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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

P.O Box 68947

Seattle Washington 98168

To our Stockholders

The Annual Meeting of Stockholders of

Alaska Air Group Inc the Annual

Meeting will be held in the Bay Auditorium

on the third floor of the Bell Harbor

International Conference Center at

2211 Alaskan Way Pier 66 in Seattle

Washington at p.m on Tuesday May 21
2013 for the following purposes

To elect to the Board of Directors the

eleven nominees named in this Proxy

Statement each for one-year term

To ratify the appointment of KPMG LLP

as the Companys independent

registered public accountants the

independent accountants for fiscal

year 2013

To seek an advisory vote to approve the

compensation of the Companys Named

Executive Officers

To consider stockholder proposal

regarding limiting acceleration of

executive equity in connection with

change of control and

To transact such other business as may

properly come before the meeting or

any postponement or adjournment

thereof

Alaska Air Group stockholders are invited to

attend the Annual Meeting Stockholders

owning Company common stock at the close

of business on March 22 2013 are entitled

to receive this notice and to vote at the

meeting All stockholders are requested to

be present in person or by proxy Whether or

not you attend the meeting in person we

encourage you to vote by Internet or phone

or to complete sign and return your proxy

prior to the meeting

Because the majority of our stockholders

may not be able to attend in person we

invite you to submit any questions you

may have that would be of general

interest to all stockholders via email at

Corporate.Secretary@alaskaair.com We

will include as many of your questions as

possible during the QA session of the

meeting and send you copy of the

response

Every stockholder vote is important To

ensure your vote is counted at the Annual

Meeting please vote as promptly as

possible

By Order of the Board of Directors

Keith Loveless

Corporate Secretary and General Counsel

April 2013

IMPORTANT NOTICE REGARDING THE INTERNET AVAILABILITY OF PROXY

MATERIALS FOR THE STOCKHOLDER MEETING TO BE HELD ON MAY 21 2013

Stockholders may access view and download the 2013 Proxy Statement and 2012 Annual Report at

www.edocumentview.com/alk



GENERAL INFORMATION

ANNUAL MEETING INFORMATION

The Board of Directors of Alaska Air Group

Inc AirGroup or the Company is

soliciting proxies for the 2013 Annual

Meeting of Stockholders This Proxy

Statement contains important information

for you to consider when deciding how to

vote on the matters brought before the

meeting Please read it carefully

The Board set March 22 2013 as the

record date for the meeting Stockholders

who owned Company common stock on that

date are entitled to vote at the meeting with

each share entitled to one vote There were

70616103 shares of Company common
stock outstanding on the record date

Internet Availability of Annual Meeting

Materials

On or about April 2013 stockholders of

record beneficial owners and majority of

employee participants in the Companys
401k Plans were mailed Notice of

Internet Availability of Proxy Materials the

Notice directing them to website where

they can access our 2013 Proxy Statement

and 2012 Annual Report the Annual

Meeting Materials Others were mailed

hard copies of the Annual Meeting

Materials including voting instruction

form on the same date The Companys
Form 10-K for the year ended December 31
2012 is included in the 2012 Annual

Report It was filed with the Securities and

Exchange Commission SEC on

February 14 2013

If you received the Notice and would like to

receive paper copy of the proxy materials

please follow the instructions printed on the

Notice and the material will be mailed to

you

All stockholders may access view and

download the Annual Meeting Materials on

the Internet at www.edocumentview.com/alk

Other information on the website does not

constitute part of this Proxy Statement

QUESTIONS AND ANSWERS ABOUT THE ANNUAL MEETING

Why am receiving this Annual Meeting

information and proxy

You are receiving this annual meeting

information and proxy from us because you

owned shares of common stock in Alaska

Air Group as of the record date for the

Annual Meeting This Proxy Statement

describes issues on which you may vote and

provides you with other important

information so that you can make informed

decisions

You may own shares of Alaska Air Group

common stock in several different ways If

your stock is represented by one or more

stock certificates registered in your name or

if you have Direct Registration Service

DRS advice evidencing shares held in book

entry form then you have stockholder

account with our transfer agent

Computershare Trust Company .A

Computershare and you are stockholder

of record If you hold your shares in

brokerage trust or similaraccount then

you are the beneficial owner but not the

stockholder of record of those shares

Employees of the Company who hold shares

of stock in one or more of the Companys

401k retirement plans are beneficial

owners

Ii
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What am voting on

You are being asked to vote on the election

of the eleven director nominees named in

this Proxy Statement to ratify the

appointment of KPMG LLP as the Companys
independent accountants to provide an

advisory vote in regard to the compensation

of the Companys Named Executive Officers

and to vote on stockholder proposal

regarding limiting acceleration of executive

equity in connection with change of

control When you sign and mail the proxy

card or submit your proxy by phone or the

Internet you appoint each of Bradley

Tilden and Keith Loveless or their

respective substitutes or nominees as your

representatives at the meeting When we

refer to the named proxies we are

referring to Messrs Tilden and Loveless

This way your shares will be voted even if

you cannot attend the meeting

How does the Board of Directors

recommend vote on each of the

proposals

FOR the election of each of the Boards

eleven director nominees named in this

Proxy Statement

FOR the ratification of the appointment of

KPMG LLP as the Companys
independent accountants for fiscal 2013

FOR the ratification of the compensation

of the Companys Named Executive

Officers and

AGAI NST the stockholder proposal

regarding limiting acceleration of

executive equity in connection with

change of control

How do vote my shares

Stockholders of record can vote by using the

proxy card or by phone or the Internet

Beneficial owners whose stock is held

in brokerage account can vote by using

the voting instruction form provided by

the broker or by phone or the Internet

by bank and who have the power to

vote or to direct the voting of the shares

can vote using the proxy or the voting

information form provided by the bank or

if made available by the bank by phone

or the Internet

in trust under an arrangement that

provides the beneficial owner with the

power to vote or to direct the voting of

the shares can vote in accordance with

the provisions of such arrangement

in trust in one of the Companys 401k
retirement plans can vote using the

voting instruction form provided by the

trustee

Beneficial owners other than persons who

beneficially own shares held in trust in one

of the Companys 401k retirement plans

can vote at the meeting provided that he or

she obtains legal proxy from the person

or entity holding the stock for him or her

typically broker bank or trustee

beneficial owner can obtain legal proxy by

making request to the broker bank or

trustee Under legal proxy the bank

broker or trustee confers all of its rights as

record holder to grant proxies or to vote at

the meeting

Listed below are the various means

Internet phone and mail you can use to

vote your shares without attending the

Annual Meeting

You can vote on the Internet

Stockholders of record and beneficial

owners of the Companys common stock

can vote via the Internet regardless of
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whether they receive their annual meeting

materials through the mail or via the

Internet Instructions for voting are provided

along with your proxy card or voting

instruction form If you vote on the Internet

please do not mail your proxy card unless

you intend for it to revoke your prior Internet

vote Your Internet vote will authorize the

named proxies to vote your shares in the

same manner as if you marked signed and

returned your proxy card

You can vote by phone

Stockholders of record and beneficial

owners of the Companys common stock

can vote by phone Instructions are provided

along with your proxy card or voting

instruction form If you vote by phone do not

mail your proxy card unless you intend for it

to revoke your prior vote submitted by

phone Your vote by phone will authorize

the named proxies to vote your shares in the

same manner as if you marked signed and

returned your proxy card

You can vote by mail

Simply sign and date the proxy card or voting

instruction form received with this Proxy

Statement and mail it in the enclosed

prepaid and addressed envelope If you

mark your choices on the card or voting

instruction form your shares will be voted

as you instruct

The availability of phone and Internet voting

Internet and telephone voting facilities for

stockholders of record and beneficial owners

will be available 24 hours day and will

close at 1159 p.m Eastern Time on

Monday May 20 2013 To allow sufficient

time for voting by the trustee voting

instructions for 401k plan shares must be

received no later than 1159 p.m Eastern

Time on Thursday May 16 2013

Voting by the Internet or phone is fast and

convenient and your vote is immediately

confirmed and tabulated By using the

Internet or phone to vote you help Alaska

Air Group conserve natural resources and

reduce postage and proxy tabulation costs

How will my shares be voted if return

blank proxy or voting instruction form

If you sign and return proxy card without

giving specific voting instructions your

shares will be voted in accordance with the

recommendations of the Board of Directors

shown above and as the named proxies may

determine in their discretion with respect to

any other matters properly presented for

vote during the meeting or any

postponement or adjournment of the

meeting

If my shares are held in brokerage

account how will my shares be voted if

do not return voting instructions to my
broker

If you hold your shares in street name

through brokerage account and you do not

submit voting instructions to your broker

your broker may generally vote your shares

in its discretion on matters designated as

routine under the rules of the New York

Stock Exchange NYSE However broker

cannot vote shares held in street name on

matters designated as non-routine by the

NYSE unless the broker receives voting

instructions from the street name

beneficial owner The proposal to ratify the

appointment of the Companys independent

accountants for fiscal year 2013 is

considered routine under NYSE rules Each

of the other items to be submitted for vote

is considered non-routine under applicable

NYSE rules Accordingly if you hold your

shares in street name through brokerage

account and you do not submit voting
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instructions to your broker your broker may
exercise its discretion to vote your shares

on the proposal to ratify the appointment of

the Companys independent accountants but

will not be permitted to vote your shares on

any of the other items If your broker

exercises this discretion your shares will be

counted as present for the purpose of

determining quorum at the Annual Meeting

and will be voted on the proposal to ratify

the Companys independent accountants in

the manner instructed by your broker but

your shares will constitute broker non-

votes on each of the other items at the

Annual Meeting For description of the

effect of broker non-votes on the proposals

see How many votes must the nominees

have to be elected and Not including the

election of directors how many votes must

the proposals receive in order to pass

What other business may be properly

brought before the meeting and what

discretionary authority is granted

Under the Companys Bylaws as amended

April 30 2010 stockholder may bring

business before the meeting or for

publication in the Companys 2013 Proxy

Statement only if the stockholder gave

written notice to the Company on or before

December 2012 and complied with the

other requirements included in Article II of

the Companys Bylaws

The Company has not received valid notice

that any business other than that described

or referenced in this Proxy Statement will be

brought before the meeting

As to any other matters that may properly

come before the meeting and are not on the

proxy card the proxy grants to Messrs Tilden

and Loveless the authority to vote in their

discretion the shares for which they hold

proxies

What does it mean if receive more than

one proxy card voting instruction form or

email notification from the Company

It means that you have more than one

account for your Alaska Air Group shares

Please complete and submit all proxies to

ensure that all your shares are voted or vote

by Internet or phone using each of the

identification numbers

What if change my mind after submit my
proxy

Stockholders except for persons who

beneficially own shares held in trust in one

of the Companys 401k retirement plans

may revoke proxy and change vote by

delivering later-dated proxy or by voting at

the meeting The later-dated proxy may be

delivered by phone Internet or mail and

need not be delivered by the same means

used in delivering the prior proxy

submission

Except for persons beneficially owning

shares in one of the Companys 401k
retirement plans stockholders may do this

at later date or time by

voting by phone or the Internet before

1159 p.m Eastern Time on Monday

May 20 2013 your latest phone or

Internet proxy will be counted

signing and delivering proxy card with

later date or

voting at the meeting If you hold your

shares beneficially through broker you

must bring legal proxy from the broker

in order to vote at the meeting Please

also note that attendance at the meeting

in and of itself without voting in person

at the meeting will not cause your

previously granted proxy to be revoked
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Persons beneficially owning shares in one of

the Companys 401k retirement plans

cannot vote in person at the meeting and

must vote in accordance with instructions

from the trustees Subject to these

qualifications such holders have the same

rights as other record and beneficial owners

to change their votes by phone or the

Internet however in all cases your vote

must be submitted by 1159 p.m Eastern

Time on Thursday May 16 2013

Stockholders of record can obtain new

proxy card by contacting the Companys

Corporate Secretary Alaska Air Group Inc

P.O Box 68947 Seattle WA 98168

telephone 206 392-5131

Stockholders with shares held by broker

trustee or bank can obtain new voting

instruction form by contacting your broker

trustee or bank

Stockholders whose shares are held in one

of the Companys 401k retirement plans

can obtain new voting instruction form by

contacting the trustee of such plan You can

obtain information about how to contact the

trustee from the Companys Corporate

Secretary Please refer to the section below

titled How are shares voted that are held in

Company 401k plan for more

information

If you sign and date the proxy card or voting

instruction form and submit it in accordance

with the accompanying instructions and in

timely manner any earlier proxy card or

voting instruction form will be revoked and

your new choices will be voted

How are shares voted that are held in

Company 401k plan

On the record date 2423438 shares were

held in trust for Alaska Air Group 401k plan

participants The trustees Vanguard

Fiduciary Trust Company Vanguard and

Fidelity Management Trust Company

Fidelity provided instructions to each

participant who held shares through the

Companys 401k plans on the record date

Vanguard sent Notice of Proxy and Access

Instructions to participants Fidelity mailed

full sets of proxy materials The trustees will

vote only those shares for which instructions

are received from participants If

participant does not indicate preference

as to matter including the election of

directors then the trustees will not vote the

participants shares on such matters

To allow sufficient time for voting by the

trustee please provide voting instructions

no later than 1159 p.m Eastern Time on

Thursday May 16 2013 Because the

shares must be voted by the trustee

employees who hold shares through the

401k plans may not vote these shares at

the meeting

Can attend the Annual Meeting and what

do need for admission

You are entitled to attend the Annual

Meeting if you were stockholder of record

or beneficial owner as of the close of

business on March 22 2013 or you hold

valid legal proxy for the Annual Meeting If

you are stockholder of record your name

will be verified against the list of

stockholders of record prior to your being

admitted to the Annual Meeting You should

be prepared to present photo identification

for admission If you are beneficial owner

you will need to provide proof of beneficial

ownership on the record date such as

brokerage account statement showing that

you owned the Companys stock as of the

record date copy of the voting instruction

form provided by your broker bank or other
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nominee or other similarevidence of

ownership as of the record date as well as

your photo identification for admission If

you do not provide photo identification or

comply with the other procedures outlined

above upon request you may not be

admitted to the Annual Meeting

May vote in person at the meeting

We will provide ballot to any record holder

of our stock who requests one at the

meeting If you hold your shares through

broker you must bring legal proxy from

your broker in order to vote by ballot at the

meeting You may request legal proxy from

your broker to attend and vote your shares

at the meeting by marking your voting

instruction form or the Internet voting site to

which your voting materials direct you
Please allow sufficient time to receive

legal proxy through the mail after your broker

receives your request Because shares held

by employees in the 401k plans must be

voted by the trustee these shares may not

be voted at the meeting

How can reduce the number of annual

meeting materials receive

The Company is required to provide an

annual report and proxy statement to all

stockholders of record If you have more

than one account in your name or at the

same address as other stockholders the

Company or your broker may discontinue

mailings of multiple copies If you have more

than one account and prefer to continue to

receive multiple copies you may notify us at

the address and phone number at the end

of the following paragraph if you are

stockholder of record or notify your broker if

you hold your shares in brokerage

account

Once you have received notice from your

broker or us that they or we will discontinue

sending multiple copies to the same

address you will receive only one copy until

you are notified otherwise or until you revoke

your consent If at any time you wish to

resume receiving separate proxy statements

or annual reports or if you are receiving

multiple statements and reports and wish to

receive only one please notify your broker if

your shares are held in brokerage account

or us if you hold registered shares You can

notify us by sending written request to the

Companys Corporate Secretary Alaska Air

Group Inc P.O Box 68947 Seattle WA
98168 or by calling 206 392-5131

Can receive future materials via the

Internet

If you vote on the Internet simply follow the

prompts for enrolling in electronic proxy

delivery service This will reduce the

Companys printing and postage costs as

well as the number of paper documents you

will receive

Stockholders of record may enroll in that

service at the time they vote their proxies or

at any time after the Annual Meeting and

can read additional information about this

option and request electronic delivery by

going to www.computershare.com/ investor

If you hold shares beneficially please

contact your broker to enroll for electronic

proxy delivery

At this time employee participants in

Company 401k plan may not elect to

receive notice and proxy materials via

electronic delivery

If you already receive your proxy materials

via the Internet you will continue to receive

them that way until you instruct otherwise

through the website referenced above
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How many shares must be present to hold

the meeting

majority of the Companys outstanding

shares entitled to vote as of the record

date or 35308053 shares must be

present or represented at the meeting and

entitled to vote in order to hold the meeting

and conduct business i.e to constitute

quorum Shares are counted as present or

represented at the meeting if the

stockholder of record attends the meeting if

the beneficial owner attends with legal

proxy from the record holder or if the

record holder or beneficial owner has

submitted proxy or voting instructions

whether by returning proxy card or voting

instructions or by phone or Internet without

regard to whether the proxy or voting

instructions actually casts vote or

withholds or abstains from voting

How many votes must the nominees have

to be elected

The Companys Bylaws as amended

April 30 2010 require that each director be

elected annually by majority of votes cast

with respect to that director This means

that the number of votes for director

must exceed the number of votes against

that director In the event that nominee for

director receives more against votes for

his or her election than for votes the

Board must consider such directors

resignation following recommendation by

the Boards Governance and Nominating

Committee The majority voting standard

does not apply however in the event that

the number of nominees for director

exceeds the number of directors to be

elected In such circumstances directors

will instead be elected by plurality of the

votes cast meaning that the persons

receiving the highest number of for votes

up to the total number of directors to be

elected at the Annual Meeting will be

elected

With regard to the election of directors the

Board intends to nominate the eleven

persons identified as its nominees in this

Proxy Statement Because the Company has

not received notice from any stockholder of

an intent to nominate directors at the

Annual Meeting each of the directors must

be elected by majority of votes cast

Abstain votes and broker non-votes are

not treated as votes cast with respect to

director and therefore will not be counted in

determining the outcome of the election of

directors

What happens if director candidate

nominated by the Board of Directors is

unable to stand for election

The Board of Directors may reduce the

number of seats on the Board or it may

designate substitute nominee If the Board

designates substitute shares represented

by proxies held by the named proxies will be

voted for the substitute nominee

Not including the election of directors how

many votes must the proposals receive in

order to pass

Ratification of the appointment of KPMG LLP

as the Companys independent accountants

majority of the shares present in person or

by proxy at the meeting and entitled to vote

on the proposal must be voted for the

proposal in order for it to pass Abstain

votes are deemed present and entitled to

vote and are included for purposes of

determining the number of shares

constituting majority of shares present and

entitled to vote Accordingly an abstention

because it is not vote for will have the

effect of negative vote
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dviso vote regarding the compensation of

lie Conj iv Named Executive Officers

majority of the shares present in person or

by proxy at the meeting and entitled to vote

on the proposal must be voted for the

proposal in order for it to pass Abstain

votes are deemed present and entitled to

vote and are included for purposes of

determining the number of shares

constituting majority of shares present and

entitled to vote Accordingly an abstention

because it is not vote for will have the

effect of negative vote In addition broker

non-votes are not considered entitled to vote

for purposes of determining whether the

proposal has been approved by stockholders

and therefore will not be counted in

determining the outcome of the vote on the

proposal

toch fii1vt proposal regarding /iniiting

icceleration of executive equity in

onnection with change of control

majority of the shares present in person or

by proxy at the meeting and entitled to vote

on the proposals must be voted for the

proposal in order for it to pass Abstain

votes are deemed present and entitled to

vote and are included for purposes of

determining the number of shares

constituting majority of shares present and

entitled to vote Accordingly an abstention

because it is not vote for will have the

effect of negative vote In addition broker

non-votes are not considered entitled to vote

for purposes of determining whether the

proposal has been approved by stockholders

and therefore will not be counted in

determining the outcome of the vote on the

proposal

How are votes counted

Voting results will be tabulated by

Computershare Computershare will also

serve as the independent inspector of

election

Is my vote confidential

The Company has confidential voting

policy as part of its governance guidelines

which are published on the Companys
webs ite

Who pays the costs of proxy solicitation

The Company pays for distributing and

soliciting proxies and reimburses brokers

nominees fiduciaries and other custodians

their reasonable fees and expenses in

forwarding proxy materials to beneficial

owners The Company has engaged

Georgeson Inc Georgeson to assist in

the solicitation of proxies for the meeting It

is intended that proxies will be solicited by

the following means additional mailings

personal interview mail phone and

electronic means Although no precise

estimate can be made at this time we

anticipate that the aggregate amount we will

spend in connection with the solicitation of

proxies will be approximately $21500 To

date $16500 has been incurred This

amount includes fees payable to Georgeson

but excludes salaries and expenses of our

officers directors and employees

Is list of stockholders entitled to vote at

the Annual Meeting available

list of stockholders of record entitled to

vote at the 2013 Annual Meeting will be

available at the meeting It will also be

available Monday through Friday from

April 2013 through May 10 2013
between the hours of a.m and p.m
local time at the offices of the Corporate
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Secretary 19300 International Blvd

Seattle WA 98188 stockholder of record

may examine the list for any legally valid

purpose related to the Annual Meeting

Where can find the voting results of the

Annual Meeting

We will publish the voting results on

Form 8-K on or about May 24 2013 You

can read or print copy of that report by

going to the Companys website

www.alaskaair.com/company and then

selecting Investor Information and

SEC Filings You can read or print copy by

going directly to the SEC EDGAR files at

www.sec.gov You can also request copy

by calling us at 206 392-5131 or by

calling the SEC at 800 SEC-0330 for the

location of public reference room

How can submit proposal for next years

annual meeting

The Company expects to hold its next

annual meeting on or about May 20 2014
If you wish to submit proposal for inclusion

in the proxy materials for that meeting you

must send the proposal to the Corporate

Secretary at the address below The

proposal must be received at the Companys
executive offices no later than December

2013 to be considered for inclusion Among
other requirements set forth in the SECs

proxy rules and the Companys Bylaws you

must have continuously held minimum of

either $2000 in market value or 1% of the

Companys outstanding stock for at least

one year by the date of submitting the

proposal and you must continue to own

such stock through the date of the meeting

If you intend to nominate candidates for

election as directors or present proposal

at the meeting without including it in the

Companys proxy materials you must

provide notice of such proposal to the

Company no later than February 20 2014
The Companys Bylaws outline procedures

for giving the required notice If you would

like copy of the procedures contained in

our Bylaws please contact

Corporate Secretary

Alaska Air Group Inc

P.O Box 68947

Seattle WA 98168
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PROPOSAL

ELECTION OF DIRECTORS TO ONE-YEAR TERMS

The Company currently has eleven directors

The Companys Bylaws provide that directors

shall serve one-year term Directors are

elected to hold office until their successors

are elected and qualified or until resignation

or removal in the manner provided in our

Bylaws Eleven directors are nominees for

election this year and each has consented

to serve one-year term ending in 2014

Aver

Jirecthr srnce 1999

ge

Mr Ayer has served as

chairman of the Alaska Air

Group Board and Air

Groups two subsidiaries

Alaska Airlines and Horizon

Air since May 2003 In May

2012 Mr Ayer stepped

down from the position of president and CEO

of Alaska Air Group role he had filled since

2003 and from the position of CEO of Alaska

Airlines and Horizon Air Prior to 2003
Mr Ayer held various marketing planning and

