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Percent

1983 1982 Change
OPERATING DATA
Tripsoperated fanel i s ah i i 175,421 140,030 25.3%
Rassengers carried i as Rl SR S e 9,511,000 7,965,554 19.4
Revenue passenger miles (000) ............cooviionen 3,893,821 3,022,142 28.8
Available seat miles (000). .. ... 6,324,224 4,907,945 28.9
Passengerloadfactor ............covvviiiiiiiiien 61.6% 61.6% —
Average revenue per passengermile................... 11.13¢ 10.52¢ 5.8
Number of employees atyear-end ..................... 3,462 2,913 18.8
INCOME DATA
Operatingirevenues: i i i e $448,236,000 $331,189,000 35.3%
Operating eXpenses . .........oviiiieiiniin i 379,738,000 291,964,000 30.1
Operatingiincome e i rise e s s e 68,498,000 39,225,000 74.6
Net income —
AmoUNt s s s R e iR S S e e $ 40,867,000 $ 34,004,000 20.2
Per share
Prmary s e s e e e et e $ 1.40 $ 1.28 9.4
Pully. dilUted st et e e Sy $ 1.38 $ 1.26 9.5
Average sharesoutstanding. .. ... 29,193,000 26,646,000 9.6
FINANCIAL DATA
WOIKING Gapital sr e o o e ot e ot $104,828,000 $ 14,256,000 635.3%
Property and equipment-net. . ... 430,790,000 377,390,000 14.1
Capital expenditures .. ........ccooviiiiiiiiiii i 83,253,000 140,084,000 (40.6)
Stockholders’ equity. . .. ..o vvvr e 314,556,000 240,627,000 30.7
Return on stockholders' equity. . ...... ..ot 14.2% 16.7% N/A
Long-term debt as a % of total
inVested capital Emss e i e e e R 33.5% 30.6% N/A
Book:value perishare cin sl i St s it i s $ 10.68 $ 8.61 24.0

Cover: Our camera peers into the throat of a jet engine on one of Southwest Airlines’
Boeing 737-200's. Late in 1984, Southwest will move into a new generation of aircraft and
service with the initial deliveries of our Boeing 737-300. This larger and more powerful
aircraft will simultaneously be quieter and more fuel efficient than our 737-200 and any
other airplane of its class in the world. In large part, the remarkable performance of the
737-300 is attributable to its CFM 56-3 engine, manufactured jointly by the General
Electric Company and SNECMA of France.




SLottar to Stockholiond

Highlights of 1983

Record net income of $40,867,000. .. record primary earnings per share of $1.40...
record operating income of $68,498,000. .. record operating revenues of $448,236,000. ..
record employee profit sharing of $9,254,000. .. record revenue passenger miles of
3,893,821,000. .. record passengers boarded of 9,611,000...in all, a year of pleasure,
pride and progress.

Profitability

Operating revenues increased 35% in 1983. Operating expenses increased 30%,
resulting in a 75% increase in operating income from 1982. Net income of $40,867,000
was up 20% over 1983. The percentage increase in operating income exceeded that in
net income primarily because the results of 1982 included nonrecurring, nonoperating
income of approximately $11,070,000 from the sale of tax benefits and the 1982 effective
tax rate was 23% as compared to 36% in 1983. Earnings per share amounted to $1.40
($1.38 fully diluted) on an average of 10% more shares outstanding, as compared to
$1.28 per share ($1.26 fully diluted) earned in 1982 (adjusted for our 5-for-4 January,
1984 stock split).

Traffic

9,511,000 passengers were boarded in 1983, a 19% increase over the record
established in 1982. Revenue passenger miles increased by 29%, reflecting an 8%
increase in average length of passenger haul. Load factor remained virtually constant
at 61.57%, with a 29% increase in available seat miles. The average yield per revenue
passenger mile increased 6% to 11.1¢. Operating expense per available seat mile
increased .8% to 6.0¢. In its 13th year of operation, Southwest's cost and fare structures
remain among the lowest in the industry and provide great strength.

Routes

Denver, with nonstop service from Albuguerque and Phoenix, was our “new city"” in
1983. Our 29% increase in available seat miles was principally devoted to upgrading
service on our existing system. We not only improved frequency in many city-pair
markets, but also inaugurated nonstop service between San Antonio-Phoenix, San
Antonio-Los Angeles, El Paso-Los Angeles, San Diego-San Francisco, Lubbock-
Albuquerque, Midland/Odessa-Albuquergue, and Houston-Midland/Odessa. 1983 also
saw the flowering of our new Phoenix hub as we became the second largest carrier at
Phoenix in terms of enplanements and carried 2,032,763 on-board passengers to, from,
and through this magnificent city.

Fleet

During 1983, Southwest added to its fleet five owned 737-200’s; three leased 737-200's;
and two leased 727-200's for longer haul service. At year-end, our fleet consisted of 44
737's and two 727's. The three leased 737-200's are presently scheduled to be returned
to their owners in March, 1984 and to be replaced by delivery from Boeing of three new
737's in March. The 727-200's are leased through September, 1984, with an option to
renew their lease through September, 1985. Currently, it is anticipated that we will take
delivery of three of our 141 seat Boeing 737-300's in November-December, 1984, with
seven more to be delivered in 1985 and options on further deliveries through 1990. We
are presently negotiating for the acquisition of an additional 737-200 and at least two
additional 727-200's in the spring of this year. Our 1984 seat mile capacity increase will
be approximately 16% without any such additional aircraft,

Facilities

During the past two years, Southwest has been engaged in a major program to expand
and improve its ground facilities. By the end of 1984, all of the airports at which we are
the prime lessee of our facilities will have undergone such improvement, Recently, we
acquired five gates at Intercontinental Airport in Houston; two additional gates at Moisant
Airport in New Orleans; moved into our own space in the new Los Angeles International
Terminal commenced renovation and enlargement of our Arlington, Texas reservation
center; and will soon occupy four gates in the new San Antonio International Airport
Terminal.

Customer Service

The essence of our excellence is our people. Although statistics for the full year are not
yet available, through the third quarter of 1983 we maintained our leadership, dating back
to 1980, as the domestic air carrier with the fewest CAB customer complaints per 100,000
passengers carried. In a recent customer survey, 62% of our customers also stated that

Herbert D. Kelleher
Chairman of the Board,
President & Chief
Executive Officer







Southwest “cared more” about them than any other carrier on which they flew. The retrofit
program on our 737-200's is proceeding at the rate of one aircraft per week and by May
or June of 1984 our new, more comfortable seats and warm, rich new interiors will be
installed in all of our owned 737-200's.

Financial Strategy

In March of 1983 we offered 1,500,000 shares of common stock (as adjusted for
our January, 1984 split) producing net proceeds of $36,830,000 to the Company. In
June, our subsidiary, Southwest Airlines Eurofinance N.V., issued $35,000,000 of 6%%
Convertible Subordinated Debentures Due 1998 and convertible into our common
stock at $38.30 per share (as adjusted for our January, 1984 split). In November, we
completed a fifteen year leverage lease financing on three of our aircraft producing
proceeds to the Company of $42,000,000 at an effective interest rate of less than 8% per
annum. As of December 31, 1983, our current ratio was in excess of 3 to 1; our long term
indebtedness as a percentage of invested capital was 34%; and stockholders' equity
was $314,556,000, a 31% increase over 1982. This constitutes one of the strongest
balance sheets in the American airline industry.

Stock Split

On December 20, 1983, your Board of Directors declared a 5-for-4 stock split, resulting
in the distribution to shareholders of 5,888,000 additional shares on January 27, 1984.
The Board also announced its intention to pay a regular dividend of 13¢ per annum on
the shares outstanding after the split, representing an effective dividend increase of 1.6%
per year. One thousand of the original publicly offered shares of Southwest costing
$11,000 now represent 13,183.59 shares worth approximately $330,000, with a dividend
return on the original investment of 15.6% per year. Fortune Magazine recently wrote that
during the past decade Southwest has produced the highest total return to stockholders
among the 50 largest transportation companies in the United States.

