In its first ten years of service
Southwest Airlines Co., ’
through a unique
combination of low fares,
frequent service on its short-
haul routes, exemplary
employee productivity,

and high utilization of

assets, has:

« Saved over $450,000,000
in air fares for 21,240,000
passengers served

» Achieved the highest
operating profit margin of
any major domestic
air carrier

« Achieved, over the last
five years, an annual return
on stockholders’ equity of
37 percent

« Created 1,900 new jobs

« And, created and returned
$38,000,000 to its employees
through a profit sharing plan
unusual within its industry.

Southwest Airlines Co.
1980 Annual Report

A 10th Anniversary




Southwest Airlines Co. is dedicated to serving short-haul, commuter markets in the
economically strong Southwest Sunbelt.

Southwest’s philosophy and business strategy include:
Simplicity of Operations
one type of aircraft, the Boeing 737-200 advanced series, with 118 seats
one crew domicile and maintenance facility in Dallas
simplified passenger check-in and fare structures
cash register ticketing
no interlining of tickets or baggage
no food service
High Productivity
daily aircraft utilization of 11 hours
10 minute turnaround times between most flights
1900 employees, working hard and enjoying providing high-quality service
Focus on Passenger Business
service only for passengers and small packages
no large air freight
no U.S. mail
Serving Short-Haul, Mass Transit Commuter Markets
flight segments under two hours
low fare structure competitive with the bus and auto travel
stimulation of new air travelers from the automobile and the backyard
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Highlights

Percent
1980 1979 Change
OPERATING DATA
Trips Operated . . v o v eomis bins s vanissidiayweds 91,143 75,837 20.2%
| Passengers Carried vuasvpwe sneavimsosopas 5,976,621 5,000,086 19.5
: Revenue passenger miles (000) .. .......... 2,024,097 1,585,539 27.7
| Available seat miles (000) ................ 2,969,448 2,320,371 28.0
Passenger load factor . ................... 68.2% 68.3% 0.1)
Average revenue per passenger mile .. ... ... 10.09¢ 8.23¢ 22.6
Number of employees at year-end . .. ....... 1,839 1,630 12.8
INCOME DATA
Operating revenues, .« v« v v eiivsivisiis $213,048,000 $136,114,000 56.5%
Operating eXpenses ..o ssnsaronnnsrasssbs 164,219,000 107,128,000 538
Operating inCome . ., . v« v vvvvvvnvrnneis 48,829,000 28,986,000 68.5
Net Income—
AMQUNGH Fas i B i b s $ 28,447,000 $ 16,652,000 70.8
Pershare........coouvvecnniareninnans $ 406 % 2.47 64.4
Average shares outstanding . .............. 7,006,000 6,750,000 3.8
FINANCIAL DATA
Working capital i s e Ge et $ 9,979,000 $ 8,195,000 21.8%
Flight and ground equipment-net. .......... 194,908,000 150,576,000 29.4
Capital expendifures.y.vpevsssmge smeswmay 56,504,000 54,314,000 4.0
Stockholders’ equity. .. ..oy 106,964,000 58,412,000 83.1
Return on stockholders’ equity. . ........... 36.0% 33.1% N/A
Long-term debt as a % of total
invested capital s s apamrsnnner s 42.1% 59.9% N/A

Book value pershare ..............ocooue. $ 14.12 $ 8.65 63.2




Letter to Stockholders

10th ANNIVERSARY HIGHLIGHTS

Between 1971, the year we commenced operations, and 1980, trips flown grew from 6,051
to 91,143 . . . passengers carried from 108,554 to 5,976,621 . . . operating revenues from
$2,133,000 to $213,048,000. . . operating income (loss) from ($2,158,000) to $48,829,000
...net income (loss) from ($3,753,000) to $28,447,000. . . total assets from $22,083,000 to
$224.442,000. . . stockholders’ equity from $3,318,000 to $106,964,000. . . annual employ-

ee profit sharing contributions from zero to $7,293,000. . . employees from 195to 1,839. ..
overall, a dazzling decade of proud achievement for the ‘‘little airline that could.”

HIGHLIGHTS OF 1980

A 68.5% increase in operating income . . . revenues of $213,048,000. . . almost 6,000,000
passengers carried . . . expansion of service to Oklahoma and New Mexico. . . jet fuel cost
increases of 43.2% . . . completion of a long-term debt financing at attractive fixed rates. . .
an equity offering . . . five more new Boeing 737-200 advanced series aircraft. . . return on
stockholders’ equity of 36% . . . continuing emphasis on low fares. . .a 71% dividend
increase . . . a challenging, successful year.

PROFITABILITY

Our revenues increased 56.5% in 1980 to $213,048,000. Despite continuing fuel and other
operating expense escalations, operating expenses rose only 53.3%. Operating income thus
increased dramatically by 68.5% to $48,829,000. Earnings per share, adjusted for stock
splits, increased 64.4% from $2.47 in 1979 to $4.06 in 1980.

TRAFFIC

A record 5,977,000 passengers were boarded, despite a generally weak traffic year for the
industry. This performance confirms to us the importance of our low-fare, frequent service
which offers an economically attractive alternative to ground transportation. Revenue pas-
senger miles increased to 2,024 million, up 27.7%. Our load factor for 1980 was 68.2%,
virtually unchanged from our record 68.3% in 1979. The average revenue per passenger
mile increased to $.1009, up 22.6% yet still demonstrably lower than that of other short-
haul carriers. Our average passenger fare was only $34.18.

ROUTES

In April, 1980, we added three new interstate destinations to our route structure. This
expansion to Oklahoma City, Tulsa, and Albuquerque allowed us to continue capitalizing
on the economic vitality of our region while serving new markets that fit our short-haul
strategy. The results of these markets surpassed our expectations, with load factors in all
three exceeding break-even after only four weeks of service. Additional service was success-
fully initiated between El Paso and Albuquerque in July. This expansion allowed us

to generate local traffic between two cities already served, thereby incurring minimal
start-up costs.

Service to Jefferson County Airport, serving Beaumont, Port Arthur, and Orange, was
terminated on September 5 after 18 months of operating losses. It appears the close prox-
imity to Houston had diverted too much traffic to the freeway and Houston’s airports

where a greater variety of air service is available. We regret this action because community
support in Jefferson County was very strong; however, our shareholders could not be penal-
ized in the long run by indefinitely subsidizing an unprofitable market.

On September 8, 1980, we began service between Dallas Love Field and North Houston’s
Intercontinental Airport with our $24 pleasure class fare on all flights. Texas International
also introduced service between these two airports and matched our $24 fare, as well as
providing promotional incentives to its full fare passengers. Texas International
discontinued its Love Field service on January 31, 1981.
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We currently anticipate adding no new cities in 1981. Rather, we will use our expanded
capacity to maximize our service levels and on-time performance in those markets we cur-
rently serve. Our route plans beyond 1981 include many potential markets which fit our
short-haul criteria and overall business strategy. Specific cities will not be announced until
shortly before start-up in view of a deregulated airline industry in which competitive allo-
cations of resources can be made very quickly.

FLEET

We continue to believe that the Boeing 737-200 advanced series airplane offers an excellent
mix of size, operating cost, and fuel efficiency for our route structure. Including two deliv-
ered in December, 1980, our fleet at year end consisted of 23 of these aircraft with an aver-
age age of 28 months. During 1981, we will take delivery of three more new 737-200’s. .
Beyond 1981, we currently hold firm orders for four 1982 deliveries and options to purchase
six aircraft in 1983, which, if exercised, would bring our fleet to a total of 36 owned aircraft
by mid-1983.

To provide capacity beyond our planned 1981 deliveries, we have leased an additional
737-200 advanced aircraft in our configuration for a period of up to 26 months beginning
March 1, 1981.

Our plan for the intermediate term is to continue with only one type of aircraft, a strategy
which provides strong operating cost economies. For the longer term, we are currently
evaluating alternative short-haul aircraft to assure that we continue to have a modern, attrac-
tive fleet with maximum fuel efficiency.

FINANCIAL STRATEGY

The financial strategy begun in 1979, to strengthen Southwest’s capital structure and reduce
our exposure to more volatile money markets, continued successfully in 1980.

We closed the last of three Equipment Trust Certificate financings in March, 1980. These
debt financings of approximately $70,000,000 have a 15 year maturity and a fixed interest
rate of 10.3%.

The restructuring of our bank credit lines to a revolving credit allows us to better utilize our
cash flows and match borrowing levels to short-term needs. Our strategy includes using our
cash flow to minimize prime-related bank borrowings to the greatest extent possible. From
its peak in 1979 of $72,000,000, prime-tied debt has been reduced to $15,000,000 at
December 31, 1980.

In September, 1980, 600,000 shares of common stock were sold through a public offering
at $29 per share. The proceeds of this offering were used for the acquisition of the three
aircraft, two delivered in December, 1980 and one in January, 1981. For the first time,
Southwest purchased aircraft free of liens. We believe that owning portions of our fleet will
provide additional financing flexibility and strength in the future.

We believe these financing accomplishments have strengthened Southwest by positioning
us where we can now go to the appropriate money markets when those markets are attrac-
tive, rather than being forced into inopportune markets when aircraft deliveries occur.

Our objective is to retain a capital structure with enough leverage to maximize the return to
our shareholders as the Company has done in the past. We believe, however, that a lessened
degree of leverage is appropriate and prudent in today’s rapidly changing airline industry
and volatile financial markets. At December 31, 1980, long-term debt as a percentage of
invested capital was 42%, compared to 60% at the beginning of the year,

On August 26, 1980, your Board of Directors declared a 3-for-2 stock split, resulting in the
distribution to shareholders of 2,287,000 additional shares on September 22, 1980. Your
Board also declared a quarterly dividend of 8 cents per share on the shares outstanding after
the stock split, which, coupled with an earlier increase in dividends, produced a total divi-
dend increase during 1980 of 71%. The Board also reaffirmed its intention to continue the

8 cent quarterly dividend.




OPERATING EXPENSES AND PRODUCTIVITY

Effective cost control, high productivity levels from our employees, and maximum utili-
zation of our assets are a hallmark of Southwest and allow us to continue offering the low
fares which generate higher demand for air travel.

Our aircraft utilization remained high at 11 hours and 16 minutes per day. A slight reduction
from 1979’s peak was effectuated to maximize on-time performance, an important aspect of
our commuter service.

