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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Long Idea: Allegiant Travel Company (ALGT) 
The search for quality stocks only gets harder as companies use a growing array of tricks to deceive investors. 
Our research has always focused on cutting through the noise. We focus on gathering quantifiable facts to 
identity good risk/reward opportunities for clients. This week’s Long Idea, Allegiant Travel Company (ALGT: 
$185/share) has shown consistent profit growth throughout its history. It also has a unique business model that 
provides competitive advantages that its stock price does not reflect.  

A Long-Term History of Profit Growth 

Allegiant Travel Company finds itself on this month’s Most Attractive Stocks list in part because of its consistent 
profit growth. Allegiant has grown after-tax profit (NOPAT) by an impressive 34% compounded annually since 
2006. 

Figure 1: Strong Business Getting Stronger 
 
 

 

Sources: New Constructs, LLC and company filings 

With a top quintile return on invested capital (ROIC) of 27%, Allegiant’s unique business model, catering to 
leisure travelers in underserved locales, has been executed with excellent efficiency. ROIC was just 11% in 
2006. NOPAT margins have improved to 16% on a trailing-twelve-month basis, up from 5% in 2006.  

Serving A Niche Market Has Lead To Superior Profitability 

Allegiant has built a strong business with a strategy that fills the gaps in the large airline companies’ offerings. 
Allegiant focuses on leisure travelers, not business, and only flies non-stop from locations where the company 
has little competition on its routes. As Figure 2 shows, with its 27% ROIC, Allegiant operates in this market more 
profitability than its larger competitors who are more focused on high frequency routes to large cities. In fact, 
Allegiant’s 27% ROIC is the highest, by a wide margin, of all 13 airline companies under coverage. 
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Figure 2: Allegiant’s Profitability Is Top In Its Industry 
 

Company Ticker 
Return On Invested 

Capital 

Allegiant Travel Company ALGT 27% 

United Continental UAL 15% 

American Airlines AAL 15% 

Southwest Airlines LUV 14% 

Delta Air Lines DAL 9% 
 

Sources: New Constructs, LLC and company filings.  

Bear Concerns Are Unjustified 

A common fear among small airlines is that the larger competitors will eventually squeeze them out of business 
with pricing tactics. As a result of this fear, many investors are weary of Allegiant’s ability to continue operating 
as successfully as they have done in the past. This fear is certainly true of traditional small airlines that compete 
directly with the mainline providers; however, Allegiant’s business model affords it a competitive advantage that 
changes this narrative. By serving underserved and small cities, Allegiant faced mainline competition on only 24 
of their 229 routes in 2014. The locations Allegiant serves would be unprofitable for larger competitors with their 
larger planes that would incur greater operating costs.  

Additionally, Allegiant’s scheduling flexibility is something that other airlines cannot afford to offer. Allegiant 
regularly has days where no planes are used in a particular location, while other days of the week every single 
plane in the fleet is in operation. This flexibility allows Allegiant to maximize the revenue per seat and only fly 
when demand is expected to be strongest, unlike large competitors who often fly a set schedule regardless of 
demand.  

Another bear concern revolves around claims that Allegiant’s aircraft are poorly maintained and less safe. This 
was a major claim made by Teamsters, an airline union, amidst threats of a pilots strike. Allegiant responded to 
the claims as simply scare tactics. It appears Allegiant has a point. Per AirlineRatings.com, Allegiant holds a 
safety rating of 5/7 stars, equal to that of competitors Southwest, Spirit Airlines, and Frontier. It would appear 
Allegiant’s safety rating should not provide more fuel for bears’ fire. 

Share Price Is Significantly Undervalued 

Despite the strength of Allegiant’s business, the stock is down over 17% in the last three months. This price 
decline has created a great buying opportunity. At its current price of $185/share, Allegiant has a price to 
economic book value (PEBV) ratio of 1.2. This ratio means that the market expects Allegiant to grow its NOPAT 
by only 20% for the remainder of its corporate life. This expectation seems to overlook the fact that Allegiant has 
grown NOPAT by 34% compounded annually since 2006.  

If Allegiant can grow NOPAT by just 11% compounded annually for the next decade, the stock is worth 
$257/share today – a 39% upside. 

Share Buybacks and Dividend Provide Quality Yield 

Allegiant’s current $100 million stock repurchase plan, which was approved in July 2015, has $62 million 
remaining as of 3Q15. This authorization has been continually increased as Allegiant has exhausted it in 
previous years. In fact, Allegiant repurchased $139 million in 2014 (a yield of 5.1% based on market cap at end 
of 2014) and has repurchased $119 million (a yield of 3.7%) year-to-date. If the company maintains $120 million 
per year in share repurchases, it offers investors a 4.4% yield when combined with Allegiant’s dividend, not 
including special dividends. 

Improving Economy Will Spur Earnings Beat 

Continued economic improvement could spur Allegiant to new highs. Because it operates as a leisure airline, it is 
dependent upon a strong consumer to continue growing profits. As we have seen lately, the economy continues 
its slowly trek upwards, unemployment continues moving downward, and consumer confidence remains near its 
highest level in almost two years. These factors all add up to the potential for increased airline usage, and with 
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prudent management of its service routes, Allegiant could be in store for a earnings beat in the near term, as well 
as long-term continued profit growth.  

Another catalyst unrelated to a strong consumer could be the settlement or agreement between Allegiant and its 
pilots union. Either of these options could send shares higher.  

Insider Trends/ Short Sales Raise No Red Flags 

Over the past 12 months, insiders have purchased ~13,000 shares and sold ~47,000 shares for a net effect of 
~34,000 insider shares sold. This amount represents less than 1% of shares outstanding. Additionally, short 
interest sits at just ~700,000, or just above 4% of shares outstanding. 

