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Introduction 

JetBlue Airways Corporation (NASDAQ: JBLU) is an American low-cost airline. The 

company is headquartered in the Forest Hills neighborhood of the New York City borough of 

Queens. Its main base is John F. Kennedy International Airport, also in Queens. In 2001, JetBlue 

began a focus city operation at Long Beach Airport in Long Beach, California, and another at 

Boston's Logan International Airport, in 2004. It also has focus city operations at Fort 

Lauderdale – Hollywood International Airport, Orlando International Airport and at Luis Muñoz 

Marín International Airport in San Juan. The airline mainly serves destinations in the United 

States, along with flights to the Caribbean, The Bahamas, Bermuda, Colombia, Costa Rica, 

Dominican Republic, Jamaica, and Mexico. As of November 19, 2010, JetBlue serves 63 

destinations in 22 states (including Puerto Rico), and eleven countries in the Caribbean and Latin 

America (Barger, 2010). 
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(a) Calculate some financial ratios for the airlines for the last two years and include: 

i. Liquidity ratios 

Cash Flow Liquidity Ratio (2010) =
cash Flow from operating activities+Cash+Market Securities

Total Current liabilities
 

    =
𝟓𝟐𝟑+𝟒𝟔𝟓+𝟔𝟗𝟔

𝟏𝟎𝟖𝟓
 

=1.55  

Cash Flow Liquidity Ratio (2009) =
cash Flow from operating activities+Cash+Market Securities

Total Current liabilities
 

     =
896+486+457

1157
 

     =1.59 

 

Current ratio 

Current Ratio (2010) =
Total  Current Assets

Total Current Liabilities
 

    =
𝟏𝟑𝟔𝟎

𝟏𝟎𝟖𝟓
 

    =1.3 

Current Ratio (2009) =
Total  Current Assets

Total Current Liabilities
 

    =
𝟏𝟓𝟑𝟒

𝟏𝟏𝟓𝟕
 

=1.3 
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 Quick ratio 

Quick Ratio (2010) = 
Cash & Equivalents+trade Receivables

Total current Liabilities
 

=
𝟒𝟔𝟓+𝟖𝟒

𝟏𝟎𝟖𝟓
 

=0.5 

Quick Ratio (2009) = 
Cash & Equivalents+trade Receivables

Total current Liabilities
 

=
𝟖𝟗𝟔+𝟖𝟏

𝟏𝟏𝟓𝟕
 

=0.8 

 Profit margin 

Profit Margin (2010) =
𝐍𝐞𝐭 𝐈𝐧𝐜𝐨𝐦𝐞 (𝐨𝐫 𝐏𝐫𝐨𝐟𝐢𝐭)

𝐓𝐨𝐭𝐚𝐥 𝐑𝐞𝐯𝐞𝐧𝐮𝐞
  

=
𝟗𝟕

𝟑𝟕𝟕𝟗
 

=0.025 

Profit Margin (2009) =
𝐍𝐞𝐭 𝐈𝐧𝐜𝐨𝐦𝐞 (𝐨𝐫 𝐏𝐫𝐨𝐟𝐢𝐭)

𝐓𝐨𝐭𝐚𝐥 𝐑𝐞𝐯𝐞𝐧𝐮𝐞
  

=
𝟔𝟏

𝟑𝟐𝟗𝟐
 

=0.019 

iii. Receivable collection period 

Receivable collection period (2010) =
𝐚𝐯𝐞𝐫𝐚𝐠𝐞 𝐚𝐜𝐜𝐨𝐮𝐧𝐭𝐬 𝐫𝐞𝐜𝐞𝐢𝐯𝐚𝐛𝐥𝐞

𝐚𝐧𝐧𝐮𝐚𝐥 𝐬𝐚𝐥𝐞𝐬/𝟑𝟔𝟓𝐝𝐚𝐲𝐬
 

 =
𝟖𝟒

𝟏𝟏𝟑𝟕/𝟑𝟔𝟓
 

 

=27 
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Receivable collection period (2009) =
𝐚𝐯𝐞𝐫𝐚𝐠𝐞 𝐚𝐜𝐜𝐨𝐮𝐧𝐭𝐬 𝐫𝐞𝐜𝐞𝐢𝐯𝐚𝐛𝐥𝐞

𝐚𝐧𝐧𝐮𝐚𝐥 𝐬𝐚𝐥𝐞𝐬/𝟑𝟔𝟓𝐝𝐚𝐲𝐬
 

=
𝟖𝟏

𝟕𝟐𝟐/𝟑𝟔𝟓
 

=41 

 

(b) Evaluate the risk profile of the airline, and examine the sources of risk. 

