cost structure and strengthened its balance sheet, acquiring new regional jets to compete with 
lower-cost airlines. The financial crisis had impacted Air Canada along with the entire global industry. 
Air Canada posted a loss of $1.0 billion in 2008, but reduced its loss to $24 million in 2009. Globally, the 

                                                           
1 This case has been written on the basis of published sources only. Consequently, the interpretation and perspectives 
presented in this case are not necessarily those of Air Canada or any of its employees. 
2 All funds are shown in Canadian dollars unless specified otherwise. 
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airline industry lost approximately $16 billion in 2008 and $10 billion in 2009, before recovering to profit 
of $18 billion in 2010.3 
 
Part of the challenge for Air Canada was the significant competition it faced. In the domestic market, 
other carriers had entered or expanded to compete with Air Canada, most notably WestJet. In recent 
years, Air Canada had been losing market share to WestJet. In 2000, the airline’s market share was 77 per 
cent, compared to WestJet’s 7 per cent. By 2009, Air Canada’s market share had fallen to 55 per cent, 
while WestJet captured 38 per cent of the market.4 With its remarkable growth, WestJet posed a 
formidable competitive force for Air Canada. Indeed, WestJet’s CEO Gregg Saretsky boldly aimed to 
attain 50 per cent of the market by the end of 2013.5 Furthermore, Air Canada encountered significant 
price competition from low-cost carriers, such as Porter airlines, which operated primarily in the Eastern 
Triangle (Toronto, Ottawa and Montreal). According to Versant Partner’s analyst Cameron Doerksen, 
Porter’s seat share on flights between Toronto and Montreal had grown from 12 per cent in 2007 to 20 per 
cent in 2009, and from 19 per cent to 24 per cent between Toronto and Ottawa.6 Porter Airlines’ 
expansion also significantly drove down customer fares. In addition, Air Canada was facing increasing 
competition in international markets as foreign airlines fought to increase market share and a wave of 
mergers, including United Airlines and Continental Airlines in the United States, led to stronger 
companies with enhanced economies of scale. 
 
To improve the company’s competitiveness, Air Canada planned to launch a new discount carrier to 
compete with lower-cost rivals such as WestJet, Air Transat, and Sunwing Airlines. In recent years, these 
competitors had been growing rapidly and successfully capturing market share for certain routes. To 
compete with them, the new proposed carrier would focus on routes to Europe, Mexico, and other popular 
vacation destinations using a efficient fleet of Airbus A319’s and Boeing 767’s. Pilots flying for the new 
carrier would be paid with rates and benefits comparable to other low-cost carriers, including defined 
contribution pension plans rather than defined benefit.  
 
 
AIR CANADA’S PENSION PLANS 
 
Black had heard a great deal of negative news surrounding Air Canada’s defined benefit pension plans. 
With approximately 23,000 full-time employees, Air Canada’s collective pension plans were among the 
largest in the country. However, the company has had a history of solvency issues with their pension 
funding. In 2009, the airline narrowly survived a cash crunch by successfully persuading unions and 
retirees to support a 21-month moratorium on pension solvency deficiency payments from April 1, 2009 
to December 31, 2010 (regular pension payments were still made). Further, through the government’s 
adoption of the Air Canada 2009 Pension Regulation, solvency deficiency payments were fixed to a 
maximum of $150 million, $175 million, and $225 million for 2011, 2012, and 2013 respectively.7 

                                                           
3 “Climbing Through the Clouds,” The Economist, July 7, 2011.  
4 Brent Jang, “WestJet Closing Gap with Air Canada,” The Globe and Mail, Toronto, February 18, 2010. 
5 Aaron Karp, “WestJet Aims for 50% Share of Canadian Market by 2013,” Air Transit World Online, Silver Spring, MD, 
September, 11, 2007, http://atwonline.com/airline-financedata/news/westjet-aims-50-share-canadian-market-2013-0309, 
accessed June 25, 2011. 
6 David Pett, “Porter Proves Stiff Competition for Air Canada, WestJet,” National Post, May 12, 2009.  
http://network.nationalpost.com/np/blogs/tradingdesk/archive/2009/05/12/porter-proves-stiff-competition-for-air-canada  
westjet.aspx, accessed June 19, 2011. 
7 “Canadian Government Amends Regulations to Allow Air Canada’ Pension Funding Moratorium.” Airline Industry  
Information, July 27, 2009. M2 Communications, accessed May 18, 2011. 
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Preliminary estimates early in 2011 showed Air Canada’s aggregate pension deficit to be about $2.1 
billion.8 
 
In an attempt to manage its pension problems, Air Canada proposed to move all new hires to defined 
contribution pension plans, thus maintaining the defined benefit plans for only existing employees and 
retirees. Further, Air Canada sought to modify certain plan terms for existing employees including the 
formula for early retirement. Black heard a lot about the opposition to the proposed pension changes from 
unions, including the Canadian Union of Public Employees (CUPE), Air Canada Pilots’ Association 
(ACPA) and the Canadian Auto Workers (CAW). After failing to reach a labour pact with the CAW in 
June 2011, Air Canada faced its first major strike in nearly 13 years with 3,800 of its sales and service 
agents walking off the job. However, on June16, 2011, after three days of strike, Air Canada reached a 
new collective agreement with the CAW. Still, the issue of whether new hires would be on defined 
contribution or defined benefit plans remained unresolved. The pension issue was referred to an 
independent arbitrator approved by both sides.9 Negotiations with other employee groups, including 
pilots, flight attendants, baggage handlers, and mechanics were still ongoing.  
 
