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Good afternoon ladies and gentlemen. 
 
Thank you for that kind introduction. It’s a pleasure to be here today and an 
honor to address the Wings Club. I have a tremendous appreciation for the 
history of this institution and the many famous speakers who have appeared over 
the years.  Back in 1942, when the Wings Club was founded, this was a young 
industry and the airline business was being shaped by visionaries like Eddie 
Rickenbacker and Juan Trippe – both members of your first board of directors.  
 
Over the intervening years, I’m sure there have been dozens of CEOs who have 
stood here and told you about the challenges they faced.  
 
These days, given the state of the North American industry, I suspect those 
speeches by the CEOs of legacy carriers are starting to sound rather similar. 
First, we tend to complain about the economy, fuel prices and the industry. Then, 
we talk about our financial situation and what we are doing to reduce costs - like 
job cuts. We point to systemic problems with infrastructure, bilaterals and 
airports. Finally, we talk about new products and services which we hope will 
help reverse the trend and we end with a bleak but faintly, hopeful picture of the 
distant future. 
 
Of course, the CEOs of successful low cost carriers (Herb Kelleher comes to 
mind) deliver a different speech. They don’t complain so much about the state of 
the economy.   
They tend to focus on their most recent quarterly results and the profit they 
made. They talk about how they’re eating the lunch of the old legacy carriers.  
Then they talk about growth plans and new routes which they plan to launch to 
take more market share from the legacy carriers. Then they talk about new 
aircraft which they’re going to use on those routes to beat the pants off the 
legacy carriers and they end with an upbeat picture of the future. 
 
Well, ladies and gentlemen, that’s the speech I want to make today partly 
because I’m sick of giving – and hearing – the legacy carrier speech, but mostly 
because Air Canada is transforming itself from a legacy airline into an 
international network carrier that looks, operates and competes like a low cost 
airline. 
 
Despite a huge amount of hard work and restructuring since 1999, Air Canada 
could not fix its problems fast enough to deal with the economic and geopolitical 
adversity. Shortly after defying the odds and winning a hostile takeover battle 
orchestrated by American Airlines with the support of the Canadian Government, 
we were faced with the burst of the high tech bubble and the accompanying 
dramatic drop off in traffic and yield.  
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Then came the terrorist attacks of 9/11. While our competitors here received 
billions of dollars in government assistance, we received about 60 million dollars 
– that’s Canadian.  And then came SARS. 
 
Being so far away from Asia, many of you may wonder how the SARS virus 
could have had such a devastating impact on Air Canada.  
 
In fact, Air Canada was the only non-Asian carrier whose home market was hit 
by SARS.  Toronto was front and centre in the SARS crisis. That’s our most 
important market and also our main hub for our domestic, U.S., European, Latin 
American and Caribbean services.  In other words, the SARS virus attacked the 
very heart of Air Canada’s operation.  By the beginning of 2003, Air Canada 
qualified as the world’s only international airline that had suffered both its home 
air space being shut down after 9/11 and its home hub impacted by SARS.   
 
That was the last straw. Against this economic meltdown, Air Canada was left 
with little choice but to call for a time out and to file for court protection. 
 
Our restructuring was not without its challenges but we had a plan, we stuck to it 
and we can point to solid achievements as a result. 
 
When we emerged from the Canadian equivalent of Chapter 11, or CCAA as it’s 
called in Canada, we carved out annually: 

• some $2 billion (CAN) in operating costs 
• another $ 1 billion (CAN) in labor costs most of which focused on 

productivity rather than just straight pay cuts;another $700 million (CAN) in 
aircraft lease costs – in part because we’ve re-negotiated leases at the 
bottom of the market in the aftermath of the SARS virus when even Asian 
carriers couldn’t maintain their traditional role of being beacons of growth 
with an insatiable appetite for aircraft; 

• and a further $400 million (CAN) in supplier costs. 
 
We also reduced Air Canada’s debt load from some $12 billion (CAN) to 
approximately $4 billion (CAN) and, against the odds, raised $1.1 billion (CAN) in 
new equity – perhaps the largest equity raise for any passenger airline in history. 
 