Changes in trade and industry 

The company has incurred loss through attempts to bargain work contracts, changing 

flight schedules and sucking employees, as well as considering other efficiency and cost-cutting 

measures. Since 2005, JetBlue airline industry has experienced significant consolidation and 

liquidations. The worldwide trade and industry depression and the associated hostile conditions 

like high redundancy rates, a controlled credit market, inadequate accommodation facilities and 

rise in the cost of doing business can decrease spending for both leisure and business travel. The 

hostile environment could also force an airline’s ability to raise fares to counteract increased 

fuel, labor, and other costs (Barger, 2009). 

 Attacks from terrorist 

In case of a terrorist assault, whether or not successful, there is the likelihood of the industry 

experiencing increased security requirements and significantly reduced demand and harm to the 

industry. 

Competitive risks due to the longer-term nature of the fleet order book. 

Through the company uses composites, next-generation engine technologies, and other 

innovations, it is competitively disadvantaged because it has existing extensive fleet 

commitments that would prohibit it from adopting new technologies on an expedited basis. 
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i. What information and data are most useful in answering this question? 

The most useful information in answering this question are; security concerns, 

competition and economic changes 

ii. Calculate debt to total asset ratio 

Debt to asset Ratio (2010) = 
𝐓𝐨𝐭𝐚𝐥 𝐋𝐢𝐚𝐛𝐢𝐥𝐢𝐭𝐢𝐞𝐬

𝐓𝐨𝐭𝐚𝐥 𝐚𝐬𝐬𝐞𝐭𝐬
 

=
𝟒𝟗𝟑𝟗

𝟔𝟓𝟗𝟑
 

=0.7 

Debt to asset Ratio (2009) = 
𝐓𝐨𝐭𝐚𝐥 𝐋𝐢𝐚𝐛𝐢𝐥𝐢𝐭𝐢𝐞𝐬

𝐓𝐨𝐭𝐚𝐥 𝐚𝐬𝐬𝐞𝐭𝐬
 

=
𝟓𝟎𝟎𝟑

𝟔𝟓𝟒𝟗
 

=0.8 

iii. Calculate debt equity ratio 

Debt to Equity Ratio (2010) = 
𝐓𝐨𝐭𝐚𝐥 𝐋𝐢𝐚𝐛𝐢𝐥𝐢𝐭𝐢𝐞𝐬

𝐓𝐨𝐭𝐚𝐥 𝐄𝐪𝐮𝐢𝐭𝐲
 

=
𝟒𝟗𝟑𝟗

𝟏𝟔𝟓𝟒
 

= 3.0 

Debt to Equity Ratio (2009) = 
𝐓𝐨𝐭𝐚𝐥 𝐋𝐢𝐚𝐛𝐢𝐥𝐢𝐭𝐢𝐞𝐬

𝐓𝐨𝐭𝐚𝐥 𝐄𝐪𝐮𝐢𝐭𝐲
 

=
𝟓𝟎𝟎𝟑

𝟏𝟓𝟒𝟔
 

=3.2 

iv. Estimate EBIT 

EBIT = Revenue – Operating expenses) + Non-operating income 

EBIT (2010) = 3779-3446+172 
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=505 

EBIT (2009) =3292-3007+181 

=466  

Therefore the EBIT can be estimated as (
505+466

2
) 

=485.5 

 (c) Analyze its capital structure, and decide whether the airline is under or over leveraged. 

Leverage Ratio (2010) = 
𝐒𝐭𝐨𝐜𝐤𝐡𝐨𝐥𝐝𝐞𝐫𝐬 𝐄𝐪𝐮𝐢𝐭𝐲

𝐀𝐯𝐞𝐫𝐚𝐠𝐞 𝐓𝐨𝐭𝐚𝐥 𝐀𝐬𝐬𝐞𝐭𝐬
 

=
𝟏𝟔𝟓𝟒

𝟔𝟓𝟗𝟑
 

=0.3 

Leverage Ratio (2009) = 
𝐒𝐭𝐨𝐜𝐤𝐡𝐨𝐥𝐝𝐞𝐫𝐬 𝐄𝐪𝐮𝐢𝐭𝐲

𝐀𝐯𝐞𝐫𝐚𝐠𝐞 𝐓𝐨𝐭𝐚𝐥 𝐀𝐬𝐬𝐞𝐭𝐬
 

=
𝟏𝟓𝟒𝟔

𝟔𝟓𝟒𝟗
 

=0.2 

From company analysis, the leverage ratio rose from 0.2 to 0.3 in 2009 and 2010, 

respectively. This indicates that the company is financially unhealthy 

i. Calculate Altman Z-score. 

