Edgar Filing: Allegiant Travel CO - Form 10-Q

Allegiant Travel CO
Form 10-Q
May 08, 2013

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)
X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2013

OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File Number 001-33166

Allegiant Travel Company
(Exact Name of Registrant as Specified in Its Charter)

Nevada 20-4745737
(State or Other Jurisdiction of Incorporation or (I.R.S. Employer Identification No.)
Organization)

8360 S. Durango Drive,
Las Vegas, Nevada 89113
(Address of Principal Executive Offices) (Zip Code)

Registrant’s Telephone Number, Including Area Code: (702) 851-7300
(Former name, former address and former fiscal year if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yesx No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):



Edgar Filing: Allegiant Travel CO - Form 10-Q

Large accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nox

The number of shares of the registrant’s common stock outstanding as of the close of business on May 1, 2013 was
19,084,595.




Edgar Filing: Allegiant Travel CO - Form 10-Q

Allegiant Travel Company

Form 10-Q
March 31, 2013

INDEX
PART I. FINANCIAL INFORMATION
ITEM 1. Unaudited Consolidated Financial Statements
- Consolidated Balance Sheets as of March 31, 2013 (unaudited) and December 31, 2012

- Consolidated Statements of Income for the three months ended March 31, 2013 and 2012
(unaudited)

- Consolidated Statements of Comprehensive Income for the three months ended March 31,
2013 and 2012 (unaudited)

- Consolidated Statements of Cash Flows for the three months ended March 31, 2013 and
2012 (unaudited)

- Notes to Consolidated Financial Statements (unaudited)

ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
ITEM 4. Controls and Procedures

PART II. OTHER INFORMATION

ITEM 1. Legal Proceedings

ITEM 1A. Risk Factors

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

ITEM 6. Exhibits

11

20

20

20

20

21

21

21




Edgar Filing: Allegiant Travel CO - Form 10-Q

PART 1. FINANCIAL INFORMATION
Item 1. Unaudited Consolidated Financial Statements

ALLEGIANT TRAVEL COMPANY
CONSOLIDATED BALANCE SHEETS
(in thousands, except for share amounts)

Current assets:

Cash and cash equivalents

Restricted cash

Short-term investments

Accounts receivable, net

Expendable parts, supplies and fuel, net of allowance for obsolescence of $1,055
and $875 at March 31, 2013 and December 31, 2012, respectively
Prepaid expenses

Deferred income taxes

Other current assets

Total current assets

Property and equipment, net

Restricted cash, net of current portion

Long-term investments

Investment in and advances to unconsolidated affiliates, net
Deposits and other assets

Total assets

Current liabilities:

Current maturities of long-term debt

Accounts payable

Accrued liabilities

Air traffic liability

Total current liabilities

Long-term debt and other long-term liabilities:

Long-term debt, net of current maturities

Deferred income taxes

Total liabilities

Stockholders' equity:

Common stock, par value $.001, 100,000,000 shares authorized; 21,983,851 and
21,899,155 shares issued; 19,121,738 and 19,333,516 shares outstanding, as of
March 31, 2013 and December 31, 2012, respectively

Treasury stock, at cost, 2,862,113 and 2,565,639 shares at March 31, 2013 and
December 31, 2012, respectively

Additional paid in capital

Accumulated other comprehensive loss, net

Retained earnings

March 31,
2013
(unaudited)

$116,607
11,873
284,697
14,616

15,504
26,658
851
3,871
474,677
346,030
150
30,488
2,716
5,192
$859,253

$11,873
18,933
43,255
185,901
259,962

136,128
50,957
447,047

22

(126,009 )
202,669
(17 )
334,257

December 31,
2012

$89,557
10,046
239,139
18,635

18,432
24,371
796
14,291
415,267
351,204
150
24,030
2,007
5,536
$798,194

$11,623
14,533
36,476
147,914
210,546

139,229
46,695
396,470

22

(102,829
201,012
(69
302,325
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Total Allegiant Travel Company stockholders' equity 410,922 400,461
Noncontrolling interest 1,284 1,263

Total equity 412,206 401,724
Total liabilities and stockholders' equity $859,253 $798,194

The accompanying notes are an integral part of these consolidated financial statements.
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ALLEGIANT TRAVEL COMPANY

CONSOLIDATED STATEMENTS OF INCOME
(unaudited, in thousands, except for per share amounts)

OPERATING REVENUE:
Scheduled service revenue
Ancillary revenue:
Air-related charges

