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SL: Portfolio Update: Turbulence Now, Tailwind Later
SSL: I told you in July this leverage runs in both directions. This month, we're finding out the hard way...
Headline: Thin Margins Are the Engine. But Buckle Up, Because They're Also the Turbulence
Author: Karim Rahemtulla

In the summer of 2008, oil ran to $147 a barrel and the airline industry looked like it was going to die. 
Carriers grounded planes, started charging for checked bags for the first time, and a few of them went straight bankrupt. Then oil collapsed, and by year's end it traded under $40. 
The airlines that survived didn't just recover. They printed money, because their single biggest cost had been cut by two-thirds while everything else had already been cut to the bone.
I told you in the July issue that I'd watched that movie four or five times in my career, and that it always runs the same way: fuel spikes, the market leaves the travel names for dead, fuel falls, and the carriers with the most debt and the thinnest margins snap back the hardest. 
That was the entire case for buying American Airlines (AAL) as a covered call. 
But before we get to what's happening now, it's worth walking back through why we built the trade this way in the first place.
We Packed Light on Purpose
American's thin margins and heavy debt load have always been the bear case against the stock. 
My argument in July was the opposite: that same structure, a death trap during a fuel spike, becomes a rocket when fuel falls, because American keeps almost nothing between revenue and costs. Every dollar saved on fuel falls straight to the bottom line.
The numbers backed it up. Jet fuel runs up to 30% of an airline's operating costs, and American burns 4 to 4.5 billion gallons of it a year. 
Spot jet fuel had peaked at $4.88 a gallon during an earlier phase of the war in Iran and had fallen to $2.85 by the time I wrote that report. 
Jefferies ran the math on what a move like that does to earnings: a 5% drop in the fuel forecast lifts EPS at Delta (DAL), Southwest (LUV), and United (UAL) by 10% to 15%, and at American by close to 50%. 
Five times the torque of its rivals, from the same move in fuel. 
We opened this position on July 7, 2026 at a net cost basis of $16.66, buying the stock and selling the January 15, 2027 $25 call against it.
From Tailwind to Headwind
Here's what's changed. The war that drove fuel down to $2.85 a gallon in July has flared back up, and fuel costs are climbing again. Management has warned that higher jet fuel could wipe out much of this year's profit outlook, and both American and United have signaled they may need to cut capacity to manage it.
I'm not going to pretend this is a surprise the thesis didn't account for. It's the same structure working in the opposite direction. The thin margins and heavy debt that promised to multiply American's earnings on the way down multiply the pain on the way back up. That trade-off was the entire point of this position from day one.
Meanwhile, Up in Business Class
Set the fuel warning next to what American told Wall Street at the Morgan Stanley Laguna Conference on September 16, and you get a very different picture. 
The company said it "feels really good" about hitting 16% to 19% revenue growth in the third quarter and called that growth durable, not a one-quarter blip. 
Premium seating and corporate travel demand are strong enough that the airline is expanding premium cabin capacity by roughly 50%. Great, more leg room for rich guys…
Meanwhile, loyalty program enrollments are running at record levels. Shares jumped 3% to 4% on that message alone.
What the Radar’s Still Showing
Barclays and UBS both trimmed their price targets on American Airlines recently, but neither one downgraded the stock. 
The Street's average price target still sits north of $19, well above where the stock is trading in the low $13s today. 
When analysts cut a number but not a rating, that usually means they see near-term cost pressure without a change in the underlying thesis, the same split we walked through above.
A Quick Note on the Covered Call Itself
With the stock trading around $13 to $14, our $25 strike isn't a meaningful factor in this trade right now, it's so far above the current price that the call we sold has little value left in it. 
In practical terms, this position now behaves almost exactly like owning the stock outright, with a small cushion from the premium we collected up front.
Your Action Plan 
Hold. Anything tied to commodity prices will be volatile, and this one’s tied to oil, the most volatile of all commodities right now.
But it’s all about leverage. The same operational structure that could deliver close to 50% EPS torque if fuel rolls back over is the reason this stock is feeling the current spike harder than its peers. 
If fuel falls again the way it did between the earlier war spike and July, this position has more torque to the upside than almost anything else in the portfolio. If it doesn't, size accordingly, because this was never the name to bet the account on.
That being said, I think by mid-2027 we’ll see oil back down in the $60s. If that happens, this position could take off. 