A Es tEBIT/Total Assets x. 3.3 -4 to +8.0 

B Net Sales /Total Assets x 0.999 -4 to +8.0 

C Market Value of Equity / Total Liabilities x 0.6 -4 to +8.0 

D Working Capital/Total Assets x 1.2 -4 to +8.0 
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E Retained Earnings /Total Assets x1.4 -4 to +8.0 

Z-Score (2010) = A x 3.3 + B x 0.99 + C x 0.6 + D x 1.2 + E x 1.4 

  =0.08*3.3+0.15*0.99+0.1*0.6+0.03*1.2+0.03*1.4 

=0.5 

Z-Score (2009) = A x 3.3 + B x 0.99 + C x 0.6 + D x 1.2 + E x 1.4 

=0.07*3.3+0.09*0.99+0.1*0.6+0.07*1.2+0.02*1.4 

=0.5 

In general, the lower the score, the higher the odds of bankruptcy. When Z-Score is above 3, the 

firm is considered to be doing well hence not likely to enter bankruptcy.  Blue Jet Company is 

bound to bankruptcy. 

(d) Examine its dividend policy, and decide whether more or less should be paid in 

dividends. 

  To maintain its income to fund the expansion of its business, the firm will not pay 

dividends on its common stock. The Board of Directors will decide on when to compensate cash 

dividends in compliance with the set laws. This will rely on the outcome of operations, fiscal 

situation, and other significant factors considered by our Board of Directors. 

 

 (e) Firm Value. 

Our proposition value elements include: 

High-Quality Service and Product: JetBlue customers enjoy a distinctive flying experience 

onboard, this includes friendly, award-winning, and customer service oriented employees, new 
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aircraft, sizeable leather seats with the most legroom in coach and entertainment available for 

purchase. Our offerings onboard include free and unlimited brand name snacks and beverages 

and specially-designed products for our overnight flights.  We endeavor to communicate openly 

and honestly with customers about delays and service disruptions. In 2007 we introduced the 

JetBlue Airways Customer Bill of Rights that protects customers who experience avoidable 

inconveniences compensation (Berger, 2009).   

Operating Cost:  Our cost structure allows us to present fares lower than our competitors. Our 

focus is on maintaining low operating costs relative to the superior product offerings of the 

JetBlue Experience. On December 31, 2010, our rate per available seat mile, excluding fuel, of 

6.71 cents was among the lowest reported by all other major U.S. airlines.  The factors 

contributing to our competitive unit cost are high aircraft utilization, low distribution costs, 

productive workforce, and new and efficient aircraft.  

Brand Strength. We have created a widely renowned brand different from our competitor, 

which makes us safe, reliable, value-added airline deals with customer service and provides a 

high-quality travel experience. Likewise, we believe customer awareness of our brand has led to 

the success of our marketing efforts and made us promote ourselves as a preferred marketing 

partner with companies across many different industries (JetBlue Airways Corporation (JBLU)).  

 Empower of our people:  we have a vibrant service-oriented company culture for our five 

fundamental values which are: Safety, Caring, Integrity, Fun, and Passion. We aim at hiring, 

retaining and developing friendly, helpful, team-oriented and devoted people to give the best 

JetBlue experience to our customers. This is our success determinant. 

 

(f) Restructure the airline and revalue it. 
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We plan to refresh our business model to curb against the shifting demands of the market 

place and to get new revenue opportunities. We continued to take a measured approach to our 

capital spending by making sound value-adding investments that we believe will position JetBlue 

well for the long-term. To that end, we entered the year with strategic goals that outlined vital 

initiatives in three areas:  

 Keep Our Edge. Invest in tools that will empower our business, and make the 

direct relationship we enjoy with all crew members a true competitive advantage.  

 Build a Low Cost Culture. Maximize asset utilization, invest capital where there 

is an immediate and sustainable return and run an efficient operation, deliver and 

refresh the JetBlue Experience. 

 Grow JetBlue’s reputation for service. Continually revive the products and 

experiences for our customers which will attract new customers and earn their 

loyalty (Berger, 2009). 
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