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Disclaimer

This presentation has been prepared solely for informational
purposes. Information herein is not intended to be complete, and
such information is qualified in its entirety. This is not an offering or
the solicitation of an offer to purchase an interest in any fund, and it
is not an offer to buy or sell or a solicitation of an offer to buy or sell
any security. Nothing herein should be construed as investment
advice, an opinion regarding the appropriateness or suitability of
any investment, on an investment recommendation.

No representation is made that the objectives or goals of any
investment or strategy will be met or that an investment or strategy
will be profitable or will not incur losses. Past performance is no
guarantee of future results.

Reliable methods were used to obtain information for this
presentation but the information herein cannot be guaranteed for
accuracy or reliability; the information in this presentation may be
out of date or inaccurate.

The information contained in this summary is and may not be
distributed without permission.
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Review of Prior Conferences

 Assured Guaranty (AGO), Feb. ’14: A compounded annual return of 
greater than 20% through summer 2017; price decline since Hurricane 
Maria drops return to ~13% and may or may not present opportunity.

 Ambac (AMBC), Feb. ’14: An exercise in frustration. Many issues 
(Segregated Account, BAC litigation, long-term strategy) still unresolved 
but coming to a head in 2018.

 Verisign (VRSN), Jan. ’15: A compounded annual return of 26% and 
sustained business progress. 

 Armstrong (AWI), Jan. ’16: A compounded annual return of 33% and 
sustained business progress. 

 Wells Fargo (WFC.WT), Jan. ’17: A return of 42% despite one problem 
after another at the company.

 OceanFirst (OCFC), Jan. ’17: A return of -7% despite excellent 
performance and another smart acquisition. Stay tuned.

3Source: FactSet. Data as of 10 January 2018.
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A Rorschach Test for Investors



What would you pay for this business?

 “Company X” is a travel business with a “rewards” program tied credit card 
issuers. (Similar to hotel points, or Blue Chip Stamps / grocery stores.)

 Company X has ~50% penetration in the Pacific Northwest.

 One of every three credit card swipes in Seattle is on Company X’s card.

 The issuer pays Company X every month but the redemption of rewards comes 
1-2 years after the cash is received (i.e., negative working capital / float).

 The redemption of the rewards generates ~50% net margins for Company X.

 Established >20 years ago, almost all of the economics used to go to the issuer, 
but recent pricing changes now send ~50% of the economics to Company X.

 The business requires zero incremental capital from Company X.

 The user base is growing >10% per year.

 Company X generates revenue >$1 billion and net income / FCF >$500 million.
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What would you pay for this business?

 Consumer-facing company with essential, desirable service

 Competitive industry, but >90% of supply controlled by six 
companies

 Low/moderate brand loyalty, low/no pricing power

 Cyclical and tied to GDP but attractive secular growth

 Decent balance sheet (debt/capital ~50%)

 Recent financials: 

o Revenue ~$8 bn, growing ~6-8% a year

o Operating income ~$1.5 bn (high-teens margin)

o Net income >$900 mn and free cash flow >$700 mn 

o ROE of 20-30%

6
Source: FactSet.



A B C D E

USD in billions CSX S&P 500 1 ALK NVDA TSLA

Sales $11.4 $10.9 $8.0 $9.4 $11.7

Sales growth ~2-4% ~2-4% ~6-8% ~10-15% > 40% !!!

Op. income $3.7 $1.4 $1.4 $3.4 ($1.1)

Op. margin 32% 13% 18% 36% N/A

Net income $1.9 $1.2 $0.9 $2.6 ($1.5)

FCF $1.6 $0.9 $0.7 $2.6 ($4.1)

ROIC ~8% ~8% ~15% ~25% Irrelevant

ROE ~15% ~13% >20% ~30% Irrelevant

Cyclical? Yes Yes Yes No longer? I guess not?

Balance sheet? Decent Decent Decent Pristine Dangerous

"Outsider" CEO? Maybe? No… No Yes YES!