operational positions at Alaska Airlines and

Horizon Air He serves as chairman of the

board of Puget Energy and since 2012 as

Regent of the University of Washington He

serves on the boards of the Museum of Flight

the University of Washington Foundation the

University of Washington Foster School of

Business Advisory Board and the Angel Flight

West Foundation Mr Ayer also chairs the

NextGen Advisory Committee working with the

Federal Aviation Administration and the

aviation industry to transform the nations

airspace and air 1raffic system Mr Ayers

strategic planning skills broad airline and

business expertise and his governance

experience qualify him for his position on the

Air Group Board

Patricia Bedient

Director since 2004

Age 59

Ms Bedient chairs the

Boards Audit Committee

She is executive vice

president and CFO for

Weyerhaeuser Company
one of the worlds largest

integrated forest products

companies certified public accountant

CPA since 1978 she served as managing

partner of Arthur Andersen LLPs Seattle

office prior to joining Weyerhaeuser

Ms Bedient also worked at Andersens

Portland and Boise offices as partner and

as CPA during her 27-year career with the

firm She serves on the boards of Alaska

Airlines and Horizon Air subsidiaries of

Alaska Air Group the Overlake Hospital

Medical Center Board and the University of

Washington Foster School of Business

advisory board She has also served on the

boards of variety of civic organizations

including the Oregon State University

Foundation board of trustees the World

Forestry Center City Club of Portland

St Marys Academy of Portland and the

Chamber of Commerce in Boise Idaho She

is member of the American Institute of

CPAs and the Washington Society of CPA5
Ms Bedient received her bachelors degree

in business administration with

concentrations in finance and accounting

from Oregon State University in 1975

Ms Bedients extensive experience in public

accounting and financial expertise qualify

her to serve on the Board and to act as an

audit committee financial expert as defined

by the SEC

10



PROPOSALS TO BE VOTED ON

Marion Blakey

Director since 2010

Age -64

Ms Blakey is chair of the

Boards Safety Committee

She also served on the

Boards Audit Committee

during 2012 Ms Blakey is

president and CEO of The

Aerospace Industries

Association AlA the nations largest

aerospace and defense trade association

Prior to her current position she served as

the Administrator of the Federal Aviation

Administration the FAA from 2002 to

2007 and chair of the National

Transportation Safety Board NTSB from

2001 to 2002 Ms Blakey also serves on

the boards of Alaska Airlines and Horizon Air

subsidiaries of Alaska Air Group Noblis

the NASA Advisory Council and the

Presidents Export Council Subcommittee on

Export Administration PECSEA as well as

number of philanthropic and community

organizations including the Washington Area

Airports Task Force Advisory Board

International Aviation Womens Association

and Best Friends Foundation Advisory Board

Ms Blakeys experience with AlA the FAA

and the NTSB specially qualify her for

service on the Companys Board and

because of her experience with the FAA and

NTSB she brings very relevant and

important perspective to the deliberations of

the Safety Committee

Phyllis Campbell

Director since 2002

Age -61

Ms Campbell is lead

director and chair of the

Boards Governance and

Nominating Committee

She was named chair of

the Pacific Northwest

Region of JPMorgan

Chase Co in April 2009 and as vice

chair is the firms most senior executive in

the region From 2003 to 2009
Ms Campbell served as president and CEO

of The Seattle Foundation one of the

nations largest community philanthropic

foundations She was president of U.S

Bank of Washington from 1993 until 2001

and served as chair of the banks

Community Board Ms Campbell has

received several awards for her corporate

and community involvement These awards

include the Women Who Make Difference

Award and the Director of the Year from the

Northwest Chapter of the National

Association of Corporate Directors Since

August 2007 Ms Campbell has served on

Toyotas Diversity Advisory Board She also

serves on the boards of Alaska Airlines and

Horizon Air subsidiaries of Alaska Air

Group the Joshua Green Corporation and

Nordstrom where she is chair of the audit

committee Until February 2009 she served

on the boards of Puget Energy and its

subsidiary Puget Sound Energy

Ms Campbells business and community

leadership background and her governance

experience qualify her for her role as lead

director of the Board

11



PROPOSALS TO BE VOTED ON

Jessie Knight Jr

Director since 2002

Age 62

Mr Knight serves on the

Boards Safety Committee

and its Governance and

Nominating Committee

Mr Knight is chairman and

CEO of San Diego Gas and

Electric Company
subsidiary of Sempra Energy From 2006 to

2010 he was executive vice president of

external affairs at Sempra Energy From

1999 to 2006 Mr Knight served as

president and CEO of the San Diego

Regional Chamber of Commerce and from

1993 to 1998 he was commissioner of

the California Public Utilities Commission

Prior to this Mr Knight was vice president

of marketing and strategic planning for the

San Francisco Chronicle and San Francisco

Examiner While there he won five National

Clio Awards for television radio and printed

advertising and Cannes Film Festival

Golden Lion Award for business marketing

Prior to his media career Mr Knight spent

ten years in finance and marketing with the

Dole Foods Company Mr Knight serves on

the boards of Alaska Airlines Horizon Air

subsidiaries of Alaska Air Group the San

Diego Padres Baseball Club and the Timken

Museum of Art in San Diego He is life

member of the Council on Foreign Relations

and corporate member of the Hoover

Institution at Stanford University

Mr Knights knowledge and expertise on

brand marketing and energy markets as well

as his broad business experience qualify

him for service on the Alaska Air Group

Board

Marc Langland

Director since 1991

Age 71

Mr Langland is member

of the Boards Governance

and Nominating and its

Compensation and

Leadership Development

Committees He has been

chairman of Northrim Bank

Anchorage Alaska since 1998 served as

director since 1990 and served as the

banks president from 1990 until 2009
Mr Langland has also served as chair

president and CEO of the banks parent

company Northrim BanCorp Inc since

1998 He was chair and CEO of Key Bank of

Alaska from 1987 to 1988 and president

from 1985 to 1987 From 1978 to 1985
Mr Langland was president of First National

Bank of Fairbanks In 2001 Mr Langland

was inducted into the Alaska Business Hall

of Fame He served on the board of trustees

of the Alaska Permanent Fund Corporation

from 1987 to 1991 and was chair from

1990 to 1991 Mr Langland is past

chairman of the Alaska State Chamber of

Commerce and the Fairbanks Chamber In

2008 the Alaska State Chamber awarded

Mr Langland the William Egan

Outstanding Alaskan Award He is also

director of Alaska Airlines and Horizon Air

subsidiaries of Alaska Air Group Usibelli

Coal Mine Elliott Cove Capital Management

and Pacific Wealth Advisors member of

the Anchorage Chamber of Commerce and

board member and past chairman of

Commonwealth North Mr Langlands

background and skills as business leader

in the state of Alaska which represents

significant portion of the Companys
business qualify him for his role on the

Alaska Air Group Board

12
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Dennis Madsen

Director since 2003

Age 64

Mr Madsen serves on the

Boards Compensation and

Leadership Development

Committee and its Audit

Committee He is currently

the chair of Evolucion Inc

evo.com an action sports

retailer in Seattle From 2000 to 2005
Mr Madsen was president and CEO of

Recreational Equipment Inc REI retailer

and online merchant for outdoor gear and

clothing He served as REIs executive vice

president and COO from 1987 to 2000 and

prior to that held numerous positions

throughout REI In 2010 Mr Madsen was

appointed director of West Marine Inc

publicly traded retail company in the

recreational boating sector He also serves

on West Marines governance and

compensation committees Other boards on

which Mr Madsen is member include

Alaska Airlines and Horizon Air subsidiaries

of Alaska Air Group the Western

Washington University Foundation Western

Washington University lslandwood and the

Youth Outdoors Legacy Fund Mr Madsens

experience in leading large people-oriented

and customer-service-driven organization

qualifies him for service on the Alaska Air

Group Board

Byron Maknt

Dfrector

Agt

Mr Mallott serves on the

Boards Safety and its

Governance and

Nominating Committees

Currently he is senior

fellow of the First Alaskans

Institute nonprofit

organization dedicated to the development

of Alaska Native peoples and their

communities position he has held since

2000 Mr Mallott also serves on the Board

of Trustees of the Smithsonian Institutions

National Museum of the American Indian

He has served the state of Alaska in various

advisory and executive capacities and has

served as mayor of Yakutat and of Juneau

From 1995 to 1999 he was executive

director chief executive officer of the

Alaska Permanent Fund Corporation trust

managing proceeds from the state of

Alaskas oil reserves He was director of

Sealaska Corporation Juneau Alaska from

1972 to 1988 chair from 1976 to 1983
and CEO from 1982 to 1992 He owns

Mal lott Enterprises personal investments

and is director of Alaska Airlines and

Horizon Air subsidiaries of Alaska Air

Group director and member of the

nominating committee of Sealaska

Corporation and director and member of

the audit committee of Yak-Tat Kwaan Inc

and Native American Bank NA Mr Mallotts

leadership and extensive knowledge of the

Native Alaskan people and their culture and

his experience with governmental affairs

qualify him for his role on the Alaska Air

Group Board

13
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Kenneth Thompson

Director since 1999

Age 61

Mr Thompson is chair of

the Boards Compensation

and Leadership

Development Committee

and serves on the Boards

Safety Committee Since

2000 Mr Thompson has

been president and CEO of Pacific Star

Energy LLC private energy investment

company in Alaska with partial ownership in

the oil exploration firm Alaska Venture

Capital Group AVCG LLC Mr Thompson

served as executive vice president of

ARCOs Asia Pacific oil and gas operating

companies in Alaska California Indonesia

China and Singapore from 1998 to 2000

Prior to that he was president of ARCO

Alaska Inc the parent companys oil and

gas producing division based in Anchorage

Alaska He also serves on the boards of

Alaska Airlines and Horizon Air subsidiaries

of Alaska Air Group Pioneer Natural

Resources Company Tetra Tech Inc and

Coeur dAlene Mines Corporation as well as

on the non-profit board of Provision Ministry

Group Mr Thompson also serves on the

environmental health safety and social

responsibility the governance and

nominating and the audit committees of

Coeur dAlene Mines Corporation At Tetra

Tech Mr Thompson serves on the audit

the governance and nominating and the

strategy planning committees and chairs the

compensation committee At Pioneer Natural

Resources he serves on the governance

and nominating compensation and

hydrocarbon reserves committees

Mr Thompsons business leadership and

his breadth of experience in planning

operations engineering and safety

regulatory issues qualify him for service on

the Alaska Air Group Board

Bradley Tilden

Director since 2010

Age 52

Mr Tilden has served as

president of Alaska Airlines

since December 2008 In

May 2012 Mr Tilden

succeeded Mr Ayer as

president and CEO of

Alaska Air Group and was

also named CEO of Alaska Airlines and

Horizon Air subsidiaries of Alaska Air

Group He served as executive vice

president of finance and planning from 2002

to 2008 and as chief financial officer from

2000 to 2008 for Alaska Airlines and Alaska

Air Group Prior to 2000 Mr Tilden was vice

president of finance at Alaska Airlines and

Alaska Air Group Mr Tilden worked for the

accounting firm PricewaterhouseCoopers

prior to joining Alaska Airlines He also

serves on the boards of Alaska Airlines

Horizon Air Flow International Pacific

Lutheran University and chairs the board of

the Chief Seattle Council of the Boy Scouts

of America Mr Tildens role as leader of

Alaska Air Group and its operating

subsidiaries his strategic planning skills

and financial expertise qualify him to serve

on the Air Group Board

14



Mr Yeaman was appointed

to the Alaska Air Group

rd and the Board

udit Committee in

November 2012 He is

president and CEO of

Hawaiian Telcom Prior to

joining Hawaiian Telcom in June 2008
Mr Yeaman was senior executive vice

president and COO of Hawaiian Electric

Company Inc HECO Mr Yeaman joined

Hawaiian Electric Industries lnc HECOs

parent company in January 2003 as

financial vice president treasurer and CEO

Prior to this Mr Yeaman held the positions

of chief operating and financial officer for

Kamehameha Schools from July 2000 to

January 2003 He began his career at Arthur

Andersen LLP in September 1989

Mr Yeaman serves on the not forprofit

boards of Queens Health Systems Bishop

Museum Hawaii Community Foundation

Hawaii Business Roundtable The Nature

Conservancy of Hawaii Kamehameha

Schools Audit Committee Aloha United Way
and the Harold KL Castle Foundation Ho is

also director of Alaska Airlines and Horizon

Air subsidiaries of Alaska Air Group
Alexander Baldwin the United States

Telcom Association and member of the

Hawaii Asia Pacific Association

Mr Yeamans extensive business

experience and in particular his experience

as CEO of public company qualify him to

serve as member of the Air Group Board

lb
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Highughts of these executive compensation

programs iricicde the foowing

Base Salary

In general for the Named Executive

Officers the Committee targets base

salary levels at the 25th percentile

relative to the Corn panys peer group

with the opportunity to earn market level

or above compensation through short

and long term incentwe plans that pay

when performance objectives are met

Annual Incentive Pay

The Company Named Executive Officers

are eligible to earn annual incentive pay

under the broad based Performance

Based Pay Plan which is intended to

motivate the executives to achieve

specific Company goals Annual target

performance measures reflect near1erm

financial and operational goals that are

consistent with the strategic plan

Long4erm Incentive Pay

Equity based incentive awards that link

executive pay to stockholder value are an

important element of the Companys
executive compensation program Long

term equity incentives that vest over

three or fouryear periods are awarded

annually reulting in overlsppng vesting

periods that are designed to discourage

shorLterm risk taking and align Named
Executive Officers long term interests

with those of stockholders while helping

the Company attract and retain top

performing executives who fit team
oriented and performance driven culture

In accordance with the requirements of

Section 14A of the Exchange Act which was

added by the Dodd Frank Wall Street Reform

and Consumer Protection Act and the

related rules of the SEC our Board of

Directors will request your advisory vote on

the following resolution at the 2013 Annual

Meeting

RESOLVED that the compensation paid

to the Named Executive Officers as

disclosed in this Proxy Statement

pursuant to the SEC executive

compensation disclosure rules which

disclosure includes the Compensation

Discussion and Analysis the

compensation tables and the narrative

discussion that accompanies the

compensation tables is hereby

approved

ihis proposal regardi ig the compensation

paid to our Named Executive Officers is

advisory only and will not be binding on the

Company or our Board and will not be

construed as overruling decision by the

Company or our Board or creating or

implying any additional fiduciary duty for the

Company or our Board However the

Compensation and Leadership Development

Committee which is responsible for

designing and administering the Companys
excutive compensation program values the

opinions expressed by stockholders in their

vote on this proposal and will consid the

outcome of the vote when making future

compensation decisions for our Named
Executive Officers Stockholders will be

given an opportunity to cast an advisory vote

on this topic annually with the next

opportunity occurring in connection with trc

Coripanys annual meeting in 2014
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PROPOSALS TO BE VOTED ON

Our directors Jessie Knight Phyllis Campbell William Ayer James Thompson Marc Langland

and Byron Mallott each had 10 to 30 years long-tenure GMI said long-tenured directors could

form relationships that may compromise their independence and therefore hinder their ability

to provide effective oversight An independent perspective is priceless quality in director

To make matters worse long-tenured directors controlled all the seats on our nomination

committee and 67% of the seats on our executive pay committee And Marc Langland at

age 70 and with 21 years long-tenure had been our Lead Director continuously since 2006

James Thompson was first in getting our most negative votes and was potentially over

extended with board seats at major companies Our proxy did not disclose the number of

years that Mr Thompson had managed to maintain board seats at major companies Our

newest independent director Marion Blakey did not have director experience at any major for-

profit company

Please encourage our directors to respond positively to this proposal to protect shareholder

value Limit Accelerated Executive Pay Proposal

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE AGAINST

PROPOSAL FOR THE FOLLOWING REASONS

Alaska Air Group maintains an equity-based

compensation program for executive officers

that is designed to provide long-term

incentives that further align the interests of

executives with those of stockholders and to

provide retention incentive Adoption of

the proponents proposal would undermine

these important objectives

The proposal states that the link between

executive pay and long-term performance

can be severed if such pay is made on an

accelerated schedule We disagree Under

our 2008 Performance Incentive Plan and

our agreements with executive officers

change in control does not immediately

trigger accelerated vesting of equity awards

Instead equity awards to our executive

officers have double-trigger accelerated

vesting provision which means that

accelerated vesting does not occur unless

both the change-in-control transaction is

consummated and either the executives

employment is terminated or constructively

terminated in connection with the

transaction or the acquirer does not

continue or assume the awards in the

transaction To be clear the first trigger is

tied to consummation of change in control

transaction and not merely to the signing of

an agreement or stockholder approval of the

transaction to ensure that such award is

not accelerated prior to stockholders also

realizing the value of the transaction

When change in control occurs ensuring

smooth management transition and

preserving the synergies anticipated in such

transaction serve to maximize stockholder

value To accomplish this our executive

officers should concentrate on securing the

best terms for our stockholders and the

Company while maintaining operational

stability and leadership during the transition

period These factors are particularly

important in the airline business

Without the accelerated vesting protections

described above should potential change

in control arise our executive officers could

be preoccupied with the uncertainty

19
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surrounding their job status and loss of

value tied to the equity awards as result of

the potential change in control and be less

focused on stability and negotiating the best

price for our stockholders Accelerated

vesting of equity awards in the limited

double-trigger circumstances described

above should temper these distractions and

allow our executives to maintain their focus

on maximizing stockholder value

The proposal oversimplifies and

mischaracterizes the nature and intent of

vesting equity awards over period of time

stating that such vesting is intended to

promote long-term improvements in

performance The fact that the value of the

awards is stock-price dependent is the

primary incentive to improve performance

while the vesting periods are designed to

encourage the sustaining of that

performance over time In addition existing

change-in-control arrangements already

provide that awards that vest based on the

degree to which certain performance

measures are met would vest on pro-rata

basis up to the executives termination date

in connection with change in control

We believe that our stockholders have been

served well by our compensation structure

which places high percentage of executive

compensation opportunities in components

such as equity and other performance-based

awards where the ultimate value is tied to

performance objectives and long-term

vesting schedules It seems reasonable and

fair to ensure that executives would not

have to forfeit substantial portion of

previously granted equity as result of being

terminated in change in control through no

fault of their own We believe limiting the

accelerated vesting of equity awards to the

restricted circumstances the Board has

already put in place allows our executive

officers to realize the full value of their hard

work and the value created for stockholders

under their leadership

Therefore the Board believes that it is

appropriate for equity awards to vest in

connection with change in control on

double-trigger basis under the limited

circumstances described and as reflected in

our 2008 Performance Incentive Plan and

our agreements with executive officers

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS VOTE

AGAINST PROPOSAL

20



In accordance with the Delaware General

Corporation Law and the Companys
Certificate of Incorporation and Bylaws our

business affars are managed under the

direction of our Board of Directors Directors

meet their responsibilities by among other

things particioating in meetings of the

Board and Board committees on which they

serve discussing matters with the Chairman

and CEO and other executives reviewing

materials provided to them and visiting our

facilities

Pursuant to the Bylaws the Board of

Directors has established four standing

committees which are the Audit Committee

the Compensation and Leadership

Development Committee the Governance

and Nominating Committee and the Safety

Committee Only independent directors

serve on these committees The Board has

adopted written charter for each

committee The charters of the Audit

Compensation and Leadership

Development Governance and Nominating

and Safety Committees are posted on the

Companys website can be accessed free

of charge at www alaskaair com and are

available in print to any stockholder who

submits written request to the Companys
Corporate Secretary

The table below shows the current members

and chairs of the standing Board

committees

Jesie Knight Jr

Marc Langland

Dennis Madsen

Byron Mallott

Kenneth Thompson

Enc Yeaman

Chair

Ms Blakey served on the Audit Committee through November 2012 at which time

Mr Yeaman was appointed member

Board CommitteeMemberships

Patricia Bedient

Marion Blakoy

Phyllis Campbell Chair

Chair



Ifl Ii hgw1U Ka
texnc

ill it
Jill flhit Y3

ti
Icvicv ni ian ly rc

nir ri Ii tail

Si
vi

iv rc ii un tin

QiC rcritw pi Ic

rqi Ut dpit c.c.u it

.1 ti 113 ii

23

111cc foitic ic

Cit cIr
Pc IL tS

31 dii tm Lot

wt rm taidt.c

rc
srotl cctultit

cr It Fe icr iv

ecrn rttr uv mmuceitic.n rcmt ildiO3flIe

vu itr1d ccu

ftc
iie rita iv

Jr it
vcw rtrr Icil

tSR Vt
ii ir vicv lyt.l rg 11

usc.t

Vttccvd ru

vcvv Jo ii
It Iii 11 dci t4f

III

itt3

VP 1st wt
ivi in nt .outiixt ax

tI
cffn ii

tIyc WI t3pirc iLl

pC ii 11

ulig



which the Company undertakes risk

assessment and risk management

Discuss with management as

appropriate earnings releases and any

information provided to analysts and

ratings agencies

Develop monitor and reassess from

time to time corporate compliance

program including code of conduct

arid ethics policy decide on requested

changes to or waivers of such program

and code relating to officers and

directors and establish procedures for

confidential treatment of complaints

concerning accounting internal controls

or auditing matters

Obtain and review at least quarterly

statement from the CEO CFO and

disclosure committee members

disclosing ny significant deficiencies in

internal controls and any fraud that

involves management or other

employees with significant roles in

internal controls

Prepare the Audit Committee Report

required the annual proxy statement

Annually review and reassess the

adequacy of the Committees charter

and performance and recommend for

Board approval any proposed changes

to the charter

Pursuant to its charter the Compensation

and Leadership Development Committees

responsibflities include the following

With regard to executive and director

compensation

Recommend for approval by the Board

changes in compensation and

insurance for the Companys and its

subsidiaries rioriemployce directors

Set review and approve compensation

of the CLO and other elected officers of

the Company and its subsidi aries

Establish the process for approving

corporate goals relevant to CEO

compensation and for evaluating CEO

performance in light of those goals

Set annual goals under the broadbased

Performance Based Pay and Operational

Performance Rewards plans and

administer the plans

Grant stock awards and stock options

Administer the supplementary

retirement plans for elected officers and

the equitybased incentive plans

Make recommendations to the Board

regarding other executive compensation

issues includir modification or

adoption of plans

Fulfill ERISA fiduciary and nonfiduciary

functions for taxqualified retirement

plans by monitoring the Alaska Air

Group Pension/Benefits Administrative

Committee Defined Contribution

Retirement Benefits Administrative

Committee and Pension Funds

Investment Committee and approve the

membership of those committees

trustees and trust agreements and the

extension of plan participation to

employees of subsidiaries

Approve the terms of employment and

severance agreements with elected

officers and the form of changein

control agreements

Review executive level leadershp

development and succession plans

Administer and make recommendations

to the Board of Directors with respect to

23
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CORPORATE GOVERNANCE

accordance with the Boards independent

director criteria the Board of Directors

affirmatively determined that the matters did

not represent material relationships with the

Company because the amounts of the

contributions were immaterial with respect

to the Companys and the charitable

organizations annual revenues

Each member of the Companys Audit

Committee meets the additional

independence financial literacy and

experience requirements contained in the

corporate governance listing standards of

the NYSE relating to audit committees or

required by the SEC The Board has

determined that Ms Bedient and

Mr Yeaman are audit committee financial

experts as defined in SEC rules

The Corporate Governance Guidelines are

available on the Companys website at

http//www.alaskaair.com and are available

in print to any stockholder who submits

written request to the Companys Corporate

Secretary

Specifically the Board has determined that

independent directors must have no

material relationship with the Company
based on all material facts and

circumstances At minimum an

independent director must meet each of the

standards listed below

The director within the last three years

has not been employed by and has no

immediate family member that has

been an executive officer of the

Company

Neither the director nor any immediate

family member has in any 12-month

period in the last three years received

more than $120000 in direct

compensation from the Company other

than compensation for director or

committee service and pension or other

deferred compensation for prior service

With regard to the Companys
independent accountants firm neither

the director nor any immediate family

member is current partner of the

Companys independent accountants

firm ii the director is not current

employee of the independent

accountants firm iii no immediate

family member is current employee of

the independent accountants firm

working in its audit assurance or tax

compliance practice and iv neither the

director nor any immediate family

member was an employee or partner of

the independent accountants firm within

the last three years and worked on the

Companys audit within that time

Neither the director nor any immediate

family member has within the last

three years been part of an interlocking

directorate This means that no

executive officer of the Company served

on the compensation committee of

company that employed the director or

an immediate family member

The director is not currently an

employee of and no immediate family

member is an executive officer of

another company that represented at

least 2% or $1 million whichever is

greater of the Companys gross

revenues or ii of which the Company

represented at least 2% or $1 million

whichever is greater of such other

companys gross revenues in any of the

last three fiscal years Charitable

contributions are excluded from this

calculation

The Board considers that ordinary-course

business between the Company and an

organization of which the Board member is
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an officer or director where the amount of

such business is immaterial with respect to

the Companys or the organizations annual

revenues does not create material

relationship

For the purposes of these standards

Company includes all Alaska Air Group

subsidiaries and other affiliates Immediate

family member includes the directors

spouse domestic partner parents children

siblings mothers- and fathers-in-law sons-

and daughters-in-law and anyone sharing

the directors home The independence

standards for the members of the Audit

Committee provide that in addition to the

foregoing standards they may not

receive any compensation other than

directors fees for board and audit

committee service and permitted retirement

pay or be an affiliate of the Company

apart from their capacity as member of the

board as defined by applicable SEC rules

DIRECTOR NOMINATION POLICY

Identification and Evaluation of Candidates

Internal Process for Identifying

Candidates

The Governance and Nominating Committee

the Committee has two primary methods

for identifying candidates other than those

proposed by the Companys stockholders

as discussed below First on periodic

basis the Committee solicits ideas for

possible candidates from number of

sources including but not limited to

members of the Board senior-level Company

executives individuals personally known to

the members of the Board and research

Additionally the Committee may from time

to time use its authority under its charter to

retain at the Companys expense one or

more search firms to identify candidates

and to approve any such firms fees and

other retention terms If the Committee

retains one or more search firms those

firms may be asked to identify possible

candidates who meet the minimum and

desired qualifications established by the

Committee and to undertake such other

duties as the Committee may direct

Candidates Proposed by Stockholders

General Nomination Right of All

Stockholders

Any stockholder of the Company may

nominate one or more persons for election

as director of the Company at an annual

meeting of stockholders if the stockholder

complies with the notice information and

consent provisions contained in Article II

Section of the Companys Bylaws The

provisions generally require that written

notice of stockholders intent to make

nomination for the election of directors be

received by the Corporate Secretary of the

Company no later than the close of business

on the 90th day and no earlier than the

close of business on the 120th day prior to

the first anniversary of the prior years

annual meeting The written notice

submitted by stockholder must also

satisfy the additional informational

requirements set forth in Article II Section

of the Bylaws See How can submit

proposal for next years annual meeting
under Questions and Answers About the

Annual Meeting for further information about

the deadlines applicable to the submission

of director nominations for next years

annual meeting of stockholders
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The Corporate Secretary and General

