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Disclaimer: This research report expresses Prescience Investment Group LLC’s opinions. Use of the research produced by Prescience Investment Group LLC is at your own risk. This is a long-biased report and 

you should assume the author of this report and its clients and/or investors hold a long position and derivatives tied to the security of Hawaiian Holdings Inc that will benefit from a rise in the price of the 

common stock. Following publication of the report, the author (including members, partners, affiliates, employees, and/or consultants) along with its clients and/or investors intend to continue transacting 

in the securities covered therein, and may be long, short, or neutral at any time hereafter regardless of the initial recommendation.  The author of this report has obtained all information contained herein 

from sources believed to be accurate and reliable and has included references where available and practical. However, such information is presented “as is,” without warranty of any kind– whether express 

or implied. The author of this report makes no representation, express or implied, as to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from its 

use. Forward looking statement and projections are inherently susceptible to uncertainty and involve many risks (known and unknown) that could cause actual results to differ materially from expected 

results. All expressions of opinion are subject to change without notice, and the author does not undertake to update or supplement this report or any of the information contained herein. Prescience 

Investment Group LLC is not a broker/dealer or financial advisor and nothing contained herein should be construed as an offer or solicitation to buy or sell any investment or security mentioned in this report. 

You should do your own research and due diligence before making any investment decision with respect to securities covered herein, including, but not limited to, the suitability of any transaction to your risk 

tolerance and investment objectives and consult your own tax, financial and legal experts as warranted. READ THE IMPORTANT LEGAL DISCLAIMER ON THE FINAL PAGE. 
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 Margins Set to Rise as Growth Slows in 2014, GAAP Financials to Begin Reflecting HA’s Potential: 

With exception to initiating service to Beijing, HA is pausing new route initiations in 2014. By Q4, 

only 8% – 10% of HA’s routes will be <1 year old. We expect this to translate into improved unit 

revenues and margin expansion; our assumptions are supported by management expectations.   

 Significant Free Cash Flow Generation on the Horizon: HA will begin generating FCF when its capex 

program ends in 2016, opening the door for capital returns to shareholders. In 2016 alone, we 

estimate HA will generate FCF of ~$200m, equating to ~35% of its current market cap. By simply 

taking its 2016E net debt/EBITDAR up to the peer average, it would in theory be able to implement 

share repurchases totaling $500m, equating to ~90% of HA’s current market cap! Even if the 

company desired to maintain a more conservative balance sheet such that net debt to EBITDA was 

contained to 1x, it could still initiate a repurchase or dividend program to return ~$200mm over the 

next 2 years and does not jeopardize its capex plan. While shareholder capital returns of such size 

may be overly ambitious, we believe that even a modest program of $50mm in 2014 is easily 

affordable and would be well-received by the market.     

 Management Appears Open to Returning Capital to Shareholders, for the First Time in Years: 

Indications from the most recent earnings call suggest that in light of HA exiting a period of heavy 

investment, management is at least giving thought to the potential of shareholder capital returns – 

for the first time in years.  

 Prominent Activist/Stock Picker to Join HA’s Board this Month: When HA’s February 2014 board 

meeting takes place, Zac Hirzel, an investor activist with an outstanding track record as a stock 

picker, will assume his role on HA’s board. Being that he has become HA’s largest shareholder, with 

a 10.8% stake, he is likely to be influential; no other board member has a shareholding of any 

significance, with the exception of HA’s CEO, who has a 2.3% stake. Hirzel’s involvement 

reestablishes the linkage between boardroom decision-making and shareholder interests, a bond 

founded on shared incentives. David Einhorn’s fund of funds manager, Greenlight Masters, is an 

investor in Hirzel’s funds, and according to their recent shareholder letter, “Hirzel envisions a 

number of ways to create shareholder value (at Hawaiian).”  

