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Southwest Airlines Co.
P.O. Box 36611
Dallas, Texas 75235-1611
(214) 792-4000

PROXY STATEMENT
FOR
ANNUAL MEETING OF SHAREHOLDERS

To be Held May 21, 2008

GENERAL INFORMATION

This proxy statement is being furnished in connection with the solicitation of proxies by and on behalf of the Board of Directors of Southwest Airlines Co. for use at the Annual Meeting of Shareholders
of the Company to be held on May 21, 2008, at 10:00 a.m., Central Daylight Time, at the Company’s corporate headquarters located at 2702 Love Field Drive, Dallas, Texas, or at such other time and place to
which the meeting may be adjourned. The approximate date on which this proxy statement and accompanying proxy are first being sent or given to Shareholders is April 17, 2008.

A representative from Wells Fargo Shareowner Services, the Company’s transfer agent, will tabulate votes and serve as Inspector of Election for the meeting. If you are a Shareholder of record, which
means that you hold shares that are registered by the Company’s transfer agent in your own name, you can vote by completing and returning the enclosed proxy card. You can also vote by touch-tone telephone
from the United States, using the number on the proxy card, or through the Internet, using the instructions on the proxy card. Shares represented by proxy will be voted at the meeting and may be revoked at any
time prior to the time at which they are voted by (i) timely submitting a valid, later-dated proxy; (ii) delivering a written notice of revocation to the Secretary of the Company; or (iii) voting in person at the
meeting.

If you have shares held by a broker (or a bank or other nominee as custodian), you are a “street name” holder. In such case, your broker will ask for instructions on how you want your shares voted on
your behalf. You may instruct your broker on how to vote your shares by completing the voting instruction card the broker provides for you. You may also vote by telephone or through the Internet if your broker
makes these methods available, in which case the broker will enclose applicable instructions with the proxy statement. If you provide voting instructions to your broker, your shares will be voted as you direct. If
you do not provide instructions, pursuant to the rules of the New York Stock Exchange, your broker can vote your shares only with respect to proposals as to which it has discretion to vote under such rules. For
any other proposals, the broker cannot vote your shares at all, which is referred to as a “broker non-vote.” Abstentions and broker non-votes are each included in the determination of the number of shares present
and voting for purposes of determining the presence or absence of a quorum for the transaction of business at the meeting; however, neither abstentions nor broker non-votes are counted as voted either for or
against a proposal. If you do not provide voting instructions to your broker, your broker will be entitled to vote your shares in its discretion with respect to Proposal 1 (Election of Directors) and Proposal 2
(Ratification of Selection of Independent Auditor), but will not be able to vote your shares on any of the Shareholder proposals and your vote will be counted as a “broker non-vote” on those proposals. As the
beneficial owner of shares, you are invited to attend the meeting. Please note, however, that if you are a beneficial owner, you may not vote your shares in person at the meeting unless you obtain a “legal proxy”
from the record holder that holds your shares.

The presence at the meeting, in person or by proxy, of the holders of a majority of the shares of the Company’s common stock entitled to vote at the meeting is necessary to constitute a quorum.
Shareholders of record at the close of business on March 25, 2008, are entitled to vote at the meeting. As of that date, the
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Company had issued and outstanding 731,551,915 shares of common stock. Each share is entitled to one vote with respect to each matter to be voted on at the meeting.

In some cases, only one copy of the Company’s proxy statement/annual report to Shareholders is being delivered to multiple Shareholders sharing an address unless the Company has received contrary
instructions from one or more of the Shareholders. Upon written or oral request, the Company will promptly deliver a separate copy of these documents to a Shareholder at a shared address to which a single copy
has been delivered. A Shareholder can notify the Company at the address or phone number indicated on the first page of this proxy statement if the Shareholder wishes to receive separate copies in the future.
Shareholders sharing an address who are currently receiving multiple copies may also notify the Company at such address or phone number if they wish to receive only a single copy.

The Company will pay the costs of solicitation of proxies by the Board. In addition to solicitation by mail, solicitation of proxies may be made personally or by telephone by the Company’s regular
Employees, and arrangements will be made with brokerage houses or other custodians’ nominees and fiduciaries to send proxies and proxy material to their principals.

PROPOSAL 1
ELECTION OF DIRECTORS

At the Annual Meeting of Shareholders, eight Directors are to be elected for one-year terms expiring in 2009. Provided a quorum is present at the meeting, a plurality of the votes cast in person or by
proxy by the holders of shares entitled to vote in the election of Directors is required to elect Directors.

The persons named in the enclosed proxy have been selected as a proxy committee by the Board of Directors, and it is the intention of the proxy committee that, unless otherwise directed therein, proxies
will be voted for the election of the nominees listed below. Although it is not contemplated that any of the nominees will be unable to serve, if such a situation arises prior to the meeting, the proxy committee will
act in accordance with its best judgment. Each of the nominees has indicated his or her willingness to serve as a member of the Board of Directors, if elected.

The following sets forth certain information for each nominee for Director of the Company. Mr. Kelleher and Ms. Barrett are stepping down from their membership on the Board of Directors at the
Annual Meeting.

Name ___ Director Since _Age*
David W. Biegler 2006 61
Louis E. Caldera 2003 51
C. Webb Crockett 1994 73
William H. Cunningham 2000 63
Travis C. Johnson 1978 71
Gary C. Kelly 2004 52
Nancy B. Loeffler 2003 61
John T. Montford 2002 64
* As of January 1, 2008.

David W. Biegler has been Chairman of Estrella Energy L.P., a company engaged in natural gas transportation and processing, since September 2003. He retired as Vice Chairman of TXU Corporation at
the end of 2001, having served TXU Corporation as President and Chief Operating Officer from 1997 until 2001. He previously served as Chairman, President, and CEO of ENSERCH Corporation from 1993 to
1997. Mr. Biegler is also a Director of Dynegy Inc., a company engaged in power generation, Trinity Industries, Inc., a diversified industrial company providing products and services for the transportation,
industrial, and construction sectors, Austin Industries, a company engaged in construction, Animal Health International, Inc., a company engaged in selling and distributing animal health products, and Guaranty
Financial Group Inc., a financial services company.
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CORPORATE GOVERNANCE

General

The business of the Company is managed under the direction of the Board of Directors. Pursuant to the requirements of the New York Stock Exchange, a majority of the members of the Board must be
independent, as defined by NYSE rules. The Board of Directors meets on a regularly scheduled basis to review significant developments affecting the Company, to act on matters requiring approval by the Board,
and to otherwise fulfill its responsibilities. The Board of Directors has adopted Corporate Governance Guidelines to further its goal of providing effective governance of the Company’s business for the longterm
benefit of the Company’s Shareholders, Employees, and Customers. These guidelines set forth policies concerning overall governance practices for the Company, including the following:

Ethics

Director and Senior Management Compensation
Direct Stock Ownership

Access to Management

Access to Independent Advisors

Director Orientation and Continuing Education
Public Communications

Other Practices

Qualifications of Directors

Board Meetings

Director Responsibilities
Independence of Directors

Size of Board and Selection Process
Board Committees

Meetings of Independent Directors
Board Self-Evaluation

o o o o
o o s o

The Company’s Corporate Governance Guidelines, along with its Code of Ethics and the charters for its Audit, Compensation, and Nominating and Corporate Governance Committees, are available on
the Company’s website, www.southwest.com. Shareholders can obtain copies of these documents upon written request to Investor Relations, Southwest Airlines Co., P.O. Box 36611, Dallas, Texas 75235.

Board Membership and Qualifications

The Company’s Nominating and Corporate Governance Committee is responsible for establishing and reviewing the criteria for Board membership, as set forth in the Company’s Corporate Governance
Guidelines. The Corporate Governance Guidelines require that members of the Board (i) possess the highest personal and professional ethics, integrity, and values; (ii) possess practical wisdom and mature
judgment; (iii) be committed to the best longterm interests of the Company’s Employees, Customers, and Shareholders; (iv) be willing to devote sufficient time to fulfill their responsibilities; and (v) be willing to
serve on the Board for an extended period of time. The Corporate Governance Guidelines also require the following factors to be considered in connection with the nomination or appointment of new Board
members: (i) finance, marketing, government, education, and other professional experience or knowledge relevant to the success of the Company in today’s business environment; (ii) diversity and independence
(for non-management Directors); and (iii) in the case of current Directors being considered for renomination, a Director’s past attendance at Board and Committee meetings and participation in and contributions
to such meetings. Each individual is evaluated in the context of the Board as a whole, with the objective of recommending to Shareholders a group that can best serve the longterm interests of the Company’s
Employees, Customers, and Shareholders. There is no specific limit on a Board member’s service on other boards; however, the Corporate Governance Guidelines require that the nature and time involved in a
Director’s service on other boards be considered in connection with the evaluation of the suitability of that Director. The Company’s Bylaws provide for a mandatory retirement age of 75 for members of the
Board. The Chairman of the Board is exempted from this requirement.

The Board of Directors held six meetings during 2007 and otherwise acted by unanimous written consent. During 2007, each Director attended at least 75 percent of the total number of Board meetings
and applicable Committee meetings held during the period for which he or she served as Director. Additionally, it is the Board’s policy that every Director and nominee for Director should make every effort to
attend the Company’s
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Annual Meeting of Shareholders. All of the Company’s current Directors attended the 2007 Annual Meeting of Shareholders.

Executive Sessions and Communications with Independent Directors

Pursuant to the Company’s Corporate Governance Guidelines, the independent members of the Board of Directors are required to meet at regularly scheduled executive sessions without management
participation. Currently, Dr. Cunningham, Chairman of the Audit Committee, serves as the presiding Director for these executive sessions. Shareholders and any other interested parties may communicate directly
with any or all of the independent or other members of the Board by writing to such Directors, c/o Southwest Airlines Co., Attn. Dr. William H. Cunningham, P. O. Box 36611, Dallas, Texas 75235.

Committees of the Board — Membership and Qualifications

The Board has established standing Audit, Compensation, Executive, and Nominating and Corporate Governance Committees to assist it with fulfilling its obligations. Set forth below is a description of
the membership and principal functions of each Committee.

Audit Committee. The Audit Committee consists of Messrs. Cunningham (Chairman), Biegler, Caldera, Johnson, and Montford. The Board has determined that all of the members of the Audit Committee
are “independent,” as that term is used under applicable rules of the NYSE. The Board has also determined that at least one of the members of the Audit Committee, Dr. Cunningham, satisfies the criteria adopted
by the Securities and Exchange Commission to serve as an “audit committee financial expert” for the Committee. The functions of the Audit Committee include assisting the Board in its oversight of (i) the
integrity of the Company’s financial statements, (ii) the Company’s compliance with legal and regulatory requirements, (iii) the independent auditor’s qualification and independence, and (iv) the performance of
the Company’s internal audit function and independent auditors. The Audit Committee held five meetings during 2007.

Compensation Committee. The Compensation Committee consists of Messrs. Biegler (Chairman), Caldera, and Montford. The Board of Directors of the Company has determined that each of the
members of the Compensation Committee is (i) an “independent director,” under the NYSE’s rules; (ii) a “non-employee director” under Rule 16b-3 of the Securities Exchange Act of 1934, as amended; and
(iii) an “outside director” under Section 162(m) of the Internal Revenue Code of 1986, as amended. The functions of the Compensation Committee include (i) reviewing and approving corporate goals and
objectives relevant to the compensation of the Chief Executive Officer; (ii) evaluating the Chief Executive Officer’s performance in light of those goals and objectives; (iii) determining and approving the Chief
Executive Officer’s compensation level based on the Committee’s evaluation; (iv) with the advice of the Chairman of the Board and the Chief Executive Officer, conducting an annual review of the compensation
of senior executives; and (v) reviewing and approving all stock-based compensation arrangements for Employees of the Company (including executive officers), and making recommendations to the Board with
respect to non-CEO executive officer compensation, and incentive compensation and equity-based plans that are subject to Board approval. The Company’s processes and procedures for the consideration and
determination of executive officer compensation (as well as management’s role in such determinations) are discussed further below under “Compensation of Executive Officers — Compensation Discussion and
Analysis.” To the extent permitted by applicable law and regulations, the Compensation Committee has the power to delegate its authority and duties to subcommittees or to individual members of the Committee,
as it deems appropriate. The Compensation Committee held five meetings during 2007 and otherwise acted by unanimous written consent.

As discussed further under “Compensation of Executive Officers — Compensation Discussion and Analysis,” the Compensation Committee has from time to time used information provided by outside
consultants to assist it with its compensation decisions. In particular, during 2007, with the approval of the Compensation Committee, the Company continued to engage Mercer Human Resource Consulting in
connection with the design of its equity compensation plan and to obtain a better understanding of the Company’s compensation practices relative to its peers. The Company also engaged Longnecker and
Associates to obtain data for the Compensation Committee to use in connection with the Company’s employment contracts with
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the Chief Executive Officer, Executive Chairman of the Board, and President of the Company. These consultants were not hired for the purpose of making formal recommendations or determinations; rather, they
were hired as a resource for providing comparative market information to management and the Compensation Committee. Management uses consultant information to assist it with evaluating and designing
overall compensation programs and to develop additional analyses and recommendations for the Compensation Committee. The Committee in turn reviews the consultants’ data and the Company’s resulting
analyses and recommendations.

As discussed further below, the Nominating and Corporate Governance Committee is responsible for reviewing the compensation and benefits for non-Employee Directors.

Executive Committee. The Executive Committee consists of Messrs. Kelleher (Chairman), Crockett, Cunningham, and Johnson, and was established to assist the Board in carrying out its duties. The
Executive Committee has authority to act for the Board on most matters during the intervals between Board meetings. The Executive Committee acted once by unanimous written consent during 2007 and
otherwise met informally at various times throughout the year.

Nominating and Corporate Governance Committee. The Nominating and Corporate Governance Committee consists of Messrs. Montford (Chairman), Crockett, and Johnson. The Board of Directors has
determined that all of the members of the Nominating and Corporate Governance Committee are “independent,” as that term is used under the rules of the NYSE. The functions of the Nominating and Corporate
Governance Committee include (i) developing and recommending to the Board Corporate Governance Guidelines applicable to the Company; (ii) reviewing potential candidates for Board membership in
accordance with the criteria set forth in the Company’s Corporate Governance Guidelines, as discussed above; and (iii) recommending a slate of nominees for the Board. The Nominating and Corporate
Governance Committee will also consider nominees submitted by Shareholders based on the criteria set forth in the Company’s Corporate Governance Guidelines, provided that such nominations are submitted in
accordance with the Company’s Bylaws. Director nominations are discussed further below under “Other Matters — Submission of Shareholder Proposals.” The Nominating and Corporate Governance
Committee, with the advice of the Chairman of the Board and the Chief Executive Officer, is also required to conduct an annual review of compensation for the non-management members of the Board and to
recommend to the Board any appropriate changes thereto. The Nominating and Corporate Governance Committee held three meetings during 2007.

Certain Relationships and Related Transactions, and Director Independence

Review, Approval, or Ratification of Transactions with Related Persons; Director Independence Determinations. The Company does not have a formal written policy with respect to the review, approval,
or ratification of transactions with related persons, but has established procedures to identify these transactions and bring them to the attention of the Board for consideration. These procedures include formal
written questionnaires to Directors and executive officers and written procedures followed by the Company’s Internal Audit Department to identify related person transactions.

