


C O R P O R A T E  P R O F I L E  

Air Canada is a Canadian-based international air carrier 

providing scheduled and charter air transportation for 

passengers and for cargo. The airline's passenger route 

network offers scheduled service to  2 5  North American 

cities. 

Through i ts domestic Connector carriers, another 

62 Canadian communities and 6 cities in  the United States 

are linked t o  the Air Canada network. The Corporation 

serves 25 cities i n  Europe and the Caribbean. Charter 

passenger services are provided t o  more than 

15  international destinations. 

The airline's Cargo division serves 47 destinations 

in  Canada and internationally. It offers guaranteed, 

same-day and overnight, airport-to-airport service to  

major centres across Canada and t o  most countries 

worldwide through 

Air Canada ha! 

All Nippon Airways 

Continental Airline 

has commercial agl 

Austrian Airlines. B 

Airlines (CSA), Finn; 

Pakistan International Airlines. Royal Jordanian. 

Swissair, and VlASA. 

Air Canada provides computer services, aircraft and 

engine maintenance, technical, f l ight attendant and pilot 

training, and ground handling services t o  airlines and 

other customers. 

The Corporation holds majority interest, directly 

or indirectly, i n  five Canadian regional airlines, AirBC. 

NWT Air, Air Ontario. Air Alliance, and Air Nova; and 

in  a major Canadian tour operator. Air Canada Vacations 

(Touram Inc.1. 

Its diversification also includes other airline-related 

businesses. 

Shareholder Base 



Y E A R  A T  A  G L A N C E  

Financial 
lMillionr Except per Share Figurer) 

Operating Revenues 

Operating Loss before provision for staff 

reduction and retirement costs 

Operating Loss 

Loss from continuing operations 

Loss for the year 

Operating Cash Flow 

Common Shares Outstanding (millions) 

Loss for the year per Common Share* 

Operating Cash Flow per Common Share' 

Return on Equity 

* P t r $ h l r ~  amounts have been ralcvlatrd using thc weighted avcragc nvmbcr 
of common sharer outstanding during the year. 

Operating Stat ist ics 
(Scheduled and Charter - not eonrolidatrdl 

Revenue Passengers Carried (millions) 

Revenue Passenger Miles (millions) 

Available Seat Miles (millions) 

Passenger Load Factor 

Yield per Revenue Passenger Mile 

Operating Expense per Available Ton Mile 

Average Number o f  Employees 

1991 Change 



For the international and the Canadian aviation indus- 

tries the year was dominated by financial uncertainty. 

Globally, the industty will lose upwards of $3 billion, 

and the Canadian commercial airline sector will report 

losses of more than $700 million in 1992. 

Air Canada recorded a net loss of $454 million. 

Within the airline's two core businesses. Passenger 

revenues were virtually unchanged at $2.81 3 million. 

compared to  $2,815 million for last year. Cargo revenue 

declined by three per cent to  $342 million. 

A prevailing characteristic of the domestic passenger 

parket was continuing over-capacity. As a result. 

marketing o f  the airline's products became increasingly 

focused on fare levels and capacity offered: and the year 

saw heavy pressure on yields as Air Canada sought to  

fill the seats available and maintain market presence. 

Part of our response to the competitive forces was a 

decision to maintain profitability on a route by route basis 

while ensuring that market share was protected. In some 

instances this meant matching fare cuts to maintain 

sufficient traffic share in the light o f  competitive action; 

i n  others it meant instituting lower fares to stimulate 

the market. It also meant more closely matching service 

standards and the corresponding fare levels to  market 

demand. 

Within Cargo, Air Canada continued its drive to 

'achieve greater profitability. The increased operational 

time of the passenger fleet, coupled with the introduction 

new cargo containers added capacity equivalent to  four 

QC-8 freighters to  its cargo business. Additionally, the . 

is making available for sale its fleet o f  five 

airline recognizes that revenue from its core 

strengthened. With the operational 

shaken during the year. Air Canada's management 

is confident that this is an achievable goal. 

Air Canada's 1992 financial results mirror, t o  a large 

extent, those of the Canadian industry and highlight the 

uncertain future faced by its participants. Traffic and yield 

figures continue their decline, reflecting the country's 



changing economy. The industry's cost structure is being 

brought under control, but  it cannot be done quickly 

enough t o  offset the decrease in revenues. And, there is 

bitter competition within the international marketplace. 

The situation wil l  not  change unless some dramatic 

rationalization occurs. Airlines around the world have 

been struggling t o  survive against the competitive forces 

of an economically free marketplace. In Canada, this has 

meant confronting the harsh fact that  under government 

regulation. Canada's airline industry grew too large and 

inefficient for the current economic environment. 

Air Canada believes a major part o f  any solution 

begins from the basis that a country wi th the population 

the size of Canada's can no longer support two flag carriers 

Among the G-7 nations, experience has shown that a 

country needs a population o f  more than 100 mill ion t o  

achieve the economies o f  scale necessary t o  support more 

than one international flag carrier; outside of Canada only 

the US. and Japan, with populations six t o  ten times 

Canada's size, have a mult i  flag carrier policy. 

As a result, there are two courses open t o  the domestic 

industry. The first would see a short-term continuation 

of the status quo. Air Canada believes this wi l l  soon lead 

t o  international dominance of Canada's aviation industry 

as both Air Canada and PWA Corporation will be forced 

t o  seek international partners, possibly on less than 

favourable terms. 

The second is for a merger between Air Canada and 

PWA on terms that ensure only one international flag 

carrier, and the continuation o f  competition provided 

by the industry's growing niche carriers. 

An integration of Air Canada and PWA would create a 

new Canadian airline with more than $6 billion in annual 

revenues and competitive, declining costs. The airline 

would undoubtedly be a key partner in any global alliance 

network. The combined strength o f  Air Canada. PWA, and 

a new Continental, for example, would create an airline 

system wi th the scale of US. majors and an operation 

that  is significantly larger than any major, non-U5 

foreign carrier. 

The advantages would be substantial, including 

creation o f  a strong Canadian-owned airline industry that 

can compete effectively i n  the global aviation market: 

medium and long-term employment growth; a more 

rational domestic route and fare structure; and the 

establishment of a strong Canadian player i n  a high-tech 

value service sector worldwide. 

If Air Canada cannot achieve a merger with PWA, our 

emphasis wi l l  shift t o  our international alliances with 

Continental, United Airlines. Air France and others, similar 

t o  what is described in this Report. 

Regardless o f  what happens, though, Air Canada 

wil l  remain a world class carrier. In  this year's Report we 

have defined and reviewed our results i n  the categories 

we believe provide us wi th competitive advantage. 

No look a t  the future can be completed without 

focusing on our people. Within the current social and 

economic environment, it is imperative that  there 

is continuing development o f  a partnership between 

all Air Canada team members. Open and direct 

communication, individual empowerment, team building, 

and shared responsibility and authority are values that 

I consider a fundamental part o f  my mandate t o  instil l 

and t o  strengthen. 

For Air Canada the future holds many challenges. 

including the harsh economic realities o f  our industty 

At the same time, our foundation is strong, with more 

than $400 million i n  cash available, and committed 

financing facilities amounting t o  US. $400 million. 

The airline's strategic, innovative and financial 

capabilities will continue t o  be tested. However, I believe 

that regardless of what the coming year may hold, the 

Air Canada team wil l  successfully position itself for 

a future that will be t o  the positive benefit o f  our 

customers, our shareholders, and our employees. 

Hollis L. Harris 

Chairman. President and Chief Executive Officer 



W H A T  L I E S  B E Y O N D  

The changing global order is having a dramatic impact 

on most industrialized countries and their business 

enterprises. The creation o f  massive trading blocs, whether 

within Europe. Asia, or North America is emphasizing 

the new structure for international competitiveness. 

And, for industries that compete beyond their borders, 

the encouragement of national governments is becoming 

increasingly important. 

Throughout the expected slow recovery from the 

recession, one o f  the challenges Canadian industry must 

confront is the on-going restructuring o f  our economy to  

compete within this new global marketplace. 

Some Canadian companies, including Air Canada, have 

developed an aggressive international presence, especially 

over the past three t o  five years. Led by productivity gains 

resulting from advanced technology, a slowing of the 

growth i n  labour costs, and a renewed commitment t o  

qualihl. Canadian businesses are beginning t o  carve out 

competitive niches for themselves i n  the worldwide arena. 

One o f  the major difficulties, however, confronting 

Canadian companies that seek t o  compete internationally 

is the issue o f  size, or critical mass. Regardless o f  the 

industry, size is a necessary reality because of the 

accompanying ability t o  lower costs. And, this is a basic 

requirement when competing against foreign companies 

that  i n  many cases are extensions o f  government policy. 

Nowhere is this more evident than in the airline 

industry. When the profile o f  this country's aviation sector 

is set against the international airline community, i t  shows 

that drastic changes are needed in Canada if we are t o  

preserve a globally competitive industry. 

The deregulation initiatives prevalent in the interna- 

tional arena are creating a new order i n  the world airline 

community that has four major characteristics: a general 

rationalization o f  European airlines within the context of 

a single market for Europe: the continuing formation o f  

international alliances; a powerful domestic industry i n  

the United States; and the highly quality-conscious, but  

low-cost Asian carriers benefitting from the exponential 

growth o f  their own domestic manufacturing sectors. 

What we are seeing as a result o f  this tremendous 

concentration o f  power is the emergence o f  mega-carriers. 

Through their market dominance, route structures, and 

balance sheet strength these carriers are better able t o  

survive on the basis of their own operations. The drive t o  

merge, t o  dominate, or t o  form alliances is now relentless 

as carriers seek t o  use the new forces o f  the marketplace 

t o  their best possible advantage. 

To address this reality, governments around the world 

are re-examining the structure o f  their airline industries. 

Countries such as Britain, France. Germany and Australia 

have moved t o  secure a leadership role for their national 

carriers in world aviation; even t o  the extent of supporting 

mergers between home-based airlines. 

Governments in these countries have been will ing 

t o  allow industries t o  re-structure as the foundation for 

creating nationally-based globally competitive companies. 

which are important contributors t o  that country's 

international economic positioning. 

Such decisions are now facing Canada. Is this country's 

airline industry t o  be considered one o f  those integral 

components o f  the economy that should be encouraged t o  

remain strongly Canadian-based so this nation can retain 

and even strengthen i ts international competitiveness? 

Governments have also had t o  approach the definition 

of domestic competition in terms o f  what wi l l  enable an 

indus tv  t o  internationally compete. Increasingly for 

Canada, the true definition o f  competition, its impact 

on Canadians, and the country's ability as a world player 

wi l l  rest i n  the global marketplace. 

For Canada's aviation industry the choice now is not 

so much whether this country's airlines wil l  be part of 

one mega-system, or even in which system they wil l  be 

members. Rather, the question is whether or not Canada's 

airline industry will be allowed t o  position itself t o  ensure 

that national interests are protected. 



The industry's backdrop is that both major airlines 

are o f  insufficient size and scale t o  attain the economies 

necessary t o  compete i n  the global environment on their 

own. When placed alongside the need for an ever-increas- 

ing international trade presence for Canada, the continuing 

independence and future viability o f  a resident airline 

industry in this country becomes critical. 

The importance of air transportation t o  this nation 

is both a historical fact and a future reality. The air 

transportation system bound the rcsions of this country 

Claude I. Taylor, O.C. 