Outlook 1984

Barring a now unforeseen and substantial escalation in jet fuel prices, 1984 would
seem to hold bright prospects for Southwest if the improvement in the nation's economy
continues. Possible resumption of the industry fare wars prevalent in early 1983 does not
pose a major threat to Southwest, which already charges fares lower than most of its
competitors would like to charge under any circumstances. Our principal challenge
appears to be the retention of our low cost structure, which enables us to compete
effectively against new entrant carriers and those emerging from bankruptcy. Thus
far, our dedicated employees have been most cooperative and understanding in
recognizing, and coping with, the threat to their job security and profit sharing
represented by non-competitive labor costs, and | am confident that they will
continue to display that attitude for they are, in short, the industry's best and
most farsighted group.

Most sincerely,

0 aIN78

Herbert D. Kelleher
Chairman of the Board,
President and

Chief Executive Officer

February 2, 1984
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Description of Business

Southwest Airlines provides single-class, high frequency air service to ten cities in
Texas and to New Orleans, Oklahoma City, Tulsa, Albuquerque, Phoenix, Las Vegas, San
Diego, Kansas City, Los Angeles, San Francisco and Denver. The Company principally
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,
convenient schedules and reliability. The principal hub airports in Southwest's system are
Dallas Love Field and Houston Hobby Airport, satellite airports located substantially
closer to downtown business centers than the major airports serving these cities.
Phoenix was added to the system in 1982 and is rapidly becoming a third hub airport.

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
competitive alternative to various forms of ground transportation. Southwest does
not carry the United States mail, interline passengers or engage in carrying large air
freight shipments.

Review of Operations

Capacity

During 1983, Southwest added five new Boeing 737-200 advanced series aircraft to its
fleet, bringing the total to 41 owned aircraft at year-end. Also in second quarter 1983 the
Company returned the B737-200 which it had been leasing and, late in the third quarter
and early in the fourth quarter, took delivery of five aircraft on short-term leases, three
B737-200's and two B727-200's. The weighted average number of aircraft assigned to
service during 1983 was 40.70 compared to 31.67 in 1982 and 24.53 in 1981. This 28.5%
increase in weighted average number of aircraft for 1983 was the major factor contrib-
uting to the 28.9% increase in available seat miles (“"ASMs") for the year. An average
stage length increase from 297 miles to 303 miles also contributed to the increase in
available seat miles. Aircraft utilization decreased slightly from 11 hours 46 minutes to
11 hours 40 minutes per aircraft per day.

The Company's owned B737-200's have an average age of only 39 months and are
considered the most efficient aircraft presently available for Southwest's short-haul
service. The ten B737-300's on order, and which will be delivered in 1984 and 1985, will
offer approximately 15% more seating capacity per aircraft and, due to advancements
in engine design and materials technology, substantial fuel savings compared to the
B737-200. In addition, the B737-300 will be significantly quieter than our current fleet
or any alternative aircraft presently available.

Routes

Southwest added Denver to its system in May, 1983, as compared to six new cities in
1982. Southwest's 1983 capacity increase of 28.9% was principally devoted to upgrading
service on its existing system. Frequency was improved in a number of city-pair markets,
and non-stop service was inaugurated in others.

In 1982, expansion was accomplished in two stages, with Phoenix, Las Vegas, San
Diego and Kansas City being added in late January and mid-February, and Los Angeles
and San Francisco being added in mid-September and late October. These additions
increased Southwest's unduplicated route mileage by 86% from December 1981 to
December 1982.

Traffic

The additional capacity in 1983, coupled with a continuing increase in demand,
resulted in a dramatic increase in the Company's traffic during the year. Passengers
boarded in 1983 totalled 9,511,000, representing a 19.4% increase over the prior year.
Revenue passenger miles increased 28.8%, while the average length of a passenger
journey increased by 7.9% to 409 miles.

Passengers boarded in 1982 increased 17.3% to 7,965,554, which, when combined
with an 11.5% increase in the average length of a passenger’s journey, created an
increase in revenue passenger miles of 30.8%. The new routes increased the average
passenger trip to 379 miles in 1982 from 340 miles in 1981.

Fleet Size
(Al year-end)

46




Available Seat Miles
(In Millions)
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Management’s Discussion and Analysis of Results of Operations and
Financial Condition

Operating Revenues

Passenger revenues, which have represented slightly more than 96% of total operating
revenues over the past several years, increased in 1983 by 36.3% over 1982, primarily
due to the combined effect of a 28.8% increase in revenue passenger miles flown and
a 5.8% increase in average revenue per passenger mile (yield) from 10.52¢ in 1982 to
11.13¢ in 1983.

The increase in yield in 1983 is principally attributable to a general fare increase by the
Company early in 1983, partially offset by the traditionally lower yields associated with
longer haul travel.

In 1982 passenger revenues increased 23.0% over 1981 due to the net effect of
a 30.8% increase in revenue passenger miles flown and a 6.0% decrease in yield.

Operating Expenses

Southwest'’s operating expenses for 1983 reflect major cost control efforts, declining
fuel prices and operating efficiencies associated with longer haul travel. As the table
below depicts, total operating expenses per available seat mile increased by 0.8%
over 1982.

Per Available Increase Per Available Increase Per Available

Seat Mile (Decrease) Seat Mile (Decrease) Seat Mile
Category of Costs 1983 1982 1981
Aircraft fuel & oil 1.95¢ (.25¢) 2.20¢ (.27¢) 2.47¢
Payroll & related 1.68 | 1.57 .05 1.62
Depreciation 47 .03 44 .02 42
Advertising .18 .02 .16 .05 Al
Agency commissions .25 .06 .19 .07 A2
Other 1.32 .04 1.28 .04 1.24
Total before profit sharing 5.85 .01 5.84 (.04) 5.88
Profit sharing 15 .04 A1 (.12) .23
Total operating costs 6.00¢ .05¢ 5.95¢ (.16¢) 6.11¢

The 11.0% decrease in fuel cost per ASM for 1983 is attributable to a 9.1% decrease
in average price per gallon of jet fuel and 1.9% to an increase in efficiency resulting from
longer haul travel. In 1982 the decrease in fuel cost per ASM of 10.9% was the combina-
tion of a 7.0% decrease in the average price per gallon of jet fuel and a 3.9% increase
in operating efficiency.

Excluding profit sharing and fuel and oil, all other costs per ASM, in the aggregate,
increased 7.1% in 1983 over 1982, due primarily to increased wages and increased trav-
el agency commissions resulting from the proportion of agency sales increasing from
approximately one fourth of all sales in 1982 to approximately one third in 1983. In 1982
operating costs per ASM, excluding profit sharing and fuel and oil, increased by 6.7%
over 1981,

Operating Income

1983 operating income increased 75% to $68,498,000, representing an operating
margin of 15.3%, up substantially from the 11.8% operating margin in 1982. The increase
in operating income can be almost completely associated with the increase in yield per
revenue passenger mile of 5.8%, which was generated primarily through a general fare
increase early in 1983.

Operating income in 1982 was down 19.1% from 1981, primarily reflecting a decrease
in average load factor and yield.

Non-Operating Income and Expense

Interest expense increased in 1983 due primarily to the additional financing accom-
plished through $35 million of 6%4% Convertible Subordinated Debentures Due 1998
which were issued in July 1983, as well as the effect of a full year's interest expense
associated with the $35 million of 10% Convertible Subordinated Debentures Due 2007
which were issued in May of 1982. Interest associated with capital leases also con-
tributed to the increase in expense for 1983. Interest expense for 1982 was higher than

Revenue Passsngsr Ml!es 3,894
(in Millions) 4

3022

e o0 I
2,024
T 1586 I

68.3% 68.2% Passenger Load Factor

l | ‘I - 61.6%61.6%—
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the previous year primarily due to the issuance of the convertible debt described above
and increased borrowings under a revolving credit agreement.

