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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
P.O. Box 68947

Seattle, Washington 98168

To our Stockholders:

The Annual Meeting of Stockholders of Alaska Air Group, Inc. will be held at the Museum of Flight in Seattle, Washington at 2 p.m.
on Tuesday, May 20, 2008, for the following purposes:

1. To elect six directors, each for a one-year term;
2. To approve a new 2008 Performance Incentive Plan;

3. To consider and vote upon the three stockholder proposals described in the accompanying proxy statement, if those proposals
are properly presented at the meeting; and

4. To transact such other business as may properly come before the meeting or any adjournment thereof.

Stockholders owning Company common stock at the close of business on March 14, 2008 are entitled to receive this notice and to
vote at the meeting. All stockholders are requested to be present in person or by proxy. For the convenience of stockholders who
do not expect to attend the meeting in person and wish to have their shares voted, a form of proxy and an envelope are enclosed.
Stockholders may also vote by internet or telephone. Any stockholder who later finds that he or she can be present at the meeting,
or for any reason desires to do so, may revoke his or her proxy at any time before it is voted.

Voting by the internet or telephone is fast and convenient and your vote is immediately confirmed and tabulated. By using the
internet or telephone to vote, you help Alaska Air Group reduce postage and proxy tabulation costs.

To vote by internet, visit www.proxyvote.com.

To vote by telephone, call 1-800-690-6903.
We appreciate your participation, since a majority of the outstanding common stock entitled to vote at the meeting must be
represented either in person or by proxy to constitute a quorum in order to conduct business.

By Order of the Board of Directors,

Keith Loveless
Corporate Secretary and General Counsel

April 4, 2008
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ANNUAL MEETING INFORMATION

The Board of Directors of Alaska Air Group, Inc. ( AAG orthe Company ) is soliciting proxies for this year s Annual Meeting of
Stockholders. This proxy statement contains important information for you to consider when deciding how to vote on the matters
brought before the meeting. Please read it carefully.

The Board set March 14, 2008 as the record date for the meeting. Stockholders who owned Company common stock on that date

are entitled to vote at the meeting, with each share entitled to one vote. There were 36,575,476 shares of Company common stock
outstanding on the record date.

Annual meeting materials, which include this proxy statement, a proxy card or voting instruction form, and our 2007 Annual Report,
were delivered to stockholders on or about April 4, 2008. The Company s Form 10-K for the year ended December 31, 2007 is
included in the 2007 Annual Report. It was filed with the Securities and Exchange Commission ( SEC ) on February 20, 2008.

IMPORTANT NOTICE REGARDING THE INTERNET AVAILABILITY OF PROXY MATERIALS FOR THE STOCKHOLDER
MEETING TO BE HELD ON MAY 20, 2008.

Stockholders may access, view and download this proxy statement and our 2007 Annual Report over the Internet on our website
located at http://www.alaskaair.com/company

and by clicking on Investor Information, Financial Reports and 2007 Annual Report and 2008 Proxy Statement. Information on our
website does not constitute part of this proxy statement.

QUESTIONS AND ANSWERS

Why am | receiving this annual meeting information and proxy?

You are receiving this annual meeting information and proxy from us because you owned shares of common stock in Alaska Air
Group as of the record date for the annual meeting. This proxy statement describes issues on which you may vote and provides
you with other important information so that you can make informed decisions.

You may own shares of Alaska Air Group common stock in several different ways. If your stock is represented by one or more
stock certificates registered in your name, you have a stockholder account with our transfer agent, Computershare Trust Company,
N.A., which makes you a stockholder of record. If you hold your shares in a brokerage, trust or similar account, you are the
beneficial owner but not the stockholder of record of those shares. Employees of the Company who hold shares of stock in one or
more of the Company s 401(k) retirement plans are beneficial owners.

What am | voting on?

You are being asked to vote on the election of six directors, the approval of a new 2008 Performance Incentive Plan ( 2008 Plan )
and, if properly presented, up to three stockholder proposals. When you sign and mail the proxy card or submit your proxy by
telephone or the internet, you appoint each of William S. Ayer and Keith Loveless, or their respective substitutes or nominees, as
your representatives at the meeting. (When we refer to the named proxies, we are referring to Messrs. Ayer and Loveless.) This
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way, your shares will be voted even if you cannot attend the meeting.

