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Executive Summary Southwests

“The biggest thing that makes us ‘us’ is our People, and the unique and unrivaled Hospitality they deliver.”

Company Overview Public Markets Overview
= Southwest Airlines is one of the world’s most rewarded As of December 1, 2022 folEnomliTy
airlines, known for reliable low-cost air travel and an _ e
employee-first culture Share Price $40.08
= Carries more air travelers flying nonstop in the U.S. than Shares Outstanding 638.3
any other airline Market Capitalization $25,583
* Fliesto 121 airports across 11 countries Add: Total Debt 10,112.0
* Headquartered in Dallas, TX Add: Preferred Stock -
= One of few major airlines not part of any airline alliance Less: Cash & Equivalents 13,673.0
= Distinct business model using rolling hub and point-to- Enterprise Value $22,022

point network, and allows free checked baggage

n Emp|oys ~60’000 pe0p|e and Operated ~4’000 Trading Multiples Debt Metrics

departures/day during peak travel season EV/EBITDA 6.4x Debt / EBITDA 1.40x

EV/EBIT 10.5x Interest Cowverage 19.97x
Investment Theses

Expected Air Travel Market Currently Being Underestimated in Post-Covid
Recessionary Environment

Southwest Airlines’ Operational Strategy is Optimal for Success Given Current Market Conditions

Valuation

$40.08 $55.68 39%

Current Price Target Price Implied Upside
Source: Bloomberg, Capital 1Q, Conmpany filings
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Business Overview Southwests
“The biggest thing that makes us ‘us’ is our People, and the unique and unrivaled Hospitality they deliver.”
Company Overview Public Markets Overview
= Southwest Airlines is one of the world’s most rewarded As of December 1,2022 (in USD million,
o . . ’ except per share data
airlines, known for reliable low-cost air travel and an Share Price $40.08
employee-first culture Shares Outstanding 638.3
= Carries more air travelers flying nonstop in the U.S. than Market Capitalization $25,583
any other airline Add: Total Debt 10,112.0
= Fliesto 121 airports across 11 countries Add: Preferred Stock -
= Headquartered in Dallas, TX Less: Cash & Equivalents 13,673.0
= One of few major airlines not part of any airline alliance Enterprise Value $22,022
= Distinct business model using rolling hub and point-to- ) ] .
. . g g P Trading Multiples Debt Metrics
point network, allowing free checked baggage _
EV/EBITDA 6.4x Debt/Equity 1.40x
= Employs ~60,000 people and operated ~4,000 EV/EBIT 10.5x Interest Coverage 19.97x

departures/day during peak travel season

US Domestic Market Share and Revenue Composition

17% 18%

5%\

5%

6%'

17%

= American ® United * Southwest * United = Alaska * JetBlue = Spirit * Other

Source: Bloonmberg, Capital 1Q, Company filings, Bureau of Transportation Staristics

-

e

= Passenger (non-loyalty) = Passenger (loyalty)
= Other

= Passenger (ancillary)
= Freight
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Some Key Metrics to keep track of Southwests

RPM and PRASM are the determinants of revenue

E§ Available Seat Miles

m Revenue Passenger A measure of volume. RPM is calculated by taking the number of passengers and
=

A measure of airline capacity, ASM is calculated by taking the number of seats
available and multiplying by the distance flown

Miles multiplying by miles of flight

_;' Passenger Yield Measure of average fare paid per mile, per passenger, calculated by dividing
1]’ (revenue per RPM) passenger revenue by revenue passenger miles (RPMs)

A measure of utilization, passenger load factor is the number of Revenue
Passenger Miles (RPMs) expressed as a percentage of ASMs

O Load Factor
' Passenger Revenue /
Available Seat Mile

Source: Visible Alpha
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PRASM is calculated by dividing passenger revenue by available seat miles.
PRASM is also equivalent to the product of load factor and passenger yield.
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Airline Industry Breakdown Southwests

Types of airline business models

Airline Industry

|
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Source: Conpany Fllings
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Key Players Southwests

Major airlines by region

[ 1 11 [
1 (I 11 1
AIRFRANCE # AIR CHINA
: % ¥ fff%mwma :
1 (I 11 1
I I AIR CANADA 11 _ I

ATAR
e 1 L QATAR®E
: : : Airlines transat : : d[ :
I (| I 1 L@,‘)o 1
' BRITISH AIRWAYS L Southwests I : '
! X N Emirates !
L e e e e e e e e e e oo l L I L |

Stronger Energy : Less War

A~
ga Economy Independent o EXposure

North America is currently the strongest market for airlines, with $8.8 bn expected profit
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Airlines Competitive Landscape Southwests