The Company requires that all of its Directors and executive officers complete an annual questionnaire that requires them to identify and describe any transactions that they or their respective related
parties may have with the Company, whether or not material. Separately, the Company’s Internal Audit Department analyzes accounts payable records to search for payments involving (i) the Company’s
Directors and executive officers, (ii) known relatives of the Company’s Directors and executive officers, and (iii) companies and organizations with which the Directors and executive officers are associated. The
Company also requires each non-Employee Director to complete an additional questionnaire that is designed to elicit all information that should be considered to ensure that the Company satisfies the NYSE’s
requirement that a majority of its Board members be independent, within the meaning of the NYSE’s rules. Relevant information regarding Directors is then provided to the Nominating and Corporate
Governance Committee, which is responsible for evaluating the qualifications of Board nominees, including independence, and for making recommendations to the Board regarding (i) nominations for Board
membership; and (ii) individual qualifications for committee membership, taking into account various additional regulatory requirements that specifically apply to the different Board
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VOTING SECURITIES AND PRINCIPAL SHAREHOLDERS

At the close of business on March 25, 2008, the record date for determining Shareholders entitled to notice of and to vote at the meeting, there were outstanding 731,551,915 shares of common stock,

$1.00 par value, each share of which is entitled to one vote.

Security Ownership of Certain Beneficial Owners

The following table sets forth information with respect to persons who, to the Company’s knowledge, beneficially own more than 5 percent of the common stock of the Company.

Amount and Nature

of Beneficial Percent of
Name and Address of Beneficial Owner Ownership Class(l
Capital Research Global Investors 73,449,000(2) 10.0%

333 South Hope Street
Los Angeles, CA 90071

T. Rowe Price Associates, Inc. 55,296,326(3) 7.6%
100 E. Pratt Street
Baltimore, MD 21202

PRIMECAP Management Company 54,003,549(4) 7.4%
225 South Lake Avenue, #400
Pasadena, CA 91101

The Growth Fund of America, Inc. 43,578,877(5) 6.0%
333 South Hope Street
Los Angeles, CA 90071

@
@

I

4

6

)
)

Percentages are calculated based on the number of outstanding shares of the Company’s common stock as of February 29, 2008, which was 731,551,915.

Based on a Schedule 13G filed with the SEC on January 10, 2008, by Capital Research Global Investors. Capital Research Global Investors reported sole voting power with respect to

21,560,000 shares, sole dispositive power with respect to 73,449,000 shares, and no shared voting or dispositive power.

Based on an Amendment to Schedule 13G filed with the SEC on March 10, 2008, by T. Rowe Price Associates, Inc. T. Rowe Price Associates, Inc. reported sole voting power with respect to
11,419,374 shares, sole dispositive power with respect to 55,296,326 shares, and no shared voting or dispositive power. These securities are owned by various individual and institutional investors
which T. Rowe Price Associates, Inc. serves as investment adviser with power to direct investments and/or sole power to vote the securities. For purposes of the reporting requirements of the Securities
Exchange Act of 1934, T. Rowe Price Associates, Inc. is deemed to be a beneficial owner of such securities; however, T. Rowe Price Associates, Inc. expressly disclaims that it is, in fact, the beneficial
owner of such securities.

Based on an Amendment to Schedule 13G filed with the SEC on February 14, 2008, by PRIMECAP Management Company. PRIMECAP Management Company reported sole voting power with
respect to 13,918,674 shares, sole dispositive power with respect to 54,003,549 shares, and no shared voting or dispositive power.

Based on a Schedule 13G filed with the SEC on February 12, 2008, by The Growth Fund of America, Inc. The Growth Fund of America, Inc. reported sole voting power with respect to all
43,578,877 shares.
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Security Ownership of Management

The following table sets forth, as of February 29, 2008, certain information regarding the beneficial ownership of common stock by each of the members of the Company’s Board of Directors, each of the
executive officers of the Company named in the Summary Compensation Table, and all executive officers and Directors, as a group.

Amount and Nature

of Beneficial Percent of
Name of Beneficial Owner Ownership(1)(2) Class(2
Colleen C. Barrett(3) 550,895 *
David W. Biegler(4) 9,707 *
Louis E. Caldera(5) 10,000 *
C. Webb Crockett(6) 25,977 *
William H. Cunningham(7) 23,000 &
Travis C. Johnson 207,413 *
Herbert D. Kelleher(8) 4,190,179 B
Gary C. Kelly(9) 548,477 *
Nancy B. Loeffler(10) 11,050 &
John T. Montford(11) 13,700 *
Laura Wright(12) 197,357 *
Ron Ricks(13) 247,516 *
Executive Officers and Directors as a Group (15 persons)(14) 6,480,357 *
* Lessthan 1%
(1) Unless otherwise indicated, beneficial owners have sole rather than shared voting and investment power with respect to their shares, other than rights shared with spouses pursuant to joint tenancy or
marital property laws.
(2) Amounts and percentages include shares subject to options that were exercisable within 60 days of February 29, 2008, pursuant to stock options, whether or not such options were in-the-money.
(3) Includes 1,477 shares held for Ms. Barrett’s account under the Company’s ProfitSharing Plan, with respect to which she has the right to direct the voting, and 505,842 shares that Ms. Barrett had the
right to acquire within 60 days pursuant to stock options.
(4) Includes 4,707 shares held by Mr. Biegler’s spouse.
(5) Includes 10,000 shares that Mr. Caldera had the right to acquire within 60 days pursuant to stock options.
(6) Includes 7,502 shares held in a family trust.
(7) Includes 15,000 shares that Dr. Cunningham had the right to acquire within 60 days pursuant to stock options.
(8) Includes 890,442 shares that Mr. Kelleher had the right to acquire within 60 days pursuant to stock options. Also includes 300,280 shares held by a family limited liability company in which
Mr. Kelleher’s wife has a beneficial interest but with respect to which Mr. Kelleher has no control. Mr. Kelleher therefore disclaims any beneficial interest in the limited liability company shares.
(9) Includes 407,732 shares that Mr. Kelly had the right to acquire within 60 days pursuant to stock options.
(10) Includes 10,000 shares that Ms. Loeffler had the right to acquire within 60 days pursuant to stock options.
(11) Includes 10,000 shares that Mr. Montford had the right to acquire within 60 days pursuant to stock options.
(12) Includes 9,395 shares held for Ms. Wright’s account under the Company’s ProfitSharing Plan, with respect to which she has the right to direct the voting, and 159,275 shares that Ms. Wright had the
right to acquire within 60 days pursuant to stock options.
(13) Includes 195,072 shares that Mr. Ricks had the right to acquire within 60 days pursuant to stock options.
(14) In addition to amounts disclosed in footnotes (3) through (13), includes 6,330 shares held for the accounts of executive officers under the Company’s ProfitSharing Plan, with respect to which such

persons have the right to direct voting, 353,030 shares that such executives had the right to acquire within 60 days pursuant to stock options, and 800 shares held by one of the executive officers as
custodian for a child.
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COMPENSATION OF EXECUTIVE OFFICERS

Compensation Discussion and Analysis

Compensation Objectives

The Company’s compensation program seeks to promote and reward productivity and dedication to the overall success of the Company, with an overarching objective of preserving job security.
Therefore, the Company’s overall business objective of attaining reasonable profits on a consistent basis weighs heavily in the Company’s compensation determinations, and the Company believes in responding
pragmatically to the actual influences of external market forces.

The Company’s compensation objectives apply equally to executive and non-executive Employees. Because approximately 82 percent of the Company’s Employees are subject to collective bargaining
agreements that govern their compensation structure, these negotiated compensation arrangements factor significantly into the Company’s overall compensation decisions.

References to the “named executive officers” include the following officers whose compensation information is detailed in the tables following this Compensation Discussion and Analysis: (i) the
Executive Chairman of the Board, (ii) the Chief Executive Officer and Vice Chairman of the Board, (iii) the President and Corporate Secretary, (iv) the Executive Vice President — Law, Airports, and Public
Affairs, and (v) the Senior Vice President — Finance and Chief Financial Officer.

Elements of Compensation Program

The Company’s compensation program consists of the following elements:

Base Salary: Base salary is used to provide a reasonable base level of monthly income to all Employees relative to their job responsibilities and the market for their skills. Based on the surveys
discussed below, the Company believes that base salary for the named executive officers is significantly below the 50th percentile for comparable positions in the industry.

Bonus: Bonus is used at the officer level as an annual incentive and reward for performance and the additional time and responsibility associated with these positions. Bonus is part of these
individuals’ “at risk” pay that could provide overall compensation closer to median market value.

Stock Options: Stock options have historically been used at all levels in the Company and are intended as a retention mechanism and as an incentive and reward for achievement of the Company’s
longterm objectives. Equity compensation has also historically been used to bring total compensation levels closer to the average of the market. Therefore, existing ownership levels are not a factor in
determining the number of shares to be awarded. Options are also used as a longterm incentive that is intended to align the interest of the recipients with those of the Company’s Shareholders by
creating an incentive to maximize Shareholder value. The Company’s historic emphasis on equity is reflected in the “Outstanding Equity Awards at Fiscal 2007 Year-End” table. Because the
Company does not have as many shares available under its equity plans as it has historically, it has re-evaluated the use of equity throughout the organization. The Company is therefore currently
using options on a much more limited basis, primarily for those positions with respect to which the Company has been advised that options will be perceived to have the most value in the
marketplace.

Qualified Retirement Benefits: Retirement benefits are offered to all Employees through the Company’s 401(k) and ProfitSharing Plans. These plans are intended to be competitive in the market and
include vesting provisions that are designed to contribute to Employee loyalty and retention. The Company’s 401(k) plans provide for a dollar-for-dollar match on Employee contributions up to
Board-specified limits on the percentage of compensation that will be matched. The Company’s ProfitSharing Plan provides for an annual Company contribution to Employee accounts equal to a
uniform percentage of each Employee’s compensation up to an amount that is cumulatively equal to 15 percent of the Company’s operating profit, as defined, for the year. The ProfitSharing Plan is
intended to serve as an
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Perquisites and Other Benefits. The named executive officers, like the Company’s other Employees, participate in various Employee benefit plans, including medical and dental care plans; life, accidental
death and dismemberment and disability insurance; and vacation and sick time. In addition, all Employees receive flight benefits on Southwest and certain other airlines. Officers have the following additional
benefits available to them: (i) Company paid premiums for business travel accident insurance, (ii) Company paid premiums for a portion of their life and long-term disability insurance coverage, and
(iii) Company paid physicals and tax return preparation. In addition: (i) officers are eligible to fly positive space, (ii) pursuant to their employment contracts, the Principal Officers are entitled to reimbursement of
medical and dental expenses, and (iii) Mr. Kelly receives $10,000 per year to be applied to supplemental insurance. Further, through July 2007, Mr. Kelleher received $2,000 per month for the purpose of covering
business expenses, which was treated as compensation to him for tax purposes and is therefore included in the Summary Compensation Table. The Compensation Committee believes these minimal additional
benefits are justified given the time and level of effort that is expected of the Company’s officers.

Accounting and Tax Considerations
Section 162(m) of the Internal Revenue Code generally limits to $1,000,000 the federal tax deductibility of compensation paid to a named executive officer, including compensation received upon

exercise of stock options. Section 162(m) provides an exception to such limitation for certain performance-based compensation. The Company’s 2007 Equity Incentive Plan has been designed to satisfy the
conditions of such exception to the extent necessary, feasible, and in the best interests of the Company.

Overall, the Compensation Committee seeks to balance its objective of ensuring an effective compensation package for the named executive officers with the need to maximize the immediate
deductibility of compensation. However, the Committee does have the discretion to design and use compensation elements that may not be deductible under Section 162(m). During 2007, all amounts paid to the
named executive officers were deductible.

During 2007, the Company and the Compensation Committee also addressed the final regulations that were enacted under Section 409A of the Internal Revenue Code. These regulations impacted
Compensation Committee decisions with respect to the Principal Officers’ employment contracts, as well as the Company’s nonqualified deferred compensation arrangements.

The Company specifically considered changes to accounting for equity compensation in evaluating its overall compensation program in 2007 and in designing its 2007 Equity Incentive Plan. In particular,
the Company balanced the costs of its equity program versus the perceived value. In addition, reflecting the impacts of Statement of Financial Accounting Standards No. 123R, “Share-Based Payments”
(“SFAS 123R”), the Company’s 2007 Equity Incentive Plan provides for the grant of restricted stock and restricted stock units in addition to the options traditionally used by the Company.

Compensation Committee Report

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis contained in this Proxy Statement with the Company’s management. Based on such review and
discussions and relying thereon, we have recommended to the Company’s Board of Directors that the Compensation Discussion and Analysis contained in this Proxy Statement be included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2007 and in this Proxy Statement.

COMPENSATION COMMITTEE
David W. Biegler, Chair

Louis E. Caldera
John T. Montford
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Summary Compensation Table

The following table discloses compensation earned for services performed by the named executive officers during the years ended December 31, 2007 and 2006.

Nonqualified
Option Deferred All Other
Salary Bonus Awards Compensation Compensation Total
Name and Principal Position Year ) $)(1) )R Earnings ($)(3 $) $)
Herbert D. Kelleher 2007 $429,167 $332,000 $375,510 $41,956 $ 89,742(4) $1,268,375
Executive Chairman of the Board 2006 $450,000 $332,000 $428,740 $36,905 $117,355 $1,365,000
Colleen C. Barrett 2007 $368,752 $483,000 $469,388 $ 7,557 $ 66,700(5) $1,395,397
President and Secretary 2006 $362,487 $483,000 $321,555 $ 5,565 $ 84,328 $1,256,935
Gary C. Kelly 2007 $424,065 $462,000 $317,345 $ 2,089 $ 95,939(6) $1,301,438
Chief Executive Officer and Vice Chairman of the Board 2006 $416,860 $462,000 $429,862 $ 620 $ 96,541 $1,405,883
Laura Wright 2007 $306,375 $200,000 $165,343 — $ 28,781(7) $ 700,499
Senior Vice President — Finance and Chief Financial Officer 2006 $271,413 $200,000 $160,082 — $ 32,490 $ 663,985
Ron Ricks 2007 $326,729 $340,000 $153,321 = $ 44,056(8) $ 864,106
Executive Vice President — Law, Airports, and Public Affairs 2006 $286,986 $340,000 $158,581 — $ 36,937 $ 822,505

(1) For 2007, reflects bonuses paid in January 2008 with respect to performance for 2007, and, for 2006, reflects bonuses paid in January 2007 with respect to performance for 2006.

(2) Reflects the dollar amount recognized for financial statement reporting purposes for the applicable fiscal year in accordance with SFAS 123R with respect to stock options. Amounts therefore include
expense related to stock options granted in and prior to the fiscal years shown in this table, as applicable. Assumptions used in calculating the amounts for fiscal 2007 and 2006 are included in Note 13
to the Company’s financial statements included in its Annual Reports on Form 10-K for the fiscal years ended December 31, 2007, and December 31, 2006, respectively.

(3) Consists of above-market earnings on deferred compensation provided pursuant to the executives” employment contracts. These contracts are discussed above under “Compensation Discussion and
Analysis” and below under “Nonqualified Deferred Compensation in Fiscal 2007” and “Potential Payments Upon Termination or Change-In-Control.”

