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About plural 

plural is a market-neutral hedge fund launched in 2016. Our ‘plural’ investment approach 

combines systematic and discretionary elements to capture the merits of both styles. We 

use both automated quantitative models and in-depth qualitative research in our process. 

For more information, see our website at www.pluralinvesting.com or email us at 

contact@pluralinvesting.com.  
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Abstract 

There has long been a stigma attached to investing in airline stocks. Yet a group of Low-

Cost-Carriers (LCCs) have emerged in the European short-haul market over the last decade 

that have significant cost advantages over legacy High-Cost-Carriers (HCCs). These cost 

advantages are on fuel, crew, and maintenance, and stem from having more homogenous 

and modern fleets, weaker worker unions, profit-maximising cultures, and greater utilization. 

We think these sources of competitive advantage enable them to generate value and are 

largely durable. The greatest risk LCCs face is from being victims of their own success: 

overexpansion could push HCCs out of the market and result in much lower prices and 

profitability. However, we think it is more likely that the largest players will continue to 

behave smartly and nurture the market. While supernormal returns may shrink over time, 

LCCs will remain good businesses. We think that Wizz is the LCC with the greatest durable 

cost advantage and the cheapest stock, and see +178% equity upside when using a 

conservative valuation model. We think the market misprices Wizz because investors are 

overly focused on short-term pricing pressure and Brexit, are still de-stigmatizing LCCs, and 

are still getting to know the company post the IPO in 2015. 
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European airlines 
“Think airlines. Here a durable competitive advantage has proven elusive ever since the 

days of the Wright Brothers. Indeed, if a farsighted capitalist had been present at Kitty Hawk, 

he would have done his successors a huge favor by shooting Orville down.”  

— Warren Buffett, annual letter to Berkshire Hathaway shareholders, February 2008. 

 

European airlines have historically struggled to generate returns above their cost of capital 

because of the competitive dynamics of the industry: 1) Prices: consumers largely focus on 

price, making differentiation difficult, 2) Costs: suppliers tend to have significant power: 

Boeing and Airbus are oligopolies, airports are local oligopolies, and staff are usually 

unionized, 3) Profits: competition is fierce and fragmented and barriers to entry are low, 4) 

Management teams have not always been profit-maximizing in any case. There has thus 

been little or no value created in this market. 

 

Yet Low-Cost-Carriers (LCCs) have emerged with durable cost advantages that enable them 

to generate returns above their cost of capital.  Wizz is the largest LCC in Central/Eastern 

Europe, and is expanding into Western European (currently 52% of sales).  

 

LCCs have a significant cost advantage over HCCs on fuel, crew, and maintenance 
Figure 1 – LCCs have a significant cost advantage. Wizz has the greatest. Comparison of airline costs per 
seat per 1,000 km (London-Barcelona is 1,147 km). Numbers are for calendar 2015 and in €. EasyJet and BA 
results were converted from £ to € using the average GBP/EUR rate for their reporting dates. 

 

0

20

40

60

80

100

120

Co
st
	p
er
	s
ea
t	p
er
	1
,0
00
	A
va
ila
bl
e	
Se
at
	K
ilo
m
et
er
	(
€)

Other

D&A

Leasing

Fees

Maintenance

Crew

Fuel

Sources:	Annual	Reports
*Fiscal	year	ended	Mar-31,	2016	is	counted	as	2015
**Fiscal	year	ended	Sep-30,	2015	is	counted	as	2015



	 6	

Figure 1 lines up the carriers from lowest cost on the left to highest cost on the right. The 

first group (Wizz, Ryanair, Vueling, easyJet) are considered LCCs. The second group (Aer 

Lingus, Iberia, British Airways, Air France/KLM, Lufthansa/Swiss) are considered High-Cost-

Carriers (HCCs). An average for each group is provided on the right. This figure shows that 

the average LCC can fly each seat for 1,000km at roughly half the cost of HCCs. Wizz and 

Ryanair have the joint lowest costs, while Lufthansa/Swiss has the highest. Figure 2 shows 

this numerically.  