Of course, this is certainly not the first time – or the last – that a North American 
carrier has restructured under court protection. As you well know, some airlines 
in the US have been in Chapter 11 twice and some are even looking at a three-
peat.   
 
However, when I look at what is, or perhaps, more importantly, what is not 
happening with the various restructuring attempts underway in the United States, 
I believe that we, at Air Canada, got a number of things right. 
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We sought to change Air Canada: how we did business, how we were capitalized 
and how our corporation was organized.  And we succeeded. 
 
We had a plan for network and fleet realignment. 
 
We studied how low we needed to get our costs, not in order to compete with 
other legacy carriers but to compete effectively with low cost carriers - and then 
we pursued that objective. 
 
We did all this because we knew that our restructuring would only work and 
would only stand the test of time if it could withstand further economic assaults --
not just from low cost carriers but also from the volatility that has become the 
norm in today’s airline industry.   
 
Today, Air Canada is about the same size as we were pre-CCAA but we are 
operating the airline with 10,000 fewer employees.  Again – productivity over 
straight salary cuts. 
 
We have $1.9 billion (CAN) in cash on hand – the highest cash balance in our 
history. 
 
Unlike our U.S. counterparts, we embraced the new business model with relish. 
Montie Brewer, our EVP Commercial, has helped Air Canada lead the way in 
implementing the new business model. In his honour, we at Air Canada, now call 
this the “Full Montie” with an “I-E” instead of a “Y”. 
 
Today, we distribute over 60% of our domestic sales via the Internet. No other 
legacy carrier comes even close to that.  Of course, to make it work, we had to 
simplify our product line.  Our goal is to rebuild the trust of our customers in 
buying directly from us with full transparency through easy to understand 
conditions.   
 
Now there are just five simple fares for flying Air Canada. You see them all on 
aircanada.com.   
 
You pay only for the desired one-way ticket type you want, starting from the 
lowest fare and paying consecutively higher prices for premiums such as priority 
seating, Aeroplan points or return-date flexibility that you chose to add on. 
Through the internet, customers are also able to surf through competitors' fares.  
And they will see for themselves that the CEO of Westjet had it right when he 
said, and I quote: “Air Canada matches us, dollar for dollar, on every single fare, 
every single minute of every single day.”  Personally, I can’t think of a better 
endorsement for our product! 
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The game-changing difference here is that we are no longer in the business of 
preventing customers from buying down. We are in the business of incenting 
customers to buy up.  
Our new North American pricing strategy mimics the low cost carriers: 

• no advance purchase 
• one way fares 
• always competitive with the low cost carrier alternatives 
• and we recently pulled the plug on minimum stay rules and stopped telling 

customers where to spend their Saturday nights 
 
If this sounds like a huge gamble, it is. But it’s also working.  Customers are 
voting with their wallet and their mouse -- and the new Air Canada North 
American pricing structure is proving to be a winner.  We’ve had seven straight 
months of record loads and the highest load factor in our history this past August.   
 
An article appeared in today's Le Journal de Montreal speculating on the lay-off 
of up to 500 employees at the ACTS Montreal base starting in January. 
The rumors and speculation contained in this article are false. There are currently 
no plans underway for lay-offs in the technical operations area in 
January as referenced in this article. Load factors aside, you may question the 
wisdom of this approach in terms of yield. Or, to put it another way, since all the 
fare options are visible on aircanada.com for customers to see, you might 
assume that consumers would automatically gravitate to the lowest fare.  Our 
experience, however, has shown otherwise and we have been pleased with the 
numbers of customers who have opted for higher fares even when the lowest 
fares are available for sale.   
 
In fact, year over year, our yields are now moving up. 
 
Customers are choosing those attributes they value – such as greater flexibility, 
more frequent flier points and access to airport lounges – and are willingly paying 
for them.  It’s a novel concept: give customers the choice and the power to 
choose.   
 
Last week we reported a third quarter operating profit of $243 million – (CAN) 
and given current fuel prices, this is a clear indication that our commercial 
strategy is producing the desired results 

US legacy carriers have largely shunned this notion, but there is a distinct lack of 
alternatives and time is running short. If you think the TV show “Desperate 
Housewives” is filled with intrigue and high drama, try watching “Desperate 
Airlines” for a few weeks.  