Executive Compensation Passes The Test 

Allegiant Travel’s executive compensation could be improved by focusing on ROIC, which better measures 
shareholder value creation. In its current form, Allegiant’s executive compensation plan awards executives equity 
and cash bonuses only if operating income exceeds 5% of revenue. In the event awards are given, the total 
bonus pool will not exceed 10% of operating income. Besides operating income targets, the executive 
compensation is at the discretion of the compensation committee. While this means manipulated metrics such as 
EPS are not used, we would still prefer more objective measures, such as ROIC, to determine executive 
compensation.  

Impact of Footnotes Adjustments and Forensic Accounting 

We have made several adjustments to Allegiant’s 2014 10-K. The adjustments are: 

Income Statement: we made $114 million adjustments with a net effect of removing $52 million (4% of revenue) 
of non-operating expenses. We removed $31 million in non-operating income and $83 million in non-operating 
expenses. 

Balance Sheet: we made $581 million of balance sheet adjustments to calculate invested capital with a net 
decrease of $341 million. The largest adjustment made was the removal of $93 million due to midyear 
acquisitions. This adjustment represented 11% of reported net assets. 

Valuation: we made $1 billion of shareholder value adjustments with a net decrease of $313 million. The most 
notable adjustment to shareholder value was the removal of $624 million related to the fair value of total debt. 
This adjustment represents 20% of Allegiant’s market cap. 

Attractive Funds That Hold ALGT 

The following funds receive our Attractive-or-better rating and allocate significantly to Allegiant. 

1. US Global Jets ETF (JETS)– 4.6% allocation and Very Attractive rating 

2. Calvert Impact Small Cap Fund (CSCYX) – 3.3% allocation and Attractive rating 

3. Fidelity Select Air Transportation Portfolio (FSAIX) –3.2% allocation and Attractive rating. 

Disclosure: David Trainer and Blaine Skaggs receive no compensation to write about any specific stock, style, or 
theme. 
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New Constructs® – Profile 

How New Constructs Creates Value for Clients 

We find it. You benefit. Cutting-edge technology enables us to scale our forensic accounting 
expertise across 3000+ stocks. We shine a light in the dark corners of SEC filings so our clients 
can make safer, more informed decisions. 

Our stock rating methodology instantly informs you of the quality of the business and the fairness of 
the stock’s valuation. We do the diligence on earnings quality and valuation so you don’t have to. 

 
In-depth risk/reward analysis underpins our ratings. Our rating methodology grades every stock, ETF, 

and mutual fund according to what we believe are the 5 most important criteria for assessing the 
quality of an equity. Each grade reflects the balance of potential risk and reward of buying that 
equity. Our analysis results in the 5 ratings described below. Very Attractive and 
Attractive correspond to a "Buy" rating, Very Dangerous and Dangerous correspond to a "Sell" 
rating, while Neutral corresponds to a "Hold" rating. 

 
QUESTION: Why shouldn’t fund research be as good as stock research? Why should fund investors 

rely on backward-looking price trends? 
ANSWER: They should not. 
 
Don’t judge a fund by its cover. Take a look inside at its holdings and understand the quality of 

earnings and valuation of the stocks it holds. We enable you to choose the best fund based on its 
stock-picking merits so you do not have to rely solely on backward-looking technical metrics.  

 
 The drivers of our forward-looking fund ratings are Portfolio Management (i.e. the aggregated ratings 

of its holdings) and Total Annual Costs. The Total Annual Costs Rating (details here) captures the 
all-in cost of being in a fund over a 3-year holding period, the average period for all fund investors. 

 
Our Philosophy About Research 

Accounting data is not designed for equity investors, but for debt investors. Accounting data must be 
translated into economic earnings to understand the profitability and valuation relevant to equity 
investors. Respected investors (e.g. Adam Smith, Warren Buffett and Ben Graham) have repeatedly 
emphasized that accounting results should not be used to value stocks. Economic earnings are what 
matter because they are: 
 

1. Based on the complete set of financial information available. 
2. Standard for all companies. 
3. A more accurate representation of the true underlying cash flows of the business. 

 

Additional Information 

Incorporated in July 2002, New Constructs is an independent publisher of investment research that 
provides clients with consulting and research services. We specialize in quality-of-earnings, forensic 
accounting and discounted cash flow valuation analyses for all U.S. public companies. We translate 
accounting data from 10Ks into economic financial statements, i.e. NOPAT, Invested Capital, and 
WACC, to create economic earnings models, which are necessary to understand the true profitability 
and valuation of companies. Visit the Free Archive to download samples of our research. New 
Constructs is a BBB accredited business and a member of the Investorside Research Association. 
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no 
management ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any 
New Constructs’ affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not 
perform any investment or merchant banking functions and does not operate a trading desk.  
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any 
trading whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the 
company are bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was 
under consideration for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New 
Constructs issues a report on that security. 
New Constructs is affiliated with Novo Capital Management, LLC, the general partner of a hedge fund. At any particular time, New 
Constructs’ research recommendations may not coincide with the hedge fund’s holdings. However, in no event will the hedge fund receive 
any research information or recommendations in advance of the information that New Constructs provides to its other clients. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this 
report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any 
such investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to 
results that may be obtained from the information presented in this report. Past performance should not be taken as an indication or 
guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information 
and opinions contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change 
without notice. New Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different 
conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of 
the analysts who prepared them and New Constructs is under no obligation to insure that such other reports are brought to the attention of 
any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to 
making any investment decision or for any necessary explanation of its contents.  
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered 
in any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All 
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New 
Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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