Figure 2 - LCC's sources of cost advantages are on fuel, crew, and maintenance. Wizz and Ryanair have 
the greatest the greatest and second greatest advantage on all 3. Comparison of airline costs per seat per 
1,000 km (London-Barcelona is 1,147 km). Numbers are for calendar 2015 and in €. EasyJet and BA results 
were converted from £ to € using the average GBP/EUR rate for their reporting dates. 

 
Figure 2 shows that the average LCC can fly for 1,000km at a cost of €48 per seat versus 

€86 for an HCC (column 10:11, row h). Column 12 shows that most of this is explained by 

three costs - Fuel (€5), Crew (€17), and Maintenance (€3). These give a rough indication for 

the difference in costs, but are impacted by factors such as flight length, density of seats, 

and utilization.  These will be adjusted for in Figure 4.  
 
But first, Figure 3 shows the impact of lower costs on profitability: 
Figure 3 – LCCs are significantly more profitable than HCCs

 

LCCs are significantly more profitable than HCCs, with an EBIT margin (row l) of 15% 

versus 6% and lease-adjusted ROIC (row m) of 16% versus 9%. Row n calculates this 

excluding tax effects by using Operating Income instead of NOPAT and thus shows the 

Sources:	Annual	Reports
*Fiscal	year	ended	Mar-31,	2016	is	counted	as	2015
**Fiscal	year	ended	Sep-30,	2015	is	counted	as	2015

2015	numbers	(€) € € € € € € € € €

1 2 3 4 5 6 7 8 9 10 11 12 13

	Wizz*	 	Ryanair*	 	Vueling	
	easyJet*

*	

	Aer	

Lingus	
	Iberia	 	BA	 	AF/KLM	 	Luf/Swis	 	LCC	 	HCC	 	LCC-HCC	

	WIZZ-

LCC	

a Fuel 12€								 15€										 18€								 19€								 18€								 21€								 24€								 22€								 21€									 16€								 21€								 (5)€									 (6)€									
b Crew 3€										 4€												 6€										 8€										 15€								 16€								 19€								 28€								 29€									 5€										 22€								 (17)€						 (3)€									
c Maintenance 2€										 1€												 7€										 4€										 4€										 10€								 5€										 9€										 5€											 3€										 6€										 (3)€									 (2)€									
d Fees 10€								 10€										 16€								 23€								 23€								 9€										 16€								 13€								 21€									 15€								 16€								 (2)€									 (7)€									
e Leasing 5€										 1€												 7€										 2€										 4€										 4€										 1€										 5€										 1€											 4€										 3€										 1€										 2€										
f D&A 1€										 3€												 0€										 2€										 3€										 3€										 6€										 6€										 6€											 2€										 5€										 (3)€									 (1)€									
g Other 2€										 2€												 5€										 6€										 5€										 10€								 8€										 8€										 28€									 4€										 12€								 (8)€									 (2)€									
h Costs 34€								 36€										 59€								 64€								 73€								 73€								 80€								 91€								 111€							 48€								 86€								 (37)€						 (19)€						

DifferenceLow	Cost	Carriers	(LCCs) High	Cost	Carriers	(HCCs) Averages

ROIC	(lease-adjusted)	=	(EBIT	+	Leasing	costs)*(1 - tax	rate)/(Equity	+	Debt	+	leases	capitalised)
OC/IC	(lease-adjusted)	=	(EBIT	+	Leasing	costs)/(Equity	+	Debt	+	leases	capitalised)
Sources:	Annual	Reports,	Capital	IQ
*Fiscal	year	ended	Mar-31,	2016	is	counted	as	2015
**Fiscal	year	ended	Sep-30,	2015	is	counted	as	2015
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underlying fundamentals of the businesses. This gives LCCs an average return of 19% and 

