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JetBlue Airways Corp 

NASDAQ: JBLU 

Analyst: 

Sector:  

Andrew Cote 

Services 

BUY   Conservative Price Target: $23 

Key Statistics as of 10/18/2016  Catalysts: 1+ years 

 

Market Price: 

Industry:  

Market Cap: 

52-Week Range: 

Beta: 

ROIC 

ROE 

P/E 

  High (2015) 

  Low (2015) 

D/E 

                              

 

$ 18.24 

Regional Airlines 

$5.78 B 

$14.76-$27.09 

0.59 

13.04% 

23.59% 

7.87x 

38.73x 

11.57x 

.33 

 

  Faster than expected revenue growth from West 

Coast Expansion.  

 Increased traffic to Cuba and Latin America 

 Changing aircraft orders to the longer-range variant  

 International license approval from Long Beach, 

CA airport gives JetBlue access to more Latin 

American opportunities from the west coast and the 

beginning of possible Transpacific Flights 

 JetBlue building on momentum and taking 

advantage of their east coast presence to offer 

Transatlantic routes 

Company Description:   

 

JetBlue Airways Corporation (JetBlue), incorporated on August 24, 1998, is a passenger carrier company. The Company 

provides air transportation services across the United States, the Caribbean and Latin America. The Company operates 

various types of aircrafts, including Airbus A321, Airbus A320 and Embraer E190. It also provides premium 

transcontinental product called Mint. The Company is a point-to-point system carrier, with the its routes touching 

approximately one of its six focus cities, including New York, Boston, Fort Lauderdale-Hollywood, Orlando, Long Beach 

and San Juan, Puerto Rico. The Company's network serves approximately 90 BlueCities in over 30 states, the District of 

Columbia, the Commonwealth of Puerto Rico, the United States Virgin Islands, and approximately 20 countries in the 

Caribbean and Latin America. 
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Industry Outlook 

The U.S airline industry is extremely competitive and 

susceptible to external factors including domestic and 

international economic conditions, weather, disease, and 

terrorism. Currently the demand in the airline industry is 

weak and cutting operating costs drive the value. 

Consolidation of airline companies has been a trend 

recently to create cost synergies. Spreading viruses in the 

Latin American region have slowed travel into South 

America. Terrorism and threats of terrorism have lead 

some travelers to change travel plans. Hurricanes and 

other natural disasters have caused cancellations in high 

traffic locations. Overall, Airlines have been 

underperforming YTD and are trading currently at the 

lower end of their multiple range.  

 

 

Business Model 

Revenue 

  2013 2014 2015 

Passenger Rev. Growth 9.3% 7.5% 10.3% 

Other Revenue Growth 8.8% 0.9% 10.3% 

Total Growth 9.2% 6.9% 10.3% 

 

Analysts expect 3.2% and 5.8% revenue growth for 2016 

and 2017 respectively. The bearish expectation of growth 

by analysts is due to relatively low historical growth and 

Management has placed JetBlue in high traffic airports 

along the east coast and use those as focus cities to 

base their point-to-point flights out of. These focus 

cities include New York, Boston, Ft Lauderdale, and 

strategic cities in the Caribbean and Latin America. 

Management focuses on high traffic areas that are 

underserved which is typically represented by higher 

ticket prices. JetBlue’s cost discipline gives them the 

ability to operate and gain market share in these 

underserved locations.  

 

Financial Breakdown 

macroeconomic pressures. The majority of their 

operations are domestic. 70% of capacity is allocated to 

the faster growing domestic operations and 30% to Latin 

America and the Caribbean. Other Revenue derives from 

income from their recent co-branded credit card with 

Barclaycard and MasterCard. 

Operating Statistics 

In the airline industry, it is common to represent 

operating data as a fraction of Available Seat Miles 

(ASM’s) or seats available to passengers multiplied by the 

number of miles those seats are flown.  

 2013 2014 2015 

ASM's 42824 44,994 49.258 

Load Factor 83.7% 84.0% 84.7% 

Passenger Rev/ASM 
(Cents) 11.61 11.88 11.96 

Operating Rev./ASM 12.71 12.93 13.03 

Operating Exp/ASM 
excluding fuel and 
related taxes 

7.28 7.53 7.82 

Operating Exp/ASM  11.71 11.78 10.56 

Average operating 
aircraft 185.2 196.2 207.9 

Avg. fuel cost per 
gallon 3.14 2.99 1.93 

(Expected avg. cost of fuel for 2016 is $1.56/ gallon) 

 

JetBlue has struggled to speed up capacity growth 

historically. Per the 2015 10-k, Management has been 

refitting existing aircraft cabins to a higher density layout 

while continuing to receive new aircraft orders. In 2016, 

they have made additions to their order book for new 

aircraft that alludes to faster growth around 2019. The 

increasing average age of the fleet is 7 years old and the 

expected useful life of the aircraft are between 20 and 25 

years. Some of the amended orders may contributable to 

the increasing fleet age. 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Aircraft Orders 