Equity valuation $52.8 $24.3 $8.8 $132.3 $52.7

Price / earnings 28x 20x 10x 51x Irrelevant
FCF yield 3% 4% 8% 2% Irrelevant

Guess the company
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Source: FactSet. Financial data as of 9 January 2017 and based on reported or estimated numbers for FY 2017. Sales growth estimates are 

consensus average through FY20. 



Guess the company
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Source: FactSet.

Financial data as of 9 January 2017 and based on reported or estimated numbers for FY 2017. Sales growth estimates are consensus average 

through FY20. 
1 I shaved three zeroes to make it look like a comparable "company." All data from FactSet.
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What you see is all there is*
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Airlines as a laboratory for behavioral biases

I see this as a symbol for “airplane” and “value”

* This is Danny Kahneman’s famous line describing the idea that human decision-making is not entirely based on rational thought.



Bias

 There is more noise and systematic bias in airlines than any 
other industry I’ve ever seen (and I invest a lot in banks, so that’s 
saying something!)

 Bias – decision-making without logic, facts or reason – often 
leads to investment mistakes

 Everyone has an opinion about the airlines and it’s usually 
driven by a System-1 emotional response hinging on 
availability; far fewer people do any real thinking or analysis

 The industry has changed, but old biases still rule the day
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You’re groaning at me?  
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Everyone loves to hate the airlines, but consider price and value…

https://youtu.be/Jhf7pYOxqXs?t=114 



An analytical framework

Two questions I always consider:

 What is the industry structure?

 Good companies/executives can be swamped by “bad” industries

 What is each company’s cost structure?

 The world is competitive, and low costs usually win

12



Is the industry now structurally profitable? 

Airlines made more money in 2015-17 than in the prior 30 years 
combined and have posted eight consecutive years of profitability

Source: Bureau of Transportation Statistics
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“You’re only as good as your dumbest competitor…

 This might be the best quote of all time about industry 
structure for a commodity-like product

 But who is the dumb competitor today?

 Is the race to the bottom now over?

141 Gordon Bethune of Continental Airlines. Source: Texas Monthly and Glory Lost and Found by Kapan and Shabat

“…and there are a lot of companies competing for that honor.”1



Consolidation and market share

 Four major (and often troubled, loss-making carriers) 
disappeared in the last decade

 Four carriers now control >80% of capacity

15Source: ALK presentation dated 4/3/16



Consolidation

16https://t.co/PdeXr08TmT



Market share

17
Total domestic revenue passenger miles for the year ended December 31, 2016.

Source: SEC filings (https://www.sec.gov/Archives/edgar/data/1670076/000119312517201588/d366312ds1a.htm)
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Market share
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Industry snapshot

 FY17 numbers aren’t out yet; 2016 was better still but gives a 
decent overview of current industry conditions

19

Source: company filings with the SEC and Anabatic analysis. 
* Sum in bold, average in bold italic as appropriate
1 Share of total domestic revenue passenger miles for the year ended 12/31/16.
2 Available seat miles (in millions). One seat available to be flown on a flight for         

one mile is one ASM. 
3 Passenger revenue per available seat mile, or unit revenue. 
4 Cost per available seat mile, or unit cost -- the cost to fly one seat one mile. 

5 Unit cost excluding fuel
6 Unit cost excluding fuel, adjusted under varying definitions for unusual/ 

one-time impacts and gains (losses) on asset disposals, fuel hedges, etc.   
7 Utilization, calculated as revenue passenger miles divided by available seat 
miles. 

Fiscal Year 2016 Fiscal Year 2016

Carrier

Market 

share1 ASM2

ASM 

growth 

Y/Y PRASM3 CASM4

CASM 

excl. 

fuel5

Adj. 