HCCs 11%. Interestingly, the LCCs Wizz, Ryanair, and easyJet all have similar returns 

around 20%, Vueling has a lower one at 16%, and the group of HCCs are around 13%. This 

is largely in keeping with the analysis below, which will conclude that 4 groups currently exist 

with: 1) Wizz, Ryanair, easyJet as the ‘best’ carriers, 2) Vueling some way behind but 

probably only because they are scaling-up, 3) Aer Lingus, Iberia, British Airways, Air 

France/KLM as the HCCs, and 4) Lufthansa/Swiss as the ‘worst’ carrier.  

 

Cost advantages come mostly from lower input costs not better utilization 
Figure 2 gave a basic analysis of costs, and Figure 4 adjusts these for utilization to show 

that LCCs have a 77% adjusted cost advantage over HCCs, of which 70pp is from the lower 

input costs described above and 7pp from better utilization. 

Figure 4 - LCCs have a 77% adjusted cost advantage over HCCs: 70pp of this is from lower input costs, 7pp 
from better utilization. 

 
Row u shows the unadjusted cost to fly a plane 1,000km. For example, it costs LCCs an 

average of €8,473 to fly a plane 1,000km (col 10), which is calculated as cost per seat per 

1,000km * number of seats per plane = €38.4 * 177 seats = €8,473. For HCCs, the cost is 

39% higher, at €11,746 (col 11). This is not as dramatic a difference as Figure 2 suggested, 

and is because HCCs have to spread their cost over fewer seats. This may be because they 

have less dense planes, choose to allocate more space to more spacious business class 

seating, or both. This will be discussed below. 

 

Yet HCCs have a longer average flight length at 2,472km versus 1,220km for LCCs (see col 

10:11, row p), and this has a significant impact on fuel costs. Aircraft tend to burn over twice 

Sources:	Annual	Reports,	Capital	IQ
*Fiscal	year	ended	Mar-31,	2016	is	counted	as	2015
**Fiscal	year	ended	Sep-30,	2015	is	counted	as	2015
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as much fuel during the take-off and landing phases as they do during the cruising phase, 

and so the true cost of HCC’s fuel is understated. Using plural’s proprietary fuel model, the 

average fuel cost of HCCs is adjusted up from €21 per seat per 1,000km in Figure 2 to €28 

in Figure 4. The costs for LCCs is only adjusted up from €16 to €17. When these revised 

figures are taken into account, the cost per plane per 1,000km is shown in row v of Figure 4 

at €8,655 for LCCs and €12,654 for HCCs, or 46% higher for HCCs.  

 

Finally, in order to compare apples-to-apples, row w takes out the Fee cost. Fees tend to be 

the same for any airline at the same airport, e.g the cost of a slot or to land at Gatwick 

airport is largely the same whether you are Ryanair or Air France. So the differences in Fee 

cost currently reflect a mix effect – some carriers fly to more expensive airports, others fly to 

less expensive ones. To get a true reflection of the inherent input cost difference then this 

mix effect has to be subtracted. Once this is done in row w, we see that ‘true’ input costs are 

70% higher for HCCs than for LCCs. These costs are rebased in Figure 5 with Wizz at 1.00 

to make comparisons easier: 

Figure 5 - Adjusted input costs per plane per 1,000km. Rebased so that Wizz is 1.00. 

 
We can notice several things here: 

• The order of costs is largely unchanged. Wizz and Ryanair continue to have the 

lowest input costs. Luthansa continues to have the highest. 

• easyJet’s input costs are in fact relatively lower than Figure 2 suggested. It is lower 

cost than Vueling, and ‘only’ 36% (or 39pp) costlier than Ryanair, not 78%. 

