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Abstract
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Deep dive into Delta Air Lines’ Value Recommendation: BUY
Creation

Price Target FY21: 49.70 $
How does the COVID-19 recovery look like in 20217?

Price (as of 26-Mar-21) 40.21 $

= COVID-19 Recovery: The biggest challenge for Delta in

the next years will be its recovery from the Coronavirus Reuters: DAL.N, Bloomberg: DAL:US

pandemic. In 2020, we expect DAL to generate a net loss

52-week range ($) 17.51-62.48
of $10 billion due to travel restrictions and low passenger Market Cap ($B) 25.64
demand. Afterwards, Capacity is forecasted to grow at a QUISETITE SEES (1) GiET.TS
CAGR of 3.9% between 2021 and 2026, surpassing ——

Source: Refinitiv Eikon
2019's all-time highs by the end of 2026. Past 5Y Weekly Cumulative Returns

= History of Operational Profitability: Delta Air Lines was s
the most profitable US airline for the last 3 years. We 140
forecast a return to operational profitability as soon as
2022. 35

= Strong Financial Position: Delta enters 2021 with a D/E
of 71.24% and a quick ratio of 87%. Delta’s low D/E ratio

13/2018

e DAL US EQUITY e S&P500

of 33% coming into 2020 coupled with the $9 billion Source: Bloomberg
liquidity injection approved by the US government allows
h 2021 with h liquidi d (Values in $ millions) 2019 2020E 2021F
the company to enter with enough liquidity to adapt Revenues 47007 16765 24201
its operations in the face of short-term losses. Operating Income 7671  -4517  -3457
. o . Total comp. Income 4 603 -10076 -4 028
= Most Profitable Airline Market in the world: North
American airline segment obtained a ROIC 9.9% in 2019,
making it the most profitable region in the world. (Values in %) 2019  2020E  2021F
Company description ROIC 185 =301 93
. . . o . Net Margin 15.1 -22.3 -11.8
Delta Air Lines is an US-based airline company founded in 1925. v 30 e,

The company operates both passenger and cargo transportation

within the US and worldwide. In 2019, Delta served more than 200 Source: Refinitiv Eikon | Own computations
million passengers across more than 50 countries and 325

destinations. Delta is also invested in numerous international

carriers through Joint Ventures and it operates separate business

units in the MRO and oil refinery industries.

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY TIAGO JESUS SILVEIRA, A MASTER IN FINANCE STUDENT OF
THE NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY MEMBER, ACTING IN A
MERE ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.
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1. Company Overview

1.1 Company Description

Delta Air Lines is an US-based airline company founded in 1925. Serving more
than 200 million customers each year, Delta Air Lines is one of the leading US-
based airlines and controls 22.1% of the US aviation market. At the end of 2019,

the airline was operating 1340 aircrafts.

The company focuses mainly on domestic networks, from where it generates
over 70% of its passenger revenue, but it also has an extensive global network
which includes more than 300 destinations in over 50 countries. Delta Air Lines
has hubs throughout important US and international airports. To increase its
exposure to international markets, Delta has invested in Joint ventures with
smaller international carriers and it created the SkyTeam, which is one of the
three biggest airline alliances in the world. Additionally, Delta operates other
adjacent businesses like Maintenance Repair and Overhaul and an oil refinery.
Both business units service Delta Air Lines and its subsidiaries, as well as third

parties.
1.2 Strategy

Delta Air Lines is in a competitive industry where the profit margins are slim, and
cyclicality is a prominent feature. To differentiate itself from competitors and

increase shareholder return, Delta follows three major strategic guiding points.

The first is focus on high paying customers, namely business travellers. To target
them, Delta invested in premium products, in better customer segmentation, and
in employee training. This long-term commitment has netted the company
numerous prizes for its excellence in the business segment. In 2020, the
company received the award for the best American Airline for business travel
from the Business Travel News for the 10th year in a row. As stated in its annual
report, “customer segmentation has enhanced our revenue growth and reduced

reliance on the most price sensitive customer segment”™.

The second guiding point is Delta’s network design. Delta operates a Hub and
Spokes model and it explores routes with less competition and less frequent
flights. They have a 74% share of the world’s largest hub, Atlanta GA, whereas

their competitors do not have more than 72% in their major hubs?. In regional

1 Delta Airlines Inc. (2019). 10K 2019
2 Source: Bureau of Transportation Statistics

PAGE 3/32



COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

DELTA AIR LINES, INC.

Graph 1: Dividends paid (in $Million)
(Source: Bloomberg)

e Dividend yield

e Share price 2,63% 58,48

49,19

Graph 2: Dividend Yield and Share price
(Source: Bloomberg)

flights, 60%?2 of their routes do not have any competitors. The lack of competition
allows the company to increase fares and load factor. The result is a highly

profitable network per amount of capacity supplied.

The final guiding point is the vertically integration of supply chains. Delta has
acquired and built business units that are designed to reduce operational costs of
the group. Delta has numerous subsidiaries, the most notable being the
Maintenance, Repairs and Overhaul (MRO) unit called Delta TechOps and the
refinery unit called Monroe Energy. These units not only provide services to the
main Airline but sell their products to third parties for a profit. By controlling
related business, DAL hopes to reduce its operating costs compared to

competitors. However, Delta shares all the risk of the underlying businesses.
1.3 Shareholder Structure and Dividend Policy

Delta Air Lines' shareholder distribution is very fragmented. The only institution
with more than 10% stake in Delta is The Vanguard Group, which holds 10.41%
of the shares. The top 20 holders combined have a holding concentration of
38.02%. Most holders are either investment advisors or hedge funds. For this
reason, we believe that shareholder structure will not have any influence in the
future operations of the company.

Since its IPO in May 2007, Delta has only offered a consistent dividend payout
between Q2 2013 and Q4 2019“. The fall in profitability due to the COVID-19
pandemic outbreak brought the dividend issuance program to a halt. Additionally,
the CARES act package received by Delta to pay employee salaries stipulates
that no dividend or share repurchase will take place before the 30th of
September 20215.

1.4 Management Team

Delta Air Lines’ top management is characterized by its experience. Edward
Bastian, DAL’s CEO since 2016, has been in top positions at Delta for 22 years.
He was serving as President of Delta during the 2008 recession and consequent
recovery period (2008 - 2016). Alongside him, Delta has COO Gil West and CFO
Paul Jackobson. Both have more than 15 years of experience working at top
management positions at Delta.

This team has shown in the past the ability to adapt to dire business conditions
and explore new market opportunities. In our opinion, this experience will be

crucial to navigate the uncertain recovery period the airline industry is facing.

3 Bachman, Justin. Skift (2017) - Delta Holds an Edge Over Competitors by Dominating Less-Competitive Markets
4 DAL Dividend History (https://www.nasdaq.com/market-activity/stocks/dal/dividend-history)
5 Delta Airlines Inc. (2020). 10Q 2020 report, 3 quarter
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2. American Airline Industry

2.1 A Cyclical Industry Going Through an

Economic Recession

The Airline Industry is greatly influenced by the underlying economic conditions

em— Net Profit margin

e of the United States. The reason is simple: in expansions, leisure travel increases

— GDP growth

as disposable income increases for families; By the same token, business travel

o WL
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AT thrives when there is a lot of economic activity. Comparing US GDP growth and
Graph 3: GDP growth, Disposable X . L . . . .
Personal Income growth, Net Profit Disposable Income growth with airline profitability backs this claim.
margin
(Source: FRED, Economic Data, St. Louis For this reason, the stock performance hinges on the economic recovery of the

United States. And while the estimated decrease in GDP for 2020 is around
4.3%, the IMF forecasts a strong rebound in 2021 of 3.1%. With the recent

8,00%
6,00%
4,00% developments in the vaccine, we believe that this recovery is justified. Long-term,
2,00%

we feel confident that the United States will continue to grow at a steady rate of

0,00%

o 2020 1.8%. The US continues to be one the best countries to do business® in and we

2
-2,00%
= RPM growth Delta

—— U5 GDP growth believe that status will remain unchanged.

-4,00%

-6,00%

Graph 4: US GDP growth and RPM growth 1 1
ore! 2.2 QOil Price

(Source: Bureau of Transportation Statistics)
The oil market changed dramatically over the last decade. The first part of the

decade was dominated by the oligopoly of OPEC, which maintained supply
deliberately low to keep price per barrel high. Between 2009 and 2014, the
demand for oil increased 7.9%, whereas OPEC supply of oil only increased
3.28%7. But with the breakthroughs in fracking technology, countries like the
United States were able to increase supply tremendously and, in turn, decrease
oil prices. With the additional supply, the price of a barrel of oil remained between
40% and 75% from 2015 to 2019.

This newfound stability was destroyed by the COVID-19 pandemic. With the

travel bans and the global economy coming to a halt, the demand for oil dropped

sharply. As a result, oil stockpiles reached record highs® all over the world and

50

'20\0 : 201 : 2012 i 2013 20\4v 2015 : 2016 2017 ; 2018 20\9‘

—oipensesshy OlpkesTosh == Olpres7sSh prices dropped sharply.
~—Oil price=658/b O price=708/ = = Oll price=758>

Graph 5: Jet Fuel price and Net Profit

margin relationship (Source: IATA

Economics site, Platts, Datastream)

6 6™ in Ease of Doing Business rankings by The World Bank. (https://www.doingbusiness.org/en/rankings)

7 International Energy Agency. (2020). World oil supply and demand, 1971-2019 (https://www.iea.org/data-and-
statistics/charts/world-oil-supply-and-demand-1971-2019). World oil production by region, 1971-2019
(https://www.iea.org/data-and-statistics/charts/world-oil-production-by-region-1971-2019).