CASM 

excl. 

fuel6

Load 

factor7

Alaska Airlines 7.1% 44,135     10.6% 11.34    10.38   8.50   8.04   84%

American Airlines 22.2% 273,410   1.7% 12.65    11.94   9.84   9.54   82%

Delta Air Lines 19.1% 251,867   2.1% 13.41    12.98   10.60 9.75   85%

United Airlines 17.5% 253,590   1.4% 12.40    12.70   10.41 9.38   83%

Hawaiian Airlines 2.3% 18,385     3.7% 11.67    11.18   9.31   8.71   84%

Legacy Network Carriers* 68.2% 168,277  3.9% 12.30   11.84  9.73  9.08  84%

JetBlue Airways 6.7% 53,620     8.9% 11.21    9.92     7.92   7.59   85%

Southwest Airlines 18.2% 148,522   5.7% 12.52    11.22   8.76   8.10   84%

Low-Cost Carriers* 24.9% 101,071  7.3% 11.87   10.57  8.34  7.85  85%

Frontier Airlines 2.3% 18,366     20.6% 5.40      7.60     5.70   5.43   87%

Allegiant Travel Company 1.5% 12,376     17.6% 6.35      8.02     5.94   5.94   83%

Spirit Airlines 3.1% 25,495     20.0% 4.71      7.37     5.61   5.45   85%

Ultra Low-Cost Carriers* 6.9% 18,745    19.4% 5.49      7.66    5.75  5.61  85%



New entrants

 It is not possible to fly new routes in many of the best markets

 JFK, LGA, and DCA are “slot constrained”

 EWR, ORD, SFO, and LAX are effectively slot constrained

 Many airports (ATL/Delta, MDW/Southwest, DFW/American) are so 
dominated by one carrier that competitors face severe challenges

 A new entrant could compete on second- and their-tier routes, 
but the most attractive cities are effectively closed to new 
airlines

 As in other businesses, there are advantages to scale and 
growth, and a new airline would face major constraints: much 
higher operating costs, no available aircraft, etc.

20Source: FAA (https://www.faa.gov/about/office_org/headquarters_offices/ato/service_units/systemops/surface/slot_administration/) 

https://www.faa.gov/about/office_org/headquarters_offices/ato/service_units/systemops/surface/slot_administration/


Revenues or costs as a strategy

 Airlines before deregulations had to compete on service

 Airlines today compete on price and a variety of factors that stem from 
a revenue strategy or a cost strategy

 Revenue: expansive network, high frequency, good service, desirable 
amenities, etc.

 Cost: get a seat from Point A to Point B as cheaply as possible

 Customer service (or lack thereof) entails only a few choices*

 Service (ALK)

 Low costs (SAVE)

 Network (DAL/AAL/UAL)

21

* All the whining from passengers may be irrational and unproductive, but it still makes no sense for airlines to ignore customer 

service. A good business strategy can only be enhanced by a strong, customer-centric culture. Look no further than Southwest –

its low-cost strategy would have worked either way, but its success was far greater because of its customer service. 



Costs are really important

22Source: SEC filings and Anabatic analysis.

Fiscal year 2016 stage-length-adjusted CASM (cost per available seat mile) excluding fuel
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Load factor is a measure of capacity utilization, calculated as revenue passenger miles divided by available seat miles. See glossary for more. 

Source: BTS and https://www.nbcnews.com/specials/airplane-mode

Planes are quite full, and above 80% airlines make a lot of money

Spirit

All U.S. carriers



Demand

24Source: https://www.nytimes.com/interactive/2017/04/17/business/how-flying-changed.html?_r=0

How will demand for air travel change over time?

https://www.nytimes.com/interactive/2017/04/17/business/how-flying-changed.html?_r=0


Balance sheets are really important

 Debt: Leverage and fixed-cost coverage have never been better

 In the bad old days airlines often had to price to marginal cash cost to 
preserve liquidity; now liquidity and capital are more than sufficient

 Pensions: Almost – but not entirely – fixed 

 Funding & working capital: Airlines used to have to finance low 
incremental-return growth with high-cost capital

 Now most airlines can finance high incremental-return growth with 
negative working capital and cheap funding

25



Fuel
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 Fuel is ~20-40% of operating expenses

 A drop in fuel helps – and a jump in fuel hurts – for ~1-3 
quarters; volatility matters more than absolute levels