Financial differences between low-cost and full-service carriers

Low-cost carriers tend to have higher profit margins, largely due to lower fleet operating costs, especially for higher market caps

“
N
(63}

Billions USD
&
N
o

$15
$10
$5
$0
Southwest Allegiant Alaska Air Ryanair Delta American Air Canada Lufthansa
Airlines
B Gross Margin - Low-CostCarriers @B \arket Cap

. Gross Margin - Full Service Carriers

Low-cost carriers trading better than full-service peers since the pandemic

Dec-18 Apr-19 Aug-19 Dec-19 Apr-20 Aug-20 Dec-20 Apr-21 Aug-21 Dec-21 Apr-22 Aug-22
20%

10%

0% o o
-10% 7" R g A ™
-20%

-30% '

-40% |
-50% W
-60% ! J
-70%

-80%

= S&P500 Airlines Index == Custom Low-Cost Carriers Index

Source: Capital 1Q
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Share Price Performance — LTM Southwests

LUV, Airlines Index, and S&P500 trade roughly in-line throughout the year

20%

Q42021 Q12022

Earnings Earnings Q22022
Earnings

10%

\ |

Q32022
Earnings

I\

LN '
N /

A

{

A
F‘l
l Favorable

leadership

changes
-10%
AR/
\ o 4
\ LG |
20% .‘ ~ Z V
- 0
-30%
Throughout 2022:
Labor contract renegotiations, reaching
settlement around Oct-Nov
-40%
Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22 Nov-22

e Southwest === Sg&P500 Airlines === S&P500

Southwest’s slight underperformance explained by unfortunate labor contract expiry time; otherwise in-line

Source: Capital IQ
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Share Price Performance — 4 Years Southwests

Big picture

80%

60% oy

46%
40%

20%

0% ’4’* '.Y‘A,d y
VA a il
-20% | ’
-40%
-60%
-80%

Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22

Southwest ===Sg&P500 Airlines ====S&P500

Southwest is a superior pick in an undervalued industry

Source: Capital IQ
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Airline Cost Breakdown Southwests

Positive outlook

Airlines mitigate cost increases with surcharges
Revenue Breakdown Cost Breakdown

Ancillaries include:

» Ancillaries baggage charges, = Fuel

and onboard senices, >  Most costs are

Surcharges memberships, = Labor fixed

Cargo credit card fees, >  Other includes
etc. 53% interest payments,

»  Ancillaries are Other lease and aircraft
66% Fare where airlines try Operating payments

to grow their Costs
revenue

Airline industry will profit from decreasing oil prices in the short-term future

Inverse Correlation: Jet Fuel Price vs Net Margin Lower Oil Prices Short-Term (Spot WTI)
$140 6% 84
$120 5%
80
$100
4%
$80 77
3%
$60 74 73
2%
$40
$20 1%
$0 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Q4 2022 Q12023 Q22023 Q32023 Q4 2023

==Net Margin === Jet Fuel Price

Source: Company filings, Statista
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Performance Analysis Southwests

Strong revenue growth for airlines

Revenue & YoY Revenue Growth for Airline Industry

§$1ooo S < 930 280 1%5 40%
” 838 805, W Q \
$800 721 709 m §\§ § § o
058 § § \ § 0%
476 X \ \ \ \ -20%
s400 NRNRNRNNE
RN
NRRNRNR
$200 \ N \ N \ 60%
$0 I § § § § § -80%

mmm Revenue ==Growth YoY

Airline Industry Timeline

2009: Global
recession slowing
demand for air
transport

2015: Weak Europe . o~ 2021-23E: Demand
Economy and Trade zo'frg;eﬁzirgg?rriglt?o;smr rebound outweighing
Slowdown weakening economy

Airline revenues are still more than 25% lower than pre-pandemic levels

Source: CSI Market
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Expected Growth in Key Industry Metrics Southwests

Forecast of RPM, ASM and Load Factor
Historical RPM, ASM, and Load Factor

" 120 90%
9
5 79% 85% 74% 80%
= 100
= 70%
80 59% 60%
50%
60
40%
40 30%
20%
20
10%
0 0%

2007 2008 200 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

mm RPNV = ASM = |_oad Factor

het
0 -
R ¢ — x i
1= L=
Revenue Passenger Mile (RPM Awvailable Seat Miles (ASM Load Factor

L e R | — e o o o o o o o Em Em mm o — o

« Airline Traffic Measure
* Calculated by multiplying passenger

| + Airline used capacity measure
|
by distance traveled |
|
|

» Calculated by dividing RPM by
ASM
» The higher the better

! ]
I - Airline Capacity Measure I
I -+ Calculated by multiplying available seats

| by distance traveled I
| © Increases with more airplanes |

* Increases with higher demand

—-— e o —
—-— e o —
—-——— e = -

e o e o e e e e e e e e e

Historically load factor tends to increase as RPM and ASM increase

Source: IATA
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Airline Perfomance in High Inflation Environment Southwests

