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Abstract  

 

                                 This Equity Research report aims to provide 

investors with a comprehensive 

understanding of Delta Air Lines 

(DAL:NYSE), including its business model, 

strategic positioning, and outlook for the 

foreseeable future. The analysis incorporates 

a thorough examination of industry 

dynamics—past, present, and future—and 

Delta’s positioning within this landscape. 

Additionally, the report explores the 

company’s key value drivers and presents 

projections for these determinants. A 

valuation was conducted to derive an 

informed investment recommendation for the 

company’s stock. 
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                                 Airline Industry Overview 

In 2023, the global market size of the airline industry was valued at approximately 

$762.8 billion, reflecting a 5% increase from the previous year. Currently, the 

industry contribution to the global GDP is approximately $3.5 trillion (3.9%), ranking 

as the 17th largest economy in the world. Despite its scale, the sector faces 

significant competitive pressures and risks that can significantly affect the 

performance of its companies. The airline industry is capital-intensive, requiring 

significant long-term commitments and substantial investments. These factors 

create high barriers to entry and exit, resulting in a well-structured but restricted 

market. Moreover, the sector's reliance on three key suppliers – fuel, aircraft, and 

labor – adds additional layers of complexity. Fuel prices are heavily influenced by 

global market fluctuations, while aircraft supply is controlled by two dominant 

manufacturers, Airbus and Boeing. Labor is another critical component, with 

unions often challenging companies with political demands.   

Advancements in distribution systems and online ticketing have made it easier for 

customers to compare schedules and fares, fostering more diversified and cost-

conscious decisions while intensifying competition among airlines. Although 

different airlines may offer distinct services, passengers are increasingly guided by 

price rather than loyalty, as shared platforms facilitate easy price comparisons. 

Moreover, within the transportation industry, alternatives to air travel, such as cars, 

trains, and water transport, are always available. This dynamic has a stronger 

impact on regional travel, where alternatives are more competitive, but less so in 

international travel, where air travel is generally irreplaceable.   

Crucially, airlines are highly susceptible to external factors and global disruptions, 

which can significantly impact their stability. Therefore, to gain a comprehensive 

understanding of the industry's performance, it is essential to analyze pre-

pandemic years, to derive valuable insights and establish a benchmark for 

understanding the industry’s financial stability.  

 Before Crisis: Pre-Pandemic Strong Performance 

Between 2017 and 2019, the aviation industry experienced continuous growth, 

benefiting from global GDP expansion, an increasing middle class, the rise of e-

commerce, and the expansion of low-cost carriers. Passenger demand, measured 

by Revenue Passenger Kilometres (RPK), grew at an average annual rate of 6.4%, 

while Available Seat Kilometres (ASK) increased by 5.3%, reflecting the industry's 

strategic capacity growth. Passenger load factors (PLF) reached an all-time high 

of 82.6% in 2019, as a result of airlines effectively managing their fleet, planning 

routes strategically, and optimizing ticket pricing to align with demand. However, 

2019 marked the first year since the global financial crisis in which passenger 

Exhibit 20: Contribution to annual RPK 
growth (2010-2019) 

 

Source: IATA Economics 

Exhibit 18: Aviation-Related Activity as a 
Percentage of GDP (2018-2023) 

Source: Federal Aviation Administration - Aviation 
Economic Impact Report 

Exhibit 19: Key Concepts 

Source: Delta’s Annual Report 

RPM/RPK: Revenue Passenger Mile/Kilometre, a 
metric of to traffic; calculated as the number of 
revenue passengers during a period multiplied by 
the number of miles/Kilometres flown by those 
passengers; ASM/ASK: Available Seat 
Mile/Kilometre, a metric of capacity calculated as 
the total number of seats available for transporting 
passengers during a period multiplied by the total of 

miles/Kilometre flown; PRASM: Passenger Revenue 
per ASM, passenger revenue per ASM; RASM: 
Airline's total revenue per ASM: Passenger Mile 
Yield: Passenger revenue earned by RPM; Load 
Factor Factor: calculated by dividing RPM's by ASM; 
RPK: Revenue Passenger Kilometres, a measure of 
the volume of passenger carried by an airline; FTK: 
Freight Tonne Kilometres, a measure of the volume 
of cargo carried by an airline. CTK: Cargo Tone 
Kilometres, tonnage of freight carried by the 
distance flown. 



demand growth slowed to 4.2% (Exhibit 20), below the historical long-term growth 

rate of 5.5%. This deceleration was driven by weaker global economic conditions, 

a stabilization of demand following years of rapid expansion, and geopolitical 

tensions such as the U.S.-China trade war and Brexit uncertainty. Airlines felt the 

repercussions of the decrease in demand, rising fuel prices, and increasing 

operating costs on their financial performance, with global net profits declining from 

$38 billion in 2017 to $25.9 billion in 2019. As the industry entered 2020, there was 

cautious optimism despite the challenges faced in 2019. Passenger numbers were 

expected to grow by 4%, with total revenues projected to reach $908 billion. 

Airlines anticipated continued growth in RPKs, by 4.8%, supported by a growing 

middle class in emerging markets, particularly in Asia-Pacific. The industry planned 

for a 4.7% rise in ASKs to sustain capacity expansion while maintaining a global 

load factor of 82%. Airlines extend their operations beyond passenger 

transportation, utilizing the spare capacity of their aircraft for an additional revenue 

stream: air cargo. In 2019, this sector faced a 3.5% decline in Freight Tonne 

Kilometres (FTKs), as a consequence of the challenges in the global trade 

environment. However, air cargo industry forecasts for 2020 projected a modest 

recovery, with a 2% growth expected to reverse the downturn from the previous 

year. 

