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Thank you, Susan, for your introduction…and thank you all for your warm welcome.

It is an honor for me to be here today and have this opportunity to speak with you about AirTran Airways and our industry.

Ten years ago, AirTran Airways was formed from the merger of our two predecessor airlines. Joe Leonard and I came onboard a year later, and, I can tell you, we started fast and we never slowed down. At times, it’s hard to believe it was 9 years ago.

All kidding aside, it continues to be tremendously rewarding to build the success at AirTran. Over this period, AirTran has become a low-cost leader - with our non-fuel costs dropping for six consecutive years. We now operate more than 700 daily flights to 56 destinations. We have also increased our employee base from 3,000 in 1999 to nearly 9,000 today. People who set us apart each and every day. And we’re one of only two consistently profitable carriers in the country.

Over time, we have transformed both our fleet and our route network. In 1999 our fleet consisted of old DC-9s with an average age of 29 years. Today we operate a modern, all-Boeing fleet of 737s and 717s, with a fleet age of four years. This transformation has created a cost advantage for us…and a better way to deliver the flying experience and reduce fares for our customers. 

Finally, we’ve diversified our route network, moving from a regional focus heavily weighted to Atlanta towards a more balanced national route structure. 
We continue to have a strong customer focus, with Business Class seating and XM Satellite Radio available on every flight. 2007 was another terrific year for our airline and our most profitable since 2003. We added seven new destinations and took delivery of our 50th new Boeing 737. We set records in terms of traffic, capacity, load factor and passengers. For the year, traffic was up 25 percent on a 19 percent boost in capacity - resulting in a record load factor of 76.2 percent. We also carried nearly 24 million passengers, and grew revenues to $2.3 billion, up $400 million from the prior year.
However the achievement I am most proud of is our operating performance. In a year that was the second worst for all carriers reporting to the DOT, it was the best ever at AirTran Airways:
· On time Performance – 76.8%, 4th best among major airlines

· Involuntary denied boardings - #2 among majors

· Completion factor – 99.1%, #4 among the majors
· Mishandled bags– 4.1, #1 among majors

(Of which I am most proud)
Our Crew Members have done a fantastic job and the fundamentals for our airline continue to be very strong. Nonetheless…and you knew there would to be a catch—the industry and AirTran face huge challenges in 2008 and beyond at a time of broadening economic uncertainty which brings me to today’s topic.
Specifically, we’ll talk about: consolidation, congestion, and competition.

Before that, however, I would like to discuss something on the minds of everyone in this business: fuel.
As we all know, fuel is essential to our industry and has been since the first powered flight in 1903. But when it comes to fuel costs, we are truly in uncharted territory. If I had told you a few years ago that we would have oil at $90 per barrel without the industry in an absolute crisis, you would have said I was nuts. And yet here we are… and the sky hasn’t fallen—at least not yet anyway.  
But the question remains whether we have enough time to adapt?
After the unprecedented rise in fuel during the 4th quarter, profits are already down and analysts’ expectations for 2008 have been slashed. And it is no wonder, since fuel will soon account for nearly 30 percent of total costs across the entire industry, more than double since 2003. AirTran Airways is in somewhat of a unique position regarding fuel.

As a company, we have consistently worked to drive down unnecessary costs.  Today, we have the lowest non-fuel costs in the business and our Crew Members continue to push that number lower each year. While having a low-cost structure is a distinct competitive advantage, it also means that fuel makes up a greater share of our total costs. Right now, we’re spending 40 cents of every expense dollar on fuel—ten cents more than the industry average.  Every dollar increase in oil translates in $10 million of additional costs to our airline.
As we all know, the overall economy has been pretty robust during the ongoing run-up in fuel prices since 2003. This economic growth has enabled the industry to weather the higher and higher fuel prices by pushes load factors to historic highs. Now, with the economic expansion weakening, the industry may not have the same kind of revenue potential to cushion high fuel costs. Clearly, that’s a big concern for all of us.
Throughout the industry, the focus on fuel conservation is at an all-time high. At AirTran, we’ve already taken a number of steps to get the most out of our fuel dollars.  First and foremost, we operate one of the world’s youngest fleets and we’ve added winglets to each B737; reducing fuel burn another 3 – 5%. Also our crew-members are utilizing a number of fuel-saving techniques—ranging from minimizing the use of auxiliary power at the gate to performing single engine taxiing where feasible.

