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19300 International Boulevard, Seattle, Washington 98188
Telephone: (206) 392-5040

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

Indicate by check mark whether the registrant has submitted 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 S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,”
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Exchange Act. ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.): Yes
“No x
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As used in this Form 10-Q, the terms “Air Group,” the “Company,” “our,” “we” and "us" refer to Alaska Air Group, Inc. and
its subsidiaries, unless the context indicates otherwise. Alaska Airlines, Inc., Virgin America Inc., and Horizon Air
Industries, Inc. are referred to as “Alaska,” “Virgin America” and “Horizon” and together as our “airlines.”
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Cautionary Note Regarding Forward-Looking Statements

In addition to historical information, this Form 10-Q contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, Section 21E 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 describe future events or trends and that do not relate solely to historical matters. You can generally 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 Company’s present expectations. Some of the things that could cause
actual results to differ from our expectations are:

"non

the competitive environment in our

industry;
changes in our operating costs, including fuel, which can be volatile;
our ability to meet our cost reduction goals;
our ability to achieve anticipated synergies and timing thereof in connection with our acquisition of Virgin America;
our ability to successfully integrate the operations of Virgin America into those of Alaska;
{abor disputes and our ability to attract and retain qualified personnel;
operational disruptions;
eeneral economic conditions, including the impact of those conditions on customer travel behavior;
the concentration of our revenue from a few key markets;
an aircraft accident or incident;
actual or threatened terrorist attacks, global instability and potential U.S. military actions or activities;
our reliance on automated systems and the risks associated with changes made to those systems;
changes in laws and regulations.

You should not place undue reliance 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 disclaim any obligation to issue any updates or revisions to
our forward-looking statements, even if subsequent events cause our expectations to change regarding the matters
discussed in 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 a discussion of these and other
risk factors, see Item 1A. "Risk Factors” of the Company’s annual report on Form 10-K for the year ended

December 31, 2017, and Item 1A. "Risk Factors" included herein. Please consider our forward-looking statements in
light of those risks as you read this report.
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PART I
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
ALASKA AIR GROUP, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (unaudited)

) iy March 31, December 31,
(in millions)

2018 2017
ASSETS
Current Assets
Cash and cash equivalents $177 $ 194
Marketable securities 1,351 1,427
Total cash and marketable securities 1,528 1,621
Receivables—net 350 341
Inventories and supplies—net 62 57
Prepaid expenses and other current assets 174 133
Total Current Assets 2,114 2,152
Property and Equipment
Aircraft and other flight equipment 7,567 7,559
Other property and equipment 1,287 1,222
Deposits for future flight equipment 560 494

9,414 9,275
Less accumulated depreciation and amortization 3,011 2,991
Total Property and Equipment—Net 6,403 6,284
Goodwill 1,943 1,943
Intangible assets 132 133
Other noncurrent assets 256 234
Other Assets 2,331 2,310
Total Assets $10,848 $ 10,746

Certain historical information has been adjusted to reflect the adoption of new accounting standards. See
accompanying notes to condensed consolidated financial statements.
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ALASKA AIR GROUP, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (unaudited)

) iy March 31, December 31,
(in millions, except share amounts)

2018 2017
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Accounts payable $102 $ 120
Accrued wages, vacation and payroll taxes 299 418
Air traffic liability 1,122 806
Other accrued liabilities 433 400
Deferred revenue 649 635
Current portion of long-term debt 387 307
Total Current Liabilities 2,992 2,686
Long-Term Debt, Net of Current Portion 2,062 2,262
Other Liabilities and Credits
Deferred income taxes 372 370
Deferred revenue 1,102 1,090
Obligation for pension and postretirement medical benefits 458 453
Other liabilities 423 425
2,355 2,338

Commitments and Contingencies

Shareholders' Equity

Preferred stock, $0.01 par value, Authorized: 5,000,000 shares, none issued or outstanding — —
Common stock, $0.01 par value, Authorized: 400,000,000 shares, Issued: 2018 - 130,378,645

shares; 2017 - 129,903,498 shares, Outstanding: 2018 - 123,350,124 shares; 2017 - 1 1
123,060,638 shares
Capital in excess of par value 190 164
Treasury stock (common), at cost: 2018 - 7,028,521 shares; 2017 - 6,842,860 shares (531 ) (518 )
Accumulated other comprehensive loss (440 ) (380 )
Retained earnings 4,219 4,193