US Airways Group and United are in bankruptcy protection and asking workers 
for concessions. AMR plans to layoff at least 1,100 workers in the coming 
months. 
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Delta Airlines just reported a third quarter loss of almost $650 million and plans to 
eliminate 7,000 jobs and pilots just voted on a pay cut – all designed to avoid 
Chapter 11.  Northwest is looking for more labour cost reductions and their pilots 
recently agreed to pay cuts.   

This is not a new trend. For three years, US majors have been cutting costs but 
there’s still no sign of profitability.  According to Forbes Magazine, (quote) “the 
industry will have losses of more than $4 billion for 2004, bringing total losses 
since the Sept. 11, 2001 terrorist attacks to a staggering $25 billion.”  

Despite the crisis situation, U.S. carriers seem reluctant to change their business 
model and deal with the new pricing world.  Rather than going “full Montie”, many 
have taken timid steps while desperately searching for signs, any signs, that the 
high yield domestic business class customer - the one and only reason for 
traditional pricing practices -- has returned.  Sadly, she’s not coming back. Or if 
she is, it’s on JetBlue. 
 
Low-cost carriers now make up 30 per cent of the US domestic market, fares are 
at a 12-year low and yields are in free fall. The question for my U.S colleagues is: 
What are you waiting for? 
 
We certainly couldn’t afford to wait north of the border, because low cost carriers 
quickly swamped the relatively small number of domestic markets that we 
served. 
 
If we were to compete in the domestic market and protect the foundation that 
allows us to grow internationally, we needed to do things differently and fast.  
That started two years ago with Air Canada’s industry-leading low cost 
experiments: Tango and Zip.  
They have since been replicated by the likes of BMI’s bmi baby, Delta’s Song, 
SAS’s Snowflake, United’s Ted and others. But now we’ve moved well beyond 
low-cost as an experiment.  We have chosen to make it a mainline way of 
business. 
 
Here in the US, major carriers will soon have that choice made for them. 
 
We’re also using fleet as an instrument to execute our new business model.  
We’re intent on matching our aircraft as precisely as possible to the markets we 
serve.  
 
One size no longer fits all.  Personally, I love Boeing 747s.  They’re fabulous 
aircraft, but they don’t suit the needs of our consumers or the consumers we 
want to serve in new markets.  As part of a 105 aircraft order, we’ve announced 
the acquisition of new Bombardier CRJ regional jet aircraft as well as Embraer 
new generation small jet aircraft which I am convinced, will be a game changer, 
in the North American marketplace.   
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These small jets will change the rules of the game in the North American 
marketplace.  How? Well, over the years, low cost carriers have used smaller 
aircraft to undercut legacy carriers in their traditional markets.  With smaller 
aircraft containing fewer seats, low cost carriers have fragmented traditional 
legacy carrier markets requiring fewer customers to make a profit. 
 
With the Embraer 75-95 seat new generation jets, we will more effectively 
challenge low cost players by offering more non-stop flights to smaller markets 
and, just as with the low cost carriers, we’ll need to fill fewer seats to make a 
route work. In other words, Air Canada will do to the low cost carriers what they 
have done to legacy carriers.  At the same time, we’ll be able to reinforce our 
leadership position in the domestic and North American market and strengthen 
our international operations.  
 
We’ve come full circle and these new aircraft will fragment the market down 
further.  We’ll be able to by-pass hubs and match fares – there’s no escaping 
consumer preference for non-stop, point to-point service.   
 
Our fleet strategy also includes the right compliment of efficient wide body aircraft 
which will allow us to take advantage of many international growth opportunities, 
largely from our Toronto hub but also from other Canadian cities.  In August we 
launched the first-ever non-stop service between Toronto and Hong Kong using 
A340-500 aircraft, the world’s longest range airliner.  The 15 and a half hour flight 
saves travelers more than four and a half hours compared to other carriers 
routings and customer response has been enthusiastic as you might guess. 
 