Jet fuel costs continued to increase, although at a slower overall rate than in 1979. In 1979,
fuel was 35.1% of our operating costs. In 1980, it increased to 37.7%. The average price
per gallon increased 43%, from 59.35¢ in 1979 to 84.96¢ in 1980. Fuel conservation meas-
ures helped mitigate the overall cost impact, however. Jet fuel usage per hour declined from
946 gallons in 1979 to 878 gallons in 1980, saving approximately 5,640,000 gallons of fuel.

Employee productivity remained high, despite the start-up of four new stations in 1980.

PASSENGER SERVICE
In our short-haul commuter service, efficiency and reliability are essential.

Revised scheduling of individual aircraft sequences was begun in 1980 and is being strong-
ly emphasized in 1981 to maximize system-wide on-time performance.

Initial operating results of our new San Antonio Reservations Center indicate that the time
required for a passenger to book a reservation will decline appreciably in 1981, as a result of
increased reservation capacity.

Our automatic ticket vending machines continue to gain acceptance and, in recent months,
are approaching 20% of our total ticketing activity.

In August of 1980, we instituted a revised travel agency program called Ticknet. This
program features pre-purchase of Southwest tickets by travel agents at a 10% discount and
allows travel agents freedom in reselling tickets on a competitive basis. This program has
also simplified administrative procedures for the travel agencies and Southwest.

OUTLOOK 1981

Throughout 1981, we foresee a general intensifying of competitive activity from both exist-
ing air carriers and new entrants. We will continue to emphasize those strategies and serv-
ices which Southwest has successfully used in the past to generate demand for short-haul
air travel.

Jet fuel costs have increased rapidly since January 1, 1981. At March 1, 1981, our average
cost per gallon of fuel had increased 14% to $1.04 a gallon, up from $.91 a gallon only sixty
days before. On January 12, 1981, we increased fares by an average of 8.4%, our first price
increase in over a year.

An organization called the ‘‘Love Field Citizens Action Committee’” has proposed that the
Dallas City Council adopt restrictions on aircraft operations at Love Field, including a
flight curfew. The Council has voted to commission a noise study of Love Field and its
environs, to be completed in the fall of this year. It is hoped that a realistic appraisal of
operations at 63 year old Love Field and their immense economic significance to the City
and its people will cause the Council to reject any such restrictions.

We remain strongly committed to offering the attractive transportation value on which
Southwest is based. This value is important not only in relation to other air carriers but also
with respect to ground transportation alternatives. Our goal is to keep fares as low as pos-
sible. We will continue to defer, as we did in 1980, future fare increases as long as operat-
ing costs and traffic levels allow us to do so without impairing the long-term profitability
of Southwest.

Although 1981 is emerging as a year of increasing challenges from competition, escalating
fuel costs, general inflation, and continuing economic uncertainty, we are confident that




our strengths—productivity, simplicity, and, most of all, our employees—will continue to
enable us to meet our commitment to give the best value and most friendly service possible.
We are very proud of Southwest’s performance during the past decade and the year 1980,
and we expect to continue our record of achievement in 1981.

Sincerely yours,

Moot ) #6/0her

Herbert D. Kelleher
Chairman of the Board

Howard D. Putnam
President and Chief Executive Officer

February 27, 1981
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Description of Business

Southwest Airlines provides single-class, high frequency air service to cities in Texas and
to New Orleans, Oklahoma City, Tulsa and Albuquerque. The Company concentrates on
short-haul markets and stresses high levels of aircraft utilization and employee productivity.
In the Company’s opinion its service is characterized by low fares and convenient sched-
ules. The principal hub airports in Southwest’s system are Dallas Love Field and Houston’s
Hobby Airport, satellite airports located substantially closer to downtown business centers
than the major airports serving these cities.

Southwest’s two tier fare structure is designed to provide ‘‘Executive Class’’ travelers with
low cost air transportation and ‘‘Pleasure Class’’ travelers with an economically competi-
tive alternative to various forms of ground transportation. Southwest does not carry the
United States mail, interline passengers or engage in carrying air freight (other than

small packages).

Review of Operations

The combination of intensified competition in the airline industry, rapidly escalating jet fuel
prices, and the increasing costs of capital have presented major challenges to airline man-
agement. These factors have placed an even greater premium than in previous years on the
importance of carefully matching routes and flect. The levels of productivity and cost-
effectiveness underlying an airline’s fleet and routes also became increasingly more impor-
tant. Southwest continued to achieve an optimum utilization of its resources in 1980.

FLEET

During 1980, Southwest added five new Boeing 737-200 advanced series aircraft, bringing
the total fleet to 23 owned aircraft. This aircraft continues to offer the best overall fuel
efficiency of any jet transport currently available for Southwest’s route structure. Other
advantages of the 737 include an economic combination of high passenger preference lev-
els, quietness, optimum capacity for high frequency commuter markets, and minimal
requirements for ground support equipment.

Southwest’s fleet had an average age of only 28 months at December 31, 1980, continuing
to be one of the youngest commercial jet aircraft fleets in the airline industry.

During 1981, three more new 737’s will be delivered. To provide additional capacity
beyond owned aircraft and thus maximize service availability in key markets, a 737-200
advanced series aircraft with a configuration highly similar to Southwest’s aircraft, was
leased from another carrier, for a period of up to 26 months beginning in March, 1981.

Four additional 737 aircraft are currently scheduled for delivery in 1982. Options for up to
six aircraft are currently held for 1983 delivery positions.
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The picturesque Big Bend area
in Southwest Texas is easily
accessible from El Paso or
Midland/Odessa, three

of the cities served

by Southwest.

Southwest hostess
Sharon Guthrie
serving complimentary
drinks to passengers on
Executive Class flights.




Southwest’s industry leadership in productive use of its aircraft continued in 1980. Daily
utilization declined slightly, as planned, from the all-time high of 11 hours 37 minutes in
1979 to 11 hours 16 minutes. This minimal decline reflects a slightly revised aircraft sched-
uling approach which was devised to improve system-wide on-time performance. From
1979 to 1980, arrivals within 15 minutes of schedule increased from 77.5% to 83.3%. Em-
phasis is being placed on further improvements in this performance indicator in 1981. Aver-
age flight segment time increased two minutes in 1980 to 55 minutes.

ROUTES

Southwest’s expansion to other short-haul interstate routes which fit its business strate-

gy continued in 1980 with the addition of service in April to Oklahoma City, Tulsa and
Albuquerque. These routes fit Southwest’s market criteria well, reflecting both the con-
tinuing strength of our regional economy, the vitality of the energy industry, and the impor-
tance of the community of interest with cities previously served by Southwest. All three of
these routes were profitable within the first month of operations.

Local service between El Paso and Albuquerque was begun successfully in July.

In September, service to Beaumont/Port Arthur/Orange was discontinued for economic
reasons and service was commenced between North Houston’s Intercontinental Airport and
Love Field. No reduction in service to Houston’s close-in Hobby Airport, Southwest’s
primary point of Houston service, is anticipated, nor has any measurable amount of traf-
fic diversion from Hobby been noted, as a result of the inauguration of Intercontinen-

tal service.

To respond to increasing traffic demands from the two new Oklahoma markets, non-stop
service between these cities and Houston was initiated in December.

The expansion of fleet, combined with the new service in 1980, increased capacity, mea-
sured in available seat miles, by 28% over 1979, to a level of 2,969 million.

During 1981, no new city expansions are currently planned. Operating and service em-
phasis in 1981 will concentrate on enhancing service levels in existing markets.

TRAFFIC

Revenue passenger miles increased 28% to 2,024 million, up from 1,586 million in 1979.
Passengers carried increased 20% to a total of 5,976,621 passengers in 1980. Load fac-
tor was essentially unchanged from 1979 at a level of 68.2%. This efficient load factor
continues to emphasize Southwest’s industry leadership in operational productivity and
asset utilization.

Revenue Passenger Miles Revenue Passengers Carried
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One of Southwest’s travelers
using a major credit card to
purchase a ticket on an
automatic ticketing machine.

Southwest now flies nonstop
to New Orleans from both
Dallas and Houston.

Aircraft Utilization
(Hours and Minutes Per Day)
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Review of Financial Performance

Southwest’s 10 years of financial performance improvements continued in 1980. Revenues,
operating income, dividends, stockholders’ equity and earnings per share again set new
records. Financing activities included completion of equipment trust financing begun in
1979, a public offering of common stock, and Southwest’s first purchase of aircraft free

of any liens. Cost controls, emphasis on productivity of people, assets, and capital, and

a moderation in the rate of jet fuel cost increases held expense increases below reve-

nue increases.

REVENUES AND CASH FLOW

In 1980, revenues increased 57% to $213,048,000 from $136,114,000 in 1979. Capacity
increases of 28%, along with a 31% increase in average fare, generated this record amount
of increased revenues. Despite this increase, Southwest’s yield per passenger mile remained
at $.1009, the lowest level of any regional carrier and well below the more rapidly increas-
ing cost per mile to operate an automobile.

Total working capital from operations increased from $29,357,000 in 1979 to $48,100,000.
Proceeds from financing activities totaled $44,087,000, thus providing a total source of
funds of $92,187,000.

CAPITAL EXPENDITURES

Total capital expenditures were $56,504,000, up slightly from $54,314,000 in 1979. The
purchase of five Boeing 737-200 advanced aircraft, plus progress payments on future air-
craft deliveries, comprised 82.5% of capital expenditures. The construction of a second
reservations facility in San Antonio to provide improved passenger service will total slight-
ly over $5,000,000, split approximately equally between 1980 and 1981. Other projects in
1980 capital expenditures included the opening of ground facilities at new stations in Okla-
homa City, Tulsa, and Albuquerque, improvements at existing stations, and support equip-
ment for the expanded aircraft fleet.

CAPITALIZATION AND FINANCING

Southwest’s program to strengthen its capital structure and limit its exposure to volatile
money market rates was successful again in 1980. The debt and equity transactions of 1980
are outlined in the Letter to Stockholders and the consolidated financial statements.

The principal accomplishments of this strategy include:
. Reduction of prime-tied debt to $15,000,000 from the 1979 peak of $72,000,000.
. Placement of 15 year maturity equipment trust certificates at a 10.3% fixed rate of
interest.
. Increasing the average life of debt outstanding from 3.48 to 6.32 years.
.. Improving working capital efficiency through the revolving line of credit.
.. Immediate capital availability from the revolving credit of up to $35,000,000.
. Expansion of the equity base through the September, 1980 public offering of com-
mon stock.
. Ownership of three new aircraft, free of any liens or claims, purchased without addi-
tional debt financing.
. Reduction of long-term debt as a percentage of invested capital to 42% at December
31, 1980, compared to 60% at January 1, 1980.
These accomplishments position Southwest to take advantage of future growth opportuni-
ties with a greater degree of financial flexibility than in the past. Also, the decrease in finan-
cial leverage lessens the impact of capital costs on airline operations while providing an in-
creased level of financial resources important in an increasingly competitive airline industry.