Statistically insignificant relationship between PCE and RPM
PCE Effect on RPM

30%
25% [ )
20%
15%
=
o
[0 d
10%
............ .
............................................. e, °
5% o T R R2=0.0353
o o o JOTO09
[ J ) [ J
0%
0.5% 1.0% 1.5% 2.0% 2.5% 3.0%
5%

PCE
e I
I The regression shows a statistically insignificant relationship between RPMs and PCE such that
I : o
I it doesn’t drive / inhibit air travel demand (P Value=0.27) I
= o e e Y L o I
Source: IATA
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Our Argument Southwests

Consumer demand for flights will catch up
Domestic Flights Demand Expected Covid Death Rates U.S.
3000

X1.07 X0.77

m 2022 2023
2500

2000

1500

Consumer Demand _ _
Domestic Flights 1000

500

January February March

Americans still have 75% of the excess savings accumulated during the pandemic era and 54% of them are
looking forward to “make up” trips after 2 years not being able to travel

Family gatherings will push air travel demand during the holidays as 6 out of 10 Americans are expected to
% travel to see their family and for 49% of them it will be by plane

With low unemployment and rising wage people are still expected to have the means to travel and demand
probably will not exceed the limited supply by airlines

Domestic flights should eventually follow consumer demand because of easing restrictions

Source: IATA
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Business Travel Recovery Southwests

Factors affecting business travel

Factors FOR Business Travel Return Factors AGAINST Business Travel Return

1 Low Infection Rates Travel Restrictions and requirements

Clients returning to office Employee not wanting to travel

Easing of quarantine Clients not wanting to travel

Employees retruning to offices Online conferences and events

Return of industry events/conferences Travel Prices

Companies Reducing Business Travel Due to ESG Concerns  Surveyfor Impact of Variant on Business Travel Decisions

- 1
= | ess than 10%
= Stron
®11%-25% J

= Medium

= 26%-50% " Low

= More than 50%

Most Factors are Still Linked to Covid

Source: Deloitte
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Simple Structure Southwests

Boeing 737 & point-to-point = better efficiency
Point to Point

Hub and Spoke

+ +

Southwest

2

A e
P~ Others [

Direct
Travels
Faster

Slow er

Less for
Delays Remote
Airports

Various
cities

Precise
timing
needed

More
ticket
sales

Lower
Fare

. Lower Maintenance

»  Higher Density

* Longer Distances

Long distance efficiency «  More cargo Space

*  More Convenient * More Engineers

Less Impacted by Reduced Business Travel
Abivin
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Customers Come First Southwests

High inflation increases southwest appeal

Lower Ticket Prices Fewer Extra Costs
$ Southwest United
‘ ~45 ~60

Check-In

1 » 24 Hours Prior
 Better selection

than competitors

Luggages Onboarding

* Less employees * Smaller Planes
needed * Back Seats

» Fewer delays Assigned=
with baggage Faster Seating

r—————
r_____'l

As a result of their culture of hospitality driven by putting employees first, Southwest is ranked #2 in customer satisfaction

Statista
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Revenue Above 2019 Results

Southwests

More room to growth

I

Leisure Flights

Capacity:
* +10% Expected Increase YoY Q123
* +14% Exected Inccrease YoY Q2 23

Overview:
* ATS-developed products &
components (hardware / software)

If we had all the pilots we
needed we could probably
fly 5% to 8% more ASMs* T

-Bob Jordan (CEO)

*Available seat miles

]

Higher Reliability: Chase Partnership:
* 18 New Airports * New Credit Card
* Further Locations * Option For Customer to Accumulate

» Less flight cancellations Points

~

Strategy: Contracts With Big Organizations:
+ Maintain less profitable routes to be * Doubled these contracts since 2018
ready for the rebound * No extra fees for special equipment
(Cameras, Instruments)
Outcome:
 75% of 2019 Capacity in September Miscellaneous:
+ Full capacity expected in Q4 2023 * Higher freight also expected

2019 2021

6.60% 9.73%
0.77%, 1.180/\
- ey,
-
P 4 [N
@ @ 92.63% 89.08%

Business Capacity%VsS
2019 Levels

0% 100%

= Passengers = Freight = Others

Southwest already surpassed 2019 revenue without being at full capacity

Conpany Filings

Y DESAUTELS S:guterssemer
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Cost Management Leadership Southwests