Crisis Recovery: Growth and Rising Challenges 

These projections were completely overturned by the COVID-19 pandemic, which 

caused unprecedented disruptions in global air travel, with 2020 revenues 

plummeting by 60% and passenger numbers falling by 65.9%. Many airlines faced 

liquidity problems, forcing government interventions. While the industry is on its 

recovery path, significant economic changes remain. The industry has been 

steadily recovering and has finally made a strong comeback. Passenger numbers 

almost reached pre-pandemic levels, finishing 2023 just 3% below the 2019 peak. 

Even more notably, passenger revenues reached new highs for the first time in 

four years. Moreover, in 2024, advanced economies, including North America and 

Europe, are expected to grow at a modest rate of 1.5-2.0%, as inflationary 

pressures and tight monetary policies slow growth. Emerging markets, particularly 

China and India are expected to drive global economic expansion, with a 5% and 

6.7% growth, respectively.  

One of the biggest challenges facing the global economy continues to be the high 

inflation. Its surge, which began in 2021 (Exhibit 21) due to supply chain disruptions 

and energy price spikes, was further exacerbated by housing shortages, 

government budget deficits, along with fiscal stimulus provided by governments to 

mitigate the economic impact of the COVID-19 pandemic. These combined factors 

have sustained elevated inflation levels beyond initial expectations. This 

 

Source: World Bank Group 

Exhibit 21: Core inflation, three-month 
annualized 

 

Exhibit X: Global RPK and FTK growth 
(2000-2020) 

 

 
Exhibit 21: Air Passenger Volumes and 

Latest Trend (2016-2020) 

Source: IATA EconomicsSource: IATA 
Economics 

Exhibit 22: Airline industry net profits and 
EBIT margin (2000-2024F) 

 

Source: IATA Economics 



phenomenon has had significant implications for the airline industry, as higher 

inflation has driven interest rates upward, increasing the burden on an industry that 

relies heavily on debt financing. For instance, in the first quarter of 2024, Air Lease 

Corporation (which leases aircraft to several airlines) reported a 19.8% rise in 

interest payments, reaching $181.6 million, as a direct result of the U.S. Federal 

Reserve’s sustained high interest rates aimed at controlling inflation. In addition, 

commodities like titanium – essential for aircraft parts and widely used in 

maintenance – have experienced significant price escalation, with material costs 

rising by more than 5.5%. Furthermore, pilots, who hold significant power in a 

market already impacted by a shortage of aviators, have advocated for higher 

wages to keep up with inflation. Combined with rising fuel costs, which increased 

by 12.9% in Q1 2024 due to the previously mentioned factors, have placed airlines 

under considerable financial pressure, highlighting the challenging impact of high 

inflation on the industry. 

Despite challenges, at the end of 2024, revenues are expected to reach $996 

billion (37% increase from 2023), surpassing pre-pandemic levels by 119% (Exhibit 

X), while passenger demand is nearing 95-100% of pre-pandemic levels, driven by 

increases in leisure, international, and business travel, with load factors stabilizing 

at pre-pandemic levels (82-84%). Moreover, cargo revenues are expected to 

normalize to 13% of total industry revenue, slightly above the pre-pandemic peak, 

of 12%. Nevertheless, cost pressures, including rising fuel prices, are expected to 

constrain net profit margins to 3.1% in 2024. 

North America is expected to continue leading global profitability in 2024, with US 

airlines forecasted to generate approximately $15 billion in profits, contributing 

around 50% of total industry profits. European airlines are expected to experience 

slower growth, with projected net profits of around $9 billion, partly constrained by 

higher fuel taxes, competition, and the ongoing effects of geopolitical instability, 

particularly the Russia-Ukraine conflict. The Asia-Pacific and Middle East are 

projected to make a bigger comeback, with airlines in these regions expected to 

generate $6 billion in profits, supported by growing middle-class demand and the 

reopening of China to international flights in 2023.  

Costumer Segmentation and Travel Trends 

Passenger segmentation in the airline industry is a strategic approach used to tailor 

services to different types of travellers, ensuring that each segment’s unique needs 

are met. Passengers are typically segmented into business and leisure travellers. 

Before the pandemic, business travellers accounted for 55% of airline revenues, 

with airlines offering flexible booking options, premium seating, loyalty programs, 

and access to airport lounges. Delta Air Lines and United Airlines, for instance, 

provide exclusive corporate travel packages designed to meet the high 

Source: IATA  

Exhibit 24: Projected Net Profit in 2024 
(USD Billion) 

 

Exhibit 23: Passenger and cargo 
revenue, USD billion (2018-2024F) 

 

Source: IATA Economics 

Exhibit 25: Market value of the business 
travel industry Worldwide  

Source: Statista 



expectations of business travellers, who prioritize convenience, flexibility, and time 

efficiency. On the other hand, leisure travellers are more price-sensitive, prioritizing 

value and affordability. Airlines target this segment with budget-friendly fares and 

optional add-ons. Low-cost carriers like Ryanair and EasyJet excel in this space 

by providing low-cost flights while charging for extras like seat selection, baggage, 

and in-flight meals, allowing travellers to customize their experiences based on 

personal preferences.  

In addition to customer segmentation, airlines must carefully analyse industry 

trends to identify those that are essential for maintaining and improving their 

market position. The pandemic and technological advancements have introduced 

new dynamics, creating both opportunities and challenges for the airline industry 

by altering customer preferences and travel behaviour. Among the various shifts, 

we anticipate the following to be the most significant:  

Predictive Analytics in Maintenance. Maintenance is a critical component of the 

cost structure for airlines, and advancements in technologies like machine learning 

(ML) and the Internet of Things (IoT) have driven a growing reliance on predictive 

maintenance. These technologies can analyse data in real time and forecast 

repairs while scheduling maintenance based on projected data. represents a 

transformative tool for the industry, offering the potential to reduce avoidable costs 

and enhance operational efficiency. 