 Dramatically Undervalued, Heavily Shorted, and Just Plain Unloved:  HA is the most 

underappreciated among equity in the airline sector: HA is cheaper than every single domestic 

carrier on every relevant trailing and forward metric, and is one of the cheapest airline equities in 

the world. HA is among the most highly shorted equities of all airlines. Its share price performance 

has lagged that of the majority of its peers. Lastly, even the sell-side cannot manage to like HA 

equity; 5 of 8 analysts rate HA equity at either Neutral (3) or Sell (2).  
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We believe shares of Hawaiian Holdings Inc. (“HA” or “Hawaiian”) are grossly undervalued, reflecting a deep misunderstanding of the company’s 

economics. In 2010, HA began investing heavily in growth, implementing a capex program to build additional capacity primarily in support of new 

international routes.  Being that initiating services on routes involves start-up costs, and that from the time service is initiated they take 3 years to reach 

optimal profitability (i.e., to mature), HA’s GAAP margins were negatively impacted; put another way, from 2010 – 2013, when HA was expanding most 

aggressively, its GAAP financials both understated and obscured its economic potential. With the capex program approaching completion, HA is at an 

inflection point: As capex decelerates and new routes mature, we expect Hawaiian’s GAAP financials to begin reflecting its economic potential. We expect 

margins to rise in 2014 and free cash flow to turn positive in 2015, opening the door for capital returns to shareholders. In 2016 alone, we project the 

company will generate free cash flow equating to 35% of its current fully diluted market capitalization. Meanwhile, Wall Street analysts and investors 

appear to be missing the forest for the trees in assuming continued deterioration or the status quo into the future – that HA’s current financials represent 

its future – and use this as justification for valuing it at a depressed multiple. We believe Hawaiian stock has an intrinsic value today of $20 per share, 

>97% above current trading levels. The significant disconnect presented by HA’s valuation is sweetened by several near and intermediate-term 

catalysts we believe will drive share price toward intrinsic value: 

 

 

 

Catalyst Overview 
  

 
 

 
 

 

 

Key Data 



 
    

www.presciencefunds.com 2 

Table of Contents 
Introduction ...................................................................................................................................................................3 

Significant Free Cash Flow Generation on the Horizon .....................................................................................................4 

Prominent Activist Investor Appointed to Board of Directors ...........................................................................................7 

Margins Set to Rise in 2014; Strong Results to Command Investor Reassessment..............................................................7 

An Airline Able to Sustainably Compound Shareholder Wealth ........................................................................................9 

China Offers Potential for Long Term Growth ................................................................................................................. 11 

Dramatically Undervalued, Heavily Shorted, and Just Plain Unloved .............................................................................. 11 

Valuation ...................................................................................................................................................................... 14 

Pro Forma Operating Metrics ........................................................................................................................................ 15 

Fuel Prices as a Macro Tailwind ............................................................................................................................................. 15 

Appendix A – Airline Glossary ....................................................................................................................................... 18 

Legal Disclaimer............................................................................................................................................................ 19 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
    

www.presciencefunds.com 3 

Introduction 
 

Hawaiian Holdings Inc, parent company of Hawaiian Airlines, is in the business of transporting people and cargo to, from, and 
between the Hawaiian Islands. The company classifies its route networks based on the 3 geographic markets served: 1.) 
Neighbor Islands – includes routes between the Hawaiian Islands; 2.) North America – routes between Hawaii and North 
America, and 3.) International – routes between Hawaii and the Pacific Rim.  

Hawaiian is the largest airline based in Hawaii and the eleventh largest US domestic airline.  Compared to other airlines, 
however, HA’s business model is differentiated by its simplicity: While most airlines are network or point-to-point carriers, HA 
is a destination carrier. It operates with the single mission of making the Hawaii experience possible.  

HA has also built a strong brand, leading all U.S. carriers in on-time departures and arrivals for each of the past eleven years 
(2004 – October, 2013) as reported by the U.S. Department of Transportation; it is consistently ranked among the top domestic 
carriers by travel publications and consumer rating agencies. 1,2,3  

But, as discussed later in this report, what separates HA most from its airline peers is the sustainable competitive advantage 

it enjoys in having its infrastructural assets concentrated to a single location. It is one of the lowest cost carriers in the 

world, enabling it to defensibly generate economic profits and relatively high returns on invested capital.  