/5 ©
£

Record Q2 and Q3 results

Pilots: Boeing 737-Max: Strategy:
* Expect to Hire 2100 next Year * 14% More fuel Efficient + Team of 4 traders
 Training Centers Full + Less CO2Emissions » Only call options and call spreads
+ Target Pilot#: End of 2023 « Lower Maintenance Costs « Aim to Hedge minimum 50% of fuel
+ Extended Range cots per Year
Overall: + Greater Capacity
 Plan to Hire 10,000 Workers in 2023 Results:
* Increased Productivity of 80 FTEs Expectations: * Hedged at 60$ per barrel of Brent
per aircraft » Replace most of fleet with 737-max + Actual Brent Price:88%
+ Proposed many union agreements + Most delays in improvement of the * Expected to save more than
Wage Inflation Easing in 2023 737-max have been fixed $1Billion this year with this measure
Awverage Hourly Wage 737-Max Fleet Weight Maximum Fuel Hedging per Year
$22.00 $21 70% 610 00% 70%
$20.00 $19.70 60% 50% 60%
$18.00 50% sew 50%
40% 40%
$16.00 30% 21% 30%
$14.00 20% 15% 20%
$12.00 10% J I 10% .
$10.00 0% 0%
2020 2021 2022 2023 2024 2025 2026 2027 2022 2023 2024

Over the last year Southwest beat earnings estimates by 18% on average

Market Insiders
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Healthy Balance Sheet Southwests

Investment grade rating

Credit Rating Low Riskin Short-Term: Maturing Debt
FitchRatings “ Fitch continuesto view a 18 o
Southwest's credit profile Si6 FuIIy pald in Q322
as one of the strongest @
BBB+ among global airline ’, é 14
=1L
1.2
“ S&P Global Ratings
S&P Global affirms Southwest 1

outlookis positive

Airlines at "BBB*, the
BBB ’, 0.8

00

0.6
p) “ Southwest Baal rating
MOODY S reflects its historically 04
conservative capital
Baal structure, with very low ’, 02 I
debt-to-EBITDA 0
2023 2024 2025 2026 2027
Effective Interest Rate
—\
= 51 Cash = Debt=
3.18% 9 0 L 4]  $13.7 billion $8.7 billion
A TR 423% \/@
Q 2.71% E—
I

@ 2.50% N 416% SR
Gg (5D Net Cash = $5 billion

==

Only big airline with investment grade rating across the board

Gurufocus, Market Insider
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Definitions Southwests

RPMs

Yield

ASMs

Load

KN >< X

Arevenue passenger mile is one paying passenger flown one mile. Also referred to as “traffic,” which is
a measure of demand for a given period.

Also referred to as “nominal passenger revenue yield,” this is the average cost paid by a paying
passenger to fly one mile, which is a measure of revenue production and fares.

An available seat mile is one seat (empty or full) flown one mile. Also referred to as “capacity,” which is a
measure of the space available to carry passengers in a given period.

Revenue passenger miles divided by available seat miles, which is used as a metric for utilization.

Total Passenger Revenue

Load Factor

]
RPMs + ASMs C——
Y DESAUTELS S:guterssemer 27 B McGill



Schedules Build Southwests

Model Drivers @

0 4.8% RPM CAGR growth rate 2023-2032 per FAAVs. 5.4% historical

e 2.24% Nominal Yield Passenger Yield CAGR growth rate per FAAvs. 1.69% historical
e 81% Load Factor projection by end of explicit period vs. 80.1% historical

o 2.9% ASM CAGR projected based on RPM and Load Factor projections vs. 4.3% historical

35000 82%
30000 81%
25000

81%
20000

80%
15000

80%
10000

5000 9%

79%
2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

mmmm Revenue == | oad Factor

3.9% CAGR

Source: FAA, IHS Markit
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Schedules Build Southwests

Model Drivers @

0 4.8% RPM CAGR growth rate 2023-2032 per FAAVs. 5.4% historical

e 2.24% Nominal Yield Passenger Yield CAGR growth rate per FAAvs. 1.69% historical
e 81% Load Factor projection by end of explicit period vs. 80.1% historical

o 2.9% ASM CAGR projected based on RPM and Load Factor projections vs. 4.3% historical

$35,000 90%

$30,000 85%

0,
$25,000 80%
75%
$20,000
70%
$15,000 5%
(]
$10,000 60%
$5,000 55%
$0

50%
2019A  2020A 2021A 2022E 2023E  2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E  2032E

(o2}

N Revenue Load Factor

3.9% CAGR
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Schedules Build Southwests

Model Assumptions @

€ Real Personal Consumption Exp. Per Capita ($2012) of $53,157 by 2032 with a 2.4% CAGR from 2023-2032

e Refiners Acquisition Average ($ per Barrel) of $72.6 by 2032 with a -0.3% CAGR from 2023-2032
g Consumer Price Index: 2.3% CAGR from 2023-2032

e Unemployment Rate of 4.3% by the end of 2032 with a 70bps CAGR from 2023-2032

e Made use of Fed data to forecast RPMs and Yields in 2023 and 2024.

