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INTRODUCTION 

AirTran’s consistency has been the antithesis for the airline industry over the previous 3 years; 

clearly a positive given the rash of large losses, high profile bankruptcies and extreme market 

volatility.  Even the press has taken note of AirTran’s successes with Airline Business Magazine 

recognizing AirTran’s Chairman, “…for an innovative strategy that has produced consistent profits 

in an extremely tight market.”  It is no accident that their financial results have matched the 

consistency of their operations; prospering because of a practical strategy and shared values at each 

end of the business.  The trends of growth and increased efficiency of operations have placed 

AirTran on the path for short-term success.  However long-term prospects are inconclusive and 

reasonable questions remain as to whether this strategy is sustainable giving the current poor market. 

 

GROWTH 

AirTran’s continued growth is shown by increases of operating assets (aircraft), and revenue.  

AirTran has taken delivery of 50 Boeing 737 since 2004 (adding 10 in 2007) and has firm orders for 

63 similar aircraft through 2012.  About 56% of the 737 aircraft are owned, up from only 10% of 

the 87 older Boeing 717 aircraft already operated by AirTran.  The result is decreasing aircraft rent 

payments over the past 3 years however it is counteracted by a significant increase of flight 

equipment to $1.3 billion, a 3 fold increase from 2005 numbers.  

 

Coupled with asset growth is operational growth of AirTran’s service to 7 new cities in 2007 and 

expanding service in its current locations including its hub Hartsfield –Jackson Atlanta International 

Airport.  The revenue increase seen over the past 3 years, can be attributed to increase of available 

seat miles from 15.4 million in 2005 to 22.7 million in 2007 given more aircraft and routes.   During 
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this time the salaries, wages and benefits have decreased as a function of revenues, an indication of 

the uptick of AirTran operational efficiency.    

 

FINANCING GROWTH VIA LEVERAGE 

AirTran has financed their growth through long-term debt obligations.  This long term debt has 

increased from 33% to 44% to 46% of total assets for the years 2005 – 2007 respectively.  This 

increase is quite significant.  More troubling are the firm orders on the books to purchase aircraft in 

addition to non-cancelable operating leases through 2012.  AirTran will have to pay down this debt 

with free cash so as not to over-leverage itself in the coming years.   

 

EFFICIENCY 

Efficiency of employee operations is important; nevertheless efficiency of its machinery is central to 

not only AirTran’s strategy for profitability but also its survival.  The anchor of aircraft operations is 

fuel costs.  The average cost of aircraft fuel per gallon, including fuel taxes and into-plane fees has 

increased nearly 25% since 2005 to $2.23.   Aircraft fuel is AirTran’s largest expenditure at 37.0% 

and surely rising for 2008.  AirTran has appropriately developed its strategy around mitigating fuel 

cost increases.  Load factors for breakeven continue to go up, however AirTran is beating those 

numbers by increasing its actual load factor in 2007 by a larger amount, 3.4%, than the breakeven 

increase, 1.4%.   

 

“As of December 31, 2007, [AirTran] had no fixed pricing arrangements with fuel suppliers for any 

future period.”  Conversely in the previous year AirTran had entered “into derivative instruments to 

reduce the impact on our operating results of the volatility of jet fuel prices.”  Whether management 

forecasted the difficulty in reducing fuel costs via pre-arranged fuel purchases or just hedged their 
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bet, an overall push to use less fuel from operations has also been undertaken over the past few 

years.  The delivery of more fuel efficient Boeing 737 keeps with the efficiency strategy by lessening 

overall fleet age and reducing fuel consumption per flight mile.  Winglets were also added to older 

aircraft to increase aerodynamic efficiency.  One measure that AirTran has not taken is to increase 

fares to the consumer.  The stiff competition and lack of customer loyalty means higher prices will 

most likely make customers take their business elsewhere. 

 

The strategy of increasing plane fuel efficiency while increasing overall load factor has offset the 

increase in fuel costs and operating cost per revenue seat mile: operating income is up along with net 

income.   Figure 1 shows some results of these actions, an overall increase in revenue passenger 

miles but higher fuel efficiency of those miles. 

 

 
Figure 1, RPM and Gallons of Fuel per RPM 
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RETURN ON EQUITY 

Compared to the low-cost airline competition of JetBlue and Southwest, AirTran has had the 

strongest return on equity percentage, 12%, for 2007.  Each airline has their own particular strength 

driving their particular ROE value over the 2005 – 2007 time period.  Southwest’s driver is the [Net 

Income / Sales] ratio.   JetBlue has a strong [Assets / Book Equity] ratio, while AirTran has a high 

[Sales/Assets] ratio.  Without fully analyzing both JetBlue’s and Southwest’s annual reports the asset 

mix of each firm, with respect to leasing or purchasing aircraft, is unknown.  AirTran’s [Sales / 

Assets] ratio has been decreasing since 2005 but it has strong short-term growth potential in [Net 

Income / Sales] ratio given the company’s strive for increased efficiency of operations. 

 

SUMMARY OF FINDINGS 

AirTran’s strategy of growth, fuel efficiency and financing through debt has shown itself to be 

relatively successful in smoothing volatility and increasing net income.  Nevertheless questions 

remain about the long-term ability to sustain this strategy regardless of the reduction of volatile 

financial numbers.  A larger percentage of new aircraft have been purchased via long-term debt than 

ever before.  These aircraft will quickly become old and fuel inefficient, lessening or eliminating their 

once handsome margins, while still saddling AirTran with long term debt.  Sooner rather than later 

this debt must be paid down by free cash, which will in turn stunt potential growth opportunities.  

AirTran will be forced to change course in the coming months and years to remain viable given the 

future prospects of the market. 
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