How does the Board of Directors recommend | vote on each of the proposals?

FOR each of the Board s six director nominees and FOR the approval of a new 2008 Performance Incentive Plan
(Proposals 1 and 2)
AGAINST the stockholder proposals (Proposals 3 through 5)
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How do | vote my shares?

Stockholders of record can vote by using the proxy card or by telephone or by the internet. Beneficial owners whose stock is held:

in a brokerage account can vote by using the voting instruction form provided by the broker or by telephone or the
internet.

by a bank, and have the power to vote or to direct the voting of the shares, can vote using the proxy or the voting
information form provided by the bank or, if made available by the bank, by telephone or the internet.

in trust under an arrangement that provides the beneficial owner with the power to vote or to direct the voting of the
shares can vote in accordance with the provisions of such arrangement.

in trust in one of the Company s 401 (k) retirement plans can vote using the voting instruction form provided by the
trustee.
Beneficial owners, other than persons who beneficially own shares held in trust in one of the Company s 401 (k) retirement plans,
can vote at the meeting provided that he or she obtains a legal proxy from the person or entity holding the stock for him or her
(typically a broker, bank, or trustee). A beneficial owner can obtain a legal proxy by making a request to the broker, bank, or
trustee. Under a legal proxy, the bank, broker, or trustee confers all of its rights as a record holder (which may in turn have been
passed on to it by the ultimate record holder) to grant proxies or to vote at the meeting.

Listed below are the various means internet, phone and mail you can use to vote your shares without attending the annual
meeting.

You can vote on the internet.

Stockholders of record and beneficial owners of the Company s common stock can vote via the internet regardless of whether they
receive their annual meeting materials through the mail or via the internet. Instructions for doing so are provided along with your
proxy card or voting instruction form. If you vote on the internet, please do not mail in your proxy card (unless you intend for it to
revoke your prior internet vote). Your internet vote will authorize the named proxies to vote your shares in the same manner as if
you marked, signed and returned your proxy card.

You can vote by phone.

Stockholders of record and beneficial owners of the Company s common stock can vote by phone. Instructions for voting by phone
are provided along with your proxy card or voting instruction form. If you vote by telephone, please do not mail in your proxy card
(unless you intend for it to revoke your prior telephone vote). Your phone vote will authorize the named proxies to vote your shares
in the same manner as if you marked, signed and returned your proxy card.

You can vote by mail.

Simply sign and date the proxy card or voting instruction form received with this proxy statement and mail it in the enclosed prepaid
and addressed envelope. If you mark your choices on the card or voting instruction form, your shares will be voted as you instruct.

The availability of telephone and internet voting.

Broadridge Financial Solutions, Inc. ( Broadridge ) internet and telephone voting facilities for stockholders of record and beneficial
holders will be available 24 hours a day, and will close at 11:59 p.m. Eastern Time on Monday, May 19, 2008. To allow sufficient
time for voting by the trustee, voting instructions for 401 (k) plan shares must be received no later than 11:59 p.m. on Thursday,
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May 15, 2008.
How will my shares be voted if | return a blank proxy or voting instruction form?

If you are a stockholder of record, and you sign and return a proxy card without giving specific voting instructions, your shares will
be voted in accordance with the recommendations of the Board of Directors shown above and as the named proxies may
determine in their discretion with respect to any other matters properly presented for a vote before the meeting.
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If you are a beneficial owner and do not provide your broker, bank or other trustee with voting instructions, your shares may
constitute broker non-votes and may not be counted in connection with certain matters. See What are broker non-votes? below.

If your shares are held in one of our 401(k) retirement plans and the trustee of the plan does not receive voting instructions for
shares in your plan account on a matter, your shares will not be voted by the trustee on that matter.

What other business may be properly brought before the meeting, and what discretionary authority is granted?

Under the Company s Bylaws, a stockholder may bring business before the meeting for publication in the Company s 2008 proxy
statement only if the stockholder gave written notice to the Company on or before December 21, 2007. Aside from nominations for
director, the only such business as to which the Company received proper advance notice from a stockholder are (i) the three
stockholder proposals described in this proxy statement and included on the Company s proxy card, and (ii) a stockholder proposal
that we were permitted to exclude from this proxy statement under applicable rules and regulations of the SEC. Under the Bylaws,
stockholders may also act on any business not set forth in the notice of meeting but otherwise properly brought before the meeting
by or at the direction of the Board of Directors.