Rise of the Asian Market. The growth of the Asian market has been driven by the 

expanding middle class in Asia, particularly in countries like India, where the middle 

class has grown at a rate of 6.3% annually from 1995 to 2021. As disposable 

income rises, countries such as China and India are expected to play a pivotal role 

in shaping the future of this regional market. India is set to become the third-largest 

aviation market by 2030, with passenger numbers expected to exceed 1.3 billion 

annually by 2040. Meanwhile, China is projected to handle over 1.6 billion 

passengers annually by 2035, driven by robust domestic travel demand and 

ambitious infrastructure projects, such as the development of new airports across 

the country. This presents an opportunity for global airlines, as by expanding their 

footprint in the region, they can capture untapped profits. Establishing partnerships 

with local carriers will be key to accessing this growing market, and airlines must 

adapt and prioritize their services to meet the preferences of Asian travellers, 

enhancing therefore their competitiveness on the market. 

New Era: AI. The past two years have seen a tremendous surge in the use of 

Artificial Intelligence (AI) across industries, including aviation. It has introduced 

numerous opportunities for airlines, particularly in improving operational efficiency. 

For instance, Alaska Airlines has partnered with Airspace Intelligence’s Flyways AI 

platform to optimize flight routes by analysing weather patterns and air traffic. This 

Exhibit 27: GDP, USD Trillion (1960-2023) 
 

Source: World Bank 

Exhibit 26: Leisure tourism spending outlook 

worldwide, in USD Billions (2024-2029) 

Source: Statista 



initiative led to the reduction of over 1.2 million gallons of jet fuel in 2023, equating 

to approximately 11,958 metric tons of CO2 emissions. The industry’s focus on 

passenger satisfaction has also been transformed by AI, with airlines implementing 

AI-powered virtual assistants that are capable of handling up to 80% of routine 

customer inquiries, freeing up human agents to focus on complex tasks and reduce 

costs on labour tasks. Beyond automating processes, AI plays an active role in 

training, through AI simulators that prepare pilots and crew members for real-world 

challenges. 

Digital Acceleration: The Pandemic's Catalyst. The global pandemic 

accelerated the adoption of transformative technologies aimed at creating a 

seamless and hygienic travel experience. Airlines integrated contactless solutions 

such as biometric boarding, self-service kiosks, and mobile check-ins. Additionally, 

there has been a notable increase in investments in Big Data, particularly for health 

screening applications like thermal imaging and digital health documentation 

verification at airports. These technologies also support the goal of personalizing 

the passenger experience by enabling customized travel packages and dynamic 

pricing based on passenger preferences and behaviours. 

Sustainability as a Priority. Environmental awareness has increasingly 

influenced travel decisions in recent years, with 78% of travelers now expressing 

a willingness to pay extra for environmentally friendly travel options. To meet the 

rising demand for sustainable travel, airlines have adopted measures such as 

using Sustainable Aviation Fuel (SAF), offering carbon offset initiatives, and 

modernizing fleets by replacing older aircraft with more fuel-efficient models 

(Exhibit X). These efforts, combined with government regulations, have also driven 

the development of green technologies, such as electric and hydrogen-powered 

aircraft, as long-term solutions for sustainable aviation. 

          Oil Price: Managing its Volatility and Fuel Transition 

 Volatile oil prices remain a critical player in the airline industry, with significant 

fluctuations heavily impact profitability. According to the World Bank, in 2025, oil 

prices are projected to average $75 per barrel, up from $65 in 2024. This increase 

is largely due to disruptions in the global oil supply chain caused by the Russia-

Ukraine war and ongoing tensions in the Middle East (Saudi Arabia and Iran), who 

are major players in the oil production. In addition to ongoing geopolitical tensions, 

the election of Donald Trump could introduce further volatility to oil prices. While 

U.S. oil producers anticipate reduced regulations under his administration, Trump 

has simultaneously vowed to impose stricter sanctions on Iranian and Venezuelan 

barrels. This uncertainty places the airline industry in an even more vulnerable 

position, as fuel costs constitute a large portion of the airlines’ operating expenses, 

expected to represent 31% in 2024, up from 20-25% pre-pandemic. The rise in oil 

Exhibit 29: IATA strategy towards net zero 
CO2 Emissions 

Source: IATA 
  

Exhibit 28: Architecture for airlines 

Source: Microsoft 
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Exhibit 31: Oil Prices and Key Events 

Source: World Bank Group 



prices not only increases operating costs, but also reduces profit margins, 

especially for low-cost carriers that operate on lower margins. To mitigate these 

risks, airlines are increasingly investing in fuel-efficient aircraft and SAF, which is 

waste-derived, renewable, and meets sustainability criteria. However, the adoption 

of SAF remains constrained by limited supply, with Neste currently being its only 

primary large-scale supplier. This limitation makes a complete transition away from 

traditional jet fuel challenging, as SAF costs approximately three times more than 

conventional fuel (Exhibit 32). Nevertheless, airlines and aircraft manufacturers are 

pushing to scale up SAF production to enable mass adoption. The aim is for SAF 

to function as a direct replacement for traditional jet fuel, rather than just a 

supplementary option. In addition, to further manage volatility, many airlines 

employ fuel hedging strategies, through fuel derivatives, including futures 

contracts, options, and fuel swaps. Nevertheless, the overall exposure to rising fuel 

costs remains high.  

