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PART I

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

We have made forward-looking statements in this annual report on Form 10-K, and in the section entitled
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” that are based on our
management’s beliefs and assumptions, and on information currently available to our management. Forward-looking
statements include information concerning our possible or assumed future results of operations, business strategies,
fleet plan, financing plans, competitive position, industry environment, potential growth opportunities, future service
to be provided and the effects of future regulation and competition. Forward-looking statements include all statements
that are not historical facts and can be identified by the use of forward-looking terminology such as the words “believe,”
“expect,” “anticipate,” “intend,” “plan,” “estimate,” “project” or similar expressions.

Forward-looking statements involve risks, uncertainties and assumptions. Actual results may differ materially from
those expressed in the forward-looking statements. Important risk factors that could cause our results to differ
materially from those expressed in the forward-looking statements may be found in this annual report on Form 10-K
and in our other periodic reports filed with the Securities and Exchange Commission at www.sec.gov. These risk
factors include, without limitation, an accident involving or problems with our aircraft, our reliance on automation
systems, volatility of fuel costs, labor issues and costs, the ability to obtain regulatory approvals as needed, the effect
of economic conditions on leisure travel, debt covenants, terrorist attacks, risks inherent to airlines, demand for air
services to our leisure destinations from the markets served by us, our dependence on our leisure destination markets,
the competitive environment, our reliance on third parties who provide facilities or services to us, the possible loss of
key personnel, economic and other conditions in markets in which we operate, aging aircraft and other governmental
regulation, increases in maintenance costs and cyclical and seasonal fluctuations to our operating results.

Any forward-looking statements are based on information available to us today and we undertake no obligation to
publicly update any forward-looking statements, whether as a result of future events, new information or otherwise.

Item 1.  Business

Overview

We are a leisure travel company focused on providing travel services and products to residents of under-served cities
in the United States. We were founded in 1997 and, in conjunction with our initial public offering in 2006, we
incorporated in the state of Nevada. Our unique business model provides diversified revenue streams from various
travel service and product offerings which distinguish us from other travel companies. We operate a low-cost
passenger airline marketed to leisure travelers in under-served cities, allowing us to sell air transportation both on a
stand-alone basis and bundled with the sale of air-related and third party services and products. In addition, we
provide air transportation under fixed fee flying arrangements. Our developed route network, pricing philosophy,
advertising, and product offerings built around relationships with premier leisure companies, are all intended to appeal
to leisure travelers and make it attractive for them to purchase air travel and related services and products from us.

A brief description of the travel services and products we provide to our customers:

Scheduled service air transportation.  We provide scheduled air transportation on limited-frequency nonstop flights
predominantly between under-served cities and popular leisure destinations. As of February 1, 2016, our operating
fleet consisted of 51 MD-80 aircraft, 26 A320 series aircraft, and five Boeing 757-200 aircraft providing service on
294 routes to 104 cities. Based on recent announcements, we expect service will expand to 322 routes and 111 cities
by August 2016.
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Air-related ancillary products and services.  We provide unbundled air-related services and products in conjunction
with air transportation for an additional cost to customers. These optional air-related services and products include a
customer convenience fee, baggage fees, advance seat assignments, our own travel protection product, change fees,
use of our call center for purchases, priority boarding, food and beverage purchases on board, and other air-related
services.

Third party ancillary products and services.  We offer third party travel products such as hotel rooms, ground
transportation (rental cars and hotel shuttle products) and attractions (show tickets) for sale to our passengers.

Fixed fee contract air transportation.  We provide air transportation through fixed fee agreements and charter service
on a year-round and ad-hoc basis.

4
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Other revenue.  We currently, and may choose to in the future, temporarily act as a lessor as an avenue to
opportunistically acquire aircraft or engines. Upon the expiration of a lease, we would expect to operate the asset(s)
ourselves.

Our principal executive offices are located at 1201 N. Town Center Drive, Las Vegas, Nevada 89144. Our telephone
number is (702) 851-7300. Our website address is http://www.allegiant.com. We have not incorporated by reference
into this annual report the information on our website and investors should not consider it to be a part of this
document. Our website address is included in this document for reference only. Our annual report, quarterly reports,
current reports and amendments to those reports are made available free of charge through the investor relations
section on our website as soon as reasonably practicable after electronically filed with or furnished to the Securities
and Exchange Commission (“SEC”).

Unique Business Model

We have developed a unique business model that focuses on leisure travelers in small and medium-sized cities. The
business model has evolved as our experienced management team has looked differently at the traditional way
business has been conducted in the airline and travel industries. Our focus on the leisure customer allows us to
eliminate the costly complexities burdening others in our industry in their goal to be all things to all customers,
particularly most other airlines which target the business customer.