Counsel will send copy of the Companys
Bylaws to any interested stockholder upon

request The Companys Bylaws are

also available on the Companys website at

www.alaskaair.com

Consideration of Director Candidates

Recommended by Stockholders

The Committee will evaluate candidates

recommended by single stockholder or

group of stockholders that has beneficially

owned more than 5% of the Companys
outstanding common stock for at least one

year and that satisfies the notice

information and consent provisions set forth

below such individual or group is referred to

as the Qualified Stockholder The

Committees policy on the evaluation of

candidates recommended by stockholders

who are not Qualified Stockholders is to

evaluate such recommendations and

establish procedures for such evaluations

on case-by-case basis This policy allows

the Committee to devote an appropriate

amount of its own and the Companys
resources to each such recommendation

depending on the nature of the

recommendation itself and any supporting

materials provided In addition as

discussed above non-Qualified Stockholders

have the ability to nominate one or more

director candidates directly at the annual

meeting All candidates whether identified

internally or by stockholder who after

evaluation are then recommended by the

Committee and approved by the Board will

be included in the Companys recommended

slate of director nominees in its proxy

statement

Initial Consideration of Candidates

Recommended by Qualified

Stockholders

The Committee will evaluate candidates

recommended by Qualified Stockholders in

accordance with the following procedures

Qualified Stockholders may propose

candidate for evaluation by the Committee

by delivering written notice to the

Committee satisfying each of the

requirements described below the

Notice The Notice must be received by

the Committee not less than 120 calendar

days before the anniversary of the date that

the Companys proxy statement was

released to stockholders in connection with

the previous years annual meeting No such

notice was received in connection with the

2013 Annual Meeting

Any candidate recommended by Qualified

Stockholder must be independent of the

Qualified Stockholder in all respects i.e
free of any material personal professional

financial or business relationships from the

nominating stockholder as determined by

the Committee or by applicable law Any

candidate submitted by Qualified

Stockholder must also meet the definition of

an independent director under applicable

NYSE rules The Notice shall also contain or

be accompanied by the following information

or documentation

Proof of the required stock ownership

including the required holding period of

the stockholder or group of stockholders

The Committee may determine whether

the required stock ownership condition

has been satisfied for any stockholder

that is the stockholder of record Any

stockholder that is not the stockholder of

record must submit such evidence as the

Committee deems reasonable to

evidence the required ownership

percentage and holding period

written statement that the stockholder

intends to continue to own the required
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percentage of shares through the date of

the annual meeting with respect to which

the candidate is nominated

The name or names of each stockholder

submitting the proposal the name of the

candidate and the written consent of

each such stockholder and the candidate

to be publicly identified

Regarding the candidate such persons

name age business and residence

address principal occupation or

employment number of shares of the

Companys stock beneficially owned if

any written rØsumØ or curriculum vitae

of personal and professional

experiences and all other information

relating to the candidate that would be

required to be disclosed in proxy

statement or other filings required in

connection with the solicitation of

proxies for election of directors pursuant

to Section 14a of the Securities

Exchange Act of 1934 as amended and

the regulations promulgated thereunder

the Exchange Act

Regarding the candidate information

documents or affidavits demonstrating to

what extent the candidate meets the

required minimum criteria and the

desirable qualities or skills established

by the Committee The Notice must also

include written statement that the

stockholder submitting the proposal and

the candidate will make available to the

Committee all information reasonably

requested in furtherance of the

Committees evaluation of the candidate

Regarding the stockholder submitting the

proposal the persons business address

and contact information and any other

information that would be required to be

disclosed in proxy statement or other

filings required in connection with the

solicitation of proxies for election of

directors pursuant to Section 14a of

the Exchange Act

The signature of each candidate and of

each stockholder submitting the

proposal

The Notice shall be delivered in writing by

registered or certified first-class mail

postage prepaid to the following address

Board of Directors

Alaska Air Group Inc

PC Box 68947

Seattle WA 98168

The Corporate Secretary and General

Counsel will promptly forward the Notice to

the Lead Director and Chair of the

Governance and Nominating Committee

If based on the Committees initial

screening of candidate recommended by

Qualified Stockholder candidate continues

to be of interest to the Committee the Chair

of the Committee will request that the CEO

interview the candidate and the candidate

will be interviewed by one or more of the

other Committee members If the results of

these interviews are favorable the

candidate recommended by Qualified

Stockholder will be evaluated as set forth

below Except as may be required by

applicable law rule or regulation the

Committee will have no obligation to discuss

the outcome of the evaluation process or

the reasons for the Committees

recommendations with any Qualified

Stockholder who made proposal

Evaluation of Candidates

As to each recommended candidate that the

Committee believes merits consideration

the Committee will cause to be assembled

information concerning the background

qualifications and appropriate references of
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the candidate including information

concerning the candidate required to be

disclosed in the Companys proxy statement

under the rules of the SEC and any

relationship between the candidate and the

person or persons recommending the

candidate The Committee will then

determine if the candidate satisfies the

qualifications set forth below under the

caption Policy on Minimum Qualifications

for All Directors ii conduct interviews with

the candidate as it deems necessary and

appropriate and iiiconsider the

contribution that the candidate can be

expected to make to the overall functioning

of the Board The Committee will then meet

to consider and finalize its list of

recommended candidates for the Boards

consideration

The Governance and Nominating Committee

will consider incumbent candidates based

on the same criteria used for candidates

recommended by Qualified Stockholders

provided that incumbents will also be

considered on the basis of the Committees

annual evaluations of the effectiveness of

the Board its committees and their

members

Policy on Minimum Qualifications for All

Directors

While there is no formal list of qualifications

the Governance and Nominating Committee

considers among other things the

prospective nominees relevant experience

intelligence independence commitment

ability to work with the CEO and within the

Board culture prominence diversity age

might include among other things CEO

experience senior-level international

experience senior-level regulatory or legal

experience and relevant senior-level

expertise in one or more of the following

areas finance accounting sales and

marketing safety organizational

development information technology and

government and public relations Different

substantive areas may assume greater or

lesser significance at particular times in

light of the Boards present composition and

the Committees or the Boards
perceptions about future issues and needs

For candidate to serve as an independent

director an independent and questioning

mindset is critical The Committee also

considers prospective candidates

workload and whether he or she would be

able to attend the vast majority of Board

meetings be willing and available to serve

on Board committees and be able to devote

the additional time and effort necessary to

keep up with Board matters and the rapidly

changing environment in which the Company

operates

Board diversity is considered broadly not

merely with regard to race gender or

national origin but also with regard to

general background geographical location

and other factors The consideration of

diversity is implemented through

discussions at the Governance and

Nominating Committee In addition on an

annual basis as part of the Boards self-

evaluation the Board assesses whether the

mix and diversity of board members is

appropriate for the Company
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BOARD LEADERSHIP

The Companys board leadership generally

includes combined chairman and CEO role

with strong independent lead director

however in 2012 the Board temporarily

separated the roles of chairman and CEO in

connection with the recent transition to

new CEO

In choosing generally to combine the roles

of chairman and CEO the Board takes into

consideration the highly technical nature of

the airline business and the importance of

deep industry-specific knowledge and

thorough understanding of the Companys
business environment in setting agendas

and leading the Boards discussions

Combining the roles also provides clear

leadership structure for the management

team Because the CEO has depth of

understanding of the many complexities of

the airline business the regulatory

environment and the Companys strategy

all of which are of critical importance to the

Companys performance the Board

believes that he or she generally is best

suited to serve as chairman and to preside

over the majority of the Boards discussions

with the exception of the regular sessions of

the independent directors which are led by

the independent lead director

By creating an independent lead director role

with specific authority the Board is able to

ensure objective evaluation of management

decisions and performance and to provide

independent leadership for director and

management succession planning and other

governance issues The lead directors

responsibilities are to preside over

periodic meetings of non-management

directors as described in Section 2.1.3 of

the Companys Corporate Governance

Guidelines to lead the non-management

directors annual evaluation of the CEO
to conduct interviews with incumbent

directors annually including discussion of

each individual directors self-assessment of

his or her contribution prior to nomination

for election to discuss any proposed

changes to committee assignments with

each affected director in advance of making

committee membership recommendations to

the Board to review and provide input to

board meeting agendas and such other

duties as may be described in the

Companys Corporate Governance

Guidelines

Notwithstanding the Boards preference for

combining the roles of chairman and CEO
the Board may separate the CEO and chair

roles from time to time at its discretion In

deciding whether to separate the roles the

Board considers among other things the

experience and capacity of the sitting CEO
the rigor of independent director oversight of

financial operational and safety regulatory

issues the current climate of openness

between management and the Board and

the existence of other checks and balances

that help ensure independent thinking and

decision-making by directors

EXECUTIVE SESSIONS AND LEAD DIRECTOR

The Air Group Board holds regular executive

sessions of non-management directors

quarterly As provided in the charter of the

Governance and Nominating Committee the

lead director who is the chair of the

Governance and Nominating Committee

presides over these executive sessions
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RISK OVERSIGHT

Alaska Air Group has adopted an enterprise-

wide risk analysis and oversight program

This program is designed to identify the

various risks faced by the organization

assign responsibility for managing those

risks to individual executives within the

management ranks and align these

management assignments with appropriate

board-level oversight

Responsibility for the oversight of the

program itself has been delegated to the

Boards Audit Committee In turn the Audit

Committee has tasked the Companys chief

risk compliance and ethics officer with the

day-to-day design and implementation of the

program Under the program an Alaska Air

Group risk matrix has been developed and

the organizations most prominent risks

have been identified responsibility has been

assigned to appropriate executives and

assignments have been aligned for

appropriate Board oversight including

oversight of safety-related risks by the

Boards Safety Committee Responsibility for

managing these risks includes strategies

related to both mitigation acceptance and

management and transfer insurance The

risk matrix is updated regularly At

minimumthe Audit Committee receives

quarterly updates regarding the program and

an annual in-person review of the programs

status by the chief risk compliance and

ethics officer

The program also provides that the Audit

Committee work with the chief risk

compliance and ethics officer and Air

Groups management executive committee

to annually identify the most pressing risk

issues for the next year This subset of the

risk matrix is then designated for heightened

oversight including periodic presentations

by the designated management executive to

the appropriate Board entity Furthermore

these areas of emphasis regarding risk are

specifically reviewed and discussed with

executive management during an annual

executive officer planning session held

during the third quarter of each year and

are incorporated into the development of the

Companys strategic plan for the coming

year

As part of its oversight of the Companys
executive compensation program the

Compensation and Leadership Development

Committee along with its independent

consultant and the Companys management

team has reviewed the risk impact of the

Companys executive compensation Based

on this review the Company has concluded

that its executive compensation programs

do not encourage risk taking to degree

that is reasonably likely to have materially

adverse impact on the Company

The Company believes that its leadership

structure discussed in detail in Board

Leadership above supports the risk

oversight function of the Board for the same

reasons that it believes the leadership

structure is most effective for the Company
namely that while facilitating open

discussion and communication from

independent members of the Board it

ensures that strategic discussions are led

by an individual with deep understanding

of the highly technical and complex nature of

the airline business
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CODE OF CONDUCT AND ETHICS

The Company has adopted Code of

Conduct and Ethics that applies to all

employees of the Company including its

CEO CFO principal accounting officer and

persons performing similarfunctions The

Code of Conduct and Ethics may be found

on the Companys website at

www.alaskaair.com and is available in print

to any stockholder who requests it

Information on the Companys website

however does not form part of this Proxy

Statement The Company intends to

disclose any amendments other than

technical administrative or non-substantive

amendments to and any waivers from

provision of the Code of Conduct and Ethics

for directors or executive officers on the

Companys website

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Policies and Procedures for Approval of Related

Person Transactions

The Board of Directors has adopted

written policy for review approval or

ratification of any transaction arrangement

or relationship in which the Company was
is or will be participant ii the aggregate

amount involved exceeds $120000 in any

calendar year and iii related person has

or will have direct or indirect material

interest other than solely as result of

being director or the beneficial owner of

less than 10% of another entity For

purposes of the policy related person is

any person who is or at any time since

the beginning of the last fiscal year was one

of the directors or executive officers or

nominee to become director ii any

beneficial owner of more than 5% of the

Companys common stock or iii any

immediate family member of any the these

persons

Under the policy once such transaction by

related person has been identified the

Audit Committee or for transactions that

involve less than $1 million in the

aggregate the Chair of the Audit Committee

must review the transaction for approval or

ratification Members of the Audit

Committee or the Chair of the Audit

Committee as applicable will review all

relevant facts regarding the transaction in

determining whether to approve or ratify it

including the extent of the related persons

interest in the transaction whether the

terms are comparable to those generally

available in arms-length transactions and

whether the transaction is consistent with

the best interests of the Company The

related person involved in the transaction

will not participate in the approval or

ratification process except to provide

additional information as requested for the

review Once initially approved or ratified all

transactions with related persons will be

reviewed at least annually

The policy does not require review or

approval of the following transactions

employment by the Company of an

executive officer unless he or she is an

immediate family member of another related

person ii any compensation paid by the

Company to director and iii transaction

in which related persons interest arises

solely from the ownership of equity

securities and all holders of the securities

receive the same benefit on pro-rata

basis

32



CORPORATE GOVERNANCE

Certain Transactions with Related Persons

The Company and its subsidiaries have

transactions in the ordinary course of

business with other corporations of which

the Companys executive officers or

directors or members of their immediate

families are directors executive officers or

Any stockholder or interested party who

wishes to communicate with the Alaska Air

Group Board of Directors or any specific

directors including the lead director who
presides over executive sessions of the non-

employee directors or with the non-

employee directors as group may write to

Board of Directors

Alaska Air Group Inc

P0 Box 68947

Seattle WA 98168

Depending on the subject matter

management will

forward the communication to the director

or directors to whom it is addressed for

example if the communication received

deals with questions concerns or

complaints regarding accounting internal

accounting controls and auditing matters

stockholders The amounts involved in these

transactions are below the disclosure

thresholds set by the SEC or the executive

officer or director or his or her family

member does not have direct or indirect

material interest as that term is used in

SEC rules in the transaction

it will be forwarded by management to the

chair of the Audit Committee for review

attempt to handle the inquiry directly for

example where it is request for

information about the Companys
operations or it is stock-related matter

that does not appear to require direct

attention by the Board or any individual

director or

not forward the communication if it is

primarily commercial in nature or if it

relates to an improper or irrelevant topic

At each meeting of the Governance and

Nominating Committee the Corporate

Secretary presents summary of all

communications received since the last

meeting of the Governance and Nominating

Committee and will make those

communications available to any director on

request

STOCKHOLDER COMMUNICATION POLICY



The Audit Committee of the Board of

Directors has selected and is

recommending that stockholders ratify

KPMC LLP KPM0 as the Companys
independent accountants for the 2013 fiscal

year KPMG also served as the Companys
independent accountants for fiscal 2012

Representatives of KPMG are expected to

attend the meeting to respond to questions

from stockholders and will have the

opportunity to make statement if they

wish to do so
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The Audit Committee has considered

wnether the provision of the non audit

services referenced above is compatible

with maintaining the independence of the

Companys independent accountants and

has determined that it does not impact the

dependence of the accountants

The Audit Committee has established and

annually reviews an Independent Accourìtant

Engagemcnt Policy designed to ensure that

the Companys independent accountant

performs its services independently and with

the highest integrity and professionalism In

addition to certain specific prohibited

services the Audit Committee considers

whether any service provided by the

independent accountants may impair the

firms independence in fact or appearance

the policy provides that any engagement of

the Companys outside accountant must be

consistent with principles determined by the

SEC namely whether the independent

accountant is capable of exercising impartial

judgment on all issues encompassed within

the accountant engagement

Permitted services under the policy include

audit services audit related services certain

tax services and certain other services

not prohibited by SEC rules or other federal

The following report of the Audit Committee

shall not be deemed to be soliciting material

or to be filed with the SEC under the

Exchange Act as amended or incorporated

by reference in any document so filed

The Audit Committee has reviewed and

discussed with management and KPMG the

regulations Before retaining its independent

accountant for nonacdit services the Audit

Committee will consider factors such as

whether the services might compromisE the

accountants independence whether the

accountant is the best provider for the

services and the appropriate proportion of

audit to non audit services

All services must be approved by the

Audt Committee except for certain erx ices

other than audit review or attest services

that meet the de minimis exception under

11 CER Section 2i0 201 namely

the aggregate amount of fees paid for aH

such services is not more than 5% of the

total fees paid by the Company to its

accountant during the fiscal year in which

the services are provided

such services were not recognized by the

Company at the ti lie of the engagement

to be nonaudit services and

such services are promptly brought to the

attention of th Audit Committee and

approved prior to the completion of the

audit

During fiscal years 2012 2011 and 2010

there were no such services that were

performed pursuant to the de minimis

exception

Companys independent accountants the

Companys audited financial statements

included in the Companys Annual Report on

Form 10 for the fiscal year ended

December 31 2012 The Committee

believes that management maintains an

effective system of internal controls that

iesults in fairly presented financial

statements
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The foHowing table presents information regarding the compensation paid for 2012 to
members of our Board of Directors who are not also our employees non employee directors
The compensation paid to Mr Ayer and Mr Tilden who are also our employees is presented

Jessie Knight Jr

Marc Langland

Dennis Madsen

Byron Maflott 45008 46000
Kenneth Thompson 50008 46 000

Lnc Yeaman 22031 23000

Directors recc wed an annual cash ictainer of $4 3000 In addition the compensation for non employee
directors included the following

an annud retainer of $10000 to the Lead Director who is also the Governance and NominatingCommittee chair

an annual ret diner of $8 000 to the Audit Committee chair and $5000 to the Compensation andead eshp Deveiopment Co rnrcc rid Noninatiig and Safety Committee chairs

an annua retainer of $1 000 to non employee directois for service on the boaidr of Alaska Airlines or
Horizon Air

reimbursr rncnt of xpensc in connect on with attending board and committee meetinga as well as
expenses in connection with director rducation

In addition to the annual cash retainer non mployee director were granted deferred stock units under the2008 Performance lncentve Plan with the number of
frilly vested stock units determined Ly dividing $46000

by the closing price of the Company common stock on the ite of the annual stockholders meeting Ihe
atock units will be paid ri shares of common stoci on one for one basis following th terminati Dn of the
directors sew cc as member of the Board

As of Decen bc 31 20L2 non ernployce ouectors each held 4652 fully vested dcfer ed stock unitc with the
exception of Ms Blakey and Mr aman who Id 2270 and 554 fully vsrf deferred stock units

respectively See discussion of thest award in Note 11 to the Corn pany Consolidated Financial Statements
included as part of the Companys 2012 An iual Reporf filed on Form 10 with the SEC and incorporatedherein by reference The non employre direr ocr do not hold any outstanding stock options

Alaska Air Group directors do not participate in any non equity in centivr compensation plans nor do they
participate in rionqualified deferred compesation plan Directors do riot receive pnsion benefits for their
service

Phyllis Campbell 60008 46000
45 008 46000
45008 46000
45008 46000

1615 10/163

11 133 i0 41
21964 118912

17463 U3411

45031
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EXECUTIVE COMPENSATION

COMPENSATION DISCUSSION AND ANALYSIS

The Compensation Discussion and Analysis

CDA section of the proxy statement

explains how our executive compensation

programs are structured and the

Compensation and Leadership Development

Committees rationale for decisions

regarding pay level and mix

Executive Summary

This CDA contains discussion of the

material elements of compensation earned

during 2012 by the Companys Named
Executive Officers listed in the Summary

Compensation Table Bradley Tilden

president and chief executive officer of

Alaska Air Group beginning May 2012
Brandon Pedersen chief financial officer

of Alaska Air Group Keith Loveless general

counsel and corporate secretary of Alaska

Air Group Glenn Johnson president of

operating subsidiary Horizon Air Industries

and executive vice president of Alaska Air

Group Benito Minicucci chief operating

officer of Alaska Airlines and William

Ayer chief executive officer until May 2012

The CDA includes discussion of the

following

Objectives of our Executive

Compensation Program

Our Compensation Philosophy

How Executive Compensation Is

Determined

Current Executive Pay Elements

Base Pay Including Peer Group

CEO Pay Comparisons

Performance-Based Annual Pay

Long-Term Equity Pay

Perquisites Retirement Benefits

and Deferred Compensation

Changes in Compensation in Connection

with Leadership Transition

Policies on Executive Stock Ownership

and Prohibition of Speculative

Transactions

Recoupment of Certain Compensation

Payments

Agreements Regarding Change in

Control and Termination

The structure of the Companys executive

compensation program is designed to

compensate executives appropriately and

competitively and to drive superior

performance Because the Named Executive

Officers are primarily responsible for the

overall execution of the Companys strategy

high percentage of their total direct

compensation is variable and tied to

Company performance thereby providing

incentives to achieve goals that help create

value for stockholders Highlights of the

program include

For 2012 the Committee approved

target-level compensation for Mr Tilden

that is 89% variable and tied to

stockholder value creation Included in

Mr Tildens 2012 compensation is

one-time grant of performance stock

units in connection with his election to

CEO With respect to the other Named

Executive Officers with the exception of

Mr Ayer who served only partial year

as CEO the Committee approved target

compensation that is on average 70%

variable and tied to stockholder value

creation

Executives bonuses under the

Companys annual incentive program are

based on the achievement of specific

performance objectives broadly

applicable to all employees that are

established at the beginning of the fiscal

year by the Committee and are capped at
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specified maximum amount As

illustrated in the 2012 Performance-

Based Pay Calculation table the annual

incentive plan paid out above target this

year primarilyas result of record

profitability and excellent safety and

customer satisfaction scores

Executives equity incentive awards

generally consist of combination of

stock options time-based restricted

stock unit awards and restricted stock

unit awards that vest only if specified

performance levels are achieved For

2010 and 2011 annual performance-

based awards vest based on the

Companys total shareholder return

relative to that of peer group of

companies For 2012 the vesting of

these awards is based 50% on

shareholder return relative to peer

group and 50% relative to the Standard

and Poors 500 Index Tying these

rewards to total stockholder return

ensures that an executives opportunity

to benefit under the award is directly

linked to the creation of value for

stockholders To further enhance the link

between the interests of executives and

stockholders all of the Companys
elected officers are expected to hold at

minimum specified level of Company
stock as set forth in the Companys
stock ownership policy As of the record

date Mr Tilden held Company stock

valued at more than ten times his annual

salary exceeding the holding

requirement set in the stock ownership

policy

The Compensation and Leadership

Development Committee has reviewed its

compensation programs for executives and

for non-executives and believes that

compensation is structured in way that

does not create risks that would be

reasonably likely to have material adverse

effect on the Company

Objectives of our Executive Compensation

Program

The objectives of the executive

compensation programs as determined by

the Alaska Air Group Board Compensation

and Leadership Development Committee

are as follows

to attract and retain highly qualified

executives who share the Companys
values and commitment to its strategic

plan by designing the total compensation

package to be competitive with an

appropriate peer group

to motivate executives to provide

excellent ieadership and achIeve

Company goals by linking incentive pay

to the achievement of specific targets

that are reflected in the short-term

incentive Performance-Based Pay Plan

and the Companys strategic plan

to alIgn the interests of executives

empioyees and stockholders by tying

large portion of our executives total

direct compensation defined as base

salary short-term incentive pay and

equity awards to the achievement of

objective goals related to the Companys
financial performance safety record

cost structure and customer

satisfaction and

to provide executives with reasonable

security to motivate them to continue

empioyment with the Company and

achieve goals that will help the Company
remain competitive and thrive for the

long term
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Compensation Philosophy

For the Named Executive Officers the

Compensation and Leadership Development

Committee will generally set base salary at

approximately the 25th percentile and

provide executives an opportunity to achieve

total direct compensation at the 50th

percentile if annual and long-term incentive

targets are reached and to surpass the 5Qth

percentile if those targets are exceeded

Base salary for other elected officers will be

targeted between the 25th and the 50th

percentiles with an opportunity to earn total

direct compensation at the 50th percentile if

annual and long-term incentives are

reached and to surpass the 50th percentile

if those targets are exceeded

How Executive Compensation is

Determined

The Role of the Compensation and Leadership

Development Committee and Consultants

The Compensation and Leadership

Development Committee determines and

approves the Named Executive Officers

compensation For 2012 the Committee

retained Mercer Consulting LLP Mercer

wholly owned subsidiary of Marsh

McLennan Companies Inc to assist the

Committee with its responsibilities related to

the Companys executive and board of

director compensation programs In addition

to serving as consultant to the Committee

Mercer also provided other services to the

Company relating to the Companys

employee benefit plans including broad-

based plans maintained for the benefit of

employees generally as well as certain

supplemental retirement plans maintained

for the Companys executive officers and

other highly compensated employees In

2012 Mercer received approximately

$95000 from the Company in connection

with its consulting services for the

Committee and approximately $760600 for

other services related to Company benefit

plans of which approximately $388000
was for services related to broad-based

plans maintained for employees generally

The decision to engage Mercer to provide

these other services was made by

management Although the Committee did

not specifically approve all of these

engagements the Committee believes that

the additional services provided by Mercer

with respect to the Companys benefit plans

do not prevent Mercer from being objective

in its work for the Committee for the

following reasons

the consultant receives no incentive or

other compensation based on the fees

charged to the Company for other

services provided by Mercer or its

affiliates

the consultant is not responsible for

selling other Mercer or affiliate services

to the Company

Mercers professional standards prohibit

the individual consultant from considering

any other relationships Mercer or any of

its affiliates may have with the Company

in rendering advice or recommendations

the consultant has direct access to the

Committee without management

intervention and

the Committee has sole authority to

retain and terminate the consultant

In addition to considering the value of other

services Mercer provides the Company and

the safeguards maintained by Mercer to

prevent conflict of interest the Committee

also took into consideration the fact that the

total fees paid by the Company represent

less than 0.1% of 2012 total annual

revenues for Mercers parent company

Marsh McLennan that the Mercer

consultants retained by the Committee have
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no material business or personal

relationship with any member of the

Committee or with any executive officer of

Alaska Air Group and that the Mercer

consultants do not own shares of Alaska Air

Group common stock

Notwithstanding the Committees opinion

that Mercer is organized to prevent

conflict of interest and using the value of

other services provided as one-

dimensional measure does not in itself

constitute good test of independence

beginning in 2013 the Committee has

retained Meridian Compensation Partners

LLC as its independent compensation

consultant Meridian provides no other

services to the Company

When determining executive compensation

the Committee considers input from

variety of sources as well as several other

factors described below

How the Elements of Our Executive

Compensation Program Were Selected

The Compensation and Leadership

Development Committee conducts periodic

reviews of the Companys executive

compensation to ensure that it is structured

to satisfy the Committees objectives The

Committee considers how each component

of compensation motivates executives to

help the Company achieve its performance

goals and how it promotes retention of

executives who share the Companys
values The compensation structure is

designed to promote initiative

resourcefulness and teamwork by key

employees whose performance and

responsibilities directly affect the

performance of the business

The Committee uses both fixed

compensation and variable performance-

based compensation to achieve balanced

program that is competitive and provides

appropriate incentives Base salaries

benefits perquisites retirement benefits

and change-in-control benefits are intended

to attract and retain highly qualified

executives and are paid out on short-term

or current basis Annual incentives and long-

term equity-based incentives are intended to

motivate executives to achieve specific

performance objectives

The Committee believes that this mix of

short-term and long-term compensation

allows it to achieve dual goals of attracting

and retaining highly qualified executives and

providing meaningful performance incentives

for those executives

Deterrents to Excessive Risk Taking

The Compensation and Leadership

Development Committee believes it has

designed the overall compensation program
in such way as to deter excessive risk

taking to encourage executives to focus on

the long-term success of the Company and

to align the interests of executives with

those of stockholders by

encompassing several different financial

and operational goals

overlapping the performance periods of

awards

incorporating short-term and long-term

performance periods of varying lengths

capping short-term cash incentives

allowing Committee discretion to reduce

amounts otherwise payable under certain

awards

scaling compensation to our industry

considering internal equity among

Company executives and

reflecting the current business challenges

facing the Company
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Executive Pay Mix and the Emphasis on