Third party products

Total ancillary revenue
Fixed fee contract revenue
Other revenue

Total operating revenue

OPERATING EXPENSES:
Aircraft fuel

Salary and benefits

Station operations
Maintenance and repairs
Sales and marketing
Aircraft lease rentals
Depreciation and amortization
Other

Total operating expenses
OPERATING INCOME

OTHER (INCOME) EXPENSE:

Earnings from unconsolidated affiliates, net

Interest income

Interest expense

Total other (income) expense

INCOME BEFORE INCOME TAXES

PROVISION FOR INCOME TAXES

NET INCOME

Net loss attributable to noncontrolling interest

NET INCOME ATTRIBUTABLE TO ALLEGIANT TRAVEL COMPANY

Earnings per share to common stockholders:
Basic
Diluted

Weighted average shares outstanding used in computing earnings per share to
common stockholders:

Basic

Diluted

Three months ended March 31,

2013

$179,933

76,813
10,717
87,530
5,187
309
272,959

108,491
41,162
19,345
18,128
5,808
303
16,892
10,463
220,592
52,367

(38
(262
2,188
1,888
50,479
18,648
31,831
(101
$31,932

$1.66
$1.65

19,081
19,207

2012

$161,634

55,144
9,122
64,266
9,631
2,320
237,851

102,411
33,268
19,529
21,465
5,460

11,970
7,437
201,540
36,311

(45
(244
2,074
1,785
34,526
12,823
21,703

$21,703

$1.13
$1.12

18,989
19,200

)



Edgar Filing: Allegiant Travel CO - Form 10-Q

The accompanying notes are an integral part of these consolidated financial statements.
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ALLEGIANT TRAVEL COMPANY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited, in thousands)

Three months ended March 31,

2013 2012
Net income $31,831 $21,703
Other comprehensive income (loss):
Unrealized income (loss) on available-for-sale securities 83 (136
Income tax (expense) benefit related to unrealized income (loss) on
available-for-sale securities (31 ) 50
Total other comprehensive income (loss) 52 (86
Total comprehensive income 31,883 21,617
Comprehensive loss attributable to noncontrolling interest (101 ) -
Comprehensive income attributable to Allegiant Travel Company $31,984 $21,617

The accompanying notes are an integral part of these consolidated financial statements.
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ALLEGIANT TRAVEL COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Three months ended March 31,

2013 2012
OPERATING ACTIVITIES:
Net income $31,831 $21,703
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 16,892 11,970
Loss on aircraft and other equipment disposals 1,315 56
Provision for obsolescence of expendable parts, supplies and fuel 180 90
Amortization of deferred financing costs and original issue discount 183 137
Stock-based compensation expense 2,309 986
Deferred income taxes 4,207 (854
Excess tax benefits from stock-based compensation (607 ) (116
Changes in certain assets and liabilities:
Restricted cash (1,827 ) (1,323
Accounts receivable 4,019 (936
Expendable parts, supplies and fuel 2,748 (984
Prepaid expenses (2,287 ) (14,506
Other current assets 420 567
Accounts payable 5,123 7,280
Accrued liabilities 5,331 12,353
Air traffic liability 37,987 46,469
Net cash provided by operating activities 107,824 82,892
INVESTING ACTIVITIES:
Purchase of investment securities (147,591 ) (143,558
Proceeds from maturities of investment securities 95,627 82,696
Purchase of property and equipment, including pre-delivery deposits (13,097 ) (31,628
Interest during refurbishment of aircraft (123 ) (196
Proceeds from sale of property and equipment 243 112
Investment in unconsolidated affiliates, net (709 ) (960
Change in deposits and other assets 10,187 712
Net cash used in investing activities (55,463 ) (92,822
FINANCING ACTIVITIES:
Excess tax benefits from stock-based compensation 607 116
Proceeds from exercise of stock options 189 1,022
Repurchase of common stock (23,180 ) (441
Principal payments on long-term debt (2,877 ) (1,959
Payments for sale of ownership interest in subsidiary (50 ) -
Net cash used in financing activities (25,311 ) (1,262
Net change in cash and cash equivalents 27,050 (11,192
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 89,557 150,740
CASH AND CASH EQUIVALENTS AT END OF PERIOD $116,607 $139,548

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

~—
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Non- cash transactions:
Assets acquired in sale of ownership interest in subsidiary $56

The accompanying notes are an integral part of these consolidated financial statements.
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ALLEGIANT TRAVEL COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in thousands, except share and per share amounts)

Note 1 — Summary of Significant Accounting Policies

Basis of Presentation: The accompanying unaudited consolidated financial statements include the accounts of
Allegiant Travel Company (the “Company”) and its majority-owned operating subsidiaries. Investments in affiliates in
which the Company’s ownership interest ranges from 20 to 50 percent and in which the Company has the ability to
exercise significant influence over operating and financial policies are accounted for under the equity method. All
intercompany balances and transactions have been eliminated.