Chairman Emeritus 



Y E A R  I N  R E V I E W :  S E C U R I N &  A  C O M ? E T 1 T I V E  A B V A N T A 8 E  

Cmpetirive Advmiage Canada 

Alvrrrbgc K kfiacd ws a empny's ability At the close of the year, the debte on a re-structured 

t o ~ i k ~ a t a k r m m s t ,  orbcingabk domestic airline industry was continuing. Air Canada 

to ml% unique benefits te the buyer tlbt diffncnthte has attempted to achieve an quitable and fair merger 

agmment with P M .  I t  believes this would be in the b a t  

interests of the consumer by ensuring a 

domestic airline industry. However, an 

to a number of conditions, has been re 

American Airlines and P M  If pennitte 

proceed, there will be an immediate nr 

employment. which will continue and I 

Far-J(L..)Iing and B a l a n d  Rauk SWucture 

&I airllrc's d d u k d  network is fundamental to Its 

continuing survival am1 prosperity. As a world d a u  

air akr. Air Canada must possess the capability o f  

exprlhq its i rkmat iom1 reach through its own 

svstea~ or with meqm, aqubitions or alliances. 

A l l i a m r  

Air @undo's a l l i i m  Wtqy is focused on the need to 

dnt lop a aitial mass - or j ze  - in order to compete in 

the globel marketplace. The coneept is that a customer 

who wishes to trawl anywhere in the world will consis- 

tently tmcl with Air Canada, and not the competition. 

The airline requires alliances with major US. carriers 

beaux of thc dominant position they hold in the world 

rmrlvtplan Through the ability to co-opcrate in such 

areas a sehcduks, maintenance, and f a n  structures then 

are opportunities for reducing costs, while increasing 

me= 
In Europe, alliances and other intuline agmments 

provide plsscnger feed and create an expanded network 

intwEurope and beyond. The cham taking place within 

the European Common Market make the rquirement for 

this positioning increasingly important to Air Canada's 

aspintiom And in Asia, alliances and agmments enable 

Air Canada to gain a solid position in the world's firtest 

growing marketplace. 

long-term job loss for Canadians. 

Europe 

Air Canada and Air France concluded a 

strategic alliance, including code-shar 

become operational in early 1993. 

=A commercial and marketing agmmel 

with Swksair of Swltserland. 

The United States 

During the final quarter. Continenmi n 

that it had accepted the Air CanadalAi 

Investors' Oroup S4M) million investml 

upon its emergence from bankruptcy. 1 

the spring of 1993. The a m r d  also inc 

alliance, network wordination, integ~ 

pmccses, and other joint ventures. Co 

operating costs, and its vastly reduce 

emerges from bankruptcy protection, 

force in the US. marketplace. 

A commercial alliance was put into pla 

United Airlines, the second largest US. 

gave Air Canada amss to 40 per cent 

services market, including the US., Eu 

and the Pacific The alliance, which did 

partidpation by either carrier, provides 

on schedules, fam, advertising, promo 

flyer programs, and code-sharing. 

s expectel 

s a marketing 

passenger 

~ntal's hq 
: load once it ... , 

that will 

a signed 



in continental Europe. There were targeted discounts on 

specific routes, special fares to Florida. scat sales, a 

unique fare promotion with Greyhound Lines of Canada. 

and an enhanced Freedom Flyer program for travellers 

80 years of age and over. 

The airline introduced the Winning Ticket promotion 

which offered passengers prizes totalling more than 

$8 million; and there was the return of its Winning Seat 

promotion with more than 55 thousand travel prizes. 

As part of the emphasis on value-added services, two 

popular business products were expanded - Park'N Fly 

and Chauffeur Drivc. 

Domestic Passenger Marketing 

With its summer schedule. the airline offered pasxngers 

ten per cent more capacity. nine per cent more flights, and 

20 per cent more connection opportunities than the previ- 

ous year. The moves w l t e d  in improved eax of travel for 

customers and greater market presence for Air Canada. 

w r r t y  and Value 

ective is to give customers every 

r Canada rather than the competition. 

consistently deliver innovative W- xcckn t  customer service, and 

ives inciu~ 

ring pnmi~ 

jes throu: 

changing needs o f  travellers. 

[ei;:ch programs as Air Canada8s Europe, 

ccommodation and entehinment 

p u t  
the United Kingdom and countries 

International Passenger Marketing 

Service to the United States, the Caribbean. Europe, ano 

international charters amounted for 40 per cent of the 

airline's passenger revenues. Three Bocing 747-400's 

were introduced into service linking Toronto and Montrtal 

with the airline's European gateways of Paris, London. 

and Frankfurt. 

Air Canada maintained its position as the leading 

carrier from Canada to Europe. With an average of 

68 scheduled flights a week across the Atlantic, a growth 

of nine flights over last year, Air Canada increased its 

number of passengers carried by 22 per cent. 

In the Caribbean. fare structures were modified, 

and schedules improved to reflect the company's drive 

for competitive advantage. 

Cargo Marketing 

In an on-going program to increase the profitability of 

the Cargo operation, further rationalization took place. 

Initiatives included network adjustments, product 

re-alignments, and overhauling rate structuns for 

wholesale customers, The Corporation also made 

available for sale its fleet of five DC-8-73 freighters. 



C o n M S m i c c s  

. T k  imsbncnt in trdudal M i t i c s  a d  qu ipmnt  

krsmultcaitkrvar#cbar~lityfortherepsir, 

ovdtaul and engineering support of mokrn jet aircraft. 
~ w w l e o n p a n c n ~  

Atatiacw'henrmyaniersare~~llfmntedwith 

d - m t r  to modernize their m i n k n m  and 

e q k u i q  facilities Air @nada a n  provtdc a contraatual 

a h m t k ,  it& rrith the government of Saudi Arabia. 

Tke #tn4 fa nwjoretqinc ~ r h a u k .  k for three 

~ ~ t s l u a r t y 2 0 0 ~ n d ~ ~ r s o f  

work, and an musl mcnuc in a c e s  of $20 million. 
h 1- $ 73 nillion in remws frorn third party 

- - g c d  
7ht lirlinr k ntivcly marketing all of its technical 

aptk kr wt&k contracts, induding the newest 

addhh - an Air Crnrda invented in-flight evacuation 

sirnvlotor, krilt at a cost of $1.6 million. The first in the 

-h&&vy. it car k canfigud as an Airbus A320, a 

being 747. a Baing 767, or a DC-9. 

The Network 

A rrsjer cllphrsk w# the continuing improvement to the 

airlkn's scheduk. The "hub" concept, first introduoed in 

1991, was strrngthencd with the addition of new flights, 

and uCgndcd connectie~ pertkularly at airports in 

Torunto, Winnipeg, Qlgary, a d  Uneouvcr. 
Tke m r  xheduk marked the implementation 

of a Mty in-tad network ktmcn the airline and its 

CBnncaa cwrb. Wthin this system, departures and 

wrivak are synehronhcd to create flight bank that allow 

for faster conncetions and a wider selection of dcprrtwe 

ti- For rrcrmpk, connecting ti- on m e  fliph wwc 
reduced from 47 to 35 minutes. nK scheduk permits 

time-cffcetivc and wnsktat travel between urben 

etm and smeller communities. 

Customer Service 
Two nsrJltcr g m m d  the airline's erntomcr sewiee 

initi.tiva. First, an om-riding foeus on better meeting 

amoma mquinments. Sceond, combining thir objective 

witharrduetkninunitcost . 

For passengers. a new domestic fare structure was 

introduced, making it easier for tmvekagenb to sell the 

airline's products and services. Among the changes, rules 

and regulations for all discounted fares were standardized 

and information presentation 

Psssengcr aMns of 8-767 airc 

North American routes were modifie 

configuration, providing enhanced sc 
business and leisure travellers. In 

was completed, making Air L 
airline to feature the product. And, in I 

Advance Boarding Passes were introdu 

passengers holding advanae seat 

The airline also introduce 

senrice which advises pasxng 

or mkplaacd luggage. An indu 

want to be advised as soon as poaeibl 

their luggage. 

The ability of the company's wo 

of language training for all employe 

continued with took such as banc 
measuring. One uctrrmely sucuaw 

Directly responding to th need 

agents fa greater support in xlling a 

the first phase h s c d  on domestic, 

selection and orleulation. 

Cargo directly wlth customers, 

system of B M h  Airways, S 
Swlmrir, and Aer Ungus. In a 

ofthe world's leuling eargo earrien 
to dmlop an inecgmted mrgo dirtribr 



A major competitive advantage to Air Canada is that All worldwide passenger advertising was centralized 

it will bcmfit from advances in terhnolopy at low eost with the agency MarketeUMcCann-Erickson, located 

have mess to many new markets, and k able to further in MontrCol. 

-nnprovl Mtonm service standardr I d e a  Action, a one-year unique employee suggestion 

program, generated more than $36 million in cost savings. 

Air Cmrdr Vacations 

A wkdlysrrncd subsidiary of Air Canada, the company 

k a major Camdin tour operator &ring leisure and 

nostion prdPga to more than 40 destinations in North 

and South America. the Caribbean. and Europe. More 

than 398 thousand customers, including approximately 

315 thousand tour clients travelled with the company in 

1992 The company's operating revenues increased by 

32 per cent over 1991. to $264 million. as it simplified 

h m  structures, reduced tmnl restrictions. and developed 

--padog= 

t Reduction 

m e  of the major productivity and cost cutting measures 

in 1992 included: 

Administration 

A corporate re-ocganization that strengthened company 

administration through increased hands-an accountability 

by executives, and also reduced executive management by 

six positiom 

Further "right sizing" with a ten per cent reduction in 

management positiom, and a fiw per cent decrease 

in  administrative and technical support positions. 

The rnom resulted in annual savings of $20 million. 

In Movemkr, Air Canada reduced its workforce by 

nine per cent, with reductiom in flight attendants, 

customer xrvicc agents, mechanics, and cargo and 

ramp employees - Reloation of corporate headquarters from central 

MonWll to the airlinefsTechnical Centre at Dorvol; 

annual savings of $4 to $5 million. 

'Opcnting crpcmc 
per milable ton milk 
(not w d i W  



The Fleet 

=The company retired it6 1st Being 727, to  be replaced by 

the Airbus A328. Its fke t  of fwe BC-8-73 freighters was 

. made available for sale. The action continued the airline's 

program of reducing aircraft types within its fleet. The 

ivery of fc 

. J O E R  aircn 

1 months. Air C 
Boeing 767-3001 

them up for sale 

operate these tw 
Fleet capacity w 

flights by nine p 
Boeing 747-400 

o f  the fleet this 

i%linels f c u s  w x  on working jointly 

c m r  with iti cost-reduction and 

programs rests with the ability of it6 

ed prqrams that included sale 

ques; employee cemmunimtien 

ustmenti in the workglace mult ing 

esbic and international competition, 

ical advances, and evolving consumer 

The company's leadership training is part of an 

extensive total quality management project UQMI. 
Education and training programs were launched for 

executive. senior and middle management, and branch 

w p e ~ k o r s  that focused on the changes that must now 

be made to problem solving. to system p r d u r r s ,  to 

attitudes. and to modes of behaviour. 

Labour Agreements 

Approximately 83 per cent of Air Lnada's employees are 

aovered by labour agreements. 

Agreement was reached with three o f  the airline's 

four major unions to extend, for one year, their current 

contract terms and oonditions. The t h m  are the Canadian 

Auto Workers (Crm), representing customer service agents; 

the Canadian Union of Public Employns [WPE), represent- 

ing flight attendants; and #e &median Airline Pilots' 

M a t i o n  (CALM). Negotiations for new collective 

agreement6 are scheduled te take place in 1993. 

The International Asseaiation o f  Machinists and 

Atrespace Workers (IAMm) and the aompany were, at  year 

end, in conciliation following expiry o f  the current labour 

contract on June a0.1992. 

lnformation Technoloqv 

A eharacterktic o f  today's world class airline is 

bhe aUl i ty to eontinually renew it6 information 

technology. 