 The price of fuel is important but not all-important – airlines 
made plenty of money in 2013-14 with oil at much higher prices

 Some airlines (like Alaska) hedge a portion of their future fuel 
consumption, but many others do not

 Delta went so far as to buy an entire oil refinery



Mileage/loyalty programs

 Airlines used to get very little of the interchange fees reaped by 
banks from valuable airline-branded credit cards

 Now, airlines command a large share of the economics: 
billions of dollars per year at very high margins

 Look at the Costco/Citi/Visa deal for another example

 Disclosure is poor, and there are other considerations

 Contract renewals (~3-5 year deals) – peak pricing/interchange fees?

 Devaluation of miles and customer alienation

 Competition (Capital One)

27

A fountain of cash from credit cards



Mileage/loyalty programs
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Alaska’s Mileage Plan and BofA Visa card

 Alaska’s program generated $900 million of cash in 2016

 Net and free-cash-flow margins are ~40-50% in this business, 
with no incremental capital required

 Alaska has ~40% penetration in the PNW 

 One out of every three swipes in the Seattle area is on an 
Alaska-branded credit card

 Alaska is growing Mileage Plan members ~11% per year

How will this business do over time and what is it worth?

29

What would you pay for a royalty on Visa swipes in the PNW?

Source: Anabatic analysis of SEC filings from ALK , UAL, and BAC.



The Big Three

 American, Delta, and United are similar in business model (global 
network, hub-and-spoke) and size (each is ~18-22% of the U.S. market)

 All three have strengths and weaknesses in the U.S. and abroad

30



Delta

 Delta is very well managed: it gets a revenue premium, it has 
industry-leading margins, and it boasts an IG balance sheet

 Atlanta is the most valuable airport real estate in the world

 Its opportunistic “value” strategy on planes/capex boosts 
margins

 Delta is American Express’s largest co-brand relationship and 
7% of worldwide billed business

 The Delta SkyMiles program and AmeEx card generates $3-4 
billion of revenue for Delta at ~40-50% FCF margins

 Delta has exceptional JVs with AirFrance/KLM, Aeromexico, 
China Eastern, Virgin Atlantic, and Korean

 Creative initiatives – buying an oil refinery, insourcing MRO 
work, etc. – have been successful more often than not

31



American

 American is now the largest airline in the world by many 
measures

 The AAdvantage loyalty program is enormously valuable

 Senior executives are now talking about – and acting on –
principles of long-term investment that would be familiar to 
many value investors

 Management believes $3-7 billion of pre-tax earnings will 
persist through a full cycle

 CEO Parker famously said, "I don't think we're ever going to 
lose money again. I’ve said this for a long time, [and] still 
believe it. We have an industry that's going to be profitable in 
good and bad times. We have an airline that's going to be 
profitable in good and bad times. Those days are gone.”

32Source: American investor day, 28 September 2017 



United

 If it can catch up to peers’ margins there is big upside for 
shareholders

 United’s strong Asia Pacific network is a current source of 
weakness but likely a source of strength over time

 Unlike Delta (Atlanta) and American (Dallas), United does not 
dominate its home hub (Chicago) or any of its other hub cities 
(San Francisco, Houston, New York/Newark, etc.)

 The Star Alliance is probably the best among peers, and 
United’s JVs with Air Canada, Lufthansa and ANA are fantastic

33



While we were sleeping…

 Southwest: Continuously profitable since 1973 (+22% compounded return)

 Ryanair: One unprofitable year since 1997 IPO (+19% compounded return)

 Alaska: 8+ decades uninterrupted (+13% compounded return last 20 years)

34* Inception corresponds to Ryanair’s IPO. Source: FactSet and Bloomberg. Returns data as of 9/30/17. 
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Price, price, price

 A recent poll 
showed “83 
percent of 
Americans put 
ticket prices 
among their 
chief 
considerations 
when booking 
personal travel, 
outweighing 
travel perks or 
an airline’s 
reputation.”