These unaudited consolidated financial statements reflect all normal recurring adjustments, which management
believes are necessary to present fairly the financial position, results of operations, and cash flows of the Company for
the respective periods presented. Certain information and footnote disclosures normally included in the annual
consolidated financial statements prepared in accordance with U.S. generally accepted accounting principles have
been condensed or omitted pursuant to the rules and regulations of the Securities and Exchange Commission for Form
10-Q. These unaudited interim consolidated financial statements should be read in conjunction with the audited
consolidated financial statements of the Company and notes thereto included in the annual report of the Company on
Form 10-K for the year ended December 31, 2012, filed with the Securities and Exchange Commission.

The preparation of financial statements in conformity with U.S. generally accepted accounting principles (“U.S.
GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from these estimates.

The interim results reflected in the unaudited consolidated financial statements are not necessarily indicative of the
results that may be expected for other interim periods or for the full year.

Reclassifications: Certain reclassifications have been made to the prior period’s financial statements to conform to
2013 classifications. These reclassifications had no effect on the previously reported net income.

Note 2 — Newly Issued Accounting Pronouncements

In February 2013, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update No.
2013-02, “Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income” (“ASU 2013-02”),
which requires entities to provide information about the amounts reclassified out of accumulated other comprehensive
income (“AOCI”) either in a single note or on the face of the financial statements. Significant amounts reclassified out
of AOCI should be presented by the respective line items of net income but only if the amount reclassified is required
under U.S. GAAP to be reclassified to net income in its entirety in the same reporting period. For amounts not
required to be reclassified in their entirety to net income, a cross-reference to other disclosures provided for in
accordance with U.S. GAAP is required. The update is effective prospectively for reporting periods beginning after
December 15, 2012. Adoption of the new guidance has not had a material effect on the Company’s consolidated
financial statements. For the periods presented, the Company did not have amounts reclassified out of AOCI.

Note 3 — Investment Securities

The Company’s investments in marketable securities are classified as available-for-sale and are reported at fair market
value with the net unrealized gain or (loss) reported as a component of accumulated other comprehensive income

11
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(loss) in stockholders’ equity. Investment securities are classified as cash equivalents, short-term investments and
long-term investments based on maturity date. Cash equivalents have maturities of three months or less, short-term
investments have maturities of greater than three months but equal to or less than one year and long-term investments
are those with a maturity date greater than one year. As of March 31, 2013, all of the Company’s long-term
investments had contractual maturities of less than 18 months. Investment securities consisted of the following:

12
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As of March 31, 2013 As of December 31, 2012
Gross Unrealized Gross Unrealized
Market Market
Cost Gains (Losses) Value Cost Gains (Losses) Value

Money market funds ~ $51,210  $- $- $51,210  $3,689 $- $- $3,689
Certificates of deposit - - - - 5,862 1 - 5,863
Commercial paper 157,733 13 (56 ) 157,690 82,163 16 (42 ) 82,137
Municipal debt
securities 154,051 14 (16 ) 154,049 190,507 - (33 ) 190,474
Government debt
securities 23,015 1 2 ) 23,014 22,011 2 - 22,013
Corporate debt
securities 22,513 40 (11 ) 22,542 33,310 - (13 ) 33,297
Total $408,522 $68 $(85 ) $408,505 $337,542 $19 $(88 ) $337,473

The amortized cost of investment securities sold is determined by the specific identification method with any realized
gains or losses reflected in other (income) expense. The Company had no realized gains or losses during the three
months ended March 31, 2013 or 2012.

The Company believes unrealized losses related to debt securities are not other-than-temporary.