Information Systems 

Substantial work was carried out on four major 

information systems. ThaK included: 

The Aircraft Reliability and Technid Operations Support 

( A R M )  will replace the current Technical Operations 

support system. It manages inventory material and 

maintenance labeur precessas, giving reduced inventory 

levels and increased production wbci ty.  Implementation 

from 1994 te late 1996. 



The Passenqcr AutomaM Network for Daily Accounting 

W%NW k a new pssxnger revenue accounting system, 

xt for implementation in  1993. 

-The Totally Integrated h n n d  Payroll System (NPPS). 

a new Human Reswm system that will provide many 

pmonncl services direct to  employees. Implementation 

in 1994. 

RWII will replace the Resetvations and Departure Control 

System. the central control system of the airline. It will 

mabk the airline to  more c f k t k l y  manage the distribu- 

tion of its inventory; and at the airport will allow for 

imprmed customer service pmcedum. Implementation 

in  1994. 

T k  Bemini 6reup 

The &mini Group. equally owned by Air Canada, 

M Corporation. and Cwia Partnership. operates the large3 

airl im pDssrngcr reservations system in Canada. &mini, 

which has nnwe than 700 employees, p rw ida  Air Canada 

with strategic control of its domestic distribution channel 

and enabks it to negotiate equitable product display 

arrangements with other international computer 

r a c m t i o m  system. 

The year produced mixed r c w l b  for the company. 

On the positive side. it continued its s u m s f u l  introduc- 

tion of the advanced travel agency selling system. Apollo 

by Ocmini (1416). Howmr, competition from other 

reservations system. particularly the American Airlines 

owned Sabre, eroded mariut share. 

There were also pressurn within its ownership group. 

including several legal actions. FW is currently attempt- 

ing to xver its association with Gemini. 

Air Canada and the Cemmunitv 

The airline believts fundunenkl ly that  sustainable 

development k the essence o f  preenring a quality o f  

l i fe to which people have a r ight t o  expect. 

The Community 

Through the office o f  the Director, Emp 

Environment the Corporation is taking 

at reconciling Air Canada's needs as a 

business, and its needs as an environmcn 

corporate citizen. Collecting recyclable & 
paper products. a computer program th 

rate waste reduction, and a fleet o f f  

such as the A320, the 8-747-400, an 

of the airline's specific initiatives. 

The airline is addressing the . o n c e 1  

i t  fluid used in de-icing aircraft. Aircraft 

at special areas where the glycol can b 1 
Additionally. Air Canada is a leading pi 

project to develop a $20 million de-ici~ 

by all airlines operating into Toronto's 

International Airport. A similar facility 

for MontrCal and other Canadian ai 

Vancouver, are being examined. 

Of equal importance to the envir 

social responsibility. It responded, co 

resource limitations imposed by the a 

performance, to requests for donati 

from a broad range of national and 

In partnership with the Sccreta 

the air travel of 37 thousand young 

Canada exchange program called Voya 

The company was one of ten major COI 

National Awareness Week for persons 

And, the airline's people donated 

causes and communities throughout th  

example, employees contributed close 

to  the in-house, company-sponsored ( 

I 



M A N A G E M E N T  D I S C U S S I O N  A N D  A N A L Y S I S  O F  R E S U L T S  

Air Canada had a net loss of $454 million or $6.13 a share 
i n  1992. This compares wi th a net loss o f  $218 million or 

$2.94 per share i n  1991. 
Operating results improved in 1992. The loss from 

operations, before staff reduction and retirement costs, 
was $145 million, an improvement o f  $19 million from 

last year. 
The two factors accounting for most o f  the deteriora- 

t ion in the year's net income were the non-recognition of 
the potential benefit from the recovery o f  income taxes on 

losses, and higher net interest costs. In  1991, Air Canada 
was able t o  recognize the benefit from the recovery o f  
income taxes on losses. This year, the Corporation could 

not. The potential benefit from the recovery of income 
taxes on losses, which have not been recognized for 1992. 
amounts t o  $176 million. 

Non-operating expense rose $97 million, as higher 

net interest expense reflected increased borrowing over 
the last two years for aircraft purchases, a reduction o f  

capitalized interest, and lower interest income due t o  
decreased 1992 cash balances. 

The Corporation recorded a provision o f  $52 million 
for staff reduction and retirement costs. $16 million over 
the 1991 amount. 

1992 Income Results 

Operating Revenues 

Consolidated operating revenues of $3.501 million rose 
$16 million or less than one half o f  one rrer cent. 

Passenger Revenue 
Consolidated passenger revenues were essentially un- 
changed at $2.813 million. The Corporation's 1992 plan 

was based on a forecast of a stronger Canadian and 
world economy. In anticipation o f  growth, Air Canada 
added flights and introduced into service three new 

Boeing 8747-400 combination passengerlfreighter 

Operating revenues - 
Year ended December 31 on millions1 

Domestic Routes 
Passenger 

Cargo 
Total 

aircraft. Passenger capacity, measured as available seat 
miles, rose eight per cent overall. A 19 per cent increase i n  

available seat miles across the Atlantic was the major 
component. This reflected an expectation that  there was 
significant pent-up demand for travel t o  and from Europe 
following the poor Gulf War-related results o f  1991. 

However, global economic growth did not  meet fore- 
casts and remained sluggish. Continued concern over 
jobs and high debt levels prevented a rebound i n  consumer 

spending. When anticipated traffic growth failed t o  
materialize. Air Canada responded wi th lower fares and 
an increased proportion o f  discounted seats t o  stimulate 
the market. These actions generated strong traff ic growth. 
particularly on Atlantic routes, however, a t  lower yields. 
Further downward pressure on yields also occurred when 
some business travellers chose t o  change traditional 
buying patterns t o  purchase discount fares wi th more 

restrictive travel conditions. 
Total traffic rose six per cent while yields declined by 

a similar amount. The passenger load factor (a measure o f  

capacity utilization) declined by 1.5 percentage points t o  
65 per cent. 

The Corporation's passenger revenue on domestic 
routes fell two  per cent on a three per cent decline in 

yield. The company's share of this market, measured as 
sales by Canadian travel agents for travel within Canada, 
rose to 53.7 per cent. up 1.1 per cent from 1991. 

Revenue on the Canadian transcontinental routes. 

which accounted for more than a third of total domestic 
revenues, declined four per cent with lower yields the 
underlying factor. To stimulate demand. Air Canada along 

with PWA Corporation and other Canadian carriers, used 
price incentives throughout the year. Low fares also spilled 
over into Canada from the United States.The US. industry 

was severely disrupted by the introduction of American 
Airlines' "Value Pricing" concept, its collapse and subse- 
quent mas& price war.Value Pricing in the US. reduced 

ful l  fares by approximately 38 per cent. 

. . - . ~ .. . 
International Routes 

Passenger 1,136 1,104' 1,310 1,185 1,090 
Cargo 137 138 184 167 186 
Total 1.273 1.242 1.494 1.352 1.276 

Other 346 316 383 336 299 
Total 53.501 53.485 $3.899 $3.618 53.404 



Representing about a quarter o f  domestic revenues. 
Air Canada's Commuter service, including fl ights within 
Ontario and Quebec, and the Rapidair routes on the 
Montreal. Toronto and Ottawa corridor achieved a two per 
cent increase i n  revenue. This was a significant improve- 
ment from the four per cent decline o f  1991 from 1990. 
Passenger yield rose four per cent as a greater proportion 
o f  Rapidair customers were in the higher yielding cate- 
gories. A four per cent fare increase in July was an addi- 
tional positive factor. Traffic for 1992 fell one per cent 
below last year's level. 

Nationair, a major Canadian charter carrier, introduced 
scheduled service i n  October between Montreal and 
Toronto. Some traffic loss from this action has occurred 
and further losses are expected i n  1993. 

The regional routes, which include service within 
Western Canada and fl ights t o  the Maritimes and 
Newfoundland, recorded a four per cent revenue decline 

on lower yields. 
Air Canada gradually attempted t o  raise average 

domestic fares i n  the latter part o f  1992, i n  particular by 
reducing the discount levels. While the average domestic 
yield for the second quarter was 11 per cent under the 
level for the same period i n  1991, by the fourth quarter it 
had exceeded last year by more than five per cent. A five 
per cent domestic fare increase effective December 1. 1992. 
wil l  be a positive factor for revenue improvement i n  1993. 

The international routes recorded a three per ccnt 
growth i n  revenue. Passenger traffic on these routes rose 

11 per cent while yields declined eight per cent. The 
results reflected both buoyant demand, particularly on 
the Atlantic routes, as well as intense international price 
competition. 

Within the Atlantic service, routes t o  Germany were 
considered a highlight o f  1992. Air Canada returned t o  
offering daily service t o  Germany. The customer responded 

and provided a traffic growth of 39 per cent on a capacity 
increase o f  27 per cent. 

The market t o  France remained highly competitive 
wi th intense charter competition from Canada. Air Canada 

strengthened i ts market position wi th 8747-400 service. 
Traffic growth was 25 per cent on higher capacity o f  
28 per cent. 

Air Canada expanded capacity by 18 per cent t o  the 
United Kingdom, an area the company felt had significant 
potentiaLTraffic rose 17 per cent while yield declined 
15 per cent reflectmg heavy charter competition on the 
routes and a higher proportion o f  low-fare tour packages. 

Revenue on the US. service rose three per cent with a 
twelve per cent traffic growth partially offset by an eight 
per cent yield decline. The July abandonment by Alaska 
Airlines o f  its Toronto-Los Angeles service, helped boost 
Air Canada's traffic growth on the US. transcontinental 
routes by 13 per cent. Unfortunately, yields declined 
12 per cent reflecting the American Airlines-led fare war. 

Domestic Y i l d  International Yield 
per Rcvcnuc Passenger Mile' per Rcvrnuc Passenger Milc' 
t t n t s 1  t m t s ~  

I I 

'Not conrolidrtcd N o t  consolidated I 

Cargo Revenue 
Total cargo revenue o f  $342 million declined $12 million 
or three per cent from 1991. While lower traffic essentially 
accounted for the variance, there was mixed performance 
within the cargo product lines. 

Mail  revenues rose, reflecting the impact o f  a new 

contract which included service improvements. 
Revenue declines in both the Premium Expressand 

Freight Express products were the outcome o f  lower 
traffic and yields. The recessionary economy contributed 

t o  their weak performance. The market for domestic 
Premium Express was also characterized by aggressive 
price cutting by US. competitors intent on expanding 
their share o f  the Canadian market. 

Increased competition from expedited trucking 
services in Canada was the major factor in the unsatis- 
factory performance in the Freight Express product line. 
A 25 per cent decline i n  Air Canada's domestic Freight 
Express revenue reflected a movement t o  surface o f  less 
time-sensitive shipments. 

Other  Revenue 
Other revenue o f  $346 million. which includes maintenance, 
ground packages, ground handling and other contract 
services, rose $30 million or nine per cent. Expanded tour 
sales from Air Canada Vacations and a significant increase 
i n  revenue from Air Canada's Aeroplan partners were the 
main items. 

Operating Expenses 

Consolidated operating expenses o f  $3,646 million, 
before provision for staff reduction and retirement costs, 
declined $3 million. Lower operating expenses were 

achieved in spite o f  an unconsolidated capacity increase 
of six per ccnt, measured as available ton miles. 

Expenses for salaries and wages fell $31 million or 
three per cent. Average employee levels (not consolidated) 

declined by 1.145 persons or six per cent and lifted 
employee productivity 12 per cent over 1991. In  this 
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instance, employee productivity is measured as available 
ton miles per employee. In 1992. management employment 
fell a further 12 per cent in addition to the 11 per cent 
decline in 1991. Clerical and contract employee levels 
were both lowered by five per cent in  1992. 