 

On this basis, since 2010 it has been investing heavily in growth, implementing a capex program to build additional capacity 

primarily in support of new international routes.  Being that initiating services on routes involves start-up costs, and that 

from the time service is initiated they take 3 years to reach optimal profitability (i.e., to mature), HA’s GAAP margins were 

negatively impacted over the past several years; put another way, from 2010 – 2013, when HA was expanding most 

aggressively, its GAAP financials both understated and obscured its economic potential.  

 

With the capex program approaching completion, we believe HA is now at an inflection point. As capex decelerates and new 

routes mature, we expect Hawaiian’s margins to rise toward steady-state and for the company to become free cash flow 

positive, opening the door for capital returns to shareholders.  

 

 

 

 

 

 

 

 

 

                                                           
1 http://www.dot.gov/airconsumer/air-travel-consumer-reports  
2 http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1837231&highlight  
3 http://www.harrisinteractive.com/NewsRoom/HarrisPolls/tabid/447/mid/1508/articleId/1194/ctl/ReadCustom%20Default/Default.aspx  

http://www.dot.gov/airconsumer/air-travel-consumer-reports
http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1837231&highlight
http://www.harrisinteractive.com/NewsRoom/HarrisPolls/tabid/447/mid/1508/articleId/1194/ctl/ReadCustom%20Default/Default.aspx
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Transformative Growth Plan Approaches Completion 

In 2010, Hawaiian embarked on a multi-year, transformative growth strategy. The initiatives include growing revenue, 

decreasing costs, expanding existing markets, and initiating service on new international routes to gain exposure to high-

growth markets in the Pacific Rim, primarily countries in Asia.4 In just three years, HA has added 10 new international routes 

to six countries and substantially diversified its revenues. It now serves more international than US mainland destinations.   

 

 

 

 

 

 

 

 

 

 

 

Significant Free Cash Flow Generation on the Horizon 
 

HA’s international route expansion necessitated the purchase of Airbus A330s to replace 767s, which neither had the range 

or the underlying economics to make the flights to Asia work. By 2016, the capex program for purchasing the necessary 

aircrafts will be complete, at which time we expect Hawaiian to begin generating significant free cash flow, opening the door 

for capital returns to shareholders.  

Hawaiian is expected to complete the acquisition of 13 new Airbus A330’s originally ordered in 2010. In 2014 the company 

will take delivery of five A330s, all prefunded.  The company has arranged debt financing through a $445m EETC (Enhanced 

Equipment Trust Certificate) facility, a common financing structure for securitizing aircraft leases.  In 2015, HA will take delivery 

of three more A330s. We assume that the 2015 deliveries will be funded with 70% debt financing and expect Hawaiian to be 

able to secure another $172m in debt financing.  In 2016, we do not model any debt financing and assume growth capex of 

$148m is funded by our 2016E cash flow from operations of $369m. 

                                                           
4 http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1400360&highlight=  

http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1400360&highlight
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The chart that follows demonstrates HA’s historical and expected net growth capex. (Note that capex in the chart displayed 
above is gross capex.) We estimate that between 2014 and 2016, net growth capex (gross capex less debt financing) will total 
$815m. As shown, the capex starts to decline sharply as the number of planes purchased declines. 
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In 2016 alone, we project the company will generate free cash flow of ~$200m, equating to 35% of its current market 

capitalization. It is worth noting that there is significant committed capex in 2017, but financing aircraft purchases at the 

historical average of 70% debt should mean that the company will still have plenty of cash to complete these purchases since 

the capex net of debt would be approximately $160mm (or less than ½ of estimated EBITDA for that year). 

On our projections, HA will have a 2016 cash balance of ~$820m versus debt of ~ $1.1B, resulting in a gearing of ~2.3x net 

debt to EBITDAR.  The average net debt to EBITDAR of airlines is 3x, meaning that at that point, HA could pay out up to 

$500mm before having its net debt to EBITDAR ratio equate to the peer average.  In other words, in 2016 HA should have 

the capability to return cash to shareholders in the form of share repurchases or dividends in an amount equating to ~90% 

of its current market cap!  Even if the company desired to maintain a more conservative balance sheet such that net debt to 

EBITDA was contained to 1x, it could still initiate a repurchase or dividend program to return ~$200mm over the next 2 years 

without jeopardizing its capex plan.   

