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Southwest Airlines: Financial Analysis 
                                                                            Introduction 
Southwest Airlines, established in 1967, has increasingly grown into one of the United States' leading commercial low -cost airline carriers. The airline offers services to more than 100 locations in the United States as well as over seven nations. The organization’s mission is to provide high-quality customer service with a great sense of company spirit, individual pride, friendliness, and warmth (Southwest Airlines, 2017). This paper will review and analyze Southwest airlines’ financial performance using liquidity, efficiency, and profitability ratios and compare its performance with JetBlue Airlines by using the organizations’ 2018 and 2017 10-k forms.
Financial Statement Analysis
The understanding of Southwest Airlines’ financial statements, analysis of the financial statements is usually done through the use of ratio analysis. The financial ratios include return on assets, debt to equity ratio, inventory turnover, and current ratio.
Current Ratio
The current ratio is a type of liquidity ratio that determines the organization’s ability to meet its short-term financial obligations. Therefore, the current ratio determines the organization’s current assets are paying the proportion of the amount of the firm’s short-term liabilities.
 
Southwest Airlines’ current ration for 2017-2019-09-30 is determined, as shown in the table below.
Table 1. Southwest Airlines ‘Current Ratio
	Date
	CA
	CL
	Current ratio

	31-12-2018
	$5.03 B
	$7.91B
	

	31-12-2017
	$4.85B
	$6.86B
	


JetBlue Airways’ current ratios for 2017 and 2018
Table 2: JetBlue Airways’ CR
	Date 
	CA
	CL
	Current ratio

	31-12-2018
	$1.39B
	$2.53B
	

	31-12-2017
	$1.21B
	$2.15B
	=0.56


Analysis 
In 2018, the current ratio for Southwest Airlines was 0.64, showing that their current liabilities paid only 64% of the company’s liabilities, therefore Southwest Airlines will try to differ some of its short-term liabilities or get some short-term finance like acquiring credit. In 2017, the company’s current ratios were 0.70, indicating that Southwest Airlines was in a similar predicament since its current ratio was also less than 1(Southwest Airlines,2018).On the other hand, in 2018, JetBlue Airways, one of Southwest Airlines’ competitors, had a current ratio of 0.55, implying only 55% of JetBlue’s short-term liabilities were satisfied by its current assets. Additionally, in 2017, JetBlue’s current ratio was less than 1. Even though Southwest Airways is more liquid or solvent than JetBlue Airways, both companies are facing the same short -term financial obligation predicaments since all their current ratios are less than 1.
Inventory Turnover Ratio 
The inventory turnover ratio is a type of efficiency ratio that indicates how efficiently the company’s inventory is managed and controlled by comparing the cost of sales with the average inventory for a specified period. The inventory turnover ratio measures how many times the company’s inventory is sold or turned during a given period.
The days of inventory and inventory turnover ratio calculations are:


Table 3: Southwest Airlines’ inventory turnover ratios 
	Date 
	Cost of goods sold
	Average stock
	Inventory turnover ratio
	Days of inventory

	31-12-2018
	$14.706B
	0.461B
	31.9
	11.44

	31-12-2017
	$32.56B
	0.42B
	32.56
	11.21



Table 4: JetBlue Airways’ Inventory turnover ratio
	Date 
	Cost of goods sold
	Average stock 
	Inventory turnover ratio 
	Days of Inventory

	31-12-2018
	$3.047B
	0.078B
	39.064
	9.34

	31-12-2017
	$2.482B
	0.055B
	45.13
	8.09


Analysis 
Because Southwest Airlines, or any other commercial airline carrier, has the correct cost of sales, the company’s inventory turnover ratio usually uses categories of expenses for which the inventory is needed. The assumption is that the inventory held by Southwest are repairs and maintenance of materials can be utilized as the proxy for the cost of sales when determining the airline carriers’ inventory turnover ratio. By the end of September 2018, Southwest Airlines’ inventory turnover ratio was 31.9 and 11 days of the inventory sitting idle. In 2017, Southwest’s days of inventory were also 11 days, indicating that inventories were moving very fast in 2018 and 2017.
On the other hand, in 2018, JetBlue Airways’ days of inventory was 9 days implying that organization’s inventory is idle for only 9days. In 2017, JetBlue’s days of inventory were 8. From the calculations, JetBlue is performing well than Southwest Airlines in terms of inventory movement. 
Debt -to- Equity Ratio
This the long-term risk ratio that helps to calculate the proportion of the capital structure of a company, which is made up of equity. Additionally, the debt-to-equity ratio determines the existence of the company’s funding and how heavily weighted the organization is either equity or debt financing.


Table 5: Southwest Airlines’ debt-to-equity ratio
	Date
	Long-term debt 
	Stockholders’ equity
	D/E

	31-12-2018
	$4.47B
	$9.85B
	0.45

	31-12-2017
	$4.71B
	$9.64B
	0.49


Table 6: JetBlue Airways’ D/E
	Date 
	Long-term debt
	Stockholders’ equity
	D/E

	31-12-2018
	$2.16B
	$4.69B
	0.46

	31-12-2017
	$1.00B
	$4.73B
	0.21


Southwest Airlines’ debt-to-equity ratio for the two years (2018 and 2017) is 0.45 and 0.49, respectively. This means that in 2018 every 1$ of the stockholders’ equity was able to leverage 0.45dollars of Southwest Airlines’ debt finance. In 2017(D/E=0.49) means that 1$ of stockholders’ equity was able to leverage 0.49 dollars of Southwest Airlines’ debt finance. These ratios show that Southwest Airlines Company is slightly equity funded than debt-financed since 0.45, and 0.49 is less than 1. On the other, hand JetBlue Airways by the end of 2018 D/E was 0.46 and 0.21 in 2017. This indicates that JetBlue Airways is more financed by stockholders’ equity than debt-funded, as evidenced by the D/E ratios being less than 1.
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