• Other than Lufthansa/Swiss, the other 4 HCCs have roughly similar input costs. 
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• For all the plaudits IAG has received on reducing crew costs, their 3 carriers (Aer 

Lingus, Iberia, British Airways) have input costs similar to Air France/KLM.  

• British Airways’ input costs are 54% above easyJet’s despite their attempt to match 

them. 
 

Making two further adjustments reveals the difference in utilizations. Returning to Figure 4, 

row x adjusts the input cost for the % of time the plane is in-the-air versus on-the-ground. 

For example, Wizz’s planes are in the air 52% of the time (row s), while Ryanair’s are 

perhaps surprisingly only in the air 39% of the time. Ryanair’s input cost is thus adjusted up 

further than Wizz’s to reflect the greater opportunity cost.  

 

Next, row y takes this figure and adjusts for seats utilized (load factor, row o).  Figure 6 
rebases the resulting figures with Wizz at 1.00: 

Figure 6 - Adjusted costs per plane per 1,000km. Rebased with Wizz at 1.00. 

 
We can also notice several things here: 

• Taking utilization into account does not significantly change the general order. Wizz 

is the most efficient on both input costs and utilization and Lufthansa/Swiss is the 

least efficient on both. 

• HCCs are 77% (2.78/1.57 -1) costlier than LCCs. 70pp of this is made up from input 

costs, and 7pp from utilization. 

• Ryanair is surprisingly not as efficient at utilization as Wizz or easyJet. Vueling is 

significantly less efficient, which is probably because they are still scaling up.  

 

Wizz* Ryanair* Vueling easyJet** Aer	Lingus Iberia BA AF/KLM Luf/Swis LCC HCC
Utilization -    0.28	 0.77	 0.12	 0.71	 0.44	 0.60	 0.44	 0.88	 0.29	 0.61	

Input	costs 1.00	 1.06	 1.59	 1.45	 2.06	 1.92	 2.22	 1.90	 2.70	 1.27	 2.16	

0

0.5

1

1.5

2

2.5

3

3.5

4

Ad
ju
st
ed
	c
os
ts
	p
er
	p
la
ne
	p
er
	1
,0
00

km
.	

Re
ba
se
d	
w
ith

	W
iz
z	
at
	1
.0
0

Sources:	Annual	Reports
*Fiscal	year	ended	Mar-31,	2016	is	counted	as	2015
**Fiscal	year	ended	Sep-30,	2015	is	counted	as	2015

Sum	=	 					1.57								2.78	



	 10	

Row z in Figure 4 makes one final adjustment: It takes the total adjusted cost and divides it 

by the average seats per flight (row q) to get a cost per seat figure. This increases the cost 

difference between HCCs and LCCs to 130% but one cannot draw strong conclusions from 

this as it likely is the result of two factors: 

• The conscious choice of HCCs to have more business class seats. These take up 

more space and so the total cost of the plane is divided over fewer seats. This does 

not reflect an inherent cost disadvantage. 

• HCCs having a less modern fleet. Older aircraft tend to have seats less densely 

packed and so there are fewer seats. This does reflect an inherent cost 

disadvantage.  

Since we cannot disentangle these two causes, we cannot draw any firm conclusions. 

However, we can say that the costs of HCCs are at least 77% higher, and possibly as high 

as 130%.  

 

To conclude: HCCs have on average at least 77% higher costs than LCCs. 70pp of this is 

from input costs and 7pp from utilization. The higher input costs are largely explained by 

Fuel, Crew, and Maintenance. This results in higher profitability for LCCs. 4 distinct groups 

emerge: 1) Wizz, Ryanair, and easyJet as the ‘best’ carriers, 2) Vueling between the LCCs 

and HCCs for now, 3) Aer Lingus, Iberia, British Airways, Air France/KLM as the HCCs, and 

4) Lufthansa/Swiss as the ‘worst’ carrier. 
 

The advantages of LCCs will persist because of their fleets, weaker unions, and 
cultures 
We think that these advantages will largely persist for some time, and for over a decade in 

the German, French, and Italian markets.  
 