Besides conservation measures, ticket prices are rising in an effort to offset the price of fuel. At some point though, the rate of domestic passenger growth will be negatively impacted by these price increases. This, in turn, is will translate into excess capacity which will lead to capacity reductions. 
Once again, analysts expect an overall decline in domestic capacity in 2008 while the low cost carriers, including AirTran, have announced reductions to their growth rates. My bet is that more capacity cuts will be forthcoming. Our growth over the next two years will be more deliberate as we recast our airline to be successful in a $90 fuel environment. 
This leads to the next topic—consolidation. As I was drafting my speech, I didn’t know whether I would be presenting here while a big announcement was being made someplace else. It is an understatement to say that mergers are likely and current high fuel prices are just an added catalyst for change.

Why all the talk? Because only two major carriers have been consistently profitable during the current decade; with AirTran being one of them. Even before the run-up in fuel prices, the domestic divisions of many legacy carriers were not profitable. In my view, consolidation is about rationalizing domestic capacity and better positioning the legacy carriers to compete in the global marketplace.

It may surprise you that we at AirTran are in favor of consolidation.  The industry needs to evolve and the quicker the better!  It must move away from the “breakeven mentality’ that has plagued it since its inception. On the one hand, it will create even larger competitors for us to contend with. But with our low cost structure and the quality of our product, we have proven that we can compete with anybody. But our endorsement of consolidation comes with a catch -- it can not come at the expense of competition. We fully expect that, just as the government has done in the past, regulators would require the transfer of gates, facilities and slots away from any large, newly combined airline. In fact, the Deregulation Act and other statutes mandate the Department to promote and preserve competition – not block it. Therefore, we will seek out assets and opportunities in the wake of any pending marriage between big legacy carriers. This will help address anti-trust concerns and allow AirTran to continue to diversify, making us a stronger and more effective competitor.

At the core, there are two primary elements that are the key to success in this business—cost structure and route network.  We have the former and we are developing the latter. Access to key cities is absolutely crucial to establishing a solid route foundation. While I’m on the subject, let me just say one more thing about competition. I always laugh whenever one airline initiates new service in another carrier’s backyard, then some PR person trots out and says something along the following lines—“We welcome the competition.”  Does anybody honestly believe that?   

Having said that; the historic importance of competition can hardly be overstated. Just a generation ago, air travel was almost exclusively for higher-income people and those on expense accounts. Deregulation and the rise of competitive carriers like AirTran have made air travel far more accessible to the American people.  Air travel, even leisure travel, is viewed as a necessity or even an entitlement today. Going forward, we need to ensure that competition doesn’t fall victim to consolidation. So let the industry evolve and allow all carriers the opportunity to compete!
This brings me to my next topic—congestion. 
All of us involved in this business want to reduce congestion and make air travel less eventful and there has been some positive activity on this front of late. I certainly appreciate the work that the Administration, Secretary Peters and what her team has done at the DOT as well as the efforts of Bobby Sturgell and others at the FAA. In the New York area alone, the FAA has kicked off a host of near-term initiatives designed to strengthen operational reliability. Every traveler, every taxpayer, every citizen has a stake in dealing with congestion and alleviating delays. As many of you know, there have been so-called temporary congestion restrictions at LaGuardia and what’s now Reagan National for many years—Forty years, to be exact. Today, of course, we now have congestion restrictions at O’Hare…and similar restrictions have been added to JFK and Newark as well.