STOCKHOLDERS’ EQUITY

Total stockholders’ equity increased 83.1% during 1980 from $58,412,000 to $106,964,000.
Of this increase, $21,900,000, or 45.1%, is attributable to the issuance of new shares, with
the remainder attributable to increases in retained earnings.

Passengers Boarded Per Employee
(Based on Average Month-End Staffing)
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Corpus Christi is one of the 15 cities
served by Southwest.

Ramp Agent Mitch McConnell loads one
of the approximately 12 million pieces of
baggage handled annually by Southwest.
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Return on stockholders’ equity for 1980 was 36.0% compared to 33.1% in 1979. This marks
the seventh consecutive year in which the return on stockholders’ equity has exceeded 30%.

On August 26, 1980, a 3-for-2 stock split-up was declared, resulting in an additional
2,287,000 shares to shareholders. The Board of Directors also declared a quarterly dividend
of 8 cents per share on the new shares, which, coupled with an earlier increase in dividends,
generated an effective 71% increase in the dividend rate.

Book value per share at year-end was $14.12, up 63.2%.

FUEL COSTS AND FARE INCREASES

The catastrophic rate of fuel cost increases of 1979 moderated somewhat in 1980. Although

the average fuel cost increase in 1980 was 43.2%, as outlined below quarter-to-quarter
increases after the first quarter of 1980 were well below those of 1979:

Average Price Percent
Per Gallon Increase
1979
FirstQuarter 3 imass et bds ik 39.45¢ 3.1%
SecondQuarter . ... ..ovoaniiiiaan 55.25¢ 40.0%
Third Quarter ..........cvvvievnenn 66.90¢ 21.1%
Fourth Quarter, q«es s wims s s 70.98¢ 6.1%
WAL oeive e e % 4 T 59.35¢ 55.3%
1980
FirstQuarter .........ccvvnvuearnns 81.31¢ 14.6%
SecondQuarter ... ..o 83.89¢ 3.2%
Third Quarter ..........ocvvvuennn. 86.00¢ 2.5%
FourthQuarter. .............c...... 87.97¢ 2.3%
Y At s e T St 84.96¢ 43.2%

During 1980, as in 1979, Southwest experienced no flight cancellations due to unavailability
of fuel. Previously mandated fuel allocations arising from the February, 1979 decontrol of
jet fuel continued. However, wide availability of jet fuel and a price-competitive spot market
were experienced. During 1980, approximately 42% of jet fuel purchases were made in

the spot market, primarily from multiple independent refiners.

These rapid fuel cost increases forced Southwest to raise its fares on January 8, 1980 by
12%, its only price increase during 1980, which was, in general, a year of frequent fare
increases for the bulk of the airline industry.

Southwest remains strongly committed to offering the best transportation value available.
The comparative value of Southwest’s low fares actually improved in 1980 in relation to the
generally available unrestricted standard coach fares of other air carriers and particularly in
relation to the private automobile, whose operating costs per mile escalated more rapidly.

In the first sixty days of 1981, jet fuel costs have escalated more rapidly than in previous
months, moving up 14% from $.91 per gallon at January 1, 1981, to $1.04 per gallon at
March 1. Southwest reluctantly increased fares on January 12, 1981 by 8.4%. Fuel conser-
vation and other cost controls will continue to be stressed to minimize future fare increases.
It remains Southwest’s current intention, however, to pass through jet fuel cost increases
in the form of fare increases to provide long-term protection of operating margins.

COST STRUCTURE AND PRODUCTIVITY

Southwest’s emphasis on employee productivity and a tightly controlled cost structure con-
tinue to be extremely significant to Southwest.

During 1980, passenger boardings per employee, a key productivity indicator, remained
virtually unchanged from 1979, despite the start-up of four new stations. Operating rev-
enues per employee increased from $93,872 to $122,371.

One of Southwest's 1900 employees directing
the Boeing 737-200 at Dallas Love Field.




Southwest operates 248 flights per week at San
Antonio, a city famous for its River Walk and
its cultural heritage.

Ticket Agent Alica Deutschmann
serving one of the 6 million
passengers which Southwest
carried in 1980.




Reflected below in operating cost per available seat mile is the combined impact of high
asset utilization and employee productivity.

Unit Cost Percentage
Per Available Increase
Seat Mile (Decrease)
1980 1979
Category of Costs
Aircraft fuelandoil .............. 2.08¢ 1.62¢ 28.4%
Payrollandrelated . .............. 1.62 1.40 15.7%
IEEnding fees i simas e p i 12 14 (14.3)%
Aircraftcosts . .................. .70 55 27.3%
Alloather s rrranre i S EE 1.01 01 11.0%
Total operating costs. . . .. ...« .. 5.53¢ 4.62¢ 19.7%

Total unit costs increased 19.7%, slightly less than the 20.0% increase in 1979. Excluding
fuel increases, operating expenses increased 15.0% in 1980. According to historical CAB
data for trunk and regional air carriers, Southwest’s unit cost per available seat mile con-
tinues to be the lowest in the industry.

INCOME TAXES

Federal income taxes provided for in 1980 were $12,843,000, resulting in an effective tax
rate of 31% compared to the 1979 effective rate of 20%. The difference between the actual
tax rate and the 46% statutory rate is primarily due to the $5,576,000 of current year invest-
ment tax credits generated from the acquisition of five new aircraft which were placed in
service during 1980, along with other qualified capital additions. Also lowering the 1980
effective rate was $557,000 of additional investment tax credit for contribution to an Em-
ployee Stock Ownership Plan.

Deferred income taxes at December 31, 1980 were $20,222,000, arising from the accu-
mulation of timing differences between financial and taxable income. These differences are
principally due to the use of accelerated depreciation methods for tax reporting and the de-
ferral of taxes due to the nonrecognition of gain on disposition of aircraft for federal income
tax purposes.

For additional analysis of the tax provision and deferred taxes see Note 6 to the consoli-
dated financial statements.

NET INCOME

Operating income increased 68.5% to $48,829,000 in 1980, compared to $28,986,000 in
1979.

Earnings per share climbed 64.4% to $4.06 compared to $2.47 in 1979, after adjustment for
the September, 1980 stock split.

The 1980 net operating margin was 22.9% of total revenues, up from 21.3% in 1979. This
improvement in operating margin is primarily attributable to moderating jet fuel cost in-
creases and the full year’s impact in 1980 of 1979 fare increases.

The net profit margin showed similar improvement, increasing from 12.2% in 1979 to
13.4% in 1980.

PROFIT SHARING CONTRIBUTIONS

All of Southwest’s employees are members of the Company’s Profit Sharing Plan. This
Plan creates a visible linkage for each employee between his own job performance and the
overall financial performance of Southwest. The Plan thus provides a significant financial
incentive for employee productivity, one of the keys to Southwest’s financial success. Dur-
ing 1980, the Profit Sharing Plan added an average of 21% to the compensation of each
employee in the Plan. Total {980 contributions, paid in quarterly cash bonuses and con-
tributions to the Profit Sharing Trust, were $6,736,000, up 96% from 1979.

First Officer Steven Rupp showing the cockpit
of the Boeing 737 to one of our many young
passengers.




In addition to the Profit Sharing Plan, Southwest maintains an Employee Stock Ownership
Plan which allows Southwest to generate an additional one percent investment tax credit if
this amount is invested in Southwest stock on behalf of the employees. In 1980, $557,000
in additional employee compensation resulted from this Plan, at no additional cost

to Southwest.

QUARTERLY EARNINGS STATEMENTS

Unaudited quarterly financial results are summarized in Note 7 to the consolidated financial
statements.

COMMON STOCK PRICE RANGES AND DIVIDENDS

Southwest’s Common Stock is listed on the New York Stock Exchange and trades under the
symbol *‘LUV”". The high and low sales prices of the Common Stock on the Composite
Tape, and the quarterly dividends per share paid on the Common Stock, in each case as
adjusted for three-for-two stock splits in February, 1979 and September, 1980, were:

Period - Dividend High Low
1979
L o R T A e $.0467 $13.25 $ 9.00
a0 B N .0467 14.92 12.00
IdQtr. ... 0467 17.33 13.00
htr ... .0467 16.67 13.08
1980
PRECHE ovcrcinmimimnm .0533 15.67 11.67
2ndQtr............. ... .0533 20.58 11.83
EE I, e .0800 29.50 19.33
A M 5 e .0800 37.00 26.00

At December 31, 1980 there were 3,356 holders of record of the Company’s Common Stock.
For certain limitations of the payment of dividends by the Company, see Note 4 to the con-
solidated financial statements.

H % ok ok ook ok 3k

The 1980 financial performance of Southwest, as in previous years, is the result of the suc-
cessful combination of planned, controlled growth guided by the business strategy outlined
in the front cover of this report. This performance, aided by the relative strength of the
regional economy and the increasing attractiveness of economical, short-haul air travel,
should continue to improve Southwest’s financial strength and provide the opportunity for
long-term increases in both earnings and dividends.

Net Operating Margin Net Profit Margin Il Net Income
(Operating Income as a Percentage of Operating Revenues) (Net Income as a Percentage of Operating Revenues) [[]Net Income Per Share
In Millions Per Share
30% — 30% — $30.0 — - $6.0
26.1
24.8 |_‘
: -
22.9
21.3 ]
20.9 : 21.0
J— ™ p— 4.06
! 20% = 20% — $20.0 - —$4.0
199, 154
B = 13.4 |
12.2 .
-
10% = 10% — $10.0 — - $2.0
4] 0 1]
76 7 78 79 BD 76 7 TH 9 0
*Excluding non-recurring items *Excluding non-recurring items.