 

While shareholder capital returns of such size may be overly ambitious, we believe that even a modest program of $50mm in 

2014 is easily affordable and would likely be well-received by the market.   

 

This is not to say that we think Hawaiian should stop growing its fleet or number of routes, but to point out the potential for 

returning cash, which is deserving or due consideration by investors. 
 

 

Management Appears Open to Capital Returns – For the First Time in Years 

 

Investors may note that HA has had the capability of repurchasing shares or paying dividends for some time. While this is 

true, the company was exposed to significant risks as it navigated its capex program. It was firmly committed to plane 

purchases and had to think about the potentialities of a seizure in debt markets or route underperformance, necessitating 

the prioritization of balance sheet liquidity.  For years, management has responded to incessant shareholder and analyst 

questions about the potential for buybacks with the same answer: 

 

 

The company is now substantially de-risked. Management has been clear that HA is at the tail end of its capex program, and 

debt financing is already in place for all but two of the A330s to be purchased prior to 2016.  

 

When asked about a buyback on HA’s Q4’2013 earnings call, management deviated from the response shareholders have 

come to expect, potentially giving a subtle indication that for the first time in years, they are open to the idea of returning 

capital to shareholders.  

“We're clearly mindful (of the) headlines about macroeconomic (uncertainty). Although we have seen none of that in our 
market places, we wanted to make sure that in the event that there is a dip that really, everybody has been expecting for the 
last 4 years, come about that we have a cash cushion …At the same time … we are mindful that in the next probably 1.5 
years, 2 years, we've got quite a load of additional aircraft coming on. We've got some aircraft leaving the fleet too. So I 
think those are some of the things that influence our thinking… We're not looking around to buy back stock or to do 
anything dramatic, because as Mark said, we're growing…” 

   –  HA CFO Scott Topping on the 10/23/12 call 
 

 “We’re very mindful of our balance sheet as we continue to execute our growth plans. We feel a buffer is important as we 
enter into new markets, buy new airplanes and take the risks of our growth strategy. And to guard against surprises, we 
keep a high level of liquidity.”  

  –  HA CFO Scott Topping on the 9/6/12 call 
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Our notion is supported by the company’s recent willingness to appoint an activist investor to its board.   
 

Prominent Activist Investor Appointed to Board of Directors 
 

This month, when Hawaiian’s February board meeting takes place, Zac Hirzel, an investor activist with an outstanding track 

record as a stock picker, will assume his role on HA’s board. Through the funds he manages, he has become HA’s largest 

shareholder, owning 10.8% of the company.  His close involvement is of clear benefit to shareholders and increases the 

likelihood of the implementation of share repurchases and/or a dividend.   

 

Hirzel’s track record is reflected upon in David Einhorn's fund of funds’ (“Greenlight Masters”) year-end 2013 letter to 

investors. Greenlight Masters is invested in Hirzel’s funds.  The letter states that Hirzel’s long investments have returned in 

excess of 25% gross annually, and it directly references his investment in HA: 

 

 

With the exception of CEO Mark Dunkerly, who owns 2.4% of HA’s stock, Hirzel is the only significant shareholder on the 

board. No other member holds a substantive stake in the company. Having credibility lent by his track record for successful 

investing and the size of his holdings, Hirzel’s ideas for creating shareholder are unlikely to go ignored.  

 

 

Margins Set to Rise in 2014; Strong Results to Command Investor Reassessment 
 

HA’s margins and ROIC have trended downward as HA’s invested in growth, we believe playing a large role in investors’ loss 

of faith in the company.  This is because new routes are less profitable, generally maturing over a 3 year period.  With the 

exception of initiating service to Beijing, HA is pausing its route initiation program in 2014 to focus on the maturation of new 

routes established over the prior 3 years. We expect this to translate into improved RASMs and that the company will report 

higher margins and ROIC in 2014, which the sell-side appears to have overlooked.  