The number of employees (full-time equivalents) at 
year end was 18.238. which was 5.492 or 23 per cent 
below the peak level of December, 1989. 

Average wages for unionized personnel increased by 
less than one per cent while. for the second consecutive 
year, a pay raise was foregone by management. Overtime 
expense was specifically targeted in 1992, and a 14 per 
cent reduction was achieved. 

Benefits expense rose $20 million or 16 per cent. 
The main factor was an increase in pension expense of 
$15 million. This resulted partly from major employment 
reduction programs in 1990 and 1991. which had the impact 
of lowering contributions to the pension plan in  addition 
to providing pensions earlier than planned. The actuarial 
liabiliw of the pension plan also rose as the interest rate 
used to discount the future liability to a present liability 
was lowered from 8.5 per cent to 8.0 per cent. 

Other elements contributing to the increase in  bene- 
fits expense were higher unemployment insurance rates 
paid by Canadian corporations and a rise in charges for 
employee health and dental care. 

Fuel expense declined $43 million or eight per cent 
reflecting a seven per cent fall in the fuel price resulting 
primarily from continued lower post Gulf War oil prices. 
Although aircraft hours flown rose five per cent, the total 
amount of fuel consumed declined one per cent. The 
superior fuel efficiency of the Airbus A320 aircraft, which 
comprised a higher proportion of Air Canada's fleet in 
1992, was the primary reason. 

The expansion of the A320 fleet and the introduction 
of three 8747- 400's in  the Spring of 1992, were the key 
elements of a $16 million or eight per cent increase in 
depreciation expense. 

Commission expense rose 56 million or two per cent, 
primarily due to commissions paid by Air Canada Vacations 
on its expanded tour sales. 

Despite the six per cent passenger traffic growth. 
food, beverages and supplies expense remained five per cent 
below last year's level. A simpler meal service on short 
duration flights, negotiated supplier price reductions and 
the elimination of complimentary bar service on North 
American routes were important factors in the cost 
containment. 

Aircraft maintenance, materials and supplies expense 
was lowered by $20 million or 13 percent partly through 
the development of technical advances leading to a lower 
usage of certain engine components, such as turbine 
vanes. The improved overall reliability of aircraft engines 
and the replacement of older Boeing 8-727 aircraft with 
new A320's were also important elements. 

The eight per cent growth in seat capacity and a 
weaker Canadian dollar accounted for most of the 
11 per cent increase in airport user fees. 

The addition of eight A320 aircraft and one 8747-200 
under operating leases was responsible for the 58 million 
increase in aircraft rental expense. 

Other operating expense of $893 million rose 
$36 million or four per cent. This reflected the increased 
volume-related costs in Air Canada Vacations and other 
subsidiaries. Expense reductions were achieved in building 
expenses and ground equipment maintenance costs. 
Increases were recorded in communications, insurance. 
equipment rentals, and airport terminal services expense. 
In addition. the Corporation received in 1991 a $9.8 million 
refund in Provincial Corporation Tax. There was no similar 
refund in  1992. 

The six per cent unconsolidated capacity increase. 
measured as available ton miles, and the reduction in 
operating expense combined for a seven per cent improve- 
ment in unit cost, measured as total operating expense 
divided by available ton miles. 

Non-operating Expense 
Consolidated non-operating expense was $251 million, an 
increase of $97 million from 1991. The largest component. 
net interest expense, rose $64 million over last year in 
part due to lower interest-earning average cash balances 
and falling interest rates on these deposits. Another factor 
was the higher average debt level associated with pur- 
chase of the three 8747-400's in 1991, and the expansion 
of the A320 fleet over the last three years. Capitalization 
of interest associated with future aircraft deliveries 
declined to $8 million from $30 million. The airline is 
approaching the end of its fleet renewal program. 

The loss on sale of assets of $29 million reflected 
provisions toward losses on future sales of surplus aircraft. 
These provisions offset gains recorded on the sale of three 
Lockheed 1101 1-500's and one L101 1-100. No gain or loss 
was recorded in the year on the sale of the enRoute 
business. 



Operating Cash Flow 
I$ millions1 

A $1 5 mill ion provision against the carrying value of 

investments was recorded i n  the year. 
Other non-operating expense rose $11 mill ion with 

the largest element being the amortization of deferred 
foreign exchange losses on long-term debt. There was also 
an increase in the cost o f  forward exchange contracts 

purchased t o  hedge debt. 

Income Taxes 

Generally accepted accounting principles restrict record- 
ing tax recoveries t o  circumstances i n  which there is 
virtual certainty that future profitability will absorb accu- 
mulated losses. Management considered it inappropriate 
t o  record potential tax recoveries given continuing uncer- 
tainties in the Canadian airline industry. 

Cash Position 
The year-end cash position of $418 million was $290 million 
above the 1991 level. Additional borrowings o f  $265 million, 
cash proceeds o f  $282 mill ion from the sale of the 
enRoute Card operations and $605 mill ion in proceeds 
from the sale of assets more than offset the $243 mill ion 
used t o  support operations and the $598 mill ion invest- 
ment i n  property and equipment. 

Cash provided by long-term borrowings totalled 
$265 mill ion which included a drawdown of US. $200 mil- 
l ion on a US. $400 mill ion financing facility from a group 

o f  financial institutions in Canada. The $49 million of 
subordinated perpetual bond financing reflected a conver- 
sion o f  part o f  existing Deutsche mark long-term debt. 
resulting in a reduction o f  long-term debt. The $24 mill ion 
deferred foreign exchange in 1992 represented the net 
cash inflow arising from the use of short and long-term 
forward and option contracts t o  hedge debt denominated 
i n  foreign currencies. 

Additions t o  property and equipment o f  $598 mill ion 
included $394 mill ion in aircraft expenditures related t o  
deliveries i n  1992 of twelve A320's, and two Dash 8-100's 

for AirBC. Progress payments for six Boeing 0767-300's t o  
be delivered in 1993 and 1996, and expenditures for spare 
engines, ground equipment, facilities and computer equip- 
ment accounted for most of the remainder. 

Included in the $605 mill ion in proceeds from dis- 
posal o f  assets were proceeds totall ing $419 mill ion from 
the sale and leaseback o f  eight o f  the twelve 1992 

deliveries o f  A320 aircraft and one 8747-200. The remain- 
ing $186 mill ion i n  proceeds represented the sale o f  

eleven 8-727's t o  Federal Express and the disposal of 

three L1011-500's and one Ll011-100. Air Canada's 0-727 
fleet has been forward sold and the last six owned 8-727's 

are to be delivered in early 1993. 

Planned Capital Expenditures and Investments 
Planned capital expenditures (excluding investment in 

subsidiaries and other companies) for the three-year 
period 1993 t o  1995 amount t o  $965 mill ion and include 
$411 mill ion in commitments for aircraft and spare 
engines. Another key element is $260 mill ion in proposed 
expenditures for inventory, modifications and refurbish- 

ments t o  aircraft and the potential exercise o f  purchase 
options on certain leased aircraft. The last major compo- 
nent is approximately $294 mill ion i n  planned spending 

on facilities, systems projects, and ground equipment 
including investments in computer equipment t o  improve 
customer service and operational capabilities. Also included 
in this amount is $21.3 mill ion in capital expenditures by 
subsidiaries. 

The committed amount o f  $41 1 mill ion for aircraft 
and spare engines represents three additional A320's and 
two 0767-300 aircraft in 1993 and progress payments on 

four 8767-300's, the deliveries o f  which have been deferred 
unti l  1996 from 199311994, Air Canada currently has no 
plans t o  operate the 0767-300's and intends t o  sell them. 
Aircraft commitments are allocated on the basis of 
$262 mill ion in 1993. $66 mill ion in 1994, with the remain- 
ing $83 million in 1995. Excluded from the planned expen- 
diture total is $262 mill ion in progress and final payments 
for the purchase o f  six A320's, which have been forward 
sold t o  GPA Airbus for delivery i n  1994 and 1995. 

Planned expenditures o f  $294 mill ion on facilities. 

equipment and projects have been reduced by almost 
$200 mill ion from earlier projections in the area of facili- 
ties. The reduction is related t o  a far more limited approach to 
the development of Terminal 2 in Toronto. Only $2 mill ion 
was spent on the project i n  1992 and no further signifi- 
cant amounts are intended for the 1993-1995 period. Of 
the total expenditures, $130 million will be spent in 1993. 
$105 million i n  1994 and $59 million i n  1995. 



Ocbt ar Pcrecntagc of  Ocbt 
PIUS Fired Capital 

All planned, but uncommitted capital expenditures, 
will be committed only if, in management's opinion. 
expected market and financial conditions warrant. 

An upcoming use of cash in 1993 relates to an 

investment by Air Canada in Continental Airlines. On 
November 9.1992. Air Canada and Air Partners L.P.. a 
Texas limited partnership, announced their intentions to 
invest US. $450 million in Continental Airlines upon its 
emergence from bankruptcy. Air Canada's share o f  this 
investment will be US. $235 million with US. $85 million 
in equity and US. $150 million in notes of Continental 

Airlines secured by the unencumbered assets of Conti- 
nental Airlines. Subsequently, the Corporation arranged 
for a commitment by a third party to purchase the 

US. $150 million of Continental Airlines debt securities 
in exchange for a US. $100 million reduction to existing 
committed financing related to the acquistion of A320 
aircraft. As a result, Air Canada's intended investment has 
been reduced to US. $85 million in equity. This investment 
will provide Air Canada with 24 per cent of the voting 
interest and 27.5 per cent o f  the common equity. 

The proposal was accepted by the Board o f  Directors 
of Continental Airlines and tentatively approved by the 
US. Department of Transportation. Air Canada anticipates 
that the bankruptcy court will confirm the plan o f  reorga- 
nization in March. Closing is expected to be completed by 
Spring, 1993. 

Continental, with its extensive route structure, is an 
important component o f  Air Canada's strategy to be part 
of a global network o f  airlines. The Corporation and 
Continental also plan to maximize the benefitsfrom 
several potential areas o f  cooperation, such as network 
coordination, information systems and maintenance. 

On emerging from bankruptcy, Continental will have 
a much reduced debt burden in addition to retaining its 
strong route network, highly competitive cost structure 
and hub facilities. It expects to operate a fleet o f  approxi- 
mately 320 jet aircraft and 95 commuter aircraft. 
Continental plans a return to profitability by 1994, based 

essentially on upgrading its overall product and customer 
service, and maintaining its competitive cost levels. 
Air Canada is confident that Continental will succeed and 

anticipates synergy benefits and equity income from its 
investment. 

The financing o f  Air Canada's 1993-1995 aircraft 
purchases and other cash requirements is expected to be 
undertaken primarily through proceeds from the sale1 
leaseback of aircraft and the sale of aircraft which are 

surplus to the Corporation's requirements. In 1993, 
Air Canada plans to complete lease transactions on five 
A320 aircraft and the salelleaseback of three 8747-400's 

for anticipated total proceeds of more than $600 million. 
The Corporation also anticipates the sale of the two B767's 
to  be delivered in 1993. A significant financing source is 
the year-end 1992 cash position of $418 million. 

Additional funds will be made available in 1993 
from the previously discussed sale of six 8-727's to 
Federal Express. 

Other sources of funds remain accessible to the 
Corporation. At year-end 1992. Air Canada had the follow- 
ing financing facility established on an unsecured basis, 

against which there were drawings in the amount o f  
US. $200 million: 

u p  to US. $400 million or the Canadian dollar equivalent 
from a group of financial institutions in Canada. After the 

above-noted drawings, the net amount available was 
US. $200 million. Drawn amounts may be repaid and 
redrawn subject to a reducing revolving availability period. 

