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The study dwelt on the airline sector, with American airline as the focus of the study. American airline tops the American airline sector and garnered 22.8% of the market share in the year ended 2017. After the American Airline came Southwest Airline that became the second in position with a market share of 21.5%. The passenger air transport thrives because many individuals travel to various destinations across the world. American airline emerged top based on the revenue collection tolling over 40 million USD. The success of an airline company depends on their ability in meeting passenger demand in comfort and satisfaction. In the entire industry, Southwest Airline topped as the low cost carrier, while Delta and Alaska topped by the customer satisfaction levels. 
[bookmark: _Toc506896569]Financial performance
	 
	Revenue
	Net Income
	Number of employees
	Market cap 

	American Airlines Inc. 
	$41,395 
	$1,950 
	113,300
	$ 25,100

	Allegiant  Travel Co.
	$1,461 
	$154 
	2,411
	$ 2,649

	Alaska Air Group, Inc.
	$7,933 
	$1,034 
	13,952
	$ 7,963

	Baltia Air Lines Inc.
	-
	$0 
	65
	-

	Delta Air Lines Inc.
	$40,457 
	$3,627 
	80,000
	$ 37,962

	Great Lakes Aviation
	-
	$0 
	442
	-






Market cap indicates the market value of the outstanding shares at a given time that become publicly traded. American Airline indicated that they had the one of the highest market capitalization than its peers. Although Delta Airlines defeated American Airlines, but the latter became second. The rest of the airline firms followed American Airlines with insignificant values of market caps. 
American Airline had the second highest net income after Delta Airlines. American Airlines managed $ 1,950, 000,000.  According to Ahamed, (2017), the highest net income became $ 3,672,000,000 attained by Delta Airlines. American Airlines followed closely in the second position, which means they had steady cash inflow and customer throughout the year. 
American Airlines offered one of the best services amongst the airline firms. American Airlines registered the highest number of employees amongst all the airline companies registered in the analysis. American Airlines registered 113,300 employees, while Delta Airlines registered 80,000 workers which means their net income reduced because a significant amount of revenue went towards salaries, (Ahamed, 2017). 
Looking at the revenues again, American Airlines topped with $ 41, 395, while Delta Airline came second. It is easier to understand the reason why American Airline’s net income reduced, arguing their number of employees. The company spent the most on salaries relative to other firms in the airline industry. The other airline firms generated meager revenues collection that did not reach anywhere near American Airlines. 
[bookmark: _Toc506896570]Financial ratios
	American Airline Inc.

	Period Ending:
	12/31/2016
	12/31/2015
	12/31/2014
	12/31/2013

	Liquidity Ratios

	Current Ratio
	74%
	73%
	88%
	104%

	Quick Ratio
	67%
	67%
	80%
	96%

	Cash Ratio
	50%
	51%
	60%
	75%

	Profitability Ratios
	 
	 
	 
	 

	Gross Margin
	75%
	73%
	63%
	59%

	Operating Margin
	13%
	15%
	10%
	5%

	Pre-Tax Margin
	11%
	11%
	8%
	8%

	Profit Margin
	7%
	19%
	7%
	7%

	Pre-Tax ROE
	114%
	82%
	159%
	80%

	After Tax ROE
	71%
	135%
	143%
	67%



	Delta Airline Inc.

	Period Ending:
	12/31/2016
	12/31/2015
	12/31/2014
	12/31/2013

	Liquidity Ratios

	Current Ratio
	49%
	52%
	54%
	68%

	Quick Ratio
	43%
	48%
	49%
	61%

	Cash Ratio
	24%
	31%
	26%
	31%

	Profitability Ratios
	 
	 
	 
	 

