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PART I

Item 1.    Business
Overview

Southwest Airlines Co. is a major passenger airline that provides scheduled air transportation in the United States. Based on the most recent data
available from the U.S. Department of Transportation (�DOT�), Southwest is the largest air carrier in the United States, as measured by the
number of originating passengers boarded and the number of scheduled domestic departures. Southwest commenced Customer Service on
June 18, 1971, with three Boeing 737 aircraft serving three Texas cities � Dallas, Houston, and San Antonio. As of December 31, 2008,
Southwest operated 537 Boeing 737 aircraft and provided service to 64 cities in 32 states throughout the United States. In 2008, Southwest
announced that it would be commencing service to Minneapolis-St. Paul in March 2009. In addition, Southwest has received initial approval to
acquire 14 take-off and landing slots at New York�s LaGuardia airport from the former ATA Airlines, Inc., which filed for bankruptcy protection
in April 2008.

Southwest focuses principally on point-to-point, rather than hub-and-spoke, service, providing its markets with frequent, conveniently timed
flights and low fares. As of December 31, 2008, Southwest served 438 nonstop city pairs. Historically, Southwest served predominantly
short-haul routes, with high frequencies. In recent years, Southwest has complemented this service with more medium to long-haul routes,
including transcontinental service.

Southwest has a low cost structure, enabling it to charge low fares. Adjusted for stage length, Southwest has lower unit costs, on average, than
most major network carriers. Southwest�s low cost advantage is facilitated by reliance upon a single aircraft type, an operationally efficient route
structure, and highly productive Employees.

Fuel Price Impact

Fuel prices can have a significant impact on Southwest�s profitability. During 2008, the cost of fuel fluctuated greatly, as the price of a barrel of
crude oil soared from near $100 in January 2008 to almost $150 in July 2008, then plummeted to below $35 at one point during the fourth
quarter of 2008. The table below shows Southwest�s average cost of jet fuel, netof hedging gains and including fuel taxes, over the past five
years and during each quarter of 2008:

Year
Cost*

(Millions)

Average
Cost
Per

Gallon*

Percent of
Operating
Expenses*

2004 $ 1,106 $ .92 18.1%
2005 $ 1,470 $ 1.13 21.4%
2006 $ 2,284 $ 1.64 28.0%
2007 $ 2,690 $ 1.80 29.7%
2008 $ 3,713 $ 2.44 35.1%
First Quarter 2008 $ 800 $ 2.13 32.8%
Second Quarter 2008 $ 944 $ 2.42 35.5%
Third Quarter 2008 $ 1,051 $ 2.73 37.5%
Fourth Quarter 2008 $ 918 $ 2.49 34.5%

* Southwest reclassified fuel sales and excise taxes for the years 2004 through 2007 from �Other operating expenses� to �Fuel and oil expense� in
order to conform to the current year presentation. Average fuel cost per gallon figures, as well as the percent of operating expenses, have also
been recalculated based on the restated information.

Volatile fuel costs, coupled with a continued domestic economic downturn, had a significant impact on Southwest and the airline industry
generally during 2008. The dramatically higher fuel prices during most of the year led to significant industry-wide capacity reductions.
Southwest�s fuel hedges during this time enabled it to weather fuel price increases, contributing to cash savings of almost $1.3 billion during
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2008; however, the recent significant decline in fuel prices led to Southwest�s decision to significantly reduce its net fuel hedge position in place
for 2009 and beyond. Southwest�s fuel hedging activities are discussed in more detail below under �Risk Factors� and �Management�s Discussion
and Analysis of Financial Condition and Results of Operations.�

Regulation

The airline industry is heavily regulated, especially by the federal government. Examples of regulations impacting Southwest and/or the industry
include:

Economic and Operational Regulation

� Aviation Taxes.    The statutory authority for the federal government to collect aviation
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taxes, which are used, in part, to finance the nation�s airport and air traffic control systems, and the authority of the Federal Aviation
Administration (�FAA�) to expend those funds must be periodically reauthorized by the U.S. Congress. This authority was scheduled to
expire on September 30, 2008. However, Congress has approved a temporary extension of this authority through March 31, 2009.
Similar temporary extensions or a reauthorization for a fixed term are expected to occur in 2009. Other proposals that could be
considered by Congress in connection with the FAA reauthorization legislation include: (i) the imposition of new, or changes to,
aviation-specific taxes; (ii) an increase in the amount of airport passenger facility charges; and (iii) the adoption of new unfunded
mandates on commercial airlines such as new environmental, consumer, and labor standards, any of which could have an impact on
Southwest�s operations.

� U.S. Department of Transportation.    The DOT has significant regulatory jurisdiction over passenger airlines. To provide passenger
transportation in the United States, a domestic airline is required to hold a Certificate of Public Convenience and Necessity issued by
the DOT. A certificate is unlimited in duration and generally permits Southwest to operate among any points within the United States
and its territories and possessions. Additional DOT authority, in the form of a certificate or exemption from certificate requirements, is
required for a U.S. airline to serve foreign destinations either with its own aircraft or via codesharing with another airline. The DOT
may revoke a certificate, in whole or in part, for intentional failure to comply with federal aviation statutes, regulations, orders, or the
terms of the certificate itself. The DOT also has jurisdiction over certain economic and consumer protection matters such as airline
codesharing, advertising, denied boarding compensation, baggage liability, and access for persons with disabilities. The DOT may
impose civil penalties on air carriers for violations of its regulations in these areas.