Note 4 — Long-Term Debt

Long-term debt consisted of the following:

As of March As of
31, December 31,
2013 2012

Senior secured term loan facility, interest at LIBOR plus 4.25% with LIBOR floor
of 1.5%, due March 2017 $122,089 $122,376
Notes payable, secured by aircraft, interest at 4.65%, due July 2016 11,851 12,668
Notes payable, secured by aircraft, interest at 4.95%, due October 2015 4,680 5,102
Notes payable, secured by aircraft, interest at 6.28%, due March 2015 3,717 4,150
Notes payable, secured by aircraft, interest at 6.26%, due August 2014 5,664 6,556
Total long-term debt 148,001 150,852
Less current maturities 11,873 11,623
Long-term debt, net of current maturities $136,128 $139,229

Senior Secured Term Loan Facility

In March 2011, the Company borrowed $125,000 under a senior secured term loan facility (the “Term Loan”). The
Term Loan matures in March 2017, bears interest based on the London Interbank Offered Rate (“LIBOR”) or prime rate
with interest payable quarterly or more frequently until maturity and includes a LIBOR floor of 1.5%. The Term Loan
contains restrictions on future borrowing, provides for maximum annual capital expenditures and contains other
affirmative and negative covenants. In addition to quarterly principal payments equal to 0.25% of the initial loan, the
Term Loan also provides for mandatory and optional prepayment provisions.

13
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The mandatory prepayment provisions are associated with cash proceeds from the sale of certain assets (which are not
reinvested), cash proceeds from the issuance or incurrence of indebtedness for money borrowed in violation of the
covenants in the Term Loan, cash proceeds from insurance or condemnation awards (which are not reinvested) and for
25% of the Company’s excess cash flow (as defined in the Term Loan) if the Company’s leverage ratio exceeds 1.5:1 as
of the end of any year. In the event the Company does not reinvest the cash proceeds from the sale of certain assets or
from insurance or condemnation awards or if the Company incurs indebtedness in violation of the covenants in the
Term Loan, the prepayment will be due within three business days following the date of the event requiring the
prepayment. The prepayment associated with a failure to meet the leverage ratio test would be payable within a
specified number of days after the end of the year for the covenant calculation.

As of March 31, 2013, management believes the Company is in compliance with all covenants under the Term Loan
and no events had occurred which would have required any prepayment of the debt.

Note 5 — Stockholders’ Equity

The Company is authorized by the Board of Directors to acquire the Company’s stock through open market purchases
under its share repurchase program. During the three months ended March 31, 2013, the Company repurchased
284,283 shares through open market purchases at an average cost of $78.15 per share for a total expenditure of
$22,218. No share repurchases were made under the program during the three months ended March 31, 2012. As of
March 31, 2013, the Company had $18,735 in unused stock repurchase authority remaining under the Board approved
program. On April 23, 2013, the Board increased this remaining authority to $100,000.

14
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Note 6 — Fair Value Measurements

The Company measures certain financial assets and liabilities at fair value on a recurring basis. Fair value is an exit
price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants. A three-tier fair value hierarchy is established in accounting standards which
prioritizes the inputs used in measuring fair value as follows:

Level 1 - observable inputs such as quoted prices in active markets for identical assets or liabilities

Level 2 - inputs other than Level 1 inputs that are either directly or indirectly observable, such as quoted prices in
active markets for similar assets or liabilities

Level 3 - unobservable inputs for which little or no market data exists, therefore requiring an entity to develop its own
assumptions

The Company uses the market approach valuation technique to determine fair value for investment securities. The
assets classified as Level 1 consist of money market funds for which original cost approximates fair value. The assets
classified as Level 2 consist of certificates of deposit, commercial paper, municipal debt securities, government debt
securities, and corporate debt securities, which are valued using quoted market prices or alternative pricing sources
including transactions involving identical or comparable assets and models utilizing market observable inputs.

For those assets classified as Level 2 that are not in active markets, the Company obtained fair value from pricing
sources using quoted market prices for identical or comparable instruments and based on pricing models which
include all significant observable inputs, including maturity dates, issue dates, settlement date, benchmark yields,
reported trades, broker-dealer quotes, issue spreads, benchmark securities, bids, offers and other market related data.
These inputs are observable or can be derived from or corroborated by observable market data for substantially the full
term of the asset.