	Gross Margin
	60%
	58%
	43%
	45%

	Operating Margin
	18%
	19%
	5%
	9%

	Pre-Tax Margin
	17%
	18%
	3%
	7%

	Profit Margin
	11%
	11%
	2%
	28%

	Pre-Tax ROE
	54%
	66%
	12%
	22%

	After Tax ROE
	36%
	42%
	7%
	91%



[bookmark: _Toc506896571]Liquidity 
American Airlines indicated a high current ratio which becomes important as far as liability is concerned. A current ratio of 73% for 2016 indicated that the company can manage all its debts, without having to sell its fixed assets. Delta Airlines, on the other hand, had current ratio of 49%, which seems a bit low for the company to meet its short-term debts. 
American Airlines reported 50% cash ratio, which means they had exactly half the amount needed to repay their debts at hand. Ahamed, (2017) argued that American Airline’s closest competitor, Delta Airlines reported 24% cash ratio, which means for each $ 1 debt they could manage $ 0.24 of the debts with their cash at hand. American Airline reported a high liquidity ratio relative to its competitors despite having a low net income compared to Delta Airline. 
[bookmark: _Toc506896572]Assets
American Airlines finances its assets through issuance of shares to investors. The firm gave out $ 556 million worth of shares in 2017. The firm also gave shares in 2018, and they give their investors dividends from the shares. Most of the firm’s assets become funded through shares to investors. 
American Airline’s assets become profit for the past years, especially since 2014 until 2017. The management obtained profits 6.7% from its assets, 16.51% from assets in 2015 and 5.37% profit from assets in 2016. The data indicates that the firm obtains profit from its assets, which becomes possible through the tireless efforts by the management team. 
[bookmark: _Toc506896573]Return on Equity
American Airline Return on Equity on annual scale for the year that ended in 2016, December gets calculated as below.
ROE= Net income from stockholders/ ((2015 Total Equity) + Total Equity 2015)/2)
=2676/ (5635+3785)
=2676/4710
=56.82%
The Return on Investment for 2017, gets determined as follows.
ROE= Income for the stockholders/ ((total equity 2017/Total equity sept 2017)/2)
=2496/ (3715+3948)
= 2496/3831.5
=65.14%
The return on equity determines the ownership interest that belongs to the common stock owners. The Return on Equity (ROE) measures a firm’s profit-generating efficiency from the shareholder’s equity. Return on Equity indicates whether American Airlines utilized their investment adequately to obtain profits. The report identified that ROE values that fall 15% and 20% become acceptable. American Airlines generated a high value of ROE that reached 65.14% that were relatively favorable regarding the success of the company. 
The DuPont analysis gets performed to obtain the ROE in percentage value.
=Net income obtained from the common stockholders/ Total equity 
=2496/3831.5
= (Net income obtained from common stockholders/ revenue)*(revenue/total assets)* (Total Assets/total Equity)
= (2496/43512)* (43512/52868.5)* (52868.5/3831.5)
=Net Margin % * Asset turnover * Equity Multiplier
=5.74% * 0.823 * 13.7984
=ROA% * Equity Multiplier
4.72%*13.7984
ROE (%) = 65.14%
American Airline generated high value of ROE for the past three years, in fact, the value kept rising from 2014 when the firm made their first profit values since 2007. Compared to its closest competitor, Delta Airlines, which did not generate as high ROE percentages. Delta Airlines did not incur high values of ROE from their shareholder’s common stocks. The figures left American Airlines a very stable company relate to its peers in the market. 
[bookmark: _Toc506896574]Improving ROE
American Airline ought to utilize additional financial leverage to improve their ROE. The firm could use debt and equity to fund their projects, but when they raise their debt capital in relation to equity capital the ROE increases. American Airlines might raise their profit margins in regards to the equity increases their ROE. Profits do not occur from selling items alone, but raising the cost of items like airline tickets, and reducing the cost of goods sold.
[bookmark: _Toc506896575]Research and development 
Research and development involve resource allocation that a company uses to generate new products. According to Thierauf, (2017), each year, firms set aside funds for research and development, which they regard as a spending in lieu of an investment. The study identified that American Airline did not include any amount for research and development in the years that past. The report identified that their counterpart invested in research and development activities.  
Research and development projects could become a bit expensive for an airline firm like the case of American Airline because a single project requires millions of investment, whose potential outcome does not become established immediately. Research and development projects fall under expenses rather than investments.
[bookmark: _Toc506896576]Beta values
A beta value that falls below 1 indicates that the value of the stock becomes less volatile compared to the market. A beta value above 1 indicates that the beta value becomes more volatile relative to the market. American Airlines has a beta value of 1.1 which indicates their stock value is relatively volatile to the market. Delta Airlines, on the other hand, expressed a stock beta of 0.8 which indicates the value becomes less volatile compared to the market. 
[bookmark: _Toc506896577]Market ratio results
P/E ratios become essential when stock values, thus it is a fundamental tool in analyzing the success of a company in an industry. American Airline’s PE value gets related to that of peer companies like Delta Airlines to assess their present stock trading values. 
American Airlines traded at a high discount compared to their market peers. American Airlines traded at a significantly steep discount, based on the margins they obtain from the sale of the tickets. American Airline’s PE value becomes 13.19%, while that of the Delta Airline becomes 10.70%. 
	American Airlines Profitability