Southwest Airlines Co.
Consolidated Balance Sheet

(in thousands except shares)
December 31, 1980 and 1979

1980 1979
Assets
CURRENT ASSETS:
Cash, including short-term investments of $17,094
($6,685 in 1979) (INOE 4) . 4 4 o a vio i wisia swimopis ba ea sy ain s wiesens o $ 18,079 $ 10,407
Accounts receivable | 8.703 g, 157
Inventories of parts and supplles at cost . ST e e B T e T 1,351 1,236
Prepaid eXpenses . .. ... e e R 814 289
TOTAL/CURRENT ASSETS i civiivns i smncvasavas. 28,947 21,089
Flight and ground equipment at cost (Note 2):
Flight equipment—aircraft (NOt€ 4) . ... .oovuvieiorverariienio. 188,353 138,390
Other flight and ground equipment .. ...« oovveiue ey 37,477 32,160
225,830 170,550
Less allowance for depreciation . . . ... ovovovoeiriiiiaeerioiraooe 30,922 19,974
194,908 150,576
Deferred charges and other assets . ..........iciviiiiiaiiiiieiiian 587 830

$224,442 $172,495

Liabilities and Stockholders’ Equity

CURRENT LIABILITIES:
Current maturities of long-term debt oo e $ 2,385 § 2,541
Accounts payable ;s s i sie v s s s wvie ke b s e 6,254 5503
Unearned revenues . e o e e e s S e s 2,358 -
ALLruch:ahl!ltleaENUEL’H e e PG 0 A o £ T4, 4,820
TOTAL CURRENTLIABILITIES .. ... 18,968 12,894
Long-term debt less current maturities (Note4) ....................... 77,892 87,374
Deferred federal iNnCOME taAX . . . . oot v vttt it e et i 20,222 12,919
Deferred COMPENSAION & vt s b e de vaea b i s s sas vd e ve s o v 396 397
Deferred profit ShAring . . ., . .« e vnevarnaiiinniinieie it e 499
Total liabilities ... ... .. L e 1 [y £ s R B AR

Commitments and contingencies (Notes 2 and 9)
STOCKHOLDERS’ EQUITY (Note 4):
Common stock, $1.00 par value; 15,000,000
shares authorized; 7,576,000 shares issued and

outstanding in 1980 (4,500,000in 1979) . ......... e Nl 7,576 4,500
Capital in excess of par value , . .« v v vwnvviaeamin v onaen 28,999 10,046
Retained earnings . . T PR e e s e ey =08~ A3IR66

Total Stockholders Equlty e 106,964 58,412

$224,442 $172,495

See accompanying notes.




Southwest Airlines Co.

Consolidated Statement of Income
(in thousands except for share and per share information)

Years Ended
December 31,
1980 1979 1978
OPERATING REVENUES:
DS SONZErt v s 31 o A D e L e ) AT $ 205,764 $ 131,573 $ 78,537
|2 Rl (0 AU, ey S e 6,080 4,057 2,364
1] ] A e e e T ey 1,204 484 164
Total operating reVENUES j.uiw,vwsssibinsisn e ot cepivin 213,048 136,114 81,065
OPERATING EXPENSES:
Fitel ans sl i i st i e e s e 61,887 37,598 16,509
Flight operations .. ...........cooiennciiian oo 16,101 12,689 7,049
B T T A o e e oy v A3 14,319 7,675 5,711
PasSeNger- SOLVICES 5ar st e a s S b g B e 7,992 5,868 3,723
Terminal operationss il iasssssm s 22,170 15,321 9.221
Promotion and sales ........... PR 10,061 6,749 3,718
Insurance, taxes, and administrative. . . . ........... 12,224 8,444 SEE
Depreciation . .. ... T e A 12,172 8,482 6,436
Employee profit sharmg (Note 5) ................. 7,293 4,302 2,353
Total operating eXpenses: il i st 164,219 107,128 59,943
OPERATINGINCOME ............... ...t 48,829 28,986 2IN122
NON-OPERATING EXPENSE (INCOME):
Interest and otherincome . ...................... (1,697) (441) (194)
Interest expense (NOE 4) i s siwrmaiugssise sinis 923 8,713 5,882
Net non-operating €Xpense . . . ... .......vex.- 7,539 8,272 5,688
Income before gain on disposition of aircraft
and federal income tax ............iniii 41,290 20,714 15,434
Gain on disposition of aircraft. . ... . .o oo v - —= 8,522
Income before federal incometax. .................. 41,290 2Q,714 23,956
Provision for federal income tax (Note 6) .. . .. ... oo .. 12,843 4,062 7,687
Income before accounting change. . o - 28,447 16,652 16,269
Net cumulative effect of accounting change (Note 8) ey — — 735
NETINCOME .. oovniiiieiaaaiiinieneeie.. $ 28,447 § _16,652$ 17,004
INCOME PER COMMON SHARE:
Weighted average common
shares outstanding
(adjusted for 1979 and 1980 stock splits) . ...... 7,006,000 6,750,002 6,750,000
Income before accounting change. . ., ... ... ... $4.06 $2.47 $2.41
NeLINCOME. i e e s s s o N el o $4.06 $2.47 $2.52

See accompanying notes.




Southwest Airlines Co.

Consolidated Statement of Stockholders’ Equity

(in thousands except for per share information)

BALANCE AT DECEMBER 31, 1977

Three-for-two stock split ...y

Cash dividends, $.11 per share. . . ..

Compensation element of executive
stock options ... iai i

Net income—1978 .. ........

BALANCE AT DECEMBER 31, 1978

Three-for-two stock split . .. ... ..
Cash dividends, $.19 per share. . . . .
Compensation element of executive

SIOCK OPUIORS! i liials ittt o e

Netincome—1979..............
BALANCE AT DECEMBER 31, 1979

Three-for-two stock splity v < 2ot

Proceeds from issuance of
commonstock ...

Contribution of common stock to

profit sharing trust<. . .., .......,
Cash dividends, $.27 per share . . . .
Compensation element of executive
stock options . .

Netincome—1980.............. -

BALANCE AT DECEMBER 31, 1980

See accompanying notes.

Three Years Ended December 31, 1980

Capital in
Common  excessof  Retained
stock par value EaInings Total
$2,000 $12,367 $12,240 $ 26,607
1,000 (1,000) — —
- . (770) (770)
- 48 — 48
— — 17,004 17,004
3,000 11,415 28,474 42,889
1,500 (1,500) —
- — (1,260) (1,260)
— 131 — 131
— 16,652 16,652
4,500 10,046 43,866 58,412
2,287 (2,287) -
615 15,836 — 16,451
174 5,275 — 5,449
— — (1,924) (1,924)
— 129 — 129
— — 28,447 28,447
$7,576 $28,994 570,389  $106,964




Southwest Airlines Co.

Consolidated Statement of Changes in Financial Position

(in thousands)

Years Ended
December 31,
1980 1979 1978
FINANCIAL RESOURCES WERE PROVIDED BY:
Working capital provided from operations:
Income before cumulative effect of
accounting change . . Vi CHA $ 28,447 $16,652  $16,269
Items not affecting workmg capltal
during the current period:
Depreciation ., ..... . 12,172 8,482 6,436
Deferred compensat10n and compensatlon
element of executive stock options . 178 215 125
Deferred federal incometax .................. 7,303 3,460 7,726
Deferred profit shating. ... sy tes — 499 ==
Other . . — 49 —
Total frOm OPEratiONS st ik ks e aias e s 48,100 29,357 30,556
Issuance of commonstock. . ............ ... . ... ..., 21,900 — —
Issuance of long-termdebt. . .......oooiiiiiiiiie. 22,187 57,865 15,000
Total sourceof funds . ..................... 92,187 87,222 45,556
FINANCIAL RESOURCES WERE UTILIZED FOR:
Net additions to flight and ground equipment . . ., .. ... . 56,504 54,314 40,204
Cash dividends, e O 1,924 1,260 770
Reduction of long -term debt 31,669 32,541 —
Other . ., e A Mo 306 579 (34)
Total apphcatlon of funds ... it 90,403 88,694 40,940
INCREASE (DECREASE) IN WORKING CAPITAL $ 1,784 $(1,472) $ 4,616
CHANGES IN COMPONENTS OF WORKING CAPITAL.:
Increase (decrease) in current assets:
Cash including short-term investments . . . $ 7,672 $ 1,742 §$ 3,818
Accountsreceivable. ... ... ... ... (454) 5,170 1,728
(R 11 00) g [ e e e e e e b e 115 650 101
Prepaid CXPEnSCS eluis bhrs ki a i s el e R e RSy e b T 525 (184) 235
7,858 7,378 5,882
Increase (decrease) in current liabilities:
Current maturities of long-termdebt., , . ... ......... (156) 2,541 —
Accounts payable. . . . . . 721 2,286 756
Unearned revenues . ... ..........ouiivmnunnenn.. 2,358 — —
Accrued liabilities . . ........... ... ... ... .. ... ... 3,151 4,023 510
6,074 8,850 1,266
Increase (decrease) in working capital. ., ..o $ 1,784 $(1,472) $ 4,616

See accompanying notes.
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Southwest Airlines Co.

Notes to Consolidated Financial Statements

December 31, 1980

1. Basis of presentation and summary of significant
accounting policies

Basis of presentation—

The consolidated financial statements include the accounts of the

Company and its wholly owned subsidiary, Midway (Southwest)

Airway Co. All significant intercompany balances and transac-

tions have been eliminated.

Depreciation and overhaul allowances—

Depreciation is provided by the straight-line method to residual
values over a fifteen-year period for aircraft and over per-
iods ranging from three to twenty years on other flight and
ground equipment.

The Company expenses major aircraft maintenance and overhaul
costs as incurred. In years prior to 1978, the Company provided
an airworthiness reserve for such costs (see Note 8).

Investment tax credits—
Investment tax credits are accounted for by the flow-through
method.

Per share amounts—

Income per share computations are based upon the weighted
average number of shares outstanding during the respective
periods. Per share information has been restated to reflect com-
mon stock splits.

Unearned revenues—

Unearned revenues represent the sale of tickets for which trans-
portation has not yet been provided, under a program for presell-
ing tickets to travel agencies which was begun in 1980.

2. Flight and ground equipment
Other flight and ground equipment is (in thousands):

980 1971

Progress payments on additional aircraft . , . $ 5,770 $ 9,562
Support flight equipment . .. ... ., ..., .. ... .. 13,878 10,306
Ground equipment ... ... TR Al A e 10,088 7,266
Leasehold improvements ; ] i . 3,914 3,810
Construction in progress. . . .., . 3,827 1,216
$37,477 $32,160

At December 31, 1980, the Company had contractual commit-
ments of approximately $72,726,000 for the purchase of seven
Boeing 737-200 aircraft to be delivered in 1981 and 1982.