By having a more homogenous and modern fleet, usually the A320 or A320 neo, LCCs 

consume less fuel, require fewer types of plane to be maintained, and have more seats per 

plane. Wizz has the lowest fuel and maintenance costs of all (see Figure 2 col 13) and 

Figure 7 shows that all its aircraft are either A320 or A321. This gives them the youngest 

fleet of all carriers with an average age of 4.4 years. Similarly, Figure 8 shows that easyJet’s 

fleet is made up entirely of A319 or A320, and all aircraft on the order book are A320. 
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Figure 7 - Wizz's fleet: Entirely A320 and A321 and moving rapidly towards neo models with winglets. 

 
Figure 8 - easyJet's fleet: All A319 or A320 and moving towards entirely towards A320. 

 
On the other hand, Figure 9 shows that Air France/KLM have 7 types of medium-haul 

aircraft and 11 types of regional aircraft. Modern aircraft, such as A320neos, also make up a 

much smaller proportion of the fleet. Similarly, Figure 10 shows Lufthansa’s entire fleet. 

Several forms of plane are suitable for short-haul, although there is a greater concentration 

of A319, A320, and A321 than Air France/KLM. 

Figure 9 - Air France/KLM's Medium-haul and Regional fleets: 7 types of Medium-haul aircraft and 11 types 
of Regional aircraft. 

 

Source:	Wizz	annual	report	2015

Source:	Air	France	annual	report	2015

Source:	easyJet	annual	report	2015 
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Figure 10 - Lufthansa's entire fleet: short/medium-haul fleet are spread across many types of plane. 

 
Yet not only do LCCs such as Wizz and easyJet have an existing fleet advantage over 

HCCs such as Air France/KLM and Lufthansa/Swiss, this advantage is actually increasing. 

Wizz’s order book is comprised of 110 A321neos with winglets and easyJet’s is of A320 and 

A320neos. Both of these carriers are thus quickly rebalancing towards the most efficient 

aircraft available. This makes a significant difference to cost: easyJet estimate that moving 

from a majority 156-seat A319 fleet to one that is over 70% 186-seat A320s will have a 13-

14% cost per seat benefit1. 

 

In contrast, Air France/KLM’s fleet is not significantly rebalancing towards modern aircraft: In 

2015 the net effect on the medium-haul fleet was no change in fleet size, while the regional 

fleet fell by 5. Aircraft entering the fleet were B737-800s and ATR72-600s and the order 

book was renewed with the order for 17 Embraer 175s and two Embraer 190s, with 17 

further options for Embraer 175s.  

 

Lufthansa’s fleet management moves it more towards low-cost airlines, with an order book 

to 2025 comprised of 36 A320s, 116 A320neos and 30 Bombardier C Series. This is a step 

in the LCC direction, but by 2025 Wizz, for example, will have a fleet almost entirely 

comprised of A321neos with winglets. In other words, the fleet advantage of LCCs is 

																																																								
1	easyJet	2015	annual	report	

Source:	Lufthansa	annual	report	2015
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increasing versus HCCs that are not responding, and will take over a decade to close (if at 

all) even if LCCs do respond.  

 

LCCs also face much weaker pilot unions, resulting in an enormous cost difference on 

Crew cost. Like the advantage on fleet, this is a cost advantage that will either not close, or 

take over a decade to close against HCCs that can tackle it. Wizz has the greatest cost 

advantage on Crew. 

 

High crew costs are effectively a legacy cost as a result of strong pilot unions. All major 

LCCs were formed in such a way as to prevent their pilots having the legal ability to form 

strong unions. In addition, the expectations for pilots entering LCCs has always been lower. 

Indeed, pilots often pay LCCs in exchange for getting training on new aircraft and earlier 

promotion opportunities. It is then common for these pilots to join an HCC after ~5 years of 

experience, where they then bargain for a significantly higher salary. This cycle thus 

reinforces the cost difference. 