Capitalized interest decreased in 1983 due to the lower average balances of outstand-
ing progress payments on aircraft. Capitalized interest increased in 1982 over 1981 due
to higher average balances.

Interest income increased dramatically in 1983 due to the investment of proceeds
from the $35 million Convertible Debenture issue and of the overall increase in
working capital.

Other non-operating income in 1982 represents income derived from the December
1982 sale of tax benefits associated with three new Boeing 737-200 aircraft acquired
during the year, net of unrelated legal settlements.

Income Taxes

The Company'’s effective income tax rates for 1981, 1982 and 1983 were 29%, 23%
and 36%, respectively. These effective rates were less than the 46% statutory corporate
income tax rate in effect during these years due principally to the utilization of investment
tax credits generated by new aircraft purchases and other capital expenditures.

In each of the years 1981 through 1983 payment of the majority of the provisions for
federal income taxes was deferred due to timing differences between financial and
tax reporting.

For additional analysis of income tax expense for 1983 and the two prior years, see
Note 7 to the Consolidated Financial Statements included herein,

Earnings Per Share

On a primary basis, earnings per share for 1983 increased by 9.4%, to $1.40 from $1.28
in 1982, primarily due to a 20.2% increase in net income offset partially by an increase of
9.6% in the weighted average number of shares outstanding.

Earnings per share in 1982 decreased by 5.2%, as compared to 1981, primarily due
to a 5.3% increase in the number of shares outstanding from the issuance of Common
Stock in September, 1982.

All earnings per share information has been adjusted for stock splits, including the
5-for-4 split which was effective on January 3, 1984.

Stockholders' Equity

Total Stockholders' Equity increased by 30.7% in 1983. 15.3% of the increase was
attributable to the issuance of 1,200,000 new shares of Common Stock (1,500,000 shares
adjusted for the January 1984 5-for-4 split) and 15.4% to an increase in retained earn-
ings. In 1982, of the 36.3% increase in Stockholders' Equity, 19.0% was attributable
to the issuance of new shares and 17.3% to an increase in retained earnings.

Return on Stockholders' Equity for 1983 was 14.2%, compared to 16.7% in 1982 and
23.5% in 1981, Book value per share at year-end was $10.68 in 1983, compared to $8.61
in 1982 and $6.78 in 1981,

Profit Sharing Contributions

Virtually each of Southwest’s employees participates in the Company’s Profit Sharing
Plan. This Plan creates a visible linkage for each employee between the overall financial
performance of Southwest and his/her compensation. Thus, the Plan provides a signifi-
cant financial incentive for employee productivity, one of the keys to Southwest's financial
success. During 1983, the Profit Sharing Plan added an average of 11% to the compensa-
tion of each employee participating in the Plan. The total 1983 provision for employee
profit sharing amounted to $8,851,000 of which $1,959,000 was paid to employees in
quarterly cash bonuses.

In addition to the Profit Sharing Plan, Southwest maintains an Employee Stock
Ownership Plan which allows a tax credit equal to 2% of participants' wages if a
corresponding amount is invested in Southwest Common Stock for the accounts of
the individual employees. In 1983, $403,000 in additional employee benefits resulted
from this Plan, at no additional cost to Southwest.

Provisions made for profit sharing, including the ESOP credit, were $5,560,000 in 1982
and $8,398,000 in 1981, representing 8% and 19% of participants’ earnings, respectively.

For additional information see Note 6 to the Consolidated Financial Statements
contained herein.

Revenue Passengers Carried
(In Thousands)

9,511

i Pleasure
M Executive 7,966
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Liquidity and Capital Resources

At December 31, 1983, the Company's working capital was $104,828,000 as compared
to $14,2566,000 and $5,999,000 at December 31, 1982 and 1981, respectively.

Capital commitments for 1984 and thereafter principally consist of scheduled aircraft
acquisitions. Three Boeing 737-200's are scheduled for delivery in March 1984 at an
aggregate cost (including buyer-furnished equipment) of $43.2 million, offset by progress
payments made prior to 1984 amounting to $10.7 million. In late 1984, the first three of ten
new 737-300 aircraft will be delivered with the remaining seven aircraft currently on order
to be delivered in 1985. The Company estimates the aggregate cost of the 737-300's
to approximate $250 million after giving effect to price escalation provisions in the pur-
chase contract.

The Company has two revolving credit lines available to it: $100 million from four
domestic banks and an additional $50 million from a group of European banks. There
were no outstanding loans under either line of credit at December 31, 1983.

Historically, the Company has utilized a combination of externally and internally
generated funds to finance asset acquisitions. During 1983, approximately $72 mil-
lion, net of commissions, fees and expenses, was derived from the public sale of the
Company's securities, $90 million was generated from operations, another $42 million
was added through the net effect of a sale-leaseback transaction of three aircraft and
an additional $3 million from other debt. The $91 million increase in working capital for
1983 is the net result of funds generated as described above less the use of funds of
approximately $73 million for aircraft acquisitions and progress payments, $20 million
for the purchase of ground equipment and facilities, $17 million for retirement of debt
and $6 million for other purposes.

During 1982, approximately $74 million, net of commissions, fees and expenses, was
derived from public sale of the Company's securities. Approximately $72 million was
derived from 1982 operations. $12 million was borrowed under a bank revolving line of
credit. Working capital increased by $8 million net of capital expenditures of $140 million
and other uses of $10 million.

In 1981, approximately $59 million was provided by operations and supplemented by
$39 million provided through external financings. Working capital decreased in 1981 by
$4 million as $79 million was used for capital acquisitions, $20 million for reduction of
debt and $3 million for other purposes.

In addition to the use of internally generated funds in 1984 and thereafter, the Company
expects to seek external financing to meet its capital needs. Specific external financing
sources or methods, other than the existing lines of credit, have not been arranged. The
Company is not aware, however, of any restrictions on its ability to raise capital externally
through either the debt or equity markets.

For Supplementary Information on Effects of Changing Prices, see page 26 of this
Annual Report.

Financial Strategy

The Company has focused attention over the past several years on strengthening its
balance sheet to create thereby a high degree of flexibility for future financings needed
to continue the Company's growth plans, avoiding high cost of debt and acquiring the
latest technology aircraft such as the B737-300.

The following is a summary of recent financing achievements:

» Capital availability of up to $150,000,000 through established credit lines.

+ Expansion of the equity base in August 1982 and March 1983 through public offerings

of common stock.

» Ownership of fourteen new aircraft free of any mortgage liens or claims.

« Placement of $5,400,000 in Industrial Revenue Bonds in 1982,

« Sale of $35,000,000 Convertible Subordinated Debentures in mid-1982.

« Consummation of a tax benefit transfer for $11,070,000 in late 1982,

+ Sale of $35,000,000 Convertible Subordinated Debentures in mid-1983.

+ Leveraged lease financing on three aircraft in the fourth quarter of 1983 generating

$42,000,000 of working capital.

» Long-term debt as a percentage of total invested capital at year-end of 30.6% in 1982

and 33.5% in 1983.
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1983 Financings

Public Offering of Common Stock

The March 3, 1983 public offering of 1,200,000 shares of Common Stock (1,500,000
shares as adjusted for the 5-for-4 split on January 3, 1984) generated net proceeds
of $36,830,000 which were applied to the delivery payments on four aircraft in April
through June, 1983 and toward progress payments on the ten B737-300 aircraft
on firm order for 1984 and 1985 delivery.