 

Order Book as 
of 2015 

Amendment to 
Orderbook 

2016 10 - 

2017 10 15 

2018 7 11 

2019 15 21 

2020 25 28 

2021 23 27 

2022 23 27 

2023 2 6 
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CAPEX 

 2011 2012 2013 2014 2015 
CAPEX/ 
Passenger 
Revenue 11.8% 11.9% 12.4% 13.7% 14.2% 

CAPEX/ Total 
Revenue 6.5% 18.5% 15.3% 13.8% 8.9% 

 

JetBlue has consistently increased capital expenditure year 

over year to sustain growth and is expected to increase 

faster based on the amended order book and 2015 

guidance of $870 million for 2016 most of which are 

prepayments for new aircraft.. The majority of capital 

expenditures are on new aircraft purchases followed by 

the buyout of aircraft leases, deposits of flight equipment, 

and additions/upgrades to property. We will begin to see 

CAPEX drastically increase starting in 2019.  

 

Capital Structure: D/E- .33 

Typically, airlines have very high leverage but lately 

management has been rapidly paying down their long 

term debt and are increasingly using short term debt to 

fund operations. Long term debt has been aggressively 

payed down over the past few years and management 

plans to continue to repay debt and prepay deliveries of 

flight equipment. They lease their slots in airports and 

also lease some aircraft with the option to buy out the 

leases. The lease payments on aircraft have remained 

relatively stable and average $127 million per year.  

  

 2013 2014 2015 

LT Debt and Cap. Leases $2,116.00 $1,968.00 $1,395.00 
Current maturities of 
long-term debt and 
capital leases 

$469.00 $265.00 $448.00 

Other accrued liabilities $229.00 $287.00 $267.00 

Rent payment  $13.00 $14.00 $15.00 

 

JetBlue vs Competitors  

JetBlue has lagged behind competitors historically in 

many aspects and they have improved in many and excel 

in others. 

 They have struggled to increase passenger revenue 

relative to available seat miles. In the last fiscal year 

competitors have documented $0.14 of revenue from 

core operations per ASM compared to JetBlue at $0.12 

per ASM. It is important to note that JetBlue is the 

cheaper alternative in the mid-full service airline industry 

so naturally revenues compared to competitors at similar 

ASM’s are going to be less. 

JetBlue is earning more per dollar of revenue than its 

direct competitors. In the LFY, JetBlue has an EBITA 

Margin of 20.6% vs 17.9%.  

 

Currently, JetBlue’s cost of capital is higher than 

competitors at 14% vs 11.7%. The high cost of capital is 

mostly due to the size and risk premium associated with 

the industry and type of Business. Also, their cost of debt  

is higher than the competition. JetBlue has been locked 

into higher rates of borrowing because of their highly 

leveraged capital structure in the past. After the debt 

repayment by management future costs of borrowing will 

be dramatically less. Their current cost of debt is 5.9% vs 

4.3% of direct competitors.  

Overall, the high cost of capital is why JetBlue returns 

less per dollar of invested capital compared to 

competitors. 

 

Thesis 

Management is rapidly deleveraging their balance sheet 

freeing up room for some future large purchases. Jet Blue 

has been aggressively repaying its debt; they reduced their 

total debt by 29% by the end of 2015 and are expected to 

continue reducing debt through 2016. Their future costs 

of debt have also been greatly reduced to more attractive 

rates. 

 

Revenue growth is one of the main drivers in JetBlue’s 

value. Management’s expansion plans are beginning to 

develop. They have begun to offer more routs to the West 

Coast including San Francisco, Long Beach, Seattle, and 

San Diego. All of which are routs people typically pay a 

premium for. They are increasing their Latin America 

presence with the first routs offered by a commercial 

American airline to multiple cities in Cuba. JetBlue has 

applied for an international license for their airport in Long 

Beach, California. In 2014 they completed a separate 

terminal at JFK airport in New York specifically for 

international use. At the end of 2017 they have the option 

to change an order of Airbus A321neo aircraft to a long-

range variant. Per the Q2 earnings call, management has 

noted that they have an interest in Transatlantic routes but 

say that it one of their options. Their dominant East Coast 

positioning in high traffic cities including JFK, Ft 

Lauderdale, and the metropolitan market in Boston give 

them great leverage for a Transatlantic expansion. JetBlue 

will beat analysts’ estimates in the long run and rapidly 

expand their international market share. 

 

Risk 

 The cost of fuel is the main driver of expenses so 

an increase in fuel costs will decrease margins. 
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 Weather conditions are always a risk as they lead 

to cancellations and delays. 

 Disease spread is a concern as it leads to less 

people traveling to specific destinations. At the 

moment, disease in Latin America is a concern 

for JetBlue because they have a strong presence 

in that area. 

 Difficulty taking market share in new area. 
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