8 EIA, U.S. Energy Information Administration. (2020). All-time high of 2,118 million barrels of crude oil and Petroleum
Products in July 2020 (https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=WTTSTUS1&f=W)
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But despite the terrible first two quarters of 2020, Q3 and Q4 saw oil consumption
levels recover 7%°. With the vaccination starting in December 2020, the future
looks promising for the industry. Anthony Fauci, NIAID Director, said December
1st that he expects herd immunity in the US by the end of Q2 2021. Demand for
oil products is expected to gradually increase as the economy opens. EIA’s

forecast for 2021 suggests that oil consumption could fully recover by the end of

w—Jet Fuel Price ===Crude Oil Price (Brent)

the year.
Graph 6: Fuel price & Crude Oil Price

($/barrel) (Source: IATA Economics site, In our view, we believe that there will be some consolidation in the oil industry but
Platts, Datastream)
not sufficient to decrease production and push prices to the levels of 2009 to

2014. Prices will hover around $50 and $75 for the foreseeable future.
2.3 9 Billion Dollars in Government Aid to Delta

A big factor in the recovery of the airlines will be the bailout packages received by
the industry. In March of 2020, the US senate passed the CARES Act bill which
provided $25 billion in financial help to US airlines. The financial aid was issued
to help the industry meet its salary costs until the end September. Delta was the
recipient of $5.6 billion divided between a grant totalling $4.0 billion and a $1.6
billion low interest rate loan. When comparing to total expenses in 2020, the $5.6
billion cash injection represented 24%. In exchange, Delta could not conduct
involuntary layoffs until the end of the period. Later in December, a new bill
passed with a $15 billion allocated to airlines!®. That translates into a new cash-
inflow of $3.4 billion to Delta, once again to help pay employee salaries. This help
will improve Delta’s recovery process by making the company less reliant on the

issuance of debt for short-term liquidity.

We believe that this will be the last financial package granted to the industry
during the recovery period of the pandemic. With the vaccination efforts well
under way, we believe that 2021 will be the year where the United States will turn
the corner and recover from the health crisis. With an open economy, airlines will
be able to recuperate their revenue streams and decrease their dependence on

external financing.
2.4 Political Change and its impact on Delta

The November 3rd elections brought some change to the US political landscape.
Joe Biden was elected president and the democratic party was able to hold the

US House of Representatives. Whether the party regains the senate majority will

9 EIA, U.S. Energy Information Administration. (2020). Own calculation with data from
https://www.eia.gov/outlooks/steo/data/browser/#/?v=9&f=Q&s=0&start=201601&end=202104&ctype=linechart&maptype
=0&linechart=COPRPUS

10 The Wall Street Journal. (2020). (https://www.wsj.com/articles/airlines-prepare-to-bring-back-thousands-of-workers-
after-congress-passes-covid-19-aid-bill-11608658635)
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depend on Georgia’s senate runoff elections happening on the 5th of January
2021. If the Democrats gain the two Georgia senate seats, the Democratic party
will control the legislative process. With this comes the ability to push partisan
legislation such as a new tax bill and new regulations. If that happens, we see

two main legislative changes with significant impact on Delta.

First, the tax rate. On his campaign website, Joe Biden proposes an increase in
the corporate tax to 28% (vs current tax rate of 21%). With a higher tax rate from
2022 onwards, the share price is expected to drop to $48.99.

The second is new environmental regulations. There is significant pressure to
enact ecological reform coming from the legislative branches of the US
government, the most prominent initiative being the Green New Deal. While the
implementation mechanism is still unclear, it is safe to assume that polluting
industries like the airline business will be affect. The implementation can come in
a form of a fuel tax for each gallon used. If the price of oil increases by 2% from
2021 onwards as a consequence of this measure, we forecast a share price
decrease of 13.4% to $43.03.

If Republicans retain the Senate majority, rules and regulations will stay the same
since it will be very difficult for Democrats to introduce new legislation until the
next elections!!. Polls suggest that Republicans will hold the Senate but both

senate seats are within the margin of error.
2.4 Trends

The airline market is changing drastically due to changes in economic conditions
and consumer behaviour, as well as health authority’s guidelines. In our analysis,
we identified four major trends that will have a significant impact on the business

conditions for DAL.

1. Hub and Spokes will continue to dominate with lower passenger demand

When looking at route management, airlines can be divided into two main
models: Hub and Spokes, and Point-to-Point (PTP).

In recent years, the Point-to-Point model became popular on the back of newer
fuel-efficient aircrafts that reduced the breakeven price per seat. The trend was
driven by low cost carriers that did not have the legacy assets the incumbent

airlines had, leaving them more flexibility to adopt the model.

With the decrease in demand due to the pandemic, the economics of a point-to-

point model cease to make sense. The PTP model relies on serving

111n 2022, there will be new elections for the US Senate and the US House of Representatives
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“underserved and overpriced markets”'?2 to make a profit but, with low demand
number, airlines cannot fill planes to justify having direct flights in their normal
routes. For that reason, the Hub and Spokes model will be better at dealing with
the decrease in demand of passengers. Delta Airlines already has its
infrastructure and aircraft fleet optimized for this model, which will make the

recovery process easier. We expect a full recovery of capacity by 2025.

2. Post-pandemic decrease in business travel can be as high as 25%

The second trend that will define the industry is the decrease in business travel.
In 2019, 20% of the domestic trips were business related. This customer
segment is pivotal for the Delta business strategy. They provide constant
demand all year long and during the less busy weekdays. Additionally, research3
shows that they have lower price sensitivity when compared with leisure
travellers. But with the paradigm shift brought by COVID, many companies have
allowed employees to work remotely. With that, most personal meetings that
required air travel were substituted with video conferences due to cost
effectiveness and convenience. It is difficult to estimate the long-term impact on
business travel, but industry experts expect drops as high as 25%14. With a larger
number of employees working from home and companies unwilling to allocate as
large a budget for travel, we believe that the business travel segment will be the
slowest to recover to pre-pandemic levels. By 2023, we believe that only 17.5%
of domestic trips will be business related. The impact will be mostly felt in

passenger mile yield, which expected to recover to 17 cents per mile in 2026.

3. Lack of market consolidation

American

iory grines The third trend that will affect the industry is the push to avoid further

consolidation. The US market continues to be dominated by legacy carriers. 67%

Delta Air of the capacity is split between only four companies. Unlike Europe, there were

Lines

o:94% no significant entries in the market in the past decade that caused market

JetBlue fragmentation. In times of economic downturns like the one we are currently on,
Airways
R mea one would expect the airline market to consolidate even further. However, the
17,19% . . . . . . .
recent financial aid provided by the government shows that, like it happened in
Graph 7: U.S. Carriers — Domestic

Capacity the great recession of 2009, there is significant political pressure to avoid
(Source: Bureau of Transportation . . .
Statistics and own calculations) bankruptcies in the industry. We expect to see 3 outcomes from the lack of

further consolidation: first, we do not believe that Delta Air Lines will be involved

in a major M&A in the next 3 years; second, no major shifts in market share

12 Ccook, Gerald N., Goodwin, Jeremy. (2008). Airline Networks: A Comparison of Hub-and-Spoke and Point-to-Point
Systems

13 Brons, M., Pels, E., Nijkamp, P. & Rietveld, P.. (2001). Price elasticities of demand for passenger air travel: a meta-
analysis - Journal of Air Transport Management 8 (2002) 165-175

14 Financial Times. (2020). The death of the business trip? (https://www.ft.com/content/cdd2ecad-eafe-4289-8ad1-
78dac463a536)
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distribution between airlines in the next 3 years; third, we expect DAL’s

passenger mile yield to drop only 5.2% from its all-time high in 2019.

4., APAC countries will be the major driver of growth for International travel

Projected GDP Ranking 2030

The region is home to some of the fastest growing economies in the world. By

I GDP (2016) [N Addition till GDP (2030,

2030, it is expected that seven countries from the region crack the top 20 in

terms of Real GDP. As a result, air travel in the region will explode. ICAO1®
forecasts a capacity increase growing at 5.9% CAGR until 2035 for flights
between Central Southwest Asia and North America’®.

Leisure travel to these countries is growing and it will continue to do so as living

standards and safety increase. Additionally, economic development will open

Graph 8: Top 20 in terms of real GDP for new business opportunities to US firms, making business travel grow as a result.

2030
(Source: IMF, World Economic and Financial

Surveys, World Economic Outlook Database) 3. Delta Alr Llnes COSt Break Down VS
Competitors

Delta Air Lines stood as the most profitable legacy carrier in the US in 2019. The
company achieved those results by having comparable costs per ASM with the

other legacy carriers (American Airlines and United Air Lines) while being better

17.07 at generating revenue.
\/—_ 16,05 ~ =———AAL

/ o
~~—" — iii o In the past 5 years, Delta has been in the top 2 of the highest cost structures per

—— UAL

~ s ASM in the US alongside American Airlines. This is mainly explained by the cost
Graph 9: Revenue per ASM of the ancillary business and refinery and the profit sharing commitment, which
5 (Source: Bloomberg | Own calculations)

are cost captions that are not share by other airlines. But in terms of core
operational costs shared by all airlines!?, DAL consistently ranks in the middle of

the pack when comparing to its US peers.

Salary expenditure tends to be the largest cost for US airlines. The airline

10,55 business is labor intensive and an expansion in capacity must be accompanied

10,57 —DAL

550 by an increase in employee count. Looking at the past 5 years, DAL’s

— AAL

9,54
\/\922 —ww  expenditure on salaries was slightly below industry average, growing at a CAGR
::Ui of 6.35% (compared to 7.07% of the industry). A possible reason for the salary

ote a0t 017 soiE 01 trend is Delta’s low number of unionized workers.

Graph 10: Operational Costs per ASM

(Source: Bloomberg | Own calculations) The second largest expense is fuel costs. As it was mentioned previously, fuel

prices directly influence the profitability levels of an airline. With the purchase of

Trainer Refinery in 20128, the company betted on vertical integration to

15 International Civil Aviation Organization

16 1CAO, Long-Term Traffic Forecasts. (2008). (https://www.icao.int/sustainability/Documents/LTF_Charts-
Results_2018edition.pdf)

7 salaries, Fuel, MRO, Landing Fees, Aircraft rentals, D&A

18 purchased under Delta Air Lines wholly-owned subsidiary Monroe Energy LLC
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Equity/ Net

Company EV Debt/EV
DAL 75% 25% 33%
LUV 92% 8% 9%
UAL 57% 43% 75%
AAL 32% 68% 208%
AC 80% 20% 26%
JBLU 74% 26% 35%

Graph 12: D/E of Peers as of 31/12/2019
(Source: Eikon | Own calculations)
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decrease fuel costs. But surprisingly, DAL had an above average fuel cost 4 out
of the last 5 years. Despite the acquisition, Fuel cost per ASM was on average
0.12 cents higher in the last 5 years when compared to its peers. Given its track
record and operational risk, it is difficult to justify the $180 million purchase. Itis a
problem that can hold back the profitability of DAL in the future.