Per the graphic below at right, in Q4’13, a full 2/3 of HA’s international capacity was either in the <1 year or 1 – 2 year category. 

As the company slows its growth this year, this will quickly change. By the fourth quarter of 2014, only 8% – 10% of HA’s routes 

will be in the <1 year old bucket.  

“We are now in a period of much slower growth and it is absolutely the case that we've got to improve our maturities 
markets and so on. All of which will -- should improve our return on invested capital. What it does to our cash balance and 
how we're going to manage that is obviously something -- it'd be inappropriate for me to speculate about on this call. But 
we do recognize that we're coming out of a period of heavy investment and should be into a period of generating some free 
cash flow.” 

                                              –  HA CEO Mark Dunkerly on the 1/28/14 call  

 
 

 

 

                                                                                                                

"Hirzel… filed its first 13D on Hawaiian Airlines (HA) last year, where Hirzel envisions a number of ways to create 

shareholder value."  

                                                –  Greenlight Masters 2013 Year End Letter to Investors (1/21/2014) 
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Our assumptions are supported by management’s expectations: 

 

 

 

 

“The past 3 years have been a period of rapid expansion at Hawaiian. We remain solidly profitable, adjusted for 
non-routine items, while launching service to 10 new cities. We're now entering a different phase in our 
evolution. Capacity will start to slow, and there will be fewer new route launches. Our efforts are going towards 
maturing the ones we have so recently started… 
  
… our returns are expected to improve. And there's a very good case for that. And to understand it, what I'd like 
to do is describe this inflection point, give you some insight into it. We recognize that the fleet plan is what is 
driving the growth to more moderate levels. We understand that investment is falling. There are certain other 
costs that when you move from this period of rapid growth to a period of moderating growth, those costs tend 
to fall away, in some cases, and there are inefficiencies with rapid growth. We're going to expect that. 
 
As Peter laid out, we have momentum around our unit revenues as these fairly large clutch of new routes in the 
international business are coming to maturity… So that's the tailwind. If you wrap all of this in good cost 
control, we have all of the elements here that should point to a higher return on investment.” 

                                           –  Management on the 10/22/13 call 

 
“We think that there'll be expanding margins – which, if there are not if we don't see big sort of environmental 
effects out there in the markets in which we compete – within our ambition for 2014… 
 
…we see cost control and we see optimism on the revenue line that would logically lead to that conclusion 
(increasing margins in 2014).” 

                                                 – Management on the 1/21/14 call 
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An Airline Able to Sustainably Compound Shareholder Wealth 
  

We believe HA enjoys a defensible competitive advantage, insulating its ability to produce sustainable economic profits. 

Because HA is a destination carrier, its primary infrastructural assets are concentrated to one market, as are the fixed costs 

associated with them. We estimate these costs – which relate to infrastructure for aircraft maintenance, terminals, gates and 

runways, and management and overhead expenses – to make up ~50% of HA’s expense structure. Hawaiian is the beneficiary 

of economies of concentration; no other airline approaches its level of concentration of fixed costs in Hawaii. As it adds more 

routes and its volumes grow, these costs are leveraged, resulting in declining unit costs which lends the company more 

flexibility than any other airline in setting ticket prices to and from Hawaii.   

 

Based on its advantages, Hawaiian is positioned as the lowest cost airline flying to/from Hawaii and one of the lowest cost 

airlines in the United States. It is also one of the lowest cost airlines in the world.   

 

 

Its cost advantages have enabled it to be a dominant force amongst its peers.  

 

 

 

 

 

 “We attract the highest fares on costs which are equal to or lower than those of any of our main competitors.”  

                                                                                                                  HA CEO Mark Dunkerley, Q3’12 Earnings Call 

 

 

“Our combination of cost competitiveness, widespread brand recognition and high service quality, 

position us better than any of our other competitors between the U.S. West Coast and Hawaii.” 
 