� Wright Amendment.    The International Air Transportation Competition Act of 1979, as amended (the �IATC Act�), imposed restrictions
on the provision of air transportation to and from Dallas Love Field. The applicable portion of the IATC Act, commonly known as the
�Wright Amendment,� impacted Southwest�s scheduled service by prohibiting the carrying of nonstop and through passengers on
commercial flights between Dallas Love Field and all states outside of Texas, with the exception of the following states (the �Wright
Amendment States�): Alabama, Arkansas, Kansas, Louisiana, Mississippi, Missouri, New Mexico, and Oklahoma. In addition, the
Wright Amendment only permitted an airline to offer flights between Dallas Love Field and the Wright Amendment States to the extent
the airline did not offer or provide any through service or ticketing with another air carrier at Dallas Love Field and did not market
service to or from Dallas Love Field and any point outside of a Wright Amendment State. In other words, a Customer could not
purchase a single ticket between Dallas Love Field and any destination other than a Wright Amendment State. The Wright Amendment
did not restrict flights operated with aircraft having 56 or fewer passenger seats, nor did it restrict Southwest�s intrastate Texas flights or
its air service to or from points other than Dallas Love Field.

In 2006, Southwest entered into an agreement with the City of Dallas, the City of Fort Worth, American Airlines, Inc., and the DFW
International Airport Board. Pursuant to this agreement, the five parties sought enactment of legislation to amend the IATC Act. Congress
responded by passing the Wright Amendment Reform Act of 2006 (the �Reform Act�). The Reform Act immediately repealed through service and
ticketing restrictions, thereby allowing the purchase of a single ticket between Dallas Love Field and any U.S. destination (while still requiring
the Customer to make a stop in a Wright Amendment State), and reduced the maximum number of gates available for commercial air service at
Dallas Love Field from 32 to 20. Southwest currently uses 15 gates at Dallas Love Field. Pursuant to the Reform Act and local agreements with
the City of Dallas with respect to gates, Southwest can expand scheduled service from
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Dallas Love Field and currently intends to do so. The Reform Act also provides for substantial repeal of the remainder of the Wright
Amendment in 2014.

Safety and Health Regulation

Southwest and its third-party maintenance providers are subject to the jurisdiction of the FAA with respect to Southwest�s aircraft maintenance
and operations, including equipment, ground facilities, dispatch, communications, flight training personnel, and other matters affecting air
safety. To ensure compliance with its regulations, the FAA requires airlines to obtain, and Southwest has obtained, operating, airworthiness, and
other certificates. These certificates are subject to suspension or revocation for cause. In addition, pursuant to FAA regulations, Southwest has
established, and the FAA has approved, Southwest�s operations specifications and a maintenance program for Southwest�s aircraft, ranging from
frequent routine inspections to major overhauls. The FAA, acting through its own powers or through the appropriate U.S. Attorney, also has the
power to bring proceedings for the imposition and collection of fines for violation of the Federal Aviation Regulations.

Southwest is subject to various other federal, state, and local laws and regulations relating to occupational safety and health, including
Occupational Safety and Health Administration and Food and Drug Administration regulations.

Security Regulation

Following the terrorist attacks on September 11, 2001, Congress enacted the Aviation and Transportation Security Act (the �Aviation Security
Act�). The Aviation Security Act established the Transportation Security Administration (the �TSA�), a division of the U.S. Department of
Homeland Security that is responsible for certain civil aviation security matters. The Aviation Security Act also mandated, among other things,
improved flight deck security, increased deployment of federal air marshals onboard flights, improved airport perimeter access security, airline
crew security training, enhanced security screening of passengers, baggage, cargo, mail, employees, and vendors, enhanced training and
qualifications of security screening personnel, additional provision of passenger data to U.S. Customs and Border Protection, and enhanced
background checks. Under the Aviation Security Act, substantially all security screeners at airports are federal employees, and significant other
elements of airline and airport security are overseen and performed by federal employees, including federal security managers, federal law
enforcement officers, and federal air marshals.

Enhanced security measures have impacted Southwest�s business. In particular, they have had a significant impact on the airport experience for
passengers. For example, in the third quarter of 2006, the TSA mandated new security measures in response to a terrorist plot uncovered by
authorities in London. These rules, which primarily regulate the types of liquid items that can be carried onboard aircraft, have had a negative
impact on air travel, especially on shorthaul routes and with business travelers. Although the TSA is expected to eventually lift its restrictions on
liquids, Southwest is not able to predict the ongoing impact, if any, that these security changes will have on passenger revenues, both in the
shortterm and the longterm, or that new restrictions will not be put in place. Southwest has made significant investments to address the impact of
these types of regulations, including investments in facilities, equipment, and technology to process Customers efficiently and restore the airport
experience. Southwest�s Automated Boarding Passes and self service kiosks have reduced the number of lines in which a Customer must wait
and, during 2008, Southwest introduced priority security lane access for its Business Select and Rapid Reward A-List Customers at select
airports. In addition, Southwest�s gate readers at all of its airports have improved the boarding reconciliation process. Southwest also offers
baggage checkin through self service kiosks at certain airport locations, as well as Internet checkin and transfer boarding passes at the time of
checkin.

Enhanced security measures have also impacted Southwest�s business through the imposition of security fees on Southwest�s Customers and on
Southwest. Under the Aviation Security Act, funding for passenger security is provided in part by a $2.50 per enplanement security fee, subject
to a maximum of $5.00 per one-way trip. The Aviation Security Act also allows the TSA to assess an Aviation Security Infrastructure Fee
(�ASIF�) on each airline. Southwest�s ASIF liability was originally set at $24
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million per year. Effective in 2005, the TSA unilaterally increased the amount to $50 million. Southwest and 22 other airlines are joined in
litigation presently pending in the U.S. Court of Appeals against the TSA to challenge that increase, and a ruling is expected during 2009.

Environmental Regulation

The Airport Noise and Capacity Act of 1990 gives airport operators the right, under certain circumstances, to implement local noise abatement
programs, so long as they do not unreasonably interfere with interstate or foreign commerce or the national air transportation system. Some
airports have established airport restrictions to limit noise, including restrictions on aircraft types to be used, and limits on the number of hourly
or daily operations or the time of operations. These types of restrictions can cause curtailments in service or increases in operating costs and
could limit the ability of Southwest to expand its operations at the affected airports.