Projected a 2023 recession and slight recovery in 2024 based on Fed data as well as our own view with regards to
changing Load Factors.

Source: FAA, HIS Markit
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Discounted Cash Flow Analysis Southwests

Unlevered Free Cash Flow Build

in millions of USD unless otherwise stated 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E
Period 1 2 3 4 5 6 7 8 9 10
EBIT $2,135 $2,328 $2,479 $2,638 $2,804  $2,977  $3,162 $3,359 $3,571 $3,797
Less: Taxes $448 $489 $521 $554 $589 $625 $664 $705 $750 $797
Tax Rate 21% 21% 21% 21% 21% 21% 21% 21% 21% 21%
NOPAT $1,686 $1,839 $1,958 $2,084 $2215  $2,352  $2,498 $2,654 $2,821 $2,999
Add: Depreciation & Amoritization 1,187 1,213 1,303 1,388 1,465 1,532 1,603 1,677 1,755 1,836
Less: Capital Expenditures (1,313) (1,342) (1,442) (1,536) (1,621)  (1696)  (1,774) (1,856) (1,942) (2,032)
Less: Change in Net Working Capital (283) 185 413 396 381 358 382 407 435 464
Unlevered Free Cash Flow $1,277 $1,895 $2,232 $2,332 $2,440  $2546  $2,709 $2,882 $3,068 $3,267
Discount Factor 0.92 0.85 0.78 0.72 0.66 0.61 0.56 0.51 0.47 0.43
PV of Unlevered Free Cash Flows $1,174 $1,603 $1,737 $1,668 $1,606 $1,541 $1,508 $1,476 $1,445 $1,415
UFCF Growth Rate 48.41% 17.81% 4.46% 465%  4.34% 6.38% 6.42% 6.45% 6.49%
Bridge to Equity (Perpetual)
2032E Unlevered FCF $3,267
Perpetual Growth Rate 1.00%
2032E Terminal Value $42,700 $ $ 6438 $ 56.41 $ $
Discount Factor 0.43 $ 76.89 % 6568 $ 57.33 $ 50.88|$ 45.76
PV of Terminal Value $18,493 $ 78.96|$ 67.07[$ 5831|% 51.50|% 46.29
$ 81.23|% 6857 $ 5935 $ 5234|% 46.85
PV of Terminal Value $18,493
’ 83.72 70.19 60.46 53.14 47.43
PV of Sum of Unlevered FCF $15,172 $ $ $ $ $
Enterprise Value $33,665
Less: Net Debt 3,561

Less: Capital Leases
Add: Investments Unconsolidated S

i $ $ 48,19 $ 4539 $ $ 40.49
Less: Non-Controlling Interests
mplied EquityValuge 53726 $ 55.85|% 5238 $ 4922 $ 4632 |$ 43.68
Shares Outstanding (Millions) 638.3 $ 6045| % 5657 |% 53.04|$ 4981 | % 46.86
|Imp|ied Share Price $58.32| $ 65.05|% 60.76 $ 56.86 $ 53.30 (% 50.04
Ty DESAUTELS o tarsgemen 31 B McGill



Football Field Southwests

|
[ < Target: $55.68

Equity Research

DCF: Gordon Growth

DCF: Exit Multiple

$35.00 $45.00 $55.00 $65.00 $75.00 $85.00
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Comparable Company Analysis Southwests

Peer Group Market Cap. Enterprise Value NTM EV/ EV/ EV/ EV/ EV/ EV/

(in US$ M, except ratios) Ticker FWD P/E LTM EBIT EBIT FY+1 EBIT FY+2 LTM EBITDA EBITDA FY+1 EBITDA FY+2

Airline Companies
JetBlue Airways Corporation JBLU 2,578 5,033 8.8x NM NM 12.6x 6.2X 9.5x 4.2x
American Airlines Group Inc. AAL 9,086 42,536 8.8x NM 34.1x 15.5x 6.3X 9.0x 7.0x
Alaska Air Group, Inc. ALK 6,013 6,818 10.3x 10.0x 9.2x 7.8x 3.8x 4.7x 4.2x
Delta Air Lines, Inc. DAL 22,644 46,212 7.6X 16.5x 13.7x 9.2X 6.2X 7.9% 6.3X
United Airlines Holdings, Inc. UAL 14,349 34,030 6.7x 41.5x 14.8x 8.7x 5.2x 6.7x 5.0x
Spirit Airlines, Inc. SAVE 2,333 6,565 41.4x NM NM 32.4x 14.2x 15.1x 7.3x