                                                                                                                     HA CEO Mark Dunkerley, Q3’12 Earnings Call 
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HA is the #1 carrier flying between Hawaii and North America with a seat share of ~26%. HA commands a ~55% seat share in 

and out of Honolulu International airport, with no other carrier’s seat share exceeding 10%.5  

The fortitude of Hawaiian’s competitive position is a function of the symbiotic interchange between its Neighbor Island and 

North America routes. Management has effectively built a time-tested moat that insulate the near-monopoly it enjoys on 

inter-island travel; its dominance in this market is absolute, with its seat share exceeding 88%! 6 

 

 
 

Because of the absence of highways, trains, and boat service between the islands, HA’s network performs the essential 

function of connecting Hawaii’s major population centers. It is effectively the highway system in the state of Hawaii, evidenced 

by the disproportionate amount of traffic on these routes relative to what would be expected for a state with a population of 

1.3 million. Demand is relatively inelastic and when met with Hawaiian’s monopoly on supply, the recipe makes for economic 

profits.  

  

Hawaiian’s North America routes (primarily to the West Coast), on the other hand, are some of the most fiercely competitive 

in the US.  Prices on the routes are highly subject to momentary changes in capacity, but given prices are already slashed to 

the bone, they are somewhat stable. Our research indicates that taken as a whole, Hawaiian flies them at cost, which would 

mean other airlines are taking losses. We believe Hawaiian flies these routes to insulate its profitable inter-island network, 

effectively keeping competing airlines from establishing a foothold in Hawaii; furthermore, Hawaiian’s West Coast routes pull 

a high number of passengers into its inter-island network. 

  

Hawaiian’s capex program builds on this foundation, adding incrementally profitable routes in less competitive markets that 

also feed its Neighbor Island segment.  
  

 
 

                                                           
5 http://www.transtats.bts.gov/carriers.asp?pn=1  
6 http://www.sec.gov/Archives/edgar/data/1172222/000110465913041108/a13-10922_4fwp.htm  

http://www.transtats.bts.gov/carriers.asp?pn=1
http://www.sec.gov/Archives/edgar/data/1172222/000110465913041108/a13-10922_4fwp.htm
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China Offers Potential for Long Term Growth 
 

 

One of the biggest opportunities for further growth is China. HA commenced ticket sales for its first flight between mainland 

China and Honolulu on November 26th, 2013, with the route expected to begin service out of Beijing on April 16th, 2014.7    

 

Based on our analysis, this route could result in significant future growth opportunities.  Until this month (January, 2014) 

there were no direct flights from Beijing to Hawaii. Yet, despite this, some 130,000 Chinese visited Hawaii last year, up 20% 

from a year earlier, according to the Hawaii Tourism Authority.8  More broadly, there were only 3 flights per week between 

the PRC and Hawaii, operated by China Eastern and coming out of Shanghai.  In contrast, there are 18 flights daily between 

Japan and Hawaii.  

 

Air China commenced a Beijing to Hawaii route on January 14, 2014.  According to a Wall Street Journal article, Air China 

officials say they see plenty of demand for the new route. He Zhigang, managing director of Air China’s marketing 

department, “We are really optimistic about the flights and we believe the load factor can reach more than 80% this year.”9 

 

According to HA CEO Mark Dunkerley (via USA China Daily), “Hawaiian Airlines is interested in going to many cities in China, 

and its network will expand if traffic from Beijing is encouraging… If those encouraging numbers emerge, however, the first 

thing the carrier will do is add more flights onto the Beijing-Honolulu route.” 

 

We also believe that HA will be a choice carrier as we believe it offers a premium product to both Air China and China 

Eastern.   HA consistently wins awards for service, quality and on time performance.10 Recent initiatives include providing all 

passengers with iPad minis to offer movies, games and other entertainment. 11   
 

 

Dramatically Undervalued, Heavily Shorted, and Just Plain Unloved 
 

HA’s valuation appears completely dislodged from the strength of its business. HA stock is cheaper than every single domestic 

airline on every relevant trailing and forward metric and is one of the cheapest in the world. 