Southwest is subject to various other federal, state, and local laws and regulations relating to the protection of the environment, including the
discharge or disposal of materials such as chemicals, hazardous waste, and aircraft deicing fluid. Further regulatory developments pertaining to
such things as control of engine exhaust emissions from ground support equipment and prevention of leaks from underground aircraft fueling
systems could increase operating costs in the airline industry. Southwest does not believe, however, that presently pending environmental
regulatory developments will have a material impact on Southwest�s capital expenditures or otherwise adversely affect its operations, operating
costs, or competitive position. However, legislation has been introduced in the U.S. Congress to regulate so-called �green house gas emissions.�
The legislation could impose additional costs or restrictions on all transportation-related activities, the impact of which is presently
unpredictable. Additionally, in conjunction with airport authorities, other airlines, and state and local environmental regulatory agencies,
Southwest, as a normal course of business, undertakes voluntary investigation or remediation of soil or groundwater contamination at several
airport sites. Southwest does not believe that any environmental liability associated with these airport sites will have a material adverse effect on
Southwest�s operations, costs, or profitability, norhas it experienced any such liability in the past that has had a material adverse effect on its
operations, costs, or profitability.

Southwest has appointed a �Green Team� to target areas of environmental improvement in all aspects of Southwest�s business, while at the same
time remaining true to Southwest�s low cost philosophy. As part of this initiative, during 2008, Southwest published an Environmental Report
describing Southwest�s strategies to reduce greenhouse gas emissions and addressing other environmental matters such as waste management and
recycling.

Regulation of Customer Service Practices

From time to time, the airline industry has been faced with possible legislation dealing with certain Customer Service practices. As a
compromise with Congress, the industry, working with the Air Transport Association, has responded by adopting and filing with the DOT
written plans disclosing commitments to improve performance. Southwest Airlines� Customer Service Commitment is a comprehensive plan that
embodies the Mission Statement of Southwest Airlines: dedication to the highest quality of Customer Service delivered with a sense of warmth,
friendliness, individual pride, and Southwest Spirit. The Customer Service Commitment can be reviewed by clicking on �About Southwest� at
www.southwest.com. The DOT and Congress monitor the industry�s plans, and there can be no assurance that legislation or regulations will not
be proposed in the future to regulate airline Customer Service practices.

Operating Strategies and Marketing

During 2008, Southwest continued to implement and promote initiatives designed to enhance Customer Service and improve future revenues.
Southwest�s general operating strategies and specific offerings and related initiatives are discussed below.

General Operating Strategies

Southwest focuses principally on point-to-point service, rather than the hub-and-spoke service provided by most major U.S. airlines. The
�hub-and-spoke� system concentrates most of an airline�s operations at a limited number of hub cities and serves most other destinations in the
system by
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providing one-stop or connecting service through the hub. Point-to-point service allows for more direct nonstop routing than the hub and spoke
system, minimizing connections, delays, and total trip time. As a result, approximately 78 percent of Southwest�s Customers fly nonstop.
Southwest�s average aircraft trip stage length in 2008 was 636 miles with an average duration of approximately 1.8 hours, as compared to an
average aircraft trip stage length of 629 miles and an average duration of approximately 1.8 hours in 2007. Point-to-point service also enables
Southwest to provide its markets with frequent, conveniently timed flights and low fares. Examples of markets offering frequent daily flights
are: Dallas Love Field to Houston Hobby, 30 weekday roundtrips; Phoenix to Las Vegas, 17 weekday roundtrips; and Los Angeles International
to Oakland, 18 weekday roundtrips. Southwest complements these high-frequency shorthaul routes with longhaul nonstop service between
markets such as Phoenix and Tampa Bay, Las Vegas and Orlando, Nashville and Oakland, and San Diego and Baltimore. During 2008,
Southwest�s schedule optimization capabilities allowed it to reduce flight frequency on less profitable routes and reallocate capacity to potentially
more rewarding markets.

Southwest serves many conveniently located secondary or downtown airports such as Dallas Love Field, Houston Hobby, Chicago Midway,
Baltimore-Washington International, Burbank, Manchester, Oakland, San Jose, Providence, Ft. Lauderdale/Hollywood, and Long Island Islip
airports, which are typically less congested than other airlines� hub airports. This operating strategy enables Southwest to achieve high asset
utilization because aircraft can be scheduled to minimize the amount of time they are on the ground. This in turn reduces the number of aircraft
and gate facilities that would otherwise be required. Southwest is also able to simplify scheduling, maintenance, flight operations, and training
activities by operating only one aircraft type, the Boeing 737. All of these strategies enhance Southwest�s ability to sustain high Employee
productivity and reliable ontime performance.

Fare Structure and No Hidden Fees Marketing Campaign

Southwest employs a relatively simple fare structure, featuring low, unrestricted, unlimited, everyday coach fares, as well as even lower fares
available on a restricted basis. As of January 13, 2009, Southwest�s highest non-codeshare, one-way unrestricted walkup fare offered was $503
for its longest flights. Substantially lower walkup fares are generally available on Southwest�s short and medium haul flights. Since November
2007, Southwest�s fares have been bundled into three major fare columns: �Business Select,� �Anytime,� and �Wanna Get Away,� with the goal of
making it easier for Customers to choose the fare they want. Southwest�s �Business Select� offering was developed to increase options and improve
productivity for the business traveler. Customers who purchase the Business Select fare are allowed to be among the first Customers to board the
aircraft. They also receive extra Rapid Rewards frequent flyer credit for the flight and a free drink. Southwest�s �Business Select� program
contributed approximately $73 million in revenues during 2008.