Traditional Airline Approach Allegiant Approach
• Focus on business travelers • Focus on leisure travelers

• Provide high frequency service from big cities • Provide low frequency service from small and
medium-sized cities

• Use smaller aircraft to provide connecting service from
smaller markets through hubs • Use larger jet aircraft to provide nonstop service from

under-served cities direct to leisure destinations
• Bundled pricing • Unbundled pricing of air-related services and products
• Sell through various intermediaries • Sell only directly to travelers
• Offer flight connections • No connecting flights offered

• Use code-share arrangements to increase passenger
traffic • Do not use code-share arrangements

We have established a route network with a national footprint, providing service on 294 routes between 87
under-served cities and 17 leisure destinations, and serving 41 states as of February 1, 2016. In most of these cities,
we provide service to more than one of our leisure destinations. We currently provide service to the popular leisure
destinations of Las Vegas, NV; Orlando, FL; Phoenix, AZ; Tampa/St. Petersburg, FL; Los Angeles, CA; Ft.
Lauderdale, FL; Punta Gorda, FL; the San Francisco Bay Area, CA; Honolulu, HI; Palm Springs, CA; Austin, TX;
New Orleans, LA; Jacksonville, FL; Savannah/Hilton Head, GA; and West Palm Beach, FL. We also provide service
on a seasonal basis to San Diego, CA, and Myrtle Beach, SC, and will commence service to Baltimore/Washington,
DC and Destin, FL in the spring of 2016.

The geographic diversity of our route network protects us from regional variations in the economy and helps insulate
us from competitive actions, as it would be difficult for a competitor to materially impact our business by targeting
one city or region. Our widespread route network also contributes to the continued growth of our customer base.

In developing a unique business model, our ancillary offerings, including the sale of third party products and services,
have been a significant source of our total operating revenue growth. We have increased ancillary revenue per
passenger from $5.87 in 2004 to $50.72 in 2015. We own and manage our own air reservation system, giving us the
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ability to modify our system to enhance product offerings based on specific needs, without being dependent on
non-customized product upgrades from outside suppliers. We believe the control of our automation systems has
allowed us to be innovators in the industry by providing our customers with a variety of different travel services and
products.

We believe the following strengths from our unique business model allow us to maintain a competitive advantage in
the markets we serve:

Leisure customers in under-served cities

We believe small and medium-sized cities represent a large, under-served, market, especially for leisure travel. Prior
to the initiation of our service, leisure travelers from these markets had limited desirable options to reach leisure
destinations because

5
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existing carriers are generally focused on connecting business customers through their hub-and-spoke networks. In
2014, we began serving selected medium-sized cities, to which major carriers have reduced service, creating a void for
us to fill with limited or no direct nonstop competition on each route.

We believe our nonstop service, along with our low prices and leisure company relationships, make it attractive for
leisure travelers to purchase our travel services and products. The size of the markets we serve, and our focus on the
leisure customer, allow us to adequately serve our markets with less frequency, and to vary our air transportation
capacity to match seasonal and day of the week demand patterns.

By focusing on under-served cities and routes, we believe we avoid the intense competition in high traffic domestic air
corridors. In most of our small and medium-sized city markets, travelers previously faced high airfares and
cumbersome connections or long drives to major airports in order to reach our leisure destinations. Based on
published data from the U.S. Department of Transportation (“DOT”), we believe the initiation of our service stimulates
demand because there is typically a substantial increase in traffic subsequent to new service beginning. Our market
strategy is neither hostile to legacy carriers, whose historical focus has been connecting small cities to business
markets with regional jets, nor to traditional low cost or ultra-low cost carriers generally focused on larger markets.
Additionally, many major carriers have reduced service to medium-sized cities, which are not usually considered core
hubs for these carriers.

Capacity management

Although the current low cost fuel environment has allowed us to increase flying during periods of lower demand, our
core business model manages seat capacity by increased utilization of our aircraft during periods of high leisure
demand and decreased utilization in low leisure demand periods. In 2015, during our peak demand period in March,
we averaged 6.9 system block hours per aircraft per day while in September, our lowest month for demand, we
averaged 4.2 system block hours per aircraft per day. Our management of seat capacity also includes changes in
weekly frequency of certain markets based on identified peak and off-peak travel demand throughout the year. For
example, the leisure destination of Palm Springs, CA, is more desirable for our customers from Bellingham, WA
during winter months. Therefore, we seasonally decrease the frequency of our Bellingham-Palm Springs flights in the
summer, and increase flights per week in the winter. Unlike other carriers which provide a fairly consistent number of
flights every day of the week, we concentrate our flights on high demand leisure travel days and fly a smaller portion
of our schedule on low demand days such as Tuesdays and Wednesdays.

