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Do Insiders Know 'Something' Or Are They Just Profit Taking?
Airline Executives Are Selling More Stock Than They Are Buying

It is no secret that the airline industry is in trouble. Those who know the industry best - airline
executives - are not investing their own money in the industry. In fact, airline insiders as a whole are selling
off their company shares.

Market watchers who closely follow insider stock transactions are not taking comfort in the trend that
airline stock sales from insiders far surpass buys, including those discounted option buys.
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market purchases and selling activity for a nwnber of sectors. In the airline sector, the collective value of
insider sales in August topped $19 million - the largest amount since $36 million worth of stock was sold in
February 2002. On the other hand, most months saw less than $200,000 worth of open market stock buys by
executives. In fact, twice during the last two years there were months with no insider buys, And only once, in
November 2002, did the buys cross the $1 million mark.

Painchaud subjects his data to a nwnber of time-tested measures. He noticed that the airline executives
and Wall Street analysts have flip-flopped their positions this year. Company insiders were very bullish in
February, March, April and May, The analysts were very bearish in that same time period. "One thing that is
driving the price per share of these airlines is the upper revisions by the analysts who have become gradually
more bullish. However, the ones that have identified the value first were the insiders." Painchaud noted that
"this is a very typical pattern,"
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Airline Insider Stock Sales Far Surpass Buys
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Taking a contrarian view, Parker French, the chief investment strategist at Brinker Capital Holdings,
said insiders are simply profit taking. "We went through this tremendous upheaval over the last three years,
they became psychologically beaten up just as everybody else. Their stock prices have dropped dramatically
so the selling that has been taking place in this rally was really an opportunity to lighten their exposure to
their company's stock. It is a good idea to diversify and many of these people are not diversified. It is not
specific to any particular industry."

French noted that with the many stock option plans available today, very few executives purchase
shares on the open market.

One pattern is apparent after examining the Securities and Exchange Commission records of
insider transactions for both network and low-fare carriers - most activity has been with the profitable low-
fare carriers. "Why sell your stock at this awful price that is so low," French reasoned. And in some
companies, it is an unwritten rule of the CEO that the executives need to be invested in the company.

The only network carrier to report any measurable activity this year was Delta Air Lines [NYSE:
DAL]. The airline executives did not make open market purchases. Instead, the officers exercised no-cost
options and then turned around and sold a portion of the new shares that same day. CEO Leo Mullin received
10,000 shares and then sold 4,245 shares at $12.18 a share to net $51,704 in an August deal.

It was a much different story at the profitable low-fare airlines.
Painchaud examined the records for Southwest Airlines [NYSE: LUV] and found they scored the
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