3. Accrued liabilities

Accrued liabilities consist of (in thousands):

1980 1979
Profit) Sharing o e e et e S i g $1,683 $1,455
TIVTTEITER 1o oo o mbh o b e S b AT S AR T e — 1,699
Federal income tax ..., ., e e 4,861 G2
AR yalOre M| tAXESY i ' ir o W0 L Ry ol 581 719
Other it Sl S e Lt S e ey 846 345

$7,971 ,820

4. Long-term debt

Long-term debt less current maturities is (in thousands);

980 1979
10.40% Equipment Trust Certificates due July 1, 1994 with
semiannual principal and interest payments starting
January 1,1980........., I $23,284 $25.074

10.30% Equipment Trust Certificates due January I, 1995
with semiannual principal and interest payments starting
July 1980 2o P T (E. A A 20,300

10.30% Equipment Tiust Certificates due July 1, 1995 with
semiannual principal and interest payments starting

January 1, 1981 .. ... ... .. ... .ioiiaoaa.oo.. 20,708 —
Revolving Credit Agreement ... ... ............ 15000 42,000
Long-term debt less current maturities. ., . .. ....... . $77,892 $87,374

In 1979, the Company entered into equipment trust agreements to
borrow 80% of the cost of ten Boeing 737-200 advanced series
aircraft. These loans are supported by Equipment Trust Certifi-
cates, issued by the trustee and guaranteed by the Company. The
Company has the option to retire the unpaid balance after certain
specified dates. Depending on the conditions surrounding such
retirement, there could be a premium required for early retirement.

On July 6, 1979, the Company entered into a Revolving Credit
Agreement which provides a $50,000,000 revolving line of credit
expiring March 31, 1982, followed by a six-year term loan
repayable in 24 quarterly installments beginning the first day of
the calendar quarter following conversion to the term loan. The
Revolving Credit Agreement is renewable annually for two-year
periods with the consent of the banks.

The interest rate on borrowings under the Revolving Credit
Agreement is equal to the agent bank’s prime commercial rate and
is payable quarterly. The interest rate on the term loan is equal to
¥2% over the agent bank’s prime commercial rate. The commit-
ment fee for the Revolving Credit Agreement is 2% per annum
on the unused portion of the committed credit.

The Revolving Credit Agreement, which is secured by eleven
aircraft, also provides for the maintenance of certain minimum
net worth levels and working capital ratios and for certain restric-
tions as to additional borrowings, capital expenditures, and cash
dividend payments. At December 31, 1980, the Company had
retained eamings in the amount of $5,689,000 available for
payment of cash dividends.

The Company and the various banks have an informal under-
standing that the Company will endeavor to maintain on deposit
average cash balances equal to 10% of the total credit available
plus 5% of borrowings under the Revolving Credit Agreement. It
is understood between the parties that no such funds are restricted
from withdrawal by the Company at any time.

At December 31, 1980, the Company had available $35,000,000
for future borrowings under the Revolving Credit Agreement,
The Company has free and clear title to two aircraft with a net
book value of $21,346,000 at December 31, 1980. The Equip-
ment Trust Certificates and Revolving Credit Agreement are
secured by the remaining aircraft.

Long-term debt principal repayments due in each of the next five
years, but excluding the borrowings under the revolving line of
credit are (in thousands):

L R e U Lo )
1982 peesgirncii e e s ez 120
G SR I— . AL TR0
1984 |, oo e 4720
1O S e T i AL AT v Ay malal e m e e s el 120



S. Employee profit sharing and cash bonus plans

Substantially all of the Company’s employees are members of a
profit sharing plan. The plan provides that the Company may
contribute, as determined by the Board of Directors, the lesser of
15% of its adjusted pretax income (as defined by the plan) or the
maximum amount deductible for federal income tax purposes.
The plan permits the Company to pay currently a portion of each
eligible employee’s profit sharing amount in the form of a cash
bonus. The remaining profit sharing amount is contributed to the
employees’ profit sharing trust to be invested as designated by
the employee in one or more of four investment media, including
the Company’s common stock.

During 1979, the Company adopted for both 1978 and 1979, an
Employee Stock Ownership Plan which, under Internal Revenue
Service regulations, allows the Company to claim an additional
1% mnvestment tax credit if this amount is invested in Company
stock on behalf of its employees. The Company has recorded in
1980 an additional $557,000 ($873,000 in the fourth quarter of
1979) of profit sharing expense and investment tax credit as a
result of adopting the Plan.

6. Federal income tax
Provisions for federal income tax are as follows (in thousands);

980 1979 197

B e B e e S e 5550 % 602 o=
Deferred. .. ......oovviniriisnn, T.303 3,460 1087
$12:543 $4, 077 Dyt

The provision for federal income tax reconciles to statutory rates
as follows (in thousands):

%0 W 199 % LB %
Income tax provision
on income before
accounting change
at statutory rate. . .. . $18,993 46 $9,528 46  $11,498 44
Investment tax credit (5,576) il4y (4915 (24 (3,775 (1)
ESOP tax credit . . ., (557) (1) (873) 4) -
OhEF & e (7 — 322 2 (36)

(==l

$12,843 31 $4,062 20 7,687

Deferred federal income tax results from (in thousands):

D807 1 078
Timing differences in flight and
ground equipment ............ .. % $5,813 $3,967 $6,761
Application of investment
e TR S i i e 884 (409) 1,365
Other. . .. S L 606 (98 (439)

$7,303 %3 460 $7,687

Timing differences in flight and ground equipment result princi-
pally from the use of accelerated depreciation methods and non-
recognition of gain on disposition of aircraft for federal income
tax reporting.
7. Quarterly financial data (unaudited)
Summarized quarterly financial data (in thousands except for per
share amounts) is:

Three months ended

March 31 June 30 Sept. 30 Dec. 31

1980
Bevermies o000 $40,186 $56,566  $58,795  $57,501
Operating income ,, ., ., ..... 7,532 14,233 14,678 12,386
Income before tax . ..... ..... 6,093 11,359 12,661 11,177
NEtNCOMmE +v. . wn's < wiiowaiiiiass 4,309 7,764 8,423 7,951
Income per share, .. ....... ik} 1.14 1.22 1.07

Three months ended
‘March 31 June 30 Sept. 30 Dec. 3l

20
Revenues..... ......... $25,677 $32272 538,071 $40.094
Operating income. . . . ; 6,198 7,187 8,804 6,797
Income before tax | ., 4,425 5,257 6,743 4,289
Net income . ...... ., 3,328 4,061 4,897 4,366
Income per share ........ 49 .60 .73 65
Three months ended
March 31 June 30 Sept. 30 Dec. 31
1978
Revenues............... $16,052 $19,668 $22.488  $22.857
Operating income. . ., .. 3,221 4,927 6,630 6,344
Gain on disposition
of aircraft ..... ..., .., - - 5867 2,655
Income before tax ....... 1,969 3,543 11055 7,389
Net income before
accounting change . . . .. 1,969 3,002 f, 765 4,523
Net income ..., .. ., ... 2,704 3.012 6,763 4,523
Income per share .., .. .40 45 100 .67

8. Accounting change

In years prior to 1978, the Company provided an airworthiness
reserve for major aircraft maintenance and overhaul costs. These
costs were accumulated in the reserve on a per-flight-hour basis.
Actual expenditures for major aircraft maintenance and overhaul
costs were relieved from the reserve as incurred.

Effective January 1, 1978, the Company changed its method of
accounting for major maintenance and overhaul costs from the
reserve method to that of expensing such costs as incurred. The
change was made to conform the Company’s accounting for such
costs to the predominant method in the airline industry and, in
anticipation of possible interstate route awards, to utilize the
established accounting policies of the Civil Aeronautics Board
(CAB). The Company believes that the direct expense method is
preferable because of changes in the physical manner in which
airframes and engines are now being maintained and an increase
in the Company’s fleet size.

Net income for the year ended December 31, 1978, has been
increased by approximately $735,000 (net of applicable federal
income taxes and profit sharing of approximately $388,000)
which represents the cumulative effect on years prior to 1978 of
the aforementioned change.

9. Commitments and contingencies

In 1973, the United States District Court for the Northern District
of Texas declared that the Cities of Dallas and Fort Worth and the
DFW Regional Airport Board could not prevent the Company
from serving Dallas Love Field as long as Love Field remained
open as an airport. This decision was affirmed by the Fifth Circuit
Court of Appeals, and the United States Supreme Court declined
to grant review.

Subsequently, in December, 1974, a Civil Aeronautics Board of
the United States (CAB) Carrier (the Carrier) filed an action in the
Travis County, Texas District Court secking to exclude the Com-
pany from Love Field, or, as one of the alternatives, to close Love
Field as an airport. Certain other airlines serving DFW Airport
joined the Carrier in requesting this relief. The United States
District Court for the Northern District of Texas entered a pre-
liminary injunction prohibiting the Carrier and certain other CAB
air carriers serving DFW from proceeding with that portion of the
State Court suit which seeks to relitigate the right of the Company
to remain at Love Field. Those carriers appealed the entry of the

Z1



22

preliminary injunction to the Fifth Circuit Court of Appeals which
Court ruled in favor of the Company. Some of those carriers
petitioned the United States Supreme Court to review the Fifth
Circuit Court’s decision, which petition was denied by the Su-
preme Court. Since such denial, no action has been taken by any
party on the merits of the case, other than the Company'’s filing a
motion for partial summary judgment. Ruling on this motion has
been deferred pending the outcome of negotiations between the
parties to dismiss both the Company’s federal case and the
above-described state court case to which it relates.

In December, 1978, the Company became subject to the juris-
diction of the CAB by obtaining authority to commence inter-
state air service between Houston, Texas and New Orleans,
Louisiana. The CAB thereafter issued a certificate to the Com-
pany comfirming its right to use Love Field in conjunction with
its intra-Texas service over routes originally granted by the Texas
Aeronautics Commission.

Subsequently, the CAB granted the Company authority to fly
between Love Field and New Orleans, Louisiana. This deter-
mination was appealed to the District of Columbia Circuit Court
of Appeals by certain of the DFW Airport parties and certain
homeowner organizations. This appeal was dismissed by stip-
ulation of the parties subsequent to enactment of the federal
legislation described below.

In February, 1980, federal legislation was enacted which autho-
rizes, under certain conditions met by the Company, air service
between Love Field and any points in Texas, and the four adja-
cent states of Arkansas, Louisiana, New Mexico, and Oklaho-
ma. Such legislation also validates the Company’s right to con-
tinue its Love Field-New Orleans air service pursuant to the
earlier grant of such authority by the CAB. Since enactment of
such legislation, the CAB has granted the Company authority to
provide air service between Love Field and Albuquerque, New
Mexico; Oklahoma City, Oklahoma; and Tulsa, Oklahoma,
which service the Company has been providing since April, 1980.