 

 

                                                           
7 http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1880374&highlight= 
8 http://blogs.wsj.com/chinarealtime/2014/01/22/chinese-tourists-say-aloha-to-hawaii/ 
9 Ibid. 
10 http://www.hawaiianairlines.com/aboutus/pages/awards-and-recognition.aspx 
11 http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1850533&highlight= 

http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1880374&highlight=
http://blogs.wsj.com/chinarealtime/2014/01/22/chinese-tourists-say-aloha-to-hawaii/
http://www.hawaiianairlines.com/aboutus/pages/awards-and-recognition.aspx
http://investor.hawaiianairlines.com/phoenix.zhtml?c=82818&p=irol-newsArticle&ID=1850533&highlight=
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Its stock is the 4th most highly shorted of all domestic carriers’ and its shares have lagged airline peers in price performance. 
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Even sell-side analysts have a hard time liking the equity, with 6 of the 9 who cover it having it at either Neutral (3) or Sell (3).   

We believe market participants are missing the forest for the trees. Having been lulled to sleep in the midst of HA’s multi-year 

capex program, they assume the current financials represent the company's future, and value it in accordance with its current, 

depressed multiple. As a group, they inherently assume there will be no multiple expansion, which of course will take place 

when its economics are reflected by its financials – i.e., when it’s too late. To our knowledge, every sell-side analyst that covers 

the company makes projections that span only the next 2 years, through 2015. Their models give no consideration to 2016, 

when HA’s routes will by and large have matured, and HA is likely to reap peak reward from the hundreds of millions of dollars 

of capital it invested toward growth. 

 

 

Valuation 
 

In 2016, HA will have completed its transformative capex program and the majority its new routes will have matured. As such, 

we base our valuation on its 2016E financials, which are more reflective of the steady-state economics of its business.  

Hawaiian trades at 3.4x our 2016E adjusted EBITDAR of $683m.  With airlines typically trading at 5x - 7x forward Adjusted 

EV/EBITDAR, HA is severely under-appreciated. The current valuation fails to reflect the attractiveness of its steady-state 

economics and defensibility its competitive position.  

At 5x our 2016 EBITDAR estimate, Hawaiian stock has an intrinsic value today of $20 per share, >97% above current 

trading levels. With several near and intermediate-term catalysts likely to drive the convergence of stock price to intrinsic 

worth, at current levels HA equity represents a uniquely compelling opportunity.  
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Our valuation gives HA credit only for its 2016E excess cash balance, based on the assumption that cash in the amount of 

15% of revenue is necessary for working capital purposes.12 On the other hand, Wall Street airline analysts’ valuation 

computations, by convention, give companies the benefit of their entire cash balances. If we were to value HA on this 

basis, our estimate of intrinsic value increases to $26.25, for upside of >155% from the current market price.  

Pro Forma Operating Metrics 
 

Our base case assumes ASM growth in line with management guidance.  Specifically, we assume 5.5% 2014E ASM growth, 

which is at the midpoint of the most recently guided range (4%-7%).  From 2015 through 2016 ASM growth decelerates as 

international routes mature. Our conservative assumptions include a constant load factor and modest yield growth. 

 

Fuel Prices as a Macro Tailwind 
  

In addition, we model a slight increase in fuel expense in 2014 to 318 cents/gallon, and flat-line our fuel expense estimate for 

2015 and 2016 at 320 cents in accordance with Wall Street consensus estimates. Economists are forecasting US and global 

GDP growth of 2.8% and 3.6%.13 While historically GDP growth has driven both increasing demand for air travel and rising jet 

fuel prices, increased global oil supply from US shale production has weighed on prices and disrupted this relationship.  We 

have already seen the effects of this in 2013, with increased travel demand resulting in many airlines reporting significant 

growth in net income and net margins.  We note that HA does hedge its fuel price risk, but on a rolling basis, resulting in some 

uncertainty as to what realized fuel cost will be.   

                                                           
12 http://phx.corporate-ir.net/External.File?item=UGFyZW50SUQ9MjA4MjM3fENoaWxkSUQ9LTF8VHlwZT0z&t=1  
13 Source: Goldman Sachs 

http://phx.corporate-ir.net/External.File?item=UGFyZW50SUQ9MjA4MjM3fENoaWxkSUQ9LTF8VHlwZT0z&t=1
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Appendix A – Airline Glossary 
 

ASM - Available Seat Miles – one airplane seat flying one mile, ASM is a measure of capacity which is calculated by multiplying 

the total number of seats available for transporting passengers by the total number of miles flown during a reporting period. 