(4) Consists of (i) a Company contribution of $13,075 to be made to the Company’s ProfitSharing Plan in 2008, but that was earned with respect to fiscal 2007; (ii) Company matching contributions to the
Southwest Airlines Co. 401(k) Plan of $16,425; (iii) a Company contribution of $31,860 to be made to the executive’s individual deferred compensation arrangement in 2008, but that was earned with
respect to fiscal 2007, in accordance with the terms of his employment contract; (iv) travel benefits on Southwest Airlines; (v) life, long-term disability, and business travel accident insurance premiums;
(vi) medical and dental reimbursements for the executive and his spouse; and (vii) a business expense reimbursement allowance that was discontinued during 2007. Perquisites are valued based on the
out-of-pocket cost to the Company, except that the value attributed to travel on Southwest Airlines is based on the average passenger fare for all Southwest flights during 2007 and assumes the
executive took the place of a paying passenger who otherwise would have used the seat.

(5) Consists of (i) a Company contribution of $13,075 to be made to the Company’s ProfitSharing Plan in 2008, but that was earned with respect to fiscal 2007; (ii) Company matching contributions to the
Southwest Airlines Co. 401(k) Plan of $16,425; and (iii) a Company contribution of $37,200 to be made to the executive’s individual deferred compensation arrangement in 2008, but that was earned
with respect to fiscal 2007, in accordance with the terms of her employment contract.

(6) Consists of (i) a Company contribution of $13,075 to be made to the Company’s ProfitSharing Plan in 2008, but that was earned with respect to fiscal 2007; (ii) Company matching contributions to the

Southwest Airlines Co. 401(k) Plan of $16,425; (iii) a Company contribution of $39,822 to be made to the executive’s individual deferred compensation arrangement in 2008, but that was earned with
respect to fiscal 2007, in accordance with the terms of his employment contract; (iv) travel benefits on Southwest Airlines;
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(v) life, long-term disability, and business travel accident insurance premiums; (vi) medical and dental reimbursements for the executive and his family; and (vii) a supplemental insurance allowance.
Perquisites are valued based on the out-of-pocket cost to the Company, except that the value attributed to travel on Southwest Airlines is based on the average passenger fare for all Southwest flights
during 2007 and assumes the executive took the place of a paying passenger who otherwise would have used the seat.
Consists of (i) a Company contribution of $13,281 to be made to the Company’s ProfitSharing Plan in 2008, but that was earned with respect to 2007; and (ii) Company matching contributions to the
Southwest Airlines Co. 401(k) Plan of $15,500.
Consists of (i) a Company contribution of $13,075 to be made to the Company’s ProfitSharing Plan in 2008, but that was earned with respect to 2007; (ii) Company matching contributions to the
Southwest Airlines Co. 401(k) Plan of $16,425; (iii) travel benefits on Southwest Airlines; (iv) life, long-term disability, and business travel accident insurance premiums; (v) Company paid physicals;
and (vi) tax return preparation. Perquisites are valued based on the out-of-pocket cost to the Company, except that the value attributed to travel on Southwest Airlines is based on the average passenger
fare for all Southwest flights during 2007 and assumes the executive took the place of a paying passenger who otherwise would have used the seat.

Mr. Kelleher, Ms. Barrett, and Mr. Kelly receive their compensation in large part pursuant to the terms of their employment contracts, which are discussed in detail above under “Compensation Discussion

and Analysis” and below under “Nonqualified Deferred Compensation in Fiscal 2007 and “Potential Payments Upon Termination or Change-in-Control.” In addition, the amount of executive salary and bonus in
proportion to total compensation is discussed in detail above under “Compensation Discussion and Analysis.”

Grants of Plan-Based Awards in Fiscal 2007

The following table provides information on grants of plan-based awards to the named executive officers in 2007.

All Other
Option
Awards:
Date of Number of Exercise or Base
Compensation Securities Price of Option Closing Price on Grant Date Fair
Committee Underlying Awards Grant Date Value of Option
Name Grant Date Action(1) Options (#) ($/sh)(1) ($/sh)(1) Awards ($)
Herbert D. Kelleher 09/19/07 7119/07 60,0002) $ 1640 $ 1513  $ 375,510
Colleen C. Barrett 09/19/07 7119/07 75,0002) $ 1640 $ 1513  § 469,388
Gary C. Kelly 09/19/07 7/19/07 150,00013) $ 1640 $ 1513 $ 938,775
Laura Wright — — — — — —
Ron Ricks — — — — — —

(1) Inaccordance with the terms of the stock option plan under which all stock options were granted, options must be granted with an exercise price per share at least equal to the fair market value of the

Company’s common stock on the date of grant. Fair market value is determined based on the closing price of the Company’s common stock on the date of grant of the options, as reported by the NYSE.
The grant of these options was approved on July 19, 2007, as part of the approval of the terms of the executives’ employment contracts. The closing price of the Company’s common stock on such date
was $16.40. Because all of the terms of the options were not finalized until September 19, 2007, the date on which the final forms of the executives” employment contracts were approved, the date of
grant for accounting purposes was September 19, 2007. The closing price of the Company’s common stock on such date was $15.13. To be conservative, the Compensation Committee set the exercise
price for the options at the higher price of $16.40, which was above the fair market value on the date of grant for accounting purposes.

(2) These options were 100 percent exercisable on the date of grant.
(3) These options vest with respect to one-third of the shares covered thereby annually, which vesting began on the date of grant.
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The material factors underlying the information disclosed in the table above and in the Summary Compensation Table are described above under “Compensation Discussion and Analysis.”
Outstanding Equity Awards at Fiscal 2007 Year-End

The following table provides information regarding stock options held by the named executive officers as of December 31, 2007. Stock options are the only type of equity award that has been granted to
the named executive officers.

Option Awards
Number of Securities Number of Securities
Underlying Underlying
Unexercised Unexercised
Options Options Option Exercise
Price Option Expiration

Name Exercisable Unexercisable %) Date
Herbert D. Kelleher 10,465 = $ 10.11 01/01/2009
12,713 — $ 10.88 01/01/2010
8,570 — $ 22.80 12/31/2010
35,282 — $ 1.00 01/01/2011
35,281 = $ 1.00 01/01/2012
35,281 — $ 1.00 01/01/2013
150,000 = $ 22.35 01/01/2011
150,000 — $ 22.35 01/01/2012
150,000 — $ 2235 01/01/2013
8,570 — $ 18.73 01/01/2012
8,570 = $ 14.03 01/02/2013
8,570 — $ 15.91 01/05/2014
200,000 = $ 14.95 07/15/2014
8,570 — $ 14.25 01/20/2015
8,570 — $ 16.43 12/31/2015
60,000 — $ 16.40 09/18/2017
Colleen C. Barrett 48,020 — $ 7.87 01/23/2008
5,484 — $ 10.11 01/01/2009
36,471 = $ 11.72 01/22/2009
4,977 — $ 10.88 01/01/2010
21,843 = $ 10.35 01/19/2010
5,790 — $ 22.80 12/31/2010
22,050 = $ 21.30 02/15/2011
150,000 — $ 17.11 06/19/2011
7,663 = $ 18.73 01/01/2012
8,336 — $ 14.03 01/02/2013
7,262 = $ 15.91 01/05/2014
150,000 — $ 14.95 07/15/2014
6,309 — $ 14.25 01/20/2015
4,657 — $ 16.43 12/31/2015
75,000 = $ 16.40 09/18/2017
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(1) The remaining options are exercisable as follows: 900 on June 19, 2008; 1,000 on June 19, 2009; and 1,100 on June 19, 2010.

(2) The remaining options are exercisable as follows: 50,000 on July 15, 2008; and 50,000 on July 15, 2009.

(3) The remaining options are exercisable as follows: 288 on September 1, 2008; 336 on September 1, 2009; 384 on September 1, 2010; 432 on September 1, 2011; 480 on September 1, 2012; and 528 on
September 1, 2013.

(4) The remaining options are exercisable as follows: 13,333 on December 31, 2008.

(5) The remaining options are exercisable as follows: 277 on September 1, 2008; 323 on September 1, 2009; 369 on September 1, 2010; 415 on September 1, 2011; 462 on September 1, 2012; and 508 on
September 1, 2013.

Option Exercises During Fiscal 2007

The following table provides information regarding stock options exercised, and the value realized upon exercise, by the named executive officers during 2007.

Option Awards
Number of Shares Value Realized on
Acquired on Exercise Exercise
Name (#) @)
Herbert D. Kelleher 7,597 $ 52,419
Colleen C. Barrett 60,627 $ 676,230
Gary C. Kelly 34,644 $ 229,540
Laura Wright 21,931 $ 180,870
Ron Ricks 7,869 $ 31,893

(1) Amounts reflect the difference between the exercise price of the stock option and the market price of the underlying common stock at the time of exercise.

Nonqualified Deferred Compensation in Fiscal 2007

The Company maintains the Southwest Airlines Co. ProfitSharing Plan pursuant to which the Company annually contributes a percentage of its profits to the accounts of eligible Employees. The
ProfitSharing Plan is a qualified deferred compensation plan. The Company also maintains qualified 401(k) plans for its Employees. In conjunction with these plans, the Company maintains the Southwest
Airlines Co. 2005 Excess Benefit Plan, which is a nonqualified deferred compensation plan that is available to all Employees. The Company makes contributions to the accounts of participants in the Excess
Benefit Plan to the extent such amounts cannot be contributed to the qualified plans due to contribution limits established by the Internal Revenue Code. The Company has also established individual nonqualified
deferred compensation arrangements for Mr. Kelleher, Ms. Barrett, and Mr. Kelly as part of the Company’s employment contracts with these executives discussed above under “Compensation Discussion and
Analysis.” Pursuant to these arrangements, the Company makes contributions to their accounts to the extent such amounts cannot be contributed to the qualified plans due to contribution limits and compensation
limits established by the Internal Revenue Code.

The ProfitSharing Plan allows participants to invest all or a portion of their accounts in investment funds selected by the plan administrator, including the Company’s common stock. The Excess Benefit
Plan provides that plan participants may elect to have their accounts credited with earnings determined by reference to the earnings of investment options selected by the plan administrator, but not Company
stock. Participants in the Company’s ProfitSharing Plan and Excess Benefit Plan are generally entitled to a distribution of their accounts upon separation from service with the Company.

The individual deferred compensation arrangements with Mr. Kelleher, Ms. Barrett, and Mr. Kelly provide that amounts credited to their accounts will accrue simple interest at a rate of 10 percent
annually,
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(10) Of this amount, $3,387 was previously reported as compensation to the named executive officer in the Summary Compensation Table for 2006.

Potential Payments Upon Termination or Change-in-Control

Pursuant to the terms of their employment contracts, Mr. Kelleher, Mr. Kelly, and Ms. Barrett have the right to terminate their employment contracts within 60 days after the occurrence of a change of
control of the Company. In such event, their employment contracts provide for a lump sum severance payment equal to their unpaid base salary for the remaining term of the contract plus $750,000. Mr. Kelleher,
Mr. Kelly, and Ms. Barrett would not be entitled to any special compensation or benefits in the event of termination of employment for any reason other than a change of control, with the exception of termination
on account of any disabling illness resulting from a job-related cause. A disabling illness is defined to include any emotional or mental disorder, physical disease, or injury as a result of which the executive is, for
a continuous period of 90 days, unable to perform his or her duties under the employment contract. If the executive’s employment is terminated by the Company due to disability resulting from a job-related cause
(after an additional 90 day notice period during which the executive has not recovered), the executive is entitled to receive regular installments of his or her base salary in effect at the time of termination of
employment for the remainder of the term of the employment contract. The structure of these agreements has been in place since 1982, and the $750,000 lump sum amount has been in place since 1988. As
discussed above, the change of control provisions for these individuals are intended to assure that, should the Company receive proposals from third parties with respect to its future, these key officers can, without
being influenced by the uncertainties of their own situations, (i) assess such proposals, (ii) formulate an objective opinion as to whether or not such proposals would be in the best interests of the Company and its
Shareholders, and (iii) take any other action regarding such proposals as the Board might determine to be appropriate. For purposes of these agreements, as well as the Executive Service Recognition Plan
discussed below, a change of control is generally deemed to occur in the event that a third party acquires 20 percent or more of the Company’s voting securities or a majority of the Directors of the Company are
replaced as a result of a tender offer or merger, sale of assets, or contested election.

In 1987, the Board of Directors of the Company established an Executive Service Recognition Plan to permit the Company to continue to attract and retain well-qualified executive and key personnel and
to assure both the Company of continuity of management and its executives of continued employment in the event of any actual or threatened change of control of the Company. As contemplated by the Executive
Service Recognition Plan, the Company has entered into employment agreements with Mr. Ricks and Ms. Wright. The Principal Officers are not participants in this plan due to the provisions contained in their
employment contracts. The terms of the employment agreements with Mr. Ricks and Ms. Wright would be invoked only in the event of a change of control, and these executives are not entitled to any special
compensation or benefits in the event of termination of employment for any reason other than a termination of employment subsequent to a change of control. Under the terms of these agreements, Mr. Ricks and
Ms. Wright must remain in the employment of the Company for one year after the occurrence of a change of control (the “Employment Year”). In such event, they would be entitled to a base salary in an amount
at least equal to the highest salary received by them during the preceding 12-month period. In addition, they would be entitled to an annual bonus in an amount at least equal to the highest bonus (the “Change of
Control Bonus Amount”) paid or payable to them in respect of either of the two fiscal years immediately prior to the fiscal year in which the Change of Control occurs. If, during the Employment Year, the
executive’s employment were to be terminated other than for cause or the executive were to resign for good reason, then the executive would be entitled a lump sum payment equal to:

(@) a pro rated bonus, which would be based on the annual bonus paid to the executive for the last full fiscal year of the Company prior to the fiscal year of the date of termination;
(b) the executive’s annual base salary in effect at the time of notice of termination;

() the Change of Control Bonus Amount paid to the executive for the last full fiscal year of the Company (being the year in which the Change of Control has occurred, but not the date of
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COMPENSATION OF DIRECTORS

Fiscal 2007 Director Compensation

The following table provides information regarding compensation earned by the Directors during the year ended December 31, 2007:

Fees Earned

or Paid All Other

in Cash Stock Awards Option Awards Compensation Total
Name(1) [O16) (9)(3) ($)(4) (©)] $
David W. Biegler $ 57,035 $ 12,200 $ 14,932 $ 2,262(5) $ 86,429
Louis E. Caldera $ 56,370 $ 5,180 $ 20,119 $ 4,636(5) $ 86,305
C. Webb Crockett $ 49,382 $ 500 = $ 792(5) $ 50,674
William H. Cunningham $ 61,167 $ 500 — $ 1,244(5) $ 62,911
William P. Hobby $ 28,390 $ 12,328 = $ 76,018(6) $ 116,736
Travis C. Johnson $ 57,537 $ 500 — $ 2,940(5) $ 60,977
Nancy B. Loeffler $ 35,730 $ 5,180 $ 20,119 $ 1,413(5) $ 62,442
John T. Montford $ 60,318 $ 2,840 $ 25,041 $ 1,753(5) $ 89,952

@
@
@
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®

Directors who also serve as executive officers of the Company do not receive compensation other than for their services as an executive officer. Such Directors are therefore not included in this table.
Reflects amounts earned for performance during 2007, whether or not paid during 2007. Retainer fees have been allocated to 2007, as appropriate.