3,439 3,460
Total Liabilities and Shareholders' Equity $10,848 $ 10,746

Certain historical information has been adjusted to reflect the adoption of new accounting standards. See
accompanying notes to condensed consolidated financial statements.
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ALASKA AIR GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (unaudited)

Three Months

Ended March 31,
(in millions, except per share amounts) 2018 2017
Operating Revenues
Passenger revenue $1,685 $1,602
Mileage plan other revenue 107 100
Cargo and other 40 38
Total Operating Revenues 1,832 1,740
Operating Expenses
Wages and benefits 536 450
Variable incentive pay 39 31
Aircraft fuel, including hedging gains and losses 409 339
Aircraft maintenance 107 87
Aircraft rent 74 65
Landing fees and other rentals 126 115
Contracted services 81 81
Selling expenses 78 83
Depreciation and amortization 94 90
Food and beverage service 50 45
Third-party regional carrier expense 37 27
Other 141 131
Special items—merger-related costs 6 39
Special items—other 25 —
Total Operating Expenses 1,803 1,583
Operating Income 29 157
Nonoperating Income (Expense)
Interest income 8 7
Interest expense 24 HY@25 )
Interest capitalized 5 4
Other—net 12 ) (1 )
Total Nonoperating Income (Expense) 23 HYas )
Income Before Income Tax 6 142
Income tax expense 2 49
Net Income $4 $93
Basic Earnings Per Share: $0.03  $0.75
Diluted Earnings Per Share: $0.03 $0.75
Shares used for computation:
Basic 123.155 123.495
Diluted 123.630 124.299
Cash dividend declared per share: $0.32  $0.30

Certain historical information has been adjusted to reflect the adoption of new accounting standards. See
accompanying notes to condensed consolidated financial statements.
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ALASKA AIR GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE OPERATIONS (unaudited)

Three
Months
Ended
March
31,
(in millions) 20182017
Net Income $4 $93
Other Comprehensive Income (Loss):
Related to marketable securities:
Unrealized holding gain (loss) arising during the period (13 3
Reclassification of (gain) loss into Other—net nonoperating income (expense  —
Income tax effect 3 1)
Total 8)2
Related to employee benefit plans:
Reclassification of net pension expense into Wages and benefits
Income tax effect 2)2 )
Total 5 4
Related to interest rate derivative instruments:
Unrealized holding gain (loss) arising during the period 6 1
Reclassification of (gain) loss into Aircraft rent 1 —
Income tax effect 2)a )
Total 5 —
Other Comprehensive Income 2 6
Comprehensive Income $6 $99

Certain historical information has been adjusted to reflect the adoption of new accounting standards. See
accompanying notes to condensed consolidated financial statements.
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ALASKA AIR GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

Three
Months
Ended March
31,
(in millions) 2018 2017
Cash flows from operating activities:
Net income $4  $93
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 94 90
Stock-based compensation and other 8 13
Changes in certain assets and liabilities:
Changes in deferred tax provision 2 44
Increase in air traffic liability 316 364
Increase in deferred revenue 26 31
Other—net (144 ) (165)
Net cash provided by operating activities 306 470
Cash flows from investing activities:
Property and equipment additions:
Aircraft and aircraft purchase deposits (135) (160)
Other flight equipment 29 ) 20 )
Other property and equipment (71 ) (36 )
Total property and equipment additions, including capitalized interest (235) (216 )
Purchases of marketable securities (238 ) (557)
Sales and maturities of marketable securities 301 285
Other investing activities 8 —
Net cash used in investing activities (164 ) (488 )
Cash flows from financing activities:
Long-term debt payments (120 ) (101)
Common stock repurchases (12 ) —
Dividends paid 39 ) @37 )
Other financing activities 15 11
Net cash used in financing activities (156 ) (127)
Net increase (decrease) in cash, cash equivalents, and restricted cash (14 ) (145)
Cash, cash equivalents, and restricted cash at beginning of year 197 328
Cash, cash equivalents, and restricted cash at end of the period $183 $183
Cash paid during the period for:
Interest (net of amount capitalized) $24  $26
Income taxes — 2
Reconciliation of cash, cash equivalents, and restricted cash at end of the period
Cash and cash equivalents $177 $183
Restricted cash included in Prepaid expenses and other current assets 6 —
Total cash, cash equivalents, and restricted cash at end of the period $183 $183