Cost pressures have not only intensified the industry’s focus on environmental 

sustainability through traditional fuel alternatives but also driven advancements in 

fleet improvements, with major manufacturers Boeing and Airbus making 

significant efforts to address this challenge. For instance, Boeing’s 787 and 777X 

are 20 to 25% more fuel-efficient than previous models. Alongside the 

development of new, more efficient aircraft, other measures have been 

implemented to tackle environmental concerns, such as CORSIA, which requires 

airlines to offset all CO2 emissions that exceed 2020 levels, starting in 2027. 

Cargo 

Cargo revenue is largely dependent on passenger operations, as a significant 

portion of cargo is carried in the unused capacity of passenger aircraft. To project 

the revenue for this segment, we followed the same geographic breakdown used 

in the Passenger Revenue segment, as cargo capacity is closely tied to the routes 

and frequencies of passenger flights.  

In 2021, Legacy Carriers’ cargo divisions experienced a remarkable growth, of 

18.7%, reaching record breaking revenues. We conclude that this event is mainly 

due to the increase in demand for air freight, fueled by recovery from pandemic-

induced supply chain disruptions and the rapid growth of e-commerce. However, 

by late 2023, all the airlines saw a decrease in demand, by approximately 7%. We 

attribute this drop to the decline in the freight rates, the decreased belly-hold 

capacity1 and the higher competition from maritime shipping (by 6.3%), all of which 

put pressure on yields and profits.  

From 2023 onward, each region's expected CAGR was derived from the Boeing 

 
1 refers to the cargo space located in the lower deck, or "belly" of passenger aircraft.  

Exhibit X: SAF Production and 
Replacement by Scenario 

 

Source: ICAO 

Exhibit 32: SAF Production and 

Replacement by Scenario 
 

Source: ICAO 

Green Dotted Line: Historical CTK considering average growth; Blue 
Line: Actual Historical CTK.                                                                                          
Note: Cargo Tonne Kilometres (CTK), calculated by multiplying the 
tonnage of freight carried by the distance flown.                                                                   
Source: Boeing World Air Cargo Forecast 

 

Exhibit 55: Global Air Cargo Historical 
Resilience 

 



World Air Cargo Forecast, which provides insights into growth trends across the 

global air cargo sector. The expected CAGR of Air Cargo, from 2022 to 2040, for 

the Domestic market is 3.1%, for the Atlantic 2.25%, for the Latin America 2.4% 

and for the Pacific 4.35%. By assigning each region a proportional weight to its 

contribution within the passenger segment, we ensure that our cargo projections 

reflect both the operational reality and geographic footprint of Delta's passenger 

operations. As a result, Delta’s Cargo revenue is projected to grow at a CAGR of 

2.94%, between 2024 and 2029. However, we find it realistic that this growth will 

stabilize in the future, with cargo remaining a steady revenue stream. We anticipate 

that the market will continue to be dominated by airlines that operate exclusively 

as cargo carriers or use freighter-only aircraft without scheduled passenger 

services, as they currently control 90% of the market (Exhibit 57). 

Other 

▪ Ancillary Businesses and Refinery 

This category encompasses revenues from refinery sales to third parties, aircraft 

maintenance services offered to external clients, and Delta’s vacation wholesale 

operations. Within this revenue stream, refinery is, historically, the dominant 

contributor, accounting for approximately 83% of its revenue.  

According to Yahoo, the ancillary business market is expected to grow at a higher 

pace, compared to the refinery market. Its projections indicate that the U.S. 

ancillary market is expected to grow at a 6.1% CAGR over the next five years, 

while the refinery segment is projected to grow at a 5.09%, over the same period. 

We strongly believe that these projections can be applied to Delta’s forecast, given 

the airline’s strategic focus and internal vision for both MRO and refinery segments. 

As we analyze other airlines’ structure, it becomes clear that many are heavily 

dependent on third-party MRO and refinery services. Delta, however, not only 

supports its own operations but also provides aircraft maintenance services to 

other airlines. Given that Delta TechOps is the largest MRO provider in the US and 

Monroe Energy ensures a stable and cost-effective fuel supply, we believe both 

subsidiaries have the potential to match the overall market’s projected CAGR. After 

applying each expected market CAGR to its respective Delta’s sub-segment 

stream, we expect an overall increase in this segment of approximately 5.30%, 

until 2029. However, going forward, we shall adopt a more conservative and 

realistic projection, given the maturity of these markets and respective industry’s 

conditions. While MRO services are expected to grow due to higher outsourcing 

demand, the rate is moderated by market saturation, competition and capacity 

limits. Similarly, the refinery segment faces slower growth due to volatile fuel 

prices, regulatory challenges and, most important, to the shifting on energy 

consumption patterns, with the introduction of sustainable fuel. 

Exhibit 56: Cargo Revenue as % of Total 

Revenue (2024-2029) 
 

 

Source: Author’s Calculations 

Exhibit 58: U.S. Power Ancillary 
Service CAGR (2022-2028) 

 

 

Source: Yahoo Finance 

Exhibit 59: Projected Ancillary 
Businesses and Refinery Revenue 

(2024-2029) 
 

Source: Author’s Calculations 



▪ Loyalty Program 

Delta’s loyalty program runs through the SkyMiles loyalty program, providing value 

to both passengers and to third-party companies through strategic partnerships. 

For passengers, the program offers miles for flights, upgrades, and services, 

incentivizing repeat travel and enhancing customer loyalty. Delta has established 

partnerships, such as American Express, which offers co-branded credit cards that 

allow members to earn miles on everyday purchases. These partnerships generate 

substantial revenue, as third-party companies purchase miles to offer their own 

customers. 

