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Chairman Kohl: 

 

I. Introduction 

 

On behalf of Southwest Airlines, thank you for holding today’s hearing and 

inviting me, along with Bob Fornaro, to Milwaukee.  During our relatively brief time here, 

Milwaukee has welcomed Southwest into your community, provided access to a solid 

Customer base, and given us an efficient, well-managed airport facility.  We are grateful 

for the professional hospitality that has been extended by Barry Bateman and his team.  

 

Southwest began serving Milwaukee in November 2009.  After 15 months, we’re 

just getting started at General Mitchell with twelve (12) daily nonstop departures to six 

(6) cities.  We entered the Milwaukee market because of the opportunity to extend our 

low-fare brand and fill a void in our route map.  While Chicago’s Midway Airport is one 

of our largest and best performing airports, Milwaukee is a unique and vibrant market in 

its own right as well as a convenient alternative to Chicago’s O’Hare Airport for Northern 

Illinois travelers.   

 

  Southwest sees our acquisition of AirTran Airways as a platform for new growth 

to cities and markets across the country that lack convenient low-fare air service.  

Through our proposed acquisition of AirTran, we look forward to providing our 

Milwaukee-area Customers with access to an even stronger and larger nationwide low-

fare, low-cost carrier network. 

 

II. Why Now? 

 

During the past 10 years, which will be known as a ―lost decade‖ for the airline 

industry – fewer passengers, fewer flights, fewer airplanes, and fewer aviation jobs – 

Southwest survived it without bankruptcy, without furloughs, without pay cuts, without 

diminishing the Customer experience, and without abandoning our communities.  In 

2010, Southwest Airlines celebrated our 38th year of consecutive profitability and profit 

sharing with our job secure People. 
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Yet, due to the challenging economic conditions which continue to face our 

country and our industry – including high energy prices – Southwest has not been in a 

position to add to our fleet or greatly expand our route map.  The acquisition will change 

that position.  Provided that our economy continues to recover and fuel prices do not 

escalate to prohibitive levels, we see bright skies ahead for our combined Company and 

the communities we serve. 

 

It’s the potential for future growth at Milwaukee and across the country that sets 

this airline acquisition apart from other recent mergers in the industry.  We do not want 

to simply combine these two great low-cost carriers and we certainly are not looking to 

―consolidate‖ or shrink.  This combination is all about creating a larger and stronger low 

cost airline that will spread low fares farther. 

 

 Southwest continues to work closely with the U.S. Department of Justice, the 

Department of Transportation and various state Attorneys General on the review of our 

proposed acquisition.  We hope that this collaborative process will be completed in the 

second quarter of 2011. 

 

III. A Great Fit 

 

Because of our history and plans for future growth, AirTran is an excellent fit.  

Providing the traveling public with low fares and great Customer Service has been 

Southwest’s mission for 40 years.  It’s who we are and it’s in our DNA.  Combined with 

our strong Culture, we are well known as a company that cares for our People, our 

Customers and our Communities.  AirTran also has a strong reputation based on the 

same values. 

 

Both companies are committed to supporting, and encouraging our Employees to 

volunteer in the communities where we live and work.   

 

Both companies are low-cost, low-fare carriers with an emphasis on outstanding 

Customer Service, and a history of pursuing growth opportunities and providing strong, 

low-fare competition to the Legacy airlines.  We plan to continue this winning tradition. 

 

IV. Potential for Growth 

 

The benefits of Southwest’s planned acquisition of AirTran can be summed up in 

one word: Growth.  This transaction creates a host of exciting and unique growth 

opportunities that otherwise would not occur for our Customers, our Communities, our 

Employees, and our Company.  
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1. Growth is possible due to the joining of two low-cost, low-fare airlines that 

have very little route overlap.  Expanding Southwest’s low-fare service to 

additional domestic markets will generate hundreds-of-millions in annual 

savings to Consumers as well as increased economic activity in the markets 

we serve.  The U.S. Department of Transportation calls this the ―Southwest 

Effect.‖ 

 

2. The Southwest Effect has been demonstrated in Milwaukee.  When 

Southwest began Milwaukee service in November 2009, we were able to 

provide new competition on routes that AirTran didn’t serve.  Let’s look at 

Milwaukee service to Kansas City, for example.  Before Southwest, the 

average one-way fare to Kansas City was $148 one-way.  A year later, that 

average fare is roughly $90.  We’ve also seen more than a doubling of 

passenger volumes on that route – a classic example of the Southwest 

Effect.  Even on a one-stop basis, we’ve seen lower prices and more 

passengers from Milwaukee to such places as Nashville and Oakland.  With 

the creation of new itineraries as a result of joining AirTran’s network with our 

own, we expect to see the Southwest Effect on city-pair combinations 

throughout the United States. 