The Company has not received notice that any business other than that described or referenced in this proxy statement will be
brought before the meeting. As to any other matters that may properly come before the meeting and are not on the proxy card, the
proxy grants to Messrs. Ayer and Loveless the authority to vote the shares for which they hold proxies in accordance with their best
judgment. With respect to the stockholder proposal referenced above that has been excluded from this proxy statement under
applicable rules of the SEC, Messrs. Ayer and Loveless intend to utilize the discretionary authority conferred by the proxies
submitted to vote against such proposal if it is properly presented at the Annual Meeting.

What does it mean if | receive more than one proxy card, voting instruction form or email notification from the Company?

It means that you have more than one account for your AAG shares. Please complete and submit all proxies to ensure that all your
shares are voted or vote by internet or telephone using each of the identification numbers.

What if | change my mind after | submit my proxy?

You may revoke your proxy and change your vote by delivering a later-dated proxy or, except for persons who beneficially own
shares held in trust in one of the Company s 401(k) retirement plans, by voting at the meeting. The later-dated proxy may be
delivered by telephone, internet or mail and need not be delivered by the same means used in delivering the to-be-revoked proxy.
Except for persons beneficially holding stock in one of the Company s 401(k) retirement plans, you may do this at a later date or
time by:

voting by telephone or on the internet (which may not be available to some beneficial holders) before 11:59 p.m. Eastern
Time Monday, May 19, 2008 (your latest telephone or internet proxy is counted);

signing and delivering a proxy card with a later date; or

voting at the meeting. (If you hold your shares beneficially through a broker, you must bring a legal proxy from the broker
in order to vote at the meeting. Please also note that attendance at the meeting, in and of itself, without voting in person
at the meeting, will not cause your previously granted proxy to be revoked.)
Persons beneficially holding stock in one of the Company s 401(k) retirement plans cannot vote in person at the meeting and must
vote in accordance with instructions from the trustees. Subject to these qualifications, such holders have the same rights as other
record and beneficial holders to change their votes.

If you are a registered stockholder, you can obtain a new proxy card by contacting the
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Company s Corporate Secretary, Alaska Air Group, Inc., P.O. Box 68947, Seattle, WA 98168, telephone (206) 392-5131. If your
shares are held by a broker, trustee or bank, you can obtain a new voting instruction form by contacting your broker, trustee or
bank. If your shares are held by one of the Company s 401(k) retirement plans, you can obtain a new voting instruction form by
contacting the trustee of such plan. You can obtain information about how to contact the trustee from the Company s Corporate
Secretary. Please refer to the section below titled How are shares voted that are held in a Company 401 (k) plan? for more
information. If you sign and date the proxy card or voting instruction form and submit it in accordance with the accompanying
instructions and in a timely manner, any earlier proxy card or voting instruction form will be revoked and your choices on the proxy
card or voting instruction form will be voted as you instruct.

What are broker non-votes?

As indicated above, if you are a stockholder of record who submits a proxy but does not indicate how the proxies should vote on
one or more matters, the named proxies will vote as recommended by the Board of Directors. However, if your shares are held by a
broker and you do not provide instructions to the broker on how to vote (whether you use the internet or phone or return the
enclosed voting instruction form), the absence of instructions may cause your shares to resultin a broker non-vote on the matters
for which you do not provide instructions on how to vote. Accordingly, if you want to vote your shares on a matter, it is important
that you provide voting instructions on that matter.

The following sets forth the application of broker non-vote rules to the proposals.
Election of Directors.

The election of directors is the subject of Proposal 1. Mr. Stephen Nieman, a stockholder of the Company, has informed the
Company of his intention to nominate up to six persons at the annual meeting for election to the Board of Directors. Although

Mr. Nieman has filed his own proxy materials with the SEC, he has indicated that he does not intend to mail his proxy materials to

all of the Company s stockholders. The current position of the New York Stock Exchange (NYSE) is that an election is not contested
unless the challengers . . . do a mailing to all stockholders who hold their shares beneficially or in street name through banks,
brokers or other intermediaries. Accordingly, we currently believe that the election of directors will not be contested for purposes of
NYSE Rule 452 and a broker will have the discretion to vote your shares in the election of directors in the absence of specific
instructions.