35
Source: https://www.reuters.com/article/us-usa-

airlines-poll/perks-no-u-s-flyers-prefer-the-

cheap-seats-reuters-ipsos-poll-idUSKBN1AI28V

Customers whine, but they consistently prefer low prices above all

https://www.reuters.com/article/us-usa-airlines-poll/perks-no-u-s-flyers-prefer-the-cheap-seats-reuters-ipsos-poll-idUSKBN1AI28V


ULCCs

 Ultra-low-cost carriers evolved from Southwest’s low-cost 
dominance that emerged in the 1970s, ’80s and ’90s 

 ULCCs have proven to be enormously profitable and resilient 
over 20+ years

 Demand growth and demographics favor ULCCs

 “The Spirits of the world created a better model by giving 
customers more choice, and we copied it. It’s about learning 
from something they did that was smarter.”

Scott Kirby, President of United Continental Holdings, regarding 
United’s roll out of “Basic Economy” service, in February 2017*

36*https://www.wsj.com/articles/united-continental-bolsters-its-domestic-routes-to-woo-more-customers-1488202202



The world’s most profitable airlines

37Operating margin for the 12 months ended September 30, 2017. Source: Airline Weekly. 

Rank Airline

Operating 

margin

North 

American?

Narrow-

bodies?

LCC / 

ULCC? Indigo?

1 Ryanair 24.5% ✓ ✓ ~

2 Hawaiian 20.0% ✓ ✓

3 Allegiant 18.4% ✓ ✓ ✓

3 Alaska 18.4% ✓ ✓ ~

5 Wizz Air 17.3% ✓ ✓ ✓

6 Frontier 17.2% ✓ ✓ ✓ ✓

7 Southwest 16.6% ✓ ✓ ~

8 AirAsia 16.3% ✓ ✓

9 JetBlue 16.0% ✓ ✓ ~

10 Jazeera 15.9% ✓ ✓

10 Copa 15.9% ✓ ✓ ✓

10 Spirit 15.9% ✓ ✓ ✓ ~



Unbundling

 What could be more rational than paying for what you want and 
not paying for what you don’t want?

 Since when is customer choice a bad thing?

 This model works – and generates less whining – in countless 
other industries: hotels, car rentals, entertainment, etc. 

 Ancillary fees make the airlines’ high operating leverage more 
favorable from the companies’ perspective

 Customers are voting with their wallets

 In the decade since ancillary fees took hold growth has boomed

 10 years ago United thought it could eventually collect $1 billion a year 
in revenue from ancillary fees; in 2016 it collected $6.2 billion

38

So much whining…

https://skift.com/2018/01/10/bag-fees-were-the-most-successful-airline-business-model-change-of-the-past-decade/



Southwest

 Southwest developed the low-cost model and is a worthy case 
study for any student of business

 Southwest had a vibrant organization with a culture and a 
strategy that were different and better than its peers’

 Today Southwest faces a changing landscape as its cost 
advantage is eroding and it competes on revenue instead of 
costs

 Southwest is the last holdout – every other major airline now offers 
unbundled fares and charges for bags and reservation changes

 The ongoing expansion across North America – to Latin 
America and Hawaii – is an area of growth

39



Ryanair

 Ryanair is an incredible business success story (albeit one not 
without its detractors)

 The European market has been a very fertile hunting ground

 Ryanair’s is now Europe’s largest airline and its margins and 
operational performance are off the charts

 Since its 1997 IPO, Ryanair has grown revenues at a CAGR of 20%, 
EBIT at 22% without using any material debt or issuing new shares 

 Things are changing – Brexit, new unions, slowing growth, 
rising costs – but Ryanair is still likely to perform very well

40



Bill Franke and Indigo Partners

 Franke is a former lawyer who turned around two unrelated companies 
before being called in to save America West Airlines in 1992