(MRO), Delta beats its

competitors in cost per ASM. DAL has an older fleet, which makes it more prone

Regarding Maintenance, Repairs and Overhaul

to maintenance interventions and higher MRO costs. However, Delta has a
business unit specialized in MRO?°. This allows the company to save on the
premium associated with third-party repairs and thereby decreasing the costs.
This is a major advantage for DAL that we do not expect to be matched by their

competitors.

The last major operational cost for US airlines is Landing Fees. Across the last 5
years, Delta consistently beat its peers on this cost caption and the main reason
why is its bargaining power with airports. The price is directly linked with the
bargaining power of the airline over the airports. The bigger is the market share
of a single airline in an airport, the higher is the bargaining power of said airline.
DAL is in a privileged position to negotiate with its main hub airport, Hartsfield—
Jackson Atlanta International Airport. Delta has a 74% market share of the
airport’s capacity. Additionally, other hubs where DAL operates on are also very

reliant on Delta’s landing fees for revenue.

Note that only all three legacy carriers operate big regional operations. That is
the main cause for the difference between total cost per ASM between them and

JetBlue and Southwest Airlines (Low-Cost Carriers).

Summing up, Delta has shown consistently low core operational costs for a
legacy carrier. However, the extra costs from other business units and initiatives

propel Delta’s Costs per ASM to the top of the US industry.

4. Delta Air Lines - Competitive Analysis

4.1 Strong Balance Sheet Pre-Pandemic

As of December 2019, Delta Airlines had a total debt to equity ratio of 33%. The
ratio was a result of almost 10 years of positive Net Income combined with a
conservative policy of dividend payout and debt issuance. The resulting financial
cushion reduces the probability of bankruptcy, allowing the company to pursue a

more aggressive recovery plan. On top of its spending on new aircraft to

19 Delta TechOps
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renovate its fleet, DAL continues to pursue terminal renovations like the one

Delta is doing in LAX and New York La Guardia airports.

4.2 Most profitable US carrier in International

Travel

Delta Airlines has a very strong international presence. Among all international
flights done by US Carriers in 2019, Delta represented 27.6% of the capacity
compared to its domestic market share of 16.94%. Although DAL is not the
market leaders in terms of capacity, it is the most profitable US airline when it

comes to international travel.

The demand for international travel has exploded in the last decade. As the
international markets expanded, other legacy carriers like United Airlines and

American Airlines focused on increasing market share of capacity by opening a

wide range of new routes, even at a loss. On the other hand, Delta did not

- increase capacity nearly as much and focused on higher yielding routes. This

resulted in market leading profitability.

954723
655512

Another reason for Delta’s success internationally is their business alliances. As

62469

aa 2ms 2016 2017 2ms 202 200 @ founding member of the SkyTeam alliance?®, Delta can enter code sharing
Graph 13: Net income from International agreements?! with a wide variety of international airlines. The code sharing
travel (in thousands of Dollars L.
(Source: Bureau of Transportation agreements enable DAL to sell seats to a broad number of traditional European
Statistics)

and Asian gateway cities which are not economically viable otherwise. This is
because, by entering a code sharing agreement, both airlines reduce costs by
operating only one flight instead of two competing flights. Moreover, partnering
with local airlines allows Delta to offer quality customer service like access to
airport lounges in wide range of destinations for a fraction of the cost. This last
feature is particularly important for high paying customers, which are the focus of
the airline.

While 2020 was terrible for international travel and we expect a slow recovery in
2021, we are optimistic for the recovery process after 2021. The vaccination
timeline in the US and across the world makes us we believe that restrictions on
international travel will be lifted in by the end of Q4 2021. In our view, 2021 be in
line with the numbers of 2020 and in 2022 will be the start of a swift recovery.
With its superior financial resources and experience operating internationally, we

believe that DAL will maintain its market share of capacity for international travel.

2 SkyTeam is an international alliance between airlines. Members include Air France, China Airlines, China Eastern,
KLM, Korean Air, and Middle East Airlines, to name a few.

21 Business arrangement in which two or more airlines market the same flight under their own airline brand and flight
number. The flight is also included in the airlines’ own flight schedule
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4.3 Highest Brand Value in the Industry

Delta has developed a very valuable brand over the years. Brand Finance
estimates that the Delta Air Lines brand is worth $9.2 billion, ranking first globally
amongst airlines. As with any other brand, Delta Air Lines’ brand value is
predicated on the perceived benefit of the brand by customers. The perceived
value is later monetized by Delta by charging higher fares and by partnering up

with third-party companies that want to use DAL'’s trade name and products.

For an airline to perform well in this metric, it has to have a combination of these
three factors:

The first factor is the purchasing power of its customer base. Delta is a key player
N """  in the North America region, one the wealthiest geography in the world. Its

4<\<,3°m access to the large population with high standards of living means that a loyal

77,74%

i 77,01% customer base is worth more in terms of brand value. This is the reason why
7% North American Airlines dominate the ranking. Furthermore, DAL differentiated
itself over the years by being the best Business Airline in the US, thus capturing a

Graph 14: Reporting Operating Airline larger portion of the coveted subsect of clients.
On-Time Arrival

(Source: Bureau of Transportation Statistics) . i . , .
The second factor is the size of its customer base. As of 2019, the Delta’s main

airline transported 162 million passengers or 17.5% of passengers transported by
US carriers. Given its prominent position in the market and better than average
financials, we forecast the company to retain its status as one of the biggest
airlines in the US.

2,47%

/ The final factor is operational reliability. Delta is the best legacy carrier when it
2,13%

comes to operational reliability. To estimate operational reliability, we used a

127 combination of number of flights that arrived on time to their destinations and the

0,86%

number of flights that were cancelled. The metric used to measure timely arrivals
0% s on-time-performance (OTP). It represents the ratio between flights that arrive
o o Y o o on time divided by all the flights of an airline each year. And for 201922, DAL

Graph 15: Flight Cancelation Rate . .. L . . . .
(Source: Bureau of Transportation came second behind Hawaiian Airlines with 85.18% of all flights reaching their

Statstes) destination on time. Regarding flight cancelations, the metric used to evaluate it
was Flight Cancelation Rate (FCR). For Delta, that number was 0.19% in 2019.
In the future, we expect Delta to retain its position as the most reliable legacy
carrier due to high investment on non-flight equipment and route management
software, as well as investment in airport terminals. As a result, Delta’s SkyMiles

Program revenue will grow at a CAGR of 5%.

222020 values were disregarded due to the COVID-19 pandemic
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Graph 16: Delta’s Revenue Structure
(Source: 10K Delta Air Lines Inc. Annual
Report)
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Graph 17: Delta’s Cost Structure
(Source: 10K Delta Air Lines Inc. Annual
Report)

5. Key Value Drivers
Revenue Breakdown

Delta Air Lines’ total revenue can be broken down into 3 types: Airplane

transportation, Loyalty Program and Ancillary businesses and refinery.

Airplane transportation includes passenger revenue and cargo revenue and
together they accounted for 93% of total revenue in 2019. Passenger revenue
depends on Available seat miles, passenger mile yield, and load factor and each
requires individual estimation. On the other hand, cargo revenue is highly
dependent on passenger revenue because nearly all the cargo revenue is
obtained by using extra room in passenger airplanes to use for cargo

transportation.

The other two sources of revenue are not strictly linked to passenger revenue.
Loyalty Program revenue is generated by flying on Delta, but also from contracts
with third-party companies where Delta travel benefits are offered. Currently, the
biggest partner is American Express and cash sales from this deal were worth $4
billion in 2019. The value of the contracts is closely related to the evolution of

Delta’s brand value.

The final revenue source for the company is its Ancillary business and Refinery.
This caption includes aircraft maintenance provided to third parties, Delta’s
vacation wholesale operations, Delta’s private jet operations, and refinery sales
to third parties.

Cost Breakdown

Delta’s cost structure can be divided between costs linked to capacity and costs
linked to other value drivers. Prime examples of costs in the first category, are
Aircraft Fuel, Regional Carrier Expenses and Salaries. They all depend greatly
on capacity, so their estimation was conducted using ASM. On the other cost
category, the most important cost drivers are the Ancillary business and refinery
cost and depreciation.

6. Forecast

Revenue

Total Revenue for DAL is mostly driven by passenger revenue. The figure

accounted for around 91% of Revenue for the airline in the past 5 years.
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The forecast of Passenger Revenue can be broken down into 3 steps: 1.Capacity
available to sell to clients; 2. Prices charged to customers; 3.How full are the

planes travelling.

There are standard metrics in the industry to track each parameter of Passenger
Revenue. For capacity, the metric forecasted was Available Seat Miles (ASM).

For price, the metric was Passenger mile yield. And for fullness, Load factor.
Summing up, the Passenger Revenue forecast will be given by the formula:

Passenger Revenue = ASM * Passenger Mile Yield * Load Factor
»= Available Seat Miles

ASM is a metric of capacity that sums up all the miles flown by each seat of an

airline’s fleet.

ASM is sensitive to 3 factors: the number of planes used, the distance each

plane is travelling per year, and the number of seats in each plane.
Similar to Passenger Revenue, ASM is calculated by multiplying three factors:
ASM = Average Mile Flown per Plane * # Airplanes * Average Seats per Airplane

The first factor, Average Miles Flown per Plane (AMFP) is a metric that reveals
how much are Delta’s planes travelling in one year. This is a factor that depends
on average airplane speed and airtime, and both components are very hard to

improve upon.

The average airplane speed limitation comes from the physics of engine design.
The overwhelming majority of planes owned by Delta have turbofan engines,
which are engines that are most efficient at speeds around 500 and 550 miles
per hour. Regardless of age or technology, all turbofan engines operate optimally
at that speed range. Newer turbofan engine models are installed not to reduce
travel time by increasing speed, but rather to decrease the fuel needed to
operate them. On top of that, flying above Mach 0.82 (613 mph) increases the

drag experienced by an aircraft and, consequently, decreasing fuel efficiency.