	Gross Margin
	26.19

	Operating Margin
	11.3

	Pretax Margin
	7.31

	Net Margin
	4.55

	Return on Assets
	3.74

	Return on Equity
	49.77

	Return on Total Capital
	6.72

	Return on Invested Capital
	7.28



	Delta Airline Profitability

	Gross Margin
	24.61

	Operating Margin
	14.82

	Pretax Margin
	13.82

	Net Margin
	8.67

	Return on Assets
	6.38

	Return on Equity
	27.33

	Return on Total Capital
	16.9

	Return on Invested Capital
	18.36




[bookmark: _Toc506896578]Historical stock prices

The line graph reveals the closing stock price of the two stocks from February 2017 up to January 2018. The chart indicated that Delta Airline’s share price was all-time high through the year. However, in July 2017, the stock share price of American Airlines almost surpassed that of Delta Airlines. The airline’s stock price fell between $ 40 and $ 60. The data also indicated that the stock price did not stick to one place, but rather fluctuated between the $ 40 and $ 60. When the American Airline’s stock price went up, so did that one of Delta Airlines. Gupta, (2016) explained that the passenger airline stock price got affected the same market situations. The data indicated that they all fluctuated in the same ratio, regardless of the period, with one’s actions eliciting the rise or fall of the other. 
[bookmark: _Toc506896579]Capital Asset Pricing Model (CAPM)
American Airline beta: 1.1
Delta Airline beta: 0.8
Assume that an equal value of dollars invested in both firms for a period of one year
Security 		Investment 	Beta
American Airlines	50%		1.1
Delta Airlines 		50%		0.8
Beta portfolio calculation
0.50*1.1% + 0.8%*0.5= (0.55+0.815) %=1.365%
Assuming the report made a 70% investment in American Airline and 30% investment in Delta Airline
Security 		Investment 	Beta
American Airlines	70%		1.1
Delta Airlines 		30%		0.8
0.70*1.1% + 0.8%*0.3= 0.77+0.24=10.01%
The annual compound rate of return becomes 10.5%
American airline=10.5%+ 1.1(50%) =11.05%
Delta Airline=10.5% + 0.8(0.5) =10.9%
[bookmark: _Toc506896580]Sustainable growth rate
American Airline shareholder’s equity=3,785,000,000
Net Income=2,676,000,000
ROE=65.14%
Dividend payout ratio=0.707
Sustainable Growth Rate= ROE * (1-d) =65.14%* (1-0.707)
=65.14%*0.293= 0.1908
Sustainable growth rate=0.1908 or 19.08%
The 19.09% value for the sustainable growth rate indicated that American Airlines might raise their earnings in the future by at least 19.09% without seeking external equity or borrowing funds. Gupta, (2016) indicate that the stock price becomes fairly valued because it is possible to acquire to increase the income generated without borrowing loans or equity. The company’s stock price is, therefore, a worthy one and a person could make purchases. 
[bookmark: _Toc506896581]Recommendation
The report involves a deep scrutiny of American airline’s financial performance. The data revealed that the company steadily performs exemplarily in the past three years and they become recommended for prospective investors. The company’s stock price is fairly valued and it generates returns with a high ROE value of 0.65. 
[bookmark: _GoBack]The data also indicated that the company had the biggest number of employees and the highest amount of revenue collection. The firm performs various activities all of which generate income to the firm. The firm did not come top as the highest net income because it had the highest number of employees exceeding its closest follower by over 30,000 workers. The company has adequate funds that allow them invest and perform business activities in various destinations. 
American airline becomes the best airline company to perform business or invest for the next two years because of their financial stability. The business appears well managed because the management has all the resources, other than utilizing them accordingly for the benefit of the company. 
The data from the analysis proves beyond doubt that American Airline is a profitable company that does not require one to doubt. The company makes significant profits and the shareholders also get high returns. The sustainable growth value also indicates that the profits of the company could increase by almost 20% without seeking additional funding from investors and lenders. 
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Net Income	American Airlines Inc. 	Allegiant  Travel Co.	Alaska Air Group, Inc.	Baltia Air Lines Inc.	Delta Air Lines Inc.	Great Lakes Aviation	1950	154	1034	0	3627	0	



Number of employees	
American Airlines Inc. 	Allegiant  Travel Co.	Alaska Air Group, Inc.	Baltia Air Lines Inc.	Delta Air Lines Inc.	Great Lakes Aviation	113300	2411	13952	65	80000	442	
American Airline Vs Delta Airline Stock Price History

Delta Airline Close	43150	43131	43098	43069	43039	43007	42978	42947	42916	42886	42853	42825	42794	52.85	56.77	56	52.92	50.03	48.22	47.19	49.36	53.74	49.13	45.44	45.96	49.93	American Airline Close	43150	43131	43098	43069	43039	43007	42978	42947	42916	42886	42853	42825	42794	51.58	54.32	52.03	50.49	46.82	47.49	44.74	50.44	50.32	48.41	42.62	42.3	46.36	