Our strong ancillary revenue production, coupled with the ability to spread costs over a larger number of passengers,
has allowed us to operate profitably throughout periods of high fuel prices and economic recession. We manage our
capacity with a goal of being profitable on each route. Low aircraft ownership costs facilitate our ability to adjust
service levels quickly, and maintain profitability during difficult economic times.

Low cost structure

We believe a low cost structure is essential to competitive success in the airline industry. Excluding a one-time
impairment charge of $43.3 million taken in 2014, our operating expense per available seat mile ("CASM") decreased
from 10.47¢ in 2014 to 8.45¢ in 2015. Excluding the cost of fuel and the above impairment charge, our operating
CASM decreased from 6.13¢ in 2014 to 5.81¢ in 2015.

We continue to focus on maintaining low operating costs through the following tactics and strategies:

Cost-driven schedule.  We design our flight schedule to concentrate our aircraft each night at our crew bases which
allows us to better utilize personnel, airport facilities, aircraft, spare parts inventory, and other assets. We believe
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leisure travelers are generally less concerned about departure and arrival times than business travelers, so we are able
to schedule flights at times that enable us to reduce costs while remaining desirable to our leisure customers.

Low aircraft ownership costs.  We believe we properly balance low aircraft ownership costs (we have purchased all of
our aircraft used) and operating costs to minimize our total costs. As of February 1, 2016, our operating fleet consists
of 51 MD-80 series aircraft, 26 Airbus A320 series aircraft, and five Boeing 757-200 aircraft. 

We continue to view the used Airbus A320 series aircraft market as being similar to the market we experienced when
we began adding MD-80 aircraft to our fleet in 2001. We believe that future availability of used Airbus A320 series
aircraft will be driven by high production rates of new current engine option aircraft, and re-fleeting strategies for new
engine option ("NEO") narrow body aircraft by both air carriers and aircraft lessors. The addition of used Airbus
A320 series aircraft has allowed us to

6
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maintain low aircraft ownership costs consistent with our business model. In this document, references to Airbus
A320 series aircraft are intended to describe Airbus A319 and/or A320 aircraft.

Simple product.  We believe offering a simple product is critical to achieving low operating costs. As such, we sell
only nonstop flights; we do not code-share or interline with other carriers; we have a single class cabin; we do not
provide any free catered items - everything on board is for sale; we do not overbook our flights; we do not provide
cargo or mail services; and we do not offer other perks such as airport lounges.

Low distribution costs.  Our nontraditional marketing approach results in very low distribution costs. We do not sell
our product through outside sales channels, thus avoiding the fees charged by travel web sites (Expedia, Orbitz or
Travelocity) and traditional global distribution systems (“GDS”) (Sabre or Worldspan). Our customers can only
purchase travel at our airport ticket counters or, for a fee, on our website or through our telephone reservation center.
The purchase of travel through our website is the least expensive form of distribution for us and accounted for 95.1
percent of our scheduled service revenue during 2015.

Small and medium-sized city market airports.  Our business model focuses on residents of small and medium-sized
cities in the United States. Typically, the airports in these cities have lower operating costs than airports in larger
cities. These lower costs are driven by less expensive passenger facilities, landing, and ground service charges. In
addition to inexpensive airport costs, many of our airports provide marketing support which results in lower marketing
costs.

Ancillary product offerings

We believe most leisure travelers are concerned primarily with purchasing air travel for the least expensive price. As
such, we have unbundled the air transportation product by charging fees for services many U.S. airlines have
historically bundled in their product offering. We offer a simple base product at an attractive low fare, which enables
us to stimulate demand and generate incremental revenue as customers pay additional amounts only for conveniences
they value. For example, we do not offer complimentary advance seat assignments; however, customers who value
this product can purchase advance seat assignments for a small incremental cost. In addition, snacks and beverages are
sold individually on the aircraft, allowing passengers to purchase only items they value.

Our third party product offerings give our customers the opportunity to purchase hotel rooms, rental cars, airport
shuttle service, show tickets, and other attractions. Our third party offerings are available to customers based on our
agreements with various travel and leisure companies. For example, we have an exclusive agreement with Enterprise
Holdings Inc. for the sale of rental cars packaged with air travel, which made up over 50 percent of our third party
products ancillary revenue in 2015. The pricing of each product and our margin can be adjusted based on customer
demand because our customers purchase travel through our booking engine without any intermediaries.