Reflects the dollar amount recognized as a liability for financial statement reporting purposes for the fiscal year ended December 31, 2007, in accordance with SFAS 123R with respect to performance
shares granted under the Company’s Outside Director Incentive Plan. Amounts therefore include expense related to performance shares granted in and prior to fiscal 2007, as applicable. These awards
are discussed in Note 13 to the Company’s financial statements included in its Annual Report on Form 10-K for the fiscal year ended December 31, 2007. In accordance with the terms of the Outside
Director Incentive Plan, each of the Directors listed in the table (other than Governor Hobby) was granted 1,000 performance shares in May 2007. The grant date fair value for each of these grants was
$14,420. The aggregate number of performance shares outstanding at December 31, 2007, for each of the Directors listed in the table was as follows: Mr. Biegler — 1,000; Mr. Caldera — 3,250;

Mr. Crockett — 4,750; Dr. Cunningham — 4,750; Governor Hobby — 0; Mr. Johnson — 4,750; Ms. Loeffler — 3,250; Mr. Montford — 4,000. Performance shares were the only type of stock award
held by these Directors at fiscal year end.

Reflects the dollar amount recognized for financial statement reporting purposes for the fiscal year ended December 31, 2007, in accordance with SFAS 123R with respect to stock options granted to
these Directors. Amounts therefore include expense related to stock options granted in and prior to fiscal 2007, as applicable. Assumptions used in calculating the amounts for fiscal 2007 are included in
Note 13 to the Company’s financial statements included in its Annual Report on Form 10-K for the fiscal year ended December 31, 2007. Mr. Biegler was the only non-Employee Director to receive an
option grant during 2007. The grant date fair value of his grant was $44,796. The aggregate number of shares underlying stock options outstanding at fiscal year end for each of the Directors listed in
the table was as follows: Mr. Biegler — 8,000; Mr. Caldera — 10,000; Mr. Crockett — 0; Dr. Cunningham — 15,000; Governor Hobby — 0; Mr. Johnson — 0; Ms. Loeffler — 10,000;

Mr. Montford — 10,000. Stock options were the only type of option award held by these Directors at December 31, 2007.

Consists of reimbursement for taxes on flight benefits.

Consists of (i) a $75,000 payment to Governor Hobby pursuant to the Company’s Severance Plan for Directors in connection with his retirement from the Board in May 2007 and (ii) $1,018 of
reimbursement for taxes on flight benefits. The Severance Plan for Directors is discussed further below. In connection with his retirement, Governor Hobby also received a payout of his performance
shares in the amount of $69,778. The related expense for 2007 is reflected in the “Stock Awards” column. The payout of the
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AUDIT COMMITTEE REPORT

The Audit Committee has reviewed and discussed the audited financial statements of the Company for the year ended December 31, 2007, with management. In addition, we have discussed with Ernst &
Young LLP, the independent auditing firm for the Company, the matters required to be discussed by the Statement on Auditing Standards No. 61 (Communication with Audit Committees), as amended by
Statement on Auditing Standards No. 90 (Audit Committee Communications).

The Audit Committee also has received the written disclosures and the letter from Ernst & Young required by Independence Standards Board Standard No. 1 (Independence Discussions with Audit
Committees), and we have discussed with that firm its independence from the Company and the compatibility of its provision of services other than auditing services with such independence. We also have
discussed with management of the Company and the auditing firm such other matters and received such assurances from them as we have deemed appropriate.

Based on the foregoing review and discussions and relying thereon, we have recommended to the Company’s Board of Directors that the audited financial statements be included in the Company’s
Annual Report on Form 10-K for the fiscal year ended December 31, 2007.

AUDIT COMMITTEE

William H. Cunningham, Chair
David W. Biegler

Louis E. Caldera

Travis C. Johnson

John T. Montford
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PROPOSAL 2
RATIFICATION OF SELECTION OF AUDITOR

Shareholder ratification of the selection of Ernst & Young LLP as the Company’s independent auditors is not required by our Bylaws or otherwise. However, the Board of Directors is submitting the
selection of Ernst & Young to the Shareholders for ratification as a matter of good corporate practice. If the Shareholders fail to ratify the selection, the Audit Committee and Board of Directors will reconsider
whether or not to retain Ernst & Young. Even if the selection is ratified, the Board of Directors and its Audit Committee, in their discretion, may direct the selection of a different independent accounting firm at
any time during the year if the Board of Directors believes this change would be in the best interests of the Company and its Shareholders.

The affirmative vote of the holders of a majority of the shares entitled to vote on, and voted for or against, this proposal is required to approve this proposal.

The Board recommends a vote FOR the ratification of the selection of Ernst & Young LLP as the independent auditor for the Company. Proxies solicited by the Board of Directors will be so
voted unless Shareholders specify a different choice.

RELATIONSHIP WITH INDEPENDENT AUDITORS

The firm of Ernst & Young LLP, independent auditors, has been selected by the Board of Directors to serve as the Company’s auditors for the fiscal year ending December 31, 2008. Ernst & Young LLP
has served as the Company’s auditors since the inception of the Company. A representative of Ernst & Young LLP is expected to be present at the Annual Meeting in order to make a statement if he so desires and
to respond to appropriate questions.

The following table sets forth the various fees for services provided to the Company by Ernst & Young in 2007 and 2006:

Audit-
Related Tax All Other
Year Audit Fees(1) Fees(2) Fees(3; Fees(4, Total Fees
2007 $ 1,066,233 $ 195,000 $ 48,340 $ 6,000 $ 1,315,573
2006 $ 1,081,000 $ 163,700 $ 42,123 $ 6,000 $ 1,292,823
(1) Includes fees for the annual audit and quarterly reviews, SEC registration statements, accounting and financial reporting consultations and research work regarding Generally Accepted Accounting
Principles, passenger facility charge audits, the attestation of management’s Reports on Internal Controls and the audit of a wholly owned captive insurance company.
(2) Includes fees for audits of benefit plans.

(3) Includes services for tax compliance, tax advice, and tax planning.
(4) Consists of a subscription to Ernst & Young’s Global Accounting & Auditing Information Tool.

A copy of the Audit Committee’s Audit and Non-Audit Services Preapproval Policy is attached to this Proxy Statement as Appendix A. All of the services rendered by the independent auditor during 2007
were pre-approved by the Audit Committee, or by its Chairman pursuant to his delegated authority.
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SHAREHOLDER PROPOSAL
DIRECTORS TO BE ELECTED BY MAJORITY VOTE BYLAW
(PROPOSAL 3)

The Company has been notified by Mr. John Chevedden that he intends to present the following proposal for consideration at the Annual Meeting. This proposal will be voted on if it is properly presented
at the Annual Meeting. The Company will provide to any Shareholder, promptly upon receipt of the Shareholder’s written or oral request, the name and address of the proponent of this proposal and the number of
shares of the Company’s common stock held by the proponent of this proposal.

3 — Directors to be Elected by Majority Vote Bylaw

Resolved: Shareholders request that our company adopt a bylaw specifying that the election of our directors shall be decided by a majority of the votes cast, with a plurality vote standard used in those director
elections in which the number of nominees exceeds the number of directors to be elected.

This proposal will give shareholders a meaningful role in director elections. A majority vote standard would require that a nominee receive a majority of the votes cast in order to be elected. Under our current
plurality vote standard, a nominee for the board can be elected with as little as a single affirmative vote, even if a substantial majority of the votes cast are “withheld” from the nominee.

More than one-hundred (122) shareholder proposals on this topic won an impressive 49% average yes-vote in 2007. The Council of Institutional Investors www.cii.org, whose members have $3 trillion invested,
recommends adoption of this proposal topic. The Council sent letters asking the 1,500 largest U.S. companies to comply with the Council’s policy and adopt this topic. Leading proxy advisory firms also
recommended voting for this proposal topic.

John Chevedden, Redondo Beach, Calif., said that the merits of this proposal should also be considered in the context of our company’s overall corporate governance structure and individual director performance.
For instance in 2007 the following structure and performance issues were identified:
«  Our following directors received our 22% to 39% withhold votes in 2007:
Mr. Kelly — 22%
Mr. Kelleher 23%
Ms. Barrett  24%
Ms. Loeffler 25%
Mr. Crockett 39%
«  Mr. Caldera owned zero shares — Commitment concern.
«  Plus Mr. Caldera served on the IndyMac Bancorp (IMB) board rated “D” by The Corporate Library http://www.thecorporatelibrary.com, an independent investment research firm.
« We had no shareholder right to:
1) Cumulative voting.
2) Act by written consent.
3) Elect any director by a majority vote.

Additionally:
«  Two of our directors were long-tenured with 29 and 40 years tenure — Recruitment concern.
« Mr. Cunningham was over-extended with a total of 5 directorships.
« Mr. Cunningham was also an “Accelerated Vesting” director according to The Corporate Library. This was due to Mr. Cunningham’s involvement with a board that sped up stock option vesting to
avoid recognizing the associated cost.
¢ Plus Mr. Cunningham chaired our audit committee and served on the LIN TV (TVL) board rated “D” by The Corporate Library.
«  Three directors were insiders — Independence concern.
«  Our full board met only 6-times in a year.
¢ We had 3 directors over age 70 — Recruitment concern.
«  And our directors can be re-elected with one yes-vote from our 700 million shares.
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NYSE’s proposed rule could cause unintended consequences. Because the standard for Director election under this proposal is a majority of the votes cast, a single-issue activist would need to mobilize only a
minority of the Company’s Shareholders to achieve “NO” votes from a majority of the votes cast. As a result, a minority of the Company’s shares outstanding could act to defeat a Director’s election. Single issue
shareholder activists have a history of mounting “vote no” campaigns to signal displeasure with various matters and to send a message to the Board. Under a majority vote standard, these types of campaigns can
have real consequences. The Board believes it is unlikely Shareholders generally want the consequence of a single-issue message to be the actual failure to elect a particular Director or group of Directors,
particularly given that the current plurality vote standard allows Shareholders to nonetheless register dissatisfaction by means of a “withhold” vote for one or more Directors. The Board asks that Shareholders not
underestimate the impact of a significant “withhold” vote. The Board understands the importance of examining the reasons for the dissatisfaction. The Board also believes it is important, though, to have the
opportunity to determine whether such a vote is intended merely to send a message to the Board or whether the purpose is in fact to remove a Director from the Board.

Active Shareholder participation in a well-designed process for the election of Directors is important to the Company. In fact, the Board responded to Shareholder action regarding the election of
Directors in 2005 when it approved the amendment of the Company’s Bylaws to eliminate a classified Board structure. Prior to such time, Directors were elected for a three-year term. As a result of the Board’s
responsive action, all Directors are now subject to election or re-election by the Shareholders every year. The Board also responded to the request of Shareholders last year when it amended its Articles of
Incorporation and Bylaws to eliminate super-majority provisions.

The Board recognizes that there continues to be discussion among governance experts and others on whether requiring majority voting in the election of Directors is a worthy and workable goal and on
how best to address the concerns raised by a majority vote standard. The Board respectfully suggests, however, that, in view of the consistency of the Company’s performance and the Company’s record of
responsiveness to Shareholder concerns, there is no urgency to adopt this proposal. In particular, the Board urges caution in light of the NYSE’s proposed rule change. The Board will continue to monitor
developments with respect to the majority voting standard and the NYSE’s proposed rule and will carefully consider whether changes to the Company’s current voting system are appropriate and in the best
interests of the Shareholders and the Company.

Therefore, the Board of Directors recommends a vote AGAINST this Shareholder Proposal. Proxies solicited by the Board of Directors will be so voted unless Shareholders specify a different
choice.

SHAREHOLDER PROPOSAL
INDEPENDENT COMPENSATION COMMITTEE
(PROPOSAL 4)

The Company has been notified by the office of Mr. William C. Thompson, Jr., Comptroller of the City of New York, on behalf of the New York City Employees’ Retirement System, the New York City
Teachers’ Retirement System, the New York City Police Pension Fund, the New York City Fire Department Pension Fund, and the New York City Board of Education Retirement System (collectively, the
“Systems™), that the Systems intend to present the following proposal for consideration at the Annual Meeting. This proposal will be voted on if it is properly presented at the Annual Meeting. The Company will
provide to any Shareholder, promptly upon receipt of the Shareholder’s written or oral request, the name and address of each proponent of this proposal and the number of shares of the Company’s common stock
held by each proponent of this proposal.
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sacrificing the experience and wisdom of future potential members of the Board and of the Compensation Committee who might not meet this proposal’s independence standards.

The independence criteria established by the N'YSE are based on the recommendations of the Corporate Accountability and Listing Standards Committee appointed by the NYSE and are the result of
extensive research, input, and analysis. The Board therefore believes the existing independence requirements adequately foster the exercise of independent judgment by members of the Compensation Committee
in making executive compensation decisions. Since the members of the Compensation Committee already meet these existing independence requirements, the Board believes the proposal would only serve to add
unnecessary restrictions without providing any significant additional benefits.

Therefore, the Board of Directors recommends a vote AGAINST this Shareholder Proposal. Proxies solicited by the Board of Directors will be so voted unless Shareholders specify a different
choice.

SHAREHOLDER PROPOSAL
SUSTAINABILITY REPORTING
(PROPOSAL 5)

The Company has been notified by Calvert Asset Management Company, Inc., Domini Social Investments LLC, and Clean Yield Asset Management (on behalf of the Walter and Conny Lindley
Donations Trust) that they intend to present the following proposal for consideration at the Annual Meeting. This proposal will be voted on if it is properly presented at the Annual Meeting. The Company will
provide to any Shareholder, upon receipt of the Shareholder’s written or oral request, the name and address of each proponent of this proposal and the number of shares of the Company’s common stock held by
each proponent of this proposal.

Southwest Airlines Co. - 2008

Whereas:

Investors increasingly seek disclosure of companies’ social and environmental practices in the belief that they impact shareholder value. Many investors believe companies that are good employers, environmental
stewards, and corporate citizens are more likely to generate stronger financial returns, better respond to emerging issues, and enjoy long-term business success.

Mainstream financial companies are also increasingly recognizing the links between sustainability performance and shareholder value. According to research consultant Innovest, major investment firms including
ABN-AMRO, Schroders, T. Rowe Price, and Legg Mason subscribe to information on companies’ social and environmental practices to help make investment decisions.

Globally over 2,300 companies issued reports on sustainability issues in 2006 (www.corporateregister.com). An earlier study found more than half of the global Fortune 250 issue such reports (KPMG
International Survey of Corporate Responsibility Reporting 2005).

Unfortunately, the majority of US domestic airlines lag behind their global industry peers on sustainability reporting, especially regarding key aviation issues such as climate change. British Airways and Air
France-KLM have taken leadership roles in these areas through the publication of comprehensive sustainability reports that address their company’s impacts on the environment, employee safety, labor relations,
and customer safety.

Commercial aviation is estimated to contribute between 2-3% of total anthropogenic CO2 emissions to the atmosphere. Furthermore, the commercial aviation industry continues to grow at an unprecedented rate.
According to the Air Transport Association’s 2007 Economic Report, US airlines posted a 2.4% growth in passenger traffic between 2005 and 2006. The recent action by European regulators to include airlines as
part of the EU Emissions Trading Scheme underscores the importance of the airline industry in GHG reduction efforts.
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OTHER MATTERS

Submission of Shareholder Proposals

To permit the Company and its Shareholders to deal with Shareholder proposals in an informed and orderly manner, the Company’s Bylaws establish an advance notice procedure with regard to the
nomination (other than by or at the direction of the Board of Directors) of candidates for election to the Board of Directors and with regard to certain other matters to be brought before an Annual Meeting of
Shareholders. In general, under the Bylaws written notice must be received by the Secretary of the Company not less than 60 days nor more than 90 days prior to the meeting. If less than 30 days’ notice or prior
public disclosure of the date of the meeting is given or made to Shareholders, written notice must be received not later than the close of business on the tenth day following the day on which such notice of the date
of the Annual Meeting is mailed or such public disclosure is made. Any Shareholder proposal or nomination must contain certain specified information concerning the person to be nominated or the matters to be
brought before the meeting as well as the Shareholder submitting the proposal. Any notice relating to a Shareholder nomination of a person or persons for election to the Board must contain (i) as to each nominee,
all information required to be disclosed in solicitations of proxies for election of Directors pursuant to Regulation 14A under the Securities Exchange Act of 1934; (ii) the name and address of the Shareholder
giving the notice; and (iii) the number of shares of the Company beneficially owned by the Shareholder giving the notice. Based on a 2009 Annual Meeting date corresponding to this year’s Annual Meeting date
(and assuming a 30 day notice or public disclosure of such Annual Meeting date), if the Company does not receive notice of a proposal before March 22, 2009, it will be considered “untimely” and the proxy
committee may properly use its discretionary authority to vote for or against the proposal. A copy of the applicable Bylaw provisions may be obtained, without charge, upon written request to the Secretary of the
Company at the address set forth on page 1 of this Proxy Statement.