During 2008, in response to skyrocketing fuel prices, virtually all other U.S. airlines began charging additional fees for items such as first or
second checked bags, seat selection, fuel surcharges, snacks, curb-side checkin, and telephone reservations. In response, Southwest adopted a No
Hidden Fees marketing campaign to highlight Southwest�s prioritization of high value Customer Service. As part of the campaign, Southwest
launched radio, print, television, and billboard advertisements to promote Southwest�s point of differentiation.

Enhanced Boarding Method and Updated Gate Design and Priority Security Lane

During fourth quarter 2007, Southwest introduced an enhanced boarding method, which was designed to significantly reduce the time a
Customer spends standing in line at the gate. The enhanced boarding process automatically reserves a place for a Customer in the Customer�s
boarding group at the time of check-in by assigning a specific position number within the A, B, or C boarding group. Customers then board the
aircraft in that numerical order. The enhanced boarding method also allows for future enhancements, such as product customization and
additional incentives for business and leisure travelers.

During 2008, Southwest completed modification of substantially all of its gate areas with columns and signage that facilitate the new boarding
process. The �extreme gate makeover� was also designed to
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improve the airport experience for all of Southwest�s Customers by including (i) a business focused area with padded seats, tables with power
outlets, power stations with stools, and a flat screen television for news programming; and (ii) a family area with smaller tables and chairs, �kid
friendly� programming on a flat screen television, and power stations for charging electrical devices. In addition, during 2008, Southwest
introduced priority security lane access for its Business Select and Rapid Reward A-List Customers at select airports.

Rapid Rewards Frequent Flyer Program

Southwest�s frequent flyer program, Rapid Rewards, is based on trips flown rather than mileage. Rapid Rewards Customers earn a credit for each
one-way trip flown or two credits for each roundtrip flown. Rapid Rewards Customers can also earn credits by using the services of non-airline
partners, which include car rental agencies, hotels, and credit card partners, including Southwest Airlines Rapid Rewards Visa Card®. During
2008, Southwest introduced a new dining program for Rapid Rewards Members that enables them to earn Rapid Rewards credits when dining at
more than 9,000 restaurants, bars, and clubs across the United States and Canada.

Rapid Rewards offers different types of travel award opportunities (�Award Tickets�). Rapid Rewards Members who accumulate 16 credits within
24 consecutive months are awarded a Standard Award, which is valid for one free roundtrip award to any destination available on Southwest.
Rapid Rewards Members who fly at least 32 qualifying one-way flights within a 12-month period also receive reserved boarding privileges for
an entire year. When these Customers purchase travel at least 36 hours prior to flight time, they receive the best boarding pass number available
(generally, an �A� boarding pass). Customers on this �A-List� are also automatically checked in for their flight in advance of departure. Southwest
also offers a �Freedom Award,� which allows Rapid Rewards Members the opportunity to convert two Standard Awards into a Freedom Award,
which is free of seat restrictions except for a limited number of �Black-out� dates around major holidays. Southwest also offers a Rapid Rewards
Companion Pass, which is granted for accumulating 100 credits within a consecutive twelve-month period. The Companion Pass offers
unlimited free roundtrip travel, to any destination available on Southwest, for a designated companion of the qualifying Rapid Rewards Member.
For the designated companion to use this pass, the Rapid Rewards Member must purchase a ticket or use a Standard Award. Additionally, the
Rapid Rewards Member and designated companion must travel together on the same flight. Standard Awards and Companion Passes are
automatically generated when earned by the Customer rather than allowing the Customer to bank credits indefinitely. Award Tickets are valid
for 12 months after issuance and are subject to seat restrictions. Companion Passes have no seat restrictions or �Black out� dates.

Southwest also sells credits to business partners, including credit card companies, hotels, and car rental agencies. These credits may be redeemed
for Award Tickets having the same program characteristics as those earned by flying.

Customers redeemed approximately 2.8 million, 2.8 million, and 2.7 million, Award Tickets during 2008, 2007, and 2006, respectively. The
amount of free travel award usage as a percentage of total Southwest revenue passengers carried was 6.4 percent in 2008, 6.2 percent in 2007,
and 6.4 percent in 2006. The number of fully earned Award Tickets and partially earned awards outstanding at December 31, 2008 was
approximately 10.4 million, of which approximately 78 percent were partially earned awards. The number of fully earned Award Tickets and
partially earned awards outstanding at December 31, 2007 was approximately 11.6 million, of which approximately 81 percent were partially
earned awards. However, due to the expected expiration of a portion of credits making up partial awards, not all of them will eventually turn into
useable Award Tickets. In addition, not all Award Tickets will be redeemed for future travel. Since the inception of Rapid Rewards in 1987,
approximately 16 percent of all fully earned Award Tickets have expired without being used. The number of Companion Passes outstanding at
December 31, 2008 and 2007 was approximately 67,000 and 65,000, respectively. Southwest currently estimates that an average of three to four
trips will be redeemed per outstanding Companion Pass.

Southwest accounts for its Rapid Rewards program obligations by recording, at the time an award is earned, a liability for the estimated
incremental cost of the use of flight awards Southwest expects to be redeemed. The estimated
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incremental cost includes direct passenger costs such as fuel, food, and other operational costs, but does not include any contribution to overhead
or profit. Revenue from the sale of credits to business partners and associated with future travel is deferred and recognized when the ultimate
free travel award is flown or the credits expire unused. The liability for free travel awards earned but not used at December 31, 2008 and 2007
was not material to Southwest�s business.

Cashless Cabin

During 2008, Southwest introduced �Cashless Cabin� for the purchase of food and beverages without cash. All Southwest aircraft are now
equipped with handheld devices that enable Flight Attendants to accept credit and debit cards onboard the aircraft, and cash is no longer
accepted. Cashless Cabin is intended to enhance Customer Service by appealing to the increasing number of Customers traveling without cash
and increasing efficiencies. In addition, it allows for ancillary revenues through an increased offering of food and beverage services.