As these revenues are primarily driven by the costumer spending on American 

Express cards (Amex Cards), we established as the main driver influencing the 

revenues in this stream the growth in the number of American Express 

cardholders. For that, we analysed the historical data from Statista, from 2013 to 

2023 (Exhibit 60). Based on the pattern from the past three years (2021 to 2023), 

i.e. the growth average, we assumed that the number of cardholders will continue 

to grow at the same rate of 8% from 2024 to 2029.  

Cost Structure 

Delta’s cost structure of 2023 is illustrated in Exhibit 61.  As one can observe, most 

significant costs are salaries, aircraft fuel and ancillary businesses and refinery, 

accounting for more than half of Delta’s total OPEX (58.13%). This distribution 

highlights the high concentration of Delta's cost structure in a few key areas. 

Following a similar approach as with the revenue projections, we forecasted each 

expense category individually, up to 2029. From that point onwards, we applied a 

linear interpolation until reaching a steady state in 2034, where we assume all cost 

elements will stabilize. 

Salaries constitute a substantial portion of Delta’s operating expenses, especially 

after recent agreements with labor unions. In 2023, they were the largest 

contributor to total operating expenses, accounting for 27.8% of the total. This 

dependence is expected to remain stable, as jobs such as pilots, flight attendants, 

ground crew and maintenance personnel cannot be easily dismissed or replaced. 

A key driver of salary increases in the airline industry is the looming pilot shortage, 

driven by three main factors: i) the high number of mandatory pilot retirements due 

to age, ii) the growing demand for pilots from regional airlines, and iii) the low 

number of qualified candidates applying for airline positions. This imbalance 

between pilots’ supply and demand creates significant challenges for airlines in 

filling vacancies, driving upward pressure on salaries. 

To project salary costs for the upcoming years, we have incorporated the terms of 

the recently negotiated labor agreement between Delta and the pilot’s union: a 

Source: Delta annual report 

Exhibit 61: Delta Cost Structure (2023) 

 

Exhibit 60: Projected Growth in American 

Express Cardholders and Delta Loyalty 
Revenue (2021-2030+) 

 

Source: Author’s Calculations 

Exhibit 62: Delta’s Projected Salary Growth 

vs U.S. Inflation (2024-2029) 
 

Source: Author’s Calculations; Statista 



salary increase of 5% in 2024, followed by a 4% increase in 2025 and 2026. 

Afterwards, until 2029, we have assumed salaries would grow 1% above inflation2 

(Exhibit 62), in line with the company’s belief that this investment will drive better 

performance and reinforce its leadership position in the highly competitive and 

heavily unionized airline industry. Nevertheless, a slowdown in year-over-year 

salary growth is expected, as Delta has one of the lowest levels of unionized labor 

among US airlines, allowing it greater flexibility to manage salary increases as the 

industry continues to recover. 

Aircraft fuel and related taxes, a close second, accounted for 21.07% of total 

operating expenses in 2023. These costs are closely tied to the airline’s flight 

frequency and are driven by fuel prices volatility and inflationary pressures. They 

include Monroe's cost of supplying 75% of the company's fuel needs directly, with 

the remaining 25% sourced from the open market. 

Fuel costs can be decomposed into two primary components: fuel gallons 

consumed and cost per gallon. Fuel costs are one of the largest and most variable 

components of Delta’s total operating expenses, making accurate projections 

crucial but challenging. Over the past three years, Delta’s average fuel cost per 

gallon has averaged $2.73 with a standard deviation of 67%. In comparison, 

American Airlines and United Airlines had higher averages of $2.85 and $2.92 per 

gallon, respectively, each with a standard deviation of 76% each. As shown in 

Exhibit 63, Monroe Energy has successfully achieved its goal by consistently 

maintaining fuel costs below those of the open market, except for the pandemic 

years. Notably, except for 2020, Delta has secured fuel at a lower cost than its 

peers, highlighting a significant competitive advantage (Exhibit 64). However, the 

evolution of Monroe Energy’s gallon costs is not disclosed. Therefore, we applied 

the projected CAGR2023–2032 of 2.71% for the US base oil market3 to the average 

cost per gallon, assuming that Monroe’s gallon cost and the open market cost will 

grow proportionally. By leveraging external market research, we are guaranteeing 

that anticipated changes in the oil market, as well as inflation growth, are 

accurately reflected in our projections. As for the number of gallons consumed, we 

expect them to be in line with the historical consumption (excluding pandemic 

years). However, we expect Delta’s future fuel consumption to shift in response to 

fleet modernization efforts. Delta has been investing heavily in newer, more fuel-

efficient aircraft, a move that is anticipated to reduce fuel gallons consumed by 

2030, up to 25%4 compared to older models. To incorporate this shift into our 

forecasts, we project the expected growth rate of fuel gallon consumption will 

gradually decline by 1% annually. We conclude, therefore, that the overall expense 

 
2 Source: Statista Research Department (2023-2029 Inflation forecasts) 
3 Source: Statista Research Department (2023-2032 SCGR of base oil market forecasts) 
4 Source: Airbus (Global Market Forecasts 2024) 

Exhibit 64: Average Fuel Price per Gallon 

(2018-2023) 

Source: Companies Annual Report 

Exhibit 65: Projected Cost per Gallon (2024-

2029) 

 

Source: Author’s Calculations 
 

Exhibit 66: A350 New Efficiency Levels 

 

Source: Airbus 



will increase at a CAGR of 7.05%, between 2024 to 2029. We believe that, in the 

long run, the cumulative impact of fuel efficiency improvements across the fleet 

and the gradual increase in the use of Sustainable Aviation Fuel will decrease this 

CAGR. Delta plans to gradually replace traditional fuel by SAF, targeting 10% of 

total fuel usage by 2030. Although we anticipate improvements in fuel consumption 

efficiency, one must consider that the process will be gradual, as the SAF price is 

currently around three times higher than traditional fuel. We are confident that this 

premium is unlikely to decrease significantly in the near future, as there is only one 

major supplier, Neste. Forecasting this category's trajectory is complex. 