Convertible Subordinated Debt

The July 1983 issuance of 6%% Convertible Subordinated Debentures Due 1998
generated net proceeds of $34,125,000, which were added to the Company’s working
capital and will be utilized in part for progress payments on aircraft to be made in
1984. (See also Note 4 to the Consolidated Financial Statements.)

Leveraged Lease Financing

In November 1983 the Company concluded transactions which involved the sale
and leaseback of three aircraft delivered in 1983. The transactions, which included a
pass through to the Company of investment tax credits, effectively reimbursed the
Company for the purchase price of the three aircraft in exchange for a fifteen year
lease agreement for the aircraft. The transactions are being accounted for as capital
leases. (See Note 8 to the Consolidated Financial Statements for additional details.)

Distribution of Expenses

—Fuel & Oil 32.2%

— Personnel Cost— Including Profit Sharing and
Employee Benefits 30.0%

— Depreciation 7.8%
— Interest Expense —Net 1.3%

— Qutside Service and Repairs 7.9%
— Other Expense 4.6%
—Rentals 4.8%

— Traffic Commissions and Charge Sale Discounts 5.6%

—Insurance and Taxes 2.9%
— Adverlising and Promotion 2.9%

Alrcraft Utilization
{Hours and Minutes Per Day)
35 11:46 11:40

1137

Revenue Passenger Miles Per
Employee
{Th(au'.a ldh] 1,163 1,154

| ”SI |
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Quarterly Earnings

Unaudited quarterly financial results are summarized as follows (in thousands except
per share amounts):
Three Months Ended

1982 March 31 June 30 Sept. 30 Dec. 31
ReVenles Fis i o n G i e $66,813 $82,945 $92,336 $89,095
Operatingincome. ............... 5,040 13,297 14,795 6,093
Income beforetax................ 4,654 11,973 12,262 15,501
Netincome. ........ovvveneeinn. 3,489 9,978 11,102 9,435
Income per share:
Brimary s 14 .38 42 .34
Fullydiluted . .........0oocvenn. 14 .38 A .33
Three Months Ended
1983 March 31 June 30 Sept. 30 Dec. 31
Revenues ., .......ooeviviveviann $94,848 $111,992 $115802 $125,5694
Operatingincome. ............... 10,063 21,676 19,404 17,356
Income beforetax................ 8,167 20,392 18,260 16,752
Netincome..........covovevinnn, 5118 12,941 11,804 11,004
Income per share:
Prmary s e e s neate e i .18 44 A1 37
Fullydiluted ...........00conen .18 43 40 .37

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 stock splits in December 1982 and January 1984, were:

Period Dividend High Low
1982
O 0 S i i e i i $.032 $14.60 $11.00
P2 10 B (705 ot o s v B A W .032 16.70 12.85
3rd. QLA e .032 21.90 14.80
AN QUrEEr S e S e .032 25.40 18.76
1983
1St QL e e T .032 27.20 20.00
P 1T O s i i o e e o e .032 35.20 23.20
Ard Qs S R e .032 35.10 25.30
0 NI L i Mo S 1 8 .032 29.10 24.00

At January 27, 1984 there were 3,633 holders of record of Southwest's Common Stock.

20y, MNet Operating Margin
Operating [ncome/
iperating Revenues)

17.9%




Net Profit Margin Net Income (in Mii Siia
A (Nel Incoma/ -
12.6% Operating Revenues) Primary Earnings Per Share

$42  g349

82 80

*Excluding non-recurring items *Excluding non-recurring items.
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Southwest Airlines Co.

| Consolidated Balance Sheet
(in thousands except shares)
! December 31, 1983 and 1982

1983 1982
Assets
CURRENT ASSETS:
' Cash, including short-term investments of
$121.803 ($18.800.In 1982 (NOWE B) 5o suvwins spmmes s swavami s oo i $130,701 $ 16,722
| ACeOUNTS IO CRINADIB. ..cocovn o meoesnd i SRS DRI T COTRTEE T PN R SR 17,807 15,870
! Inventories of parts and supplies, atcost. ... 3,135 2,271
| Federal income tax refundable. . ... o i 124 4,798
Prapald ERpEASH cosnemseman ormmmsa s SRR RSGTES Y5 VST S 1S 1,453 1,938
; TOTAL CURRENT ASSETS . ittt ittt e 153,220 41,599
Property and equipment, at cost (Notes2and 8): ........... ...,
Flight equipment — aircraft (Notes4and b) ............ .o e, 421,233 359,841
Other flight and ground eqUIPMENt . ... ...ttt 93,041 77,564
| Land-and BUIAING, . s s oimemns s s s o & i Fasmes s 8,089 5,285
' 522,363 442,690
Less allowance for depreciation. : .cviv e vuvines voviev van baaiae o br e e o 91,573 65,300
430,790 377,390
Deferred charges and Other @ssetsS . . ... v vvii it iaiiniinni i, 3,248 1,653

$587,2568  $420,542

Liabilities and Stockholders’ Equity

CURRENT LIABILITIES:
Current maturities of long-termdebt . ......... ... $ 6460 $ 5073
ACCOUNTS PAYADI, . i cuw cvwsion sas it it S DR 008 A S S 19,801 12,305
Unearned reVenUes .« «o: covaims i o0aiiss s evme v swiahi’ S Gl v s 2,528 1,628
Accrued liabilities (NOte 3) ... ... 19,603 8,437
TOTAL CURRENT LIABILITIES . . ..ot 48,392 27,343
Long-term debt less current maturities
(NOEES 4 @NA B) ..o\ v ittt it 158,701 106,306
Deferred federal INCOmME 1aX . . . ..ottt e e e 63,493 44,598
Deferred COMPENSAtioN . . .. ...ttt e 1,062 742
OIREE EMETTE T IETNE s v somimaen o MOEEwms SRS TR CEREGED MENEAmIEN S0 1,054 926
Total Habilties . . ..ot e e e 272,702 179,915

Commitments (Notes 2 and 8)
STOCKHOLDERS' EQUITY (Note 4):
Common stock, $1.00 par value; 75,000,000
shares authorized; 29,439,895 shares
issued and outstanding in 1983

(22,351 MBI ADBE] o vovns vn vwsmmmns smwemmmmnn wmmmes wre e sabe RS S5 G 29,440 22,352
Capital inexcessof parvalue. ... 115,685 85,943
ROtAINEd GAMINGE. v oo vmwam s iach remsom s Somsi Tummer ¥ o e guemers B v 169,431 132,332

TOTAL STOCKHOLDERS EQUITY ..ttt e e 314,556 240,627

$587,258  $420,542

See accompanying notes.
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Southwest Airlines Co.

Consolidated Statement of Income Years Ended
(in thousands except for share and per share information) December 31,
1983 1982 1981
OPERATING REVENUES:
PaSSENOE e s IR0 SR VI S A SO $ 436,506 $ 320140 $ 260,236
Package express «ovamm: v oid sovmis i Daieis s sulenaa 10,357 9,469 8,326
OMRBE. ... immnosmmsmes sy o o i SHAEES, 5 satmnmress 1,373 1,680 1,796
Total operatingrevenues. .. ..., 448,236 331,189 270,358
OPERATING EXPENSES:
Fueland oil .. ... 123,629 107,788 89,820
Salaries, wages and benefits .. ... 106,001 76,672 55,087
Maintenance materialsand repairs. ... ....... ... ... .. . 16,345 15,756 11,442
Agency COMMISSIONS. . ... .vvvuivis s e e e n e 15,675 9,632 4,209
Landingfeesandrentals .......... ..., 18,542 14,004 9,634
Other operating €Xpenses . ............ooeiiiiiiiiinennnnn. 60,439 40,976 27,961
Deprecialion = v s o Boenas I SO o e e o 29,853 21,676 15,303
Employee profit sharing (Note 6). . ............ ... ........... 9,254 5,560 8,398
Total operating exXpenses . ..., 379,738 291,964 221,854
OPERATING INCOME . ... ..o e 68,498 39,225 48,504
NON-OPERATING (INCOME) EXPENSE:
INtErest iNCOINE L. ..ow s s ses s s @ esmmas 9% D (5,386) (1,105) (4,383)
Interest expense (Notes4andb) ................coiiiiinnn 12,423 10,284 7,844
Capitalized interest ...ttt (2,217) (3,974) (3,222)
@ther, NEt(NOIE T wammmmmns o5 virimoees Do slveva B Sues 107 (10,370) —
Net non-operating (income)expense..................... 4,927 (5,165) 239
Income before federalincometax. ............. ... 63,571 44,390 48,265
Provision for federal incometax (Note 7). . ... ................... 22,704 10,386 14,100
NET INCOME i vosvaievivin vvi o s o i TR DU PR $ 40,867 3 34004 $ 34,165