Southwest.com; GDS Participation and Corporate Travel Account Efforts

Southwest was the first major airline to introduce a Ticketless travel option, eliminating the need to print and then process a paper ticket
altogether, and the first to offer Ticketless travel through Southwest�s web site at www.southwest.com. For the year ended December 31, 2008,
more than 89 percent of Southwest�s Customers chose the Ticketless travel option, and nearly 78 percent of Southwest�s passenger revenues came
through its web site (including SWABiz revenues), which has become a vital part of Southwest�s distribution strategy.

Southwest continues to explore selling tickets through channels in addition to its own reservation system, web site, and the Sabre System and is
also continuing its efforts to provide travel agent and professional travel manager partners with increased and cost effective access to its fares
and inventory. Southwest is party to an agreement with Travelport�s Galileo, which includes Worldspan, another of Travelport�s global
distribution systems, pursuant to which Southwest intends that all of its published fares and inventory, with the exception of Southwest�s
exclusive web fares, will eventually be available to Galileo-connected travel agencies in North America.

RNP

In support of the FAA�s Roadmap for Performance-Based Navigation, Southwest has made a commitment to invest $175 million over the next
several years to implement Required Navigation Performance (�RNP�) procedures at the airports it serves. RNP is one of the cornerstones for the
FAA�s Next Generation Air Traffic Control System and combines GPS (Global Positioning System), the capabilities of advanced aircraft
avionics, and new flight procedures for the purpose of achieving safer, more efficient, and environmentally friendly flight operations. RNP
procedures are designed to reduce fuel consumption, improve safety, and minimize emissions and noise, while simultaneously taking advantage
of the high-performance characteristics that exist in an airline�s fleet. Southwest, the FAA, and an aviation consulting firm have been working
together to gain Air Traffic Control support of RNP to train Southwest�s pilots on RNP, equip Southwest�s entire fleet to be RNP capable, and
produce RNP charted procedures. In January 2009, Southwest activated autothrottles and VNAV (vertical navigation) on its aircraft for the first
time in Southwest history, representing the first step in Southwest�s automation transformation. VNAV is also expected to provide more nearterm
benefits such as significant savings in fuel costs and reductions in fuel emissions.

Codesharing

In 2008, Southwest announced its intention to enter into codeshare relationships with two different airlines � Canadian carrier WestJet and
Mexican carrier Volaris. The Company and WestJet currently intend to announce codeshare flight schedules and additional features regarding
the relationship by late 2009. The Company and Volaris currently intend to announce codeshare flight schedules and additional features
regarding the relationship by early 2010. Certain details of these alliances are subject to approvals by both the U.S. and Canadian/Mexican
governments. The Company is also continuing to consider codeshare opportunities with other carriers, both domestic and international.
Southwest originally implemented codesharing in domestic operations in 2005 with ATA Airlines. Southwest�s codeshare arrangement with
ATA terminated during 2008 as a result of ATA�s bankruptcy.
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Management Information Systems

Southwest continues to invest in technology to support its initiatives and its ongoing operations. During 2008, Southwest implemented a system
to replace its point of sale application in the stations and its refunds system in the back office. Additionally, Southwest has purchased technology
that will replace its ticketless system and revenue accounting system. The new systems are designed to, among other things, enhance data flow
and thereby increase Southwest�s operational efficiencies and Customer Service capabilities. Southwest is also working to replace its back office
accounting systems, payroll system, and human resource information system, with a goal of completion sometime in late 2009 or early 2010.

Competition

The airline industry is highly competitive. Southwest believes the principal competitive factors in the industry are:

� Price;

� Customer Service;

� Costs;

� Frequency and convenience of scheduling;

� Frequent flyer benefits; and

� Efficiency and productivity, including effective selection and use of aircraft.
Southwest currently competes with other airlines on almost all of its routes. Some of these airlines have larger fleets than Southwest and some
may have wider name recognition in certain markets. In addition, some major U.S. airlines have established extensive marketing or codesharing
alliances. These alliances enable these carriers to expand their destinations and marketing opportunities. Airlines that do not fly exclusively
domestically are less exposed to domestic economic conditions and may be able to offset less profitable domestic fares with more profitable
international fares. As discussed above, Southwest continues to address this competitive factor through its international codeshare efforts.

Southwest is also subject to varying degrees of competition from surface transportation and may have more exposure to this form of competition
than airlines with longer average stage lengths. Surface competition can be more significant during economic downturns when consumers cut
back on discretionary spending.

The competitive landscape for airlines continues to change. Following the terrorist attacks on September 11, 2001, the airline industry as a whole
incurred substantial losses through 2005. Many carriers reduced capacity, grounded their most inefficient aircraft, cut back on unprofitable
service, and furloughed employees. Significant increases in the cost of fuel through most of 2008 have continued to exacerbate industry
challenges. As discussed above, during 2008, many carriers reduced capacity to cope with the spike in fuel costs. In addition, a number of
carriers have sought relief from financial obligations in bankruptcy. During 2008 alone, the following airlines filed for bankruptcy: Frontier
Airlines, Inc., Aloha Airlines, ATA Airlines, Skybus Airlines Inc., Eos Airlines, Inc., and Champion Air. All but Frontier also discontinued
operations. Other airlines that have filed and emerged from bankruptcy in recent years include UAL Corporation, the parent of United Airlines,
US Airways, Northwest Airlines Corporation, the parent of Northwest Airlines, and Delta Air Lines. In some cases, this has led to industry
consolidation. For example, US Airways and America West Airlines merged in September 2005, and Delta and Northwest merged in 2008.
Reorganization in bankruptcy, and even the threat of bankruptcy, has allowed carriers to decrease operating costs through renegotiated labor,
supply, and financing contracts. As a result, differentials in cost structures between traditional hub-and-spoke carriers and low cost carriers have
significantly diminished. In addition, distressed carriers may price for cash flow to remain in business, which can cause a reduction in pricing in
the industry generally. Southwest has nonetheless continued to maintain its cost advantage, improve Employee productivity, and provide
outstanding Service to its Customers. Southwest cannot, however, predict the timing or extent of any further airline bankruptcies or
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Insurance

Southwest carries insurance of types customary in the airline industry and at amounts deemed adequate to protect Southwest and its property and
to comply both with federal regulations and certain of Southwest�s credit and lease agreements. The policies principally provide coverage for
public and
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passenger liability, property damage, cargo and baggage liability, loss or damage to aircraft, engines, and spare parts, and workers� compensation.