Nevertheless, we remain optimistic about the potential positive impact on Delta’s 

aircraft fuel expenses, reducing them gradually through reduced aircraft 

purchases, improved fuel efficiency, and SAF integration. 

Lastly, Delta's third-largest expense, Ancillary Businesses and Refinery expenses, 

accounts for 7.94% of total operating expenses and is directly tied to the costs 

associated with each respective segment. Over the last five years, Delta's cost to 

revenue ratio for these segment has ranged between 94% and 99%. To project 

this category’s expenses, we assumed that 97% (historical average) of ancillary 

and refinery revenue is consistently allocated to cover related expenses. As such, 

the growth rate for these expenses will match the growth rate of ancillary and 

refinery revenues, ensuring a direct correlation between the two. Therefore, we 

foresee an increase of 3.2% from 2023 to 2024, followed by a more significant 

annual rise of 5.3% from 2024 to 2029.  

NWC 

Working cash is assumed to be 3.8% of total revenues, as this follows the industry 

norm. Accounts receivable is driven by the historical average of the Average 

Collection Period from 2018 to 2023, excluding the pandemic years as outliers, of 

20.94 days. Moreover, Delta’s inventory is divided into 2 parts: i) Fuel Inventory 

and ii) Expendables Parts and Supplies Inventory. To forecast Fuel Inventory, we 

assumed it would vary in line with changes in fuel consumption, calculated as the 

product between total gallons consumed and the average price per gallon, both 

previously projected in the Aircraft Fuel Expense forecast. Fuel Inventory is, hence, 

projected to grow, from 2024 to 2029, 7%. Regarding Expendables Parts and 

Supplies Inventory, we expect to maintain, from 2024 onwards, the average of the 

Average Holding Period of 10.34, which is greatly below the industry’s average, 

reflecting operational efficiency and optimized supply chain management. The 

average is based on data from 2018 to 2023, excluding the pandemic years as 

outliers. Prepaid expenses are assumed to be driven by total revenues. Since it is 

very uncertain the future evolution of Delta’s equity investments, as it reflects the 

annual valuation of Delta’s investments in other airlines, we assume it will vary 

Exhibit 67: Ancillary Businesses & 

Refinery Revenue and Costs (2024-2029) 
 

Source: Authors’ Calculations 

Source: Delta’s Annual Report 

Exhibit 72: Delta’s Average Collection 
Period (2018-2023) 

 

Source: Delta’s Annual Report 

Exhibit 73: Delta’s Average Holding Period 
(2018-2023) 

 

Source: Companies Annual Report 

Exhibit 74: Delta’s Average Payable Period 
(2018-2023) 

 



according to its past performance, i.e. the average growth observed between 2021 

and 2023, of 14%. Accounts payable are assumed to be driven by the historical 

average of the Average Payable Period from 2018 to 2023, excluding the 

pandemic years as outliers, of 27.73 days. Accrued salaries and related benefits’ 

main driver is the number of employees, outlined in the annual report and further 

predicted by the historical growth average. Finally, air traffic liability and loyalty 

program deferred revenue are projected to remain consistent as fixed percentages 

of Delta's total passenger revenue, approximately 12% and 15%, respectively, 

over the forecasted period. The airline industry operates as a negative working 

capital business, which is not a concern but rather a reflection of the industry’s 

inherent dynamics. As illustrated in Exhibit 75, Delta carries significant liabilities, 

primarily tied to funds received in advance for tickets sold but not yet flown, 

recorded under deferred revenue. Airlines generally receive payments from 

customers faster than they are required to pay their suppliers. Consequently, 

Delta’s Operating Capital has shown a negative and increasing trend in the 

historical years, a pattern expected to continue throughout the forecasted period, 

expected to increase at a CAGR of 11%. 

Total Debt 

In addition to "Debt and Finance Leases," we also classify "Operating Leases" and 

"Fuel Card Obligations" as debt.  

The airline industry is highly capital-intensive, requiring significant funding for 

aircraft acquisitions, often facilitated through leasing options and debt secured by 

aircraft as collateral. When Covid-19 hit, airlines were forced to fully shutdown their 

operational activity, forcing Delta to contract a huge amount of debt to sustain its 

operations, pay salaries and keep the company alive. This led to a significant 

increase of long term debt from 2019 to 2020 of 161%, with D/E ratio rising from 

1.1 to 14.92. Since then, Delta has balanced debt repayment – making more 

frequent payments whenever the opportunity arises – with the financing of new 

aircraft for fleet renewal and operational investments. Acknowledging this 

approach we estimate the total long-term debt by targeting a ratio of 1.2x EBITDAR 

for 2034, which is 2019’s target, applying a linear interpolation that reflects a 

negative CAGR of 1%. We believe that this pre-pandemic benchmark reflects a 

healthy D/E ratio, while acknowledging that restoring such an increase in debt 

takes time. Additionally, we preject debt from operating leases to grow from 2024 

to 2034 at the CAGR2018-2023, of 1.83%. These type of leases are very convenient 

to the airline, as they require lower levels of capital investment. Hence, even 

though we forecast a reduction in the number of newly acquired aircraft going 

forward, we are confident that Delta will continue to favor acquiring new airplanes 

under these agreements, mainly to adjust its fleet size more easily according to 

Exhibit 77: Delta’s Debt Breakdown 

(2023-2029) 