Strong financial position

As of December 31, 2015, we had $397.4 million of unrestricted cash, cash equivalents and investment securities, and
total debt of $641.7 million. As we have been able to consistently generate cash from operations due to our
profitability, we believe we have more than adequate resources to invest in the growth of our fleet, information
technology, infrastructure, and development, while meeting short-term obligations.

Training and development

We are committed to investing in the development of adaptive learning courses for our employees, with a current
focus on our operating groups. This progressive approach to training focuses on concept mastery, recognizing that
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individuals learn at varying paces, through different styles, and is designed to ensure the trainee fully understands each
module before moving on to more advanced training. We also expect program development to facilitate recurrent
training and to contribute to cost savings in the future, and we are in the process of seeking approval from the Federal
Aviation Administration for various aspects of this training program.
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Routes and schedules

Our current scheduled air service (including seasonal service) predominantly consists of limited frequency, nonstop
flights into Las Vegas, Orlando, Phoenix and other Florida and California destinations from under-served cities across
the continental United States. Our scheduled service route network as of February 1, 2016 is summarized below:

Routes to Orlando 59
Routes to Las Vegas 50
Routes to Tampa/St. Petersburg 47
Routes to Phoenix 36
Routes to Punta Gorda 28
Routes to Los Angeles 22
Other routes 52
Total routes 294

Marketing and Distribution

Our website is our primary distribution method, and we also sell through our call center and at our airport ticket
counters. This distribution mix creates significant cost savings and enables us to continue to build loyalty with our
customers through increased interaction with them. We are also able to utilize customer email addresses in our
database, which provides multiple cost effective opportunities to market products and services, including at the time
of travel purchase, between purchase and travel, and after travel is complete. In addition, we market products and
services to our customers during their flight. We believe the breadth of options we offer allows us to provide a
“one-stop” shopping solution to enhance our customer's travel experience. More recently, we have run a national ad
campaign in certain markets. In addition, when we enter new markets, we may advertise in local print publications,
radio and/or television to introduce our new service to the community. These activities are sometimes supported by
the local airport authority which has sought our initiation of service to the community.

We continue to enhance our automation, including the upgrade of our current distribution platform, and we have fully
integrated all Internet traffic to our booking engine. We expect the continuous improvement to our website and other
automation enhancements will create additional revenue opportunities by allowing us to capitalize on customer loyalty
with additional product offerings.

Our low cost distribution strategy results in reduced expenses by avoiding the fees associated with the use of GDS
distribution points. This distribution strategy also permits us to closely manage ancillary product offerings and pricing
while developing and maintaining a direct relationship with our customers. We believe this continuous
communication will result in substantial benefits over time. With our own automation system, we have the ability to
continually change ancillary product offerings and pricing points, which allows us to find the optimal pricing levels
for our various offerings. We believe this would be difficult and impractical to achieve through the use of the GDS.

Competition

The airline industry is highly competitive. Passenger demand and fare levels have historically been influenced by,
among other things, the general state of the economy, international events, fuel prices, industry capacity, and pricing
actions taken by other airlines. The principal competitive factors in the airline industry are price, schedule, customer
service, routes served, types of aircraft, safety record and reputation, code-sharing relationships, and frequent flyer
programs.
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Our competitors include legacy airlines, low cost carriers ("LCCs"), ultra-low cost carriers ("ULCC"), regional
airlines, and new entrant airlines. Many of these airlines are larger, have significantly greater financial resources, are
more well known, and have more established reputations than us. In a limited number of cases, following our entry
into a market, competitors have chosen to add service, reduce their fares, or both. In a few cases, other airlines have
entered after we have developed a market.

We believe our under-served city strategy has reduced the intensity of competition we might otherwise face. As of
February 1, 2016, we are the only domestic scheduled carrier operating out of the Orlando Sanford International
Airport, Phoenix-Mesa Gateway Airport, and Punta Gorda Airport. Although no other domestic scheduled carriers
operate in these airports, most U.S. airlines serve the major airports for Orlando, Phoenix, and Ft. Myers. In addition,
many U.S. airlines serve our other leisure destinations. As a result, there is potential for increased competition on our
routes.

8
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As of February 1, 2016, we face mainline competition on only 48 of our 294 routes. We compete with Southwest
Airlines on 33 routes, Delta Airlines on eight routes, Frontier Airlines on six routes, American Airlines on five routes,
Spirit Airlines on three routes, Hawaiian Airlines and JetBlue Airlines on two routes each, and Alaska Airlines and
United Airlines on one route each. We will also experience additional competition on recently announced routes.