Variable Pay

The Compensation and Leadership

Development Committee believes that

emphasis on variable compensation at the

senior executive levels of the Company is

key element in achieving pay-for-

performance culture and in aligning

managements interests with those of the

Companys stockholders At the same time

the Committee believes that the executive

compensation program provides meaningful

incentivesfor executives while balancing risk

and reward When determining target

executive pay the Committee attempts to

ensure that compensation is closely aligned

with the overall strategy of the Company and

that it motivates executives to achieve

superior performance and stockholder returns

Total direct compensation for our Named
Executive Officers is tailored to place

substantial emphasis on pay that is variable

and tied to performance objectives For

2012 the Committee approved target-level

compensation for Mr Tilden that is 89%

variable and tied to stockholder value

creation With respect to the other Named

Executive Officers with the exception of

Mr Ayer the Committee approved target

compensation that is on average 70%

variable and tied to stockholder value

creation Mr Ayer was CEO through May 15

Total Direct Compensation of CEO

2012 after which he served as executive

chairman of the Board His compensation

was reduced in light of the mid-year change

in his responsibilities and his target

compensation for 2012 was 58% variable

The Use of Benchmarking Against Peer Group

Periodically the Committee reviews and

analyzes total direct compensation at the

executive level In analyzing the Named
Executive Officers compensation for 2012
the Committee reviewed the total direct

compensation for executives of peer group

of air carriers excluding the companies that

ceased reporting compensation data

because they were no longer public

The following companies represent the peer

group selected by the Committee as

comparator for determining appropriate

compensation levels for 2012

Air Canada

Allegiant

AMR Corporation

Delta Air Lines

Hawaiian Holdings

JetBlue Airways

Republic Airways Holdings

Sky West

Southwest Airlines

United Airlines/Continental

US Airways Group

WestJet

Total Direct Compensation of Other NEOs

70%

Base Pay Variable Pay

11%

89%

Base Pay Variable Pay

43



EXECUTIVE COW PENSATION

In general the Companys executive

compensation program is designed to

achieve total direct compensation at the

50th percentile of the peer group data for

named executive officers

The Committee chose to include the

companies named above in its peer group

for the following reasons

They represent group of sufficient size

to present reasonable indicator of

executive compensation levels

They are in the airline industry and their

businesses are similarto the Companys
business

The median annual revenue of this group

approximates the Companys annual

revenue

The Company competes with these peer

companies for talent to fill certain key

industry-related executive positions

The Application Internal Equity

Consideratons

In addition to benchmarking against an

industry peer group the Committee believes

it is appropriate to consider other principles

of compensation and not accept

benchmarking data as the sole basis for

setting compensation levels Thus while the

Committee has considered peer group data

as described above it has also applied other

compensation principles most notably

internal equity when determining executive

compensation At current levels and

excluding the one-time performance award in

connection with his election Mr Tildens

total direct compensation represents

approximately two times the average total

direct compensation at the executive vice

president level and approximately five times

that of the vice president level Including his

one-time performance award the CEOs total
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direct compensation for 2012 represents

approximately five times that of the executive

vice president level and eight times that of

the vice president level By considering

internal equity the Committee remains

mindful of the ratio of CEO-to-employee pay

and as result is able to structure

executive compensation in way that is less

susceptible to sudden temporary changes in

market compensation levels

The Use of Tally Sheets

Annually the Committee reviews tally sheets

that show each element of compensation for

Named Executive Officers Base salaries

incentive plan payments equity awards

equity exercises perquisites and health

and retirement benefits are included on tally

sheets which are prepared by the

Companys corporate affairs and human

resources departments The Committee has

used the tally sheets to verify that executive

compensation is internally equitable and

proportioned according to the Committees

expectations

The Use of Performance Measures

The Committee uses objective performance

goals in the Performance-Based Pay Plan

annual cash incentive plan The Committee

also applies performance measures as

basis for determining significant percentage

of long-term equity awards Annual incentives

and long-term incentives are intended to

motivate executives to achieve superior

performance levels by setting goals that are

tied to the Companys strategic plan and by

linking executives compensation to long-term

stockholder gain All employee groups at the

Company participated in the Performance-

Based Pay Plan during 2012 The Committee

believes that tying incentive pay to shared

performance targets motivates all employees

across the Company to achieve the same

goals



At the May 2012 annual meeting 97% of

votes cast indicated approval of the advisory

say onpay proposal in connection with the

discussion of 2011 compensation he

Committee believes that the vote outcome

is an indication that stockholders generally

approve of the structure of executive

compensation at Alaska Air Group and
therefore the Committee structured

xecutive compensation for 2012 in way

that is generally consistent with 2011

Stockholders will have an opportunity

annually to cast an advisory vote in

connection with executive compensation

In general for Named Executive Officers the

Committee targets base salary levels at the

25th percentile based on peer group data

identified in the review described in this

discussion For other vice presick nt level

executives the Committee targets base

salary levels between the 2b1 and 50

percentiles

The Committee assesseeach executive

duties nd scope of responsibilities past

performance and expected future

contributions to the Company the market

demand for the individuals skills the

individuals influenc on long term Company

strategies and success the individuals

leadership performance and internal equty

considerations

In February 2012 the Committee approved

base salary of $42bOOO for Mr Tilden

which was below the 2btt percentile of

salaries for CEOs in the peer group The

hart below depicts CEO base yalaries at

airline peer group companies

Alaska Air Group $425000

Air Canada $809 000

Allegiant

AMR Corporation $620 000

Delta Air Lines $600000

Hawaiian Holdings $600000

JetBlue Airways $600000

Republic Airways Holdings

$400000

Southwest Airlines $649000

United Airline/C ntinental

US Airways Group $550 000

Westiet $551000

Average Base Salary

AIr Group peers

Amounta are derivrd rrm the most recent

compensation data avaiiabie as of the date of

this Proxy Statemnt inmotcaes tnis th

2011 base saiary 36 reported in the respecOvc

companys 2012 prxy statement

Allegiant CEO was anted substantiai equity in

lieu of base saiary thE refore Allegiant is not

included in the average for base saiary

he Committee believes it is appropriate to

target the 250 percentile for base salary

levels of the other NE med Executive

Officers with the opportunity to earn market

level compensation th ough short and lonf

term inentive plans hat pay when

performance objective are met or to xceed

market levcl when pe iformance objectivec

are exceeded In 2012 the Named
xecutive Officers received adjustments to

base salary based or market considcratione

and changcs in their roles

The Cornpny Named Fxecutive Officers

are eligible to earn an iual incentive pay
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Foflowing is an example of the calculation of the 2012 Performance43ased Pay Plan payout for

an Alaska Airlines executive

ik vi 001 00 000

96

00

vn 170

0/

iipt 7b0%

/0 1222%

Al Airlin erformance

rti ry by posrtion The participation ratr used this example is for one of the Named

1v

Pay Plan has paid out as follows since its inception

200A
1827%

Aldsk8averaqo 4o
180/o 3449%

Honon 494490 b0 1629 1629

160% 1447% 1496%

140% \I
120% io

100%

80%
61%

III

60% 46%

i1t

26o

yo of n0

\30 \b oft \b /t \30 4t \b 4A of1 \4

Oo3\00
f7 ci

of Target

In addition all of the Companys employees in separate incentive plan called

including the executive officers participate Operational Performance Rewards which
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following industry peei groury Air Canada

Allegiant AMR Corporation Delta Air Lines

Hawaiian Holdings Jet8lue Airways

Republic Airw3ys Holdings SkyWest

Southweet Airlines United Airlines/

Continental US Airways Group and Westiek

The Committee may adjust the peer group

as it deems appropriate or if one or more of

the peer airlines cease to be publicly traded

companies

The Committee chose TSR as the

performance measure for these awards to

provide additional incentive for executives to

help create stockholder value Given the

nature of the airline business the Committee

believes that measuring TSR on relative

basis rather ian on an sbolute basis

provides more relevant reflection of th

Companys performance by mitigotng th

impact of various rnacroeconomic factors

that tend to affect the entire industry and

that are largely beyond the control of

executives The Committee believe that also

measuring the Companys performance

relative to the broad market encourages

executive to manage the Company ri such

way to attract broader range of

investors Th pemontare of the performance

stock unit that vest may range from 0% to

200% of the target number of units subject to

the award depending on the Coriipanys

goals for the performance period

The Committee considers and generally

follows equity grant guidelines that are

based on the target total direct

compensation levols arid pay mix ecribd

above Target equity grants when combined

with the base salary and annual target

incentive opportunity describe above are

designed to achieve total direct

compensation at the hOti percentile of the

peer group data for Named Executive

Officers The ommittee adjust equity

grants to the Named Executive Officers

above or bJw thoso targot levcl based en

the Committees general assessment of

the individual contribution to the

success of the Companys financial

performa nec

internal pay quity

the individual performance of fob

resporibibilitieb cuid

the accounting impact to the Company

and pote.ntial
dilution effects of the

grant

The Committee believes that stock options

time based restricted stock units and

performance stock units each provide

incentives that are important to the

Companys executive compensation program

as whole Therefore the Committee

generally allocates approximately the same

amount of grant date value based on the

principles used in the Companys financial

reporting of each executive total equity

incentive award to each of these three types

of awards
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bc nef it and defined-contnbuUon retirement

plans The Retirement Plan for Salaried

rnployees the Salaried Retirement an

and the Company 401k plans are tax

qualified retirement plans that Mr filden

Mr Loveless Mr Johnson and Mr Ayer

participate in ubstantially the same

terms as other participating employees Due

to maximum limitations imposed by the

Employee Retirement Income Security Act of

9/4 and tho int rnal Revenu ode on tho

annual art ount of pension which may be

paid under qualified defined benefit plan

the benefits that would otherwise be

provided to these executives under the

Salaried Retirement Plan are required to be

limited An unfunded defined benefit plan

the 1995 Elected Officers Supplementary

Retirement Plan the Supplementary

Retirement Plan orovides make up

benefits plus supplemental retirement

benefits In lieu of the supplementary

retirement defined benefit plan

Mr Pedersen and Mr Minicucci participate

in defined contribution plan under the

Company Nonqualified Deferred

Compensation Plan and the Company

Supplementary Retirement Defined

Contribution Plan

iho Named Executive Officers are also

permitted to elect to defer up to 100% of

their annual Performance-Based Pay

payments under the Companys Nonqualified

Deferred Compensation Plan The Company

believes that providing deferred

ompensation opportunities is cost

effective way to permit executives to receive

the tax benefits associated with delaying the

income tax event on the compensation

deferred The interest earned on this

deferred compensation is similarto what an

ordinary investoi could earn in the market

Please see the tables under Pension nd

Other Retirement Plans and 2012

Nonqual ified Deferred Compensation and

the information following th tables for

desription of these plans

Mr Tilden was elected CEO effective

May 15 2012 replacing Mr Ayer who

continues to serve as executive chairman of

the Boaid In connection with Mr Tildens

election the Committee approved an award

of performance tock uiiit with grant date

fair value equal to 400% of his base salary

The Committee set Ayer 2012 annual

salary at $103 000 comme nsurate with the

reduction ii his responsibilities during the

leadership transition Mr Ayer continues to

be eligible to receive annual equity awards

but at level consistent with the value of

equity received by the ompanys non

employee board members

The Compensation id Leadership

Developrm nt Committee believes that

requiring significant stock ownership by

executives further aligns the ir interests with

those of ng1erm stockholders In 2012
the Committee revise the Companys stock

ownership policy for elected officer Unde

the revised policy within five years of

election each executive officci mut
benefici ally own number of shares of the

Company common stock with fair market

value equal to or in excess of apecified

multiple of the individuals base salary as

follows

the CEO required 1o cquire end hld

Company stock with value of five times

base salary and

the other Named Executive Officers re

required to acquire and hold Company

stock with value of two to three times

base salary depending on their

re spective levels of responsibility
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under Section 2800 such that any new

agreements between the Company and its

executives wifl not include reimbursement

to Section 2806 excise taxes In

February 201 the Committee further

revised existing agreements to ehminate any

grandfathered provision that could have

reulted in reimbursement for

Section 2800 excise taxes fheiefore none

of the Companys chang in control

agrements provid for roimhurcc merit for

cxci etaxec

Section 162m of the Internal Revenue

Code generally prohibits the Company from

deducting certain compensation over

$1 million paid to its CEO and certain other

executive officers unless such

eouiperisation is based on pertorinartue

The Compensation and teadership

Development Commrttee has certain duties

and powers as described in its charter The

Committee is urrontly composed of three

non employee directors who are named at

tht end of this report each of vvhom is

independent at defined by the NYSE listing

tandards

the Committee has reviewed and discussed

with management the disclosures contained

in th Compensation Discussion and

Analysis section of thiy Proxy Statement

objectives meeting certain criteria or is

otherwise excluded from the limitation The

Committee strives whenever possible to

ttructure its compensation plans such that

they re tax deductible and it believes that

substantial portion of compensation paid

under its current program in luding the

annual incentives performance stock units

and stock option gra ts described above

satisfies the requirements under

Section A2m Howover Ihe Cnmmittoe

reserves the right to design programs that

recognize full range of performance criteria

important to its success even where the

compensation paid under such programs

may not be deductible For 2012 the

Company believes that no portion of its tax

deduction for compensation paid to its

Named Lxecutive Officers will be disallowed

under Section 162m

Based upon this review and discussion the

Committee recommended to our Board of

Directors that the Compensation Discussion

and Analysis section be includE in the

Companys 2012 Annual Report on

Form 10 on file with the SI and the

Companys 2013 Proxy Statement

Kenneth lhompsoi Chair

Marc Langland Member

Dennis Madsen Member

5b fiii x5s so nebmec incorpor ito informat on by referenc Yhis mc ans Ue coma ny is rc fernng you to

informihon that ha pirviously been filed with the SE and th this intorrnation should be considered part

of thc fihng you arc reading bniess the company specificaiiy states otherwise this report sh ii not be deemed

to be incorporated by refcrencc and shaii not constitute soliciting material oi otherwise be considered fiiod

under the Secuntie Act or the Lxchangc Act
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Nori Comperisatiori riclud ormarice Based Pay comperisattori arid Operattorial Performarice

Rewards further described ri th ri ri tt ri Dtscussiori arid Arialysts sectiori

The arnourit reported ri Columti of the Summary Comperisatiori Tabe above reflrcts the yr acover year

charige Hi preserit value of accumulated berieftts deterrrttried as of December 31 of each ye for the

Rcttremerit Plari for Salarted Employees arid the Offtcers Supplemeritary Rettremc it Plari deftrtr bericftt plari

as well as ariy above market earritrigs ori each Named Executtve Officers accourit urider the Nortqualtfiod

Deferred Corn erisittori Plari the iricrease ri peristori value durtrig 2012 was stgritftcaritly htgher thari usual

because iriterest rates used to calculate the riot preserit value of future paymerits fell stgruftcaritly from the

prior year the rtumber iricluded ri Columri is ari estimate of the value of future payrnerits arid does riot

represr rit value recetved duririg 2012 If triterest rates rtse iri future years the charuge iri the riet preserit value

of future payrrerits would drcrease arid may everi be riegattve For Mr Miritcucct ard Mr Pederseri Comparty

coritrtbuttoris to thc DefiriedCoritrtbuttori Officers Supplemeritary Rettrcmertt Plari DCOSRP ri lieu of the

deftried beriefit plari are reported ri Columri arid detatled ri the table ri lootriote below

the followirig table preserits deta tied triformatiori ori the types irid arnourits of comperisattori reported for the

Named Executuve Offtcers ri Columri of ti Summary Comperisattori Table For Colurnri each perqut tte

arid other perrorial berieftt is iricluded ri the total arid idorittfied arid if tt exceeds the greater of $25000 or

10% of tile total amourit of perqutsttes arid other berieftts for that officer ts quarittfied ri the table below All

retmbursemet ts of taxes with respect to perquisites arid other beriefits are tderittfted arid quarittfted tax

retriibursemet ts are provtded for travel prtvt eges uriiqucu to the airlirie tndustry Also iricluded iri the total for

Colurriri are the Compariys iricremerital cost of providing flight berieftts aririual phystcal artd aceiderttal

death and dismembermerit trisurarice premtums By provtdtrig posittve space travel wtthout tax corisequericcs

to Named Executtve Officers we are able to deliver It ghly valued berieftt at low cost to the Compariy Iri

addittori we believe that thts berieftt provides the opporturitty for Named E.xecuttve OfFicers to coririect wtth the

Compariy frr rit lirie employees As rioted iri the Comperisattori Dtscusstori arid Arialysts secttort we pay each

of the Name Executtve Officers perqutstte allowarice equal to 12% of the executives base salary in lieu of

provtdtrig perquisttes other thari those rioted above
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The f000wing table presents information regarding the incentive awards granted to the Named
Executive Officers for 2012 Please see in the Compensation Discussion and Analysis the

Performance Based Annual Pay section for description of the material terms of the non

equity incentive plan awards reported in this table and the LongTerm Equity Based Pay
Hthis

our

3100 7400

flenito Mncucc
Stock Option
RSUs

Plan

Key RSUs Restricted Stock Units PSUs Performance Stock Units PBP Plan Performance Based Pay Plan

Includes special one time award of 454eu performance Itocic units granted in connection with Mr Tilden

election to E0

The amounts reported in column reflect the fair value of these awards on the grant date as determined

under the principles used to calculate the value of equity awards for purposes of the companys financial

statements and may or may not be representative of the value eventually realized by the executive For

discussion of the assumptions and methodologies used to value the awards reported in Column please see
the discussion of stock awards and option awards contained in Note 11 StockBased Compensation Plans to

the companys consolidated Financial Statements included as part of the companys 2012 Annual Report
filed on Form 10 with the SIC and incorporated herein by reference

Keith Loveless

Stock Options 2/14/12
Stock Options 11/7/12
R5Us 2/14/12
RSUs 11///12
P5Us 2/14/12
P8P Plan N/A 251 250

780 38000
/30 40 450

3700
45/0

144915
t60 206

140600
1S8 902
140 600

13800 38000 214 fiN

266000
266001
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The performance stock unrts reported Column are eligible to vest based on the Companys performance

over three yar period as descnbed in the Compensation Discussion and Analysis section above and in

tootnote to the Sunma Compensation lable abv Th p9rform3nce stork unes grantcd on 2/1/11 wli

vet iced on the goals set br three year pertormanc period ending 12/31/i and the perform ince stok

units granted on 2/7/12 will vest based on the goals set for three year performance period ending

12/31/14

The RSUc awarded on 2/7/11 will become fully vested on 2/1/14 The unvested optrons under the 2/7/il

grant will become vested follows Mr lilden 6100 on 2/7/13 5100 on 2///14 and 100 on

2/7/15 Mr Pederson 1380 on 2/7/13 1380 on 9/7/14 and 1380 on 2/1/15 Mr Loveless 696

on2/7/13 1694 on 2/7/14 and 1696 on 2/7/15 Mr Johnson 3250 on 2/7/13 3250 on 2/7/14

and 3250 on 2/7/15 Mr Mrmcucci 3900 on 2/1/133 900 on 2/7/14 and 3900 on 2/7/15 arid

Mr Ayer 450 on 2/7/13 6450 on 2/7/14 and 6450 on 2/7/15

The RSU5 awarded on 2/14/12 will become fully vested on 2/i4/15 The unvested options under thc

2/14/12 grant will become vested as toliows Mr liiaen 5u on 2/14/13 5Sriu 002/14/14 5550 on

2/14/15 and 5550 on 2/14/16 Mr Pedersen 1824 on 2/14/13 1826 on 2/14/14 1824 on

2/14/15 and 1826 on 2/14/16 Mr Loveless 1820 on 1/14/13 820 on 2/14/14 820 on

2/14/15 and 1820 on 2/14/16 Mr Johnson 2800 on 2/14/13 2800 or 2/14/14 2800 on

2/14/15 and 2800 on 2/14/16 and Mr Minicucci 450 on 2/14/13 3450 on 2/14/14 3450 on

2/14/15 and 3450 on 2/14/16

Mr Tilden 2/14/12 performance stock unit award includes an award 0145460 additional performance

tock unitM in connection with his elcction to CEO Iho unit will vest based on tl goals set for the three yr ar

performanc period ending 12/31/14

the RSUs aw rded on 11/7/12 will become fully vested on 11/ 7/15 Mr Lovelesss unvested options under

lh II 7/12 grant will become vested as follows 1932 on 11/7/13 1933 on 11/ 7/14 932 on 11/ 1/Is

and 1933 on 11/7/16

II win Executive

ri
th the

II

Ki

ii Miniu

Th nour ir In mm dbymulti lymn
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by he in ri omn ri th Ii
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the Salaried Retirement Plan is tax

qualified definedbenefit retirement plan for

salaried Alask Airlines employees hired

prior to April 2003 Each of the Named

Executive Officers that participates in the

Plan is fully vested in his accrued benefits

under the Salaried Retirement Plan Benefits

payable under the Salaried Retirement Plan

are generally based on years of ci edited

service with the Company and its affiliates

and final average base salary for the five

highest complete and consecutive calendar

years of an employees last ten complete

calendar years of service The annual

retirement benefit at age 62 normal

retirement age under the Salaried

Retirement Plan is equal to 2% of the

employees final average base salary times

years of utedtd service liiitcd to 40

years Annual benefits are computed on

straight life annuity basis beginning at

normal retirement age Benefits under the

Salaried Retirement Plan are not subject to

offset for Social Security benefits

The tax law limits the compensation on

which annuai retirement benefits are based

For 2012 this limit was $50000 The tx

law also limits the annual benefits th may

be paid from tax qualified retirement plan

For 2012 this limit on annual benefits was

$200000

In addition to the benefits described above

the Named Executive Officers other than

Mr Pedersen and Mr Minicucci are eligible

to receive retirement benefits under th

Supplementary Retirement Plan This plan is

non-qualified unfunded defined benefit

plan Normal retirement benefits are payable

once the officer reaches age 60 Benefits

are calculated ac monthly amount on

straight life annuity basis In general the

monthly benefit is determined as

percentage 50% to 5% of participants

final average monthly base salary with the

percentage determined based on both the

officers length of service with the Company

and length of service as an elected officer

This benefit amount is subject to offset by

the amount of the off cer Social Security

benefits and the amount of benefits paid

under the Salaried Retirement Plan to the

extent such benefits were accrued after the

officer became participant in the

Supplementary Retirement Plan there is no

offset for any Salaried Retirement Plan

benefits accrued for service before the

officer became participant in the

Supplementary Retirement Plan

Participants in the Supplementary

Retirement Plan become fully vested in the ir

benefits under the plan upon attaining agE

50 and completing years of service as an

elected officer Plan benefits will also

become fully vested upon ch rige in

control of the Company or upon termination

of the participant employment due to

death or disability

In lieu of the Supplementary Retirement

plan Mr Pedersen and Mr Minicucci

participate in the Companys Nonqualified

Deferred Compensation Plan Under this

plan the Company contributes 0% of the

officers eligible wages as defined in plan

documents minu the maximum legal

Company contribution that the Comp ny

made or could have made under the

Companys qualified defined contribution

plan the Alaskasaver 40tk Plan

On June 20 2011 the Board of Directors

amended the Salaried Retirement Plan and

the Supplementaiy Retirement Plan to

63
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The Company has entered into change in

control agreeri ents with each of the Named
Executive Officers Under these agreements

if change of control occurs threeyear

employment period would go into effect

During the employment period the executive

would be entitled to

receive the highest monthly salary the

executive received at any time during the

12 month period preceding the change in

control

receive an annual incentive payment

equal to the higher of the executivs

target PerformanceBased Pay incentive

or the average of the executives annual

incentive payments for the three years

preceding the year in which the change in

control occurs

continue to accrue age and service credit

under our qualified and nonquaIified

defined benefit retirement plans and

participate in fringe benefit programs that

are at least as favorable as those in

which the executive was participating

prior to the change in control

If the executives employment is terminated

by the Company without cause or by the

executive for good reason during the

employment period or in certain

circumstances if such termination occurs

prior to and in connection with change in

control the executive would be entitled to

receive lump sum payment equal to the

value of the payments and benefits

identified above that the executive would

have received had he continued to be

employed for the entire employment nod

The amount an executive would be entitled

to receive would be reduced on prorata

basis for any time the executive worked

during the employment period The terms

cause good reason and change in

control are each defined in the change in

control agreements

In November 2007 the Compensation and

Leadership Development Committee

amended its policy regarding the provision of

payments to executive officers for excise

taxes imposed under Section 280G such

that any new agreements between the

Company and its executives will not include

reimbursement for Section 280G excise

taxes In February 2013 the Committee

further revised existing agreements to

eliminate any grandfathered provisions that

could have resulted in reimbursement for

Section 280G excise taxes Therefore none

of the Companys changeincontrol

agreements provide for reimbursement for

excise taxes

In addition outstanding and unvested stock

options restricted stock units and proW

rated number of the target number of

performance stock units would become

vested under the terms of our equity plans

Under the 2008 Performance Incentive Plan

awards will not vest unless termination of

employment without cause or for good

reason also occurs or an acquirer does not

assume outstanding awards Finally the

executives unvested benefits under the

Supplementary Retirement Plan would vest

on change in control whether or not the

executives employment was terminated

rhe outstanding equity awards held by the

executives as of December 31 2012 are

described above under 0utstanding Equity

Awards at Fiscal Year End and each

executives accrued benefits under our

retirement plans are described above under

Pension and Other Retirement Plans

In the event the executives employment

terminates by reason of death disability or

65
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outt rdin March 2012

Schedule /A filed on February 201 by BlackRock nc reported sole voti ig power and sole

dispositive power over all 58195/ 3h res

Schedul 0/A filed on february 20 2013 by the Vanguard Group Inc reported sole votmg power over