 Franke hired and groomed many of the industry’s current executives

 Indigo has posted an astounding record of success since 2002

 Spirit: An incredible turn from decades of meh to 10+ years of success

 Frontier: A Spirit-like success for Indigo; IPO on hold for now

 Wizz Air: An European ULCC with a niche in central/eastern Europe

 Volaris: A Mexican ULCC with attractive long-term potential

 JetSmart: The next Indigo ULCC, based in Chile

41

The best business success story you don’t know



Spirit

 In 2006 Bill Franke and Indigo Partners joined Oaktree in 
making a strategic investment in Spirit and established 
America’s first ULCC

 Since 2006 Spirit has  never posted a loss, generating a 
cumulative operating profit of ~$2.5 billion

 In the decade ending 12/31/16, Spirit grew revenues at a CAGR of 16% and 
operating profits at a CAGR of 31% using almost no net debt and with an 
average ROE of 27%

 Network carriers (American in 2015, United in 2017) have 
responded to Spirit’s growth with price competition – fare cuts 
and “Basic Economy” – but Spirit continues to prosper

42Source: FactSet and Anabatic analysis of SEC filings. ROE data for FY 2011 through FY 2016.



Frontier

 In 2013 Franke resigned from the Spirit board and Indigo sold 
its stake in Spirit to buy Frontier from a distressed seller for 
$147 million

 Indigo turned Frontier into a ULCC and today it is worth ~$3 billion

 Frontier and Spirit have similar strategies and cost structures 
but the two carriers’ routes don’t overlap much (yet)

 A 2017 IPO was put on hold when United cut fares and airline 
equities declined beginning in June, but an IPO still seems 
likely at some point

 A merger of Spirit and Frontier is an obvious option, but 
Frontier likely needs to IPO first and both have patience

43



The Last Frontier: A Great Airline

 Advantages from costs/margins, customer loyalty, and attractive routes

 Industry-leading operating margins (≥15-20%) and ROIC (≥15%)

 A ~10% earnings yield (at market cap <$9 billion) & profitable growth

44

Alaska (ALK) actually has a good culture and happy customers

Source: Bloomberg 

(https://goo.gl/oqGGSN) FactSet 

and Anabatic analysis. 

https://goo.gl/oqGGSN


Alaska

 A cost advantage versus Delta (and American and United)

 A revenue advantage versus Southwest (and the other U/LCCs)

45



Alaska: America’s Favorite Airline

46

JD Power: "Highest in Customer Satisfaction Among Traditional 
Carriers in North America, 10 Years in a Row"

Source: The company and the various award providers.



Risks to Alaska

 Deterioration in culture and morale

 Problems with the integration of Virgin America

 Narrowing cost advantage versus Delta (and/or others)

 Declining customer loyalty / revenue premium

 Natural disasters and geographic concentration

47



Capital allocation

 For the first time ever airlines are not just fighting to survive –
they’re allocating capital and mindful of ROIC

 Success begets success, and many airlines are now reinvesting 
in their businesses to extend their competitive advantages

 Network carriers are entrenching at their hubs, ULCCs are reinvesting in lower 
costs, etc.

 Over the past 4-5 years, American, Delta, United, Southwest, 
and Alaska have reduced their share counts by 35%, 16%, 24%, 
21%, and 15%, respectively

 Over the same period these airlines reduced debt and made large capital 
investments

48



Customer anger

The world and the airline industry need more people like Jim

$4 billion sounds like a lot, but it’s less than 2.5% of the industry’s > 
$160 billion in revenue

49https://youtu.be/00wQYmvfhn4?t=416 



One problem for the trustbusters

50

Source: Bureau of Transportation Statistics. Fares are for domestic round-trip itineraries; based on the total ticket value (the price charged by the airlines plus 

any additional taxes or fees levied by an outside entity at the time of purchase); include only the price paid at the time of the ticket purchase and do not include fees 

for optional services, such as baggage fees; and do not include frequent-flyer or “zero fares.”  Constant 2017 dollars are used for inflation adjustment.