 

The result of higher union activity can be seen by the numerous strikes Air France/KLM and 

Lufthansa/Swiss have faced over the years. Both carriers have attempted to ‘break’ the 

unions and failed increasingly spectacularly, with one Air France strike in 2015 ending with 

100 workers forcing their way into a meeting of the airline’s senior management and 

breaking out in violence. The result is that these two carriers have an average Crew cost of 

€28.5 per seat per 1,000km versus €5 for LCCs (see Figure 2). 

 

However, IAG, the owner of Aer Lingus, Iberia, and British Airways, has been successful in 

negotiating unions down under the leadership of its CEO Willie Walsh. Whether other HCCs 

can replicate its success is difficult to determine, but even if they were to do so the case of 

British Airways shows it would probably take over a decade for the costs to come down to 

the levels of LCCs (if ever). British Airways argue that they have ‘grandfathered’ existing 

pilot contracts and that new contracts are as competitive as LCC’s. The result is that their 

Crew cost is €19 per seat per 1,000km (see Figure 2) and this should tend towards the 

LCC’s €5. Yet even if this were true, the gap is so significant that it will take over a decade 

for the costs to fully converge. As with the fleet advantage, it therefore seems that the LCC’s 

cost advantage on Crew will either remain in the case of some HCCs or take over a decade 

to close (if they ever do) in the case of HCCs that have successfully tackled it. 

 

The final major competitive advantage LCCs have is profit-maximizing cultures. This 

stems from their leadership and management teams. This is partly another legacy cost from 
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when HCCs were government-run ‘national champions’ whose goals were not simply to 

allocate capital efficiently. Many of these HCCs are still run by management teams that have 

been with the firm for most of their careers, and so the cultures have not shifted as 

dramatically as they could have. When speaking with most HCC managements, it is clear 

that they still tend to focus on market share.  

 

This contrasts vastly with LCCs: easyJet’s management throughout the company are very 

focused on ROIC, and Ryanair’s management are similarly focused on cost. This difference 

in culture affects many of the key decisions that are made, such as which routes to be on, 

how to price, and how many aircraft to order. The one exception to the rule for HCCs is IAG, 

the group that owns Vueling, Aer Lingus, Iberia, and British Airways. Their CEO Willie Walsh 

has done a good job here too by creating a culture of internal competition where capital is 

allocated to the carrier with the best returns.  

 

Smart engagement - why LCCs will remain good businesses 

LCCs and Wizz in particular still have a straightforward path to further profitable growth: The 

durable competitive advantages described above have resulted in the market share of LCCs 

in European markets increasing from ~15% a decade ago to ~35% today. The UK is the 

furthest along, with the share of the incumbent HCC (British Airways) now stabilized at just 

~20%, with ~20% for each of easyJet and Ryanair. Share has not stabilized in other 

markets, suggesting there is still considerable ‘low-hanging-fruit’ available. Indeed, it looks 

like this shift is only getting started in Germany.  Yet LCCs could become the victims of their 

own success - their expansion is likely to shrink the supernormal returns they are currently 

enjoying. As long as the LCC market remains dominated by a few players, supernormal 

profits are unlikely to erode entirely, but we think this remains their greatest risk.  

 

Consider the UK market. The analysis above shows that the two large LCCs – Ryanair and 

easyJet – have a significant cost advantage over the HCC – British Airways. The higher 

marginal costs of British Airways effectively make it the price setter. Prices are set at its cost 

and it makes a normal lease-adjusted OI/IC of ~13%. Although there may be some smaller 

high cost players, this effectively means that British Airways will always generate returns 

~13% even if it cuts costs further. On the other hand, the LCCs Ryanair and easyJet receive 

similar prices for their service but have lower costs, which enables them to make a 

supernormal return of ~20%.  