982 38 shares and ole dispositive power over 4342 606 shares

Ochedule 1.0/A filed on February 12 2013 by Rcriaiesance lechnologie Holdmg Corporation R1HC
reported sole veting power over 4196 000 hares and sole dLpositive power ove 213600 shares

Schedule 120/A filed jointly on February 14 2013 by PAR Investment Purtnr PAR Group and

PAR Capital Maingcment Inc reported sole votmnt power and sole dispoitive power over all 4143 00
shares

Schedule 130/A filed on February 14 2013 by Rowe Price Asscciates Inc reporled sole vting power

over 30 7210 shares and sole dispositive power over all 193110 share

Schedule G/A filed on F5ru 0013 PiMICAP Manoflem nmpariv rrpnrtPd sljc v1ing pwer

over 437600 shares and sole dispoitive pwer over all 620 1100 share
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON DC 20549

FORM 1OK
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15d OF THE SECURITIES

EXCHANGE ACT OF 1934
For the fiscal year ended December 31 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15d OF THE SECURITIES

EXCHANGE ACT OF 1934
For the transition penod from to

Commission File Number 18957

Delaware 911292054
State of ncorporatlon RS Employer IdentifIcation No

19300 nternational Boulevard Seattle WashIngton 98188

Telephone 208 3925040

Cnmmon Stock $100 Par Value New York Stock Exchange

Indicate by check mark if the registrant is welFknown seasoned issuer as defined in Rule 405 of

the Securities Act Yes No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or

Section 15d of the Act Yes No Lx

Indicate by check mark whether the registrant has filed all reports required to be filed by

Section 13 or 15d of the Securities Exchange Act of 1934 during the pieced ng 12 months or foi

such shorter period that the registrant was required to file such reports and has been subject to

such filing requirements for the past 90 days Yes No

Indicate by heck mark whether the registrant hds ubmnitted electronically and posted on its

corporate Web site if any every Interactive Data File required to be submitted and posted pursuant to

Rule 405 of Regulation 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 Yes Lxi No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation is

not contained herein and will not be contained to the best of registrants knowledge in definitive proxy

or information statements incorporated by reference in Part III of this Form 10 or any amendment to

this Form 20K

Indicate by check mark whether the registrant is large accelerated filer an accelerated filer

non acc lorated filer or smaller reporting company Sec definitions of Iarge accelerated filer

accelerated filer and smaller reporting company in Rule 12b of the Exchange Act

Large accelerated filer Lx Accelerated filer NonacceIerated filer Smaller reporting company

Indicate by check mark whether the registrant is shell company as defincd in Rule 12b of the

Exchange Act Yes No Lxi

As of January 31 2013 shares of common stock outstanding totaled 70341 799 The aggregate

market value of the shares of common stock of Alaska Air Group Inc held by nonaffiliates on June 30

2012 was approximately $2 billion based on the closing price of $35 90 per share on the New York

Stock Exchange on that date

DOCUMENTS INCORPORATED BY REFERENCE

Portions of Definitive Proxy Statement relating to 2013 Annual Meeting of Shareholders ire

incorporated by reference iii Part Ill



ALASKA MR GROUP NC
NI Oil ON FORM 1OF FOR THE ThAR ENDFD DEAFMBER 31 O12

11 11

1Vl K1 01

QI il
oF ON/NCFIL \N YN FT HF D\1\

NA NA

HA IV UI VKi FVK
/1 IV NC VIN flY /N
FIlM WIll UNI/\ NA

LII UN TNt lIt

ii rr up the pany our ni

LI IF and bsldL IF unka thc cc ite rdIF ates otherwIF Alaska fttrlines

it In ar to as aaka and liarzon reapective and

ii IF



CAUTONARY NOTE REGARDING FORWARDLOOKING STATEMENTS

In addition to historical information this

Form 10 contains forwardlooking statemo its

within the meanirg of Section 27A of the

Secunties Act of L933 as amended

Section 211 of the Securities Exchange Act of

1934 as amended and the Private Securities

Litigation Reform Act of 1995 Forward looking

statements are those that predict or decribe

future events or ends and that do not relate

solely to historical matters You can general

identify forward looking statements as

statements containing the words believe

expect will anticipate intend

estimate project assume or other similar

expressions although not all forward looking

statements contain these identifying words

forward looking statements involve risks and

uncertainties that could cause actual results to

differ materially from historical experience or the

Companys present expectations

Ynu should riot place unlue molance on our

forward looking statements because the matters

they describe are subject to known and unknown

risks uncertainties and other unpredictable

factors many of which are beyond our control

Our forward looking statements are based on the

information currently available to us and speak

only as of the date on which this report was filed

with the SEC We expressly dcclaim any

obligation to issue any updates or revisions to

oui forward looking statements even if

subsequent events cause our expectations to

change regarding the matters discussed ri those

statements Over timE our actual results

performance or achievements will likely differ

from the anticipated results performance or

achievements that are expressed or implied by

our forward-looking statements and such

differences might be significant and materially

adverse to our shareholders For discussion of

these and other risk factors in this Form 10-K

see Item 1A Risk Factors Please consider our

forward lnokng statemerts hght of those risks

as you read this report
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more control of their travel expenenco we are

able to reduce the time it takes customer to

move from the airport curb to the aircraft

We have also made improvements to our airport

gate areas At Los Angeles International Airport

LAX Alaska moved to newly renovated

Terminal which includes our Airport of the

Future design new common use systems

additional gates dnd convenient connectonS

with internationa flights At Seattle icoma

International Airport Sea lac the Port oT Seattle

Commission gave final design authorization to

renovate the North Satellite to better servo

pasaengers and consolidate our operations Ihe

project will include modernizing facilities

enhanced traveler amenities adding three gates

and building new rooftop Boardroom We also

enhanced the customer experience by adding

more power outlets to gate areas at six airport

locations We expect construction on this project

to commence in late 2013

We continued to improve our in flight experience

by taking delivery of our first B737 aircraft with

the Booing Sky Interior The interior includes

variable ambient cabin lighting larger window

recesses and overhead bins which provide more

headroom all desigrìed to offer grater sense

of space All future 8/31 aircraft deliveries will

include the Boeing Sky Interior

Energetic and Compelling Brand

We are fortunate to have high brand awareness

and customer loyalty in the Pacific Northwest and

Alaska For uc to keep growing in nw markets

like California Hawaii and citie in the mid

continental 3nd eastern we believe we

must better understand what is important to our

ncw customers and position ou brand

appropnat ly to help differentiate us from the

competitioft We use our brand and technology to

develop more direct rLitinnshpS with our

customers through more personalized marketing

Our website ilaakaaiecom is tailored to each

ustomer based on their location and viewing

history In 2012 approximately b4Yo of our ticket

sales were made through alaskaair com and our

goal is 60% in 2013 Similarly our email

marketing is highly targeted and personalized by

allowing customers to choose which types of

messages they want to receive such as fare

3ale new markets offers from partner airlines

and uiunthly Milaagc PLn actixit result

we increase ticket sales and reduce our tickct

distribution costs by providing the right marketing

messages to the right popIe at the right time

Wc use social platforms such as acebook and

Twitter to give custc new to connc ct

with ur brand and provide cxceptronal cuatomer

service throughout their journey In 2012 our

Facebook fans grew by 47% and our Twitter

followers iricreatd 38% And as we hand ov

network we are dedicated to becoming part of

the communities wr serve In 2012 employees

participated in over 236 community events

including the Spirit of the Islands paint4he

plane contest with the winning artwork adorning

one of our 8737 800 aircraft We also sponor

number of local teams in the citie we verve

ouch as thc Seattle Ma iners and Portland

Timbers

Low Fares Low Costs and Netwo Growth

In order to profitably provide low fares to our

custoniers while returning value to our

shareholders we believe we must maintain

competitive cost structure In 2012 we lowered

our unit costs excluding fuel by 08% on

consolidated basis reprcseriting the 10th such

annu 31 red ction out of the past years We

achieved this through continued focu on

productivity In 2012 we increased employee

productivity by 6% and will continue to Focus on

that mnetnc through several tools we leverage

growth We also continue to reducc fuel costs by

flying fuel efficient air aft which have reduced

our fuel burn as measured by available seat miles

flown per gallon by 13A% over the last five years

and by decreasing our exposure to the volatility of

jet fuel prices through our fuel hedge programS

Looking Forward we have committed to

purchasing 34 737 900LR and 37 MAX

aircraft with deliveries in 2013 to 2022 to

position us For growth and ensure we will continue

to operate the quietest and most luel efficient

aircraft available for the foreseeable future
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The airline industry is highly competitive subject

to various uncertainties and has historically been

characterized by low profit margins Uncertainties

include general economic conditions volatile fuel

prices industry instability new conipetition

largely unionized work force the need to finance

large capital expenditures and the related

availability of capital government regulation and

potential aircraft icidents Airlines have high fixed

costs primarily for wages aircraft fuel aircraft

ownership and facilities rents Because expenses

of fl ght do not vary significantly based on the

number of passengers carried relatively small

change in the number of plssengers or in pricing

ha dispioportionate effect on an airlines

operating and fi iancial results In other words

minor shortfall ii expc cted revenue levels could

cause disproportionately negitive impact on our

operating and finnci II results Passenger

demand and ticket prices are to large meacure

influenced by the gener II state of the economy

current gIoba cconomic and political evenft and

total av iilable airline seat capacity

In 2012 the industry continued to exercise

capacity discipline due to eonomic uncertainty

and volatile fuel prices This allowed the industry

to report stronger adjusted pretax profit rnargin

compared to 20t1

FUEL

Our business and financial results are highly

aftected by the price and potentially the

availability of ai raft fuel The cost of aircraft fuel

is volatile and outside of our control and it can

have significant and immediate impact on our

operating results Over tre past five years aircraft

fuel expense ranged from 21% to 30% of

operating expenses Fri prices are impacted by

changes in both the price of crude oil arid refining

margins arid can vary by region in the US

The price of crude oil spiked in 2008 with high

of nearly $100 per barr 01 in July 2008 and

dropped significantly to an average of $62 per

barrel in 2009 We saw upward pressure on fuel

prices again with an average crude oil price of

just over $80 per barrel 2010 $95 per barrel

in 2011 and $94 per barrel in 2012 For uo
$1 per barrel increase in the price of oil equates

to approximately $10 mi lion of additional fuel

cost annually Said another way one cent

change in our fuel price per gallon will impact our

expected annual fuel cost by approximately $4

million per year

Refining margins whici represent the price of

refining crude oil into aircraft fuel are smaller

portion of the overall price of jet fuel but also

contributed to the overall price volatility in recent

years Refining margin prices reached hgh of

$45 per barrel in May 2008 before they dropped

to an average price of $1 per barrel in 2009

Ind $14 blrrel in 201 Refining margin prices

more than doubled to $33 barrel in 2011 and

ncreated again to $36 barrel in 2012

Generally West Coast aircraft fuel prices are

somewhat higher and more volatile than prices in

the Gulf Coast or on the East Coast putting our

mainline operation at slight competitive

disadvantage Our average iaw fuel cost pc

gallon increased 2% in 2012 36% in 2011 snd

27% in 2010
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Most of our codeshare rekltionships are free sefl

codeshares where the marketing carner sells

seats on the operating carriers flights from the

operating carrier inventory but takes no

inventory risk Our marketing agreements have

various termination dates and at any time one

or more may bs the process of renegotiation

American Airlines and Delta Air Lines are our

pnmary codcshare partners They participate in

two of the thre major global alliances

Our marketing alliances with other airlines are as

fl

nrn 0d
Am ri Airlin

Ar ri

Air mc
British Airways

caui cifir

Arwiys

Delta Air tines

Emirates

Icelandair

KLM

Korean Air

Lan SA
Air Pacific

Qantas

Regiontd Alrfines

Airline tickets are distributed througn three

primarychannels

Alaskaa%corn It is less expensive for us to

sell through this direct channel and as

result we continue to take steps to drive

more business to our website In addition

we believe this channel is preferable from

branding and customer relationship

standpoint in that we can estahlislì ongoing

communication with the cuatomer and tailor

offers accordingly

Trathtional and nlne travel agnc Both

tradition II and orlline travel agencies

typically use Global Distribution Systems

GDS auch as Sa Ire to obtain their fare

and inventory data from airlines Bookings

mad through these agencies result in cc

that is charged to he airline Many of our

large corporate customers require us to usc

these agencies 50mm of our competitors do

not use this distribztien channel and as

rrsult have lower ticket drTuibutiori custs

Resr rvation call enter These call centers

are located in Phoenix AZ Kent WA and

Boise ID We genm rally charge $15 fec for

booking reservations through thse call

centers

Our sales by channel are as follows

zoaa ao gotw zoos aos
Alaskaaiccorn b46 b1u 48/ 45% 486

rnditional aguicics T% 286 28% 326 289/

Online travel

agencies 136 13% 15% 11/ 146
Re ervation call

ccnter 66 866 90 126 109/

Total lOOo 100% 100/ 100/ 100

Our results operatiurs for ny hiterlm pciod

are not necessarily indicative of those for the

entire year because our busincss is ubiect to

seasonal fluctut tion Our profit IbdIty is

Yes No Ys

Yes Yes Yos

Yes No Ys
Yes No No

Yes No Yss

Ye0 Yes Yos

Yes No No

Ycs No Ys
Yes No Yes

Yes No Yes

Yes No Yes

Yes No Ys
Yrs Nn

Yes Ye No

Ye Yes No

Yes Ycs No

Yes No No

5kyWet

Era Ilaska

PonAir

Kenmore Air

Alaska and Aeroi iexso launched ncw codsshar

partnership in Docember 2037 nd plan to commence

rcciproc6 freque it flyor partnciship by March 31 201

rska has codeshare agreement with the Dell

connection carriers SkvWest LxprcssJet Pinnacle arid

compass as part of ts ugrmcrnerit with Delta

These airline dc not havr the own frequcnt flyer

prognm Howevcr Alaskas Milea0s Plan merriber can

cam and rcde iik on thee airlin es route systerris
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Alaskas union contracts at December 31 2012 wore as foHows

lAM

Aircraft Mechanics

raternal Association AMFA

Mexico Workers Association of

Air iransport

Transport Workers Union of

America TWU

Ramp service and stock

clerks

Ole ical office and

passenger servic

Mechanics inspectors

and clcaners

Mexico airport personnel

Dispatchers

2496 Amendablc 1/1/2014

624 Amendable 10/

83 Amendable 9/1/2013

39 Amendable 3/24/201

Horizons union contracts at December 31 2012 were as follows

131

TWU

National Automobile Aerospace

Transportation and General Workers

lAM

Mechanics and related

classifications

Dispatchers

3taUon perc onnel in vancouvei

and Victoria BC Canada

Maintenance Stores

298 Amendable

12/16/2014

18 Amendible

8/26/2014

40 Amendable

2/14/2016

34 In gotiation

International Associatioii of

Machinists and Aerospace

Workers lAM

Flight attendants

53 Amendable /19 2018

AFA light attendants 505 In Negotiations

11
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REGULATION

GENERAL

The airline industry is highly regulated The

Department of Transportation DOT the Federal

Aviation Administration FAA and the

Transportation Security Administration ISA
exercise significant regulatory authority over air

carriers

DOT In order to provide passenger and

cargo air transportation in the U.S
domestic airline is required to hold

certificate of public convenience and

necessity issued by the DOT Subject to

certain individual airport capacity noise and

other restrictions this certificate permits an

air carrier to operate between any two points

in the U.S Certificates do not expire but

may be revoked for failure to comply with

federal aviation statutes regulations orders

or the terms of the certificates While

airlines are permitted to establish their own

fares without governmental regulation the

DOT has jurisdiction over the approval of

international codeshare agreements

marketing alliance agreements between

major domestic carriers international and

some domestic route authorities Essential

Air Service market subsidies carrier liability

for personal or property damage and certain

airport rates and charges disputes

International treaties may also contain

restrictions or requirements for flying

outside of the U.S and impose different

carrier liability limits than those applicable

to domestic flights The DOT has recently

been active in implementing variety of

passenger protection regulations covering

subjects such as advertising passenger

communications denied boarding

compensation and tarmac delay response

Beginning January 2012 we began adhering

to the DOTs full-fare advertising rule which

requires quoted fares to include all

applicable government taxes and fees

International fares and rates are subject to

the jurisdiction of the governments of the

foreign countries we serve Beginning in July

2012 DOT rules stipulated that airlines

must charge passengers the same checked

baggage fee on all legs of journey covered

by single ticket even if the passengers

journey involves flights on multiple carriers

with different checked baggage fees

FM The FAA through Federal Aviation

Regulations FAR5 generally regulates all

aspects of airline operations including

establishing personnel maintenance and

flight operation standards Domestic airlines

are required to hold valid air carrier

operating certificate issued by the FAA

Pursuant to these regulations we have

established and the FAA has approved our

operations specifications and

maintenance program for each type of

aircraft we operate The maintenance

program provides for the ongoing

maintenance of such aircraft ranging from

frequent routine inspections to major

overhauls From time to time the FAA issues

airworthiness directives ADs that must be

incorporated into our aircraft maintenance

program and operations All airlines are

subject to enforcement actions that are

brought by the FAA from time to time for

alleged violations of FARs or ADs At this

time we are not aware of any enforcement

proceedings that could either materially

affect our financial position or impact our

authority to operate New FAA rules

regarding pilot flight time duty period and

rest came into effect in 2012 The rule

limits flight time to eight to nine hours and

duty period to nine to 14 hours In addition

the rule requires 10-hour minimum rest

periods prior to the duty period and at least

30 consecutive hours free from duty on

weekly basis The rule also places 28-day

and annual limits on actual flight time

TSA Airlines serving the U.S must operate

ISA-approved Aircraft Operator Standard

Security Program AOSSP and comply with

TSA Security Directives SOs and

regulations Airlines are subject to

enforcement actions that are brought by the

ISA from time to time for alleged violations

of the AOSSP SDs or security regulations

We are not aware of any enforcement

proceedings that could either materially

affect our financial position or impact our

authority to operate Under ISA authority

we are also required to collect

1131



September II Security Fee of $2.50 per

enplanement from passengers and remit

that sum to the government to fund aviation

security measures Carriers also pay the

TSA security infrastructure fee to cover

passenger and property screening costs

These security infrastructure fees amounted

to $13 million each year in 2012 2011 and

2010

The Department of Justice and DOT have

jurisdiction over airline antitrust matters The

U.S Postal Service has jurisdiction over certain

aspects of the transportation of mail and related

services Labor relations in the air transportation

industry are regulated under the Railway Labor

Act To the extent we continue to fly to foreign

countries and pursue alliances with international

carriers we may be subject to certain regulations

of foreign agencies

ENVIRONMENTAL AND OCCUPATIONAL
SAFETY MAIlERS

We are subject to various laws and government

regulations concerning environmental matters

and employee safety and health in the U.S and

other countries U.S federal laws that have

particular effect on us include the Airport Noise

and Capacity Act of 1990 the Clean Air Act the

Resource Conservation and Recovery Act the

Clean Water Act the Safe Drinking Water Act

and the Comprehensive Environmental

Response Compensation and Liability Act

Superfund Amendments and Reauthorization Act

and the Oil Pollution Control Act We are also

subject to the oversight of the Occupational

Safety and Health Administration OSHA
concerning employee safety and health matters

The U.S Environmental Protection Agency
OS HA and other federal agencies have been

authorized to create and enforce regulations that

have an impact on our operations In addition to

these federal activities various states have been

delegated certain authorities under these federal

statutes Many state and local governments

have adopted environmental and employee

safety and health laws and regulations We
maintain our safety health and environmental

programs in order to meet or exceed these

requirements

We expect there will be legislation in the future

to reduce carbon and other greenhouse gas

emissions Alaska and Horizon have transitioned

to more fuel-efficient aircraft fleets thereby

greatly reducing our total emissions

The Airport Noise and Capacity Act recognizes

the rights of airport operators with noise

problems to implement local noise abatement

programs so long as they do not interfere

unreasonably with interstate or foreign

commerce or the national air transportation

system Authorities in several cities have

established aircraft noise reduction programs

including the imposition of nighttime curfews We
believe we have sufficient scheduling flexibility to

accommodate local noise restrictions

Although we do not currently anticipate that

these regulatory matters individually or

collectively will have material effect on our

financial condition results of operations or cash

flows new regulations or compliance issues that

we do not currently anticipate could have the

potential to harm our financial condition results

of operations or cash flows in future periods

INSURANCE

We carry Airline Hull Spares and Comprehensive

Legal Liability Insurance in amounts and of the

type generally consistent with industry practice to

cover damage to aircraft spare parts and spare

engines as well as bodily injury and property

damage to passengers and third parties Since

the September 11 2001 attacks this insurance

program excludes coverage for War and Allied

Perils including hijacking terrorism malicious

acts strikes riots civil commotion and other

identified perils So like other airlines the

company has purchased war risk coverage for

such events through the U.S government

We believe that our emphasis on safety and our

state-of-the-art flight deck safety technology help

to control the cost of aviation insurance

14



WHERE YOU CAN FIND MORE

INFORMATION

Our filings with the Securities and Exchange

Commission including our annual report on

Form 10-K quarterly reports on Form 1O-Q current

reports on Form and amendments to those

reports are available on our website at

www.alaskaair.com free of charge as soon as

reasonably practicable after the electronic filing

of these reports with the Securities and

Exchange Commission The information

contained on our website is not part of this

annual report on Form 10-K

ITEM IA RISK FACTORS

If any of the following occurs our business

financial condition and results of operations

could suffer In such case the trading price of

our common stock could also decline We

operate in continually changing business

environment In this environment new risks may

emerge and already identified risks may vary

significantly in terms of impact and likelihood of

occurrence Management cannot predict such

developments nor can it assess the impact if

any on our business of such new risk factors or

of events described in any forward-looking

statements

We have adopted an enterprise wide Risk

Analysis and Oversight Program designed to

identify the various risks faced by the

organization assign responsibility for managing

those risks to individual executives as well as

align these risks with Board oversight These

enterprise-level identified risks have been

aligned to the risk factors discussed below

SAFETY COMPLIANCE AND OPERATIONAL

EXCELLENCE

Our reputation and financial results could be

harmed In the event of an airline accident or

incident

An accident or incident involving one of our

aircraft or an aircraft operated by one of our

codeshare partners or CPA carriers could involve

significant loss of life and result in loss of

confidence in our airlines by the flying public

and/or aviation authorities We could experience

significant claims from injured passengers by

standers and surviving relatives as well as costs

for the repair or replacement of damaged

aircraft and its consequential temporary or

permanent loss from service We maintain

liability insurance in amounts and of the type

generally consistent with industry practice as do

our codeshare partners and CPA carriers

However the amount of such coverage may not

be adequate to fully cover all claims and we may

be forced to bear substantial economic losses

from an accident Substantial claims resulting

from an accident in excess of our related

insurance coverage would harm our business

and financial results Moreover any aircraft

accident or incident even if fully insured and

even if it does not involve one of our aircraft

could cause public perception that our airlines

or the equipment they fly are less safe or reliable

than other transportation alternatives which

would harm our business

Changes in government reguiation imposing

additionai requirements and restrictions on our

operations or on the airports at which we

operate could increase our operating costs and

result in service delays and disruptions

Airlines are subject to extensive regulatory and

legal requirements both domestically and

internationally that involve significant

compliance costs In the last several years

Congress has passed laws and the U.S DOT
the TSA and the FAA have issued regulations