Latin American destinations launched over the past year from Toronto include 
Peru, Chile, Argentina, Costa Rica, Venezuela and Colombia  and I’m pleased to 
report they’re all performing very well.   
 
Demand is bolstered by the convenience of Air Canada service for travelers 
worldwide impacted by U.S government visa requirements when transiting via 
the United States – this means that Air Canada becomes an obvious choice of 
airline for passengers traveling between Asia and Latin America for example.  
We also see further opportunities for expanded or new service in Europe, Asia, 
South America and the Middle East. 
 
So now we’ve got a new competitive cost structure and a new business model 
predicated on a new relationship with consumers.  The missing piece of the 
puzzle is an aviation policy based on free market principles, in keeping with the 
global trend towards open skies.   
 
Canada’s new Transport Minister, Jean Lapierre, has recently announced that 
the government will examine liberalizing Canada’s air policies.  To say that I’m 
pleased by this initiative is like saying Red Sox fans are pleased with the World 
Series.   
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The federal government’s past approach to air policy stressed protectionism, 
interventionism and regulation over free market principles.  It prevented 
Canadian carriers from flying international routes, helped foreign carriers and 
prevented Canada from maximizing its aviation potential.  I can’t resist giving my 
favourite example of this because it cracks me up – even to this day.   
 
Under the old policy in place until the late 1990’s, Air Canada could serve all of 
Germany except Munich from eastern Canada and Frankfurt from Western 
Canada – while Canadian Airlines could fly from western Canada to Frankfurt, 
but not to the rest of Germany.  They could, however, fly to Munich from Eastern 
Canada.  This gives you an idea why we find it so refreshing that this new 
Minister of Transport has decided to challenge the status quo.  
 
We will support Minister Lapierre’s liberalization initiative and we’ll work 
cooperatively towards a common goal of moving towards liberalized air 
agreements - first with the Canada-U.S. market and then into other markets 
around the world starting with the largest markets first.  
 
When you put a financially-restructured Air Canada together with a new business 
model and the prospect of a modern aviation policy, we’ll finally have the key 
elements for sustainable success. 
 
I think that all North American legacy carriers will have to restructure, most likely 
formally, before all is said and done.  There are simply too many airlines with too 
much debt and too many hurdles along the way – such as $50 a barrel oil – 
which will tilt the balance in favour of restructuring.  
 
I admire those who have tried to restructure out of court.  I tried to do the same.  
The difference in the two approaches – court sanctioned and out of court– is like 
the sharp knife versus the dull knife.   
The fact of the matter is that many U.S. carriers simply do not have time on their 
side.  When you have some $20 billion in debt as some of these carriers do, the 
outcome becomes inevitable. 
 
On the other side of the coin, I believe that comprehensive financial restructuring 
can be an excellent platform for a new business model, one which will change 
the way airlines do business and allow them to make money.  One thing is clear.  
We cannot do what we have been doing.  History is not an acceptable game plan 
for the future.  Not for the airlines, not for employees, not for customers and 
certainly not for shareholders.  
 
At Air Canada, we’ve taken that message to heart and fundamentally reinvented 
our airline.  
Fleet and the internet are just two examples of a fundamental shift that signals a 
clear departure from legacy airline thinking, strategy and management. 
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There is no vestige of the legacy carrier remaining.  Everything is different.  Our 
balance sheet doesn’t look the same.  Our cost structure isn’t the same.  How we 
sell our product isn’t the same.  Even our livery and uniforms aren’t the same.  
We’re in a position of strong liquidity. We’ve got significantly reduced debt and 
lease servicing requirements.  And we’re projecting sustained annual profitability 
starting in 2005 – even with the prospect of fifty dollar-a-barrel oil and a volatile 
industry. 
 
 
As I said before, Air Canada can no longer be considered a legacy carrier and I 
won’t be making any more legacy carrier speeches.  What I will be doing is 
aggressively winning back customers, selling value-based products throughout 
our cabins, dispatching profitable flights and rolling out this business model on 
our network throughout North America and around the world.  We have 
absolutely nothing to lose and everything to gain.   
 
Thank you. 
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