
Air Canada (TSX:AC) Stock: Why it’s Rallying Today

Description

Air Canada’s (TSX:AC) stock price is rallying 5% today. This sharp spike upward comes as the
company reported its 2020 results early this morning.

It was pretty much as expected. In a year of travel restrictions and a pandemic crisis, Air Canada did 
the best it could. But that’s already history. In a rapidly evolving situation such like this, there were
more important things that we learned. Air Canada’s earnings conference call provided tidbits of
positive information. It is this information that I would like to highlight here.

So, why is Air Canada’s stock price rallying today? And what does it mean for the future of Air Canada
stock?

Air Transat deal given the green light

The news came through after the market close yesterday. The federal government approved Air
Canada’s acquisition of Air Transat. I think it’s great news for Air Canada. The transport minister was
quoted as saying it will “bring greater stability to Canada’s air transport market.” It comes with some
conditions. For example, Air Transat’s head office must remain in Quebec.

So, let’s move on now to review some of the benefits of this deal. The $190 million deal offers many
benefits to Air Canada. For example, Air Canada will increase its share of the leisure travel market. Air
Transat is one of the leading leisure brands. It will give Air Canada instant access to this market where
it was so sorely lacking. Also, there are plenty of revenue and cost synergies associated with the
acquisition.

Lastly, the deal represents a discount of approximately 72% versus the initial purchase price. On a
long-term basis, I believe that this will be looked upon as a winning move. One that will have created
massive shareholder value. But in the short term, this is stressful. How can Air Canada double down
on the airliner industry at a time like this?
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Easy.

A company with a great business model that is concerned with long-term value acquires at rock-bottom
valuations. As we know, the only time we really get to these valuations are in times of crisis. It is only
the brave and the financially well managed that can be buyers in these times. This move by Air
Canada speaks volumes. It says that Air Canada is thinking long term. The best decisions are long-
term thinking.

Air Canada stock price rises as government aid is likely coming

Air Canada once again slashed its operations in Q4 and again in 2021. It’s now operating at a mere
17% of capacity. So, government aid and support is becoming increasingly necessary. Thankfully,
management gave investors a glimmer of hope in this regard.

The CEO said that although there is no deal yet, talks are ongoing. And the talks feel very constructive.
The company is very optimistic that a deal will be made.

Air Canada is currently burning through $15-$17 million of cash per day. This equates to $480 million
per month. The numbers are staggering.

Air Canada cargo business booming

Lastly, I think it’s worth mentioning that Air Canada’s cargo business is booming. In fact, cargo revenue
increased 63% in the fourth quarter. Air Canada operated 4,200 all-cargo flights in the quarter. This is
the one bright spot in Air Canada’s business. Although it is only a small part of the big picture, it’s worth
mentioning.
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Because Air Canada’s shift toward this growing business highlights the company’s strengths.
Management has been strategic and bold in this very difficult situation. And this focus, along with
massive cost cuts and liquidity preservation, will aid in the airliner’s eventual recovery.

Motley Fool: The bottom line

Air Canada stock is rallying off a sort of tidal turn in the industry. Accordingly, management has taken a
slightly more cautiously optimistic tone in its Q4 conference call. I think investors can feel more
confident today in Air Canada stock.
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