that have required significant expenditures

relating to the maintenance and operation of

airlines and establishment of consumer

protections Similarly many aspects of an

airlines operations are subject to increasingly

stringent federal state and local laws protecting

the environment

Because of significantly higher security and other

costs incurred by airports since September 11
2001 many airports have increased their rates

and charges to air carriers Additional laws
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regulations taxes and airport rates and charges

have been proposed from time to time that could

significantly increase the cost of airline

operations or reduce the demand for air travel

Although lawmakers may impose these

additional fees and view them as pass-through

costs we believe that higher total ticket price

will influence consumer purchase and travel

decisions and may result in an overall decline in

passenger traffic which would harm our

business

The airlIne Industry continues to face potential

security concerns and related costs

The terrorist attacks of September 11 2001 and

their aftermath negatively affected the airline

industry including our company Additional

terrorist attacks the fear of such attacks or

other hostilities involving the U.S could have

further significant negative effect on the airline

industry including us and could

significantly reduce passenger traffic and

yields as result of potentially dramatic

drop in demand for air travel

significantly increase security and insurance

costs

make war risk or other insurance

unavailable or extremely expensive

increase fuel costs and the volatility of fuel

prices

increase costs from airport shutdowns flight

cancellations and delays resulting from

security breaches and perceived safety

threats and

result in grounding of commercial air

traffic by the FAA

The occurrence of any of these events would

harm our business financial condition and

results of operations

We rely on third-party vendors for certain

critical activities

We have historically relied on outside vendors for

variety of services and functions critical to our

business including airframe and engine

maintenance ground handling fueling computer

reservation system hosting telecommunication

systems and information technology

infrastructure and services As part of our cost-

reduction efforts our reliance on outside vendors

has increased and may continue to do so in the

future especially since we rely on timely and

effective third-party performance in conjunction

with many of our technology-related initiatives In

addition in recent years Alaska and Horizon

have subcontracted their heavy aircraft

maintenance fleet service facilities

maintenance and ground handling services at

certain airports including Seattle-Tacoma

International Airport to outside vendors

Even though we strive to formalize agreements

with these vendors that define expected service

levels our use of outside vendors increases our

exposure to several risks In the event that one

or more vendors go into bankruptcy ceases

operation or fails to perform as promised

replacement services may not be readily

available at competitive rates or at all If one of

our vendors fails to perform adequately we may

experience increased costs delays maintenance

issues safety issues or negative public

perception of our airline Vendor bankruptcies

unionization regulatory compliance issues or

significant changes in the competitive

marketplace among suppliers could adversely

affect vendor services or force us to renegotiate

existing agreements on less favorable terms

These events could result in disruptions in our

operations or increases in our cost structure

Our operations are often affected by factors

beyond our control Including delays

cancellations and other conditions which

could harm our business financial condition

and results of operations

Like other airlines our operations often are

affected by delays cancellations and other

conditions caused by factors largely beyond our

control

Other conditions that might impact our

operations include

air traffic congestion at airports or other air

traffic control problems

adverse weather conditions
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increased security measures or breaches in

security

international or domestic conflicts or

terrorist activity and

other changes in business conditions

Due to our concentration of flights in the Pacific

Northwest and Alaska we believe large portion

of our operation is more susceptible to adverse

weather conditions than that of many of our

competitors general reduction in airline

passenger traffic as result of any of the above-

mentioned factors could harm our business

financial condition and results of operations

STRATEGY

The airilne Industry is highly competitive If we

cannot successfully compete in the

marketplace our business financial condition

and operating results will be materially

adversely affected

We face significant competition with respect to

routes services and fares Some of our

competitors have lower costs than we do and

compete directly against us in our markets We
continue to strive toward aggressive cost-

reduction goals that are an important part of our

business strategy of offering the best value to

passengers through competitive fares while

achieving acceptable profit margins and return

on capital If we are unable to reduce our costs

over the long-term and achieve sustained

targeted return on invested capital we will likely

not be able to grow our business in the future or

weather industry downturns and therefore our

financial results may suffer

We depend on few key markets to be

successfuL

Our strategy is to focus on serving few key

markets including Seattle Portland Los

Angeles Hawaii and Anchorage significant

portion of our flights occur to and from our

Seattle hub In 2012 passengers to and from

Seattle accounted for 61% of our total

passengers

We believe that concentrating our service

offerings in this way allows us to maximize our

investment in personnel aircraft and ground

facilities as well as to gain greater advantage

from sales and marketing efforts in those

regions As result we remain highly dependent

on our key markets Our business could be

harmed by any circumstances causing

reduction in demand for air transportation in our

key markets An increase in competition in our

key markets could also cause us to reduce fares

or take other competitive measures that could

harm our business financial condition and

results of operations

Economic uncertainty or another recession

would likely impact demand for our product and

could harm our financial condition and resuits

of operations

The recent U.S and global economic recession

resulted in decline in demand for air travel

While some economic indicators are showing

signs of growth unemployment remains high in

some of our key markets Given that the strength

of the U.S and global economies have an impact

on the demand for air travel long-term

economic slump could result in need to adjust

our capacity plans which could harm our

business financial condition and results of

operations

We are dependent on limitednumber of

suppliers for aircraft and parts

Alaska is dependent on Boeing as its sole

supplier for aircraft and many aircraft parts

Horizon is similarly dependent on Bombardier

Additionally each carrier is dependent on sole

suppliers for aircraft engines As result we are

more vulnerable to any problems associated with

the supply of those aircraft and parts including

design defects mechanical problems

contractual performance by the manufacturers

or adverse perception by the public that would

result in customer avoidance or in actions by the

FAA resulting in an inability to operate our

aircraft
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We rely on partner airlines for codeshare and

frequent flyer marketing arrangements

Alaska and Horizon are parties to marketing

agreements with number of domestic and

international air carriers or partners including

but not limited to American Airlines and Delta Air

Lines These agreements provide that certain

flight segments operated by us are held out as

partner codeshare flights and that certain

partner flights are held out for sale as Alaska

codeshare flights In addition the agreements

generally provide that members of Alaskas

Mileage Plan program can earn miles on or

redeem miles for partner flights and vice versa

We receive significant amount of revenue from

flights sold under codeshare arrangements In

addition we believe that the frequent flyer

arrangements are an important part of our

Mileage Plan program The loss of significant

partner or certain partner flights through

bankruptcy consolidation or otherwise could

have negative effect on our revenues or the

attractiveness of our Mileage Plan which we

believe is source of competitive advantage

INFORMATION TECHNOLOGY

We rely heaWly on automated systems to

operate our business and failure to invest In

new technology or disruption of our current

systems or their operators could harm our

business

We depend on automated systems to operate

our business including our airline reservation

system our telecommunication systems our

website our maintenance systems our check-in

kiosks and other systems Substantially all of

our tickets are issued to passengers as

electronic tickets and the majority of our

customers check in using our website or our

airport kiosks We depend on our reservation

system to be able to issue track and accept

these electronic tickets In order for our

operations to work efficiently we must continue

to invest in new technology to ensure that our

website reservation system and check-in

systems are able to accommodate high volume

of traffic maintain secure information and

deliver important flight information Substantial

or repeated website reservations system or

telecommunication systems failures or service

disruptions could reduce the attractiveness of

our services and cause our customers to do

business with another airline In addition we rely

on other automated systems for crew

scheduling flight dispatch and other operational

needs Disruptions untimely recovery or

breach of these systems could result in the loss

of important data an increase of our expenses

an impact on our operational performance or

possible temporary cessation of our operations

If we do not maintain the privacy and security

of our Information we could damage our

reputation and incur substantial legal and

regulatory costs

We accept store and transmit information about

our customers our employees our business

partners and our business In addition we

frequently rely on third-party hosting sites and

data processors including cloud providers Our

sensitive information relies on secure

transmission over public and private networks

compromise of our systems the security of our

infrastructure or those of other business

partners that result in our information being

accessed or stolen by unauthorized persons

could adversely affect our operations and our

reputation

FINANCIAL CONDITION AND FINANCIAL

MARKETS

Our business financial condition and results of

operations are substantially exposed to the

volatlilty of jet fuel prices Increases in jet fuel

costs would harm our business

Fuel costs constitute significant portion of our

total operating expenses accounting for 35%
34% and 27% of total operating expenses for the

years ended 2012 2011 and 2010

respectively Future increases in the price of jet

fuel may harm our business financial condition

and results of operations unless we are able to

increase fares or add additional ancillary fees to

attempt to recover increasing fuel costs
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The outcome of the resolution process and any

subsequent challenge through which new lease

terms at Sea Tac will be set cannot be

predicted with certainty

Our lease with the Port of Seattle for terminal

space at Seattle Tacoma International Airport

expired on December 31 2012 Negotiations for

new lease have thus far been unsuccessful

Absent negotiated lease federal law requires

the Port to set new rates by means of

resolution The Company and other Sea Tac

carriers may accept the new resolution or ask

the DOT to set them aside as unreasonable

under federal law The resolution process and

any subsequent challenge by us or other airlines

will not interrupt our tenancy at Sea Tac

Our continuing obligation to fund our traditional

defined-benefit pension plans could negatively

affect our ability to compete in the

marketplace

Our dehned benefit pension plan assets are

subject to maikut usk If market returns dr puur

in the future or if interest rates used to discount

our future obligation decrease any future

obligation to make additional cash contributions

in accordance with the Pension Protection Act of

2006 could increase and harm our liquidity Poor

market returns or low interest rates could lead to

higher pension expense in our consolidated

statements of operations The calculation of

pension expense is dependent on many

assumptions that are more fully described in

Critical Accounti ig Estimates and Note to

our consolidated financial state merits

Increases in insurance costs or reductions in

insurance coverage would harm our business

financial condition and results of operations

Aviation insurers could increase their premiums

in the event of additional terrorist attacks

hijackings airline accidents or other events

adversely affecting the airline industry

Furthermore the full hull and liability war risk

insurance provided by the government is

currently mandated through December .31 201

Although the governme nt may again extend the

deadline for providing such coverage we cannot

be certain that ary extension will occur or if it

does for how long the exte nelon will last It is

expected that should the government stop

providing such coverage to the airline indu try

the premiums charged by aviation insurer for

this coverage will be substantially higher than

the premiums currently charged by the

government and the covrage will be much more

limited including maller iggregate limits and

chorter cancellation periods Significant

increases in insurance premiums would

adversely affect our bus news financial condition

and results of operations

As we evolve our brand to appeal to changing

demographic and grow into new markets we

will engage In strategic initiatives that may not

be favorably received by all Customers

We continue to focus on strategic initiative

designed to increase our brand appeal to

diverse and evolving dernograpt ic of airline

travelers These efforts could include significant

improvements to our inairport an on board

environments increasing our direct customer

re latioriships through improvements to our

purchasing portals digital and mobile and

optimization of our customer loyalty programs

If in pursuit of these efforts we may negatively

affect our reputation with some of our existing

customer base which could result in an adverse

impact on our business and financial results

significant increase in labor costs

unsuccessful attempts to strengthen our

relationships with union employees or loss of

key personnel could adversely affect our

business and results of operations

Labor costs are significant component of our

tutal experses dcLuU tug ui Ippruxiin3tely 4i
11% arid 43% of our non fuel operating expenses

in 2012 2011 and 2010 respectively Each of

our represented employt groups hac separate

collective bargaining 3greement arid could make

dem nds that would increace our opersting

expenses and adversely affect our finan ial

perfOrmance if we agree to them
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and additional office space in Kent WA for ts

call center functions Alaskas mfijoi facihties

outside of Seattle include regional

headquarters building an air cargo facility and

hangar/office facility in Anchorage AK as well

as leased call center facilities in Phoenix AZ and

Boise ID Alaska uses its own employees for

ground handling services at most of its airports

in the state of Alaska At other airports

throughout its system those services are

contracted to various third party vendors

Horizon owns its Seattle corporate headquarters

building It leases an operations training arid

aircraft maintenance facility in Portland and

Spokane as well as lire maintenance stations in

Boise Bellingham Eugene San Jose Medford

Redmond Seattle and Spokane
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The foIIowng graph compares our cumulative total stockholder return since December 31 2007 with

the SP 500 Index and the Dow Jones US Airlines Index rho graph assumes that the value of the

investment in our common stock and each indwx nicluding reinvwstment of dMdends was $100 on

December 3t 2001

COMPARISON OF YEAR CUMULATWE TOTAL RETURN
Among Alaska Air Group Inc the SP 500 Index

and the Dow Jones US Airhnes Index
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5100 ivested on 10/31 in stock or index including reinvestment of dividend
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Copynght 2013 SF division of The McGraw Hill Comparnes Inc All nglitr reserved

Copyright 2013 now Jones Co All rights reserved
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The following Management Discussion and

Analysis of Financial Condition and Results of

Operations MDA is intended to help the

reader understand the Company our operations

and our present business environment MDA is

provided 35 supplement to and hould he

read ir conjunction with our consolidated

financial statements and the accompanyi

noie3 All statements in the following discussioa

that are not statements of historical inform3tion

or descriptions of current accounting policy aie

forwardlooking statements Please consider our

forward looking rtatoments in light of the risks

referred to in this reports introductory cautionary

note and the risks mentioned in Part ltei iA
Risk Factors This overview summariies the

MDA which includes the following sections

Year in Review highlights from 2012

outlining some of the major events that

happened during the year arid how they

affected our financial performan

Results of Operations an in depth analysis

of the results of our operations for the three

years presented in our consolidated

financial st tem nts We believe this

analysis will help the reader better

understand our consolidated statements of

operations Financial and statistical data is

also includcd herr This section includes

forward looking tatements regarding our

view of 2013

liquidity arid Capital Resources an

analysis of cash flows sources arid uses of

cash ontractual obligations commitinc nts

and off balance sheet arrangements and an

overview of financial pocition

Critical Accounting Estimates discussion

of our accounting estimates that involve

significant judgment and uncertainties

Our 2012 consolidated pretax income was $514

million compared to $334 million in 2011 The

$120 million improvement was primarily du to

the $339 million increa in revenues partially

offset by the $161 million increasr in aircraft

fuel expense md $95 mllion increase in other

operating expenses Our improvc mont in

revenues was primarily dur to L9% increase in

traffic nnd 7% rncrnai.e in yield The increase

in fuel cost was driven by the 2.2% increase in

iw cost pe gallon on 0% increase in

consumptior

See Results of Oper itions below for further

discussion of changes in revenues and operating

expenses and our reconciliation of Non GAAP

measures to the most directly comparable GAAP

measure

Accomplishments and highlights from 2012

includr

Reported record acjusted earrings for 2012

marking oui ninth consecutive year in which

we reporte sri adjusted profit

Air Group employ es earned $88 million in

incertive pay or more than one montns pay

for most employee. Over the last four

years employees have earned more than

325 million in incentive pay averaging 8%

of annual pay for imost employees

Signed an aircraft purchase agreement with

The Boeing Company 50 new 137

aircraft including 37 of Boeings new /37

MAX aircraft with deliveries expected in

Oil thmugh 2022

Improved employee productivity by

percent compared to the fourth quarter of

2011

Carried record number pc sengeN in

2012 and achieved record load factor of

85 percent up 1.4 points from the prior

year
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In October 2012 Delta Air Lines announced

expanded service to Asia through Seattle Delta

will add flight between Seattle and Shanghai

beginning in June 2013 and is proposing flight

between Seattle and tokyoHaneda to begin in

March 2013 Through our existing odeshare

partnership Delta is able to connect passengers

to more than 50 destinations on the Alaska

route network via Seattle Increasing

international flow traffic will help support

Alaskas continued capacity expansion in Seattle

and beyond

In December 2012 we announced new code

sharing and frequent flier agreement with

Aeromexico The new agreement will allow

Aerome xico and our customers the ability to

connect across 45 cities around Mexico and 11

countries in Central and South America We also

announced enhanced frequent flier awards

benefits with Emirates allowing members to

redeem awards for travel on each others

piugra1s additiu to earning miles on

reciprocal basis as established when the

partnership began in March 2012

In February 2013 we announced an expansion

of the existing code share agreement with

American Airlines allowing passengers from both

carriers greater access to their combined route

networks New American code on our northern

California to Hawaii flights will continue to

support ou gruwth in these markets Aineucan

passengers will also find greater access to new

mid and trans continental flights on us helping

build brand awareness and demand in many of

our newest destinations Additionally we will

code share on 19 more American routes

including 13 new destinations to which our

customers will be able to book travel through

alaskaair corn

In July 2012 our ramp and stores agents

represented by the International Association of

Machinists and Aerospace Workers lAM ratified

six year contract by 91% margin before the

amendable date the contract provide for an

initial wage increase of 5% followed by 5%

annual increases over the six year term and

contains important productivity improvements It

also offers both the Company and our employees

the certainty that comes with long term deal

in December 2ui2 we entered into six year

agreement with Horizons pilot union

represented by the International Brotherhood of

Teamsters 181 for an extension of their

contract through December 2018 The deal is

mutually beneficial to both the company and our

pilots and calls for signing bonus wage step

increases and productivity gains over the term of

the contract We also ratified three year

agreement with Horizons station personnel in

Vancouver and Victoria represente by the

National Automobile Aerospace ransportation

and General Workers in January 201

We are currently in negotiation with AlaskVs

and Horizons flight atte ndants represented by

the Association of Flight Attendants At whose

contracts became amendable in April 2012 and

December 2031 respectively In addition we are

in early discussions with Alaskas pilots

repree nted by the Airline Pilots Association

AIPA whose contnct is amendable in April

2013 We are also in negotiations with Horizons

maintenance store employees represented by

lAM

In 2012 we repurchased 1685951 shares of

our common stock for $60 million under the

share repurchase pians iuthorized by our Board

of Directors Since 200 we have repurchased

18 million share of co rimon stock under such

programs for $320 miIIon for an average price of

approximately $1 per share

Our primary focus every year is to run safe

compliant and reliable operations at our airlineE

In addition to our primary ohjectie will

remain focused on providing hassle free

experience for our customer Specifically we

plan to enhance mobile eatures and expand our

self bag tagging capabilities Additionally as part

of our strategy of enhancing our brand we are

coneidering ways to enhance the onboard

experience such seat cabin layout seat

power and in flight entertainment

e1
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Wages increased 3% on 1% increase in FTEs

result of increased flying and higher wage

rates throughout our different employee groups

which have wage step increase in their contracts

Ihe contracts with the different empluyee groups

contain important productivity improvements

which resulted in 5% increase in the number

of passengers handled per lIE

Pension and other retirement related benefits

increased 17% primarily du to decrease in the

discount rate on the future benefit obligation

compared to the prior year The impact of lower

rates resulted in an increase in our pension

expense

Medical benefits ncreased 1% from the prior

year primarily due to an increase in employee

health care claims partially offset by decline in

postretirement rredical expense

Other benefits arid payroll taxes increased 9%

from the prior yeai due to increased workers

compensation expense of $4 million as result

of higher loss rates in more recent claim years

and increased tock based compensation of

$4 million

We expect wages and benefits to be 6% to 1%

higher in 2013 compared to 2012 on 3% to 4%

increase in lIEs as well as inflation in medical

benefits of 10% Pension and other retirement

related benefits is expected to be flat compared

to 2012

Variable incentivr pay expense increased from

$12 million in 2011 to $88 million in 2012 Ihe

increase is due to actual results exceeding our

target results of financial and operational

performance more so than in the prior year

If we meet targets established under our

Performance Based Pay and Operational

Performance Rewards programs we expect

variable incentive pay will be approximately $60

million in 2013 if we exceed the targets

variable incentive pay will be higher If we do not

achieve targets it will be lower
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We expect selhng expense wUl be higher in

2013 pnmanly due to ncreased advertising and

promotional activities and revenue related costs

such as credit card commissions

Depreciation and amortization increased $11

miHion or 7% compared to the prior year This is

primarily due to additional depreciation expense

for the annualization of 8737 aircraft and Q400

aircraft delivered in 2011 as well as the

deliveries of 8737 aircraft in 2012 In addition

we incurred depreciation of $6 million since we

placed Terminal at LAX into service in March

2012 These increases were offset by

decrease in depreciation expense for the CRJ

700 aircraft removed from the fleet in 2011 and

other assets that became fully depreciated or

were removed from operation

We expect depreciation and amortization to be

higher in 2013 in line with our nine aircraft

deliveries and the annualization of seven aircraft

deliveries in 2012

Food and beverage costs increased $12 million

or 18% from the prior year due to an increased

number of passengers of 5% increase in sales

of buy orvboard products of 20% the higher cost

of some of our premium products served on

board and increased costs associated with food

delivery

We expect food and beverage costs to be higher

in 2013 due to an anticipated increase in sales

in line with an expected increase in the number

of passengers

We expect other operating expenses to be higher

in 2013 due to an expected increase in IT

spending of approximately $20 million and higher

professional service costs

Fleet transition costs decreased $39 million as

we completed our transition to an all Q400 fleet

at Horizon in 2011

Our operating costs per ASM CASM are

summarized below

MainHne

Iota mainhne operaOng

expenses per ASM

CASM
Less the following components

Arcraft fuel including

hedging gains and

losses

Other operating expenses increased $13 million

or 6% compared to 2011 The increase is

primarily driven by higher If and professional

service costs of $8 million associated with our

key initiatives and infrastructure improvements

and higher personnel non wage costs such as

hotels meals and per diems of $7 million

Consohd

Total ope nses pa

A5M CASM
Les the following components

Aecraft fuel including

hedging gains and

losses

Fleet transiton costs

CASM oxckding fuei and

fleet transitIon costs

I3O6f 05

NM

t8

87t L9

CASM exckiding tue

NM Not Meaningful

27

760t

61

05
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CONSOLIDATED NONOPERATING INCOME

EXPENSE

Net nonoperating expense decreased $37 iffilion

from 2011 This is due to lower inlerest exoense

of $13 million on lower average outstanding debt

balances and additional capitalized interest due

to higher levels of aircraft purchase deposits and

capital exp nditures Additionally we incurred

pr payment penalties of $8 million and an

impairment charge of $6 million on an owned

aircraft that was leased to another carrier that

filed for bankruptcy protection in the prioi year

the dorease was partially offset by lower

interest income corned on our marketable

securities portfo 10

Our effective income tax rate foi 2012 was

385% compared to 319% for 2011 The

difference between the effective tax rates and

our statutory tax rate of approximately 315% is

due primarily to miscellaneous nomdeductible

expenses

Our effective tax rate can vary significantly

between quarters and for the full year depending

on the magnitude of non deductible expenses in

proportion to pretax results

Our consolidatea net income for 2011 T5 $24
million or $3 33 per diluted hare compared to

net income of $251 million or $341 per luted

share in 2010 $ignificant items impacting the

comparability between the periods were as

follows

Both periods included adjustments to reflect

the timing of net unrealized mark tomarket

gains or losses related to our fuel hedge

positions For 201 we recognized net

mark to market losso of $30 million $1.8

million after tax or $O26 per share

compared to losses of $5 million $4 million

after tax or $0 05 per share in 2010

2011 included Horizon fleet transition costs

of million $24 million after tax of

$O33 per share compared to $13 million

$8 million or $O1 per share in 2010

Excluding the mark1o market adjustments and

other special charges our adjusted consolidated

net income for 2011 was $287 million or $3 92

per diluted share compared to an adjusted

cunsulidated net income of $263 million or

$3 51 per share in 2010

Manline passenger revenue for 201 increased

by 15% on an 5% increase in capacity and

62% increase in passenger revenue per

available seat mile PRASM compared to 2010
The increase in capacily was driven by the

annualization of new routes added in 2010 and

new routos in 2011 most of which was Twali

tax

Mark ternarket fuel

hedge

adjutments ret

ofla

lotal operating revenues increased $486 million

or 13% during 2011 compared to the same

period in 2010 The changes are summarized in

the following table

Mae me

Regmonal

Total paengu
revenue

Freight and rierl

Other net

total operating rover uos 13
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Aircraft maintenance decreased by $11 million

or 59 compared to the prior ycar primarily due

to lower costs associated with thc return of

leased aircraft and lower costs due to the

phaseout of the CRJ fleet offset by increased

airframe check ost nd components

Aircraft rent decreased $23 million or 16%

compared to the prioryear period primarily due to

$14 million loss nt lated to 11 fewer CRJ

100 arrcraft and $6 million less rent related to

five fewer 37 aircraft leased in 2011

compared to 2010

Landing fees and other rentals increased $5

million or 2% primarily due to $4 million

increase in facilities nts acrosF our network

and $2 milhon increase in our landing fee

expenses Mainline landing fee expenses

increased due to 9% icreaso in departures

partially offset by 10% decrease in our regional

departures

Contracted services increised $22 million or

149 primarily due to an increase in capacity

purchased flying of $13 million compared to the

prior year the new agreement with SkyWest

began in May 2011 Additionally we experienced

higher passenger handling of $3 million

result of an increase in the number of flights to

airports where vendors are used and an rncrease

in contract labor of $2 million

Selling expenses increased by $21 million or

14c compared to 2010 as result of highc

travel agent and tcket distribution costs of $11

million and credit card commission of $6 million

due to increast revenues of 13%

Depreciation and amortization increased $17

million or 1% compared to the prior yeur This is

pnmanly due to addflon il depr cm0on expen

of $18 million for 6737 aircraft $1 million

increase in Q400 aircraft depreciation offset by

decrease of $4 million in CRJ 100 aircraft and

oth asets that became fully dc preciated or

were removr from operation

Food and beverage costs increased $10 million

or 7% from the prior year due to an increased

number of pa sengt rs rncreased sales of buy

on board products gher cost of some of our

fresh food items served on board and ncr ased

costs associated with food delivery

Other operoting expenes increased $34 million

or 17% compared to 2010 The increase is
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Our primary sources of liquidity are