Fees are up but fares are down
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A Golden Age of Flying

51

“Flying was never fun. The good old days of air travel are more of a myth 
than we admit.” – Author and commercial pilot Patrick Smith

Source: https://goo.gl/XNT9UE

https://goo.gl/XNT9UE


Deprival Super-reaction Syndrome

52

This psychological concept explains a lot about the airline industry

 Airlines prior to deregulation couldn’t compete on price so they 
competed on service

 Since then, customers have proven with total consistency that one thing 
matters above all else: price

 To compete on price carriers must have low costs

 Low costs require changing or taking away certain features, and 
passengers lose their minds



General airline risks

 Time horizon: Anything less than a multi-year horizon is speculation.

 Macro: The macro worry list is long and includes a travel downturn or 
a recession, a spike in jet fuel, a terrorist attack, etc. 

 Micro: This is still a high-fixed, low-variable cost business that is 
capital-intensive and prone to competition. Management could be 
irrational in pricing or other strategy choices. 

 Ignore the “fare war” headlines: even if yields fall a little more the airlines will 
make a lot of money with load factors in the 80s. (In the 70s we have a problem.)

 Amazon SpaceX Airways: Elon Musk’s economy-fare “BFR”* 

* Musk says the initials stand for “Big F****** Rocket.” He later added, "Fly to most places on Earth in under 30 mins 
and anywhere in under 60. Cost per seat should be about the same as full fare economy in an aircraft. 
Forgot to mention that." I’ll take the over. Source: Elon Musk’s Instagram feed. 53



“What’s next?” versus “What’s it worth?”*

It is impossible to forecast the next month/quarter/year with any 
precision, but that wild goose chase gets 99% of the attention.

What about value? We don’t need three decimals on 4th quarter 
RASM to spot bargains.

 Will these companies make a lot more money in 3-5 years?

 Is the price I’m paying today reasonable?

 Can these companies handle adversity?**

54

* This line is from Joel Tillinghast’s book Big Money Thinks Small

**And can I, as an investor, handle volatility?



Maybe everything isn’t terrible

55

What are the odds that earnings are significantly higher three, five, 
and 10 years from now?



Thank you
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Philip C. Ordway

Managing Principal

Anabatic Investment Partners LLC

(312) 965-4396

pordway@anabaticllc.com

Questions, comments, and feedback are 
always welcome!

mailto:pordway@anabaticllc.com


Glossary

 “Adjusted CASM” means operating expenses, excluding special items, divided by ASMs. For a discussion of such special 
items and a reconciliation of Adjusted CASM to CASM, please see “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations—Results of Operations.”

 “Adjusted CASM (excluding fuel)” means operating expenses less aircraft fuel expense and excluding special items, divided 
by ASMs. For a discussion of such special items and a reconciliation of Adjusted CASM to CASM, please see “Management’s 
Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations.”

 “Air traffic liability” or “ATL” means the value of tickets sold in advance of travel.

 “Available seat miles” or “ASMs” means the number of seats available for passengers multiplied by the number of miles the 
seats are flown.

 “Average aircraft” means the average number of aircraft used in flight operations, as calculated on a daily basis.

 “Average daily aircraft utilization” means block hours divided by number of days in the period divided by average aircraft.

 “Average stage length” means the average number of statute miles flown per flight segment.

 “Block hours” means the number of hours during which the aircraft is in revenue service, measured from the time of gate 
departure before take-off until the time of gate arrival at the destination.

 “CASM” or “unit costs” means operating expenses divided by ASMs.

 “CBA” means a collective bargaining agreement.

 “DOT” means the United States Department of Transportation.

 “EPA” means the United States Environmental Protection Agency.

 “FAA” means the United States Federal Aviation Administration.

 “FTE” means full-time equivalent employee.
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Glossary

 “GDS” means a Global Distribution System such as Amadeus, Sabre and Travelport, used by travel agencies and 
corporations to purchase tickets on participating airlines.

 “Load factor” means the percentage of aircraft seat miles actually occupied on a flight (RPMs divided by ASMs).

 “NMB” means the National Mediation Board.

 “Non-ticket revenue” consists primarily of revenue generated from air travel-related services such as baggage fees, seat 
selection fees, itinerary service fees, booking fees and on-board sales.