Median 7,550 20,424 8.8x 16.5x 14.2x 10.9x 6.2x 8.4x 5.6x

Mean 9,500 23,532 13.9x 22.7x 17.9x 14.4x 7.0x 8.8x 5.7x

| Southwest LUV 23,798 20,237 14.2x 13.6x 10.5x 8.0x 5.0x 6.4x 5.2x |

| Premium / (Discount) 61.9% -17.6% -26.4% -26.5% -19.3% -24.7% -6.7% |

Peer Group (M= REV EBITDA EBITDA

(in US$ M, except ratios) Ticker  Growth FY+1 Growth FY+2  Growth FY+1 Growth FY+2

Airline Companies
JetBlue Airways Corporation JBLU 7.6% 7.1% 12.2% 14.5%
American Airlines Group Inc. AAL 4.7% 4.3% 12.0% 13.3%
Alaska Air Group, Inc. ALK 5.8% 5.1% 15.7% 17.6%
Delta Air Lines, Inc. DAL 5.2% 3.8% 14.1% 16.4%
United Airlines Holdings, Inc. UAL 12.7% 5.6% 13.5% 15.2%
Spirit Airlines, Inc. SAVE 20.9% 12.4% 14.7% 16.5%

Median 6.7% 5.3% 13.8% 15.8%

Mean 9.5% 6.4% 13.7% 15.6%

| Southwest LUV 10.5% 6.2% 15.7% 17.5% |

| Premium / (Discount) 56.7% 17.3% 13.3% 10.9% |

Sources: CapitallQ, Bloonmberg
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Risks and Catalysts Southwests

Risks and Catalysts

— Catalysts

Rebound in consumer and business
travel

Global Recession slowing demand for
travel

Recent bankruptcies during covid

Pilot Shortage create less competitive market

Fallling oil prices or a compression of
the jet fuel premium

New covid variant

The future positive impacts of catalysts should outweigh the risks for airlines
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Price Targets

Southwests

Strong growth potential across scenarios

Bear

Price Target: $41.71

Implied Upside:
4.08%

Price Target: $55.68

Implied Upside:
38.92%

Bull §7

Price Target: $63.78

Implied Upside:
59.13%
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Bear Sensitivity Analysis Southwests

$ 4701 $ 41.33 $ 36.92
$ 5594[$ 47.94 § 4199 $ 37.39|$ 33.75
$ 57.43|$ 48.94[$ 4269]$ 37.90|$ 34.13
$ 59.05|$ 50.01 $ 4343 $ 38.44|$ 3453
$ 60.83 $ 5118 $ 4423 $ 39.01 $ 34.94

$ 3676 $ 3467 $ 32.75
42.70[$ 4008 $ 37.70 $ 3552|$ 33.52
46.35|$ 43.41[$ 40.73]$ 38.28|$ 36.05
50.00 | $ 4673 $ 4376 $ 41.05|$ 3858
53.65 $ 50.06 $ 4679 $ 43.81 $ 41.10

$H BH B B H

8%  -13% 19% 5%

7% 1% 5%  -11%| -16% a2 22% 6% 5%  -15%
17% 0% 2% 4%  -9% a6%|  24%| 8%  -4%|  -14%
26| 18%  10% 3% 3% 5106 27%  10%  -3%|  -13%
35%  26%  18%  10% 3% 55%  30%  12% 1%  -12%
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Base Sensitivity Analysis

Southwests

$ 55.85
$ 60.45
$ 65.05
$ 69.65

$ 4819 $ 4539 $ 4284

$ 5238 $ 4922 $ 46.32

$ 56.57 $ 49.81

$ 60.76 $ 56.86 $ 53.30

43.68
46.86
50.04

$ 6495 $ 60.68 $ 56.78

@ BhH BH H PH

53.23

@ BH H H PO

76.89
78.96
81.23
83.72

64.38 $ 56.41 $ 50.21

65.68 $ 57.33 $ 50.88

67.07 $ 51.59

68.57 $ 59.35 $ 52.34

A |hH BH AP

70.19 $ 6046 $ 53.14

$ 45.76
$ 46.29
$ 46.85
$ 47.43

T DESAUTELS gt

21%  14%
a0%|  32%  24%  16%|  10% 96% 20%  16%
5206 42%]  33%|]  25%|  18% 101%|  70%[  48%|  31%|  17%
64%|  53%  43%  34%|  26% 107% 32%|  18%
75%  63%  53%  43%  34% 114% 35%  20%
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Bull Sensitivity Analysis