Assets measured at fair value on a recurring basis at March 31, 2013 and December 31, 2012 were as follows:

Fair Value Measurements at Reporting Date

Using

Quoted

Prices in

Active Significant

Markets for Other Significant
Identical Observable  Unobservable
March 31, Assets Inputs Inputs (Level
Description 2013 (Level 1) (Level 2) 3)

Cash equivalents
Money market funds $51,210 $51,210 $- $ -
Commercial paper 16,997 - 16,997 -
Municipal debt securities 25,113 - 25,113 -
Total cash equivalents 93,320 51,210 42,110 -
Short-term investments
Commercial paper 140,693 - 140,693 -
Municipal debt securities 118,460 - 118,460 -

15



Corporate debt securities
Government debt securities
Total short-term investments
Long-term investments
Municipal debt securities
Government debt securities
Total long-term investments

Total investment securities

9

Edgar Filing: Allegiant Travel CO - Form 10-Q

22,542 - 22,542
3,002 - 3,002
284,697 - 284,697
10,476 - 10,476
20,012 - 20,012
30,488 - 30,488
$408,505 $51,210 $357,295

16
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Fair Value Measurements at Reporting Date

Using
Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
December Assets Inputs Inputs (Level
Description 31,2012 (Level 1) (Level 2) 3)

Cash equivalents

Money market funds $3,689 $3,689 $- $ -
Commercial paper 370 - 370 -
Municipal debt securities 70,245 - 70,245 -

Total cash equivalents 74,304 3,689 70,615 -
Short-term investments

Certificates of deposit 5,863 - 5,863 -
Commercial paper 81,767 - 81,767 -
Municipal debt securities 106,207 - 106,207 -
Corporate debt securities 33,297 - 33,297 -
Government debt securities 12,005 - 12,005 -

Total short-term investments 239,139 - 239,139 -
Long-term investments

Municipal debt securities 14,022 - 14,022 -
Government debt securities 10,008 - 10,008 -

Total long-term investments 24,030 - 24,030 -

Total investment securities $337,473 $3,689 $333,784 $ -

There were no significant transfers between Level 1 and Level 2 assets for the three months ended March 31, 2013 or
during the year ended December 31, 2012.

The carrying value for all long-term debt, including current maturities, owed by the Company as of March 31, 2013
and December 31, 2012, approximates fair value. The Company has determined the estimated fair value of its debt to
be Level 3 as certain inputs used are unobservable. The fair value of the Company's long-term debt was estimated
using discounted cash flow assumptions based on the current rates available to the Company for debt of the same
remaining maturities and consideration of default and credit risk.

Note 7 — Income Taxes

For the three months ended March 31, 2013, the Company did not have any material unrecognized tax benefits. The
Company’s policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a component of
income tax expense. There was no accrued interest or penalties at March 31, 2013.

Note 8 — Earnings per Share

Basic and diluted earnings per share are computed pursuant to the two-class method. Under this method, the Company
attributes net income to two classes, common stock and unvested restricted stock awards. Unvested restricted stock

17
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awards granted to employees under the Company’s Long-Term Incentive Plan are considered participating securities as
they receive non-forfeitable rights to cash dividends at the same rate as common stock.

Diluted net income per share is calculated using the more dilutive of two methods. Under both methods, the exercise
of employee stock options and stock-settled stock appreciation rights are assumed using the treasury stock method.
The assumption of vesting of restricted stock, however, differs:

1. Assume vesting of restricted stock using the treasury stock method.

2. Assume unvested restricted stock awards are not vested, and allocate earnings to common
shares and unvested restricted stock awards using the two-class method.

For the three months ended March 31, 2013 and 2012, the second method above, which assumes unvested awards are
not vested, was used in the computation because it was more dilutive than the first method above, which assumes
vesting of awards using the treasury stock method. The following table sets forth the computation of net income per
share, on a basic and diluted basis for the periods indicated (shares in table below in thousands):

10
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Three months ended March 31,

2013 2012
Basic:
Net income attributable to Allegiant Travel Company $31,932 $21,703
Less: Net income allocated to participating securities (216 ) (161 )
Net income attributable to common stock $31,716 $21,542
Net income per share, basic $1.66 $1.13
Weighted-average shares outstanding 19,081 18,989
Diluted:
Net income attributable to Allegiant Travel Company $31,932 $21,703
Less: Net income allocated to participating securities (214 ) (159 )
Net income attributable to common stock $31,718 $21,544
Net income per share, diluted $1.65 $1.12
Weighted-average shares outstanding 19,081 18,989
Dilutive effect of stock options, restricted stock and stock-settled stock
appreciation rights 172 246
Adjusted weighted-average shares outstanding under treasury stock method 19,253 19,235
Participating securities excluded under two-class method (46 ) (35 )
Adjusted weighted-average shares outstanding under two-class method 19,207 19,200

Note 9 — Commitments and Contingencies

The Company is subject to certain legal and administrative actions it considers routine to its business activities. The
Company believes the ultimate outcome of any pending legal or administrative matters will not have a material
adverse impact on its financial position, liquidity or results of operations.