In addition, any Shareholder who wishes to submit a proposal for inclusion in the Company’s Proxy Statement and proxy relating to the 2009 Annual Meeting of Shareholders must forward such proposal
to the Secretary of the Company, at the address indicated on the first page of this Proxy Statement, so that the Secretary receives it no later than December 18, 2008.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires the Company’s executive officers, Directors, and persons who beneficially own more than ten percent of the Company’s
common stock to file reports of ownership and changes in ownership of Company common stock with the SEC and the N'YSE. These persons are also required by SEC regulation to furnish the Company with
copies of all such reports they file. To the Company’s knowledge, based solely on its review of its copies of such reports, or written representations from such persons, the Company believes that all filing
requirements applicable to its Directors, executive officers, and beneficial owners of more than ten percent of the Company’s common stock have been satisfied.

Discretionary Authority

In the event a quorum is present at the meeting but sufficient votes to approve any of the items proposed by the Board of Directors have not been received, the persons named as proxies may propose one
or more adjournments of the meeting to permit further solicitation of proxies. A Shareholder vote may be taken on one or more of the proposals in this Proxy Statement prior to such adjournment if sufficient
proxies have been received and it is otherwise appropriate. Any adjournment will require the affirmative vote of the holders of a majority of those shares of common stock represented at the meeting in person or
by proxy. If a quorum is present, the persons named as proxies will vote the proxies they have been authorized to vote on any other business properly before the meeting in favor of such an adjournment.
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APPENDIX A

Southwest Airlines Co.
Audit and Non-Audit Services Preapproval Policy
Adopted March 20, 2003

1. Purpose

Under the Sarbanes-Oxley Act of 2002 (the “Act”) and the rules of the Securities and Exchange Commission (the “SEC™), the Audit Committee of the Board of Directors is responsible for the
appointment, compensation, and oversight of the work of the independent auditor. The Audit Committee is required to pre-approve the audit and non-audit services performed by the independent auditor in order
to assure that they do not impair the auditor’s independence from the Company. Accordingly, the Audit Committee has adopted, and the Board of Directors of Southwest Airlines Co. (the “Company” or
“Southwest”) has ratified, this Audit and Non-Audit Services Preapproval Policy (the “Policy”), which sets forth the procedures and the conditions pursuant to which services proposed to be performed by the
independent auditor may be preapproved.

The SEC’s rules provide that proposed services may be preapproved without consideration of specific case-by-case services by the Audit Committee (“general preapproval™) or may require the specific
preapproval of the Audit Committee (“specific preapproval”). The Audit Committee believes that the combination of these two approaches in this Policy will result in an effective and efficient procedure to pre-
approve services performed by the independent auditor. Accordingly, unless a type of service has received general preapproval, it will require specific preapproval by the Audit Committee if it is to be provided by
the independent auditor. Any proposed services exceeding preapproved cost levels or budgeted amounts will also require specific preapproval by the Audit Committee.

For each preapproval, the Audit Committee will consider whether the services are consistent with the SEC’s rules on auditor independence. The Audit Committee will also consider whether the
independent auditor is best positioned to provide the most effective and efficient service, for reasons such as its familiarity with the Company’s business, people, culture, accounting systems, risk profile and other
factors, and whether the service might enhance the Company’s ability to manage or control risk or improve audit quality. All such factors will be considered as a whole, and no one factor will necessarily be
determinative.

The independent auditor has reviewed this Policy and believes that implementation of the policy will not adversely affect the auditor’s independence.

I1. Delegation

The Act and the SEC’s rules permit the Audit Committee to delegate preapproval authority to one or more of its members. The member to whom such authority is delegated must report, for informational
purposes only, any preapproval decisions to the Audit Committee at its next scheduled meeting.

I11. Audit Services

The annual Audit services engagement terms and fees will be subject to the specific preapproval of the Audit Committee. The Audit Committee will monitor the Audit services engagement as necessary,
but no less than on a quarterly basis, and will also approve, if necessary, any changes in terms, conditions and fees.

In addition to the annual Audit services engagement approved by the Audit Committee, the Audit Committee may grant preapproval to other Audit services, which are those services that only the
independent auditor reasonably can provide. Other Audit services may include services associated with SEC registration statements or other documents issued in connection with securities offerings.

A-1













Table of Contents

APPENDIX B

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2007

or

[¢] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File No. 1-7259

Southwest Airlines Co.

(Exact name of registrant as specified in its charter)

Texas 74-1563240
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification No.)
P.O. Box 36611 75235-1611
Dallas, Texas (Zip Code)

(Address of principal executive offices)

Registrant’s telephone number, including area code:
(214) 792-4000

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock ($1.00 par value) New York Stock Exchange, Inc.

Securities registered pursuant to Section 12(g) of the Act:
None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yesp  No o
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yeso Nop
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. Yesp Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part I11 of this Form 10-K or any amendment to this Form 10-K. p

Indicate by check mark if the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filer p ~ Accelerated filer o Non-accelerated filer o
Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yeso Nop

The aggregate market value of the common stock held by non-affiliates of the registrant was approximately $11,172,660,474, computed by reference to the closing sale price of the common stock on the New
York Stock Exchange on June 29, 2007, the last trading day of the registrant’s most recently completed second fiscal quarter.

Number of shares of common stock outstanding as of the close of business on January 30, 2008: 735,665,898 shares
DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Proxy Statement for the Company’s Annual Meeting of Shareholders to be held May 21, 2008 are incorporated into Part 111 of this Annual Report on Form 10-K.
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PART |

Item 1. Business
Overview

Southwest Airlines Co. is a major passenger airline that provides scheduled air transportation in the United States. Based on the most recent data available from the U.S. Department of Transportation
(“DOT™), Southwest is the largest air carrier in the United States, as measured by the number of originating passengers boarded and the number of scheduled domestic departures. Southwest commenced
Customer Service on June 18, 1971, with three Boeing 737 aircraft serving three Texas cities — Dallas, Houston, and San Antonio. As of December 31, 2007, Southwest operated 520 Boeing 737 aircraft and
provided service to 64 cities in 32 states throughout the United States. In 2007, Southwest recommenced service to San Francisco International Airport.

Southwest focuses principally on point-to-point, rather than hub-and-spoke, service, providing its markets with frequent, conveniently timed flights and low fares. As of December 31, 2007, Southwest
served 411 nonstop city pairs. Historically, Southwest has served predominantly short-haul routes, with high frequencies. In recent years, Southwest has complemented this service with more medium to long-haul
routes, including transcontinental service.

Southwest has a low cost structure, enabling it to charge low fares. Adjusted for stage length, Southwest has lower unit costs, on average, than most major network carriers. Southwest’s low cost
advantage is facilitated by reliance upon a single aircraft type, an operationally efficient route structure, and highly productive Employees.
Fuel Cost Impact and Related Growth Plans and Initiatives

Fuel prices can have a significant impact on Southwest’s profitability. From October 1, 2007 through December 31, 2007, the average cost per gallon for jet fuel was $1.87. Southwest’s average cost of jet
fuel, net of hedging gains and excluding fuel taxes, over the past five years was as follows:

Cost Average Cost Percent of
Year (Millions) Per Gallon Operating Expenses
2003 $ 830 $ 72 14.9%
2004 $ 1,000 $ .83 16.3%
2005 $ 1,341 $ 1.03 19.6%
2006 $ 2,138 $ 153 26.2%
2007 $ 2,536 $ 170 28.0%

Fuel costs, coupled with evidence of slowing economic growth and the impact of labor costs, led to the Company’s decision in 2007 to slow capacity growth through a combination of schedule
adjustments and fleet changes. The Company has been working on optimizing its flight schedule by reducing frequency on less profitable routes and reallocating capacity to potentially more rewarding markets.
This in turn has allowed the Company to reduce the number of aircraft it will add to its fleet in 2008. As discussed further below under “Properties,” the Company has also adjusted its aircraft deliveries from
Boeing.

In addition to schedule adjustments, the Company has developed several initiatives designed to enhance Customer Service and to help offset increasing costs through improving future revenues. These
initiatives include, among others:

* Implementation of a new Customer boarding method for flights;

« Commencement of a significant gate re-design to enhance the airport experience for Customers;

« Introduction of a new fare structure, including a “Business Select” product;

« Introduction of enhancements to the Company’s Rapid Rewards frequent flyer program;

« Launch of a new advertising campaign;

«  Announcement of an expansion of the Company’s GDS (Global Distribution System) and corporate travel account efforts; and

« Exploration of international codeshare alliances.

The Company’s initiatives are discussed in more detail below under “Operating Strategies and Marketing.” Fuel costs and Southwest’s fuel hedging activities are discussed in more detail below under

“Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
Regulation

The airline industry is regulated heavily, especially by the federal government. Examples of such regulation include:

Economic and Operational Regulation

« Aviation Taxes. The statutory authority for the federal government to collect aviation taxes, which are used, in part, to finance the nation’s airport and air traffic control systems, and the authority of the
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During 2007, as part of its efforts to improve future profitability, the Company offered an early retirement program to certain of its Employees. A total of 608 of approximately 8,500 eligible Employees
elected to participate in the program.

Additional Information About Southwest

Southwest was incorporated in Texas in 1967. The following documents are available free of charge through the Company’s website, www.southwest.com: Southwest’s annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to those reports that are filed with or furnished to the SEC pursuant to Sections 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended. These materials are made available through Southwest’s website as soon as reasonably practicable after they are electronically filed with, or furnished to, the SEC.

The certifications of the Company’s Chief Executive Officer and Chief Financial Officer required under Section 302 of the Sarbanes-Oxley Act have been filed as Exhibits 31.1 and 31.2 to this report.
Additionally, in 2007 the Company’s Chief Executive Officer certified to the New York Stock Exchange (“NYSE”) that he was not aware of any violation by the Company of the NYSE’s corporate governance
listing standards.

DISCLOSURE REGARDING FORWARD-LOOKING INFORMATION

Some statements in this Form 10-K (or otherwise made by the Company or on the Company’s behalf from time to time in other reports, filings with the SEC, news releases, conferences, Internet postings,
or otherwise) that are not historical facts may be “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 based on, and include statements about, Southwest’s estimates, expectations, beliefs, intentions, or strategies
for the future, and the assumptions underlying these forward-looking statements. Specific forward-looking statements can be identified by the fact that they do not relate strictly to historical or current facts and
include, without limitation, words such as “anticipates,” “believes,” “estimates,” “expects,” “intends,” “forecasts,” “may,” “will,” “should,” and similar expressions. While management believes that these
forward-looking statements are reasonable as and when made, forward-looking statements are not guarantees of future performance and involve risks and uncertainties that are difficult to predict. Therefore, actual
results may differ materially from what is expressed in or indicated by Southwest’s forward-looking statements or from historical experience or the Company’s present expectations. Factors that could cause these
differences include, but are not limited to, those set forth below under “Risk Factors.”

Caution should be taken not to place undue reliance on the Company’s forward-looking statements, which represent the Company’s views only as of the date this report is filed. The Company undertakes
no obligation to update publicly or revise any forward-looking statement, whether as a result of new information, future events, or otherwise.

Item 1A. Risk Factors

Southwest’s business is dependent on the price and availability of aircraft fuel. Continued periods of high fuel costs and/or significant disruptions in the supply of fuel could adversely affect the
Company’s results of operations.

Airlines are inherently dependent upon energy to operate and, therefore, are impacted by changes in the prices of jet fuel. The cost of fuel, which has been at historically high levels over the last three
years, is largely unpredictable and has a significant impact on the Company’s results of operations. Jet fuel and oil consumed for fiscal 2007 and 2006 represented approximately 28 percent and 26 percent of
Southwest’s operating expenses, respectively. In both years, jet fuel costs were the second largest expense incurred by the Company, following only salaries, wages, and benefits. These costs contributed to the
Company’s decision during 2007 to slow growth and could continue to impact growth decisions.

Fuel availability, as well as pricing, is also impacted by political and economic factors. The Company does not currently anticipate a significant reduction in fuel availability; however, it is difficult to
predict the future availability of jet fuel due to the following, among other, factors: dependency on foreign imports of crude oil and the potential for hostilities or other conflicts in oil producing areas; limited
refining capacity; and the possibility of changes in governmental policies on jet fuel production, transportation, and marketing. Significant disruptions in the supply of aircraft fuel could adversely affect the
Company’s business, financial condition, and results of operations.
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« The adoption of regulations that impact customer service standards, such as security standards; and

« The adoption of more restrictive locally-imposed noise regulations.

The airline industry is intensely competitive.

As discussed in more detail above under “Business — Competition,” the airline industry is extremely competitive. Southwest’s competitors include other major domestic airlines, as well as regional and
new entrant airlines, and other forms of transportation, including rail and private automobiles. Southwest’s revenues are sensitive to the actions of other carriers in the areas of capacity, pricing, scheduling,
codesharing, and promotions.

Southwest’s low cost structure is one of its primary competitive advantages, and many factors could affect the Company’s ability to control its costs.

Factors affecting the Company’s ability to control its costs include the price and availability of fuel, results of Employee labor contract negotiations, Employee hiring and retention rates, costs for health
care, capacity decisions by the Company and its competitors, unscheduled required aircraft airframe or engine repairs, regulatory requirements, ability to access capital or financing at competitive rates in financial
markets, and future financing decisions made by the Company. In addition, a key contributor to the Company’s low cost structure is its use of a single aircraft type, the Boeing 737. Although the Company is able
to purchase some of these aircraft from parties other than Boeing, most of its purchases are direct from Boeing. Therefore, if the Company were unable to acquire additional aircraft from Boeing, or Boeing were
unable or unwilling to provide adequate support for its products, the Company’s operations could be adversely impacted. In addition, the Company’s dependence on a single aircraft type could result in downtime
for part or all of the Company’s fleet if mechanical or regulatory issues relating to the Boeing 737 aircraft type arise. However, given the Company’s years of experience with the Boeing 737 aircraft type and its
longterm relationship with Boeing, the Company believes the advantages of operating a single fleet type outweigh the risks of its single aircraft strategy.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

Aircraft

Southwest operated a total of 520 Boeing 737 aircraft as of December 31, 2007, of which 86 and 9 were under operating and capital leases, respectively. The remaining 425 aircraft were owned.