INCOME PER COMMON SHARE:
Weighted average common
shares outstanding

(adjusted for stock splitsineachyear).................... 29,193,000 26,646,000 25,300,000
Net income per share:

Py . $ 140 $ 128 § 1.35

FOINEIUEE. o vors v vmmsmmemion v samsames v semwmess s - $ 1.38 § 126 $ 1.35

See accompanying notes.
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Southwest Airlines Co.
Consolidated Statement of Stockholders’ Equity

(in thousands except for per share information)

Three Years Ended December 31, 1983

Capital in
Common  excess of Retained
Stock par value earnings Total
BALANCE AT DECEMBER 31,1980 .. ...........ooiiiiin $ 7576 $ 28999 § 70,389  $106,964
Five-for-four stock split . .. ... 2,082 (2,086) — (4)
Proceeds from issuance of commonstock . ................. 750 37,319 — 38,069
Cash dividends, $.11pershare.................coooiinnnn. — — (2,772) (2,772)
Compensation element of executive stock options ........... — 81 — 81
MNELIREOMB — 108 i cviwivais nas csaias SRt e — — 34,165 34,165
BALANCE ATDECEMBER 31,1981 ........... ...t 10,408 64,313 101,782 176,503
Two-for-one stock split. .. ... i 11,176 (11,176) — —
Proceeds from issuance of commonstock .................. 768 32,667 —_— 33,435
Cash dividends, $.13pershare. .................oooiiiin. — — (3,454) (3,454)
Compensation element of executive stock options ........... — 139 — 139
Netincome—1982. .. .. .. i — — 34,004 34,004
BALANCE ATDECEMBER 31,1982 .............coiiiiiinnns 22,352 85,943 132,332 240,627
Five-for-four stock Split .. .....coovvi i 5,888 (5,888) — —
Proceeds from issuance of common stock .................. 1,200 35,630 — 36,830
Cash dividends, $.13pershare..............ccoviviiiin... — — (3,768) (3,768)
NBLIRCOME — 1983w ann s srvmresmmmsinm fwmine vwass & Camaams oo —_ — 40,867 40,867
BALANCE ATDECEMBER 31,1983 . ..., $29,440 $115,685 $169,431  $314,556

See accompanying notes.
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Southwest Airlines Co.

Consolidated Statement of Changes in Financial Position

{in thousands)

Years Ended
December 31,

1983 1982 1981
FINANCIAL RESOURCES WERE PROVIDED BY:
Working capital provided from operations:
NEEINCOME o s smrseis s9s SO som S FEmowa v $40,867 $34,004 $ 34,165
ltems not affecting working capital during the
current period:
Depreciation .. ...t 29,853 21,676 15,303
Deferred compensation and compensation
element of executive stockoptions .................. 370 478 188
Deferred federal incometax. .. ..o, 18,895 15,000 9,376
Otherdeferred items . ... 128 926 —
Total from GRetatioNS e s sy s o 90,113 72,084 69,032
lgsuance of COMMBMSIOEKE con swmammmaes ssmmms S aiesimes e 36,830 33,435 38,069
Issuance of long-termdebt ....... ... . ... ... L. 69,504 52,400 712
Tatal 8OUrcEBEIINUS < vonames s csmmns cusmams s aen 196,447 157,919 97,813
FINANCIAL RESOURCES WERE UTILIZED FOR:
Net additions to property and equipment ...................... 83,253 140,084 79,377
Cashdividends. . ...t i 3,768 3,454 2,772
Reduction of long-termdebt ........... ... .. .. ... ... 17,109 5,028 19,670
OtNer o 1,745 1,096 (26)
Total applicationoffunds ........................... 105,875 149,662 101,793
INCREASE (DECREASE) IN WORKING CAPITAL ................. $90,572 § 8,257 $ (3,980)
CHANGES IN COMPONENTS OF WORKING CAPITAL
Increase (decrease) in current assets:
Cash, including short-terminvestments. ..................... $113,979 § (261) $ (1,096)
Accountsreceivable .......... ... . 1,936 6,522 645
18N 7=T ] (o] (1= AP 864 383 537
Federal income taxrefundable ............................. (4,673) 2,317 2,481
Prepaid eXpense .. ...t (485) 304 820
111,621 9,265 3,387
Increase (decrease) in current liabilities:
Current maturities of long-termdebt......................... 1,387 (2) 2,690
ACCOUTTSTHAVABIE v wno mvmmeimsnmnn s s o o 7,496 3,368 2,683
LINearned reVeNUBS ;. v v vmirns cavev o S dieiie 1,000 (862) 32
Accrued iabilities: ;o o s csmmn pvvamins vy seiis veia 11,166 (1,496) 1,962
21,049 1,008 7,367
Increase (decrease) inworking capital .......................... $ 90,572 § 8,257 $ (3,980)

See accompanying notes.
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Southwest Airlines Co.

Notes to Consolidated Financial Statements
December 31, 1983

1. Summary of significant accounting policies
Basis of presentation —

The consolidated financial statements include the
accounts of the Company and its wholly owned
subsidiary, Southwest Airlines Eurofinance N.V. All sig-
nificant intercompany balances and transactions have
been eliminated. Reclassifications of amounts previ-
ously reported in the financial statements at December
31, 1982, have been made to conform to the presentation
at December 31, 1983.

Property and equipment—

Depreciation is provided by the straight-line method to
residual values over a fifteen year period for aircraft, over
periods ranging from three to twenty years on other flight
and ground equipment and over thirty years for build-
ings. The Company charges major aircraft maintenance
costs to operations as incurred. Property under capital
leases and related obligations are recorded at an
amount equal to the present value of future minimum
lease payments computed on the basis of the lessee's
incremental borrowing rate. Property under capital
leases is amortized on a straight-line basis over the
fifteen year lease term.

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

Unearned revenues —
Unearned revenues represent the sale of tickets through
travel agents for which travel has not yet been provided.

Per share amounts —

Primary earnings per share computations are based
upon the weighted average number of shares outstand-
ing during the respective periods. Fully diluted earnings
per share are computed as if the 10% and the 6%%
Convertible Subordinated Debentures were converted
into shares of common stock. Per share information has
been restated to reflect the effect of common stock
splits, including the most recent 5-for-4 split which was
effective for shareholders of record on January 3, 1984.

2. Flight and ground equipment

At December 31, 1983, the Company had contractual
commitments of approximately $241,226,000, including
escalation and net of progress payments made for the
purchase of three Boeing 737-200 and ten Boeing 737-
300 aircraft to be delivered in 1984 and 1985. These
commitments will be due as follows: $82,510,000 in 1984
and $158,716,000 in 1985. In addition, the Company has
options to purchase thirty Boeing 737-300 aircratt.
Deposits of $7650,000 have been made to secure deliv-
ery positions in years 1986 through 1989 in case the
Company exercises its purchase options.