The other way to improve AMFP is to increase airtime for each plane. Although
better airplane management techniques and better aircraft autonomy might help
increase airtime per plane, the growth of the air transportation industry is causing
greater air traffic congestion. The added congestion will make improving airtime
per plane harder each year.

23 Mcrit is equal to Mach 0.8. At this velocity, an aircraft begins to travel within the “Transonic Range”. Source of Graph
18: https://lwww.skybrary.aero/index.php/Transonic_Flight
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Graph 19: Delta’s number of airplanes
and AMFP, in million
(Source: Delta Report | Own calculations)
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Graph 20: Delta Air Lines ASM Estimation
(Source: Own calculations)
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Historical data backs the notion that improving AMFP is very difficult. In the past
5 years, AMFP has remained constant at around 1.45 million miles. For these
reasons, we feel comfortable to assume that the long-term trend for average

miles per plane is around the values registered in the past 5 years.

This means that capacity is mainly driven by the other two factors: Number of
Airplanes and Average Number of Seats per Airplane. To forecast both figures
we analysed Delta’s fleet composition, retirement of aircrafts and purchasing

agreements, as well as overall market trends.

Delta is investing in two main types of aircrafts: narrow-body aircrafts for short-to-
medium range?* and wide-body aircrafts for long-range?® travel. With the more
efficient engines, the new narrow-body aircrafts are economically viable in a
wider range of settings. This versatility allows Delta to replace smaller aircrafts
meant for shorter routes by larger aircrafts like the Airbus A321-200neo.
Additionally, the new wide-body aircrafts are slightly bigger than the fleet they are
substituting. For these reasons, we expect an increase in average number of
seats per plane of 0.5% per year until 2030 in line with the growth rate during the
business plan. More details on fleet composition are available in the PPE section

of the report.
= Short-term Dip in ASM due to COVID-19

Planes are going to be used less frequently in the next 3 years as the industry
recovers from the pandemic and demand picks up. To calculate the impact of the

pandemic on ASM more accurately, we analysed data from the Bureau of

" Transportation Statistics.

The available data from 2020 suggests that Delta’s market share of capacity
dropped slightly when compared to 2019 values. In real terms, this represents a
forecasted 2020 ASM of 125 348 million miles, which is in line with our estimation

using the previous method.
= Passenger mile yield

Passenger mile yield is a metric that tracks how much money an airline

generates per client on a mile basis.

The second half of the 2010s has seen passenger mile yield increase to all-time
highs on the back of demand caused by the US economic growth. In the 5 year
stretch between 2015 and 2019 the metric grew at 1.76% CAGR.

24 Most important aircrafts: Airbus A321-200neo and Airbus A321-200 (321)
% Most important aircrafts: Airbus A330-900neo (339) and Airbus A350-900 (359)
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Despite the negative impacts of COVID-19, we expect the metric to remain high
in 2020. Due to the pandemic, Delta flew domestic flights almost exclusively,

e e which are the flights with higher passenger mile yield. On top of that, the US

1932 159 2009 airlines industry is highly consolidated, which prevents a steep downfall in terms
oo, 0 e, 00 Ml 8 of ticket fares. For this reason, we forecast 2020's mile yield per passenger at
I I I 17.3 cents per mile.
2017 201 2019 The real impact of COVID on passenger mile yield will occur when travel
. Domestic mmm  Atlantic Pacific
m— Latin American  emmmTotal restrictions are lifted in the second half of 2021. Historically, international flights

Graph 20: Delta’s Passenger Mile Yield:
Domestic; International (Atlantic, Pacific

Couree. Bloamboray and Tot One of the reasons being that most of the flights are long-haul and they generally

have produced passenger mile yields that are 30% lower than domestic flights.

have less costs per ASM. And with international flights resuming, the average

passenger mile yield will go down to levels around the ones in 2015.

Afterwards, we expect a strong rebound on the back of a swift economic recovery
of the United States, reaching 16.8 by 2024. The domestic market will continue to
be the largest in terms of capacity and revenue, and US economy growth directly
enhances business and leisure travel.

—-Passenger Mile Yield - DAL For the following period between 2024 and 2030, we expect a strong increase in
Graph 21: Passenger Mile Yield in $ - capacity from APAC countries. As countries in the region develop, economic ties
Delta Air Lines
(Source: Bloomberg | Own calculations) with the US tighten and leisure travel to the countries become more accessible.

= | oad Factor

The Load Factor metrics captures how full an airline’s airplanes operated during
a specific period?6. This metric is mainly affected by passenger demand and
route management. For the period between 2015 and 2019 (apart from 2016),
Delta led the industry in load factor with numbers above 84.5%. The success is
explained by its hub and spokes model, individual route management and

overbooking strategy.

85,60% 85,50%_86,30%

81,65%  84,00%
81,20%

But as most other metrics, the Load Factor plunged during the COVID-19

outbreak to record lows on the back of low travel demand and sanitary

restrictions. DAL took it a step further and implemented a company policy limiting

seat availability until March 2021 to make people more comfortable when

2016 2018 2020 2022 2024 2026 2028

oy o , , ,
Graph 22 Load Factor per year - Delta travelling?’. This policy is estimated to reduce maximum load factor capacity to

Air Lines

i ) 65%. As a result, load factor is forecasted to be 62% for 2021.
(Source: Bloomberg | Own calculations)

To forecast load factor recovery for the rest of the business plan and beyond, it is

important to understand customer outlook on COVID-19. A study conducted in

26 For example: a Load Factor of 85% means that, on average, the airline was able to book 85 out of every 100 seats.
27 Delta Air Lines (2021). (https://news.delta.com/delta-only-us-airline-block-middle-seats-limit-onboard-capacity-
through-march-30-2021)
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June 2020 focused on aging population travel habits found that 60% of
interviewees are likely to travel within the next 12 months. Additionally,
researchers found that a working vaccine was one of the deal breakers in the
decision-making process for the elderly population. This suggests that demand
for leisure travel will not change much after the pandemic, even for the older

population.

However, business travel is expected to take more time to recover due to
budgetary cuts brought on by the economic recession and less propensity to

travel from employees.

All-in-all, we expect Delta’s load factor to recover by 2026. As for which value it
will recover to in 2026 and beyond, we estimated that value to be 84.5%. This
value is slightly below the average load factor of the past five year to account for

the cyclicality of the industry.
» Loyalty Program

Delta offers its customers discounts if they sign up to their SkyMiles loyalty
program. Anytime they fly and use the program, they are rewarded with “miles”.
These miles are used to redeem discounts in air travel or other products like

hotel accommodation.

Additionally, Delta partners with third party companies that offer Delta travel
rewards in their products. Studies?® have shown that travel rewards are one of
the most popular reward types in credit cards. The value of a good partnership
with an airline will only increase in the future since Millennials and Zoomers

prefer travel rewards over.

We believe that Delta Air Lines is in prime position to take advantage of the
trend. Companies in the credit card space and in the travel industry are eager to
work with Delta due to its strong brand. The most notable partnership is with
American Express, which offers four Delta SkyMiles credit cards. The partnership

was renewed in 2019 and will extend until 2029.

For this reason, we believe that loyalty program revenue will continue to grow
despite the short-term decrease in passenger revenue due to the pandemic. We

expect loyalty program revenues to grow at a CAGR of 5% until 2030.
= Ancillary Business and Refinery

The caption is composed of Maintenance, Repair and Overhaul services

provided to third parties, Refinery sales to third parties, Delta’s vacation

28 TSYS (2018). (www.tsys.com/Assets/TSYS/downloads/rs_2018-us-consumer-payment-study.pdf)
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wholesale operations, and Delta’s private jet operations. Although the caption is

relevant in the Delta’s financial result, not every component is.

In 2019, the refinery sector accounted for only 30% of all the revenue in the
caption. This is because most of the oil refined products are used in the Airline
segment operation, which is included in the company’s fuel cost. The excess is
traded and sold at market values, which translates into a low operating margin of
around 2%. Given its marginal impact on the caption, we disregarded the refinery

segment in these calculations.

Similarly, vacation wholesale and private jet services representation in the
caption is negligible. In the past 5 years, they accounted for less 15% of yearly
Revenue of Ancillary Business and Refinery. Additionally, we do not expect
explosive growth from either caption. Thus, we disregarded both factors as

relevant business drivers.

This leaves the Maintenance, Repair and Overhaul (MRO) business unit as the
largest driver of ancillary revenue. Delta TechOps?® not only services Delta’s own
fleet, but also does MRO to third parties. Their customers include other airlines,

government organizations and military branches.

In 2020, the demand for MRO increased drastically. With airplanes grounded due
to lack of consumer demand, many airlines took the opportunity to undergo major
maintenance in their fleets. The third quarter report of 2020 suggests that MRO
revenue will be up 25% when compared to 2019. This is a trend that we expect to
continue until the end of 2021 as the pandemic restrictions are lifted and capacity
increases once again. As a long-term trend for growth rate for the MRO segment,

we expect a similar growth rate to the airline industry as a whole.

= PPE
B American Airlines  EEEE  Delta Air Lines Flight Equipment

mmmm  JetBlue Airways mmmm Southwest Airlines

EEE  United Airlines — A\vg Age of Fleet

Delta Air Lines’ aircraft purchases strategy has changed over the years. In the

15,87

past, DAL opted to buy used aircrafts from other airlines instead of investing in
brand new ones. This strategy decreased the initial capital investment per aircraft

in exchange for slightly higher maintenance costs and shorter aircraft lifespan

due to the advanced age of the aircrafts. Additionally, it provided the company

o o o with a cost-effective way to adapt the capacity supplied and grow the operations
Graph 23: Average Age of Fleet (Peers X
and Avg. of the Industry) prOfltabIY-
(Source: Bloomberg | Own calculations)

On average, Delta’s fleet was 4 years older than the industry average for the
period between 2015 and 2018.

29 MRO division of Delta Air Lines
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However, older aircrafts have two major problems: 1) they don’t provide the best
experience to clients, which goes against DAL’s goal of offering premium
products; 2) they consume more fuel than newer models, thus affecting

profitability and ecological footprint.

Currently, Delta is undergoing both a fleet renovation and a simplification

Aircraft (in $millions) process. The company is ordering new aircrafts instead of used ones and its
Price order backlog has only six plane models, all of them manufactured by Airbus.

