Why We Bought ACAI

Purchase data:  64 shares purchased January 30, 2002 @$11/share
Discussion of Southwest as a profitable airline brought the industry to our focus.

Initial Screen:

· Of 24 Airlines 7 are too small (< $100M); 
8 of the rest have too little cash (quick ratio < 1.0) leaving 9 airlines
· Only ACAI showed increasing profits for the last 4 Qs

Versus LUV (Southwest):

· ACAI's sales have grown steadily over 8 Q's while LUV's dropped vs year-ago numbers 3 of the last 4 Q's 
· ACAI's profits are up an average of 30% each of the last 4 Q's; LUV's profits average is down 20%. 

· ACAI's gross margin is flat with 8 Q's back; LUV's is down 7%. 

· ACAI's cash-to-debt ratio is 3.2; LUV's is 1.1.
· Valuation Comparison:

	 
	ACAI
	LUV

	 
	Cost/share

	P/earnings
	$13.1
	$49.8

	P/sales
	$0.71
	$2.37

	P/cashflow
	$9.4
	$21.9

	P/free cashflow
	$9.9
	No FCF

	 
	Cash Strength

	Quick ratio
	2.5
	1.6

	Current ratio
	2.6
	1.6

	 
	Management Effectiveness

	Return on Assets
	7.8%
	2.9%

	Return on Equity
	15.8%
	6.3%


On the strength of these numbers we decided to purchase ACAI.

The buy limit was set at a 10% discount ($11) to prevailing pricing ($12.15) due to uneasiness with airlines in general and especially in the environment of impending war with Iraq.

The “Airlines Research” email dated December 7th, 2002 documents these details and more, including the .xls spreadsheets with comparative performance and valuation data.  The initial proposal was offered in this email; polling occurred from December 12th to the 15th.

Respectfully Submitted,





Mike Overstreet