 

There are thus two major dangers that LCCs face: 
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• HCCs reduce costs: If British Airways were to continue to reduce costs, prices would 

fall as well. This would reduce the gap Ryanair and easyJet currently enjoy for 

profits.  

• LCCs grow too rapidly: If LCCs expand capacity to such an extent that HCCs are 

forced entirely out of the short-haul market, a player like easyJet would become the 

new highest cost player. This would drastically reduce the gap for profits. 

 

We think that both of these are risks, but unlikely to happen as carriers will engage smartly. 

Consider first the incentives of HCCs. Knowing that they are the high cost player and thus 

the price setter, reducing costs does not translate into higher profitability as prices also fall. 

Instead, the incentives of HCCs are to protect their long-haul business. In contrast to LCCs, 

who only have to think about the profitability of a particular route, HCCs have long-haul 

businesses that to some extent are fed by their short-haul business. They therefore have to 

consider and trade-off profitability on both the short-haul and long-haul routes when 

implementing their strategies. While HCCs should be indifferent to losing short-haul 

business on routes that do not feed long-haul, they therefore have to remain competitive 

enough on those routes that do so as not to incentivise further entrants to push them out of 

the market. Their only incentive is therefore to remain competitive enough to ward off the 

threat of new entrants who may seek to undercut their feeder routes. They do not need to 

reduce costs to the level of LCCs. Indeed, the stated goal of British Airways is to match 

easyJet on price, rather than beat them.  

 

The major LCCs should recognise this, and also recognise that it is in their own interests for 

HCCs to remain in the market. They should therefore expand at a moderate enough pace 

that satisfying demand for capacity continues to require HCCs.  

 

If these conclusions are correct, LCCs will continue to enjoy a cost advantage and 

supernormal returns for some time into the future. These will shrink but not be eliminated 

over time in markets as the UK and Spain where the HCC is reducing costs, and persist to a 

large extent in markets such as France, Germany, and Italy. 

 

Yet this only holds true if market participants behave in an orderly manner, which is likely to 

be the case if it is dominated by a few players, but unlikely if it is fragmented. Consider a 

fragmented UK market where many LCCs have a mid/high single-digit share. The market 

now descends into a Prisoner’s Dilemma: each LCC currently makes supernormal profits, 

but realises that it can make even greater profits if it expands capacity. Each LCC therefore 



	 16	

expands capacity. The market is now oversupplied and the HCC is forced out. Prices fall 

and all LCCs make lower profits than they did before.  

 

This highlights the danger to profitability if the market disintegrates into disorder. Preventing 

it from doing so requires smart engagement. In practice, this is happening: Ryanair and 

easyJet rarely compete on the same route. Vueling is owned by IAG so does not behave too 

disruptively. easyJet has a near monopoly on Gatwick airport, British Airways on Heathrow, 

and Ryanair on Stanstead.  

 

Wizz has a great opportunity if it behaves smartly: it has the greatest cost advantage, the 

least market share, and the boldest plans for expansion of any major carrier. Its greatest 

danger is over expanding and becoming a victim of its own success.  

 

plural thinks that Wizz is the highest quality airline and also the cheapest stock. We think it 

represents a compelling equity opportunity. 
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A brief case on Wizz 
Due to its origin in Eastern Europe, Wizz still has only 53% of revenues from Western 

Europe, and 2% of total European market share, versus 11% for Ryanair and 8% for 

easyJet. It is on an expansion that will more than double its fleet by 2024 and deliver seat 

growth of 15% per year until then. Crucially, its cost advantages make this growth profitable: 

ROICs are increasing, load factor increased by 1.5pp in 2015 while unit cost declined by 

5.4%. Wizz’s contribution margin implied in Figure 3 (row m) suggests that if it were to slow 

growth and normalize its load factor at 92% its EBIT would jump by €1.84 per seat per 

1,000km, or 26%. 