Following the terrorist attacks of September 11, 2001, commercial aviation insurers significantly increased the premiums and reduced the
amount of war-risk coverage available to commercial carriers. Through the 2003 Emergency Wartime Supplemental Appropriations Act, the
federal government has continued to provide supplemental, first-party, war-risk insurance coverage to commercial carriers for renewable 60-day
periods, at substantially lower premiums than prevailing commercial rates and for levels of coverage not available in the commercial market.
The government-provided supplemental coverage from the Wartime Act is currently set to expire on March 31, 2009. Although another
extension beyond this date is expected, if such coverage is not extended by the government, Southwest could incur substantially higher
insurance costs or unavailability of adequate coverage in future periods.

Seasonality

Southwest�s business is somewhat seasonal. Quarterly operating income and, to a lesser extent, revenues have historically tended to be lower in
the first quarter (January 1 � March 31) and fourth quarter (October 1 � December 31).

Employees

At December 31, 2008, Southwest had 35,499 active fulltime equivalent Employees, consisting of 15,483 flight, 2,528 maintenance, 12,365
ground, Customer, and fleet service, and 5,123 management, accounting, marketing, and clerical personnel.

The Railway Labor Act (�RLA�) establishes the right of airline employees to organize and bargain collectively. As of December 31, 2008,
approximately 77 percent of Southwest�s employees were represented by labor unions, all of which are under ten different collective-bargaining
agreements. Under the RLA, collective-bargaining agreements between an airline and a labor union generally do not expire, but instead becomes
amendable as of an agreed date. By the amendable date, if either party wishes to modify the terms of the agreement, it must notify the other
party in the manner required by the RLA and/or described in the agreement. After receipt of such notice, the parties must meet for direct
negotiations. If no agreement is reached, either party may request the National Mediation Board (the �NMB�) to appoint a federal mediator. If no
agreement is reached in mediation, the NMB may determine that an impasse exists and offer binding arbitration to the parties. If either party
rejects binding arbitration, a 30-day �cooling off � period begins. At the end of this 30-day period, the parties may engage in �self-help,� unless a
Presidential Emergency Board (�PEB�) is established to investigate and report on the dispute. The appointment of a PEB maintains the �status quo�
for an additional 60 days. If the parties do not reach agreement during this period, the parties may then engage in �self-help.� �Self-help� includes,
among other things, a strike by the union or the airline�s imposition of any or all of its proposed amendments and the hiring of new employees to
replace any striking workers. The following table sets forth Southwest�s Employee groups and status of the collective bargaining agreements:

Employee Group Representatives Status of Agreement
Pilots Southwest Airlines Pilots� Association (�SWAPA�)Currently in negotiations
Flight Attendants Transportation Workers of America, AFL-CIO

(�TWU 556�)
Currently in negotiations

Ramp, Operations, Provisioning, Freight
Agents

Transportation Workers of America, AFL-CIO,
Local 555 (�TWU 555�)

Currently in mediation

Customer Service Agents, Reservations Agents International Association of Machinists and
Aerospace Workers, AFL-CIO (�IAM�)

Currently in negotiations

Stock Clerks International Brotherhood of Teamsters, Local 19
(�IBT Local 19�)

Currently in negotiations

Mechanics Aircraft Mechanics Fraternal Association
(�AMFA�)

Agreement (ratified January 29, 2009)

Amendable August 2012
Aircraft Appearance Technicians AMFA Amendable February 2009
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Employee Group Representatives Status of Agreement
Dispatchers Transportation Workers of America, AFL-CIO,

Local 550 (�TWU 550�)
Amendable November 2009

Flight Simulator Technicians International Brotherhood of Teamsters (�IBT�) Amendable October 2011
Flight Crew Training Instructors Southwest Airlines Professional Instructor�s

Association (�SWAPIA�)
Amendable December 2012

Additional Information About Southwest

Southwest was incorporated in Texas in 1967. The following documents are available free of charge through Southwest�s website,
www.southwest.com: Southwest�s annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any
amendments to those reports that are filed with or furnished to the Securities and Exchange Commission (�SEC�) pursuant to Sections 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended. These materials are made available through Southwest�s website as soon as
reasonably practicable after they are electronically filed with, or furnished to, the SEC.

The certifications of Southwest�s Chief Executive Officer and Chief Financial Officer required under Section 302 of the Sarbanes-Oxley Act
have been filed as Exhibits 31.1 and 31.2 to this report. Additionally, in 2008 Southwest�s Chief Executive Officer certified to the New York
Stock Exchange (�NYSE�) that he was not aware of any violation by Southwest of the NYSE�s corporate governance listing standards.