Certain historical information has been adjusted to reflect the adoption of new accounting standards. See
accompanying notes to condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)
NOTE 1. GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Basis of Presentation

The condensed consolidated financial statements include the accounts of Air Group, or the Company, and its primary
subsidiaries, Alaska, Horizon, and Virgin America. Our condensed consolidated financial statements also include
McGee Air Services, a ground services subsidiary of Alaska. The Company conducts substantially all of its operations
through these subsidiaries. All significant intercompany balances and transactions have been eliminated. These
financial statements have been prepared in accordance with accounting principles generally accepted in the United
States (GAAP) for interim financial information. Consistent with these requirements, this Form 10-Q does not include
all the information required by GAAP for complete financial statements. It should be read in conjunction with the
consolidated financial statements and accompanying notes in the Form 10-K for the year ended December 31, 2017.
In the opinion of management, all adjustments have been made that are necessary to fairly present the Company’s
financial position as of March 31, 2018 and the results of operations for the three months ended March 31, 2018 and
2017. Such adjustments were of a normal recurring nature.

Certain reclassifications have been made to prior year financial statements to conform to classifications used in the
current year.

In preparing these statements, the Company is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent liabilities, as well as the reported amounts of
revenues and expenses. Due to seasonal variations in the demand for air travel, the volatility of aircraft fuel prices,
changes in global economic conditions, changes in the competitive environment and other factors, operating results
for the three months ended March 31, 2018 are not necessarily indicative of operating results for the entire year.

Recently Issued Accounting Pronouncements

In February 2016, the FASB issued ASU 2016-02, "Leases (Topic 842)," which requires lessees to recognize assets
and liabilities for leases currently classified as operating leases. Under the new standard a lessee will recognize a
liability on the balance sheet representing the lease payments owed, and a right-of-use-asset representing its right to
use the underlying asset for the lease term. For leases with a term of 12 months or less, a lessee is permitted to make
an accounting policy election not to recognize lease assets and lease liabilities.

At this time, the Company believes the most significant impact to the financial statements will relate to the recording
of a right of use asset and related liability associated with leased aircraft. Other leases, including airports and real
estate, equipment, software and other miscellaneous leases continue to be assessed for impact as it relates to the ASU.
In March 2018, the FASB approved amendments to Topic 842 that would give companies an alternative transition
method which would not require adjusting comparative period financial information. The ASU codification of this
new transition method has not yet been issued, but the Company will consider the alternative in greater detail upon
issuance. The new standard is effective for the Company on January 1, 2019.

In November 2016, the FASB issued ASU 2016-18, "Statement of Cash Flows—Restricted Cash (Topic 230)" related to
the presentation of restricted cash on the statement of cash flows, and within the accompanying footnotes. The
Company adopted the standard effective January 1, 2018.

In August 2017, the FASB issued ASU 2017-12, "Derivatives and Hedging (Topic 815): Targeted Improvements to
Accounting for Hedging Activities." The ASU expands the activities that qualify for hedge accounting and simplifies

12
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the rules for reporting hedging relationships. The ASU is effective for the Company beginning January 1, 2019. The
Company will not early adopt the standard.

In February 2018, the FASB issued ASU 2018-02, "Income Statement—Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income." The standard allows a
reclassification from accumulated other comprehensive income (AOCI) to retained earnings for stranded tax effects
resulting from the Tax Cuts and Jobs Act. The amount of the reclassification is the difference between the amount
initially recorded directly to other comprehensive income at the previously enacted U.S. federal corporate income tax
rate that remains in AOCI and the amount that would have been recorded directly to other comprehensive income

using the newly enacted U.S. federal income tax rate. The standard is effective for interim and annual reporting

periods beginning after December 15, 2018, and early adoption is permitted. The Company elected to early adopt the
standard effective January 1, 2018. As a result, retained

9
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earnings increased approximately $62 million due to the reclassification of tax effects in AOCI recorded in prior
periods at previously enacted tax rates.