 

3. Growth offers our Customers more low-fare destinations and stronger low-

fare competition as we extend our network and diversify into new markets – 

large and small; domestic and international.  Acquiring AirTran will add 39 

new destinations to Southwest’s route network, which will allow us to offer the 

communities we currently serve with a multitude of additional nonstop, one-

stop and connecting travel options.  

 

4. Growth means expanded service offerings to cities we already serve; cities 

which are all located in vibrant regions where competition is strong and airport 

capacity is available for our carrier and other carriers to grow. 

 

5. Growth due to the merger will also lead to better service at many smaller 

communities currently served by AirTran.  Through our planned acquisition, 

we see opportunities to use AirTran’s equipment – its Boeing 717 fleet – and 

operating practices to expand our combined network by adding several new 

small and midsized markets.  Many of these communities have high average 

fares as compared to other cities on Southwest’s system.  We look forward to 

bringing more passengers to these communities.  

 

6. The merger also creates the potential for exciting growth in key near-

international leisure markets in the Caribbean and Mexico.  Even after the 

acquisition was announced, AirTran continues to expand internationally.  We 
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see an opportunity to fly to more near-international destinations in the 

foreseeable future.   

 

7. Growth means more job security and better careers for our combined 

Employee groups.  Southwest is the most unionized airline in the U.S. and 

offers, on average, the highest Employee wages and benefits in the industry, 

as well as a history of working cooperatively with all of our Employee groups.  

Both Southwest and AirTran Employees will benefit from the financial 

synergies generated by the greater strength of the merged companies. 

 

8. Growth means more aircraft orders.  Just recently, Southwest announced it 

was ordering twenty (20) 737-800 Boeing aircraft, which are capable of 

carrying more passengers and flying longer distances than our existing fleet, 

in place of existing orders for lower-capacity 737-700 aircraft. 

 

9. Finally, the acquisition has the potential to boost profits and financial returns 

on capital, which are essential for Southwest to invest in growing our fleet, 

expanding our network, and providing more opportunities for Employees and 

Customers.  In short, this acquisition will provide a platform for growth of low-

fare competition across the country that otherwise would not occur.    

 

V. Potential Barrier to Growth 

 

The biggest impediment to growth in the airline industry is the high cost of jet 

fuel.  Fuel prices are not affected solely by the price of crude oil. The oft-cited 

benchmark for crude oil in the U.S. is known as ―West Texas Intermediate‖ or ―WTI‖.  

However, the effective price of crude is currently understated for businesses like 

airlines, which participate in global energy markets. The world price of crude is more 

closely tied to a different benchmark: ―Brent‖ or North Sea crude.  As of February 22, 

2011, WTI was approximately $95/barrel, while Brent was over $106/barrel, huge run-

ups in price over a very short period of time.  If high crude prices weren’t alarming 

enough, what we actually pay today for refined jet fuel ―at the pump‖ has risen 

precipitously—even faster than the rate of crude. 

 

High jet fuel prices do not diminish the importance of this merger.  To the 

contrary, they render it absolutely imperative.  The economies of scale and the revenue 

synergies presented by this merger are a ―hedge‖ against higher fuel prices.  Southwest 

is the industry leader in hedging fuel through the derivatives market.  But as we learned 

in 2008 when oil prices reached $147, but then plummeted to $33 in a matter of weeks, 

derivatives are not a perfect hedge.  They are but one tool.  High fuel prices have 

stymied growth in the airline industry and will continue to do so for the foreseeable 

future.  The AirTran acquisition is a strategic hedge to enable a resumption of growth by 

Southwest.  Absent the merger, both carriers will be constrained and even hard-pressed 
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to maintain current capacity levels.  This transaction is the single best initiative we have 

to preserve jobs and maintain service to communities.  It gives us the best chance to 

grow jobs and add new service to our communities.  

 

VI. Conclusion 

 

Growth is important to the future for our People, our Customers, our 

Communities, and our Shareholders.  Southwest was determined to find a way to grow 

once again.  With AirTran, we think we have.  The combination of Southwest and 

AirTran creates that rare event when the whole truly is greater than the sum of the 

parts.  That means more competition, better quality of service, happier Employees, and 

lower fares.  

 

Thank you for your consideration. 

 

 

 