In addition, Air Canada has commitments for the 
following financing facilities: 

u p  to US. $100 million related to  the acquisition of A320 
aircraft. This commitment, which was US. $200 million at 
December 31.1992, has been reduced to US. $100 million 
as part of a financing arrangement related to  Continental 
Airlines, as discussed earlier. 
up to US. $100 million related to the acquisition of 
8747400 aircraft. 

Subsidiaries have committed financing arrangements 
totalling $21 million against which there were no draw- 
ings as at year-end 1992. 

The sale and leaseback of existing owned and 
unencumbered aircraft also remains a potential financing 
opportunity. At year-end 1992.55 per cent of the operat- 
ing fleet by number or 66 per cent by fair-market value 

was owned and unencumbered. 
Air Canada's investment in GPA Group plc at 

December 31.1992. was $80.1 million. It consisted of 
10.9 million shares for an interest of 9.05 per cent, fully 
diluted. 

Discussions regarding the restructuring o f  GPA are 
currently underway between GPA and its key stakeholders- 
aircraft manufacturers, bankers and shareholders. Talks 
are proceeding satisfactorily on rescheduling aircraft 
deliveries and on revising the financing terms. A proposal 
for additional investment has also been made to existing 
shareholders. Air Canada is considering the investment 
proposal. 



Financing Strategy 
The 1992 financial performance o f  the entire North 
American airline industry can be characterized as 

extremely poor. Credit markets are tight. Air Canada has 
arranged a major portion of i ts funding i n  advance, a t  
favourable terms and conditions. In addition, the 

Corporation's debt repayment schedule for the next three 
years is low.The repayment schedule is: $45 million in 
1993. $117 million in 1994and $50 million i n  1995. 

Since 1990, most o f  Air Canada's debt financing 
facilities have been drawn on a floating rate basis. As a 
result, the company has benefited from the fall ing interest 
rates i n  1991 and 1992. Depending upon market conditions. 
and the company's view o f  interest rate movements, a 
portion or all o f  the floating rate debt could be fixed in 
the short term or swapped t o  fixed rate for terms up t o  

maturity. As a t  December 31.1992. approximately three 
quarters o f  the interest rate exposure on the floating rate 
US. dollar debt was hedged by short-term forward 
interest rate agreements. The weighted average cost o f  
Air Canada's long-term debt and subordinated perpetual 
debt was 7.4 per cent in 1992. 

Air Canada has borrowed in a number o f  low interest 
rate currencies such as the Swiss Franc. Deutsche mark 
and Japanese Yen currencies. As a t  December 31,1992. 
of the non-US. dollar denominated debt, only the 
Japanese Yen notes and the Swiss Franc debt have 
exposure t o  foreign exchange fluctuations. 

The subordinated perpetual debt o f  $883 million is 
not considered t o  be subject t o  foreign exchange risk since 
there is no requirement t o  repay the principal. 

The largest part of Air Canada's existing debt and 
capital expenditures for aircraft is denominated in US. 
dollars. As a t  year end, approximately three quarters of i ts 
US. long-term debt exposure and 1993 US. dollar expen- 

ditures for aircraft was hedged primarily by short-term 
US. currency forward exchange and option contracts. 
On an ongoing basis, the company manages i ts US. dollar 

and foreign currency exposure through hedging, which 
may be adjusted from time t o  t ime depending on its view 
of the foreign currency markets. 

Outlook 
A new Canada-US. air services agreement was not  con- 
cluded in 1992.These key issues have not  been settled: 
the phase-in timetable for entry o f  US. carriers; access by 
Canadian carriers t o  facilities and services a t  constricted 
airports in the US.; aircraft arrival and departure slots; 
facilitation including preclearance; and a mechanism 
for dispute resolution. The new US. administration wi l l  
additionally require a period o f  familiarization. I t  appears 

unlikely that a new agreement wi l l  be concluded during 
1993. While the increased opportunities for new air ser- 
vices between the two countries wil l  not be made available 
in the coming year, Air Canada will, however, expand its 

transborder services on existing dormant route authorities. 
Air Canada does not expect its average uni t  cost t o  

increase in 1993. The full impact o f  the 1992 cost reduc- 
tion initiatives, combined with new programs, will offset 
general inflation. 

With continued stable demand and high levels o f  
crude and finished fuel stocks, minimal fuel price 
increases. if any. are anticipated for 1993. However, any 
change in the price o f  crude oil could have a major effect 
on operating expense. A one US. dollar per barrel move- 
ment, up or down, would result i n  an approximate Cdn. 
$10.5 million change i n  annual operating expense. 

The structure o f  the Canadian airline industry remains 
unsettled with Air Canada's chief competitor currently i n  
default t o  lendors and lessors. PWA Corporation has received 

a proposal from AMR Corporation, parent o f  American 
Airlines, for a major investment in P W .  As closing terms 
include significant conditions such as major creditor 

concessions and the withdrawal o f  Canadian Airlines from 
the Gemini reservations system, it is difficult to predict 
the outcome. 

Air Canada expects the industry t o  remain highly 
competitive in 1993. Domestic and international passen- 
ger yields will continue t o  be under pressure, as carriers 
f ight for market share within a slowly growing world 

economy. In this environment, Air Canada wil l  be hard 
pressed t o  make a net profit in the near future. However, 
the Corporation is committed t o  returning to profitability 
by 1994. It completed major structural changes i n  1992 

and will continue t o  review all aspects o f  its business 
including its labour policies, fleet, network and products. 
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Financial Data - consolidated 1992 1991 1990 1989 1988 
(I millions1 

Operating revenues: 

Passenger 2,813 2.815 3,103 2.884 2.602 

Cargo 342 354 41 3 398 503 

Other 346 316 383 336 299 

Total operating revenues 3,501 3.485 3.899 3.618 3.404 

Operating expenses: 

Salaries, wages and benefits 1.188 1,199 1.230 1.131 1.096 

Aircraft fuel 47 2 51 5 637 539 494 

Depreciation, amortization and obsolescence 206 190 170 150 148 

Other 1.780 1.745 1.812 1.679 1.562 

3.646 3.649 3.849 3.499 3.300 

Operating income (loss) before the undernoted item (145) (164) 50 119 104 

Staff  reduction and retirement costs (521 (36) (61) (16) (6) 

Operating income (loss] (1 971 (200) (1 1) 103 98 

Non-operating income (expense): 

Interest expense net of amounts capitalized (2 131 (1 701 1114) (79) (98) 

Gain (loss) on sale of assets (291 (5) 15 27 64 

Provision for investments and writedown of goodwill (1 51 (17) (11) (57) - 
Gain on reduction of interest in GPA Group plc - - 7 193 15 

-- Other 6 38 71 51 36 

Total non-operating income (expense) (251) (1 54) (32) . 135 17 

Income (loss) before income taxes and minority interest (448) (3541 (43) 238 115 

(Provision for) recovery o f  income taxes (4) 142 18 (85) (291 

Minority interest (2) 1 (1) - 1 

Net income (loss) from continuing operations (4541 (21 1) (26) 153 87 

enRoute Card operations - (7) (48) 14) 2 

Net income (loss) (454) (218) (74) 149 89 

Price Range and Trading Volume of Air Canada Common Shares 

1992 High Low Volume 
1st Quarter $8.50 $6.13 8,351,929 

2nd Quarter $6.63 $4.65 8.01 5,871 

3rd Quarter $5.75 $3.20 9,792,179 

4th Quarter $3.35 $2.20 10,913.081 

Price rang- and combined trading wlumn on the MontrM. Toronto. Winnipq. Albcrta and Mnrauvcr Stock Exrhanga 



Financial Data (cont'd) 1992 1991 1990 1989 1988 

Operating margin 

Cash generation margin 

Operating cash flow 

Total assets 

Long-term debt and capital leases 

(including current portion) 

Subordinated perpetual debt 

Shareholders' equity 

Percentage of debt to debt plus fixed capital 

Book value per share (dollars) 

Current ratio 

Return on equity 

Operating statistics - not consolidated 

A l l  operations: 

Revenue ton miles (millions) 1,971 1.914 2.302 2.223 2.160 

Available ton miles (millions) 3.640 3.435 3,920 3.930 3.823 

Weight load factor 54.1% 55.7% 58.7% 56.6% 56.5% 

Operating revenue per revenue ton mile 1 4 6 . 4 ~  151.70 146.9P 144.5t 139.0t 

Operating expense per available ton mile* 84.2t 90.50 86.00 78.90 75.40 

Average number of employees (000) 19.4 20.6 23.1 23.2 22.6 

Available ton miles per employee (000) 187.2 166.8 169.6 169.1 168.9 

Passenger - scheduled and charter: 

Revenue passengers carried (millions) 

Revenue passenger miles (millions)" 

Available seat miles (millions)" 

Passenger load factor 

Yield oer revenue ~assenaer mile 16.3t 17.4t 16.80 16.3t 15.7t 

Cargo - scheduled and charter: 

Revenue ton miles (millions) 532 549 645 595 605 

Yield per revenue ton mile 53.1t 53.10 53.20 5 3 3  56.60 

'Before soff redurtmn and rclmment casts 
"Conrolldstcd rrvrnic paucngo mdcr 1991 - 15 519 1991 - 14.641. 1990 - 17.271 

Tonsolldalcd a v a  able seat m ow 1992 - 13.886. 1991 - 22.031. 1990 - 24 630 



M A N A G E M E N T  R E P O R T  

The consolidated financial statements contained i n  this 

annual report have been prepared by management in 
accordance wi th generally accepted accounting principles 
and the integrity and objectivity o f  the data in these 

financial statements are management's responsibility. 
Management is also responsible for all other information 
in the annual report and for ensuring that this information 
is consistent, where appropriate, with the information 

and data contained i n  the financial statements. 
In  support of its responsibility, management maintains a 

system o f  internal control t o  provide reasonable assurance 

as t o  the reliability o f  financial information and the 
safeguarding o f  assets. The Corporation has an internal 
audit department whose functions include reviewing 

internal controls and their application, on an ongoing basis. 
The Board o f  Directors is responsible for ensuring that 

management fulfi l ls i ts responsibilities for financial report- 
ing and internal control and exercises this responsibility 
through the Audit Committee o f  the Board, which is 
composed o f  directors who are not  employees o f  the 
Corporation. The Audit Committee meets with management, 
the internal auditors and the external auditors a t  least 
four times each year. 

A U D I T O R S '  R E P O R I  

To the Shareholders o f  Ai r  Canada: 
We have audited the consolidated statement o f  financial 
position o f  Air Canada as a t  December 31.1992 and 1991 

and the consolidated statements of operations and 
retained earnings and changes in cash position for the 
years then ended. These financial statements are the 
responsibility o f  the Corporation's management. Our 

responsibility is t o  express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance wi th generally 

accepted auditing standards. Those standards require 
that  we plan and perform an audit t o  obtain reasonable 
assurance whether the financial statements are free o f  
material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also 

The external auditors. Price Waterhouse, conduct an 
independent audit, in accordance with generally accepted 
auditing standards, and express their opinion on the 
financial statements. Their audit includes a review and 
evaluation of the Corporation's system o f  internal control 
and appropriate tests and procedures t o  provide reasonable 
assurance that, in all material respects, the financial 
statements are presented fairly. The external auditors 
have ful l  and free access t o  the Audit Committee o f  the 
Board and meet with it on a regular basis. 