 “Operating revenue per ASM,” “RASM” or “unit revenue” means total operating revenue divided by ASMs.

 “Passengers” means the total number of passengers flown on all flight segments.

 “Passenger revenue” consists of base fares for air travel, including miles redeemed under our frequent flyer program, 
unused and expired passenger credits, other redeemed or expired travel credits and revenue derived from charter flights.

 “PDP” means pre-delivery deposit payments, which are payments required by aircraft manufacturers in advance of delivery 
of the aircraft.

 “PRASM” means passenger revenue divided by ASMs.

 “RASM” means total revenue divided by ASMs.

 “Revenue passenger miles” or “RPMs” means the number of miles flown by passengers.

 “RLA” means the United States Railway Labor Act.
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Glossary

 “Stage-length adjustment” refers to an adjustment that can be utilized to compare CASM and RASM across airlines with 
varying stage lengths. All other things being equal, the same airline will have lower CASM and RASM as stage length 
increases since fixed and departure related costs are spread over increasingly longer average flight lengths. Therefore, as one 
method to facilitate comparison of these quantities across airlines (or even across the same airline for two different periods 
if the airline’s average stage length has changed significantly), it is common in the airline industry to settle on a common 
assumed stage length and then to adjust CASM and RASM appropriately. Stage-length adjusted comparisons are achieved 
by multiplying base CASM or RASM by a quotient, the numerator of which is the square root of the carrier’s stage length 
and the denominator of which is the square root of the common stage length. Stage-length adjustment techniques require 
judgment and different observers may use different techniques. For stage-length adjusted CASM and RASM comparisons in 
this prospectus, the stage length being utilized is the aircraft stage length.

 “TSA” means the United States Transportation Security Administration.

 “ULCC” means ultra low-cost carrier.

 “VFR” means visiting friends and relatives.
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Safety

 2017: 0

 2016: 0

 2015: 0

 2014: 0

 2013: 0

 2012: 0

 2011: 0

 2010: 0

 2009: 50 (Colgan 3407)
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Source:  BTS; Jon Ostrower, CNN Aviation Editor

Scheduled U.S. passenger airline fatalities by year since 9/11/2001:

 2008: 0

 2007: 0

 2006: 49

 2005: 20

 2004: 13

 2003: 19

 2002: 0

 2001: 265 (American 587)

Approximately 11 billion passengers flew safely during this period.

In 2017, for the first time, there were zero fatalities worldwide on scheduled commercial jet 
service that carried ~3.7 billion passengers on ~35 million flights.



Other resources

 SEC filings: There is no substitute for original source documents.

 The Frontier S-1 filings provide especially good background and detail

 Regulatory data: Form 41, BTS, DOT data

 Other trade publications: Airline Weekly, The Cranky Flier

 Books: A handful of books provide invaluable insights (see next)

 Interviews: Bill Franke has given a few talks that are insightful 
(especially https://goo.gl/tneHrQ and https://goo.gl/iN1Lve )

61Frontier S-1: https://www.sec.gov/Archives/edgar/data/1670076/000119312517201588/0001193125-17-201588-index.htm
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https://www.sec.gov/Archives/edgar/data/1670076/000119312517201588/0001193125-17-201588-index.htm


Recommended reading

 Glory Lost and Found: How Delta Climbed from Despair to Dominance in the 
post 9/11 Era by Seth Kaplan and Jay Shabat

 Nuts! Southwest Airlines' Crazy Recipe for Business and Personal Success by 
Kevin Freiberg and Jackie Freiberg

 The Southwest Airlines Way by Jody Hoffer Gittell 

 Michael O’Leary: A Life in Full Flight: The Story of the Man Who Made Ryanair 
Take Off by Alan Ruddock

 Ryanair: How a Small Irish Airline Conquered Europe by Siobhan Creaton

 Character & Characters: The Spirit of Alaska Airlines by Robert J. Serling

 Hard Landing: The Epic Contest for Power and Profits That Plunged the 
Airlines into Chaos by Thomas Petzinger Jr.
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