Other flight and ground equipment consists of (in
thousands):

1983 1982
Progress payments on aircraft .. .. $26,684 $27,060
Support flight equipment .. ... .... 22,349 19,934
Ground equipment ... ........... 21,574 17,716
Leasehold improvements. . ....... 13,730 6,551
Construction in progress ... ...... 8,704 6,303
$93,041 $77,564

3. Accrued liabilities
Accrued liabilities consist of (in thousands):

1983 1982

Profit sharing (Note 6). ............ $ 4,098 $ 790
= == e T 4,448 3,219
Vacationpay...................0 4040 2,394
Advaloremtaxes................. 4,735 860
CHRBE.. o0 s o DR oTEYER S 2,282 1,174
$19,603 $8,437

4. Long-term debt
Long-term debt less current maturities consists of (in
thousands):

1983 1982

10.40% Equipment Trust

Certificates due July 1, 1924  $ 17,911  $ 19,702
10.30% Equipment Trust

Certificates due January 1,1995 14,701 16,101
10.30% Equipment Trust

Certificates due July 1, 1995 16,271 17,750
10.00% Convertible Subordinated

Debentures Due 2007 .... ... 35,000 35,000
6.75% Convertible Subordinated

Debentures Due 1998 .. ... .. 35,000 —
Capital leases (Note 8) . ....... 31,818 —
Industrial Revenue Bonds. . .. .. 5,400 5,400
Credit Agreement (Note 5) . .. .. — 12,000
Other. ..., 2,600 353
Total long-term debt less current

maturities . .. ...t $158,701 $106,306

The 10% Debentures are convertible into common stock
of the Company at any time on or before June 15, 2007,
unless previously redeemed, at a conversion price of
$18.44 per share subject to adjustment in certain events.
Interest is payable on December 15 and June 15 of each
year. The 10% Debentures are entitled to an annual
sinking fund beginning 1992 calculated to retire at least
60% of the Debentures prior to maturity. The 10% Deben-
tures are redeemable at the Company’s option at any
time on or after June 15, 1984 at prices beginning at
108% of face value in 1984, and declining by 1% per year
to 100% in 1992 and thereafter. The indenture covering
the 10% Debentures provides certain restrictions on
cash dividends. At December 31, 1983, approximately




$102,648,000 of retained earnings were not restricted.

The 6%% Debentures were issued by the Company’s
wholly owned subsidiary, Southwest Airlines Euro-
finance N.V., and are convertible into common stock
of the Company at any time on or before July 1, 1998,
unless previously redeemed, at a conversion price of
$38.30 per share subject to adjustment in certain events.
Interest is payable on July 1 of each year.

The 6%% Debentures are redeemable at the issuer's
option prior to July 1, 1986, if the market price of the
Company's common stock has been at least 130% of the
conversion price for a certain specified period prior to
redemption, at prices beginning at 106% of face value in
1983, and declining by 1% per year to 104% in 1985.
The 6%% Debentures are redeemable at the issuer’s
option at any time on or after July 1, 1986 at prices
beginning at 103% of face value in 1986, and declining
by 1% per year to 100% in 1989 and thereafter.

The Industrial Revenue Bonds mature in series annually
between 1985 and 1994. Interest is payable semi-
annually on January 1 and July 1 at an effective rate of
60% of prime but not less than 72% or more than 15%.
The Bonds are secured by the Company's Reservations
Center in San Antonio.

The Equipment Trust Certificates require semi-annual
principal and interest payments and are secured by ten
Boeing 737-200 advanced series aircraft with a net book
value of $65,975,000 at December 31, 1983.
Long-term debt principal repayments, exclusive of
capital leases, due in the next five years are

(in thousands):

1984 $6,374
1985 $6,295
1986 $6,670
1087 $5,270
1988 $5,270

5. Revolving credit agreements

The Credit Agreement with a group of domestic banks
permits the Company to borrow on revolving credit up to
the lesser of the primary commitment ($30,000,000 at
December 31, 1983), 80% of the net book value or 70%
of the market value of aircraft securing the agreement.
The primary commitment can be increased to
$100,000,000 by the Company. The Credit Agreement is
presently secured by eleven aircraft with a net book
value of $47,600,000. Interest rates on borrowings under
the Credit Agreement can be, at the option of the
Company, the agent bank’s prime commercial rate or
other rates derived from formulas specified by the Credit
Agreement. The commitment fee for the Credit Agree-
ment is %% per annum on the unused portion of the
primary commitment and %% per annum on the differ-

ence between $100,000,000 and the amount of the pri-
mary commitment.

Balances outstanding under the Credit Agreement are
convertible, at the Company's option, through October
30, 1985 into a seven-year term loan payable in quarterly
installments beginning the first day of the calendar quar-
ter following conversion to the term loan. The interest
rates available on the term loan are 4% over the agent
bank's prime commercial rate for the first three years and
2% thereafter, or a rate based upon the London Inter-
bank Offered Rate (LIBOR).

The Company will maintain cash balances equal to 5% of
borrowings under the Credit Agreement or will pay the
banks a quarterly fee equal to the unmaintained balance
multiplied by one quarter of the agent bank’s prime
commercial interest rate. These cash balances are not
legally restricted as to withdrawals.

A Letter Agreement with a group of European banks
permits the Company to borrow on revolving credit up to
$50,000,000 through January 22, 1985, subject to notice
and collateral requirements. Borrowings will bear inter-
est at %% over LIBOR. The agreement provides for the
Company to pay a commitment fee of %% per annum on
the daily unused portion of the Available Amount as
defined, and V1% per annum on the difference between
the amount of the loan commitment and the Available
Amount, as defined. There have been no loans made
under this agreement. Currently the Company could bor-
row up to $18,730,000 against the collateral of three
Boeing 737-200 aircraft, having a net book value of
$26,758,000 at December 31, 1983.

6. Employee profit sharing and stock ownership

plans
Substantially all of the Company's employees are mem-
bers 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 de-
ductible for federal income tax purposes.
The Company has an Employee Stock Ownership Plan
which, under Internal Revenue Service regulations,
allows the Company to claim a tax credit equal to 2% of
the participants’ salaries and wages if this amount is
invested in Company stock on behalf of its employees.
7. Federal income tax
Provisions for federal income tax are as follows
(in thousands):

1983 1982 1981

Current ................ $ 3,809 $(4614)% 4,724
Deferred............... 18,895 15,000 9,376

$22,704 $ 10,386 $14,100
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The provision for federal income tax reconciles to the
statutory rate as follows (in thousands):
1983 1982 1981

Amount % Amount % Amount %

Income tax

provision at

statutory

rate........ $29,243 46 $20,419 46 $22,202 46
Investment tax

credit. ... .. (6,723)(10) (9,255)(21) (7,328)(15)
ESOP tax
(403) (1) (926) (2) (733) (2)
Other........ 587 1 148 — (41) —

$22,704 36 $10,386 23 $14,100 29

Deferred federal income tax results from (in thousands):
1983 1982 1981

Timing differences in flight

and ground equipment.. $14,421 $12,590 $8,726

Tax benefit transfer.. .. ... 120 5,150 —
Application of invest-

ment tax credit. ........ 4,771 (2,806) —
Othersovrsmnsms oo v (417) 66 650

$18,895 $15,000 $9,376

Timing differences in flight and ground equipment result
principally from the use of accelerated depreciation
methods for federal income tax reporting. The proceeds
from the sale of tax benefits of approximately
$11,070,000 in 1982 are included in “Non-operating
income,” “Other, net.”