Source: Author’s Calculations 

Exhibit 76: Delta’s D/E Ratio (2018-
2023) 

 

Source: Delta’s Annual Report 

Exhibit 75: Delta’s NWC Breakdown (2023) 

 

 

Source: Delta’s Annual Report | Authors Computations 



fluctuations in demand. Finally, the fuel card obligation is tied to an Amex card, 

which provides a $1.1 billion credit limit, used to purchase jet fuel and crude oil, 

requiring montly payment. Since this credit limit has remained constant since 2020, 

we assume it will continue to follow the same pattern throughout the forecast 

period. As a result, we project total debt to grow at a CAGR of 0.07% over the 

forecast period. This modest growth reflects the offsetting effects of repaying the 

substantial debt incurred during the COVID-19 and incurring new debt required for 

fleet renewal, alongside a reduced overall need for financing due to the extended 

lifespan of the fleet. 

Consolidated Perspective 

To provide a comparative view of Delta's performance against its competitors, we 

examine the company's metrics for 2023, which include revenues of $58,048 

million, an EBITDA margin of 13.54%, and a ROIC of 12.63%. We have selected 

American Airlines and United Airlines as Delta’s main competitors, as they, along 

with Delta, are the primary US Legacy Carriers. In 2023, the total revenues of both 

peers were $52,788 billion for American Airlines and $53,717 billion for United 

Airlines. The EBITDA margin and ROIC were, respectively, 10.02% and 8.7% for 

American Airlines and 13.07% and 12.22% for United Airlines. In the same year, 

Delta outperformed its peers with a profit margin of 7.71%, while American Airlines 

and United Airlines recorded a margin of 0.51% and 4.94%. Important insights 

were derived from Delta’s historical performance, including its leadership position 

in the sector and its competitive advantages, and were incorporated into Delta's 

operating model. By the end of our implicit horizon, we anticipate Delta to achieve 

a total revenue of $88,008 million, an EBITDA margin of 13.8%, and a ROIC of 

16.3%. These projections take into account key factors such as the airline’s 

continued expansion into new international markets, its additional revenue streams 

generated through its subsidiaries, as well as it plans to build a more efficient fleet. 

We are confident that Delta will continue to leverage its subsidiaries to excel its 

performance, explore international alliances, and drive both operational and 

environmental efficiency, positioning the company for a successful transition to the 

final stage of our analysis: Delta's Valuation. 

Multiples 

Delta’s closest peer group – American and United Airlines – was chosen primarily 

due to their comparable revenue scales and operational similarities. Together, 

these three companies represent the leading U.S. legacy carriers, with all of them 

covering similar geographic regions and operating under comparable market 

conditions. To triangulate our results, we leveraged the following multiples: P/E, 

EV/EBIT, EV/EBITDA, and EV/Net Income. The average of the selected multiples 

Exhibit 78: U.S. Legacy Carriers ROIC & 

Profit Margin (2023) 
 

Source: Refinitiv 

Source: Delta’s Annual Report | Authors’ 
Calculations 

Exhibit 79: Delta’s Metrics Comparison 
(2023 vs 2034) 

 

P/E $ 35.75

EV/EBIT $ 57.25

EV/Net Income $ 94.52

EV/EBITDA $ 25.20

Average Price Implied $ 53.18

Upside (Downside) Potential -19.14%

Relative Valuation - Closest Competitors

Source: Authors’ Calculations 

Exhibit 83: Closest Competitors Average 

Price 
 



represents an implied share price of $53.18 (Exhibit 83), indicating a potential 

downside of 19.14% compared to the current listed price. However, it is important 

to recognize that no company is perfectly comparable to another. As highlighted in 

previous sections, Delta holds distinct competitive advantages over its peers, 

consistently being the top performer within the industry, making it more challenging 

to accurately value the company using peer-based multiples alone. To address 

this, we calculated the third quartile for the same multiples and peer group, 

resulting in a share price of $67.58. Therefore, based on the relative valuation, we 

recommend a Hold position, as the third quartile share price implies a potential 

upside of only 2.75%. 

Sensitivity Analysis 

Given that our model relies on various assumptions, we performed a sensitivity 

analysis to evaluate the impact of changes in key model inputs on the resulting 

output, in this case, Delta’s share price and Enterprise Value. Specifically, we 

performed a sensitivity analysis on the WACC and Terminal Growth Rate (TGR). 

Our base case assumptions for WACC and TGR were 7.26% and 1.06%, 

respectively, yielding a share price estimate of $76.10. As seen in Exhibit 85, the 

share price is notably more sensitive to changes in WACC than to changes in the 

TGR. Specifically, holding the TGR constant, a 0.25% increase in WACC reduces 

the EV to $78,384 and, consequently, the share price to $70.64. Conversely, a 

0.25% decrease in the TGR, with the WACC held constant, would decrease the 

EV to $79,670 and the share price would drop to $72.63. 