Airbus A220-100 (221) 22,68

Airbus A220-300 (223) 32,025 Less airplane models from only one manufacturer allows the company to save on

Airbus A321-200 (321) 29,575 .. . . . :

Airbus A321-200neo 45,325 training costs for pilots and maintenance personnel, as well as saving in spare

Airbus A330-900neo (339) 118,56 . 30 . . s .

Airbus A350-900 (359) 126.96 part inventory3°. At the beginning of 2020, the DAL’s Airbus order totalled 247

CRJ-900 16,275 aircrafts. These investments can be a double-edged sword since they will leave

Table 1: Price per Airplane Model - Estimate ~ the company over reliant on few airplane models and on Airbus. If a major

(Source: Airbus | Own computations) . . X i i
grounding like the one that occurred to the Boeing 737-max in 2019 hits one of
the new Airbus models they are buying, the company can see a decrease in fleet

size of 10% over night.

With the COVID-19 pandemic, the Delta’s long-term commitment to receive 247
airplanes from the European Aircraft manufacturer was put on hold. The shift in
the strategy can be seen by comparing the purchase commitment of the end of
2019 and the third quarter of 2020 side by side. The company opted to delay
nearly all their orders to reduce cash out-flow in an uncertain post-covid recovery.

However, we do not expect aircraft orders to be altered further. Delta is
aggressively retiring old airplane models to give space to newer, more efficient
ones. In 2020 alone, the company retired 9 models, totalling up to 148 airplanes.
With models like the Airbus A320-200 and Boeing 767-300ER reaching an
average age close to 25 years, we expect a gradual retirement of said aircrafts.
With this expected retirement scenario, we believe that DAL has no choice but to

fulfil their aircraft purchasing commitments.

The last important figure to determine is capital investment on Flight Equipment
is the price per airplane. Airplane prices are highly confidential and are
negotiated with every airline separately. Thus, pricing will be difficult to estimate
correctly. Nevertheless, it is a known fact in the industry that actual prices paid by
airlines are below listed prices. The discount is usually around 50 and 65 percent.
Given the size of Delta and the size of the aircraft order to Airbus, it is safe to
assume that the discount was even greater. Using this assumption and Airbus’s
most recent list prices, the average cost per model was computed. The
forecasted expenditure matched the estimates released in the 10Q reports,

giving us confidence that the prices estimates are accurate.

30 We forecast a 2% increase in efficiency MRO costs per ASM flown until 2030
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After the business plan, the growth rate of flight equipment is forecasted to
stabilize at 5% from 2024 to 2030. This is in line with our growth expectations for
the US airline industry and with the planned retirement age of the fleet. The
expansion of the Asian market coupled with the increase in disposable income
for Americans in the post pandemic years will drive the growth of the industry.
Afterwards, the growth will drop slightly to 4%, which is in line with the growth

rate of the US economy.

PPE excluding Flight Equipment

While not very big in relative terms, PPE excluding Flight Equipment is still a big
portion of capital invested for Delta Airlines. These assets include Ground
property and equipment, Information Technology-related Assets, Flight and

ground equipment under finance leases, and Advance payments for equipment.

The forecast of this caption closely follows the forecast of the Flight equipment.
Historically, Flight equipment represented around 76% of total PPE and we do
not believe that the ratio will drastically change. The two main driver of PPE
excluding Flight Equipment, Ground Property and Equipment and Information
Technology-Related Assets, are directly linked with Delta’s growth of the airline
business. Thus, the forecasted values for PPE excluding Flight Equipment are

linked to Flight Equipment and the ratio between the two is constant at 76%.

Costs

= Aircraft Fuel and related taxes

Fuel price is always an important factor on an airline’s profitability. In the last 5
years, this caption hovered around 15.3% and 20.5% of Total Net Revenue. The
final cost paid by the airline can be broken down into 3 components: Commodity
prices, fuel efficiency of the aircraft fleet and total miles flown.

As mentioned before, we believe that oil prices will hover around $50 to 60%$ for

the next 3 years. As the global economy reopens, demand for oil products has

million barrels per day

120 - picked up. The fear of a long recovery period of demand did not materialize,
115 mont istol

10— annual wverage meaning that there will not be as many problems when it comes to short-term
108

122 SaEm At —— liquidity. The V-shaped recovery of Q3 and Q4 of 2020 makes it unlikely that
> major disruption in the industry occurs.

80

75 With the oil demand forecasted to reach its pre pandemic levels by the end of

70
"

2021, we expect a similar price range to the one during 2015 to 2019.

0" T T T
2018 2019 2020 2021

Graph 24: World liquid fuel consumption
(Source: eia, U.S. Energy Information

Administration. Short-term Energy Outlook, . . I
Dec '2(')20) ' gy U If prices are 2% lower each year, the target price for 2021 will increase 13.6% to

$56.46 per share.

Note that share price can change a lot with small changes in oil price estimates.
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Regarding Aircraft Fuel Efficiency, we can see that it has been growing in the

million barrels per day
108

SRR waa past 5 years at an average rate of 1.38%. Better route management and fleet

100
- m renovation were the main culprits.
85

” This is a trend that we expect to accelerate in the next 4 years due to early
erezanasaiczcsaderaasasarozazalatazasmsmeamsasaiezase - ratirements of older aircrafts and the purchase of new, more efficient ones. Delta

2015 2016 2017 2018 2019 2020 2021

0 is investing in 143 new aircrafts until 2024. The highest ordered model is new

§ - ————

- — -——
N implied stock draw '

Airbus A321-200neo, which Airbus claims that provides a 20% fuel saving per

Graph 25: World liquid fuel production seat when comparing with previous models3!. The other models have a similar
and consumption balance

(Source: eia, U.S. Energy Information

Administration) efficiency gains over the planes they are replacing.

For the period until 2023, we are forecasting a yearly improvement of 1.5%.
Afterwards, fuel efficiency will continue to improve, but at a lower rate of 1% per

year since the proportion between new aircrafts and old aircrafts will shift.
= Salaries

The Salary expenditure is an expense that is closely related with the capacity
output of the airline. The airline business is a labor-intensive industry that will not
change anytime soon. Delta will continue to need the same number of pilots,
flight attendants, ground personnel and maintenance experts in the future for a
similar number of flights flown since these jobs are not easily automated or cut
_____ back. Looking at the ratio between ASM and number of employees, there is a
balance between ASM and number of employees that remains stable over the
years which corroborates the previous claim. Since we do not expect a big

change in the labor market in the industry, we assumed that the ASM/number of

employees ratio to remain the same for the future.

umber of employees  ——Average Wag However, the COVID pandemic hit the airline business particularly hard and the

Graph 26: Number of employees and recovery process includes a short-term downsize of the team. In 2020, DAL

f t for DAL . .
(Souros: 10K Reports | Own Calculations) implemented two measures to control Salary expenses. First, Delta offered early

retirement plans to employees. In total, close to 17000 employees signed up for
the plan and retired on the 1st of October32. Second, the company proposed
voluntary unpaid leaves for a period of up to 12 months. In its latest report33, the
company stated that around 50000 employees took unpaid leaves. Because of
these cost saving measures, salary costs in 2020 were 23.6% lower when

compared to 2019.

As capacity increases throughout the year of 2021, employees will be integrated

back to the normal operation of the airline. We expect most of the employees that

31 https://www.airbus.com/aircraft/passenger-aircraft/a320-family/a321neo.html

32 Financial Times (2020) - Delta steers 17,000 staff into early retirement (https://www.ft.com/content/e15a0e4f-cf51-
42ee-8342-d9b13d484dc3)

33 10Q report Delta Air Lines - 3" quarter 2020
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took the unpaid leave to return by the end of 2021 on the back of a 60% recovery
in capacity. We forecast that, by 2024, the ratio between ASM and number of
employees will match the long-term trend of 2.983 once again and remain stable
thereafter.

As per salary growth, we expect salary stagnation until 2022. Despite the high
levels of unionization in the airline industry, Delta stands out as one of the
companies in the US with the lowest amount of unionized labor. This allows the

company to hold back salary increases while the industry recovers.

Afterwards, we expect the salaries to grow 0.9% above inflation rate. One of the
main drivers that for the salary increase is the pilot shortage that will hit the airline
labor market34. This pilot availability problem will be caused by three trends: the
high number of mandatory age-related pilot retirements; the increasing demand
of regional airlines for pilots; and the lower number of potentially qualified pilots
applying for airline positions. With a limited supply of new pilots, it will become
harder for carriers to fill their vacant spots, creating pressure for salaries to

increase.
= Regional Carrier Expense

While composing a small fraction of the total ASM for Delta, Regional Carriers
are essential in the US Domestic market. According to Pew Research Center,
14% of the US population lives in rural areas and 55% in Suburban areas. Often,
the only viable way to serve these customers is with smaller Regional flights. And
despite the small size of operations, the lack of competition means that
passenger mile yields and load factors of these flights can be very attractive for
the Airline.

Regional Carrier Expenses encompass all the expenses from Delta’s operation of
regional carriers, except fuel costs. To serve small and medium-sized cities in the
US, Delta has capacity purchase arrangements with three regional carriers. The
costs associated with these agreements are ‘based on a determination of their
cost of operating those flights’. To estimate the cost of operating those flights, we
resorted to capacity estimation.

In 2020, we estimate that ASM attributable to Regional Carriers will increase in
relative terms to 13% due to the decrease in international flights. Afterwards, we

believe that it will gradually decrease to pre pandemic values of around 10%.

34 Lutte, Rebecca (2014). An Investigation of the United States Airline Pilot Labor Supply, from
https://www.researchgate.net/publication/249315130_An_Investigation_of_the_United_States_Airline_Pilot_Labor_Suppl
y. In a 2014 paper published on Journal of Air Transport Studies, researchers suggest that there will be a shortage of
35000 pilots between 2013 and 2035.
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To estimate costs, we resorted to using an average dollar cost per ASM. By
looking at the previous five years it is clear that regional flight expenses tend to
hover around 14 cents per ASM. This is 5 cents above the average dollar cost of
an ASM for the whole company, which is to be expected from capacity purchase
agreement. Given the bargaining power that Delta has over its regional carrier

partners, we expect an increase in price per ASM following the inflation rate.
» Ancillary Business and refinery

Ancillary Business cost is closely related to the revenue amount. Over the period
between 2015 and 2019, its profit margin hovered around 5%. Even when
demand spikes, profit margin remains steady. Since there is ho major trend that
makes us believe in an improvement in profitability, we expect no change in the

profit margin for the future.
» Depreciation and Amortization

.21 10 forecast depreciation and amortization, we made two assumptions. First, the
accumulated depreciation and amortization was split between flight equipment

and non flight equipment according to the ratio between them. Second, the

average life cycle of flight equipment was set to 25 years and 5 years for the non-

flight equipment, in line with the reported guidelines by the company.