 

In addition, there are simple ‘unbundling’ services for customers that Wizz is developing, 

such as seating alternatives, baggage options and on-board purchases. Other LCCs have 

shown these are profitable. 

 
Valuation (see Figure 12) 
We value Wizz using DCF with a Cost of Equity of 12.5% (see Figure 12). In our Base case, 

most numbers are in line with management guidance: Available-Seat-Kilometres grow +19% 

for ‘17 and slow to +15% by ‘20, Revenue per Passenger is -9% for ‘17 and recovers by ‘20. 

Pricing/Revenue-per-Available-Seat-Kilometer (RSAK) declines -0.5% into perpetuity to 

reflect the comparable cost advantages of LCCs over HCCs diminishing over time. Lease-

adjusted CROIC fades from 20.3% in 2017 to 10.2% in 2028. ROE fades from 29.2% in 

2017 to 10.1% in 2028, which is below the cost of equity of 12.5%. 

This gives an equity upside of +178%. We think this scenario is conservative.  

 

To sense-check this high upside, Figure 11 shows peer multiples. Using consensus 

estimates for FY+3 and adjusting for leases, Wizz is on a 13.9% FCF yield. At the DCF 

upside price, Wizz is on a 7.0% yield (still the lowest multiple) vs 5.1% for Ryanair.  

Figure 11 – Multiples based on both consensus and at Target Price for Wizz, consensus for others. 

 
 
Short-term risks are indeed short-term 

Short-term pricing pressure. Brokers focus on the fact that Revenues per Available Seat 

Kilometer (RASK) are down high single digits in 2016, and openly admit that traders tend to 

	Wizz	(Consensus)	 	Wizz	(@Tgt	P)	 	Ryanair	 	easyJet	 	IAG	 	AF/KLM	 	Luf/Swis	 	Average	
P/S	(FY3) 0.5x 1.4x 2.4x 0.8x 0.5x 0.1x 0.2x 0.8x

EV/EBITDA	(lease	adjusted)(FY3) 1.1x 5.6x 8.2x 5.1x 3.7x 3.0x 2.6x 4.5x
P/E	(FY3) 3.7x 9.1x 13.1x 9.2x 8.5x 12.3x 16.4x 11.9x

FCFe	yield	(FY3) 25.2% 9.1% 5.4% -5.9% 3.1% -22.2% 4.1% -3.1%
FCF	yield		(lease	adjusted)(FY3) 13.9% 7.0% 5.1% -5.2% 1.6% -2.6% 1.7% 0.1%
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be very focused on these short term numbers. Yet this pricing pressure is not a structural 

issue as it is caused by: 

• Lower fuel prices passing through. Airlines typically hedge for 2 years so the effects 

of the oil price crash in 2014-15 are being felt now. Indeed, Wizz’s management has 

guided to both RASK and CASK being down high single digits in 2016 because of 

lower fuel prices. i.e. no impact on profits. 

• Capacity growth. Again, this is not structural and is the result of where we are in the 

aircraft order cycle. The current growth was forecast by order books, and these enter 

a downturn in 2-3 years’ time. 

 

Brexit. Most airlines stocks fell by high-single/low double-digits on the day, but results have 

shown little impact. Indeed, Wizz stated in Nov 2016 that they saw “no signs of demand 

weakness on routes to/from the UK”. Yet brokers have cut estimates: most have lowered 

EBITDA for 2016-18 by ~10%. 
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Figure 12 – Wizz: Brief financials and DCF. Pricing/Revenue-per-Available-Seat-Kilometer 
(RSAK) declines -0.5% into perpetuity to reflect the comparable cost advantages of LCCs 
over HCCs diminishing over time. Lease-adjusted CROIC fades from 20.3% in 2017 to 
10.2% in 2028. ROE fades from 29.2% in 2017 to 10.1% in 2028, which is below the cost of 
equity of 12.5%. 
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