Exhibit 85. Impact in Delta’s Stock Price and EV with Changes in the TGR and WACC 
(Sources: Author’s Calculations) 
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Notably, the sensitivity is positively skewed, meaning that increases in WACC are 

more likely to lead to a higher share price compared to a scenario where the WACC 

decreases by the same value. Although this effect is more expressive with WACC 

fluctuations, the share price exhibits a similar asymmetrical sensitivity to changes 

in TGR, albeit to a lesser extent.  
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Scenario Analysis 

In our projections, we carefully account for the impact of inflation, as Delta's 

profitability is closely tied to fluctuations in inflation levels. In light of the recent U.S. 

election results and the potential shifts in economic policy, we conducted an 

analysis to assess how changes in inflation rates could impact our current demand, 

through an Optimistic and a Pessimistic Scenario. These scenarios extend to 2029, 

as this analysis reflects the impact of the new election outcomes, with the 

presidential term ending that year. Afterward, we assume that, similar to our 

baseline scenario, growth will converge to our target terminal rate, regardless of 

the 2029 outcome. Assuming that prices will increase at the same rate as inflation, 

we evaluated the price elasticity of demand (PED). Elasticity estimates5 differ from 

short-haul and long-haul flights, as well as between leisure and business flights. 

Specifically, a 1% increase in ticket prices is expected to reduce demand by -0.7 

and -0.27 for short-haul and long-haul flights, respectively, and -1.52 and -1.04 for 

leisure and business flights, respectively. To fairly adjust these elasticities to 

Delta’s operating model, we applied a weighted average, considering that in 2023, 

87.9% of Delta’s flights were short-haul, while 12.1% were long-haul, with a 50/50 

distribution between business and leisure travelers. As a result, Delta’s PED is 

1.06%. 

Pessimistic Scenario: For a negative outlook, we project an inflation rate 2% 

higher than the current U.S. inflation rate of 2.6% by the end of our explicit horizon, 

in 2029. Using linear interpolation, inflation is expected to rise by 0.4% annually, 

leading to a proportional 0.41% decrease in demand each year. Consequently, 

Delta’s revenues will grow at a CAGR of 3.9%, reaching $74,906 million by 2029, 

compared to the CAGR of 4.29% and $76,427 million in revenues in the base 

scenario. Operating costs are assumed to represent the same percentage of total 

revenues as they do in the baseline scenario. As a result, they are expected to 

increase at a CAGR of 3.09%, slightly lower than the 3.43% increase in the 

baseline scenario. Similarly, D&A, CapEx, and NWC adjustments reflect this 

inflationary effect, resulting in a lower CAGR for FCF from 2025 to 2029, dropping 

from 3.31% to 1.56%. Moreover, Delta’s cost of capital metrics are expected to 

worsen, leading to a higher post-tax WACC of 7.6% and a slightly lower terminal 

growth rate of 1.06%. Under this scenario, the EV drops to $65,174 million (vs 

baseline scenario EV of $81,909 million) and the target share price to $52.93 

(Exhibit 87), a 30.45% decrease from the current share price. 

Optimistic Scenario: In a more successful scenario, we assume inflation will 

decrease to the FED's target rate by 2029, which will result in a 0.13% increase in 

demand compared to the base case. Consequently, Delta’s revenue is projected 

 
5 Source: Gillen, Air travel demand elasticities: Concepts, issues and measurement, 2002  

Exhibit 86: Inflation Projection by 
Scenario (2024-2029) 

 

Source: Authors’ Calculations 

Exhibit 87: Pessimistic Scenario Target 
Price  

 Discounted FCF $ 21,387.30

Terminal Value $ 45,569.87

Enterprise Value 66,957.17          

Net Debt ($ 32,800.98)

Equity Value $ 31,156.19

Number of Outstanding shares 645,281,221      

Price Target FY 2025 $ 52.93

Upside (Downside) -30.45%

Source: Authors’ Calculations 



to be 4.4%, with revenues expected to reach $76,888 million by 2029. Like the 

baseline scenario, operating costs are assumed to represent the same percentage 

of total revenues. As a result, they are expected to increase at a higher a CAGR 

of 3.54%, throughout the same period. Once again, Delta's D&A, CapEx and NWC 

will be adjusted to the antecipated decrease in inflation, leading to an overall 

increase in Delta's FCF, which is projected to grow at a CAGR of 3.44% from 2025 

to 2029. Under this scenario, with a lower WACC of 6.92%, the expected EV is 

$90,368 million (Exhibit 88), and the target share price is $89.21, reflecting a 

17.23% increase from the current stock price. 

From our understanding, predicting which scenario will prevail is challenging. While 

President Trump’s pro-business policies, tax cuts, and focus on energy 

independence could drive growth and stabilize inflation, his protectionist stance 

may cause deregulation, trade disruptions, and rising debt, leading to instability 

and inflationary pressures. Based on our external market predictions, such as the 

aforementioned one from Statista, and historical US inflation, we believe it is more 

likely that inflation will decrease rather than increase. Therefore, we assign a 5% 

probability to the pessimistic scenario and a 10% probability to the optimistic 

scenario. 

              

 

 

 

 

 

 

 

 

 

Exhibit 88: Optimistic Scenario Target 
Price  

 Discounted FCF $ 24,675.81

Terminal Value $ 65,692.14

Enterprise Value $ 90,367.95

Net Debt ($ 32,800.98)

Equity Value $ 57,566.97

Number of Outstanding shares 645,281,221      

Price Target FY 2025 $ 89.21

Upside (Downside) 17.23%

Source: Authors’ Calculations 



Appendix 

Income Statement: 2018 – 2029 – Historical Data & Explicit 

Horizon 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  



Income Statement: 2030 – 2034 – Implicit Horizon 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  



Passenger Revenue Breakdown by Geographic Region 
2018 – 2029 
 
 
 
 
 
 
 
 
 
 
 
 
 
Balance Sheet: 2018 – 2029 – Historical Data & Explicit 
Horizon 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Balance Sheet: 2030 – 2034 – Implicit Horizon 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 



Free Cash Flow: 2018 – 2029 – Historical Data and Explicit 
Horizon 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  



Free Cash Flow: 2030 – 2034 – Implicit Horizon 
 
  



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



  



 