Note that in the 2018 and 2019, the company included the accelerated
Graph 27: Depreciation and Amortization L i . i .
(Source: Own Calculations) depreciation related to the early retirement of some of their aircrafts, skewing
values for these years. That was not the case for the early retirements caused by
the COVID pandemic in 2020. These losses in value were captured in the
impairments caption of the balance sheet. That is why the values fluctuate across

different periods.

7. Valuation
Discounted Cash-Flow
= Cost of Debt

Cost of debt was calculated using the yield-to-maturity method. This method uses

the following formula to calculate the return on the debt asset:

Cost of Debt = Yield - Probability of Default * Loss Given Default
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Yield was calculated on their $1.25 billion bond issuance that matures in January
2026 and its value was 3.8%. To estimate the Probability of Default (PD) and
Loss Given Default (LGD) parameters, we opted to use two methods. First, we
used the CDS market rates to obtain the implicit PD and LGD. The implicit
market quotes suggest that PD and LGD is 2.43% and 70%, respectively. One
concern we have using this method is rate accuracy due to low liquidity in the
CDS market. However, given that DAL is a prominent company in the world with
a market cap of $25.6 billion, we feel that the market is liquid enough to provide
good inputs. The second method used was by using a Moody’s estimations given
credit ratings. In October 2020, Standard & Poor’'s downgraded the credit rating
of Delta to BB+. According to the estimates of Elton et. al®%, this rating is
associated with a PD of 1.2% and a LGD of 60.92%.

We believe the CDS method provides the most accurate representation of the
credit risk of the corporation, thus we ended up using that estimation in our
model.

= Cost of Equity

The cost of equity required by Delta Air Lines investors is estimated to be 8%.
This result was derived using the CAPM. Thus, the final estimate for cost of
equity is a function of risk-free rate, Market Risk Premium (MRP) and the

sensitivity of Delta to the market fluctuations.

To estimate risk-free rate we used the yield to maturity of the 10-year US bond as
of 31/12/2020. Given the long-term investment horizon of the equity investment,
we believe that the best estimate for risk-free rate is the yield of a high maturity
bond. For Market Risk Premium, we used the estimates from A. Damodaran’s
team of 5.46%%6. This MRP is derived from the average cash-flow payments of

the US stock market in the last 10 years.

For the market sensitivity, we first calculated the unlevered beta for DAL and a
set of comparable companies by regressing each against their respective market
index benchmark. By looking at the 2-year rolling beta graph we can see a spike
in levered betas at the beginning of 2020 due to instability caused by
Coronavirus. Delta’s levered beta jumped from 1 in January to 2.2 in March,
stabilizing at around 2 for the rest of the year. This jump is explained by the way
the airline industry was affected by the pandemic. COVID-19 affect

disproportionately the travel industry, making it more prone to price swings

35 Elton, Edwin J., 2001. Explaining the Rate Spread on Corporate Bonds
(http://people.stern.nyu.edu/eelton/working_papers/explaining_rate_final_JF.pdf)
36 Value retrieved in December 2020. Source: http://pages.stern.nyu.edu/~adamodar/
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whenever new information about the economic outlook and timeline for the
vaccine reached the market.

For 2021 and beyond, the DAL stock is expected to vary with new market

information but to a lesser extent. With the vaccination process under way in

Inputs many countries, one of the biggest uncertainties in the stock market disappeared.
Ru 5,8%

Longterm G 135%  With less uncertainty about the recovery timeline, there is less uncertainty to
Net Debt (@2021) $ 23372 o

Shares outstanding (in millions) 637,73 price in.

Output By looking at historical data, one can see that the average unlevered beta of the

Sum Present Value of Unlevered FCF 56 187
Sum Present Value of Tax Shields 4805 Air Transport industry falls between 0.6 and 0.9%. Given the current

Non core Book Value (@2021) (6016)

Levered Enterprise Value 55067 - - . . . . .
Value of Equity s16004  VOlatility short-term volatility introduced by the pandemic without overestimating

$
$
$ . .
Unlevered Enterprise Value $ 50171 circumstances, we believe that an unlevered beta of 0.9 reflects the added
$
$
$

Share Price 2970 the market correlation of the equity in the post-pandemic period.
Transaction with Shareholders (@2021) 0
Table 2: Summary of APV model output Lastly, we submitted the model through a sensitivity analysis. As demonstrated

(Source: Own computations) . ) . ) . ) )
by the sensitivity analysis, the share price swings 13.4% with a 0.05 swing in

unlevered beta in either direction.
Target Price of $49.70 for FY2021

Delta Air Lines’ free-cash flows were forecasted until FY2035, when the cash-
flows reached steady state. Since the capital structure will evolve across time, we

opted to use the Adjusted Present Value method.

Using the APV method, we first discounted the cash-flows by the return on
equity unlevered, which resulted in a present value of $50.2 billion. To compute
the remaining present value created by the capital structure of the company, we
discounted tax shields generated by the debt using the return on assets (or return
on unlevered equity) and not return on debt. This reflects our belief that the tax

shields do not offer the same risk profile of debt since they are highly dependent

Ru

on company profitability, which is uncertain in the current environment. The

1,25%
1,35%
1,45%
Table 3: Sensitivity Analysis (in dollars) estimated to be $31'7 billion.
(Source: Own computations)

present value of tax shields totaled $4.9 billion. After taking into account the

54,49 49,70 45,32 o
55,99 51,03 46,51 current levels of debt and non core book value, the current value of equity is

Our target price is $49.70 per share. The expected return equals 23.25% and it
will come from capital gains since Delta Air Lines will not issue any dividends in

2021. Given this return profile, we recommend investors to BUY.

Lastly, we performed a sensitivity analysis with the two inputs of our valuation
model: cost of equity and long-term economic growth. Results can be found in
the table 3.

37 Source: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/Betas.html
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Conclusion

The evidence put forward in this report indicates that Delta Air Lines will generate

attractive returns for shareholders in the next fiscal year.

COVID-19 and its recovery process will dictate the profitability levels of the airline

industry and, in turn, stock performance for 2021. After the terrible year of 2020,

3 e — the start of the vaccination process in December helped to define the COVID-19
oad Factor Pessimistic
Passenger Mile Yield SO recovery timeline. Health experts suggest that herd immunity can be reached in
SEIEWEN Optimistic o L
the US as soon as June 2021, bringing hope to the airline sector. Travel

Optimisto restrictions in the US are forecasted to be removed by the end of 2021 and
|Target Price | sa127 capacity is expected to fully recover to 2019’s all-time highs in 2026.
Table 4: Share price forecast assuming a Delta is in a prime position to take full advantage of this recovery period and

negative outlook

(Source: Own computations) retain its position as the most profitable airline in the US. For starters, the

company has a strong financial position with a D/E of 71.2% and enough liquidity
to operate during the recovery period. The capital availability brought on by the
low leverage ratio will allow the company to fund investments that will yield higher
profitability levels in the future. Regarding operational profitability, we do not
Scenario 3 forecast any surprises in cost structure. Aside from a sudden increase in fuel

Load Factor Optimistic . . . .
Passenger Mile Yield Optimistic prices, no other cost caption should worry investors. Additionally, Delta has some

Salaries Pessimistic
Tax Rate
Jet Fuel Pessimistic carrier, it has stakes in other international airlines and it operates business units

diversification when it comes to revenue streams. Delta operates its own regional

[Farget Price [ 548 | tangentially related to its main operation®. This diversification makes the

company less reliant on main airline’s passenger revenue for cash-flow.

Table 5: Share price forecast assuming a
positive outlook

(Source: Own computations) The biggest threat to Delta Air Lines equity in the next 12 months will be a

change in the recovery outlook. As you can see in scenario 2, if there are new
lockdown measures that push the full recovery of the industry, we estimate a
lower return of around 2.6% for 2021 ($41.27 Target Price). By the same token, if
demand recovers quicker than anticipated, shareholders can expect a return
increase to 35.5% for the fiscal year of 2021 (Scenario 3, $54.48 Target Price). It
is important to stress that these are not unlikely scenarios due to market

uncertainty.

To conclude, we believe that the company is undervalued at $40.21 a share and,

therefore, we recommend investors to BUY the equity.