J. F. Rickrttr 
Executive Vice Prcsidcnt. Financc 
and Chief Financial Officer 

Hollis L Harris 
Chairman. President and 
Chief Executive Officer 

includes assessing the accounting principles used and 
significant estimates made by management, as well as 

evaluating the overall financial statement presentation. 
In our opinion, these consolidated financial statements 

present fairly, in all material respects, the financial position 
of the Corporation as a t  December 31.1992 and 1991 and 
the results of i ts operations and the changes in i ts financial 
position for the years then ended in accordance with 
generally accepted accounting principles. 



C O N S O L I D A T E D  S T A T E M E N T  O F  O P E R A T I O N S  

A N D  R E T A I N E D  E A R N I N G S  

Year ended December 31 (in millions) 

Operating revenues 

Passenger 

Cargo 

Other 

Opcrating expenses 

Salaries and wages 

Benefits 

Aircraft fuel 

Depreciation, amortization and obsolescence 

Commissions 

Food, beverages and supplies 

Aircraft maintenance, materials and supplies 129 149 

Airport user fees 

Aircraft rent 

Other (note 1 h) 

Operating loss before the undernoted item 

Staf f  reduction and retirement costs (52) (36) 

Operating loss (197) (200) 

Non-operating income (expense) 

Interest income 

Interest expense 

Interest capitalized (note 2) 

Loss on sale o f  assets 

Provision for investments 

Other (note 4) (1 7) (6) 
17C11 I1  KAl 

Loss before income taxes and minority interest 

Income tax (provision) recovery (note 9) 

Minor i ty interest 

Loss from continuing operations 

enRoute Card operations (note 15) 

Loss for  the year 

Retained earnings, beginning of year 207 42 5 

Retained earnings (deficit), end of year $ (247) $ 207 

Loss per share 

From continuing operations $ (6.13) $ 12.85) 

For the year $ (6.13) $ 12.94) 

See accompanying notes. - 
27 



C O N S O L I D A T E D  S T A T E M E N T  O F  F I N A N C I A L  P O S I T I O N  

December 31 (in millions) 

Assets 

Current 

Cash and short-term investments 

Accounts receivable (note 15) 

Spare parts, materials and supplies 

Prepaid expenses 

Deferred income taxes 

Property and equipment (note2) 

Deferred charges (note 3) 

Investments and other  assets (note 4) 

$4.81 0 $4.921 

On behalf of the Board: 

Hollis L. Harris 

Chairman. President and Chief Executive Officer 

John F. Fraser, O.C. 

Chairman. Audit Committee 



1992  1991 

Liabilities 

Current 

Accounts payable and accrued liabilities 

Advance ticket sales 

Current  ort ti on of lono-term debt 

Long-term debt (note 51 

Other long-term liabilities 

Deferred credits [note 6) 

Minority interest 7 5 

Subordinated perpetual debt [note 7) 8 8 3  834 

Shareholders' equity 

Share capital - common (note 81 

Retained earnings (deficit) (247) 207 - 
3 1 6  770 

See accompanying notes. 



C O N S O L I D A T E D  S T A T E M E N T  O F  C H A N G E S  I N  C A S H  P O S I T I O N  

Year ended December 31 (in millions) 1992  1991 

Cash provided by (used for)  

Operating 

Loss from continuing operations S ( 4 5 4 )  $(211) 

enRoute Card operations 

Loss for the year 

Non-cash items included in loss for the year 

Depreciation, amortization and obsolescence 2 0 6  190 

Deferred income taxes (2) (1481 

Loss on sale of assets 

Othw 

'Operating cash flow 

Change in net trade balances (1) I291 

Change in spare parts, materials and supplies (3) 23 

Change i n  advance ticket sales - I361 

-. 
Other (36) I381 

(243) (221) 

Financing 

Subordinated perpetual debt 4 9  - 
Long-term borrowings 2 6 5  892 

Reduction of long-term debt (92) 1116) 

Deferred foreign exchange 2 4  (17) 

Other - (1 71 

2 4 6  742 

Investing 

Proceeds from sale o f  assets 6 0 5  173 

Additions t o  property and equipment (598) (993) 

Investment i n  subsidiaries and other companies (2) (91 
Proceeds from disposal of enRoute (note 15) 2 8 2  - 

Increase (decrease) i n  cash posit ion 

Cash position, beginning of year 
~. 1 2 8  436 

Cash position, end o f  year $ 4 1 8  $ 128 

'Operating cash f l ow  per share $ (2.75) $(1.91) 

See accompanying notes. 



N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S  

1. Signi f icant  Accounting Policies 
a) Consolidated Subsidiaries and lnvcstments 

i n  Other  Companies 
(i) The consolidated financial statements of the Corporation 
include the accounts o f  Air Canada and i ts subsidiaries, as 
follows: 

December 31 

Consolidated Subsidiaries 
Air Canada Vacations (Touram lnc.) 
enRoute Card Inc. (note 15) -. . 
enRoute Card International lnc. (note 151 -- 
Maple Leaf Holdings Inc. 
Northwest Territorial Airways Ltd. 
Dynamex Express Inc. 
Air Nova lnc. 

AirBC Ltd. (undiluted) 
(fully diluted) 

Air Ontario Inc. 
Air Alliance Inc. 

Wingco Leasing Inc. 

The Corporation's investments in other companies are 

recorded using the following bases of accounting: 

Companies Accounted for on  t he  Equity Basis 
Express Messenger Systems Inc. 
Matac Cargo Ltd. 
Global - Travel Computer Holdings Ltd. 
The Gemini . Group Limited Partnership . 

(fully diluted) 
PCL Courier Holdings Inc. 

( i i l  The excess of the acquisition cost o f  investment in 

subsidiaries and other companies accounted for on the 
equity basis over the Corporation's proportionate share 
of the underlying value of the net assets at the dates o f  
acquisition represents goodwill, and is amortized over 

periods not exceeding 20 years. 

b l  Foreign Currency Translation 
Monetary assets and liabilities denominated in foreign cur- 
rencies, wi th the exception o f  subordinated perpetual debt. 
are translated into Canadian dollars a t  rates of exchange in 
effect a t  the date o f  the consolidated statement o f  financial 
position. Gains or losses are included in income o f  the year, 

Level o f  Ownership 
1992 1991 

-- 

except gains or losses relating t o  long-term debt which are 
deferred and amortized over the remaining term of the debt. 

In 1988, the Corporation acquired zero coupon bond invest- 
ments t o  fund the foreign currency exchange loss on certain 
Swiss franc and Japanese yen debt. Accordingly, deferred 
foreign exchange losses equalling the amount o f  future 

interest on these investments have been segregated and are 
being amortized t o  income at amounts equal t o  the interest 
earned on the bonds. The maturity dates of the investments 
closely match the repayment dates o f  the related debt. 

Other assets and liabilities, subordinated perpetual 
debt and items affecting income are converted at rates o f  
exchange in effect at the date o f  the transaction. 



Signi f icant  Accounting Policies (cont'd) 

C) Spare Parts. Mater ia ls  and Supplies on plan assets and pension obligations; and straight-line 

Spare parts, materials and supplies are valued at average amortization of experience gains or losses, assumption 

cost. A provision for the obsolescence of fl ight equipment changes and plan amendments over the expected average 

spare parts is accumulated over the estimated service lives remaining service life of the employee group. 

o f  the related f l ight equipment t o  a 30% residual value. Costs associated with post retirement health care and 
life insurance benefits are recognized as incurred. 

d) Ai r l ine Revenue 
Airline passenger and cargo sales are recognized as operat- 
ing revenues when the transportation is provided. The value 
of unused transportation is included in current liabilities. 

e) Post Retirement Benefits 
Pension expense, based on management's assumptions. 
consists o f  the actuarially computed costs o f  the pension 
benefits in respect of current year's service; imputed interest 

fJ Depreciation and Amort izat ion 
Operating property and equipment are depreciated or amor- 
tized t o  estimated residual values based on the straight-line 
method over their estimated service lives. Estimated service 

lives for f l ight equipment range from 12 to  20 years, except 
when extended by significant modifications. Estimated 
service lives for other property and equipment range from 
3 t o  40 years. 

Estimated Residual Values Estimated Service Lives 
EngineslRotable 

Aircraft Inventory 

A i r  Canada 
- 

8747 15% 15% 20 years - 
8747 15% 10% 16 years 
- 

8767-233 

DC-8-73F 

Subsidiaries 

Various -- 

g) Maintenance and Repairs 
Maintenance and repair costs are charged t o  operating 
expenses as incurred. Significant modification costs are 
capitalized and amortized over the remaining service lives 
o f  the assets. 

h) Other Operating Expenses 

Included i n  other operating expenses are expenses related 
t o  building rent and maintenance, advertising and promo- 
tion, computer reservation service charges, professional 
fees and services, terminal handling, crew meals and hotels. 
insurance costs, and other expenses. 

15% 15% 20 years 

15% 15% 20 years 
15% 10% Depreciated t o  residual value 
15% 10% Ending Dec 31.1999 

15-2096 15-20% 12-20 years 

i) Aeroplan 
The incremental cost of providing travel awards under the 
Corporation's frequent flyer program is charged t o  expense 
when entitlements to such awards are earned. 

j) Interest Capitalized 
Interest on funds used t o  finance the acquisition o f  new 

f l ight equipment and other property and equipment is 
capitalized for periods preceding the dates the assets 
are available for service. 

k) Gains on  Sale and Leaseback of Assets 
Gains on sale and leaseback o f  assets are deferred and 
amortized t o  income over the terms o f  the leases as a 
reduction in rental exoense. 

I) Comparative Figures 
Certain comparative figures have been reclassified t o  
conform with the financial statement presentation 

adopted in the current year. 



Cost: 
Fliqht equipment 
Other property and equipment 987 867 

4.391 4.505 
Accumulated depreciation and amortization: 

Flight equipment 888 1.040 
Other property and equipment 554 51 1 

1.442 1,551 - 
2.949 2.954 

Progress payments 119 289 

Property and equipment a t  net book value $3.068 $3,243 

Interest capitalized during the year amounted t o  $8 using $35 represented by 6 remaining 8727.233 aircraft which 
an average rate o f  7.7% (1991 $30 using 8.3%). the Corporation has contracted to sell on a forward basis 

Flight equipment includes aircraft retired from active for delivery in 1993. The estimated aggregate market value 
service with a net book value o f  $72 (1991 $124). including o f  this f l ight equipment exceeds its net book value. 

3. Deferred Charges 
December 31 1992 1991 
Employer pension plan funding 

i n  excess o f  pension expense $294 $271 
Foreign currency exchange on long-term debt 208 113 
Bond issue costs 31 37 
Other 58 54 
Deferred charges $591 $475 

Amortization of deferred charges for the year amounted t o  
$43 (1991 $27). 

4. Investments and Other Assets 
Investments and other assets principally include invest- Other non-operating income includes the Corpora- 
ments and advances t o  non-subsidiary companies listed in tion's share o f  the earnings o f  companies accounted for 
note l a .  The most significant of these investments is the on the equity basis totall ing $1 in 1992 (1991 losses o f  
GPA Group plc investment o f  $80 (10,862,460 shares). $3). Additionally, dividend income included in other non- 

Goodwill. net o f  amortization, o f  $20 (1991 $22) is operating income from companies accounted for on the 
included in other assets. cost basis was $5 in 1992 (1991 $8). 