NOTE 2. RECENTLY ADOPTED ACCOUNTING PRONOUNCEMENTS
Revenue Recognition and Retirement Benefits Accounting Standards

In May 2014, the FASB issued ASU 2014-09, "Revenue from Contracts with Customers (Topic 606)." The Company
adopted the new standard as of January 1, 2018, utilizing a full retrospective transition method. Adoption of the new
standard resulted in changes to accounting policies for revenue recognition related to frequent flyer activity, certain
ancillary revenues such as change fees, air traffic liabilities, and sales and marketing expenses. As a result of adoption,
the Company also changed certain financial statement line item disclosure captions. See Note 3 for a discussion of the
impact of this standard.

Although less significant, in March 2017 the FASB issued ASU 2017-07, "Compensation - Retirement Benefits
(Topic 715)," which requires the Company to present the service cost component of net periodic benefit cost as Wages
and benefits in the statement of operations. The Company adopted the new standard as of January 1, 2018, utilizing a
full retrospective transition method. Under this new standard, all components of net periodic benefit cost are presented
in Nonoperating income (expense), except service cost, which remains in Wages and benefits.

Certain line item captions on the balance sheet and statement of operations changed as a result of the newly
implemented standards. Accordingly, historical financial information presented below as reported has been presented
using the new captions. The cumulative impact to retained earnings at January 1, 2016 as a result of the new revenue
recognition standard was $171 million. Below are the impacts of these newly adopted accounting standards to the
financial statements.

Consolidated balance sheet as of December 31, 2017 (in millions):
December 31, 2017

Adjustments
As - gevenue .
Repor'ﬁecognition Adjusted
Current Assets:
Prepaid expenses and other current assets $127 $ 6 $ 133
Current Liabilities:
Air traffic liability 937 (131 ) 806
Deferred revenue 518 117 635
Other liabilities and credits:
Deferred income taxes 454 (84 ) 370
Deferred revenue 699 391 1,090
Other liabilities 451 (26 ) 425
Shareholders' Equity:
Retained earnings 4,454 (261 ) 4,193
10
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Condensed consolidated statement of operations for the three months ended March 31, 2017 (in millions):
Three Months Ended March 31, 2017
Adjustments Adjustments

As _Revenue - Retirement .
ReportedReoognition Benefits Adjusted
Operating Revenues
Passenger Revenue $1,484 $ 118 $ — $1,602
Mileage plan other revenue 119 (19 ) — 100
Cargo and other revenue 146 (108 ) — 38
Total Operating Revenue 1,749 (9 ) — 1,740
Operating Expenses
Wages and benefits 448 — 2 450
Selling expenses 81 2 — 83
Special items—merger-related costs 40 ¢! ) — 39
All other operating expenses 1,011 — — 1,011
Total Operating Expenses 1,580 1 2 1,583
Operating Income 169 (10 ) (2 ) 157
Nonoperating Income (Expense)
Other—net 3 ) — 2 (1 )
All other nonoperating income (expense) (14 ) — — (14 )
17 ) — 2 (15 )
Income (loss) before income tax 152 (10 ) — 142
Income tax expense (benefit) 53 4 ) — 49
Net Income (Loss) $99 $ 6 ) $ — $93

11
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Condensed consolidated statement of cash flows for the three months ended March 31, 2017 (in millions):
Three Months Ended March 31, 2017
Adjustments - Revenue

As Reported Recognition

As Adjusted

Cash flows from
operating activities:
Net income $ 99 (6 ) $ 93

Adjustments to
reconcile net
income to net cash
provided by
operating activities:
Depreciation and
amortization
Stock-based
compensation and 13 — 13
other

Changes in certain

assets and

liabilities:

Changes in

deferred tax 48 4 ) 44
provision
Increase in air
traffic liability
Increase in deferred | 30 31
revenue

Other—net (150 ) (15 ) (165 )
Net cash provided

by operating 470 — 470

activities

90 — 90

369 5 ) 364

Netcashusedin - qg ) — (488 )
Investing activities
Netcashusedin - ) — (127 )
financing activities
Net increase
(decrease) in cash
and cash
equivalents

Cash and cash
equivalents at 328 — 328
beginning of year

Cash and cash

equivalents at end $ 183 — $ 183
of the period

(145 ) — (145 )

16
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NOTE 3. REVENUE

Ticket revenue is recorded as Passenger revenue, and represents the primary source of the Company's revenue. Also
included in Passenger revenue are passenger ancillary revenues such as bag fees, on-board food and beverage, ticket
change fees, and certain revenue from the frequent flyer program. Mileage plan™ other revenue includes brand and
marketing revenue from our co-branded credit card and other partners and certain interline frequent flyer revenue, net
of commissions. Cargo and other revenue includes freight and mail revenue, and to a lesser extent, other ancillary
revenue products such as lounge membership and certain commissions.