Based on opinion of counsel, the Company believes that its
becoming subject to CAB jurisdiction and receiving a final CAB
certificate authorizing use of Love Field in connection with
intra-Texas air service, plus the enactment of the described leg-
islation, establishes, as a matter of federal law, the Company’s
right to continue to use Love Field for such intra-Texas service.
Further, based on opinion of counsel, the Company believes that
it may continue to operate flights between Love Field and points
within Texas and the four adjacent states while furnishing air
service from points other than Love Field to points beyond Texas
and the four adjacent states.

On September 2, 1980, pursuant to CAB authorization granted
over the Company’s objection, an interlining, CAB air carrier
(the Carrier) introduced air service between Love Field,
Houston’s Intercontinental Airport, and points in Louisiana. The
Company, the Cities of Dallas and Fort Worth, and the DFW
Regional Airport Board appealed the CAB’s determination to
the District of Columbia Circuit Court of Appeals, insofar as
such determination permitted an interlining air carrier to provide
interstate air service between Love Field and points in the four
states adjoining Texas. The Company, which does not interline,
and the DFW Airport parties contend that the federal legislation
described above prohibits any interstate air service to or from
Love Field by an interlining air carrier. Such appeal is presently
pending, and the Carrier terminated all air service at Love Field
on January 31, 1981.

Insofar as the Love Field lawsuits involve controversy over the
continued use and operation of Love Field as an airport, the
management of the Company and its legal counsel expect to
prosecute and defend successfully both the federal and state
court actions. In the event of an adverse decision, no financial
liability is indicated, although the effect on future operations is
not predictable at this time. The Company is involved in several
other legal proceedings, the outcome of which in the opinion of
management and counsel will not have a material effect on the
financial statements,

Groups and organizations of homeowners in the vicinity of Love
Field have proposed that the Dallas City Council adopt restric-
tions on aircraft operations at Love Field, including a flight
curfew. At the present time, it is not known what, if any, action
will be taken by the City Council.

Total rental expenses charged to operations in 1980, 1979 and
1978, were $2,281,000, $3,127,000 and $2,248,000, exclusive
of landing fees of $3,532,000, $2,557,000 and $856,000,
respectively. Landing fees are set by the governing bodies of the
airports served by the Company and are based upon usage of
airport runways.

The majority of the Company’s corporate office and terminal
operations space is leased through noncancelable operating
leases. Minimum future obligations on all leases in effect are as
follows (in thousands):

1L e —— )8 3 3]
L 1,361
B L e e e e 853
[ o ot 4 At 775
L e e e e b e e et e e 742
Afterl 1085 . ... . L i e AR e 7 543

$14,155

Supplementary Information
On Effects of Changing Prices (Unaudited)

Financial reporting and changing prices

Statement of Financial Accounting Standards No. 33, ‘‘Financial
Reporting and Changing Prices,”’ requires providing certain in-
formation about the effects of general inflation (constant dollar)
and the effects of changes in specific prices (current cost). It is
hoped that measuring certain assets and expenses in constant
dollars and at current costs will provide better information to
investors, creditors and others to assess prospective cash flow and
current economic resources. The information provided should be
viewed as an estimate of the approximate effect of inflation,
rather than as a precise measure.

FASB 33 endeavors to measure the effects of inflation in two
different ways:

1) Constant dollar—in inflationary periods, the amount of goods
and services that a dollar will buy declines. Since financial data
involves dollars expended in different years, all dollars are ad-
justed to a common index level by application of the Consumer
Price Index for All Urban Consumers (CPI-U).

2) Current cost — in inflationary periods, prices of goods and
services will not all necessarily increase at the same rate. The
impact of inflation on a specific company may also be measured
by estimates of the change in prices of specific goods and services
that the company uses. Current cost amounts reflect changes in
specific prices of goods and services and differ from constant
dollar amounts to the extent that specific prices have increased



more or less rapidly than prices in general. Neither method
purports to represent the amount at which assets could be sold.

Methods of computation

Constant dollar—values were determined by applying the CPI-U
to specified data.

Current cost —

a) Property and equipment—current cost was determined by the
following methods:

1) Direct pricing — the Company’s aircraft fleet is com-
prised of B737-200 aircraft, which were priced using current
new purchase prices and deducting an allowance for the age of
each aircraft. Spare rotable equipment was valued by applying
the ratio of the historical cost of the aircraft fleet to its cur-
rent cost to historical cost of rotable equipment.
2) Indexing—all ground equipment and facilities were valued
by applying the CPI-U to the appropriate asset account.
b) Depreciation was computed utilizing the same depreciable
life assumption as used for the historical cost basis finan-
cial statements,
Table 1 *‘Statement of Income from Continuing Operations
Adjusted for Changing Prices *’ restates net income for the
year based upon the restatement of property and equip-
ment adjusted for general inflation and for changes in spe-
cific prices.
Since the value of the Company’s property and equipment was
higher when adjusted for the effect of general inflation than
when adjusted for its current costs, the depreciation expense
computed on these higher values was therefore greater as
reflected in the disclosures of adjusted depreciation expense
and adjusted net income in Table I.

Table I *‘Effect on Relevant Balance Sheet Accounts at De-
cember 31, 1980 of Adjustment for Changing Prices ** also
presents the changes in values of our ‘‘net monetary assets”’
which occurred during 1980. The first item is a gain due to
inflation, applicable to both methods, based on the decline in
purchasing power of net monetary amounts owed. The Com-
pany’s current assets (except flight equipment parts, fuel in-
ventories and prepaid expense) and most of its liabilities (ex-
cept unearned revenue) are monetary items. Since monetary
liabilities during 1980 were greater than monetary assets, an
unrealized gain of $9,906,000 resulted. It must be noted,
however, that the gain may only be realized when such liabili-
ties are paid in the future with then cheaper dollars.

The next three items in Table I show that the value of the
Company’s net property and equipment has, as valued in
current cost 1980 dollars, increased during the year by
$23,189,000. Of this amount, $21,185,000 was due to general
inflation, and the remainder is therefore attributed to increases
in current costs in excess of general inflation.

The final item in Table I shows the effect of restating net assets
at year-end for the effects of changing prices.

Table I is a five-year summary of certain selected supplementary
financial data as adjusted for general inflation (CPL-U) as required
by FASB 33. Certain data is not required for years 1976
through 1979.

FASB 33 requires that income taxes as reflected in the historical
consolidated financial statements be left unadjusted. Tax laws do
not presently allow deductions for the current costs of deprecia-
tion and to that extent do not adequately provide for capital
recovery. During periods of persistant inflation and rapidly in-

creasing prices, such tax policies effectively result in a tax on
shareholders’ investment in the Company and thus do not tend to
reflect economic reality.

The information presented in response to FASB 33 will continue
to be examined by the Financial Accounting Standards Board in
order to determine whether or not both the effect of consumer
price index fluctuations and changes in current valuation of
certain assets should continue to be shown or whether another
method of calculation would be more useful.

TABLE I

STATEMENT OF INCOME FROM CONTINUING OPERATIONS
ADJUSTED FOR CHANGING PRICES FOR THE YEAR ENDED
DECEMBER 31, 1980

(000’s)
Adjusted for
Adjusted Changes in
for General Specific
As Reported Inflation Prices
in the Primary (Constant (Current
Statements Dollar) Costs)
Operating revenues . . ., $213,048 $213,048 $213,048
Depreciation expense. . . 12,172 15,265 14,163
Other expenses. . ..., . . 159,586 159,586 159,586
Provision for
income taxes .... .. 12,843 12,843 12,843
Total expense ..., .. 184,601 187,694 186,592
Net Income et b 28,447 $ 25,354 $ 26,456
Net Income per
Common Share ... .... $ 4.06 $ 362 § 378

EFFECT ON RELEVANT BALANCE SHEET ACCOUNTS AT
DECEMBER 31, 1980 OF ADJUSTMENT FOR CHANGING PRICES
(000%s)
Gain from decline in
purchasing power of net

amounts owed .. ... .. 9,906

| &
&

9906

Increase in specific prices
(current cost) of property
and equipment* . ... $ 23,189

Increase in general price
level (inflation
component) of property
and equipment . .. .. ., 21,185

Excess of increase in
specific prices over
increases in general price
level 2

Net assets at year-end . . . $106,964 $145.618 $134,368

&

2

*At December 31, 1980, current cost of property and equipment net of accumulated
depreciation was $218,952,000.

TABLE I

FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY
FINANCIAL DATA ADJUSTED FOR EFFECTS OF
GENERAL INFLATION (In average 1980 dollars)

Operating Cash Market Price Average

Revenues Dividends Per Share Consumer

(000's) Per Share At Yeir-Eil — I:"riu:r [ridex
1976 $ 44,757 $.02 $ 7.63 170.5
1977 $ 66.693 $.10 $ 9.72 181.5
1978 $102.389 $.14 $11.02 195.4
1979 $154 521 $.21 $17.22 217.4
1980 $213,048 $.27 $36.00 246.8
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Management’s Responsibility for Financial Statements

The accompanying consolidated financial statements and
related information included in this Annual Report were
prepared by the management of Southwest Airlines Co.
in conformance with generally accepted accounting prin-
ciples appropriate in the circumstances applied on

a consistent basis. The primary responsibility for the
integrity of this financial information rests with
management.

Southwest Airlines Co. maintains a system of internal
accounting controls. These are augmented by a program
of internal audits designed to provide reasonable assur-
ance that assets are safeguarded, transactions are executed
in accordance with management’s authorization and
financial records are reliable as a basis for preparation of
financial statements.

The independent public accountants provide an objective,
independent review of management’s discharge of its
responsibilities as to the fairness of the financial state-
ments. They review the Company’s internal accounting
controls and perform the necessary tests of procedures

Auditor’s Report

The Board of Directors
Southwest Airlines Co.

and accounting records to enable them to express their
opinion on the fairness of the financial statements.

The Audit Committee of the Board of Directors, composed
solely of Directors from outside the Company, meets with
the independent public accountants, management and the
internal audit staff periodically to review the work of each
and ensure that each is properly discharging its responsi-
bilities. The independent public accountants and the
internal audit department have free access to this Com-
mittee, without management present, to discuss the results
of their audit work, the adequacy of internal financial
controls and the quality of financial reporting.