5. Long-Term Debt 
Final Interest December 31 

Long-term debt Maturity Rate (%I 1992 1991 

US. dollar debt (a) 1996-2006 various $1.651 $1.305 

Canadian dollar debt (b) (cl 1995-2004 various 329 336 

Swiss franc debt Id) 1996-2002 5.1 25 - 5.625 241 233 

Deutsche mark bonds (el 1993 7.375 48 97 

Japanese yen notes (fl 2007 5.8 153 139 

U.K. sterling bonds (g) 1994 11.25 70 70 

French franc notes - 9.25 - 3 

2.492 2.1 83 

Current portion (45) (471 

Long-term debt (hl $2,447 $2.136 

Principal repayment requirements for the next five years -- are as follows: 

Long-term debt repayment - 

1993 1994 1995 1996 1997 

$45 $117 $50 $748 $305 

At December 31. 1992. Air Canada has the following 
financing facility established on an unsecured basis, against 
which there were drawings in the amount o f  US. $200: - up t o  US. $400 or the Canadian dollar equivalent from a 
group o f  financial institutions in Canada with a remaining 
term o f  four and one-half years, including a one-half year 
fully revolving availability period, followed by a four year 

reducing revolving availability period, extendible forup t o  
two years by mutual agreement. 

After the above noted drawings, the net amount 

available at December 31. 1992. was US. $200 or the 

In addition, Air Canada has received commitments 

for the following financing facilities: 
u p  t o  US.  $100 related t o  the acquisition of Airbus 

A320-211 aircraft, for a term o f  15 years from drawdown, 

available on the delivew of certain of the Airbus A320-211 
aircraft. This commitment which was US. $200 at 
December 31.1992. has been reduced t o  US. $100 as 
part of a financing arrangement related t o  Continental 

Airlines (note 16). - up t o  US. $100 related t o  the acquisition o f  Boeing 

6747-433 aircraft, for a term o f  up t o  20 years from 

Canadian dollar equivalent. Drawn amounts may be repaid drawdown. 

and redrawn subject t o  the reducing revolving availabiliw Subsidiaries have financing arrangements totalling 

period. If the availability period is not extended, funds $21 (1991 $19) against which there were no drawings as 

available under this US. $400 facil ity will be reduced a t  December 31.1992 (1991 $1). 

by 10% i n  June 1993, by 15% in June 1994 and by 25% 
on each o f  the three subsequent anniversaries unti l  
June 1997. 



Long-Term Debt (cont'd) 
a) In March 1989, the Corporation concluded an agreement 
with a substantial US. financial institution where, upon 

payment by the Corporation, the financial institution 
assumed liability for scheduled principal and interest 
payment requirements on principal o f  $334. This obliga- 

t ion (which amounts t o  $205 at December 31,1992) is 
considered extinguished for financial reporting purposes 
and has been removed from the Corporation's statement 

of financial position. Until the assumed liability has been 
fully discharged by the financial institution, the Corporation 
remains contingently liable for such obligation. 

As a t  December 31. 1992. US. dollar debt totalled 

US. $1.285, the majority of which is at floating interest 
rates. As a t  December 31,1992, approximately three 
quarters o f  the interest rate exposure on the floating rate 

US. dollar debt is hedged by short-term forward interest 
rate agreements. Of the US. dollar debt: 

a US. $400 borrowing has a final maturity in 1996 and 
may be called by the Corporation a t  par prior t o  maturity. 

- a  US. $200 borrowing has a final maturity in 1997 and 
may be repaid at par and redrawn subject t o  a reducing 
revolving availability period. 

a US. $100 borrowing has a final maturity i n  1997 and 
may be repaid a t  par in whole or in part on any interest 
payment date. 

a US. $300 borrowing has a final maturity in 2005 and 

may be called by the Corporation with an indemnity unti l  
the year 2000 and at par thereafter. 

a US. $285 borrowing has a final maturity in 2006 

and may be called, at par, by the Corporation with an 
indemnity. 

As at December 31. 1992. approximately three quarters 
of the US. dollar debt is hedged primarily by short-term 
US. currency forward exchange and option contracts. 

b) In 1990 and 1989, the Corporation concluded agreements 
wi th a substantial US. financial institution where, upon 
payment by the Corporation, the financial institution 
assumed liability for scheduled payments relating t o  certain 
long-term obligations in amounts o f  $98 in 1990 and 
$107 in 1989 and interest thereon. These obligations (which 

amount t o  $92 and $100 respectively at December 31. 1992) 
are considered extinguished for financial reporting purposes 
and have been removed from the Corporation's statement of 
financial position. Until the assumed liabilities have been 
fully discharged by the financial institution, the Corporation 
remains contingently liable for such obligations. 

c) In  1986 and 1987, the Corporation deposited government 
securities i n  irrevocable trusts, solely t o  satisfy the 
scheduled interest and principal repayment requirements 
o f  certain long-term obligations. These obligations. 
which at December 31.1992 amounted t o  $17 (1991 $48). 

are considered extinguished for financial reporting 
purposes and, together with the related securities. 
have been removed from the Corporation's statement 
o f  financial position. 

d) Swiss franc debt is comprised o f  100 Swiss francs 
maturing in 1996 and 200 Swiss francs maturing in 2002. 

The 100 Swiss franc debt may be called by the 
Corporation at a premium beginning in 1993, declining 
to par by 1996. The Corporation has entered into a Swiss 

franc t o  US. dollar swap agreement covering this debt 
and interest thereon. 

The 200 Swiss franc debt may be called by the 
Corporation a t  a premium unti l  1997 and a t  par thereafter. 

e) In February 1987, the Corporation concluded an agree- 
ment with a German bank pursuant t o  which i t  issued to 
the bank 200 Deutsche mark o f  6.375% interest adjustable 
subordinated perpetual bonds. In consideration, the bank 
agreed to convert the 9% 100 Deutsche mark bonds 
maturing in 1992. and the 7.375% 100 Deutsche mark 

bonds maturing in 1993 into these subordinated perpetual 
bonds, and t o  fund the interest payment requirements on 
these perpetual bonds unti l  conversion. 

In August 1992, the 9% 100 Deutsche mark bonds 
matured and were converted into 100 Deutsche mark 
subordinated perpetual bonds (note 7) at a value o f  $49 
which reflects the historical exchange rate. 

The remaining 7.375% Deutsche mark bonds will be 
converted into 100 Deutsche mark subordinated perpetual 
bonds a t  maturity in 1993 at  the carrying value o f  $48. 

fl The interest rate on the 15 billion Japanese yen notes 
wil l  be reset in 2002 based on an interest rate index. These 
notes may be called by the Corporation a t  a premium unti l  

1997 and at par thereafter. 

g) The Corporation has a currency swap agreement with a 
Canadian bank which has the effect o f  extinguishing future 
exchange fluctuations o f  the Sterling debt and interest. 

h) All debt is unsecured by the assets o f  the Corporation 
wi th the exception o f  the subsidiaries' debt totall ing $325 

(1991 $333) which is secured by certain o f  their assets. 



6. Deferred Credits 

December 31 1992 1991 
Gain on sale and leaseback of assets $193 $145 
Income taxes - 38 

Other 42 68 

Deferred credits $235 $251 

7. Subordinated Perpetual Debt 

December 31 1992 1991 
60 billion Japanese yen at 6.55% unti l  1994 

Callable i n  1994 and every f i f th  year thereafter a t  par $498 $498 

300 Swiss francs a t  6.25% 
Callable in 2001 and every f i f th year thereafter at 102% of par 202 202 

200 Swiss francs at 5.75% 
Callable a t  101.5% of par i n  1999 and every f i f th  year 

thereafter at 102% o f  par 134 134 
100 Deutsche marks a t  6.375% unti l  1994 

Callable in 1994 and every third year thereafter a t  par 49 - 
Subordinated perpetual debt $883 $834 

The maturity o f  this subordinated perpetual debt is only 
upon the liquidation, if ever, o f  the Corporation. Principal 

and interest payments on the debt are unsecured and are 
subordinated t o  the prior payment in ful l  o f  all indebted- 
ness for borrowed money. Since it is not probable that 
circumstances wil l  arise requiring redemption o f  the debt 

and since, under present circumstances, it is not probable 
that the Corporation wil l  call the debt, it isvalued at the 
historical exchange rate and no provision is made for 

foreign exchange fluctuations. Based on foreign exchange 
rates as at December 31.1992. the Canadian dollar 
equivalent of 60 bill ion Japanese yen is $611 (1991 $555). 
500 Swiss francs is $434 (1991 $4251, and 100 Deutsche 
marks is $78. The Canadian dollar equivalent of the 
100 Deutsche mark bonds, t o  be converted into subordi- 
nated perpetual bonds i n  1993. is $78. 

The interest rate on the Yen subordinated perpetual 
debt is 6.55% unti l  1994 and wil l  be reset for each 
subsequent five-year reset period based upon a capped 

spread over the Japanese long-term prime lending rate. 
The Corporation has entered into certain agreements 
which have the effect o f  substantially extinguishing 

future exchange fluctuations o f  the Japanese yen interest 
unti l  November 1994. 

The interest rate on the Deutsche mark subordinated 

perpetual bonds is 6.375% unti l  1994 and will be reset for 
each subsequent three-year reset period based upon an 
interest rate index. 



8. Share Capital 
The authorized capital o f  the Corporation consists of an issued under the share option plan a t  $8.00 per share. 

unlimited number o f  common shares, Class A preferred No shares were issued in 1992. 

shares issuable i n  series and Class B preferred shares The details o f  the Corporation's share option plan, 

issuable in series. under which eligible executives are granted options t o  

Issued capital consists o f  74,033,677 (1991 purchase common shares a t  a price not less than the market 

74,033,677) common shares, with a stated capital amount value o f  the shares a t  the date of granting, are as follows: 

o f  $563 (1991 $563). In  1991.6.730 common shares were 
Options 

Options Outstanding Option Price 
Granted December 31/92 Per Share 

1988 723.272 669.1 30 $8.00 
1990 170.720 164.270 $8.25-$10.00 

1991 254.518 248,897 $9.1 25 

The options granted in 1988 are exercisable in the amount shares per year on a cumulative basis, beginning after one 
o f  3311% o f  the shares per year on a cumulative basis. All year and expiring after ten years. 
other options are exercisable in the amount o f  25% o f  the 

9. Income Taxes 

Income taxes differ from the amount which would be provincial income tax rate. The difference results from the 

obtained based on the combined basic Canadian federal and following items: 

1992 1991 
Recovery based on combined federal and provincial tax rates $1 81 $144 
Increase [decrease) in recovery resulting from: 

The benefit o f  losses which has not been recognized 1176) - 
Large corporations tax (5) (5) 
Other (4) 3 

Income tax (provision) recovery $ (41 $142 

The Corporation has not  recognized the potential benefit be carried forward and applied against taxable income in 

from losses o f  $434 which are available t o  future years. 



10.  Commitments 

The Corporation has commitments t o  purchase aircraft and Future minimum lease payments under operating leases o f  

spare engines for US. $555 which are payable as follows: aircraft and other property total $2,174 and are payable as 

US. follows: 
1993 $204 Operating Leases Operating Leases 

1994 6 53 of Aircraft o f  Other Property - 
1995 $ 67 1993 $ 206 $ 50 - 
1996 
- 

$231 1994 183 40 
- 

1997 - 1995 158 32 

Excluded from the aircraft commitments is an amount o f  1996 152 26 
US. $209 for the purchase o f  six Airbus A320 aircraft which lgg7 128 2 1 

have been forward sold t o  a third party. Other commitments Remaining years 907 271 
for property, qround equipment and spare parts, amount t o  $1,734 $440 

. . . .  

approximately CDN. $29. 

11. Pension Plans 

Air Canada and its subsidiaries maintain several defined pension benefits as at December 31.1992. amounted t o  
benefit pension plans. Based on the latest actuarial reports $2,941 and the net assets available t o  provide these 

prepared as at December 31.1991. using management's benefits were $3.069 calculated on a four-year moving 

assumptions, the estimated present value o f  the accrued average market value basis. 