The Company disaggregates revenue by segment in Note 9. The level of detail within the Company’s statements of
operations, segment disclosures, and in this footnote depict the nature, amount, timing and uncertainty of revenue and
how cash flows are affected by economic and other factors.

Passenger Ticket and Ancillary Services Revenue

The primary performance obligation in a typical passenger ticket is to provide air travel to the Company’s passengers.
Ticket revenue is collected in advance of travel and recorded as Air Traffic Liability (ATL) on the consolidated
balance sheets. The Company satisfies its performance obligation and recognizes ticket revenue on each flight
segment when the transportation is provided.

Ancillary passenger revenues relate to items such as checked-bag fees, ticket change fees, and on-board food and

beverage sales, all of which are provided at time of flight. As such, the obligation to perform these services is satisfied
at the time of travel and is recorded with ticket revenue in Passenger revenue.

12
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Revenue is also recognized for tickets that are expected to expire unused, a concept referred to as “passenger ticket
breakage.” Passenger ticket breakage is recorded in advance of the flight date using estimates based on the Company’s
historical experience of expired tickets, and other facts such as program changes and modifications.

In addition to selling tickets on its own marketed flights, the Company has interline agreements with partner airlines
where it sells multi-city tickets with one or more segments of the trip flown by a partner airline, or it operates a
connecting flight sold by a partner airline. Each segment in a connecting flight represents a separate performance
obligation. Revenue on segments sold and operated by the Company is recognized as Passenger revenue in the gross
amount of the allocated ticket price when the travel occurs, while the commission paid to the partner airline is
recognized as a selling expense when the related transportation is provided. Revenue on segments operated by a
partner airline is deferred for the full amount of the consideration received at the time the ticket is sold and, once the
segment has been flown the Company records the net amount, after compensating the partner airline, as Cargo and
other revenue.

A portion of revenue from the Mileage Plan™ program is recorded in Passenger revenue. As members are awarded
mileage credits on flown tickets, these credits become a distinct performance obligation to the Company. The
Company allocates the transaction price to each performance obligation identified in a passenger ticket contract on a
relative standalone selling price basis. The standalone selling price for loyalty mileage credits issued is discussed in
the Loyalty Mileage Credits section of this Note below. The amount allocated to the mileage credits is deferred on the
balance sheet. Once a member travels using a travel award redeemed with mileage credits on one of the Company's
airline carriers, the revenue associated with those mileage credits is recorded as Passenger revenue.

Taxes collected from passengers, including transportation excise taxes, airport and security fees and other fees, are
recorded on a net basis within passenger revenue in the consolidated statements of operations.

Passenger revenue recognized in the condensed consolidated statements of operations (in millions):

Three Months

Ended March

31,

2018 2017
Passenger ticket revenue, including ticket breakage and net of taxes and fees $1,428 $1,358
Passenger ancillary revenue 118 116
Mileage Plan™ passenger revenue 139 128
Total passenger revenue $1,685 $1,602

As passenger tickets and related ancillary services are primarily sold via credit cards, certain amounts due from credit
card processors are recorded as airline traffic receivables. These credit card receivables and receivables from our
affinity credit card partner represent the majority of the receivables balance on the Balance Sheet.

For performance obligations with performance periods of less than one year, GAAP provides a practical expedient that
allows the Company not to disclose the transaction price allocated to remaining performance obligations and the
timing of related revenue recognition. As passenger tickets expire one year from ticketing, if unused or not exchanged,
the Company elected to apply this practical expedient.

Mileage Plan™ Loyalty Program

Loyalty mileage credits

18



Edgar Filing: ALASKA AIR GROUP, INC. - Form 10-Q

The Company’s Mileage Plan™ loyalty program provides frequent flyer travel awards to program members based upon
accumulated loyalty mileage credits. Mileage credits are earned through travel, purchases using the Mileage Plan™
co-branded credit card and purchases from other participating partners. The program has a 24-month expiration period
for unused mileage credits from the month of last account activity. The Company offers redemption of mileage credits
through free, discounted or upgraded air travel on Alaska flights or on one of its 16 airline partners.