3L oyalty program and Ancillary Business and Refinery
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Appendix

Financial Statements
Income Statement Forecast

Income Statement Forecast
In USD Million

MASTER IN FINANCE

Core
Total passenger revenue 34782 35814 36 947 39755 42217 13101 20375 29073 35254 36649 38 370 40 680 42788 44758 46 840 49 048 51010 53051 55173 57 380 59 675
Cargo 813 884 744 285 753 550 830 894 709 728 740 757 ™ 790 808 225 8s9 293 929 988 1004
Loyalty program 1584 1110 1269 1459 1962 1429 1500 1575 1654 1737 1824 1915 201 211 2217 2328 2421 2518 2618 2723 2832
Ancillary businesses and refinery 1158 1293 1591 1801 1297 1685 1736 1788 1841 1887 1934 1883 2032 2083 2135 2189 2276 2367 2462 2560 2663
Total Net Revenue 38 337 38 901 40 551 43 880 46 289 16 765 2429 33130 39458 40 997 42 868 45335 47 604 49743 52 000 54 390 56 566 58 828 61182 63 629 66174
THLE TRLE THE THRE THLE
Salaries and related costs 8776 9394 10058 10743 11225 8580 8449 9405 10784 11358 11968 12e1g 13309 14045 14827 15663 16 290 16 941 17619 18324 19057
Aircraft fuel and related taxes 6544 5985 6756 9020 8519 274 5088 6450 7524 7876 8251 8649 9072 9521 9998 10 506 10927 11384 1818 12291 12783
Regional carriers expense, excluding fuel 4241 3447 3488 3438 3584 2293 3182 3483 3938 4108 4293 4488 4891 4907 5135 5377 5592 5818 6048 6280 6542
Contracted services. 1848 1818 2108 2175 2641 1748 2510 2648 2654 2 2894 3025 3162 3308 3462 3625 377e 3821 4078 4241 4411
Depreciation and amertization 1835 1886 2222 2329 2581 2380 2256 2274 2274 2322 2455 2801 2759 293 37 3319 3452 3590 3734 3883 4038
Passenger commissions and other seling expenses 1872 1751 1827 1941 1993 79 900 1288 1558 1820 1898 1798 1391 1978 2070 2188 2258 2345 2438 2538 2637
Landing fees and other rents 1493 1472 1501 1662 1762 595 1644 1667 1690 1764 1843 1926 2014 2107 2205 2308 24m 2487 2597 270 26809
Aircraft maintenance materials and outside repairs 1848 1434 1591 1575 1751 648 1088 1286 1308 1534 1622 1718 1823 1836 2060 2193 2281 2372 2467 2565 2668
Profit sharing 1490 1118 1088 1301 1643 - - - 190 199 m 536 583 576 564 547 569 592 615 840 666
Passenger service 872 964 1123 1178 251 371 5717 823 998 1038 1087 1152 1212 1288 1327 1389 1445 1502 1563 1825 1890
Ancillary businesses and refinery - 1182 1485 1695 1245 1 1648 1698 1748 1793 1838 1884 183 13878 2028 2078 2162 2248 2338 2432 2530
Aircraft rent 250 285 351 394 423 394 394 394 394 403 412 421 430 439 449 459 477 496 516 537 558
Total Operating Core Expenses 30 869 30833 33563 37 451 38618 21282 27748 31395 35 060 36 787 38 588 40813 42876 44994 47 241 49634 51620 53684 55832 58 085 60 388
HREVEME e e 2R o s A A £ it ats st b at £
Operating Income Before Taxes 7468 8068 6988 6429 TEI1 - 4517 - 3457 1735 4398 4211 4300 4522 4728 4749 4758 4756 4945 5144 5350 5564 5788
TRLE TRLE THE THE TRLE
Core Cash Taxes 695 1272 2929 112 685 i- 72 - 602 196 602 626 616 612 667 675 665 665 697 724 751 781 814
17% M% 14% 15% 14% 14% 14% 14% 14% 14% 14% 14% 14% 14% 14%
Total Core Taxes 695 1272 2929 112 885 |- 72 - 602 196 602 626 616 812 667 675 668 685 697 724 751 781 814
Non-Core
0
Miscellaneous 2367 548 587 558 718 728 748 765 781 788 816 834 852 871 880 808 828 850 871 882 1014
Costs
Restructuring charges. 7738
CARES Act grant recognition _ 2585 - 578" - - - - - - - - - - - - - -
Other 2033 1621 1608 1723 177 1798 1848 1887 1926 1868 2012 2056 2102 2148 2185 2243 2283 2343 2385 2447 2501
Non-Operating Expense Miscellaneous, net 164 255 70 160 238 242 248 254 258 265 270 276 282 288 295 301 308 315 322 329 336
Non-Core Operating Result Before Taxes 170 1327 1092 1005 1291 :- 6513 229 - 1376 - 1404 1436 - 1467 - 1498 1532 - 1566 - 1600 - 1636 :- 1671 - 1708 1746 - 1784 1823
Non-core Taxes 51 675 138 230 293 - 1368 48 - 289 - 301 - 308 - 318 322 - 329 - 336 - 343 - 351 - 359 387 - 375 383
21% 21% 21% 21% 21% 21% 21% 21% 21% 1% 21% 21% 21% 21% 21%
Net change in derivative contracts - 82 37 29 15 6
Net change in pension and other benefits 163 380 98 13 170
Net change in Core Deferred Taxes -2053 -1687 357 -1389 -1102:
Non-Core Result - 18563 2746 724 2212 2264 - 5146 181 - 1087 - 1108 1134 - 1159 - 1184 1210 - 1237 - 1264 - 1292 :- 1320 - 1349 1379 - 1409 1440
TRLE TRUE TRYE TRE TRE
Financial
Interest expense, net - 481 288 396 3 - 1500 - 1714 - 1818 - 1286 987 - 938 - 878 84 - 879 - 802 - 932 i- 985 - 1001 1041 - 1084 113
5.78% 5.29% 4.435% 3,18% 270%;  429%  420% 429% 4.29% 429% 2,29% 4,29% 4,29% 4,29% 4,20% 429%  429% 429%  429% 4,29% 4,29%
Tax Shigld 188 136 138 65 63 i- 35 - 360 - 382 - 270 207 - 197 - 184 181 - 185 - 189 - 198 i- 203 - 210 219 - 228 238
C 21% 21% 21% 1% 21% 21% 2% 2% 21% 21% H% 1% 21% 21% 21% H%
Net change in investments - 45 36 142 - - - T - - - - - - - - - - - -
Gain/(loss) on investments, net - - - 38 119 - - - - - - - - - - - - - - - -
Financial Result - 358 216 115 208 119 - 1185 - 1354 - 1436 - 1016 780 - M - 694 682 - 695 - 713 - 736 i- 762 - 791 822 - 856 893
TR TRIE TRE TRE TR
Total Comprehensive income 4 562 384 3z 3837 4603i- 10076 - 4028 - 983 1671 1671 1785 2032 2169 2143 2113 2063 2167 2280 2397 2517 2639

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY TIAGO JESUS SILVEIRA, A MASTER IN FINANCE STUDENT OF
THE NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY MEMBER, ACTING IN A
MERE ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.

(PLEASE REFER TO THE DISCLOSURES AND DISCLAIMERS AT END OF THE DOCUMENT)
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Core
Assets:
Oparating Cash a2z ass 2297 2924 2928 2928 2928 232 1724 1128 642 703 7% 861 ass
R FER L padiiis X oz ST s s e e
Accounts recaivable, net 2020 2064 2377 2318 28854 15187 1986 2421 2542 2286 2390 2527 2899 3032 3547 3688
Coteotion oeand & S kS 2 2 Y 2 E E E E:
Fuel inventory 519 730 281 458 529 805 633 664 680 €95 710 726 742 758
Sl consomption pok oy ey foR ey foly foR ey s folcy IR
Expendable parts and supplies inventories, net 318 a7z a13 263 521 287 374 a2¢ 73 as6 520 s51 s78 507 37 670 696 728 753 783 815
kg iz 4 ¢ 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5
5925 5.09% 6.23% 6,36% 5,47% 4,18% 439% 457% 479% 4,89%
P equipment, andam 23029 24375 26562 28335 31310 26072 25289 25880 26355 27455 29029 30748 32620 38653 3cm5e 39243 40382 42675 44626 46743 49030
e 2351 5551 osE s @5357 45455 B s E ey 5555 EE 58y 517 e 558 e e e Bz negss
Accomulsted Daorssiston snd Amoniestion | = WER? - IP4SF - MOT - BERR - WARi- BEST - DS - 2R - Zwiie  ISSm - 088 - - BRE - JOIF - 5T - SSSSFl- 58 - AT - SBERS - GUMST - GHEW
Goodwill 3734 3794 3734 9781 3781 97537 9753 2753 7 9753 ] 3753 9753 9753 9753 9753 3753 9753 9753 9753 9753 9753 9753
109 117
incangibles, 3180 3153 3804 377 4114 4385 5104 5211 s321 S48 5557 s620 5805 5932 5083 519 5332 5472 614 5760 908
Core defarcad rax acsars nat 1183 - - - - - - - - - - - - - - . . - . . -
Lisbilities:
Air traffic liability - - 4826 - 4364 - 4661 - 5116 ;- 4818 - 4434 - 4473 - 24253 4598 - 4808 - 5084 - 5333 - 5573 - 5832 - 6100 i- 6344 - 6597 - 6861 - 7136 - 7421
A Resnus nas 1 w8 18,50% 13,50% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 11,21% 1,21%
Accounts payable - 2743 - 2572 3634 - 2976 - 3266 |- 2216 - 2783 - 30320 - 3251 - 3271 - 3429 - 3629 - 3812 - 4001 - 4201 - 4413 - 4580 - 4773 - 4964 - 5163 - 5370
2 2 2 “ E gt 38 e = Y 32 32 a2 32 32 32 32 32 32 32 22 32
Loyalty program deferred revenue 3881 - 3926 - 6321 - 6641 - - 5348 - 2570 - 5327 |- S936 - - 6514 - 5809 - - 7407 - - 8o - -
A Racanue prty 1555 75 o 28 padies
Accrued salaries and related bensfits - 3028 - 2788 - 2869 - 3137 - 3557 i 2072°- 2040 - 2791 - 3107 i 3178 - 3288 - 3317 - 3393 - 3473 - 3557 - 3648 i 3724 - 3806 - 389 - 3976 - a083
" a0t 263 283 a6 20¢ aacs 283" oo 20¢ a0t a6¢ a5 o0 a0t 26¢ a0t
Fuel card obligation h - - - 1075 - - 11007 702 - 819 i 858 - 298 - 342 - - 1037 - - - - 1237 - 1287 - 1338 - 1392
o fraafvost Lz HETY AT A I AT Pty A FFE AT FFE A S Pty
Core daferr isbilisies,net - - - 1545 - - - - - - - }
Total Core Liabilities T ta1se - ~ 20036 - T 17095 . 15115 - dsses - 1esas - 17268 - 17950 - 18908 - 19766 - 20603 - 21486 - 20423 % 23255 - 2118 - 25014 - 25945 - 2eSiL
TR TRLE
Total Core Invested Capital 2614 25570 29556 28713 30622 31186 31019 31075 31587 32098 32919 3 36050 37887 33023 20292 a1657 a32aa w338
Non-Core
Prepaid expenses and other 2502 1247 1420 1158 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050 1050
1428 1733 3308 3850 3766 2118" 4116 4116 4116 4116 4116 4116 4116 4116 4116 4116 4116 4116 4116 4116 4116
Total flon-Core Assets 4330 2980 2729 5006 as1c 5166 5166 S166 5166 5166 5166 5166 5166 S166 5166 5166 5166 5166 5166 5166 5166
Lisbilities:
Other accrued liabilities 3887 - 1907 - 1868 - 1117 - 1078 |- 1078 - 1078 - 1078 - 1078 |- 1078 - 1078 - 1078 - 1078 - 1078 - 1078 - 1078 |- 1078 - 1078 - 1078 - 1078 - 1078
Pension Benefits, Other Postratirement and Postemployment Ben - 186 - 155 - 153 - 150 - 148 - 148 - 148 - 144 - 144 - 144 - 128 - 148 - a8 - 144 - 144 - 148 - 144 - 148 - 144 - 124 - 144
Net Pension, postretirement and related benefits 8411 - 8118 - 7286 - 6728 - 6211 - 6211 6211 6211 - 6211 i- g211 - 6211 - 6211 - 6211 - 6211 - 6211 - §211 - 6211 - 6211 - 6211 - 211 - 6211
- 1831 - 1878 - 2221 - 963 - 1386 - 2338" 37437 3745 - 3745 - 3745 - 37435 - 3745 - 3745 - 3745 - 3745 - 3749 - 3745 - 3745 - 3745 - 3745 - 37453
Total flon-Cors Lisbilities T aa3ss - 12059 . 11508 - B96a - 8819 - 10325 - 11182 - 1iimr - 1iuszi- 11182 - 11182 - 11182 - 11182 - 11imr - 1i1is» - 11182 11182 - 11182 - 1i1s2 - 111s2 - 11ime
Total flon Core Invested Capital - 1o0m - s075 - €77 - 3558 - a00s - S16s - €016 - o6 - €016 - €016 - €016 - €016 - €016 _ €016 _ €016 - €016 - €016 - €016 - €016 - €016 - coie
TRE TRUE TE =3 TR
Total Invested Capital 16122 16792 19 144 21612 25553 23550 24626 25170 25003 25059 25571 26078 26 903 28419 30074 31871 33007 34276 35681 37228 33922
TRE TRLE FRLE FRLE TRLE
Financial
Excess Cash 1592 2340 1395 2405 1433 12681 13892 16072 31 1991 1988 1975 1969 1961 1952 1981 1936 1931 1926 1920 1913
Short-term investments. 1465 487 815 203 5028" 3534 2120 1166
Operating lease right-ofuse assets - 5934 s627 s711 s871 s395 5121 5255 5393 6533 6877 6824 5974 7128 7284 7445 7608 7776 7947
Debt and finance leases (including current maturities) - 8329 - 7332 - 5834 - 5771 - 11160~ 35000 - 40000 - 42418 - 30000 - 23023 - 21881 - 20488 - 20180 - 20820 - 21047 - 21748 [- 22511 - 23354 - 24280 - 25291 - 26388
Current maturities of operating leases. - 955 - 801 - 812 813 - 813 - 813 - 813 - 813 - 813 - 813 - 813 - 812 - 813 - 813 - 813 - 813 - 813 - 813
- - 5801 - 5294 - 5858" 5856 - 5856 - 5856 ;- 5856 - 5856 - 5856 - 5856 - 5856 - 5856 - 5856 ;- 5856 - 5856 - 5856 - 5856 - 5856
Debt B sa72 4505 661a - 7925 - 101ss 18268 - 23372 ____ 24900 23062 21487 - 20173 - 18648 - 18173 - 18408 ___ 18789 19349 199559 - 20647 - 21415 - 22264 - 23197
TRUE TRUE TRUE TRUE TRUE
[Eauity 10850 12287 12530 13687 15358 BT 1251 370 Toa1 Se13 S397 Fa9 a7a1 Tooe i e o [EET) Tasee Tased =73
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Cash Flow Forecast