 

CASM – (Operating) Cost per Available Seat Mile - the amount of operating cost incurred per available seat mile during a 

reporting period. Also referred to as unit cost. 

 

CASM Ex-Fuel – the amount of operating cost incurred per available seat mile during a reporting period, excluding aircraft 

fuel expense. 

 

EBITDAR – a measure of the airline’s cash pre-tax earnings. EBITDAR is calculated by adding pretax income plus net interest 

expense plus depreciation and amortization plus rental expense. 

 

Enterprise Value – calculated by adding market value of equity plus preferred equity at liquidation value plus minority interest 

plus long-term debt plus capital leases plus operating leases (capitalized at 7x) and subtracting out cash and marketable 

securities. 

 

Passenger Load Factor – a measure of aircraft utilization which is calculated by dividing RPMs by ASMs for a reporting period. 

 

Passenger Mile Yield - amount of passenger revenue earned per revenue passenger mile during a reporting period. 

 

Passenger Revenue per ASM - The amount of passenger revenue earned per ASM during a reporting period.  Passenger RASM 

is also referred to as 'Passenger Unit Revenue'. 

 

RASM – (Operating) Revenue per Available Seat Mile - The amount of operating revenue earned per available seat mile 

during a reporting period, also referred to as unit revenue. 

 

RPM – Revenue Passenger Mile - One revenue-paying passenger transported one mile. RPMs are calculated by multiplying 

the number of revenue passengers by the number of miles they are flown for the reporting period. 
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Legal Disclaimer 
 

This research report expresses our research opinions, which we have based upon certain facts, all of which are based upon publicly 

available information, and all of which are set out in this research report.  Any investment involves substantial risks, including complete 

loss of capital.  Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations of the maximum possible 

loss or gain. Any information contained in this report may include forward looking statements, expectations, and projections.  You should 

assume these types of statements, expectations, and projections may turn out to be incorrect for reasons beyond Prescience Investment 

Group LLC’s control.  This is not investment advice nor should it be construed as such. Use of Prescience Investment Group LLC’s research 

is at your own risk.  You should do your own research and due diligence before making any investment decision with respect to securities 

covered herein. 

 

You should assume that as of the publication date of any report or letter, Prescience Investment Group LLC (possibly along with or 

through our members, partners, affiliates, employees, and/or consultants) along with our clients and/or investors has a long position 

in all stocks (and/or are short puts/long call options of the stock) covered herein, including without limitation Hawaiian Holdings Inc 

(“HA”), and therefore stands to realize significant gains in the event that the price of its stock rises. Following publication of any report 

or letter, we intend to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time 

hereafter regardless of our initial recommendation.  

 

This is not an offer to sell or a solicitation of an offer to buy any security, nor shall any security be offered or sold to any person, in any 

jurisdiction in which such offer would be unlawful under the securities laws of such jurisdiction.  Prescience Investment Group LLC is not 

registered as an investment advisor. 

 

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to 

state material facts necessary to make the statements herein not misleading, and all information has been obtained from public sources 

we believe to be accurate and reliable, and who are not insiders or connected persons of the stock covered herein or who may otherwise 

owe any fiduciary duty or duty of confidentiality to the issuer, or to any other person or entity that was breached by the transmission of 

information to Prescience Investment Group LLC.  However, Prescience Investment Group LLC recognizes that there may be non-public 

information in the possession of Hawaiian Holdings Inc or other insiders of Hawaiian Holdings Inc that has not been publicly disclosed by 

Hawaiian Holdings Inc.  Therefore, such information contained herein is presented “as is,” without warranty of any kind – whether express 

or implied.  Prescience Investment Group LLC makes no other representations, express or implied, as to the accuracy, timeliness, or 

completeness of any such information or with regard to the results to be obtained from its use.      
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