The following table details information on the 520 aircraft in the Company’s fleet as of December 31, 2007:

Average Age Number of Number Number
737 Type _Seats (Yrs) Aircraft Owned Leased
-300 137 16.7 194 112 82
-500 122 16.7 25 16 9
-700 137 4.2 301 297 4
Totals 9.4 520 425 95
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In 2007, the Company announced a reduction in its planned growth rate for fourth quarter 2007 and for full year 2008. A portion of this growth slowdown will be achieved through changes in the
Company’s aircraft deliveries from Boeing. In 2008, the Company also plans to return from lease or sell a total of 22 aircraft. In total, at December 31, 2007, the Company had firm orders, options and purchase
rights for the purchase of Boeing 737 aircraft as follows:

Firm Orders, Options and Purchase Rights for Boeing 737-700 Aircraft
The Boeing Company

Delivery Year Firm Orders Options Purchase Rights Total
2008 29 = = 29
2009 20 8 — 28*
2010 10 24 — 34
2011 10 22 — 32
2012 10 30 = 40
2013 19 — — 19
2014 10 = = 10
2008-2014 — — 54 54
Total 108 84 54 246

*  The Company exercised one option in January 2008, bring 2009 firm orders and options to 21 and 7, respectively.

Ground Facilities and Services

Southwest leases terminal passenger service facilities at each of the airports it serves, to which it has made various leasehold improvements. The Company leases the land and structures on a long-term
basis for its maintenance centers (located at Dallas Love Field, Houston Hobby, Phoenix Sky Harbor, and Chicago Midway), its flight training center at Dallas Love Field (which houses seven 737 simulators),
and its corporate headquarters, also located at Dallas Love Field. As of December 31, 2007, the Company operated six reservation centers. The reservation centers located in Chicago, Albuquerque, and Oklahoma
City occupy leased space. The Company owns its Houston, Phoenix, and San Antonio reservation centers.

The Company performs substantially all line maintenance on its aircraft and provides ground support services at most of the airports it serves. However, the Company has arrangements with certain
aircraft maintenance firms for major component inspections and repairs for its airframes and engines, which comprise the majority of the Company’s annual aircraft maintenance costs.
Item 3. Legal Proceedings

The Company is subject to various legal proceedings and claims arising in the ordinary course of business, including, but not limited to, examinations by the Internal Revenue Service (IRS). The IRS
regularly examines the Company’s federal income tax returns and, in the course of those examinations, proposes adjustments to the Company’s federal income tax liability reported on such returns. It is the
Company’s practice to vigorously contest those proposed adjustments that it deems lacking merit. The Company’s management does not expect the outcome in any of its currently ongoing legal proceedings or the
outcome of any proposed adjustments presented to date by the IRS, individually or collectively, will have a material adverse effect on the Company’s financial condition, results of operations, or cash flows.

Item 4. Submission of Matters to a Vote of Security Holders

None to be reported.
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PART I1

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities

Southwest’s common stock is listed on the New York Stock Exchange and is traded under the symbol “LUV.” The following table shows, for the periods indicated, the high and low sales prices per share
of the Company’s common stock, as reported on the NYSE Composite Tape, and the cash dividends per share paid on the Company’s common stock.

Period __ Dividend _High _Low
2007
1st Quarter $ 0.00450 $ 16.58 $ 1450
2nd Quarter 0.00450 15.90 14.03
3rd Quarter 0.00450 16.96 14.21
4th Quarter 0.00450 15.06 12.12
2006
1st Quarter $ 0.00450 $ 18.10 $ 1551
2nd Quarter 0.00450 18.20 15.10
3rd Quarter 0.00450 18.20 15.66
4th Quarter 0.00450 17.03 14.61

As of January 30, 2008, there were 10,708 holders of record of the Company’s common stock.
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Item 6. Selected Financial Data

The following financial information for the five years ended December 31, 2007, has been derived from the Company’s Consolidated Financial Statements. This information should be read in conjunction
with the Consolidated Financial Statements and related notes thereto included elsewhere herein.

Year Ended December 31,
2005

2007 2006 2004 2003
(in millions, except per share amounts)
Financial Data:
Operating revenues $ 9861 $ 9,086 $ 7,584 $ 6,530 $ 5,937
Operating expenses 9,070 8,152 6,859 6,126 5,558
Operating income 791 934 725 404 379
Other expenses (income) net (267) 144 (54) 65 (225)
Income before taxes 1,058 790 779 339 604
Provision for income taxes 413 201 295 124 232
Net Income $ 645 $ 499 $ 484 $ 215 $ 372
Net income per share, basic $ 8 $ 63 $ .61 $ 27 $ .48
Net income per share, diluted $ 84 8 61 $ .60 $ .27 $ .46
Cash dividends per common share $ .0180 $ .0180 $ .0180 $ .0180 $ .0180
Total assets at period-end $ 16,772  $ 13460 $ 14,003 $ 11,137 $ 9,693
Long-term obligations at period-end $ 2050 $ 1567 $ 1,394 $ 1,700 $ 1,332
Stockholders’ equity at period-end $ 6,941 $ 6,449 $ 6,675 $ 5,527 $ 5,029
Operating Data:

Revenue passengers carried 88,713,472 83,814,823 77,693,875 70,902,773 65,673,945
Enplaned passengers 101,910,809 96,276,907 88,379,900 81,066,038 74,719,340
Revenue passenger miles (RPMs) (000s) 72,318,812 67,691,289 60,223,100 53,418,353 47,943,066
Available seat miles (ASMs) (000s) 99,635,967 92,663,023 85,172,795 76,861,296 71,790,425
Load factor(1) 72.6% 73.1% 70.7% 69.5% 66.8%
Average length of passenger haul (miles) 815 808 775 753 730
Average aircraft stage length (miles) 629 622 607 576 558
Trips flown 1,160,699 1,092,331 1,028,639 981,591 949,882
Average passenger fare $ 10660 $ 10440 $ 93.68 $ 88.57 $ 87.42
Passenger revenue yield per RPM 13.08¢ 12.93¢ 12.09¢ 11.76¢ 11.97¢
Operating revenue yield per ASM 9.90¢ 9.81¢ 8.90¢ 8.50¢ 8.27¢
Operating expenses per ASM 9.10¢ 8.80¢ 8.05¢ 7.97¢ 7.74¢
Fuel costs per gallon (average) $ 170 $ 153 $ 1.03 $ 0.83 $ 0.72
Fuel consumed, in gallons (millions) 1,489 1,389 1,287 1,201 1,143
Fulltime equivalent Employees at period-end 34,378 32,664 31,729 31,011 32,847
Size of fleet at period-end(2) 520 481 445 417 388

(1) Revenue passenger miles divided by available seat miles.
(2) Includes leased aircraft.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Year in Review
Several events were significant for Southwest during 2007. For example, Southwest:
* Extended its string of consecutive profitable years to 35 and consecutive profitable quarters to 67. Both of these marks are unmatched in the modern era of aviation results.

* Implemented a new Customer boarding method for flights to significantly reduce the average time a Customer spends waiting in line at the gate, while retaining the Company’s famous open seating
policy once aboard the aircraft.

* Introduced a new fare structure including a “Business Select” product, which enables Customers to be among the first to board the aircraft. We also unveiled enhancements to our Rapid Rewards
program.

* Began a significant gate re-design to enhance the airport experience for Customers, to be installed at virtually all airports served by the Company.
* Grew the Company’s fleet by 39 Boeing 737-700 aircraft to a total of 520 737s as of December 31, 2007.

* Earned $727 million (on a cash basis, before profitsharing and income taxes) from the expiration/settlement of fuel derivative instruments the Company had previously entered into to protect against jet
fuel price increases.

* Incurred a one-time $25 million charge (before profitsharing and income taxes) related to an early retirement program that was offered by the Company and accepted by more than 600 Employees
during third quarter 2007, as one of many efforts underway to improve the Company’s future profitability.

* Announced an expansion of our GDS (Global Distribution System) and corporate travel account efforts through an agreement with Travelport’s Galileo and Worldspan.
* Recommenced service to San Francisco International Airport, with the highest initial concentration of flights of any new city in the Company’s history.
* Repurchased 66 million shares of Company common stock totaling $1.0 billion through programs authorized by the Company’s Board of Directors.

Although the Company’s 2007 net income of $645 million ($.84 per share, diluted) exceeded its 2006 net income of $499 million ($.61 per share, diluted), the increase was entirely driven by certain gains
and losses, recorded in accordance with Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended (SFAS 133), that relate to fuel
derivatives expiring in future periods. In fact, the Company’s operating income, which excludes these items, actually declined 15.3 percent from 2006 to 2007, primarily due to the significant increase in fuel
costs, which the Company was not able to recover through increased revenues. The airline revenue environment was more difficult than the Company envisioned coming into 2007. This was due to a slowing
economy as well as continued competitive pressures from both new airlines as well as those that have significantly reduced their cost structures through the bankruptcy process or the threat of bankruptcy. The
Company did raise fares several times during 2007 in an attempt to offset fuel cost pressures; however, these increases did not keep up with the rapidly increasing fuel prices.

Looking ahead to 2008, the Company believes it has retained, and in some cases strengthened, its low-cost competitive advantages as demonstrated by its protective fuel hedging position, excellent
Employees, and strong balance sheet. These enable Southwest to respond quickly to potential industry consolidation and to favorable market opportunities in the face of an uncertain economy and record energy
prices. Based on current and projected energy prices for 2008 and expected growth plans, the Company believes net cash expenditures for jet fuel, which exclude certain FAS 133 gains and losses, could increase
more than $500 million compared to 2007, even including the effects of fuel derivative contracts the Company has in place as of January 2008. The Company’s fuel derivative contracts in place for 2008 provide
protection for over 70 percent of the Company’s expected jet fuel consumption at an average price of approximately $51 per barrel of crude oil. The Company is also currently expecting a significant increase in
its aircraft engine maintenance activity in 2008. The Company will attempt to overcome the impact of higher anticipated 2008 fuel prices and other cost pressures through improved revenues and continued focus
on non-fuel costs. Based on this current outlook, Southwest has reduced its previously planned growth rate for 2008. The Company currently plans to grow its fleet by a net seven aircraft. The Company will add
29 new 737-700 aircraft from Boeing, but plans to return from lease or sell a total of 22 aircraft, resulting in a net available seat mile (ASM) capacity
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and third largest increases in Other operating expenses on an absolute dollar basis were in Fuel taxes ($18 million, or 14.0 percent, primarily due to a 15.0 percent increase in the unhedged cost of jet fuel per
gallon and a 7.9 percent increase in gallons consumed), and Personnel expenses ($16 million, or 11.9 percent, primarily representing hotel and per diem costs for Pilots and Flight Attendants, primarily due to a
6.2 percent increase in trips flown). Other operating expenses per ASM increased 1.4 percent compared to 2005, primarily due to the increase in revenue-related costs, such as credit card processing fees, related to
the Company’s 20.2 percent increase in Passenger revenues.

Other

“Other expenses (income)” included interest expense, capitalized interest, interest income, and other gains and losses. Interest expense increased by $6 million, or 4.9 percent, primarily due to an increase
in floating interest rates. This was partially offset by the Company’s repayment during 2006 of $607 million in debt. The majority of the Company’s long-term debt is at floating rates. In addition, the Company
issued $300 million in senior unsecured notes during December 2006. See Note 7 to the Consolidated Financial Statements for more information. Capitalized interest increased $12 million, or 30.8 percent,
compared to 2005, due to higher 2006 progress payment balances for scheduled future aircraft deliveries as well as higher interest rates. Interest income increased $37 million, or 78.7 percent, primarily due to an
increase in rates earned on cash and investments.

Other (gains) losses, net, primarily includes amounts recorded in accordance with the Company’s hedging activities and SFAS 133. During 2006, the Company recorded losses related to the
ineffectiveness of its hedges as well as the decrease in market value of fuel derivative contracts that were marked to market because they didn’t qualify for SFAS 133 hedge accounting. The losses resulted from
the decrease in the fair value of the Company’s portfolio of fuel derivative instruments as commodity prices declined during the year. During 2005, the Company recorded significant gains related to the
ineffectiveness of its hedges as well as the increase in market value of fuel derivative contracts that were marked to market because they didn’t qualify for SFAS 133 hedge accounting, as commodity prices
increased during that year. The following table displays the components of Other (gains) losses, net, for the years ended December 31, 2007 and 2006:

(In millions) 2006 2005
Mark-to-market impact from fuel contracts settling in future periods — included in Other (gains) losses, net $ 42 $ (77)
Ineffectiveness from fuel hedges settling in future periods — included in Other (gains) losses, net 39 9)
Realized ineffectiveness and mark-to-market (gains) or losses — included in Other (gains) losses, net 20 (24)
Premium cost of fuel contracts included in Other (gains) losses, net 52 35
Other (2) (15)
$ 151 $ (90)

See Note 10 to the Consolidated Financial Statements for further information on the Company’s hedging activities.

Income Taxes

The provision for income taxes, as a percentage of income before taxes, decreased to 36.8 percent in 2006 from 37.9 percent in 2005. The decrease in the 2006 rate was due primarily to a $9 million net
reduction related to a revision in the State of Texas franchise tax law enacted during 2006.

Liquidity and Capital Resources

Net cash provided by operating activities was $2.8 billion in 2007 compared to $1.4 billion in 2006. For the Company, operating cash inflows primarily are derived from providing air transportation for
Customers. The vast majority of tickets are purchased prior to the day on which travel is provided and, in some cases, several months before the anticipated travel date. Operating cash outflows primarily are
related to the recurring expenses of operating the airline. The operating cash flows in both 2007 and 2006 were also significantly impacted by fluctuations in counterparty deposits associated with the Company’s
fuel hedging program (counterparty deposits are reflected as an increase to Cash and a corresponding increase to Accrued liabilities). There was an increase in counterparty deposits of $1.5 billion for 2007, versus
a decrease of $410 million during 2006. The increase in these deposits during 2007 was due to the significant increase in fair value of the Company’s fuel derivative portfolio from December 31, 2006, to
December 31, 2007. The decrease during 2006 was due primarily to a decrease in the fair value of the Company’s fuel derivative instruments, as a result of a decline in energy commodity
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prices during 2006. Cash flows associated with purchasing and/or selling derivatives are also classified as operating cash flows, although these amounts were not material for 2007 or 2006. Cash flows from
operating activities for 2007 were also driven by the $645 million in net income, plus noncash depreciation and amortization expense of $555 million. For further information on the Company’s hedging program
and counterparty deposits, see Note 10 to the Consolidated Financial Statements, and Item 7A. Qualitative and Quantitative Disclosures about Market Risk, respectively. Cash generated in 2007 and in 2006 was
used primarily to finance aircraft-related capital expenditures and to provide working capital.

Net cash flows used in investing activities in 2007 totaled $1.5 billion, approximately the same as in 2006. Investing activities in both years primarily consisted of payments for new 737-700 aircraft
delivered to the Company and progress payments for future aircraft deliveries. The Company purchased 37 new 737-700 aircraft in 2007 (the remaining two 737-700s added to the fleet during 2007 were leased)
versus the purchase of 36 737-700s in 2006. See Note 4 to the Consolidated Financial Statements. Investing activities for 2007 were also reduced by $198 million related to a change in the balance of the
Company’s short-term investments, namely auction rate securities.