12. Contingencies 
Various lawsuits and claims are pending by and against the 
Corporation. It is the opinion of management supported by 
counsel that final determination of these claims wil l  not 
have a material adverse effect on the financial position or 
the results o f  the Corporation. 

The Bureau Competition Policy o f  the Government of 
Canada is reviewing an application by PWA Corporation t o  
terminate its contractual commitments t o  The Gemini Group 
Limited Partnership pursuant t o  a proposed financial 
arrangement with a foreign carrier. The outcome of the 
hearings could affect the future viability o f  Gemini and 
the valuation o f  the Corporation's interest. 

Under aircraft sale and leaseback agreements. 
the Corporation may be required t o  provide residual value 
support not exceeding $184. Independent appraisals as 
at December 31. 1992. have indicated it is unlikely the 
Corporation wil l  be required t o  provide this support. 
The Corporation retains a residual value interest in these 
leased aircraft through purchase options. 

The residual value support described above excludes 
support on 24 DC-9-32 aircraft as the Corporation intends 
to purchase these aircraft on termination o f  the leases in 

1994 and 1996. 

13. Segmented Information 
The Corporation's primary business is the transportation Principal assets are located in Canada with substantially 

of passengers and cargo on scheduled airline s e ~ i c e s  over all of the operations involving flights within, to or 

routes authorized by the National Transportation Agency from Canada. 

of Canada. 



14. Ac t  of Incorporation and Legislative Provisions 
On August 25, 1988, the Corporation ceased operating 
under the Air Canada Act. 1977 as amended, and was 
continued pursuant t o  Articles o f  Continuance under 
the provisions of the Canada Business Corporations Act. 

On October 13, 1988, the Corporation issued common 
shares t o  the public and a t  that time, ceased t o  be a 
Crown Corporation. 

15. enRoute Card Operations 
On July 8. 1992, the Corporation completed the sale of the 
enRoute business t o  Citibank Canada. The enRoute Group 

of Companies has been accounted for as a discontinued 
operation and there was no significant gain on the sale. 
The remaining investment in enRoute as a t  December 31. 

1992 is as follows: 
Assets a t  time of sale $310 

Proceeds t o  December 31,1992 282 
Accounts receivable $ 28 

16. Continental Airl ines 
On November 9, 1992, the Corporation announced i ts inten- 
t ion t o  invest $300 (US. $235) in equity and debt securities 
o f  a reorganized Continental Airlines (subject to certain 
conditions) upon Continental Airlines' emergence from 
bankruptcy in 1993. Subsequent t o  December 31, 1992. the 
Corporation arranged for the commitment by a third party 
t o  purchase US. $150 of  Continental Airlines debt securities 
in exchange for a US. $100 reduction t o  existing committed 

The foregoing was authorized by the Public 

Participation Act which came into force on August 18, 
1988. Under provisions of this Act. the Corporation's 
Articles o f  Continuance include limits on individual and 
aggregate non-resident public ownership o f  voting shares 
of 10 percent and 25 percent respectively, which includes 

associates of such shareholders. 

On December 29. 1992. all the assets and liabilities of 
enRoute Card Inc. were distributed t o  the Corporation as 

the initial step towards the planned dissolution of the 
Company. 

On December 29. 1992, all the assets and liabilities 

of enRoute Card International lnc. were distributed t o  
the Corporation and the Company was dissolved on 
December 31.1992. 

financing related to the acquisition o f  Airbus A320-211 
aircraft (note 5). As a result, the Corporation's intended 
investment in Continental Airlines has been reduced t o  
$109 (US. $85). 

This investment will provide the Corporation with 
27.5% of  the common equity (24% of the voting interest) 
in a reorganized Continental Airlines. 



B O A R D  O F  D I R E C T O R S  

- 

W. David Angus. Q.C. 

Senior Partner 

Stikeman, Ell iott 
Montreal. Quebec 

J.V. Raymond Cyr, O.C. 

Chairman of the Board 
BCE Inc. 
Montreal, Quebec 

John F. Fraser, O.C. 

Chairman and Chief 
Executive Officer 
Federal Industries Ltd. 
Winnipeg. Manitoba 

Rowland C. Frazee, C.C. 

Retired Chairman and Chief 

Executive Officer 
Royal Bank o f  Canada 
Town o f  Mount  Royal. 

QuCbec 

David A. Ganong 
President 
Ganong Bros. Limited 

St. Stephen, 
New Brunswick 

Hollis L. Harris 
Chairman. President and 
Chief Executive Officer 
Air Canada 

Saint-Laurent. QuCbec 

Will iam James 
President and Chief 
Executive Officer 
Denison Mines Limited 
Toronto, Ontario 

Fernand Lalonde. Q.C. 

Partner 
Ahern. Lalonde, Nuss, 
Drymer 
Westmount, Quebec 

Gordon F. MacFarlane 
Chairman 

British Columbia 
Telephone Company 
Vancouver, 
British Columbia 

David E. Mitchell. O.C. 

President and Chief 
Executive Officer 
Alberta Energy Company Ltd. 
Calgaly. Alberta 

Paul D. Mitchel l  
President and Chief 
Executive Officer 
McNeil Consumer 

Products Company 
Waterloo, Ontario 

Claude I. Taylor, O.C. 

Chairman Emeritus 

Air Canada 
Saint-Laurent. Quebec 

Louise Brais Vaillancourt. C.M. 

Corporate Director 
Outremont. Quebec 

The following members 
retired from the Board of 
Directors during 1992: 

C. David Clark 
Chairman and Publisher 

The Globe and Mai l  
Toronto. Ontario 

Jean Wadds. O.C. 
Corporate Director 
Prescott, Ontario 

O F F I C E R S  O F  T H E  C O M P A N Y  

Hollis L. Harris 
Chairman. President and 

Chief Executive Officer 

Jean-Jacques Bourgeault 
Executive Vice President. 
Marketing and Sales 

Lamar Durrett 
Executive Vice President. 
Technical Operations and 

Corporate Services 

Patrick L. Kelley' 
Executive Vice President. 
Corporate Strategy 

John F. Ricketts 
Executive Vice President. 

Finance and Chief Financial 
Officer 

Charles H. Simpson 
Executive Vice President. 
Operations 

James C. Tennant 
Executive Vice President, 
Human Resources and TOM 

Paul E. Brotto 
Vice President, 
Passenger Marketing 

Barry R. Corbett 
Vice President. 
Employee Relations 

John Dickie 
Vice President, 
Technical Operations 

L. Cameron DesBois 
Vice President and 
General Counsel 

Paul R. Garratt 
Vice President, 
Financial Planning and 
Controller 

Allen B. Graham 
Vice President. 
In-f l ight Service 

Paul Letourneau. Q.C. 

Secretary o f  the Company 

G.Ross MacCormack 
Vice President. 
Commercial Strategy 

R.A. (Sandy) Morrison 
Vice President. 
Corporate Communications, 
Government and Industry 

Relations 

M. Robert Peterson 
Treasurer 

Douglas D. Port 
Vice President. 
Airport Services 

H. Alan Thompson 
Vice President, 
Passenger Sales 

'It was announced during 
the year that  Mr. Kelley 
would be leaving the 
Corporation t o  pursue 
other business interests. 
effective April 1, 1993. 

- 
The following Officers 

retired during 1992: 

Claude I. Taylor. O.C. 
Chairman o f  the Board 

Leo Desrochers 
Executive Vice President 
and Chief Operating Officer 

Bruce R. Aubin 
Senior Vice President. 
Technical Operations 

James Whitelaw 
Senior Vice President. 
Human Resources 

Geoff C.T. Bridges 
Vice President, 
Cargo 

Egon Koch 
Vice President. 
International-Europe 



G L O S S A R Y  O F  T E R M S  

- 

Operating Margin 
Operating income (loss) as 
a percentage o f  total 
operating revenues. 

Cash Generation Margin 

The aggregate of: operating 
cash flow. change in net 
trade balances, and 
proceeds from sale o f  

assets, as a percentage o f  
total operating revenues. 

Return on  Equity 
The average rate o f  return 
on shareholders' equity. 

- 

Current Ratio 
Current assets divided by 
current liabilities. 

Fixed Capital 
The aggregate of 

shareholders' equity and 
subordinated perpetual 
debt. 

Revenue Passenger Miles 
Total number of revenue 
passengers carried multiplied 
by the miles they are carried. 

Available Seat Miles 
A measure o f  passenger 
capacity calculated by 

multiplying the total 
number of seats available 
for revenue traffic by the 

miles flown. 

Passenger Load Factor 

A measure of passenger 
capacity utilization derived 
by expressing revenue 
passenger miles as a 
percentage o f  available 
seat miles. 

Revenue Ton Miles 
An overall measure o f  
passenger and cargo traffic 
calculated by multiplying 
total tons o f  all revenue 
traffic carried by the miles 

they are carried. 

Available Ton Miles 

An overall measure o f  
passenger and cargo capacity 
calculated by multiplying 

total tons o f  capacity available 
for revenue traffic by the 
miles flown. 

I N V E S T O R  A N U  S H A R E H O L D E R  I N F O R M A T I O N  

Head Off ice 
P.O. Box 14000. 
Saint-Laurent. Quebec 
Canada H4Y 1H4 

(514) 422-5000 

Stock Exchange Listings 
Montreal. Toronto, Winnipeg. 

Alberta and Vancouver 
Stock Exchanges. 

Transfer Agent and 

Registrar 
The R-M Trust Company. 
Agent ForThe Royal Trust 

Company: Halifax. 
Montreal. Toronto, Winnipeg. 
Regina. Calgary and 
Vancouver. 

-- -- - - - 

Duplicate Communication 
Some registered holders o f  
Air Canada shares might 
receive more than one copy 
of shareholder information 
mailings such as this 
Annual Report. While every 
effort is made to avoid 
duplication, if securities are 
registered in different names 
and/or addresses, multiple 
copies are forwarded. 
Shareholders receiving 
more than one copy are 

requested t o  write t o  the 
Assistant Secretary and 
Shareholder Relations 
Director. 

- - -- 

Restraints on  
A i r  Canada Shares 
The Air Canada Public Partici- 
pation Act and Air Canada's 
Articles o f  Continuance 
l imit ownership o f  the 
airline's voting shares by all 
non-residents o f  Canada to 
a maximum o f  25 per cent. 
The Nat~onal Transportation 
Act. 1987 (NTA. 1987) requires 
interal ia that at least 75 

per cent of the voting shares 
of Air Canada be owned or 

controlled by Canadians, as 
defined in section 67 o f  the 
NTA. 1987. In addition. no 
person or group of associated 
persons may own more 
than ten per cent of the 
airline's voting shares. 

p~ ~p ~ ~ 

Weight Load Factor 
An overall measure o f  

passenger and cargo 
capacity utilization 
derived by expressing 
revenue ton miles as a 

percentage of available 
ton miles. 

Yield 

Average revenue per 
revenue passenger mile or 
revenue ton mile. 

-- 

For Further Informat ion 

Shareholders Relations: 
Assistant Secretary and 
Shareholder Relations 
Director 
Telephone: (514) 422-5787 

Faxcom: (514) 422-5789 

Investor Relations: 
Manager, 

Investor Relations 
Telephone: (514) 422-5724 
Faxcom: (514) 422-5739 

CC rapport annud  crt  publit danr 
Icr dcux languer officicllcr du 
Canada. Pour en rcrcvoir un 
cxcmplairc en franqair. &rlrr B la 
S ~ ~ r ( l a l r ~  adjointc ct Directrice - 
Rclationr avcc lcr actionnaircr. 



Thir Annual Report ir printed 
on rccyclcd paper. 

Design: Gomhalk+krh Intrrnational 
Photography: Bmard Bohn 
Plintedin CM.d. 