 
OUTLOOK 
 
Above all, Black was concerned with how the pension and labour issues would impact the airline’s 
performance and financial position. In 2011, Air Canada was still recovering from the aftermath of the 
recession, but had shown modest improvement over 2010. In the first quarter of 2011, Air Canada 
reported an operating loss of $66 million, which compared to an operating loss of $136 million in the first 
quarter of 2010. Air Canada’s EBITDAR (earnings before interest, taxes, depreciation, amortization, 
impairment and aircraft rent) was $207 million, which compared to $57 million in the first quarter of 
2010.10 Operating expenses increased $164 million from the first quarter of 2010, mainly due to system 
capacity growth of 7.7 per cent and a 20 per cent increase in fuel expense.  
 
Naturally, Air Canada was not the only airline suffering. Rising fuel prices posed a significant challenge 
for the industry as a whole, lowering profit margins by a considerable amount. For many airlines, fuel was 
the single largest expense item after labor, accounting for about 30 per cent of operating expenses.11 
Moreover, political unrest in the Middle East and North Africa, as well as the Japanese earthquake further 
damaged the industry’s expected 2011 profitability. The International Air Transport Association (IATA) 
cut its 2011 profit forecast for the global airline industry from $9.1 billion in December 2010 to $4 billion 
in recent months.12 To cope with the challenging conditions, many airlines, including Air Canada, 
suspended a number of unprofitable routes and cut down the number of seats on other routes. 
 
In its first quarter 2011 news release, Air Canada projected that its 2011 system-wide capacity would be 
3.5 to 4.5 per cent higher than that of 2010, and that EBITDAR for the first half of 2011 would exceed 

                                                           
8 Brent Jang, “Air Canada Unions Join up in Pension Fight,” The Globe and Mail, May 26, 2011, 
http://www.theglobeandmail.com/globe-investor/air-canada-unions-join-up-in-pension-fight/article2036206/, accessed May 
27, 2011. 
9 Air Canada. “Air Canada Confirms Ratification by CAW Members of Labour Agreement,” Aircanada.com, June 27, 2011. 
http://aircanada.mediaroom.com/index.php?s=43&item=454, accessed June 28, 2011. 
10 Air Canada. “Air Canada Reports First Quarter 2011 Results,” Aircanada.com, May 5, 2011, 
http://aircanada.mediaroom.com/index.php?s=43&item=437, accessed June 25, 2011. 
11 “Cheap Airfare Becoming More Scarce; Fuel Costs, Economy, Seat Supply, Consolidation Blamed for ‘Worst Year’ for 
Bargains in Decade,” Toronto Star, March 12, 2011, Business sec.: B1.  
12 “Iata Cuts Airline Profit Forecast as Fuel Prices Rise,” BBC News, June 6, 2011, www.bbc.co.uk/news/business-
13660170, accessed June 20, 2011. 
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2010’s first half by up to 5 per cent.13 However, rising fuel costs, continued labor discord, and uncertainty 
over plans to launch the discount carrier continued to cloud the outlook for Air Canada. In April 2011, 
RBC Dominion Securities Inc. analyst Walter Spracklin lowered his 52-week target price for Air Canada 
from $4 to $3 while PI Financial Corp. analyst Chris Murray maintained his target price of $5.25 for Air 
Canada, but rated Air Canada as a “speculative risk.”14  
 
 
CONCLUSION 
 
Black thought he should review the company’s 2010 annual report one more time to assess the financial 
risk posed by the company’s defined benefit pension plans. Air Canada’s 2010 pension disclosures are 
shown in Exhibit 3. He also recalled that Canadian companies were transitioning to International 
Financial Reporting Standards in 2011 and wondered how the company’s pension accounting and 
disclosures would be impacted (Exhibit 4 presents excerpts from Air Canada’s 2010 Management 
Discussion and Analysis relating to the impact of IFRS). Black knew he needed to make a final decision 
about his Air Canada holdings soon. 
 

                                                           
13 Air Canada, “Air Canada Adjusts Capacity Outlook in Response to High Fuel Costs,” Aircanada.com, March 16, 2011, 
http://aircanada.mediaroom.com/index.php?s=43&item=423, accessed June 25, 2011. 
14 Brent Jang, “Rising Costs, Labour Strife Cloud Outlook for Air Canada,” The Globe and Mail, April 21, 2011, 
https://secure.globeadvisor.com/servlet/ArticleNews/story/gam/20110421/GIAIRCANADAJANGATL, accessed July 1, 2011.  
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Exhibit 1 
 

AIR CANADA CLASS B COMMON STOCK PRICE HISTORY 
 

 
 
Source: Canadian Financial Markets Research Centre for January 2008-December 2010; Google Finance Canada for 
January 2011-May 2011. 
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Exhibit 2 
 

AIR CANADA’S 2010 FINANCIAL STATEMENTS 
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Exhibit 2 (continued) 
 

 
 

 

 



 

 

Page 8 9B11B016 
 
 

Exhibit 2 (continued) 
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Exhibit 3 
 

AIR CANADA’S 2010 PENSION DISCLOSURES 
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Exhibit 3 (continued) 
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Exhibit 3 (continued) 
 

 
 

 

 



 

 

Page 12 9B11B016 
 
 

Exhibit 3 (continued) 
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Exhibit 3 (continued) 
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Exhibit 4 
 

EXCERPTS FROM AIR CANADA’S 2010 MANAGEMENT DISCUSSION AND ANALYSIS 
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Exhibit 4 (continued)  
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Exhibit 4 (continued) 

 
 

 

 