Our existing cash and marketable secu ities

balance of $13 billion which represents

27% of trailing 12 months revenue and our

expected cash from operations

Our 45 unencumbered aircraft as of

December 31 2012 in our operating fleet

that could be financed if necessary

Our combined $200 million bank lineof

credit facilities with currently none

outstanding

In 2012 we took free and clear dclivery of four

B737 900FR three B7 37800 aircraft and two

Q400 aircraft We paid off outstanding debt

associated with seven aircraft totaling $103

million and made scheduled debt payments

totaling $172 million In addition we continued

to return capital to our shareholders by

repurchasing $60 million of our common stock in

2012 which included stock repurchases under

new $250 millior program authorized by the

Board in September 2012 Finally we made

voluntary contributions to our qualified defined

benefit penson plans of $110 million in 2012

although there were no funding requirements We

Ihe following discussion summarizes the primary

drivers of the increase in our cash and

marketable securities balance and our

xpectation of future cash rcquirements

Cash provided by operating activities was $753

million in 2012 compared to $696 million in the

will continue to focus on preserving strong

liquidity posrtion and evaluate our cash needs as

conditions change

the overall strength of our balance sheet was

one of the contributing factors br Standard

Poors recent decision to change our outlook

from Stable to Positivc in 2012

We believe that our current cash and marketable

secunties balance combined with future cash

flows from operations and other sources of

liquidity will be sufficient to fund our operations

for the foreseeable future

In our cash and marketable securities portfolio

we invest only in securities that meet our overall

investment strategy of maintaining and securing

investment principal Our investment portfolio is

managed by reputable firms that adhere to our

investment policy that sets forth investment

objectives approved and prohibited investments

and duration and credit quality guidelines Our

policy and the portfolio managers are continually

reviewed ta ensure that th investments are

aligned with our strategy As of December 31
2012 we had $12 million unrealized gain on

our $13 billion cash and marketable securities

balance

prioryear The $57 million increase was primarily

driven by $339 million in increased revenue

offset by higher fuel of $161 million and higher

non fuel operating costs to support increased

revenues and capacity Also cash received from

the sale of miles under our mileage plan piogram

increased approximately $30 million due 5%

increase in miles sold with 4% increase in rate

In addition we made voluntary contributions to

our qualified pension an of $110 million versus
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In addition we received reimbursement from Los

Angeles World Airport LAWA for our construction

of Terminal at LAX of $178 million

We plan to meet our capital and operating

commitments through internally generated funds

from operations and cash and marketable

securities on hard along with additional debt

financing if necessary

the Company has two $100 million credit

facilities Both facilities have variable interest

rates based on LIBOR plus specified margin

Borrowings on one of the $100 million facilities

which expires in August 2015 are secured by

aircraft Borrowings on the other $100 million

facility are secured by certain accounts

receivable spare engines spare parts and

ground service equipment We modified the first

facility in 2012 by extending the term from March

2013 to August 2015 and the second facility in

2011 by extending the term from March 2014 to

March 2016 and reduced the commitment fee

for both facilities rhe Company has no

immediate plans to borrow using either of these

facilities

41
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hc table abot excludes contobutions to our

various pension plans which we estimate to be

$35 million to $50 million per year although

there are no minimum required contribution

hr unfunded liability for our qualified defined

benefit pension p1 ins was $335 million at

December 31 2012 compared to $306 million

at December 31 2011 This results in an 82%

funded status on projected bencfit obligation

basis compared to 81% funded as of

December ii u11

We have agreements with number of cred

card companies to process the sale of tmckets

and other servic Under these agreements

there are material adverse change clauses that

if triggered could result in the credit card

companies holding back reserve from our

credit card receivables Under one such

agreement we could be required to mairitai

reserve if our credit rating is downgradd to or

below rating specified by the agreement or our

cash and marketable securities balance fell

below $500 million Under another such

agreement we could be required to maintai

reserve if our cash and marketable securities

balance fell below $500 million We are not

currently required to maintain any reserve under

these agreements but if we were our financial

position and liquidity could be materially harmed

For federal income tax purposes the majority of

our assets are fully depreciated over seven

yoai life using an accelerated depreciation

method For financial reporting purposes the

majority of our assets are depreciated over lb to

years to an estimat salvage value using

the straightline basis This difference has

created significant deferred tax liability At

some point in the future the depreciation basis

will reverse potentially resulting in an increase in

income taxes paid

While it is possible that wr could have material

cash obligations for thk deferred liability at

some poirit in the future we cannot estimate the

timing of long tr mm cash flows with reasonable

accuracy hxable iricomn ad cash taxes

payable in the short term are impacted by many
items including the amount of book income

generated which can be volatile depending on

revenue and fuel prices level of pension funding

which is generally not known until late each

year whethr bonus precritiorl provisions

are available as well other legislative

changes that are out of our control
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The number of miles that will not be

redeemed for tavel breakage

The 1mb
lity

for outstanding Mileage

Plan mileage credits includes all mileage

credits that are expected to be redeemed

including mileage credits earned by

members whose mileage account balances

have not yet reached the minimum mileage

credit level to redeem an award Our

estimates of the number of miles that will

not be redeemed breakage consider

historical activity in our members accounts

and other factors hypothetical 1.% ch inge

in our estimate of breakage currently 12%

in the aggregate has approximately an $8

million effect on the liability

The number of miles used per award

We estimate how many miles will be

used per award for example our mem ers

may redeem credit for award travel to

various locations or choose between

highly restricted award and an unrestricted

award Our estimates are based on the

current requirements in our Mileage Plan

program and historical travel redemption

patterns

The number of awards redeemed for travel

on our airlines versus other airlines

The cost for us to carry an award

passenger is typically lower than the cost we

will pay to our travel partners We estimate

the number of awards that will be redeemed

on our airlines versus on our travel partners

and accrue the estimated costs based on

historical rc emption patterns If the

number of awards redeemed on our travel

partner is higher or lower than estimated

we may need to adjust our liability and

corresponding expense

lhe costs that will be incurred to provide

award travel

When frequent flyer travels on his or

her award ticket on one of our airlines

incremental costs such as food fuel and

insurance are incurred to carry that

passenger We estimate what these costs

will be excluding any contribution to

overhead and profit and accrue liability If

the passenger travels on another airline on

an award ticket we often must py the other

airline for carrying the passenger the other

airline costs are based on negotiated

agreements and are often substantially

higher than the costs we would incur to carry

that passenger We cstimate how much we

will pay to other airlines for future travel

awards based on historical redemptions and

settlements with other carriers and accrue

liability accordingly the costs actually

incurred by us or paid to other airlines may

be higher or lower than the cots that were

estimated and acc ued and therefore we

may need to adjust our liability and

recognize corresponding expense

We regularly review significant Mileage Plan

assumptions and change our assump ions if

facts and circumstances indicate that changc

is necessary Any such change in assumptions

could have significant effect on our financial

position and results of operations

Accounting rules require ecognition of the

overfunded or underfunded statu of an entity

defined benefit pension and other postretirement

plans as an asset or liability in the financial

statements and requires recognition of the funded

status in other comprehensive income Pension

expense is recognized on ri accrual basis over

employees approximate service periods and is

generally independent of funding cisions or

requirements We recognized expense for our

qualified defined benefit pension plans of $5

million $42 million and $50 million in 2012

2011 and 2010 respectively We expect the

2013 expense to be approximately $50 million

Ihe calculation of pension expense and the

corresponding liability quires the use of

number of important assu riptions including the

expected long term rate of return on plan assets

and the assumed discount rate Changes in

these assumptions can result in different

expense and liability amounts and future actual

experience can differ from these assumptions
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Currently our fuel hedging portfoHo consists of

crude oil call options and jet fuel refining margin

swap contracts Both call options and swaps

effectively cap our pricing for the crude oil and

refining margin components limiting our

exposure to increasing fuel prices
for about half

of our planned fuel consumptiom With the call

option contracts we still benefit from the decline

in crude oil prices as there is no future cash

exposure above the premiums we pay to enter

rnto the contracts The swap contracts do not

require an upfrorit premium but do expose us to

future cash outlays in the event actual prices are

below the swap price during the hedge period

We believe there risk in not hedging against

the possibility of fuel price increases We

estimate that 10% increasc or decrease in

crude oil prices
of December 31 2012 would

increase or decrease the fair value of our crude

oil hedge portfolio by approximately $112 million

and $35 million respectively

Our portfolio valuc of fuel hedge contracts was

$64 million at December 31 2012 compared to

portfolio value of $107 million at

December 31 2011 We do not have any

collatcral held by counterparties to these

agreements as of December 31 2012

We ontinuo to believe that our fuel hedge

program is an important part of our strategy to

reduce our expc sure to volatile fuel prices We

expect to continue to enter into these types of

contracts prospectively although significant

changes in market conditions could affect our

decisions For more discussion see Derivative

Instruments note in our consolidated financial

statements

We have exposure to market risk associated with

changes in interest rates related primarily to our

debt obligations and short term investment

portfolio Our debt obligations include variable

rate instruments which have exposure to

changes in interest rates This eAposum is

somewhat mitigated through our vaniabIerate

investment portfolio hypothetical 10% change

in the average interest rates incurred on variabk

rate debt during 2012 would correspondingly

change our net earningc and cash flows

associated with thcse items by less than $1

million In order to help mitigate the risk of

interest rate fluctuations we have fixed the

interest rates on certain existing variable rate

debt agreements Our variable rate debt

approximately 18% of our total long term debt at

December 31 2012 compared to 23% at

December 31 2011

We also have investments in marketable

securities which are exposed to market risk

associated with changes in interest rates If

short term interest rates were to average 1%

mere than they did in 2012 interest income

would increase by approximately $12 million
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The Board of Directors and Shareholders

Alaska Air Group nc

We have audited the accompanying consolidated

balance sheets of Alaska Air Group Inc and

subsidianes as of December 31 2012 and

2011 and the related consolidated statements

of operations comprehensive operations

shareholders equity and cash flows for each of

the years in the threeyear penod ended

December 31 2012 These consolidated

financial statements are the responsibdity of the

Companys management Our responsibility is to

express an opinion on those consolidated

financial statements based on our audits

We conducted our audits in accordance with the

standards of the Public Company Accounting

Oversight Board United States lhosc

standards require that we plan and perform the

audit to obtain reasonable assurance about

whether the financial statements are free

material misstatement An audit includes

examining on test basis evidence supporting

the amounts and disclosures in the financial

statements An audit also includes assessing

the accounting principles used and significant

estimates made by management as well as

evaluating the overall financial statement

presentation We believe hat our audits provide

reasonable basis for our opinion

In our opinion the consolidated financial

statements referred to above present fairly in all

material respects the financial position of

Alaska Air Group Inc and subsidiaries as of

December 31 2012 and 2011 and the results

of their operations and their cash flows for each

of the years in the threeyear period ended

December 31 2012 in conformity with

US generally accepted accounting principles

We also have audited in accordance with the

standards of the Publi Company Accounting

Oversight Board United States Alaska Air

Group Inc.s internal control over financial

reporting as of December 31 2012 based on

criteria established in Internal Control

Integrated Framework issued by the Committee

of Sponsoring Organizations of the Treadway

Commission COSO and our report dated

February 14 2013 expressed an unqualified

opinion on the effectiveness of the Companys

internal control over financial reporting

/s/ KPMG LLP

Seattle Washington

February 14 2013
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ctivities

fleet transition and restructunng rekited charges

Depreciation and amortization

Stock ba ed compensation and othc

Changes in certain assets and liabihties

Changes in fair values of open fuel hedgs contracts

Changes in deferred income taxes

lnertc deeiease in air traAic liuhilift

Increase decrease in deferred revenue

Increase decrease in other long term liabilities

Pension contribution

Other net

Net cash provided by operating activities

Cash flows from investing activities

Property and equipment addition

Aircraft arid aircraft purchase deposits

Other flight equipment

Other property dud equipment

Not cash used in investing activities

Cash flows from financing activitles

Proceeds from issuance of long tcrni debt

Proceeds from sileleaseback transactions net

Long term debt payments

Common stock repurchaaes

Proceeds and tax benefit from issuance of common stock

Terminal at LAX reimbursement

Other financing activities

Net cash used in financing activities

Net inc rease decrease in cash arid cauh equivaler8s

Cash arid cash equivalents at beginning of year

Cash and cash equivalents at end of year

Ntin 96t

Adjusti il ri inc rivid op ir

13

230

14 14
14t 145

56

32
70 29

141 151
34 17

96 553

In uim dii

uctd ml
cha bI un

ur ti rk LI uriti

Pr from Ii ion nd ri ri it

40

11

321
45

37

332

14
164

/4 106

LAX 16

Supplemental disclosure

Cash paid during the year for

Interest ire of amount capitalized

Incomc taxes

Non cash transu 4ions

Relocation credit and assets constructed ielated to lermincl at

See accompanying notes to consolidated financial statements
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one year may be Jassified as short-term based

on their highly liquid nature and because such

marketable securities represent the investment

of rash that is available for rurrent operations

All rash equivalents and short term investments

are classified as available for sale and realized

gains and losses are recorded using the specific

identification method Changes in market value

excluding other than temporary impairments are

reflected in accumulated other comprehensive

loss AOCL

Investments are considered to be impaired when

decline in fair value is judged to be other than

temporary The Company uses systematic

methodology that considers available

quantitative and qualitative evidence in

evaluating potential impairment If the cost of an

investment exceeds its fair value management

evaluates among other factors general market

conditions credit quality of debt instrument

issuers the duration and extent to which the fair

value is less than cost our intent and ability to

hold or plans to sell the investment Once

decline in fair value is determined to be other

than temporary an impairment charge is

recorded to Other net in the consolidated

statements of operations and new cost basis

in the investment is established

Aircraft and related flight equipment

Boeing 73T aircraft

Bombardier Q400

Buildings

Minor building and land improvements

Capitalized leases and leasehold improvements

Computer hardware and software

Other furniture and equipment

Related flight equipment includes rotable and

repairable spare inventories which are

depreciated over the associated fleet life unless

otherwise noted

Interest is capitalized on flight equipment

purchase deposits as cost of the related

Receivables are due on demand and consist

primarily of airline traffic including credit card

reneivablas Mileage Plan p3rtners amounts due

from other airlines related to interline

agreements government tax authorities and

other miscellaneous imounts due to the

Company and are net of an allowance for

doubtful accounts Management determines the

allowance for doubtful accounts based on known

troubled accounts and historical experience

applied to an aging of accounts

Expendable aircraft part materials and supplies

are stated at average cost and are included in

inventories and suppliesnet An obsolescence

allowance for expendable parts is accrued based

on estimated lives of the corresponding fleet

type and salvage values Surplus inventories are

carried at their net realizable value The

allowance for all non surplus expendable

invurituries was $26 iii lion end $23 million at

December 31 2012 and 2011 respectively

Inventory and suppliesnot also includes fuel

inventory of $23 million and $20 million at

December 31 2012 and 2011 respectively

Repairable and rotable aircraft parts inventories

are included in flight equipment

20 years

15 years

253O years

10 years

Shorter of lease term or

estimated useful life

years

5-10 years

asset and is depreciated over the estimated

useful life of the asset The capitalized interest

is based on the Company weighted-average

borrowing rate

Property and equipment arc recorded at cost and depreciated using the straight line method over their

estimated useful lives which are as follows
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fees and other fees are recorded on net basis

within passenger revenue in the consohdated

statements of operations Due to complex

pricing structures refund and exchange pohcies

and interline agrecments with other airhnes

certain amounts are recognized as revenue using

estimates regarding both the timing of the

revenue recognition and the amount of revenue

to be recognized These estimates are based on

the Companys historical data

Freight and mail revenues are recognized when

service is provided

Other net revenues are primarily related to the

Mileage Plan and they are recognized as

described in thc Mileage Plan paragraph

below Other net also includes certain ancillary

or non ticket revenues such as checkedbag

fees reservations fres ticket change fees om

board food and beverage sales and to much

lesser extent commissions from car and hotel

vendors and from the sales of travel

insurance rilese items re recognized as

revenue when the related services arc

provided Boardroom airport lounge

mberships are recognized as revenue over the

membership period

Alaska operates frequent flyer program

Mileage Plan that provides travel awards to

mcmbers based on accumulated mileage For

miles earned by flying on Alaska or Horizon and

through airline partners the estimated cost of

providing award travel is recognized as selling

expense and accrued as liability as miles are

earned and accumulated

Al ska also sells miles to non airline partners

suth as hotels car rental agencies and major

hank that offers Alaska Airlines affinity credit

cards The Company defers the portion of the

sales proceeds that represents the estimated

selling price of the award transportation and

recognizes that amount as revenue when the

award transportation is provided The deferred

proceeds are recognized as passenger revenue

for awards redeemed and flown on Alaska or

Horizon and as other net revenue for awards

Ii
Ii

in Ti io
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iu ii
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Ii ili
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ii rd lu
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Al il nr nu iil in
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Current LiabilItIes

Other accrued liabilities

Other Uabfflties and Credits

Deferred revenue 42$ 392
Other liabilities 17

Total $730 $680
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ESPP which features look back provision and

allows employees to purchase stock at 15%

discount All stock based compensation expense

is recorded in wages and benefits in the

consolidated statements of operations

Diluted EPS is calculated by dividing net income

by the average common shares outstanding plus

Cash and cash equIvalents

government and agency securities

Foreign government bonds

Asset back secirities

Mortgage back securities

Corporate notes and bonds

Municipal secur ties

Marketable securitIes

Total

additional common shaies that would have been

outstanding assuming the exercise of inthe

money stock options and restricted stock units

using the treasurystock method In 2012 2011
and 2010 antidilutive stock options excluded

from the calculation of were not material

2/2

51

60

137

585

23

t119 12 130

government and agency securities

Foreign governrt ent bonds

Asset back securities

Mortgage back securities

Corporate notes and bonds

Municipal securities

Marketable securities

Total

296

25

58

125

523

Unrealized losses from fixed income securities

re primarily attributable to changes in interest

rates Management does not believe any

remaining unrealized losses reprc sent other

than1emporary impairments based on our

evaluation of available evidence as of

December 31 2012

Components for cash cash equivalents and marketable securities in millions

Cash

Cash equivalents

271

I22 122

50

61

13/

571

$1241 12 $1252

Cash

Cash equivalents

Cash and cash equivalents 102 102

293

24

58

124

519

12 12

1030 12

$1132 $12 $1141

61
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Pretax effect of derivative instruments on earnings fuel hedges and AOCL interest rate swaps at

December 31 in millions

Denvative Instruments Not Designated as 9edges

Fuel hedge contracts

Losses recognized in aircraft fuel expense

Derivative Instruments Designated as Hodges
Interest ratc SWap3

Loses recognized in aircraft rent

The amounts shown as recognized in aircraft rent

for cash flow hedges interest rate swaps

represent the realized losses transferred out of

AOCL to aircraft rent amounts shown as

recognized in OCI are prior to the losses

recognized in air raft rent during the period The

Company expects $6 million to be reclassified

from OCI to aircraft rent within the next twelve

months

The Company is exposed to credit losses in the

event of non performance by counterparties to

these derivative instruments To mitigate

expoure the Company periodically reviews the

risk of counterparty nonperformance by

monitoring the absolute exposure levels and

credit ratings ihe Coripany maintaina security

agreements with number of its counterparties

which may require the Company to post collateral

if the fair value of the selected derivative

instruments fall below soec ified mark to rnai kc

thresholds The posted collater3l does not offset

the fair value of the derivative instruments and is

included in Prepaid expenses and other current

assets on the consolidated balance sheet

The Company posted collateral of $16 million

million nd nil of Doeernhor 2112
2011 and 2010 respectively the coIl fteral was

provided to one counterparty associated with the

net liability position of the interest rate swap

agreements offset by the net asset position of

the fuel hedge contracts under master netting

arrangement

Fair values of financial instruments on the consolidated balance sheet in mill ons

Assets

Marketable securities

US government securities

Foreigr government bonds

Asset back securities

Mortgagmback securities

Corporate notes and bonds

Muniepa securities

Derivatve instruments

Fuel hedge contracts

Call options

Liabilities

Derivative instruments

Fuel hedge contracts

Swap agreements

Interest rfte swap agreements

65 65

33 33

Losses recognized in other comprehensive income DCI

ED

26 17

$272 $272

51 51

62 62

131 131

585 585
23
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NOTE ASSETS CONSTRUCTED FOR OTHERS TERMINAL AT LAX
In March 2012 the Company placed into service

assets constructed for others Terminal at

LAX including new baggage system additional

gates new common use systems expansion of

security screening checkpoints and new ticket

lobby all ot which were constructed for the City

of Los Angeles and Los Angeles World Airports

LAWA Additionally the Company placed into

service proprietary renovations in the ticketing

lobby and at the new gates included in Terminal

During the fourth quarter of 2012 the

Company was reimbursed for substantially all of

tOe non proprietary renovations

For accounting and financial reporting purposes

the Company is considered to be the owners of

the assets constructed for others and did not

qualify for sale and leaseback accounting when

the non proprietary assets were transferred to

the City of Los Angeles due to the Companys

continuing involvement with the project As

result all of the costs incurred to fund the

project are included in Other property and

equipment and Ill amounts that have been and

will be reimbursed will be in Other liabilities on

in llw
ii

drt no ybi du th uh
04. 00

bi hi du throu

to

16

All of the Companys borrowin

aircraft

During 2012 the Company made scheduled debt

payments of $1 million The Company also

prepaid the full debt balance on seven

.1 libi
rn mill

rritry of

con ru cit LAX

th pr rty nd pm
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rr in iiom
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Long term debt

Less current portion

Weighted average fixed interest rate

Weighted average variable interest

r3te

2013

2014

201

01b
201/

Thereafter

Total principal payments

161

117

113
itt

116

4t4

$1 032

65i
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Deferred tax expense

Federal

State

tax

Expected tax expense

Nondeductible

expenses

State rncome taxes

Other net

Actual tax exponsr

Effective tax rate

NOTE EMPLOYEE BENEAT PLANS

Federal

Alaska

California

Oregon

Four defined benefit and five definedcontribution

retirement plans cover various employee groups

of Alaska and Horizon The defined benefit plans

provide benefits based on an employees term of

service and average compensation for

specified period of time before retirement The

qualified definedbencfit pension plans are

closed to new entrants

Accounting standards require recognition of the

overfunded or underfunded status of an entitys

defined benefit pension and other postretirement

plan as an asset or liability in the financial

statements and requires recognition of the

funded statuc in AOCL

The Companys pension plans are funded as

required by the Employee Retirement Income

Security Act of 1974 FRISA

The defined benefit plan assets consist primarily

of marketable equity and fixed income securities

The Company uses December 31

measurement date for these plans

Ii

tlcur

nil

by

otii

In ne

he Company has identified it federal tax return

and its state tax return in Alaska Oregon and

alrfurrua db rncrjon LdX jurisdictions

summary of the Companys jurisdictions and the

periods that are subject to examination are as

follows

2009 to 2011

2009 to 2011

2008 to 2011

2002 to 2Oil

The 2002 to 2001 Oregon tax returns are

subject to examInation only to the extent of net

operating loss carryforwards from those years

that were utiliied in 2010 and later years

At December 31 2012 the total amount of

unrecognized tax benefits is recorded as

liability all of which would impact the effective

tax rate Unrecognized tax benefits on uncrtain

tax positions were nut iuaterial as of

December 31 2012 2011 and 2010 No

interest or penalties related to these tax

positions were accrued as of December 31
2012
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Alaska also maintains an unfunded

noncontributory definedbenefit plan for certain

elected officers This plan uses December 31

measurement date

Discount rates of 395% and 65% were used as

of December 31 2012 and 2011 respectively

The rate of compensation increase used was

500% as of December 31 2012 and 2011

Discount rates of 465% 55% and 85%

were used for the years ended December 31
2012 2011 and 2010 respectively The rate of

compensation increase used was 7OO% per year

during the first four years of employment and

500% thereafter for the year ended

December 31 2012 The rate of compensation

increase used was 500% for the years ended

December 31 2011 and 2010

10

rc

The accumulated benefit obligation for the

combined qualified defined benefit penson plans

was $1733 million and $1483 million at

December 31 2012 and 2011 respectively The

accumulated benefit obligation for the

nonqualifed defincd hcnefit plan was $41 mllon

and $42 million at December 31 2012 and

2011 respectively
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The Company allows retirees to continue their medical dental and vision benefits by paying all or

portion of the active employee plan premium until eligible for Medicare currently age 65 This results in

subsidy to retirees because the premiums received by the Company are less than the actual cost of the

retirees claims The accumulated postretirement benefit obligation APBO for this subsidy is unfunded

This liability was determined using an assumed discount rate of 395% and 465% at December 31 2012

and 2011 respectively The Company does not believe the US Health Care Reform The Patient

Protection and Affordable Care Act and The Health Care and Education Reconciliation Act will have

significant impact on the Companys cost for postretirement medical benefits

mfftns

Plan assets at fair value

Beginning of year

Employer contributions

Benefits paid

Service cost

interest cost

Amortization of prior service

cost

Recognized actuarial gaini oss

Net periodic benefit cost

$120 $133

23

120

212 2011 2010

$5 $6 $5

$10 $15 $12

AMOUNTS NOT YET REFLECTED NET

PERODC BENERT COST AND NCLUDED
AOCL

In o0linns 212

Prior service cost

Net gain 15
$13Amount recognized in AOCL pretax

The Company uses December 31

measurement date to assess obligations

associated with the subsidy of retiree medical

costs Net periodic benefit cost for the

postretircment medical plans included the

This is an unfunded plan The Company expects

to contribute approximately $4 million to the

postretirement medical benefits plan in 2013
which is equal to the expected benefit payments