In the main, these restrictions serve as barriers to entry and expansion to smaller, competitive airlines; helping to maintain the status quo and the dominant position of incumbent carriers. In order to build a successful airline capable of carrying both business and leisure customers, access to key cities is critical. For AirTran, that means access to LaGuardia and DCA, as well as other major airports. Over the years, AirTran Airways has worked tirelessly to gain access and establish business in key airports like LaGuardia and Reagan National. While we have not gotten all we wanted, we have been persistent and now operate 7 flights from DCA and 20 from LGA. I appreciate the efforts of the DOT in fostering competition and applaud policies such as Air 21. But we need to do more.
Unfortunately, these are among the very markets that are increasingly being closed to growth in the name of congestion management. We must make sure that congestion efforts don’t reduce competition by giving the legacy carriers an advantage.  Carve-outs may be required to foster competition. Clearly the DOT needed to step in and we all collectively share the blame for falling behind on necessary infrastructure improvements. However, a huge contributor is the trend towards smaller and smaller jets in key airports.  Let’s compare average seat size since 2000:
· DCA – down 10%

· LGA – down 18%

· ORD – down 15%

JFK began to suffer with the huge RJ buildup commencing in spring 2006.  Since then average seats per trip is down from 135 to 116, down 14%. The playbook is becoming clear – flood the airport with small jets, create congestion, and let DOT ride to the rescue. 
Carriers often cite “service to small communities” to defend their position but the facts don’t bear this out. Some of the biggest offenders are right here at Reagan National.  
· DCA - BOS - 13 trips

· DCA - RDU – 15 trips 
While I applaud many of the steps taken by the DOT, we are opposed of the so-called congestion pricing approach that has been recommended. In a nutshell, our view is that congestion pricing would only increase costs, not decrease congestion. Increasing the peak hour landing fee at LaGuardia will not cause airlines or passengers to suddenly stop flying to New York at 5 p.m., particularly with current weight-based landing fee structures. A small regional jet uses the same airspace and runways as a Boeing 737, yet carries a fraction of the passengers and pays substantially less in fees to use the airport infrastructure. A revision of fees based on aircraft movement, not weight, more accurately reflects the burden on the system and would create a disincentive to under-utilize limited slots with smaller aircraft. Bottom line: we see current congestion pricing proposals as a fee increase without benefit.
Instead of hitting passengers with what amounts to a new tax on travel, the focus must remain on critical infrastructure improvements. Earlier in my presentation, I took the opportunity to tout our much improved operational metrics.  Well, we got a huge assist from the construction of the fifth runway at Atlanta’s Hartsfield-Jackson International Airport. This 9,000-foot piece of pavement is arguably the most important piece of airport infrastructure in the country. Combine that with taxiway improvements and the additions of certain RNAV approaches and you now find that the world’s busiest airport is one of the better airports in the country to make a connection. So, all that to say, the challenges we face as an industry continue to change and get bigger. The good news, if you’re AirTran, is that we have always adapted quickly to new realities—making the most of unique situations and turning potential challenges into opportunities.

Each Monday, I have the occasion to speak with every new hire that joins AirTran.  And they ask me what makes us successful.  I use words such as nimble and resourceful.  Blend those attributes with our efficiency and product and we have been able to seize opportunities. For example, travelers in this area may remember how quickly AirTran was able to step in and initiate service at BWI when MetroJet stopped flying back in 2001. Seven years later, BWI is our third largest station, after Atlanta and Orlando.  In fact, we will be making some new service announcements shortly. AirTran is a Company that makes the best of the situation at hand, even when experts doubted us.

Why? Because we are not afraid to be different.  We often do the opposite of what conventional wisdom might suggest:
· we support consolidation and simply ask for the chance to compete

· we built the largest LCC hub in the world while most LCCs don’t operate hubs at all

· we are the only airline in America with business class on every flight

· the list goes on 

Looking back, from 1999 to 2001, we had our turnaround phase; creating a solid platform for the future. From 2002 to 2007, we entered a rapid growth phase – in excess of 20% per year. And now we are entering another phase—we’re continuing to grow, but at a rate that will be more deliberate and consistent with market realities. Our diversification plan will continue, leveraging our strengths in the Southeast and Mid-Atlantic. And we will keep things simple, remain efficient and offer value to our customers.
While I can’t predict what the industry will look like in five years, I can say with confidence that AirTran Airways will play a significant role. We will work with the DOT, FAA and airports to resolve congestion issues in a manner that is beneficial to airlines, the public and the consumers we serve.

Thank you very much, I appreciate all of you being here and I’m grateful for the opportunity to have spoken with you today.
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