DISCLOSURE REGARDING FORWARD-LOOKING INFORMATION

Some statements in this Form 10-K (or otherwise made by Southwest or on Southwest�s behalf from time to time in other reports, filings with the
SEC, news releases, conferences, Internet postings, or otherwise) that are not historical facts may be �forward-looking statements� within the
meaning of Section 27A of the Securities Act of 1933, as amended, Section 21E of the Securities Exchange Act of 1934, as amended, and the
Private Securities Litigation Reform Act of 1995. Forward-looking statements are based on, and include statements about, Southwest�s estimates,
expectations, beliefs, intentions, or strategies for the future, and the assumptions underlying these forward-looking statements. Specific
forward-looking statements can be identified by the fact that they do not relate strictly to historical or current facts and include, without
limitation, words such as �anticipates,� �believes,� �estimates,� �expects,� �intends,� �forecasts,� �may,� �will,� �should,� and similar expressions. While
management believes that these forward-looking statements are reasonable as and when made, forward-looking statements are not guarantees of
future performance and involve risks and uncertainties that are difficult to predict. Therefore, actual results may differ materially from what is
expressed in or indicated by Southwest�s forward-looking statements or from historical experience or Southwest�s present expectations. Factors
that could cause these differences include, but are not limited to, those set forth below under �Risk Factors.�

Caution should be taken not to place undue reliance on Southwest�s forward-looking statements, which represent Southwest�s views only as of the
date this report is filed. Southwest undertakes no obligation to update publicly or revise any forward-looking statement, whether as a result of
new information, future events, or otherwise.

Item 1A. Risk Factors
Southwest�s business is heavily impacted by the price and availability of aircraft fuel. Continued volatility in fuel costs and/or significant
disruptions in the supply of fuel could adversely affect Southwest�s results of operations.

Airlines are inherently dependent upon energy to operate and can therefore be significantly impacted by changes in the prices of jet fuel. The
cost of jet fuel, which generally has been at historically high levels over the last three years, is largely unpredictable, as is evidenced by the
recent plunge in market jet fuel prices. Even a small change in fuel prices, with no other changes, can drive profitability sharply in one direction
or the other. Jet fuel and oil consumed for fiscal 2008 and 2007 represented approximately 35 percent and 30 percent of
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Southwest�s operating expenses, respectively, and, for 2008, constituted the largest expense incurred by Southwest. As a result, fuel costs have
factored significantly into Southwest�s growth decisions.

Fuel availability can also affect fuel prices and is impacted by political and economic factors beyond Southwest�s control. Therefore, although
Southwest does not currently anticipate a significant reduction in fuel availability, future availability is difficult to predict. Fuel availability can
be impacted by factors such as dependency on foreign imports of crude oil and the potential for hostilities or other conflicts in oil producing
areas, limited refining capacity, and the possibility of changes in governmental policies on jet fuel production, transportation, and marketing.
Significant disruptions in the supply of jet fuel could adversely affect Southwest�s results of operations.

Southwest�s profitability is impacted in part by its ability to adjust fares in reaction to fuel price volatility. Southwest�s ability to increase fares can
be limited by factors such as Southwest�s low fares reputation, the percentage of its Customer base that purchases travel for leisure purposes, and
the competitive nature of the airline industry generally. Fare increases are even more difficult to achieve in uncertain economic environments, as
low fares are often used to stimulate demand. Additionally, Southwest has historically entered into fuel derivative contracts to protect against
rising fuel costs. These contracts produced cash settlement gains of $1.3 billion (on a cash basis, before profitsharing and income taxes) for the
full year 2008. In response to the recent drop in energy prices, Southwest significantly reduced its net fuel hedge position in place for 2009 and
beyond and is therefore less protected against future increases.

Changes in Southwest�s overall fuel hedging strategy, the ability of the commodities used in fuel hedging (principally crude oil, heating oil, and
unleaded gasoline) to qualify for special hedge accounting, and the effectiveness of Southwest�s fuel hedges pursuant to highly complex
accounting rules, are all significant factors impacting Southwest�s results of operations. Southwest�s fuel hedging arrangements are discussed in
more detail under �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and in Note 10 to the Consolidated
Financial Statements.

The airline industry is particularly sensitive to changes in economic condition; continued negative economic conditions would likely
continue to negatively impact Southwest�s results of operations and its ability to obtain financing on acceptable terms.

Southwest�s operations and the airline industry in general are particularly sensitive to changes in economic conditions. Unfavorable general
economic conditions, such as higher unemployment rates, a constrained credit market, housing-related pressures, and increased business
operating costs can reduce spending for both leisure and business travel. Unfavorable economic conditions can also impact Southwest�s ability to
raise fares to counteract increased fuel, labor, and other costs. Demand for air travel waned during the fourth quarter of 2008, which Southwest
believes can be primarily attributed to the crisis experienced in worldwide credit markets and the domestic recessionary environment that
became evident during the year. Therefore, a continued economic recessionary environment would likely continue to negatively impact
Southwest�s results of operations. Southwest continues to be cautious of current domestic economic conditions, as recessionary fears have
continued to proliferate.

Factors such as continued unfavorable economic conditions, a significant decline in demand for air travel, or continued instability of the credit
and capital markets could result in future pressure on credit ratings, which could trigger credit rating provisions in Southwest�s credit card
transaction processing agreements, outstanding debt agreements, and some hedging counterparty agreements (as discussed in more detail in �Item
7A. Quantitative and Qualitative Disclosures About Market Risk�). These factors could also negatively impact (a) Southwest�s ability to obtain
financing on acceptable terms, (b) Southwest�s liquidity generally, and (c) the availability and cost of insurance.

Southwest�s business is labor intensive; Southwest could be adversely affected if it were unable to maintain satisfactory relations with its
Employees or its Employees� Representatives.

While the airline business is labor intensive and the Company�s results are subject to variations in labor-related job actions, Southwest has
historically maintained positive relationships with its Employees and its Employee�s Representatives. Salaries, wages,
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and benefits represented 32 percent of the Company�s operating expenses for the year ended December 31, 2008. In addition, as of December 31,
2008, approximately 77 percent of the Company�s Employees were represented for collective bargaining purposes by labor unions. As discussed
above in �Item 1. Business � Employees,� the Company is currently in discussions with several Employee Representatives. Employment-related
issues that may impact the Company�s results of operations, some of which are negotiated items, include hiring/retention rates, pay rates,
outsourcing costs, work rules, and health care costs.