Future benefits expected to be paid over the next

ten years under the postretirement medical

benefits plan as of December 31 2012 in

millions

2013

2014

2015

2016

2017

2018 2022

Accumulated postretirement benefit obugatlon

Beginningofyear

Service cost

interest cost

Actuarial gain

Benefits paid

End of year

11

$117

End of year

5117Ford unfun

mou ni dinh nol

nmill

ru fi Ii bili or

it Ii bili

lii ility ni $1

5120

following components for the years ended

December 31 in millions

213

$2

$4

43
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Future minimum fixed payments for commitments as of December 31 2012 in milhons

rr

11

At December 31 2012 the Company had lease

contracts for 63 aircraft which have remaining

noncancelable lease terms ranging from 2013 to

2021 Of these aircraft 14 are norvoperating

Le not in the Companys fleet and subleased

to third party ca riers In 2012 the Company

entered into an agreement to sell and leaseback

three B731 700 aircraft ihe lease terms were

less than two years and qualify operating

leases The sale of the aircraft resulted in gain

of $3 million which was deterred and is being

amortized over the life of the leases to aircraft

rent expense on the consolidated statement of

operations The majority of airport and terminal

facilities are also leased Rent expense was

$275 million $275 million and $295 mill on in

2012 2011 and 2010 respectively

In 2012 the Company entered into new

agreement and modified existing agreements

with Boeing to acquire SO new 731 aircraft As

of December 31 2012 the Company is

committed to purchasing 71 B37 aircraft

including 34 737 900ER aircraft and 31 737

MAX aircratt with deliveries in 20L3 through

2022 In addition the Company has options to

purchase an adlitional 69 B737 aircraft and ten

Q400 aircraft

At December 31 2012 Alaska had CPA5 with

three carriers including the Companys wholly

owned subsidiary Horizon Beginning January

2011 Horizon sold 1009 of its capacity under

CPA with Alaska On May 14 201 SkyWest

Airlines Inc began flying certain route under

CPA with Alaska In addition Alaska has CPA

with PenAir to fly certai routes in the state of

Alaska Under 1hes cgreements Alaska pays

the carriers an amount which is based on

determination of tfleir coat of operating triose

flights and other factor intended to approximate

market rates for those rvk es Future payments

excluding Horizon are based on minimum levels

of flying by the thirdparty carriers which could

differ materially due to variable payments based

on actual levels of flying and certain costs

associated with operat ng flights such as fuel

The Company had power by the hour

maintenance agreements for all B13/ 400
B737 700 and B737 900 engines at

December 31 2012 These agreements transfer

risk to third party service providers and fix the

amount the Company pays per flight hour in

exchange for maintenance and repairs under

predetined maintenance program Future

payments are based on minimum flight hours

Accordingly payments could differ materially

based on actual flight hours

The Company is party to routine litigition

matters incidental to its business and with

respcct to which no rratenal liability is expected

Management believes the ultimate disposition of

2013

2014

2015

2016

2017

Thereafter

Total $585 $289 $2972 $98 67
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The Company has various equity incentive plans

under which it may grant stock awards to

directors officers and employees rhe Company

also has an employee stock purchase plan

ESPP

The Company is authorized to issue 18 million

shares of common stock under these plans and

as of December 31 2012 of which 9410755
shares remain availab for future grants of

either options or stock awards

Stock options to purchase common stock are

granted at the fair market value of the stock on

the date of grant The stock options granted

have terms of up to ten years

The fair value of each option grant was estimated on the date of grant using the BlackScholes option

pricing model with the following weightedaverago assumptions used for grants in the years ended

December 31

Expected volatility

Expected term

Risk free interest rate

Expected thvidend yield

Weighted average grant date fair value per share

Estimated fair value of options granted millions

the expected market price volatility is based on the historical volatility rhe expected term is based on

the estimated period of time until exercise based on historical experience The risk free interest rate is

based on the US Treasury yield curve in effect at the time of the grant Ihe dividend yield is en as

the Company does not pay dividends and has no plans to do so in the immediate future The expected

forfeiture rates are based on historical experience

in
kwr 04

id
om tin

202

85%

years

08%

203

56%

years

26%

00
55%

years

78%

$1640 903
2$
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The table below summarizes fleet transition and restructuring related expenses for the years ended

December 31 in millions

__
$28 $10

In 2011 Horizon completed its transition to an

all Q400 fleet which included the sublease of

CRJ 100 aircraft to thirdparty carrier and

removal of all residual CRJ 700 inventory

Additionally Horizon removed all Q200 aircraft

from operation in 2009 through either lease

termination or sublease In 2011 the Company

terminated the underlying subleases and sold

the remaining Q200 aircraft

NOTE 13 OPERATING SEGMENT INFORMATION

Air Group has two operating airlines Alaska

Airlines and Horizon Air Each is regulated

airline with separate management teams

Effective January 2011 Horizons business

model changed such that 100% of its capacity is

sold to Alaska under capacity purchase

agreement CPA Prior to 2011 Horizon

operated hybrid model where it sold portion

of its capacity to Alaska and had its own

passenger revenues Additionally Alaska signed

signed capacity agreement with SkyWest in

May 2011 and continued its CPA with PenAir to

manage the two operating airlines and the

revenues and expenses associated with the

CPAs management views the business in three

operating segments

Maska Mainflne-The Boeing 737 part of

Alaskas business

Aaska Reglona Alaskas shorter distance

network In this segment Alaska Regional

records actual on board passenger revenue

less costs such as fuel distribution costs

During 2010 the Company announced its

decision to outsource the remaining heavy

maintenance functions for Horizon aircraft As

result of this decision Horizon eliminated

approximately 100 positions in the maintenance

division resulting in charge for separation pay

and payments made to Horizon SkyWest

and PenAir under CPAs Additionally Alaska

Regional includes small allocation of

corporate overhead such as IT finance and

other administrative costs incurred by

Alaska and on behalf of Horizon

Horlzon Horizon operates regional aircraft

All of Horizons capacity is sold to Alaska

under CPA Expenses included those

typically borne by regional airlines such as

crew costs ownership costs and

maintenance costs

Additionally the following table reports Air

Group adjusted which is not measure

determined in accordance with GAAP The

Companys chief operating decision makers and

others in management use this measure to

evaluate operational performance and determine

resources allocations Adjustments are further

explained below in reconciling to consolidated

GAAP results

Horizon Fleet TransitionCRJ 700

Horizon Fleet Transition Q200
Horizon Restructuring

Total $39

11

13

Li
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The Board of Directors and Shareholders

Alaska Air Group nc

We have audited Alaska Air Group Incs internal

control over financial reporting as of

December 31 2012 based on criteria

established in Internal Control Integrated

Framework issued by the Committee of

Sponsoring Organizations of the Treadwa

Commission COSO Alaska Air Group Inc.s

management is responsible for maintaining

effective internal control over financial repoiting

and for its assessment of the effectiveness of

internal control over financial reporting included

in the accompanying Managements Report on

Internal Control over Financial Reporting

included in Item 9A Our responsibility is to

express an opinion on the Companys internal

control over financial reporting based on ow
audit

We conducted our audit in accordance with the

standards of the Public Company Accounting

Oversight Board United States Those

sta dards require that we plan and perform the

audit to obtain reasonable assurance about

whether effective internal control over financial

reporting was maintained in all material

respects Our audit included obtaining an

understanding of internal control over financial

reporting assessing the risk that material

weakness exsts and testing and evaluating the

design and operating effectiveness of internal

control based on the assessed risk Our audit

also included performing such other procedures

as we considered necessary in the

circumstances We believe that our audit

provides reasonable basis for our opinion

companys internal control over financial

reporting is process designed to provide

reasonable assurance regarding the reliability of

financial reporting and the preparation of

financial statements for external purposes

accordance with generally accepted accounting

principles company internal control over

financial reporting includes those policies and

procedures that pertain to the maintenance

of records that in reasonable detail accurately

and fairly reflect the transactions and

dispositions of the asaets of the company

provide reasonable dssurance that

transactions are recorded as necessary to permit

preparation of financial statements in

accordance with generally accepted accounting

principles and that receipts and expenditures of

the company are being made only in accordance

with authorizations of m3nagernent and directors

of the company and provide reasonable

assurance regarding prevention or timely

detection of unauthorized acqu sition use or

disposition of the companys assets that could

have material effect on the financial

statements

Because of its inherent limitations internal

control over financial reporting may not prevent

or detect misstatements Also projections of any

evaluation of effectivencss to future periods are

subject to the risk that controls may become

in tdequate because of changes in conditions or

that the degree of coaliance with the pohces

or procedures may deteriorate

In our opinion Alaska Air Group Inc maintained

in all material respects effective inteinal control

over financial reporting as of December 31

2012 based on criteria established in Internal

Control Integrated Framework issued by the

Committee of Sponsoring Organizations of the

Tre idway Commission

We also have audited accordance with the

standards of the Public Company Accounting

Oversight Board United States the

consolidated balance sheets of Alaska Air Group

Inc and subsidiaries as of December 31 201

and 2011 and the related consolidatcd

statements of operations comprehensive

operations shareholders equity and cash flows

for each of the years in the thiee year period

eflded December 31 2012 and our report dated

February 14 2013 expressed an unqualified

opinion on those consolidated financial

statements

/s/ KPMG LLP

Seattle Washington

February 14 2013
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PART UI

Equity compensation plans apprnved by

secunty holders

Equity compensation plans not

approved by security holders

Fotal

7751451

175145

2099 9410 55

Not applicable

20 99 9410755

Of these shares 652180 subject to options then outstanding under the 2008 Plan and 83.3 421 were subj to

outstanding restricted perforniance and defr rred stock unit awards granted under tile 2008 Plar In addition 281.9 t4 were

subject to options then outstanding under the 2004 Plan and 5600 shares were ibject to options then outstanding under

the 1999 Plan Outstanding performance awards are reflected in the table assuming that the tsrget level of performance wil

be auhieeJ No ew award of grant nra be iade order the 2004 PLr or the l99 Pi

This number does not reflrct the 83341 shares th were lublect to outstanding stock unit awards gra rted under the 2008

Plan

Of the aggregate number of shares that remained available for future issuance 5692 760 shares were available under the

2008 Plan and 718 005 shares were lvcilable under the ESPP Subject to certain exp ens limits of the 2008 Plan shares

available for award purposes under thc 2008 Plan generally may be used for any typ of award thoriied under that plan

including options stock appreciation rights and other forms nf awards granted or denorn nated ci shares of our comm

stock including without limitation stock bonuses restrictr stock restricted stock ur its and perfor nance shares Full value

share issued under the 2008 Plan are counted against the share limit as share for evs rt re share issued his table

does not give effct to that rule

See Executive Officers of the Regist ant under Item ut.r Busine Dart cf this Form 10 for

information on the executive officers of Air Group and its subsidiaries as provided herein the

remainder of the information required by this item is incorporated herein by reference from the definitive

Proxy Statement for Air Group 2013 Annual Meeting of Stockholders to be fi od with the Securities

and Exchange Commission within 120 days after the end of the fiscal year ended December 31 2012

hereinafter referred to as our 2013 Proxy Statement

The information required by this item is incorporated herein by reference from our 2013 Proxy

Statement
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PART IV

ITEM 15 EXHIBITS

The following documents are filed as part of this report

Exhibits See Exhibit Index

1851



SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the

registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly

authorized

ALASKA AIR GROUP INC

By /s/ BRADLEY TILDEN

Bradley Tilden

President and Chief Executive Officer

Date February 14 2013

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed

below by the following persons on February 14 2013 on behalf of the registrant and in the capacities

indicated

Is BRADLEY TILDEN

Bradley Tilden

/s BRAND0N PEDERsEN

Brandon Pedersen

/s/ WILLIAM AVER

William Ayer

/5/ PATRICIA BEDIENT

Patricia Bedlent

/s/ MARION BLAKEY

Marion Blakey

/s/ PHYLLIS CAMPBELL

Phyllis Campbell

/s/ JESSIE KNIGHT JR

Jessie Knight Jr

/s/ MARC LANGLAND

Marc Langland

/s/ DENNIS MADSEN

Dennis Madsen

/s/ BYRoN MALL0U

Byron Maiiott

/5/ KENNETH THOMPSON

Kenneth Thompson

/S/ Eic YEAMAN

Eric Yeaman

President and Chief Executive Officer

Principal Executive Officer

Vice President/Finance and Chief Financial

Officer

Principal Financial and Accounting Officer

Chairman

Director

Director

Director

Director

Director

Director

Director

Director

Director
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EXHIBIT INDEX

Certain of the following exhibits have heretofore been filed with the Securities and Exchange

Commission and are incorporated by reference from the documents below Certain others are filed

herewith The exhibits are numbered in accordance with Item 601 of Regulation S-K

Date of

Exhibit Exhibit First Exhibit Flie

Number Description Form Flung Number Number

3.1 Amended and Restated Certificate of 10-Q August 3i

Incorporation of Registrant 2006

3.2 Bylaws of Registrant as amended April 30 8-K May

2010 2010

10.2 Credit Agreement dated March 31 2010 10-Q August 11 10.1

among Alaska Airlines Inc as borrower Wells 2010

Fargo Capital Finance LLC as agent U.S Bank

National Association as documentation agent

and other lenders

10.3 Credit Agreement dated March 31 2010 10-Q May 10.2

among Alaska Airlines Inc as borrower 2010

Citibank N.A as administrative agent Bank of

America N.A as syndication agent and other

lenders

10.4 Aircraft General Terms Agreement dated June 10-Q August 10.1

15 2005 between the Boeing Company and 2005

Alaska Airlines Inc

10.5 Purchase Agreement No 2497 dated June 15 10-Q August 10.2

2005 between the Boeing Company and 2005

Alaska Airlines Inc

10.6 Supplemental Agreement No 23 to Purchase 10-Q/A August 10.1

Agreement No 2497 between The Boeing 2011

Company and Alaska Airlines Inc

10.7t Supplemental Agreement No 29 to Purchase 10-K February 14 10.1

Agreement No 2497 between The Boeing 2013

Company and Alaska Airlines Inc

10.8t Purchase Agreement No 3866 between The 10-K February 14 10.2

Boeing Company and Alaska Airlines Inc 2013

10.9 Supplement to Master Purchase Agreement 10-Q November 10.1

dated October 18 2005 between Horizon Air 2005

Industries Inc and Bombardier Inc
Li

10.10 Alaska Air Group Performance Based Pay Plan 8-K February 10.1

formerly Management Incentive Plan as 2010

amended and restated December 2009

10.11 Alaska Air Group Inc 2008 Performance 8-K May 22 10.1

Incentive Plan 2008

871



10.12 Alaska Air Group Inc 2008 Performance 8-K May 22 10.2

Incentive Plan Form of Nonqualified Stock 2008

Option Agreement

10.13 Alaska Air Group Inc 2008 Performance 8-K May 22 10.3

Incentive Plan Form of Stock Unit Award 2008

Agreement

10.14 Alaska Air Group Inc 2008 Performance 8-K May 22 10.4

Incentive Plan Form of Director Deferred Stock 2008

Unit Award Agreement

10.15 Alaska Air Group Inc 2008 Performance 8-K February 10.1

Incentive Plan Nonqualified Stock Option 2009

AgreementIncentive Award

10.16 Alaska Air Group Inc 2008 Performance 8-K February 10.2

Incentive Plan Stock Unit Award 2009

AgreementIncentive Award

10.17 Alaska Air Group Inc 2008 Performance 8-K February 10.1

Incentive Plan Stock Unit Award Agreement 2010

10.18 Alaska Air Group Inc 2008 Performance 8-K February 10.2

Incentive Plan Nonqualified Stock Option 2010

Agreement

10.19 Nonqualified Deferred Compensation Plan as 1O-Q August 10.1

amended 2011

10.20 2008 Performance Incentive Plan Form of 10-Q August 10.3

Nonqualified Stock Option Agreement as 2011

amended

10.21 2008 Performance Incentive Plan Form of IO-Q August 10.4

Performance Stock Unit Award Agreement as 2011

amended

10.22 2008 Performance Incentive Plan Form of 10-Q August 10.5

Stock Unit Award Agreement as amended 2011

10.23 2008 Performance Incentive Plan Form of 1O-Q August 10.6

Stock Unit Award Agreement Incentive Award 2011

as amended

10.24 Alaska Air Group Inc 2004 Long-Term 10-K February 25 10.2

Incentive Plan and original form of stock option 2005

and restricted stock unit agreements

10.25 Alaska Air Group Inc 2004 Long-Term 10-K February 20 10.8.1

Incentive Plan Nonqualified Stock Option 2008

Agreement

10.26 Alaska Air Group Inc 2004 Long-Term 10-K February 20 10.8.2

Incentive Plan Stock Unit Award Agreement 2008

10.27 Alaska Air Group Inc 2004 Long-Term 8-K February 14 10.3

Incentive Plan Performance Stock Unit Award 2008

Agreement
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10.28 Alaska Air Group Inc 1999 Long-Term S-8 September 22 99.1 333-87563

Incentive Equity Plan 1999

10.29 Alaska Air Group Inc 1997 Non Officer S-8 November 10 99.2 333-39889

Long-Term Incentive Equity Plan 1997

10.30 Alaska Air Group Inc 1996 Long-Term S-S August 99.1 333-09547

Incentive Equity Plan 1996

10.31 Alaska Air Group Inc Non Employee S-8 August 15 99.1 333-33727

Director Stock Plan 1997

10.32 Alaska Airlines Inc and Alaska Air Group 10-K February 10 10.2

Inc Supplementary Retirement Plan for 1998

Elected Officers as amended

November 1994

10.33 Alaska Air Group Inc 1995 Elected S-I September 23 10.1 333-107177

Officers Supplementary Retirement Plan 2003

as amended by First Amendment to the

Alaska Air Group Inc 1995 Elected

Officers Supplementary Retirement Plan

and Second Amendment to the Alaska Air

Group Inc 1995 Elected Officers

Supplementary Retirement Plan

10.34 1995 Elected Officers Supplementary 1O-Q August 10.2

Retirement Plan as amended 2011

10.35 Form of Alaska Air Group Inc Change of 10-K February 20 10.2

Control Agreement for named executive 2008

officers as amended and restated

November 28 2007

10.36 Alaska Air Group Inc Nonqualified 10-K February 20 10.2

Deferred Compensation Plan as 2008

amended and restated on December

2005

21-f- Subsidiaries of Registrant

23.1-f- Consent of Independent Registered Public

Accounting Firm KPMG LLP

31.11- Certification of Chief Executive Officer

Pursuant to Section 302 of the Sarbanes

Oxley Act of 2002

31.21- Certification of Chief Financial Officer

Pursuant to Section 302 of the Sarbanes

Oxley Act of 2002

32.11- Certification of Chief Executive Officer

Pursuant to 18 U.S.C Section 1350 as

adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002
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32.2t Certification of Chief Financial Officer

Pursuant to 18 U.S.C Section 1350 as

adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002

1O1.INS1 XBRL Instance Document

1O1.SCHt XBRL Taxonomy Extension Schema

Document

1O1.CALt XBRL Taxonomy Extension Calculation

Linkbase Document

101.DEFt XBRL Taxonomy Extension Definition

Linkbase Document

101.LABt XBRL Taxonomy Extension Label Linkbase

Document

101.PREt XBRL Taxonomy Extension Presentation

Lirikbase Document

Filed herewith

Indicates management contract or compensatory plan or arrangement

Pursuant to 17 CFR 240.24b-2 confidential information has been omitted and filed separately with the Securities and

Exchange Commission pursuant to Confidential Treatment Application filed with the Commission
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EXHIBIT 31.1

CERTIFICATIONS

Bradley Tilden certify that

have reviewed this annual report on Form 10-K of Alaska Air Group Inc for the period ended

December 31 2012

Based on my knowledge this report does not contain any untrue statement of material fact or

omit to state material fact necessary to make the statements made in light of the circumstances

under which such statements were made not misleading with respect to the period covered by this

report

Based on my knowledge the financial statements and other financial information included in this

report fairly present in all material respects the financial condition results of operations and cash

flows of the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e

and internal control over financial reporting as defined in Exchange Act Rules 13a-15f and

15d-15f for the registrant and we have

Designed such disclosure controls and procedures or caused such disclosure controls and

procedures to be designed under our supervision to ensure that material information relating

to the registrant including its consolidated subsidiaries is made known to us by others within

those entities particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over

financial reporting to be designed under our supervision to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and

presented in this report our conclusions about the effectiveness of the disclosure controls and

procedures as of the end of the period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control over financial reporting

that occurred during the registrants fourth fiscal quarter that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial reporting

and

The registrants other certifying officers and have disclosed based on our most recent evaluation

of internal control over financial reporting to the registrants auditors and the audit committee of

the registrants board of directors

all significant deficiencies and material weaknesses in the design or operation of internal

control over financial reporting which are reasonably likely to adversely affect the registrants

ability to record process summarize and report financial information and

any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

February 14 2013 By IS/ BRADLEY TILDEN

Bradley TIlden

President and Chief Executive Officer



EXHIBIT 31.2

CERTIFICATIONS

Brandon Pedersen certify that

have reviewed this annual report on Form 10-K of Alaska Air Group Inc for the period ended

December 31 2012

Based on my knowledge this report does not contain any untrue statement of material fact or

omit to state material fact necessary to make the statements made in light of the circumstances

under which such statements were made not misleading with respect to the period covered by this

report

Based on my knowledge the financial statements and other financial information included in this

report fairly present in all material respects the financial condition results of operations and cash

flows of the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e
and internal control over financial reporting as defined in Exchange Act Rules 13a-15f and

15d-15f for the registrant and we have

Designed such disclosure controls and procedures or caused such disclosure controls and

procedures to be designed under our supervision to ensure that material information relating

to the registrant including its consolidated subsidiaries is made known to us by others within

those entities particularly during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over

financial reporting to be designed under our supervision to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles

Evaluated the effectiveness of the registrants disclosure controls and procedures and

presented in this report our conclusions about the effectiveness of the disclosure controls and

procedures as of the end of the period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control over financial reporting

that occurred during the registrants fourth fiscal quarter that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial reporting

and

The registrants other certifying officers and have disclosed based on our most recent evaluation

of internal control over financial reporting to the registrants auditors and the audit committee of

the registrants board of directors

all significant deficiencies and material weaknesses in the design or operation of internal

control over financial reporting which are reasonably likely to adversely affect the registrants

ability to record process summarize and report financial information and

any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

February 14 2013 By IS BRANDON PEDERSEN

Brandon Pedersen

chief Financial Officer



EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C SECTION 1350 AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Alaska Air Group Inc the Company on Form 10-K for the

period ended December 31 2012 as filed with the Securities and Exchange Commission on the date

hereof the Report Bradley Tilden President and Chief Executive Officer of the Company certify

pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of

2002 that

The Report fully complies with the requirements of Section 13a or 15d of the Securities

Exchange Act of 1934 as amended and

The information contained in the Report fairly presents in all material respects the

financial condition and results of operations of the Company

By /5/ BRADLEY TILDEN

Bradley Tilden

President and chief Executive Officer

February 14 2013



EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C SECTION 1350 AS ADOPTED

PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Alaska Air Group Inc the Company on Form 10-K for the

period ended December 31 2012 as filed with the Securities and Exchange Commission on the date

hereof the Report Brandon Pedersen Chief Financial Officer of the Company certify pursuant

to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

that

The Report fully complies with the requirements of Section 13a or 15d of the Securities

Exchange Act of 1934 as amended and

The information contained in the Report fairly presents in all material respects the

financial condition and results of operations of the Company

By /s/ BRANDON PEDERSEN

Brandon Pedersen

Chief Financial Officer

February 14 2013
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Corporate Profile Investor Information

Alaska Air Group Inc is the

holding company for Alaska Airlines

and Horizon Air Seattle-based

carriers that collectively serve 95

destinations in the United States

Canada and Mexico Alaska Air

Group was organized as Delaware

corporation in 1985

Alaska Airlines Inc an Alaska

corporation founded in 1932 is

noted for its award-winning

customer service industry-leading

on-time performance technological

innovation and environmental

stewardship Alaska provides

scheduled air service for about

18.5 million passengers annually to

64 destinations The carrier serves

destinations in Alaska Arizona

California Florida Idaho Missouri

Montana Nevada Oregon Texas

and Washington as well as Atlanta

Boston Chicago Denver

Minneapolis/St Paul Newark

Philadelphia St Louis Washington

D.C Salt Lake City and four major

Hawaiian islands Alaska also

provides service to British Columbia

and Alberta Canada and to eight

destinations in Mexico Its hubs are

Anchorage Seattle Portland and Los

Angeles

Horizon Air Industries Inc

Washington corporation organized in

1981 is noted for its outstanding

operational performance Horizon

Air is regional carrier and performs

all of its flying for Alaska Airlines

under capacity purchase

arrangement Horizon serves nearly

seven million passengers annually

Its hubs are Seattle and Portland

Corporate Headquarters

19300 International Blvd

Seattle Washington 98188

Telephone 206 392-5040

Mailing Address P.O Box 68947

Seattle Washington 98168-0947

Transfer Agent and Registrar

Computershare Trust Company N.A

P.O Box 43078

Providence RI 02940-3078

Telephone 1-877-282-1168

Internet http//www.computershare.com/inve5t0r
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Seattle Washington
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