The Company uses a relative standalone selling price allocation to allocate consideration to material performance
obligations in contracts with customers that include loyalty mileage credits. As directly observable selling prices for
mileage credits are not available, the Company determines the standalone selling price of mileage credits primarily
using actual ticket purchase prices for similar tickets flown, adjusted for the likelihood of redemption, or breakage. In
determining similar tickets flown,

13
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the Company considers current market prices, class of service, type of award, and other factors. For mileage credits
accumulated through travel on partner airlines, the Company uses actual consideration received from the partners.

Revenue related to air transportation is deferred in the amount of the relative standalone selling price allocated to the
loyalty mileage credits as they are issued. The Company satisfies its performance obligation when the mileage credits
are redeemed and the related air transportation is delivered.

The Company estimates breakage for the portion of loyalty mileage credits not expected to be redeemed using a
statistical analysis of historical data, including actual mileage credits expiring, slow-moving and low-credit accounts,
among other factors. The breakage rate for the three months ended March 31, 2018 and 2017 was 17.4%. The
Company reviews the breakage rate used on an annual basis.

Co-brand credit card agreement and other

In addition to mileage credits, the co-brand credit card agreement, referred to herein as the Agreement, also includes
performance obligations for waived bag fees, Companion Fare™ offers to purchase an additional ticket at a discount,
marketing, and the use of intellectual property including the brand (unlimited access to the use of the Company’s brand
and frequent flyer member lists), which is the predominant element in the Agreement. The affinity card bank partner

is the related customer for some elements, including the brand and marketing, while the Mileage Plan™ member is the
customer for other elements such as mileage credits, bag waivers, and companion fares.

At the inception of the Agreement, management estimated the selling price of each of the deliverables, or performance
obligations. The objective was to determine the price at which a sale would be transacted if the product or service was
sold on a stand-alone basis. The Company determined its best estimate of selling price for each element by
considering multiple inputs and methods including, but not limited to, the estimated selling price of comparable travel,
discounted cash flows, brand value, published selling prices, number of miles awarded and number of miles
redeemed. The Company estimated the selling prices and volumes over the term of the Agreement in order to
determine the allocation of proceeds to each of the multiple deliverables. The estimates of the standalone selling
prices of each element do not change subsequent to the original valuation of the contract unless the contract is
materially modified, but the allocation between elements may change based upon the actual and updated projected
volumes of each element delivered during the term of the contract.

Consideration received from the bank is variable and is primarily from consumer spend on the card, among other
items. The Company allocates consideration to each of the performance obligations, including mileage credits, waived
bag fees, companion fares, and brand and marketing, using their relative standalone selling price. Because the
performance obligation related to providing use of intellectual property including the brand is satisfied over time, it is
recognized in Mileage Plan™ other revenue in the period that those elements are sold. The Company records
passenger revenue related to the air transportation and certificates for discounted companion travel when the
transportation is delivered.

In contracts with non-bank partners, the Company has identified two performance obligations in most cases - travel
and brand. Revenue is recognized using the residual method, where the travel performance obligation is deferred until
transportation is provided in the amount of the estimated standalone selling price of the ticket, less breakage. The
residual amount, if any, is recognized as commission revenue when the brand element is sold. Mileage credit sales
recorded under the residual approach are immaterial to the overall program.

Interline loyalty
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The Company has interline arrangements with certain airlines whereby its members may earn and redeem Mileage
Plan™ credits on those airlines, and members of a partner airline’s loyalty program may earn and redeem frequent flyer
program credits on Alaska. When a Mileage Plan™ member earns credits on a partner airline, the partner airline remits a
contractually-agreed upon fee to the Company that is deferred and recognized as Passenger revenue for mileage

credits redeemed and flown on the Company's airlines, and as Mileage Plan other revenue for mileage credits

redeemed and flown on other airlines (less the cost paid to the other airlines based on contractual agreements). When a
member of a partner airline redeems frequent flyer credits on Alaska, the partner airline remits a contractually-agreed
upon amount to the Company, recognized as Passenger revenue upon travel. If the partner airline’s member earns
frequent flyer program credits on an Alaska flight, the Company remits a contractually-agreed upon fee to the partner
airline and records a commission expense.