8. Commitments
Total rental expense charged to operations in 1983, 1982
and 1981, was $8,329,000, $6,616,000 and $4,802,000,

exclusive of landing fees of $10,213,000, $7,389,000 and
$4,832,000, 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 ter-
minal operations space and eight aircraft are leased.
The following amounts applicable to capital leases are
included in property and equipment in 1983, none in
1982, (in thousands):

1983
Flight equipment —aircraft. . ............... $31,904
Less accumulated amortization............. 207
$31,697

At December 31, 1983, obligations under capital leases

and non-cancelable operating leases for future mini-

mum lease payments were as follows (in thousands):
Capital Operating

Leases Leases
1984 .. .. ... ... $ 2142 § 4828
1985 ... 4,283 2,751
1986 .. ..o 4,283 2,702
OB s s s o 4,283 2,623
1088 s s pawmasommes 3 5,269 2,647
After1988 ............... 55,326 19,180
Total minimum lease
payments.............. 75,586  $34,631
Less amount representing
interest................ 43,682
Present value of minimum
lease payments. ........ 31,904
Less current portion. .. .. .. 86
Long-term portion. . ....... $31,818
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Auditor’s Report
The Board of Directors
Southwest Airlines Co.

We have examined the accompanying consolidated bal-
ance sheet of Southwest Airlines Co. at December 31,
1983 and 1982, 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, 1983. 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 con-
sidered necessary in the circumstances.

In our opinion, the statements mentioned above present
fairly the consolidated financial position of Southwest
Airlines Co. at December 31, 1983 and 1982, and the
consolidated results of operations and changes in finan-
cial position for each of the three years in the period
ended December 31, 1983, in conformity with generally
accepted accounting principles applied on a consistent
basis during the period.

@*Q“%”‘é*&”ﬁ""‘&
Dallas, Texas
January 24, 1984

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 Air-
lines Co. in conformance with generally accepted
accounting principles 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 pro-
gram of internal audits designed to provide reasonable
assurance that assets are safeguarded, transactions are
executed in accordance with management’s authoriza-
tion and financial records are reliable as a basis for
preparation of financial statements.

The independent public accountants provide an objec-
tive, 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
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, com-
posed solely of Directors from outside the Company,
meets with the independent public accountants, man-
agement and the internal audit staff periodically to re-
view the work of each and ensure that each is properly
discharging its responsibilities. The independent public
accountants and the internal audit department have free
access to this Committee, without management present,
to discuss the results of their audit work, the adequacy of
internal financial controls and the quality of financial
reporting.

Vondot L), (bl

Herbert D. Kelleher, Chairman of the Board, President
& Chief Executive Officer

Robert W. Lawless, Vice President — Finance &
Chief Financial Officer
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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 information 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 pro-
vided should be viewed as an estimate of the approxi-
mate 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 dollar expended in different
years, all dollars are adjusted 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 in-
creased 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 deter-

mined 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 allow-
ance for the age of each aircraft. Spare rotable equip-
ment was valued by applying the ratio of the historical
cost of the aircraft fleet to its current cost to historical
cost of rotable equipment.
2) Indexing — all ground equipment, building and
facilities were valued by applying the CPI-U to the
appropriate asset account.

b) Depreciation was computed utilizing the same depre-

ciable life assumptions as used for the historical cost

basis financial statements.

Table | “Statement of Income from Continuing Opera-
tions Adjusted for Changing Prices” restates net income
for the year based upon the restatement of property and
equipment adjusted for general inflation and for
changes in specific prices.

Since the depreciable value of the Company’s property
and equipment was higher when adjusted for its average
1983 current costs than when adjusted for the effect of
general inflation, 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 |.

Table | “Effect on Relevant Balance Sheet Accounts at
December 31, 1983 of Adjustment for Changing Prices”
also presents the changes in values of our “net monetary
assets” which occurred during 1983. 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 Company's current assets (except
flight equipment parts, fuel inventories and prepaid ex-
pense) and most of its liabilities (except unearned rev-
enue and accrued vacation pay) are monetary items.
Since monetary liabilities during 1983 were greater than
monetary assets, an unrealized gain of $3,699,000 re-
sulted. It must be noted, however, that the gain may only
be realized when such liabilities are paid in the future
with then cheaper dollars.

The next three items in Table | show that the value of the
Company's net property and equipment has, as valued
in current cost 1983 dollars, increased during the year by
$36,792,000. For the same period, the increase in net
property and equipment as adjusted for the effects of
general inflation was $16,560,000. The difference
between the two adjusted amounts reflects the extent
to which current costs exceeded increases in the gen-
eral rate of inflation.

The final item in Table | shows the effect of restating net
assets at year-end for the effects of changing prices.
Table Il is a five-year summary of certain selected sup-
plementary financial data as adjusted for general infla-
tion (CPI-U) as required by FASB 33. Certain data is not
required for 1979.

Current tax laws do not recognize deductions for current
cost of depreciation and amortization expense; there-
fore, income taxes provided are reported in historical
dollars as required by FASB 33.