Net cash used in financing activities was $493 million in 2007, primarily from the repurchase of $1.0 billion of common stock. The Company repurchased a total of 66 million shares of outstanding
common stock during 2007 as a result of buyback programs authorized by the Company’s Board of Directors. These uses were partially offset by the October 2007 issuance of $500 million Pass Through
Certificates consisting of $412 million 6.15% Series A certificates and $88 million 6.65% Series B certificates. Net cash used in financing activities was $801 million in 2006, primarily from the repurchase of
$800 million of common stock and the repayment of $607 million in debt. The Company repurchased a total of 49 million shares of outstanding common stock during 2006 as a result of three buyback programs
authorized by the Company’s Board of Directors. These uses were partially offset by the issuance of $300 million senior unsecured 5.75% notes in December 2006 and $260 million in proceeds from exercises of
Employee stock options. See Note 7 to the Consolidated Financial Statements for more information on the issuance and redemption of long-term debt.

The Company has various options available to meet its 2008 capital and operating commitments, including cash on hand and short-term investments at December 31, 2007, totaling $2.8 billion, internally
generated funds, and a $600 million bank revolving line of credit. In addition, the Company will also consider various borrowing or leasing options to maximize earnings and supplement cash requirements. The
Company believes it has access to a wide variety of financing arrangements because of its excellent credit ratings, unencumbered assets, modest leverage, and consistent profitability. The Company currently has
outstanding shelf registrations for the issuance of up to $540 million in public debt securities and pass through certificates, which it may utilize for aircraft financings or other purposes in the future.

Off-Balance Sheet Arrangements, Contractual Obligations, and Contingent Liabilities and Commitments

Southwest has contractual obligations and commitments primarily with regard to future purchases of aircraft, payment of debt, and lease arrangements. The Company received 39 Boeing 737-700 aircraft
in 2007 — 37 of which were new aircraft from Boeing, and two of which were pre-owned and leased from a third party. As of December 31, 2007, the Company had exercised all remaining options for aircraft to
be delivered in 2008, and had firm orders for 29 737-700 aircraft in 2008, 20 in 2009, 10 each in 2010-2012, and 29 thereafter. The Company also had options for 8 737-700 aircraft in 2009, 24 in 2010, 22 in
2011 and 30 in 2012. Southwest also has an additional 54 purchase rights for 737-700 aircraft for the years 2008 through 2014. The Company has the option to substitute 737-600s or -800s for the -700s. This
option is applicable to aircraft ordered from Boeing and must be exercised 18 months prior to the contractual delivery date.

The leasing of aircraft effectively provides flexibility to the Company as a source of financing. Although the Company is responsible for all maintenance, insurance, and expense associated with operating
the aircraft, and retains the risk of loss for leased aircraft, it has not made any guarantees to the lessors regarding the residual value (or market value) of the aircraft at the end of the lease terms. The Company
operates 95 leased aircraft, of which 86 are operating leases. As prescribed by GAAP, assets and obligations under operating leases are not included in the Company’s Consolidated Balance Sheet. Disclosure of
the contractual obligations associated with the Company’s leased aircraft is included below as well as in Note 8 to the Consolidated Financial Statements.

The Company is required to provide standby letters of credit to support certain obligations that arise in the ordinary course of business. Although the letters of credit
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are an off-balance sheet item, the majority of obligations to which they relate are reflected as liabilities in the Consolidated Balance Sheet. Outstanding letters of credit totaled $211 million at December 31, 2007.
The following table aggregates the Company’s material expected contractual obligations and commitments as of December 31, 2007:

Obligations by Period

2009 2011 Beyond
Contractual Obligations 2008 - 2010 -2012 2012 Total
(In millions)

Long-term debt(1) $ 27 $ 65 $ 451 $ 1499 $ 2,042
Interest commitments(2) 115 229 208 556 1,108
Capital lease commitments(3) 16 32 12 — 60
Operating lease commitments 400 633 430 876 2,339
Aircraft purchase commitments(4) 747 839 902 684 3,172
Other purchase commitments 60 64 14 — 138

Total contractual obligations $ 1365 $ 1862 $ 2,017 $ 3615 $ 8859

(1) Includes current maturities, but excludes amounts associated with interest rate swap agreements
(2) Related to fixed-rate debt

(3) Includes amounts classified as interest

(4) Firm orders from Boeing

There were no outstanding borrowings under the revolving credit facility at December 31, 2007. See Note 6 to the Consolidated Financial Statements for more information on the Company’s revolving
credit facility.

In January 2004, the Company’s Board of Directors authorized the repurchase of up to $300 million of the Company’s common stock, utilizing present and anticipated proceeds from the exercise of
Employee stock options. Repurchases were made in accordance with applicable securities laws in the open market or in private transactions from time to time, depending on market conditions. This program was
completed during first quarter 2005, resulting in the total repurchase of approximately 21 million of the Company’s common shares.

In 2006 and 2007, the Company’s Board of Directors authorized five separate programs for the repurchase of up to a total of $1.8 billion of the Company’s Common Stock — $300 million authorized in
January 2006, $300 million authorized in May 2006, $400 million authorized in November 2006, $300 million authorized in March 2007, and $500 million authorized in May 2007. Repurchases were made in
accordance with applicable securities laws in the open market or in private transactions from time to time, depending on market conditions. These programs, the last of which was completed during third quarter
2007, resulted in the repurchase of a total of approximately 116 million shares.

During January 2008, the Company’s Board of Directors authorized an additional program for the repurchase of up to $500 million of the Company’s Common Stock. Repurchases will be made in
accordance with applicable securities laws in the open market or in private transactions from time to time, depending on market conditions.

Critical Accounting Policies and Estimates

The Company’s Consolidated Financial Statements have been prepared in accordance with U.S. Generally Accepted Accounting Principles (GAAP). The Company’s significant accounting policies are
described in Note 1 to the Consolidated Financial Statements. The preparation of financial statements in accordance with GAAP requires the Company’s management to make estimates and assumptions that
affect the amounts reported in the Consolidated Financial Statements and accompanying footnotes. The Company’s estimates and assumptions are based on historical experience and changes in the business
environment. However, actual results may differ from estimates under different conditions, sometimes materially. Critical accounting policies and estimates are defined as those that are both most important to the
portrayal of the Company’s financial condition and results and require management’s most subjective judgments. The Company’s most critical accounting policies and estimates are described below.
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employment, depending upon the grant type. For grants in any of the Company’s plans that are subject to graded vesting over a service period, the Company recognizes expense on a straight-line basis over the
requisite service period for the entire award. None of the Company’s grants include performance-based or market-based vesting conditions, as defined.

As of December 31, 2007, the Company had $37 million in remaining unrecognized compensation cost related to past grants of stock options, which is expected to be recognized over a weighted-average
period of 2.25 years. The total recognition period for the remaining unrecognized compensation cost was approximately eight years; however, the majority of this cost will be recognized over the next two years,
in accordance with vesting provisions. The majority of the $37 million in share-based compensation expense reflected in the Consolidated Statement of Income for the year ended December 31, 2007, was related
to options granted prior to the adoption of SFAS 123R. Based on Employee stock options expected to vest during 2008, and the Company’s expectation of future grants, the Company expects the expense related
to share-based compensation to once again decrease during 2008 compared to 2007 expense.

The Company believes it is unlikely that materially different estimates for the assumptions used in estimating the fair value of stock options granted would be made based on the conditions suggested by
actual historical experience and other data available at the time estimates were made.

Recent Accounting Developments

In September 2006, the FASB issued statement No. 157, “Fair Value Measurements”, (SFAS 157). SFAS 157 defines fair value, establishes a framework for measuring fair value in accordance with
accounting principles generally accepted in the United States, and expands disclosures about fair value measurements. The Company is subject to the provisions of SFAS 157 beginning January 1, 2008. The
Company has not yet determined whether SFAS 157 will have a material impact on its financial condition, results of operations, or cash flow. However, the Company believes it will likely be required to provide
additional disclosures as part of future financial statements, beginning with first quarter 2008.

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (Statement 159). Statement 159 allows entities the option to measure eligible
financial instruments at fair value as of specified dates. Such election, which may be applied on an instrument by instrument basis, is typically irrevocable once elected. Statement 159 is effective for fiscal years
beginning after November 15, 2007. The Company does not believe Statement 159 will result in a material adverse effect on its financial condition, results of operations, or cash flow.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Southwest has interest rate risk in its floating rate debt obligations and interest rate swaps, and has commodity price risk in jet fuel required to operate its aircraft fleet. The Company purchases jet fuel at
prevailing market prices, but seeks to manage market risk through execution of a documented hedging strategy. Southwest has market sensitive instruments in the form of fixed rate debt instruments and financial
derivative instruments used to hedge its exposure to jet fuel price increases. The Company also operates 95 aircraft under operating and capital leases. However, leases are not considered market sensitive financial
instruments and, therefore, are not included in the interest rate sensitivity analysis below. Commitments related to leases are disclosed in Note 8 to the Consolidated Financial Statements. The Company does not
purchase or hold any derivative financial instruments for trading purposes. See Note 10 to the Consolidated Financial Statements for information on the Company’s accounting for its hedging program and for
further details on the Company’s financial derivative instruments.

Fuel Hedging

The Company utilizes financial derivative instruments, on both a short-term and a long-term basis, as a form of insurance against significant increases in fuel prices. The Company believes there is
significant risk in not hedging against the possibility of such fuel price increases. The Company expects to consume approximately 1.5 billion gallons of jet fuel in 2008. Based on this usage, a change in jet fuel
prices of just one cent per gallon would impact the Company’s “Fuel and oil expense” by approximately $15 million per year, excluding any impact of the Company’s derivative instruments.

The fair values of outstanding financial derivative instruments related to the Company’s jet fuel market price risk at December 31, 2007, were net assets of $2.4 billion. The current portion of these
financial derivative instruments, or $1.1 billion, is classified as “Fuel derivative contracts” in the Consolidated Balance Sheet. The long-term portion of these financial derivative instruments, or $1.3 billion, is
included in “Other assets.”
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Item 8. Financial Statements and Supplementary Data

Current assets:
Cash and cash equivalents
Short-term investments
Accounts and other receivables
Inventories of parts and supplies, at cost
Fuel derivative contracts
Prepaid expenses and other current assets

Total current assets

Property and equipment, at cost:
Flight equipment
Ground property and equipment
Deposits on flight equipment purchase contracts

Less allowance for depreciation and amortization

Other assets

Current liabilities:

Accounts payable

Accrued liabilities

Air traffic liability

Current maturities of long-term debt

Total current liabilities

Long-term debt less current maturities
Deferred income taxes
Deferred gains from sale and leaseback of aircraft
Other deferred liabilities
Commitments and contingencies
Stockholders’ equity:

SOUTHWEST AIRLINES CO.
CONSOLIDATED BALANCE SHEET

ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

Common stock, $1.00 par value: 2,000,000,000 shares authorized; 807,611,634 shares issued in 2007 and 2006

Capital in excess of par value
Retained earnings
Accumulated other comprehensive income

Treasury stock, at cost: 72,814,104 and 24,302,215 shares in 2007 and 2006, respectively

Total stockholders” equity

See accompanying notes.
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December 31,

2007
(In millions, except share data)

2006

$ 2213 $ 139
566 369

279 241

259 181
1,069 369

57 51
4,443 2,601
13,019 11,769
1,515 1,356
626 734
15,160 13,859
4,286 3,765
10,874 10,094
1,455 765

$ 16772 $ 13,460
$ 759 $ 643
3,107 1,323
931 799

41 122
4,838 2,887
2,050 1,567
2,535 2,104
106 120

302 333

808 808
1,207 1,142
4,788 4,307
1,241 582
(1,103) (390)
6,941 6,449

$ 16772 $ 13460
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OPERATING REVENUES:
Passenger
Freight
Other
Total operating revenues
OPERATING EXPENSES:
Salaries, wages, and benefits
Fuel and oil
Maintenance materials and repairs
Aircraft rentals
Landing fees and other rentals
Depreciation and amortization
Other operating expenses
Total operating expenses
OPERATING INCOME
OTHER EXPENSES (INCOME):
Interest expense
Capitalized interest
Interest income
Other (gains) losses, net
Total other expenses (income)
INCOME BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

NET INCOME PER SHARE, BASIC
NET INCOME PER SHARE, DILUTED

SOUTHWEST AIRLINES CO.
CONSOLIDATED STATEMENT OF INCOME

2007

Years Ended December 31,
2006

(In millions, except
per share amounts)

2005

$ 9,457 $ 8,750 $ 7,279
130 134 133
274 202 172
9,861 9,086 7,584
3,213 3,052 2,782
2,536 2,138 1,341
616 468 446
156 158 163
560 495 454
555 515 469
1,434 1,326 1,204
9,070 8,152 6,859
791 934 725
119 128 122
(50) (51) (39)
(44) (84) (47)
(292) 151 (90)
(267) 144 (54)
1,058 790 779
413 291 295

$_ 645 $ 499 $ 484

$ 85 $ 63 $ .61

$ 84 $ 6l $ 60

See accompanying notes.
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SOUTHWEST AIRLINES CO.
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

YYears Ended December 31, 2007, 2006, and 2005
Accumulated

Capital in Other
Common Excess of Retained Comprehensive Treasury
Stock Par Value Earnings Income (Loss’ Stock Total
(In millions, except per share amounts)

Balance at December 31, 2004 $ 790 $ 77 $ 3614 $ 417 $ (71) $ 5,527
Purchase of shares of treasury stock — — — — (55) (55)
Issuance of common and treasury stock pursuant to Employee stock plans 12 59 (66) — 126 131
Tax benefit of options exercised — 47 — — — 47
Share-based compensation — 80 — — — 80
Cash dividends, $.018 per share — — (14) — — (14)
Comprehensive income (loss)

Net income — — 484 — — 484
Unrealized gain on derivative instruments — — — 474 — 474
Other — — — 1 — 1

Total comprehensive income 959

Balance at December 31, 2005 $ 802 $ 963 $ 4,018 $ 892 $ — $ 6,675
Purchase of shares of treasury stock — — — — (800) (800)
Issuance of common and treasury stock pursuant to Employee stock plans 6 39 (196) — 410 259
Tax benefit of options exercised — 60 — — — 60
Share-based compensation — 80 — — — 80
Cash dividends, $.018 per share — — (14) — — (14)
Comprehensive income (loss)

Net income — — 499 — — 499
Unrealized loss on derivative instruments — — — (306) — (306)
Other — — — (4) — (4)

Total comprehensive income 189

Balance at December 31, 2006 $ 808 $ 1,142 $ 4307 $ 582 $ (390) $ 6,449
Purchase of shares of treasury stock — — — — (1,001) (1,001)
Issuance of common and treasury stock pursuant to Employee stock plans — — (150) — 288 138
Tax benefit of options exercised — 28 — — — 28
Share-based compensation — 37 — — — 37
Cash dividends, $.018 per share — — (14) — — (14)
Comprehensive income (loss)

Net income — — 645 — — 645
Unrealized gain on derivative instruments — — — 636 — 636
Other — — — 23 — 23
Total comprehensive income 1,304
Balance at December 31, 2007 $ 808 $ 1,207 $ 4788 $ 1,241 $  (1,103) $ 6,941

See accompanying notes.
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SOUTHWEST AIRLINES CO.
CONSOLIDATED STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Deferred income taxes
Amortization of deferred gains on sale and leaseback of aircraft
Share-based compensation expense
Excess tax benefits from share-based compensation arrangements
Changes in certain assets and liabilities:
Accounts and other receivables
Other current assets
Accounts payable and accrued liabilities
Air traffic liability
Other, net
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment, net
Purchases of short-term investments
Proceeds from sales of short-term investments
Payment for assets of ATA Airlines, Inc.
Debtor in possession loan to ATA Airlines, Inc.
Other, net
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of long-term debt
Proceeds from Employee stock plans
Payments of long-term debt and capital lease obligations
Payments of cash dividends
Repurchase of common stock
Excess tax benefits from share-based compensation arrangements
Other, net
Net cash provided by (used in) financing activities
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT
BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS AT END OF PERIOD

SUPPLEMENTAL DISCLOSURES
Cash payments for:
Interest, net of amount capitalized
Income taxes
Noncash rights to airport gates acquired through reduction in debtor in possession loan to ATA Airlines, Inc.