14
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Mileage Plan™ revenue included in the condensed consolidated statements of operations (in millions):
Three
Months
Ended
March 31,
2018 2017
Passenger revenue $139 $128
Mileage Plan™ other revenue 107 100
Total Mileage Plan™ revenue $246 $228

Mileage Plan™ other revenue is primarily brand and marketing revenue from our affinity card products.
Cargo and Other

The Company provides freight and mail services (cargo). The majority of cargo services are provided to commercial
businesses and the United States Postal Service. The Company satisfies cargo service performance obligations and
recognizes revenue when the shipment arrives at its final destination, or is transferred to a third-party carrier for
delivery.

The Company also earns other revenue for lounge memberships, hotel and car commissions, and certain other
immaterial items not intrinsically tied to providing air travel to passengers. Revenue is recognized when these services
are rendered and recorded as Cargo and other revenue. The transaction price for Cargo and other revenue is the price
paid by the customer.

Cargo and other revenue included in the condensed consolidated statements of operations for the three months ended
March 31, 2018 and 2017 (in millions):
Three
Months
Ended
March 31,
20182017
Cargo revenue $26 $24
Other revenue 14 14
Total Cargo and other revenue $40 $ 38

Air Traffic Liability and Deferred Revenue

Passenger ticket and ancillary services liabilities

Air traffic liability included on the consolidated balance sheets represents the remaining obligation associated with
passenger tickets and ancillary services. The air traffic liability balance fluctuates with seasonal travel patterns. The
Company recognized Passenger revenue of $434 million and $431 million from the prior year-end air traffic liability
balance for the three months ended March 31, 2018 and 2017.

Mileage Plan™ liabilities

The total Deferred revenue liability included on the consolidated balance sheets represents the remaining transaction
price that has been allocated to Mileage Plan™ performance obligations not yet satisfied by the Company. In general,

the current amounts will be recognized as revenue within 12 months and the long term amounts will be recognized as
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revenue over, on average, a period of approximately three to four years. This period of time represents the average
time that members have historically earned and redeemed miles.

The Company records a receivable for amounts due from the affinity card partner and from other partners as mileage

credits are sold until the payments are collected. The Company had $101 million of such receivables as of both
March 31, 2018 and December 31, 2017.

15
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Mileage credits are combined in one homogeneous pool and are not specifically identifiable. As such, loyalty
revenues disclosed earlier in this Note are comprised of miles that were part of the deferred revenue and liabilities
balances at the beginning of the period and miles that were issued during the period. The table below presents a roll
forward of the total frequent flyer liability (in millions):

Three Months

Ended March 31,

2018 2017
Total Deferred Revenue balance at January 1 $1,726 $1,535
Travel miles and companion certificate redemption - Passenger revenue (139 ) (128 )
Miles redeemed on partner airlines - Other revenue (19 HY@3 )
Increase in liability for mileage credits issued 183 185
Total Deferred Revenue balance at March 31 $1,751 $1,569

Selling Costs

Certain costs such as credit card fees, travel agency and other commissions paid, as well as Global Distribution
Systems (GDS) booking fees are incurred when the Company sells passenger tickets and ancillary services in advance
of the travel date. The Company defers such costs and recognizes them as expense when the travel occurs. Prepaid
expense recorded on the consolidated balance sheets for such costs was $29 million and $24 million as of March 31,
2018 and December 31, 2017. The Company recorded related expense on the condensed consolidated statement of
operations of $51 million and $56 million for the three months ended March 31, 2018 and 2017.

NOTE 4. FAIR VALUE MEASUREMENTS

In determining fair value, there is a three-level hierarchy based on the reliability of the inputs used. Level 1 refers to
fair values based on quoted prices in active markets for identical assets or liabilities. Level 2 refers to fair values
estimated using significant other observable inputs and Level 3 refers to fair values estimated using significant
unobservable inputs.

Fair Value of Financial Instruments on a Recurring Basis

As of March 31, 2018, total cost basis for all marketable securities was $1.4 billion. There were no significant
differences between the cost basis and fair value of any individual class of marketable securities.

Fair values of financial instruments on the consolidated balance sheet (in millions):
March 31, 2018 %evel gevel Total

Assets

Marketable securities

U.S. government and agency securities $330 $ — $330

Foreign government bonds — 32 32
Asset-backed securities — 208 208
Mortgage-backed securities — 86 86
Corporate notes and bonds — 6