Howard D. Putnam, President & Chief Executive Officer

4

M. Philip Guthrie, Vice President—Finance, Treasurer
& Chief Financial Officer

We have examined the accompanying consolidated balance sheet of Southwest Airlines Co. at
December 31, 1980 and 1979, and the related consolidated statements of income, stockholders’
equity and changes in financial position for each of the three years in the period ended

December 31, 1980. Our examinations were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

In our opinion, the statements mentioned above present fairly the consolidated financial position
of Southwest Airlines Co. at December 31, 1980 and 1979, and the consolidated results of
operations and changes in financial position for each of the three years in the period ended
December 31, 1980, in conformity with generally accepted accounting principles consistently
applied during the period subsequent to the change, with which we concur, made as of January 1,
1978, in the method of accounting for major maintenance and overhaul costs as described in

Note 8 to the consolidated financial statements.

(Al + Gy

Dallas, Texas
January 20, 1981
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Management’s Discussion and Analysis of

Results of Operations and Financial Condition

Following is management’s discussion and analysis as required
by regulations of the Securities and Exchange Commission.

1978 Compared to 1977

Revenues. Revenues for 1978 increased by 65% over those
in 1977. This increase resulted largely from a 55% increase in
revenue passenger miles (RPMs) and a general fare increase
of 11.5% which was implemented in July 1978. The increase
in RPMs is primarily attributable to added capacity from the
net addition of three aircraft to Southwest’s fleet in 1978. The
capacity as measured in available seat miles (ASMs) was
54% greater in 1978 than that available in 1977. These capac-
ity increases, when combined with slight increases in load
factor and aircraft utilization, yielded the overall increase in
RPMs flown.

Operating Expenses. Operating expenses increased by 55%
from 1977 to 1978. The primary factors contributing to this
rise were an increase in the number of trips flown and an
increase in the average cost of jet fuel. With its expanded
fleet of aircraft Southwest flew 55% more trips in 1978 than
in 1977. Rising prices of fuel during 1978 increased the per
trip cost of fuel by 5% over the 1977 level.

Operating Income. Operating income in 1978 increased
106% over 1977.

Interest Expense. Interest expense increased by 111% over
1977. This resulted from successive increases in the prime
rate to which 50% of the Company’s long-term debt was tied
and the addition of $15,000,000 of new debt incurred in the
acquisition of the new aircraft.

Federal Income Tax. Operating income and the gain on
disposition of aircraft generated federal income tax liability

in 1978 of approximately $11,462,000, which was reduced by
investment tax credits of $3,775,000. In 1977 the tax liability
was totally offset by investment tax credits.

Net Income. Net income for 1978 increased by 125% over
1977. 1978 net income includes $4,456,000 in after-tax gains
on the disposition of three aircraft and $735,000 cumulative
effect of a change in accounting for maintenance expenses.
Excluding these nonrecurring items, net operating income for
1978 increased by 57% over that of 1977.

1979 Compared to 1978

Revenues. Revenues for 1979 increased by 68% over those
in 1978. This increase resulted largely from a 51% increase in
RPMs and general fare increases of 7% and 12% which were
implemented in July and September 1979, respectively. The
increase in RPMs was primarily attributable to the added
capacity created by the addition of five Boeing 737-200 air-
craft to Southwest’s fleet in 1979 and the use of one Boeing
727-200 which Southwest leased for part of the year. This
total capacity, as measured in ASMs, was 49% greater than
that available in 1978. In addition, during 1979 all of
Southwest’s aircraft were converted from a 112 seat to a 118
seat configuration. These capacity increases, when combined
with a slight increase in load factor and a fairly substantial
increase in aircraft utilization, yielded the overall increase in
RPMs flown.

Operating Expenses. Operating expenses increased by 79%
from 1978 to 1979. The primary factors contributing to this

Distribution of Expenses—1980

36.0% Fuel and Oil

28.0% Personnel Cost—Including
Profit Sharing and
Employee Benefits

7.1% Depreciation

4.4% Interest Expense—Net

8.5% Outside Service and Repairs

5.2% Other Expense

3.4% Rentals

3.5% Traffic Commissions and
Charge Sale Discounts

2.2% Insurance and Taxes

1.7%  Advertising and Promotion

100.0%




rise were a 38% increase in the number of trips flown and a
substantial increase in the average cost of jet fuel. With its
expanded fleet of aircraft Southwest flew 21,000 more trips in
1979 than in 1978. Rising prices of fuel during 1979 drove the
per trip cost of fuel up by 65% over the 1978 level. The
combined effect of more trips and higher jet fuel costs re-
sulted in 1979 total fuel costs being 128% higher than those
incurred in 1978.

Operating Income. Operating income in 1979 increased by
37% over 1978.

Interest Expense. Interest expense increased by 48% over
1978. This resulted from successive increases in the prime
interest rate to which 48% of the Company’s debt at year-end
was tied and a net addition of $27,865,000 of long-term debt
incurred in financing the five new aircraft acquired in 1979.

Federal Income Tax. The total tax provision for 1979 was
$4,062,000, a decrease of 47%. In 1979 federal income taxes
of $9,850,000 were reduced by investment tax credits of
$5,788,000 which included $873,000 generated by the adop-
tion of an Employee Stock Ownership Plan in 1979. This
yielded an effective tax rate for 1979 of 20% compared to the
1978 effective tax rate of 32%.

Net Income. Net income for 1979 decreased by 2% as com-
pared to 1978. However, 1978 included $5,191,000 of after-
tax gain resulting from two nonrecurring items: a gain on the
disposition of aircraft (including 3 non-advanced series
Boeing 737s) and the cumulative effect of a change in
accounting for maintenance expenses. From this perspective,
1979 net operating income increased by 41% over that of
1978 excluding 1978’s nonrecurring items.

1980 Compared to 1979

Revenues. Revenues for 1980 increased by 57% over those
of 1979. This increase resulted largely from a 28% increase
in RPMs and a 31% increase in average passenger fare. The
increase in RPMs was primarily attributable to added capac-
ity from the addition of three aircraft in the fourth quarter of
1979 and three in the first quarter of 1980. The capacity as
measured in ASMs was 28% greater in 1980 than that avail-
able in 1979. The increase in average passenger fare is pri-
marily the result of general fare increases in July 1979,
September 1979 and January 1980, combined with the effect
of a 7% increase in average length of passenger haul.
Operating Expenses. Operating expenses increased by 53%
from 1979 to 1980. The primary factors contributing to this
rise were an increase of 20% in the number of trips flown and
a 43% increase in the average cost of jet fuel.

Operating Income. Operating income for 1980 increased by
68% over 1979.

Interest Expense. Interest expense for 1980 increased only
9% over 1979. This resulted primarily from an overall de-
crease in long-term debt associated with the September pub-

lic stock offering. Also, in compliance with *‘Statement of
Financial Accounting Standards No. 34—Capitalization of
Interest Costs’’ effective in 1980, Southwest capitalized, for
the first time, $1,216,000, which is not a material amount, of
interest on projects under construction and aircraft progress
payments during 1980.

Federal Income Tax. Federal income taxes in 1980 increased
by 216% over 1979. The effective tax rate for 1980 was 31%
compared to an effective rate of 20% for 1979 primarily
because of the reduction of investment tax credit as a percen-
tage of income before tax. This higher effective rate, when
applied to 99% higher income before tax, yielded the in-
crease in tax provision for the period.

Net Income. Net income increased 71% over 1979. 1980 net
income includes approximately $600,000 in after-tax
nonoperating income which resulted from the settlement of a
lawsuit in the first quarter. Excluding this nonrecurring item,
net operating income for the first half of 1980 increased by
67% over 1979.

Inflation. See pages 22 and 23 for information regarding
changing price levels.

Liquidity and Capital Resources

Funds for working capital and capital expenditure require-
ments during the last three years have been provided by a
combination of internally generated funds and external debt
and equity financings. At December 31, 1980, the Com-
pany’s long-term debt to equity ratio was 42.1%, compared
t0 59.9% at December 31, 1979. Currently, the majority of
the Company’s debt is represented by 15 year maturity equip-
ment trust certificates issued in 1979 and 1980 bearing fixed
interest rates.

At December 31, 1980, the Company’s working capital was
$9,979,000 and its current ratio was 1.5 to 1, compared to
$8,195,000 and 1.6 to I respectively at December 31, 1979.
In addition, the Company has a $50,000,000 prime-related
revolving credit, $35,000,000 of which is currently available
for drawdown.

Capital expenditures in 1980 were $56,504,000, of which
$46,642,000 is attributable to aircraft. Estimated capital ex-
penditures in 1981 range between $52,000,000 and
$55,000,000, primarily for aircraft. Beyond 1981, the Com-
pany currently has contractual commitments to acquire in
1982 four new aircraft for approximately $45,000,000, and it
has options to purchase, for an estimated $76,318,000, up to
six additional new aircraft for delivery in 1983.

The Company anticipates continued usage of internally
generated funds and external financings to meet these capital
requirements. Specific external financing of these require-
ments, other than that available from the revolving credit, has
not been arranged. The Company is not aware, however, of
any particular restrictions on its ability to raise funds
externally, either in the debt or equity markets.
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Ten Year Summary of Operations and Financial Results