In December 2012, the Company entered into purchase agreements for seven Airbus A320 aircraft. As of March 31,
2013, the contractual obligations under the purchase agreements were $83,145 to be paid in 2013 upon taking
ownership of the aircraft.

Note 10 — Subsequent Events

As of March 31, 2013, the Company had $18,735 in unused stock repurchase authority remaining under the Board
approved program. On April 23, 2013, the Board increased this remaining authority to $100,000.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis presents factors that had a material effect on our results of operations during the
three month periods ended March 31, 2013 and 2012. Also discussed is our financial position as of March 31, 2013
and December 31, 2012. You should read this discussion in conjunction with our unaudited consolidated financial
statements, including the notes thereto, appearing elsewhere in this Form 10-Q and our consolidated financial
statements appearing in our annual report on Form 10-K for the year ended December 31, 2012. This discussion and
analysis contains forward-looking statements. Please refer to the section below entitled “Special Note About
Forward-Looking Statements” for a discussion of the uncertainties, risks and assumptions associated with these
statements.
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First quarter 2013 results

During the first quarter of 2013, we achieved a 19.2% operating margin resulting in net income of $31.9 million on
operating revenues of $273.0 million. Our first quarter 2013 operating margin, the highest since the first quarter of
2010, resulted in record earnings per share of $1.65 per share on a fully diluted basis. Our performance in the first
quarter was driven by our highest quarterly ancillary revenue per passenger of $47.45, a 25.7% increase compared to
the prior year, and a year-over-year reduction in our fuel unit costs of 6.0% attributable to our increased available seat
miles (“ASMs”) per gallon resulting from our use of larger gauge aircraft.

We grew our average number of aircraft in revenue service by 10.1% from 57.5 aircraft during first quarter 2012 to
63.3 aircraft during first quarter 2013. The increase in average number of aircraft and the combination of increased
seats in our MD-80 fleet, greater utilization of our Boeing 757-200 aircraft with 223 seats and a 4.9% increase in our
scheduled service average stage length drove a 17.0% increase in ASMs year-over-year.

11
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Our total operating revenues in the first quarter of 2013 increased $35.1 million or 14.8% year-over-year due to an
8.4% increase in scheduled service passengers and a 9.3% increase in total average fare to $144.99. We grew our
ancillary revenue per passenger year-over-year by 25.7% which was primarily attributable to an increase in charges
for bags resulting from the implementation of a new carry-on bag fee and new boarding procedures implemented in
second quarter 2012. Our capacity growth, driven by an increase in system average stage length and larger gauge
aircraft, continues to pressure our unit revenues. Despite a scheduled service revenue per ASM (“PRASM”)
year-over-year reduction of 4.9% from 9.04¢ to 8.60¢, our total scheduled service revenue per ASM (“TRASM”)
increased 1.2% from 12.64¢ to 12.79¢, as a result of our ancillary revenue performance.

Our operating expense per ASM (“CASM”) decreased 3.0% from 10.52¢ for the three months ended March 31, 2012 to
10.20¢ for the same period of 2013. Our fuel efficiency trends continued into the first quarter with a decline in our
year-over-year fuel cost per ASM, as the Boeing 757-200 aircraft and additional seats in our MD-80 aircraft provided
us additional capacity over which to spread our fuel costs. Our ASMs per gallon increased 9.6% for the three months
ended March 31, 2013 compared to the same period in 2012. Our fuel efficiency drove a year-over-year reduction in
CASM as non-fuel unit costs were flat. Although our non-fuel costs were flat year-over-year, we experienced a

15.5% decrease in maintenance and repairs expense with less engine repair expense offset by increases in other
non-fuel expense line items including a 41.1% increase in depreciation and amortization expense driven by changes in
our owned fleet.

As of March 31, 2013, we had $431.8 million in unrestricted cash and investment securities. During the quarter, we
were able to grow our unrestricted cash position by $79.1 million, or 22.4% as cash generated from operations of
$107.8 million more than offset $23.2 million in stock repurchases.

During the quarter, we completed our MD-80 aircraft seat reconfiguration program which began during the third
quarter of 2011. As of March 31, 2013, we operated 51 MD-80 aircraft with 166 seats in revenue service. As we have
previously announced, we plan to retire seven MD-80 aircraft which have not been reconfigured to 166 seats. We
retired one during the first quarter of 2013, with the six remaining to be retired through the first quarter of 2014.

During the quarter, we successfully added Airbus A320 family aircraft to our operating certificate. We intr