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|

STATEMENT OF INCOME FROM CONTINUING OPERATIONS
ADJUSTED FOR CHANGING PRICES FOR THE YEAR ENDED

EFFECT ON RELEVANT BALANCE SHEET ACCOUNTS AT
DECEMBER 31, 1983 OF ADJUSTMENT FOR CHANGING PRICES

DECEMBER 31, 1983 {000’s)
(000's)
Adjusted Adjusted for
Adijusted Changes in Adijusted Changes in
for General Specific for General Specific
As Reported Inflation Prices As Reported Inflation Prices
inthe Primary  (Constant (Current inthe Primary  (Constant (Current
Statements Dollar) Cosls) Statements Dallar) Costs)
Gain from decline in
Operating revenues............ $448,.236 $448,236 $448,236 purchasing power of net
Depreciation expense ......... 29,853 36,198 38,068 amountsowed .............. $ 3699 $ 3699
Otherexpenses............... 354,812 354,812 354,812 Increase in specific prices
Provision for income taxes. . . . .. 22,704 22,704 22,704 (current costs of property
Totalexpense............... 407,369 413,714 415,584 and equipment)*............ $ 36,792
Netincome ................... $ 40,867  § 34522  § 32,652 Increase in general price level
ESaa— (Inflation component) of
Net income per Common properly and equipment . .. .. 16,560
ShErE—PAMBY. . oovri0 im0 $ 140 $ 118 $ 112 Excess of increase in specific
prices over increase in
general price level. .. ..... ... $ 20,232
Net assets atyear-end......... $314,556 $378,046 $309,685
*At December 31, 1983, current cost of property and equipment net of accumulated depreciation was $488,743,000.
TABLE Il
FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA (000's)
Years Ended December 31,
1983 1982 1981 1980 1979
OPOrating tVEBNUES .. i i v S T T T 50 e e e e e e $448,236 $341,843 $296,163 $257,591 $186,6828
Historical cost information adjusted for general inflation—
L B T e 1 e e e e e e 34,522 28,156 28,786 25,354 —_
Net income per share—primary ...................coc.o0v... 1.18 1.06 1.14 1.16 -
Netassels ... . . 378,046 301,567 227,538 145,618 —_
Historical cost information adjusted for specific prices—
Netincome. . ... e 32,652 28,094 30,049 26,456 —
Net income per share— primary 1.12 1.06 1.18 1.21 —
Excess of increase in specific prices over increase in the general price level. . ... ... ... 20,232 (3,070) (14,865) 2,004 —
Net assets 390,685 298,776 229,463 134,368 —
Depreciation and amortization 38,068 27,586 19,419 14,163 -
Gain from decline in purchasing power of net amounts owed 3,699 2,621 5,929 9,906 —_
Cash dividends paid per common share 13 13 12 10 .08
Market price per common share at year-and 27.20 21.99 12.65 13,93 6.55
Average consumer price index (1967 = 100) 2984 2891 2724 246.8 217.4
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Ten Year Summary of Operations and Financial Results Years Ended December 31,
1983 1982 1981 1980
OPERATIONS AND TRAFFIC
Available seat miles (ASM's) (000). . 6,324,224 4,907,945 3,633,351 2,969,448
Tripsflown ...................... 175,421 140,030 110,301 91,143
Average length of flight segment. .. 303 297 279 276
Size of fleet at year-end. .......... 46+ 371 27t 23
Passengerscarried .............. 9,511,000 7,965,554 6,792,927 5,976,621
Revenue passenger miles
(RPM's)(000). ................. 3,893,821 3,022,142 2,310,181 2,024,097
Average passenger fare .......... $ 45.57 $ 39.92 $ 38.07 $ 34.18
Average length of passenger haul. . 409 379 340 339
Yield per passenger mile. ......... 11.13¢ 10.52¢ 11.19¢ 10.09¢
Actualloadfactor . ............... 61.6% 61.6% 63.6% 68.2%
Break-even load factor*™ . ......... 49.7% 52.9% 48.3% 50.6%
FINANCIAL (000)
Operatingrevenues .. ............ $ 448,236 $ 331,189 $ 270,358 $ 213,048
Operating expenses. . ............ 379,738 291,964 221,854 164,219
Operatingincome. ............... 68,498 39,225 48,504 48,829
Income before FIT ............... 63,571 44,390 48,265 41,290
Netincome...................... 40,867 34,004 34,165 28,447
INVESTOR STATISTICS
Avg. no. of common shares
outstanding . .................. 29,193,320 26,646,033 25,299,673 21,893,723
Common shares outstanding . ... .. 29,439,895 27,939,895 26,018,750 23,675,000
Earnings pershare............... $ 1.40% $ 1.281** § 1.35 $ 1.30
Dividendspershare.............. $ .13 $ 13 $ A4 $ .09
Book Value pershare............. $ 10.68 $ 8.61 $ 6.78 $ 452
Stockholders’ equity (000). . ... .... $ 314,556 $ 240,627 $ 176,503 $ 106,964
Return on Stockholders' equity. . . . . 14.2% 16.7%*** 23.5% 36.0%
CAPITAL STRUCTURE (000)
Totalassets ..................... $ 587,258 $ 420,542 $ 291,823 $ 224,442
Aftertax return on total assets...... 8.1% 9.6%*** 13.0% 14.1%
Working capital . ................. $ 104,828 $ 14,256 $ 5,999 $ 9,979
Currentratio..................... 3.17:1 1.52:1 1.23:1 1.63:1
Flight and ground equipment-net . . $ 430,790 $ 377,390 $ 258,982 $ 194,908
Capital expenditures ............. $ 83,253 $ 140,084 $ 79,377 $ 56,504
Long-termdebt (LLTD) ........... $ 158,701 $ 106,306 $ 58,934 $ 77,892
L-T D as a % of total invested
capital. . ....... ... oo i 33.5% 30.6% 25.0% 42.1%
PRODUCTIVITY AND UNIT COSTS
Number of employees at year-end 3,462 2,913 2,129 1,839
Average number of employees . ... 3,206 2,618 2,106 1,741
Passengers boarded per employee 2,967 3,043 3,226 3,433
| RPM'’s per employee (000) ........ 1,215 1,154 1,097 1,163
‘_ Revenue peremployee . .......... $ 139,812 $ 126,505 $ 128,375 $ 122,371
Fuel costs per available seat mile . . 2.0¢ 2.2¢ 2.5¢ 2.1¢
All other operating costs per ASM. . 4.0¢ 3.7¢ 3.6¢ 3.4¢
Total operating cost per ASM. .. ... 6.0¢ 5.9¢ 6.1¢ 5.5¢
Fuel cost per gallon-average . .. ... 85.92¢ 94.51¢ 101.67¢ 85.0¢
Fuel cost per gallon-year-end. . . ... 84.10¢ 93.35¢ 100.73¢ 89.7¢
Fuel as a % of operating costs.. . . .. 32.6% 36.9% 40.5% 37.7%
Daily block hours per aircraft . ... .. 11:40 11:46 11:36 11:16

*Includes a net of tax gain on disposition of aircraft of $4,456,000 and nel cumulative effect of an accoumin? change of $735,000 for a total per share amount of § .25,
"'Based on operaling revenues per passenger needed lo cover tolal expenses excluding profit sharing and federal income taxes.

tincludes leased aircraft.

1Earnings per share - fully diluted $1.38 in 1983 and $1.26 in 1982.
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Years Ended December 31,

1979 1978 1977 1976 1975 1974
2,320,371 1,656,173 1,011,048 618,732 477,166 314,407
75,837 54,816 35,415 22,311 17,552 12,382

264 253 255 248 246 239

18 13 10 6 5 4
5,000,086 3,528,105 2,339,524 1,539,113 1,136,318 759,721
1,585,539 1,048,624 675,668 406,269 298,458 183,596

$  26.10 $ 2199 § 2007 $ 1918 § 1907 $ 1850
317 297 289 264 263 242
8.23¢ 7.40¢ 6.95¢ 7.26¢ 7.26¢ 7.66¢
68.3% 67.4% 66.8% 65.7% 62.5% 58.4%
53.6% 49.9% 52.9% 47.0% 49.2% 47.6%

$ 136,114 $ 81,065 $ 49047 § 30920 $ 22817 $ 14813
107,128 59,943 38,785 23,236 17,860 11,354
28,986 21,122 10,262 7,684 4,957 3,459
20,714 23,956 7,545 6,510 3,671 2,141
16,652 17,004 7,545 4,939 3,400 2,141
21,093,750 21,093,750 21,032,088 16,551,675 14,108,200 14,590,950
21,093,750 21,093,750 21,093,750 20,882,813 14,141,923 14,427,573
$ 79 $ 81" § 36 0§ 30 $ 24 $ 15
$ 06 $ 04 8 02§ 01 - —
$ 2.77 $ 203§ 126§ 93 52§ 28
$ 568412 $ 42889  $ 26606 $ 19345 § 7,415 $ 4072
33.1% 50.3%* 33.0% 39.4% 60.1% 67.1%

$ 172,495 $ 118706 § 77967 $ 43,703 $ 23692 $ 18,566
11.7% 17:2%" 12.4% 15.4% 16.2% 13.1%

$ 8195 $ 9,667 $ 5052 $ 8026 § 1392 $ 802
1.64:1 3.39:1 2.82:1 3.83:1 2.03:1 1,641

$ 150,576 $ 104744  $ 6983 $ 32699 $ 20787 $ 16,173
$ 54314 $ 40204 § 41442 § 13730 § 6,204 $ 6579
$ 87,374 $ 62000 $ 47000 $ 20000 $ 14,500 $ 12,197
59.9% 59.1% 63.8% 50.8% 66.2% 75.0%
1,630 1,119 892 517 392 323

1,450 1,024 750 457 368 284

3,448 3,445 3,119 3,368 3,088 2,675

1,093 1,024 901 889 811 646

$ 93872 $ 79165 § 65395  § 67657  § 62,003 $ 52,158
1.6¢ 1.1¢ 1.0¢ 9¢ 8¢ 7¢
3.0¢ 2.8¢ 2.8¢ 2.9¢ 2.9¢ 2.9¢
4.6¢ 3.9¢ 3.8¢ 3.8¢ 3.7¢ 3.6¢
59.3¢ 38.2¢ 36.4¢ 30.7¢ 30.1¢ 22.3¢
71.3¢ 37.5¢ 37.2¢ 33.1¢ 31.1¢ 28.3¢
35.1% 27.5% 26.2% 22.8% 22.4% 18.1%

11:37 10:36 10:14 9:22 8:35 8:16

***Includes a gain from the sale of tax benefils relating to three aircraft of

approximately $11,070,000 which, after adjustment for tax, increased net income
by $2.0 million and earnings per share by $.08.
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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 24, 1984 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 Eco-
nomic 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 Socuthwest 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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