Years ended December 31,

1980 1979 1978 1977
OPERATIONS AND TRAFFIC
Available seat miles (ASM’s) (000) . . . .. 2,969,448 2,320,371 1,556,173 1,011,048
Tripsflown . ;oo I, dik 91,143 75,837 54,816 35,415
Average length of flight segment . . ... .. 276 264 253 255
Size of B-737 fleetatyear-end . . ... .. .. 23 18 13 10
Passengerscarried .................. 5,976,621 5,000,086 3,528,105 2,339,524
Revenue passenger miles (RPM’s) (000) 2,024,097 1,585,539 1,048,624 675,668
Average passengerfare. . ............. $ 34.18 $ 26.10 $ 21.99 $ 20.07
Average length of passenger haul. . ... .. 339 317 297 289
Yield per passengermile ............. 10.09¢ 8.23¢ 7.40¢ 6.95¢
Actual load factor. . ............... 68.2% 68.3% 67.4% 66.8%
__ Break-even load factor®* .. .......... s 50.2% 53.6% - 49.9% 52.9%
FINANCIAL (000)
Operating revenues ................. $ 213,048 $ 136,114 $ 81,065 $ 49,047
Operating eXpenses . ................ 164,219 107,128 59,943 38,785
Operating income (loss) . . ............ 48,829 28,986 21,122 10,262
Income (loss) before FIT ............. 41,290 20,714 23,956 7,545
Net income (1oss) . .................. 28,447 16,652 17,004 7,545
INVESTOR STATISTICS
Avg. no. of common shares outstanding . . . 7,006,000 6,750,000 6,750,000 6,730,268
Common shares outstanding . ......... 7,576,000 6,750,000 6,750,000 6,750,000
Earnings pershare .................. $ 4.06 $ 247 $§ 2.52% b 1.12
Dividends pershare ................. $ 27 5 19 b 11 5 A8
Book Value pershare , . ............ $ 14.12 $ 8.65 $ 635 $ 39
Stockholders’ equity (000)............ $ 106,964 $ 58,412 $ 42,889 $ 26,606
Return on Stockholders’ equity ........ 36.0% 33.1% 50.3%* 33.0%
CAPITAL STRUCTURE (000)
TOtAl-ABRBIS oo v s e $ 224,442 $ 172,495 $ 118,706 $ 77,967
Aftertax return on total assets. ......... 14.1% 11.7% 17.2%* 12.4%
Workingeapitl Sl e $ 9,979 $ 8,195 $ 9,667 $ 5,052
Curment ratio) 0L IR 1.53:1 1.64:1 3.39:1 2.82:1
Flight and ground equipment-net . . . . ... $ 194,908 $ 150,576 $ 104,744 $ 69,853
Capital expenditures. . . . ............. $ 56,504 $ 54,314 $ 40,204 $ 41,442
Long-term debt (L-TD) .............. $ 77,892 $ 87,374 $ 62,000 $ 47,000
L-T D as a % of total invested capital . . . . 42.1% 59.9% 59.1% 63.8%
PRODUCTIVITY AND UNIT COSTS
Number of employees at year-end . . . . .. 1,839 1,630 1,119 892
Average number of employees. . ....... 1,741 1,450 1,024 750
Passengers boarded per employee . . .. .. 3,433 3,448 3,445 3,119
RPM’s per employee (000). . .......... 1,163 1,093 1,024 901
Revenue peremployee............... $ 122,371 $ 93,872 $ 79,165 $ 65,395
Fuel costs per available seat mile . .. . . .. 2.1¢ 1.6¢ l.1¢ 1.0¢
All other operating costs per ASM . . . . .. 3.4¢ 3.0¢ 2.8¢ 2.8¢
Total operating costper ASM.......... 5.5¢ 4.6¢ 3.9¢ 3.8¢
Fuel cost per gallon-average. . ......... 85.0¢ 59.3¢ 38.2¢ 36.4¢
Fuel cost per gallon-year-end . . ... ... .. 89.7¢ 71.3¢ 37.5¢ 37.2¢
Fuel as a % of operating costs ......... 37.7% 35.1% 27.5% 26.2%
Daily block hours per aircraft. ......... 11:16 11:37 10:36 10:14

*Includes a net of tax gain on disposition of aircraft of $4,456,000 and net cumulative effect of an accounting change of $735,000 for a total per share amount

of $.77.

**Based on operating revenues per passenger needed to cover total expenses excluding profit sharing and federal income taxes.

Certain items previously reported have been reclassified to conform to the presentation at December 31, 1980.




Years ended December 31,

1976 1975 1974 1973 1972 1971
618,732 477,166 314,407 260,616 263,808 154,565
22,311 17,552 12,382 10,619 10,576 6,051
248 246 239 236 233 228
6 5 4 3 3 4
1,539,113 1,136,318 759,721 543,407 308,999 108,554
406,269 298,458 183,596 130,533 73,079 24,771
$ 19.18 $ 19.07 $ 18.50 $ 16.14 $ 18.17 $ 17.97
264 263 242 240 237 228
7.26¢ 7.26¢ 7.66¢ 6.72¢ 7.68¢ 7.68¢
65.7% 62.5% 58.4% 50.1% 27.7% 16.0%
47.0% 49.2% 47.6% 49.0% 39.6% 44.1%
$ 30,920 $ 22,817 $ 14,813 $ 9,195 $ 5912 2,133
23,236 17,860 11,354 7,957 7,248 4,290
7,684 4,957 3,459 1,238 (1,336) (2,158)
6,510 3,671 2,141 175 (1,591) (2,713)
4,939 3,400 2,141 175 (1,591) (3,753)
5,296,536 4,514,624 4,669,104 4,677,575 4,484,213 4,466,637
6,682,500 4,525,415 4,616,823 4,677,573 4,677,573 4,466,635
$ 43 § 75 % A6 % .04 $ (.39) $ (.87)
$ .01 - _ — —
$ 2.89 0 1.64 5 .88 8 43 $ .39 $ 74
$ 19,345 $ 17,415 $ 4,072 $ 2,002 s 1,827 $ 3,318
39.4% 60.1% 67.1% 9.5% N/A N/A
$ 43,703 $ 23,692 $ 18,566 $ 14,027 $ 14,086 % 22,083
15.4% 16.2% 13.1% 1.3% N/A N/A
§ 8,026 $ 1,392 $ 802 $ 1,042 3 709 § 3,025
3.83:1 2.03:1 1.64:1 2.96:1 3.24:1 5,25
$ 32,699 $ 20,787 $ 16,173 $ 11,979 $ 12,658 $ 17,859
$ 13,730 $ 6,294 $ 6,579 4 832 $ 79 $ 18,946
$ 20,000 % 14,500 $ 12,197 $ 11,455 $ 11,942 $ 16,554
50.8% 66.2% 75.0% 85.1% 86.7% 83.3%
517 392 323 238 183 195
457 368 284 215 187 182
3,368 3,088 2,675 2,527 1,652 596
889 811 646 607 391 136
§ 67,657 $ 62,003 $ 52,158 § 42,767 § 31,615 $ 11,720
e .8¢ ¢ A4¢ 3¢ 3¢
2.9¢ 2.9¢ 2.9¢ 2.7¢ . 2.4¢ 2.5¢
3.8¢ 3.7¢ 3.6¢ 3.1¢ 2.7¢ 2.8¢
30.7¢ 30.1¢ 22.3¢ 11.3¢ 11.2¢ 10.6¢
33.1¢ 31.1¢ 28.3¢ 11.3¢ 11.2¢ 9.2¢
22.8% 22.4% 18.1% 12.1% 12.6% 12.5%
9:22 8:35 8:16 8:13 7:02 7:21
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Officers

Kelleher

Thomson

Volz

ter Kuile Barrett
Officer Officer
Age Since Age Since
Herbert D. Kelleher Edward W. Lang
Chairman.of the Board 50 1967 Vice President—Personnel 47 1978
Howard D. Putnam Donald G. Ogden
President & Chief Executive Officer 43 1978 Vice President—F light Operations
Rollin W. King (Retiring March 31, 1981) 70 1971
Advisor-Special Projects 49 1967 Harold F. Reilly
M. Philip Guthrie Vice President—Schedule Planning 37 1980
Vice President—Finance, Treasurer Christopher ter Kuile
& Chief Financial Officer 35 1979 Vice President—Flight Operations 41 1981
Gary A. Barron John A. Vidal
Vice President—Inflight Service iz 1978 Vice President—Maintenance 62 1971
William W. Franklin Thomas J. Volz
Vice President—Ground Operations Vice President—Marketing 37 1978
& Chairman of the Operating Committee 53 1971 Colleen C. Barrett
J. L. Hetring Secretary 36 1978
Vice President—FEnergy & Provisioning 58 1973 Sherry L. Phelps
Camille T. Keith Assistant Secretary 31 1976
Vice President—Public Relations 6 1978 W. James Thomson

Assistant Treasurer 32 1976
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Directors

It Sidney A. Adger, Senior Vice President, Milchem,
Inc., Houston, Texas

£t Samuel E. Barshop, Chairman of the Board and

President, LaQuinta Motor Inns, Inc., San Antonio,

Texas

#* Gene H. Bishop, Chairman of the Board and Chief
Executive Officer, Mercantile Texas Corporation,
Dallas, Texas

I Travis C. Johnson, Attorney, Johnson & Bowen,
El Paso, Texas

* Executive Committee
T Compensation Committee
+ Audit Committee

King Putnam

T* Herbert D. Kelleher, Artorney, Oppenheimer,
Rosenberg, Kelleher & Wheatley, Inc., San Antonio,
Texas

* Rollin W. King, Advisor-Special Projects, Southwest
Airlines Co. and Private Investments, Dallas, Texas

* Howard D. Putnam, President and Chief Executive
Officer, Southwest Airlines Co., Dallas, Texas
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Information for Southwest Airlines Investors

Transfer Agent and Registrar
Mercantile National Bank

P. O. Box 225415

Dallas, Texas 75265

Stock Exchange Listing
New York Stock Exchange
Ticker Symbol: LUV

Auditors
Arthur Young & Company
Dallas, Texas

General Offices

P. O. Box 37611
Love Field

Dallas, Texas 75235

Annual Meeting

The Annual Meeting of Shareholders of Southwest
Airlines Co. will be held at 10:00 a.m. on Tuesday,
April 28, 1981 in the Auditorium of the Mercantile
Bank Building located on its fourth floor at

1704 Main Street, Dallas, Texas.

SEC Form 10-K

Stockholders may obtain free of charge a copy of the
Company’s Annual Report on Form 10-K as filed with
the Securities and Exchange Commission by writing to
the Chief Financial Officer, P.O. Box 37611, Love Field,
Dallas, Texas 75235.

Notice to Stockholders

This notice is published in accordance with regulations
of the Civil Aeronautics Board (Economic Regulations,
Part 245).

Any person acquiring ownership, either beneficially or as
trustee, of more than 5 percent, in the aggregate, of any
class of the capital stock or capital of Southwest Airlines
Co. must file with the Civil Aeronautics Board within

10 days after such acquisition the report required by Civil
Aeronautics Board Economic Regulations, Subpart B,
Section 245.13. Any person who owns, either
beneficially or as trustee, more than 5 percent, in the
aggregate, of any class of the capital stock or capital

of Southwest Airlines Co. must file with the Civil
Aeronautics Board a report containing the information
required by Section 245.12 of such regulations on or
before April 1 as to such shares or other interest owned
as of December 31 of the preceding year. Any bank or
broker holding such an interest as trustee on the last day
of any quarter of a calendar year must file a report under
Section 245.14 of such regulations within 30 days after
the end of the quarter. Any person who grants a security
interest in more than 5 percent of any class of the capital
stock or capital of Southwest Airlines Co. must file a
report under Section 245.15 within 30 days after such
transaction. Any stockholder who believes that he or she
may be required to file a report may obtain further
information by writing to the Director, Bureau of Pricing
and Domestic Aviation, Civil Aeronautics Board,
Washington, D.C. 20428.
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