Indirectly, we compete with Southwest, American, Delta, and other carriers that provide nonstop service to our leisure
destinations from airports near our markets. We also face indirect competition from legacy carriers offering
hub-and-spoke connections to our markets, although these fares tend to be substantially higher, with much longer
elapsed travel times. Several airlines also offer competitive one-stop service from the medium-sized cities we serve.

We also face indirect competition from automobile travel in our short-haul markets, primarily in our Florida leisure
destinations. We believe our low cost pricing model and the convenience of air transportation help us compete
favorably against automobile travel.

In our fixed fee operations, we compete with other scheduled airlines in addition to independent passenger charter
airlines. We also compete with aircraft owned or controlled by large tour companies. The basis of competition in the
fixed fee market is cost, equipment capabilities, service, and reputation.

Aircraft Fuel

Fuel has historically been our largest operating expense. The cost of fuel is volatile, as it is subject to many economic
and geopolitical factors we can neither control nor predict. Significant increases in fuel costs could materially affect
our operating results and profitability. We do not currently use financial derivative products to hedge our exposure to
fuel price volatility. 

In an effort to reduce our fuel costs, we have a wholly-owned subsidiary which entered into a limited liability
company operating agreement with an affiliate of Orlando Sanford International Airport to engage in contract fueling
transactions for the provision of aviation fuel to airline users at that airport. In addition, we have invested in fuel
storage units and fuel transportation facilities involved in the fuel distribution process. By reason of these activities,
we could potentially incur material liabilities, including possible environmental liabilities, to which we would not
otherwise be subject.

Employees

As of December 31, 2015, we employed 2,846 full-time equivalent employees, which consisted of 2,674 full-time and
344 part-time employees. Full-time equivalent employees consisted of 625 pilots, 841 flight attendants, 176 airport
operations personnel, 264 mechanics, 146 reservation agents, 72 flight dispatchers, and 722 management and other
personnel.

Salary and benefits expense is our second largest expense, having represented approximately 26 percent of total
operating expenses for 2015, 20 percent in 2014 and 19 percent in 2013.

We have two employee groups which elected union representation, consisting of approximately half of our total
employees. We are in negotiations for collective bargaining agreements with the labor organizations representing
these employee groups. As of February 2016, the flight attendant group is in the midst of an election to determine
whether they will remain unionized.
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Our relations with these labor organizations are governed by the Railway Labor Act ("RLA"). Under this act, if direct
negotiations do not result in an agreement, either party may request the National Mediation Board ("NMB") to appoint
a federal mediator. If no agreement is reached in these mediated discussions, the NMB may offer binding arbitration
to the parties. If either party rejects binding arbitration, a “cooling off” period begins. At the end of this “cooling-off”
period, the parties may engage in self-help, which among other events, could result in a strike from employees or for
us to hire new employees to replace any striking workers. The table below identifies the status of these initial
collective bargaining agreements:

 Employee Group Representative  Status of Agreement

Pilots  International Brotherhood of
Teamsters, Airline Division

Elected representation in August 2012. In mediation phase
of the negotiation process.

Flight Attendants Transport Workers Union

Elected representation in December 2010. In mediation
phase of the negotiation process. Election pending to
determine whether they will remain unionized. Results of
election will be known after February 25, 2016.
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In January 2015, the International Brotherhood of Teamsters ("IBT") asked the NMB to make a proffer of arbitration
with respect to the pilot negotiations, which is a precursor to the parties being released into self-help. In response, we
met with the NMB and expressed our position that the IBT’s request was unwarranted and an abuse of the NMB's
processes, and that the parties should remain in negotiations. The NMB declined to grant the IBT's request and
resumed mediated negotiations between the parties. Shortly thereafter, the IBT threatened to call a strike on the
ground that Allegiant allegedly was in violation of the RLA's status quo obligations. We successfully requested the
United States District Court for the District of Nevada to enjoin the strike. In late September 2015, the IBT renewed
its request for a proffer with the NMB, which we, again, opposed. The NMB did not grant IBT’s request and instead
ordered the parties back to negotiations.

If we are unable to reach a labor agreement with these employee groups, they may seek to institute work interruptions
or stoppages. We have not previously experienced any work interruptions or stoppages from our non-unionized or
unionized employee groups.

Aircraft Maintenance

Edgar Filing: Allegiant Travel CO - Form 10-K

16