Southwests

63.33
68.59
73.84
79.10

$H BH B B H

$ 5455 $ 5133 $ 48.38

$ 59.34 $ 5570 $ 52.37

$ 64.13 $ 56.35

$ 6891 $ 6443 $ 60.33

$ 7370 $ 68.79 $ 64.31

@ BhH BH H PH

49.32
52.96
56.59
60.23

$ 7468 $ 6522 $ 57.88
$ 8953[$ 76.22 $ 6632 $ 58.67|$ 5261
$ 9201|$ 77.88[$ 67.48]$ 5951 |$ 53.23
$ 9471|$ 7967 $ 68.72 $ 60.41|$ 53.89
$ 9766 $ 81.60 $ 7005 $ 61.35 $ 54.59

37%  29% 122%  90%  65%
500  49%  40%  32%|  24% 128%[  94%  68%  48%|  33%
73%|  61%[  51%|  42%|  33% 135%|  98%[  71%|  51%|  35%
86%|  73%  62%  52%| @ 42% 142%|  103%  74%  53%|  36%
99%  85%  73%  62%  51% 150%  108%  78%  55%  38%
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Schedules Build Southwests

Model Drivers w

0 5.4% RPM CAGR growth rate 2023-2032 per FAAvs. 5.4% historical

e 1.8% Nominal Yield Passenger Yield CAGR growth rate per FAAvs. 1.69% historical
e 83% Load Factor projection by end of explicit period vs. 80.1% historical

e 3.3% ASM CAGR projected based on RPM and Load Factor projections vs. 4.3% historical

35000 84%
30000 83%
25000 83%
20000 82%

15000 82%

10000 81%

5000 81%

0 80%

2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

. Revenue Load Factor
4.2% CAGR

Source: FAA, IHS Markit

Y DESAUTELS S:guterssemer 41 B McGill




Schedules Build Southwests

Model Assumptions w

€ Real Personal Consumption Exp. Per Capita ($2012) of $56,626 by 2032 with a 2.8% CAGR from 2023-2032

e Refiners Acquisition Average ($ per Barrel) of $59.9 by 2032 with a -1.3% CAGR from 2023-2032
g Consumer Price Index: 1.9% CAGR from 2023-2032

e Unemployment Rate of 4.1% by the end of 2032 with a 60bps CAGR from 2023-2032

e Made use of Fed data to forecast RPMs and Yields in 2023 and 2024.

Projected a 2023 recession and slight recovery in 2024 based on Fed data as well as our own view with regards to
changing Load Factors.

Source: FAA, IHS Markit
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Schedules Build Southwests

Model Drivers

0 3.8% RPM CAGR growth rate 2023-2032 per FAAvs. 5.4% historical

e 3.4% Nominal Yield Passenger Yield CAGR growth rate per FAAvs. 1.69% historical
e 78% Load Factor projectionby end of explicit period vs. 80.1% historical

e 2.5% ASM CAGR projected based on RPM and Load Factor projections vs. 4.3% historical

35000 84%
30000 83%
25000 83%
20000 82%

15000 82%

10000 81%

5000 81%

0 80%

2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

. Revenue Load Factor
3.1% CAGR

Source: FAA, IHS Markit
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Schedules Build Southwests

Model Assumptions

€ Real Personal Consumption Exp. Per Capita ($2012) of $48,484 by 2032 with a 1.6% CAGR from 2023-2032

e Refiners Acquisition Average ($ per Barrel) of $93.7 by 2032 with a 1.9% CAGR from 2023-2032
g Consumer Price Index: 3.4% CAGR from 2023-2032

e Unemployment Rate of 4.8% by the end of 2032 with a -1.8% CAGR from 2023-2032

e Made use of Fed data to forecast RPMs and Yields in 2023 and 2024.

Projected a 2023 recession and slight recovery in 2024 based on Fed data as well as our own view with regards to
changing Load Factors.

Source: FAA, IHS Markit
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EV/EBITDA Southwests

30.00x
25.00x
20.00x
15.00x
10.00x
o : g "“v
*«.\'_ A\ ) ‘ g~ Mfe,
5.00x -1" A ’
0.00x - . .
© A > O Q N 9 > » &) © A >
Q Q Q Q N N N N N N N N N
'\Q’Q \51'0 '\Q’Q '\Q’Q \ﬂ' \9’0 \ﬂ’ \99 \9’0 \9’0 \9’ \9’0 \n’g
Q,UQ GQ,Q QO,Q Qo’Q GQ,Q 0,0 Qo’Q GQ,Q 0,0 00,0 @("Q 0,0 00,0
Q Q Q Q Q Q° Q Q Q° Q Q Q° Q
= Southwest Airlines Co. (NYSE:LUV) - TEV/EBITDA = Spirit Airlines, Inc. (NYSE:SAVE) - TEV/EBITDA
=== United Airlines Holdings, Inc. (NasdaqGS:UAL) - TEV/EBITDA === American Airlines Group Inc. (NasdagGS:AAL) - TEV/EBITDA
== Alaska Air Group, Inc. (NYSE:ALK) - TEV/EBITDA Delta Air Lines, Inc. (NYSE:DAL) - TEV/EBITDA
= JetBlue Airways Corporation (NasdaqGS:JBLU) - TEV/EBITDA
Source: CaplQ
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EBITDA Southwests