Southwest�s inability to timely and effectively implement its revenue initiatives could adversely affect its results of operations.

Southwest has implemented and intends to continue to implement revenue initiatives that are designed to help offset increasing costs and
improve Customer Service. The timely and effective implementation of these initiatives has involved, and will continue to involve, significant
investments by the Company of time and money and could be impacted by (i) Southwest�s ability to timely and effectively implement, transition,
and maintain related information technology systems and infrastructure; (ii) the timing of Southwest�s investment of incremental operating
expenses and capital expenditures for these purposes, while balancing the need to effectively control operating expenses; and (iii) Southwest�s
dependence on third parties to assist with implementation. Because Southwest has limited experience with some of its strategic initiatives, it
cannot ensure the timing of their implementation or that they will be successful or profitable either over the short or long term.

Southwest is increasingly reliant on technology to operate its business and continues to implement substantial changes to its information
systems; any failure or disruption in Southwest�s information systems could adversely impact the Company�s operations.

Southwest�s operations have become increasingly dependant on the use of sophisticated technology and systems, including those used for its
point of sale, ticketing, revenue accounting, payroll, and financial reporting areas. Systems and technology are also crucial to the timely and
effective implementation of Southwest�s revenue initiatives.As discussed above under �Business � Operating Strategies and Marketing �
Management Information Systems,� Southwest has multiple technology projects underway, many of which are reliant upon third party
performance for timely and effective completion. Any issues with transitioning to upgraded or replacement systems, or any material failure,
inadequacy, interruption, or security failure of these systems, could materially impact Southwest�s ability to effectively operate its business.

The airline industry is affected by many conditions that are beyond its control.

Southwest�s business and the airline industry in general are also impacted by other conditions that are largely outside of Southwest�s control,
including, among others:

� Actual or threatened war, terrorist attacks, and political instability;

� Changes in consumer preferences, perceptions, spending patterns, or demographic trends;

� Actual or potential disruptions in the air traffic control system;

� Increases in costs of safety, security, and environmental measures; and

� Weather and natural disasters.
Because expenses of a flight do not vary significantly with the number of passengers carried, a relatively small change in the number of
passengers can have a disproportionate effect on an airline�s operating and financial results. Therefore, any general reduction in airline passenger
traffic as a result of any of these factors could adversely affect Southwest�s results of operations. In addition, when the airline industry shrinks, as
it did during 2008, airport operating costs are essentially unchanged and must be shared by the remaining operating carriers, which can therefore
increase Southwest�s costs.

The airline industry faces on-going security concerns and related cost burdens; further threatened or actual terrorist attacks, or other
hostilities, could significantly harm the Company�s industry and its business.
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the results of operations for Southwest and the airline industry generally. The Department of Homeland Security and the TSA have implemented
numerous security measures that affect airline operations and costs. Substantially all security screeners at airports are now federal employees,
and significant other elements of airline and airport security are now overseen and performed by federal employees, including federal security
managers, federal law enforcement officers, and federal air marshals. Enhanced security procedures, including enhanced security screening of
passengers, baggage, cargo, mail, employees, and vendors, introduced at airports since the terrorist attacks of September 11 have increased costs
to airlines and have from time to time impacted demand for air travel.

Additional terrorist attacks, even if not made directly on the airline industry, or the fear of such attacks or other hostilities (including elevated
national threat warnings or selective cancellation or redirection of flights due to terror threats) could have a further significant negative impact
on Southwest and the airline industry. Additional international hostilities could potentially have a material adverse impact on the Company�s
results of operations.

Airport capacity constraints and air traffic control inefficiencies could limit the Company�s growth; changes in or additional governmental
regulation could increase the Company�s operating costs or otherwise limit the Company�s ability to conduct business.

Almost all commercial service airports are owned and/or operated by units of local or state government. Airlines are largely dependent on these
governmental entities to provide adequate airport facilities and capacity at an affordable cost. Similarly, the federal government singularly
controls all U.S. airspace, and airlines are completely dependent on the FAA to operate that airspace in a safe, efficient, and affordable manner.
As discussed above under �Business � Regulation,� airlines are also subject to other extensive regulatory requirements. These requirements often
impose substantial costs on airlines. The Company�s results of operations may be affected by changes in law and future actions taken by
governmental agencies having jurisdiction over its operations, including, but not limited to:

� Increases in airport rates and charges;

� Limitations on airport gate capacity or other use of airport facilities;

� Increases in taxes;

� Changes in the law that affect the services that can be offered by airlines in particular markets and at particular airports;

� Restrictions on competitive practices;

� The adoption of statutes or regulations that impact customer service standards, including security standards; and

� The adoption of more restrictive locally-imposed noise regulations.
The airline industry is intensely competitive.

As discussed in more detail above under �Business � Competition,� the airline industry is extremely competitive. Southwest�s competitors include
other major domestic airlines, as well as regional and new entrant airlines, and other forms of transportation, including rail and private
automobiles. Southwest�s revenues are sensitive to the actions of other carriers in capacity, pricing, scheduling, codesharing, and promotions.

Southwest�s low cost structure is one of its primary competitive advantages, and many factors could affect the Company�s ability to control
its costs.

Southwest�s low cost structure has historically been one of its primary competitive advantages; however, it has limited control over many of its
fixed costs. For example, Southwest�s ability to adjust compensation and benefit costs is limited by the terms of its collective bargaining
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agreements. Other factors that can impact Southwest�s ability to control costs include the price and availability of jet fuel, aircraft airframe or
engine repairs, regulatory requirements, and ability to access capital or financing at competitive rates. Given, in particular, the recent volatility in
fuel prices and the number of pending labor negotiations, Southwest cannot guarantee that it will be able to maintain its current level of low cost
advantage. In addition, a key contributor to Southwest�s low cost structure is its use of a single a
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