Cash Flow Map Forecast

In USD Million
Business Plan Annuity Perpetuity
2015A 2016 A 2018A 2019A  2020F 2021F 2022 F 2023 F 2025 F 2026 F 2027 F 2028 F 2029 F 030 F 2031F 2032 F 2033F 2034F
Core result 8608 6796 4059 6317 6986 - 3746 - 2855 1539 3796 3585 3684 3910 4061 4074 4030 4091 4250 4420 4599 4783 4973
Core invested capital 26147 25871 25923 25570 28556 28713 30 642 31186 31019 31075 31587 32094 32919 34435 36080 37 887 39023 40292 41697 43 244 44938
change in invested caital - 276 52 - 353 3986 - 843 1929 545 - 167 56 511 507 826 1516 1654 1797 1136 1269 1406 1547 1694
FCF Core Business 8 608 7072 4007 6670 3000 - 2903 - 4784 995 3964 3528 3173 3403 3236 2558 2436 2294 3114 3151 3193 3236 3279
1,2% 1,3% 1,3% 1,3%
Non core result - 1934 - 2349 - 597 - 2174 - 2100 - 5146 181 - 1087 - 1109 - 1134 - 1159 - 1184 - 1210 - 1237 - 1264 - 1292 - 1320 - 1349 - 1379 - 1409 - 1440
Non core invested capital - 10025 - 9079 - ©779 - 3958 - 4003 - 5163 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016 - 6016
Change in NON CORE invested caital 946 2300 2821 - 45 - 1160 - 853 - - - - - - - - - - - - - -
FCF Non-Core Business - 1934 - 3295 - 2897 - 4995 - 2055 - 3986 1034 - 1087 - 1109 - 1134 - 1159 - 1184 - 1210 - 1237 - 1264 - 1292 - 1320 - 1349 - 1379 - 1409 - 1440
FCF Operational 6674 3777 1110 1675 945 - 6888 - 3750 - 92 2854 2395 2014 2219 2026 1321 1172 1002 1793 1802 1814 1826 1839
Total Invested capital 16122 16792 19144 21612 25553 23550 24626 25170 25003 25059 25571 26078 26 903 28419 30074 31871 33007 34276 35681 37228 38922
Financial result - 313 - 252 - 257 - 208 - 119 - 1185 - 1354 - 1436 - 1016 - 780 - 741 - 694 - 682 - 695 - 713 - 736 - 762 - 791 - 822 - 856 - 893
Net debt 5272 4505 6614 7925 10195 18268 23372 24900 23062 21447 20173 18648 18173 18403 18789 19349 19959 20647 21415 22264 23197
change - 767 2109 1311 2270 8073 5104 1528 - 1838 - 1615 - 1273 - 1525 - 476 231 386 559 610 688 768 849 933
Equity 10850 12 287 12530 13 687 15358 5282 1254 270 1941 3613 5397 7429 8731 10016 11284 12522 13048 13629 14 266 14 964 15725
change 1437 243 1157 1671 - 10076 - 4028 - 983 1671 1671 1785 2032 1301 1286 1268 1238 526 581 638 698 761
Comprehensive income 4562 3834 3220 3837 4603 - 10076 - 4028 - 983 1671 1671 1785 2032 2169 2143 2113 2063 2167 2230 2397 2517 2639
FCF Financial - 4875 - 3416 - 1125 - 1577 - 781 6888 3750 92 - 2854 - 2395 - 2014 - 2219 - 2026 - 1321 - 1172 - 1002 - 1793 - 1802 - 1814 - 1826 - 1839
ASM Forecast Method 1
Method 2
2015 2016 2017 2018 2013 2020 2021 2022 2023 2024 2025 2026 2027 2028 2023 2030
Method 1
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Airplanes 1181 187 1228 1291 1288 1288 1304 1324 1344 1385 1388
Total seats 168624 174568 181034 184528 130 324 168062 163028 6744 182004 185 324 130028 134 313 136803 203482 208 360 213488
Average seatsiplane 136 135 138 Ll "2 142 12 14 us ui7 148 43 150 151 153 154
ASM (million) 246764 251867 254325 263365 21537 12558257 200387.27 234 332,96 261540.21 267TR2.52 27307013 27923744 28568013 292403.85 29341423 306783,33
Total miles flown [million) 1816 1867 1843 1873 1939 882 1407 1630 1798 1437 1437 1437 1437 1437 1437 1437
AMFP [Average Miles Flown per Plane, milli 1463 1443 1405 1427 1447 0747 1188 1323 1437 1437 1457 1437 1437 1437 1437 1457
Assumption: AR aiplanes the same mies oo ves
Average Miles Flowniplane (m 43T
Plane growth per year in anuit e lane average price 50,061
Average growth p 087 lane price [forecast) S1.182M 52,28758 5343730 5461354 55.51204 S7.0d237 5829791
aircraft investment ($) 2887 3073 3294 383 3786 4058 4391
# of new airplanes (forecast) 56 53 62 65 68 T 75
# of retired airplanes (forecast) 33 a1 43 46 48 50 53
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Disclosures and Disclaimers

Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)

of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)
between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected
dividend yield) over a 12-month period.

This report was prepared by [insert student’s name], a Master in Finance student of Nova School of Business

and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
master graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who

revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her
academic supervisor is registered with or qualified under COMISSAO DO MERCADO DE VALORES MOBILIARIOS
(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or
distribution of this report was required and/or obtained from any local authority, given the exclusive academic
nature of the report.

The additional disclaimers also apply:

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.
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Germany: Pursuant to 834c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fir
Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be
noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity

reports and any fund raising programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA?”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively
academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,

estimates or projections used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein
may change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance

are, by nature, subjective, and may be fallible.

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being

denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private
investors. The information and opinions expressed in this report are not intended to be available to any
person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this

report, students did not have in consideration the specific investment objectives, financial situation or

PAGE 31/32



DELTA AIR LINES, INC. COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship
(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the
covered company or security” and/ or “A draft of the reports have been shown to the covered company’s
officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later

modified, prior to its publication.”]

The content of each report has been shown or made public to restricted parties prior to its publication in Nova
SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty

members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and
companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus,
Nova SBE may have received compensation from the target company during the last 12 months, related to its
fundraising programs, or indirectly through the sale of educational, consulting or research services.
Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on
the opinions expressed in this report. The Nova School of Business and Economics does not deal for or
otherwise offer any investment or intermediation services to market counterparties, private or intermediate

customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE
may decide to suspend this report reproduction or distribution without further notice. Neither this document
nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than
Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or

to Portuguese citizens is therefore prohibited and unlawful.
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