See accompanying notes.
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Years Ended December 31,
2006

2007 2005
(In millions)

645 $ 499 $ 484
555 515 469
328 277 291
(14) (15) (1)
37 80 80
(28) (60) (47)
(38) ) ©
(229) 87 (59)
1,609 (223) 855
131 150 120
(151) 102 (50)
2,845 1,406 2,118
(1,331) (1,399) (1,146)
(5,086) (4,509) (1,804)
4,888 4,392 1,810
— — ®

— 20 —

— 1 —
(1,529) (1,495) (1,146)
500 300 300
139 260 132
(122) (607) (149)
(14) (14) (14)
(1,001) (800) (55)
28 60 47
(23 - @
(493) (801) 260
823 (890) 1,232
1,390 2,280 1,048
2,213 $ 1390 $ 2,280
63 $ 78 $ 71

94 $ 15 $ 8

— $ — $ 20
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

1. Summary of Significant Accounting Policies
Basis of Presentation

Southwest Airlines Co. (the Company or Southwest) is a major domestic airline that provides point-to-point, low-fare service. The Consolidated Financial Statements include the accounts of Southwest
and its wholly owned subsidiaries. All significant intercompany balances and transactions have been eliminated. The preparation of financial statements in conformity with accounting principles generally
accepted in the United States (GAAP) requires management to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ
from these estimates.

Cash and Cash Equivalents

Cash in excess of that necessary for operating requirements is invested in short-term, highly liquid, income-producing investments. Investments with maturities of three months or less are classified as
cash and cash equivalents, which primarily consist of certificates of deposit, money market funds, and investment grade commercial paper issued by major corporations and financial institutions. Cash and cash
equivalents are stated at cost, which approximates market value.

Short-Term Investments

Short-term investments consist of auction rate securities with auction reset periods of less than 12 months. These investments are classified as available-for-sale securities and are stated at fair value. At
each reset period, the Company accounts for the transaction as “Proceeds from sales of short-term investments” for the security relinquished, and a “Purchase of short-investments” for the security purchased, in
the accompanying Consolidated Statement of Cash Flows. Unrealized gains and losses, net of tax, are recognized in “Accumulated other comprehensive income (loss)” in the accompanying Consolidated Balance
Sheet. Realized gains and losses on specific investments, which totaled $17 million in 2007, $17 million in 2006, and $4 million in 2005, are reflected in “Interest income” in the accompanying Consolidated
Income Statement.

The Company’s cash and cash equivalents and short-term investments as of December 31, 2006 and 2007, included $540 million and $2.0 billion, respectively, in collateral deposits received from the
counterparties of the Company’s fuel derivative instruments. Although these amounts are not restricted in any way, the Company generally must remit the investment earnings from these amounts back to the
counterparties. Depending on the fair value of the Company’s fuel derivative instruments, the amounts of collateral deposits held at any point in time can fluctuate significantly. Therefore, the Company generally
excludes the cash collateral deposits in its decisions related to long-term cash planning and forecasting. See Note 10 for further information on these collateral deposits and fuel derivative instruments.

Accounts and Other Receivables

Accounts and other receivables are carried at cost. They primarily consist of amounts due from credit card companies associated with sales of tickets for future travel and amounts due from counterparties
associated with fuel derivative instruments that have settled. The amount of allowance for doubtful accounts as of December 31, 2005, 2006 and 2007 was immaterial. In addition, the provision for doubtful
accounts and write-offs for 2005, 2006, and 2007 were immaterial.

Inventories

Inventories primarily consist of flight equipment expendable parts, materials, aircraft fuel, and supplies. All of these items are carried at average cost, less an allowance for obsolescence. These items are
generally charged to expense when issued for use. The reserve for obsolescence was immaterial at December 31, 2005, 2006 and 2007. In addition, the Company’s provision for obsolescence and write-offs for
2005, 2006, and 2007 were immaterial.

Property and Equipment

Property and equipment is stated at cost. Depreciation is provided by the straight-line method to estimated residual values over periods generally ranging from 23 to 25 years for flight equipment and 5 to
30 years for ground property and equipment once the asset is placed in service. Residual values estimated for aircraft are generally 15 percent and for ground property and equipment range from zero to
10 percent. Property under capital leases and related obligations is recorded at an amount equal to the present value of future minimum lease payments computed on the basis of the Company’s incremental
borrowing rate or, when known, the interest rate implicit in
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QUARTERLY FINANCIAL DATA
(Unaudited)
Three Months Ended

March 31 June 30 Sept. 30 Dec. 31
(In millions except per share amounts)

2007
Operating revenues $ 2,198 $ 2,583 $ 2,588 $ 2,492
Operating income 84 328 251 126
Income before income taxes 149 447 277 183
Net income 93 278 162 111
Net income per share, basic 12 .36 22 .15
Net income per share, diluted 12 .36 22 .15
March 31 June 30 Sept. 30 Dec. 31
2006
Operating revenues $ 2,019 $ 2,449 $ 2,342 $ 2,276
Operating income 98 402 261 174
Income before income taxes 96 515 78 101
Net income 61 333 48 57
Net income per share, basic .08 42 .06 .07
Net income per share, diluted .07 .40 .06 .07
Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
None.
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. The Company maintains disclosure controls and procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act) designed to provide
reasonable assurance that the information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized, and reported within the time
periods specified in the SEC’s rules and forms. These include controls and procedures designed to ensure that this information is accumulated and communicated to the Company’s management, including its
Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. Management, with the participation of the Chief Executive and Chief Financial
Officers, evaluated the effectiveness of the Company’s disclosure controls and procedures as of December 31, 2007. Based on this evaluation, the Company’s Chief Executive Officer and Chief Financial Officer
have concluded that the Company’s disclosure controls and procedures were effective as of December 31, 2007 at the reasonable assurance level.

Management’s Annual Report on Internal Control over Financial Reporting. Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting (as defined in Rule 13a-15(f) under the Exchange Act). The Company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes of accounting principles generally accepted in the United States.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Therefore, even those systems determined to be effective can provide only reasonable
assurance of achieving their control objectives.

Management, with the participation of the Chief Executive and Chief Financial Officers, evaluated the effectiveness of the Company’s internal control over financial reporting as of December 31, 2007. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control — Integrated Framework. Based on this
evaluation, management, with the participation of the Chief Executive and Chief Financial Officers, concluded that, as of December 31, 2007, the Company’s internal control over financial reporting was
effective.
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Ernst & Young, LLP, the independent registered public accounting firm who audited the Company’s consolidated financial statements included in this Form 10-K, has issued a report on the Company’s
internal control over financial reporting, which is included herein.

Changes in Internal Control over Financial Reporting. There were no changes in the Company’s internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) during the
quarter ended December 31, 2007, that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
Item 9B. Other Information

None.

PART I11

Item 10. Directors, Executive Officers, and Corporate Governance
Directors and Executive Officers

The information required by this Item 10 regarding the Company’s directors will be set forth under the heading “Election of Directors” in the Proxy Statement for the Company’s 2008 Annual Meeting of
Shareholders and is incorporated herein by reference. The information required by this Item 10 regarding the Company’s executive officers is set forth under the heading “Executive Officers of the Registrant” in
Part | of this Form 10-K and is incorporated herein by reference.

Section 16(a) Compliance

The information required by this Item 10 regarding compliance with Section 16(a) of the Exchange Act will be set forth under the heading “Section 16(a) Beneficial Ownership Reporting Compliance” in
the Proxy Statement for the Company’s 2008 Annual Meeting of Shareholders and is incorporated herein by reference.
Corporate Governance

Except as set forth in the following paragraph, the remaining information required by this Item 10 will be set forth under the heading “Corporate Governance” in the Proxy Statement for the Company’s
2008 Annual Meeting of Shareholders and is incorporated herein by reference.

The Company has adopted a Code of Ethics that applies to the Company’s principal executive officer, principal financial officer, and principal accounting officer or controller. The Company’s Code of
Ethics, as well as its Corporate Governance Guidelines and the charters of its Audit, Compensation, and Nominating and Corporate Governance Committees, are available on the Company’s website,
www.southwest.com. Copies of these documents are also available upon request to Investor Relations, Southwest Airlines Co., P.O. Box 36611, Dallas, TX 75235. The Company intends to disclose any
amendments to or waivers of its Code of Ethics on behalf of the Company’s Chief Executive Officer, Chief Financial Officer, Controller, and persons performing similar functions on the Company’s website, at
www.southwest.com, under the “About Southwest” caption, promptly following the date of any such amendment or waiver.

Item 11. Executive Compensation

The information required by this Item 11 will be set forth under the heading “Compensation of Executive Officers” in the Proxy Statement for the Company’s 2008 Annual Meeting of Shareholders and is
incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Except as set forth below regarding securities authorized for issuance under equity compensation plans, the information required by this Item 12 will be set forth under the heading “Voting Securities and
Principal Shareholders” in the Proxy Statement for the Company’s 2008 Annual Meeting of Shareholders and is incorporated herein by reference.
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Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information as of December 31, 2007, regarding compensation plans (including individual compensation arrangements) under which equity securities of Southwest are
authorized for issuance.

Equity Compensation Plan Information

Number of Securities Remaining

Number of Securities to be Weighted-Average Available for Future Issuance Under
Issued Upon Exercise of Exercise Price of Equity Compensation Plans
Outstanding Options, Outstanding Options, (Excluding Securities
Warrants, and Rights Warrants, and Rights* Reflected in Column (a))
Plan Category (a) (b) C
(In thousands) (In thousands)
Equity Compensation Plans Approved by Security Holders 23,941 $ 12.76 5,707
Equity Compensation Plans not Approved by Security Holders 68,517 $ 15.16 20,011
Total 92,459 $ 1454 25,718

*  Asadjusted for stock splits.

See Note 13 to the Consolidated Financial Statements for information regarding the material features of the above plans. Each of the above plans provides that the number of shares with respect to which
options may be granted, and the number of shares of common stock subject to an outstanding option, shall be proportionately adjusted in the event of a subdivision or consolidation of shares or the payment of a
stock dividend on common stock, and the purchase price per share of outstanding options shall be proportionately revised.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item 13 will be set forth under the heading “Certain Relationships and Related Transactions, and Director Independence” in the Proxy Statement for the Company’s 2008
Annual Meeting of Shareholders and is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

The information required by this Item 14 will be set forth under the heading “Relationship with Independent Auditors” in the Proxy Statement for the Company’s 2008 Annual Meeting of Shareholders
and is incorporated herein by reference.
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Item 15.

PART IV

Exhibits and Financial Statement Schedules

(a) 1. Financial Statements:

3.1

32

4.1

42

43

44

45

The financial statements included in Item 8. Financial Statements and Supplementary Data above are filed as part of this annual report.
2. Financial Statement Schedules:

There are no financial statement schedules filed as part of this annual report, since the required information is included in the consolidated financial statements, including the notes thereto,
or the circumstances requiring inclusion of such schedules are not present.

3. Exhibits:

Restated Avrticles of Incorporation of Southwest (incorporated by reference to Exhibit 4.1 to Southwest’s Registration Statement on Form S-3 (File No. 33-52155)); Amendment to Restated Articles
of Incorporation of Southwest (incorporated by reference to Exhibit 3.1 to Southwest’s Quarterly Report on Form 10-Q for the quarter ended June 30, 1996 (File No. 1-7259)); Amendment to
Restated Articles of Incorporation of Southwest (incorporated by reference to Exhibit 3.1 to Southwest’s Quarterly Report on Form 10-Q for the quarter ended June 30, 1998 (File No. 1-7259));
Amendment to Restated Articles of Incorporation of Southwest (incorporated by reference to Exhibit 4.2 to Southwest’s Registration Statement on Form S-8 (File No. 333-82735); Amendment to
Restated Articles of Incorporation of Southwest (incorporated by reference to Exhibit 3.1 to Southwest’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2001 (File No. 1-7259));
Articles of Amendment to Articles of Incorporation of Southwest (incorporated by reference to Exhibit 3.1 to Southwest’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2007 (File
No. 1-7279)).

Amended and Restated Bylaws of Southwest, effective September 20, 2007 (incorporated by reference to Exhibit 3.1 to Southwest’s Current Report on Form 8-K dated September 20, 2007).
$600,000,000 Competitive Advance and Revolving Credit Facility Agreement dated as of April 20, 2004 (incorporated by reference to Exhibit 10.1 to Southwest’s Quarterly Report on Form 10-Q
for the quarter ended June 30, 2004 (File No. 1-7259)); First Amendment, dated as of August 9, 2005, to Competitive Advance Revolving Credit Agreement (incorporated by reference to

Exhibit 10.1 to Southwest’s Current Report on Form 8-K dated August 12, 2005 (File No. 1-7259)).

Specimen certificate representing common stock of Southwest (incorporated by reference to Exhibit 4.2 to Southwest’s Annual Report on Form 10-K for the year ended December 31, 1994 (File
No. 1-7259)).

Indenture dated as of February 14, 2005, between Southwest Airlines Co. and The Bank of New York Trust Company, N.A., Trustee (incorporated by reference to Exhibit 4.2 to Southwest’s Current
Report on Form 8-K dated February 14, 2005 (File No. 1-7259)).

Indenture dated as of September 17, 2004 between Southwest Airlines Co. and Wells Fargo Bank, N.A., Trustee (incorporated by reference to Exhibit 4.1 to Southwest’s Registration Statement on
Form S-3 dated October 30, 2002 (File No. 1-7259)).

Indenture dated as of February 25, 1997, between the Company and U.S. Trust Company of Texas, N.A. (incorporated by reference to Exhibit 4.2 to Southwest’s Annual Report on Form 10-K for
the year ended December 31, 1996 (File No. 1-7259)).

Southwest is not filing any other instruments evidencing any indebtedness because the total amount of securities authorized under any single such instrument does not exceed 10 percent of its total
consolidated assets. Copies of such instruments will be furnished to the Securities and Exchange Commission upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

SouTHwesT AIRLINES Co.

February 1, 2008

By: /sl Laura WRIGHT

Laura Wright
Senior Vice President — Finance,
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on February 1, 2008 on behalf of the registrant and in the capacities
indicated.

Signature Capacity

/s/ Hersert D. KELLEHER Executive Chairman of the Board of Directors
Herbert D. Kelleher

/sl Gary C. KeLLy Chief Executive Officer and Director
Gary C. Kelly
/s/ CoLLeen C. BARRETT President and Director

Colleen C. Barrett

/sl Laura WRIGHT Sr. Vice President — Finance and Chief Financial Officer
Laura Wright (Chief Financial and Accounting Officer)
/s/ Davio W. BIEGLER Director

David W. Biegler

/sl Louis CALDERA Director
Louis Caldera

/sl C. Wes CROCKETT Director
C. Webb Crockett

/s WiLLiam H. CUNNINGHAM Director
William H. Cunningham

/s/ Travis C. JoHNSON Director
Travis C. Johnson

/s/ Nancy LoerrLER Director
Nancy Loeffler

/s/ Jorn T. MoNTFORD Director
John T. Montford
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