3E+09

2.5E+09

2E+09

1.5E+09

1E+09

00000000
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FQ12007 FQR2008 | FQ32009 FQ42010 FQ12012 FQ22013 FQ32014 FQ42015 FQ12017 FQ22018 FQ32019

-5E+08
-1E+09
m Spirit Airlines, Inc. (NYSE:SAVE) - EBITDA m Delta Air Lines, Inc. (NYSE:DAL) - EBITDA
= JetBlue Airways Corporation (NasdaqGS:JBLU) - EBITDA ® Alaska Air Group, Inc. (NYSE:ALK) - EBITDA
B American Airlines Group Inc. (NasdagGS:AAL) - EBITDA = Southwest Airlines Co. (NYSE:LUV) - EBITDA
m United Airlines Holdings, Inc. (NasdaqGS:UAL) - EBITDA
Source: CaplQ
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Trading in-line with competitors Southwests

Superior Performance not Reflected in Share Price

3-Year Performance Comparison
20.0%

10.0% /\
0,00 —eeBS N

-10.0%

-20.0%
-32.1%
-30.0%

-39.2%
-40.0% ’
-50.0%

-60.0%
November 2019 November 2020 November 2021 November 2022

e Southwest == Ajrline Index

Results During this 3-Year Period

7500 Quarterly Revenue and Earnings in $Millions

6000 %
4500 %
3000 %
L I. |
o = L L
-1500

Q42019 Q12020 Q22020 Q32020 Q42020 Q12021 Q22021 Q32021 Q42021 Q12022 Q22022 Q32022 Q42022E
B Revenue ®Earnings

Results Have Grown Faster than Share Price

Yahoo Finance
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Oil Price Impact Southwests

Stronger Impact Since 2010

More Efficient Fuel Consumption Lower Oil Price in the Short-Term
Litre Fuel/ATK Short-Term WTI Spot Oil Prices
2500 86 %
2450 843
2400 o2 e
80%
2350
78 %
2300 76 $
2250 74 %
2200 28
70%
2150
68 %
2100 66 $
2013 2014 2015 2016 2017 2018 2019 Q4 2022 Q12023 Q2 2023 Q32023 Q42023

—————

g

The airline industry will profit from lower
oil prices in the foreseable future

Higher load factor will lead economies
of scale on the fuel cost side

Better aiplanes and technology will

. ) will go back to the 17% average as
reduce overall consumption overtime

more refinery ramp up their production

- Jet fuel price premium of around 50%
2

Airlines are in a good position on the cost side

f’g
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Disclaimer

The print and digital material ("the material") for this presentation was prepared by the analyst team of Desautels Capital Management (“DCM"). The
qualitative and statistical information ("the information") contained in the material is based upon various sources and research believed to be reliable
and DCM makes every effort to ensure that the information is accurate and up to date, but DCM accepts no responsibility and gives no guarantee,
representation or warranty regarding the accuracy or completeness of the information quoted in the material. For reasons of succinctness and
presentation, the information provided in the material may be in the form of summaries and generalizations, and may omit detail that could be

significant in a particular context or to a particular person. Any reliance placed on such information by you shall be at your sole risk.

Opinions expressed herein are current opinions as of the date appearing in this material only and are subject to change without notice. In the event
any of the assumptions used herein do not prove to be true, results are likely to vary substantially. All investments entail risks. There is no guarantee
that investment strategies will achieve the desired results under all market conditions and each investor should evaluate its ability to invest for a long
term especially during periods of a market downturn. No representation is being made that any account, product, or strategy will or is likely to
achieve profits, losses, or results similar to those discussed, if any. This information is provided with the understanding that with respect to the
material provided herein, that you will make your own independent decision with respect to any course of action in connection herewith and as to
whether such course of action is appropriate or proper based on your own judgment, and that you are capable of understanding and assessing the
merits of a course of action. DCM shall not have any liability for any damages of any kind whatsoever relating to this material. You should consult

your advisors with respect to these areas. By accepting this material, you acknowledge, understand and accept the foregoing.

No part of this document may be reproduced in any manner, in whole or in part, without the prior written permission of DCM, other than current DCM
employees. Should you wish to obtain details regarding the various sources or research carried out by DCM in the compilation of this marketing

presentation please email mcgillhim@gmail.com.

-
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