Board Proposals.

The approval of a new 2008 Performance Incentive Plan is the subject of Proposal 2. If you do not give the broker that holds your
shares voting instructions regarding this proposal, your shares will be considered broker non-votes. As a result, your shares will not
be voted on this proposal and will not be counted in determining the outcome of the vote on the proposal, although they will count

for purposes of determining whether a quorum exists at the meeting.

Stockholder Proposals.

Brokers will not be allowed to vote on any of the Proposals 3 through 5 for which you do not provide instructions. For example, if

you provide instructions for Proposals 3 and 4, but not for Proposal 5, the broker will not cast a vote on your behalf on Proposal 5;

in other words, there will be a broker non-vote on Proposal 5. As a result, if you do not give the broker that holds your shares voting
instructions regarding one or more of these proposals, your shares will not be voted on that proposal and will not be counted in
determining the outcome of the vote on that proposal, although they will count for purposes of determining whether a quorum exists

at the meeting.

How are shares voted that are held in a Company 401(k) plan?

On the record date, 1,589,009 shares were held in trust for Alaska Air Group 401 (k) plan
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participants. The trustees, Vanguard and Fidelity, sent a proxy statement, an annual report and a voting instruction form to each
participant who held shares through the Company s 401(k) plans on the record date. The trustee will vote only those shares for
which instructions are received from participants. If a participant does not indicate a preference as to a matter, including the
election of directors, then the trustee will not vote the participant s shares on such matters.

To allow sufficient time for voting by the trustee, please provide voting instructions no later than 11:59 p.m. on Thursday, May 15,
2008. Because the shares must be voted by the trustee, employees who hold stock through the 401 (k) plans may not vote these
shares at the meeting.

May | vote in person at the meeting?

We will pass out a ballot to any record holder of our stock who requests a ballot at the meeting. If you hold your shares through a
broker, you must bring a legal proxy from your broker in order to vote by ballot at the meeting. You may request a legal proxy from
your broker by indicating on your voting instruction form that you plan to attend and vote your shares at the meeting, or at the
internet voting site to which your voting materials direct you. Please allow sufficient time to receive a legal proxy through the mail
after your broker receives your request. Because shares held by employees in the 401(k) plans must be voted by the trustee, these
shares may not be voted at the meeting.

Can | receive future materials via the internet?

If you vote on the internet, simply follow the prompts for enrolling in the electronic proxy delivery service. This will reduce the
Company s printing and postage costs, as well as the number of paper documents you will receive.

Stockholders may enroll in that service at any time after the Annual Meeting and can read additional information about this option
and request electronic delivery by going to Broadridge s website, http:/enroll.icsdelivery.com/alk.

If you already receive your proxy materials via the internet, you will continue to receive them that way until you instruct otherwise
through the website referenced above.

How many shares must be present to hold the meeting?

A majority of the Company s outstanding shares entitled to vote as of the record date, or 18,287,739 shares, must be present or
represented at the meeting and entitled to vote in order to hold the meeting and conduct business (i.e., to constitute a quorum).
Shares are counted as present or represented at the meeting if the stockholder of record attends the meeting; if the beneficial
holder attends with a legal proxy from the record holder; or if the record holder has granted a proxy, whether by returning a proxy
card or by telephone or internet, without regard to whether the proxy actually casts a vote or withholds or abstains from voting.

How many votes must the nominees have to be elected?

The Company has amended its Bylaws to require each director to be elected at each annual meeting by a majority of votes cast

with respect to that director. This means that the number of votes for a director must exceed the number of votes against that
director. In the event that a nominee for director receives more against votes for his or her election than for votes, the Board must
consider such director s resignation following a recommendation by the Board s Governance and Nominating Committee. The
majority voting standard does not apply, however, in the event that the number of nominees for director exceeds the number of
directors to be elected. In such circumstances, directors will instead be elected by a plurality of the votes cast, meaning that the
persons receiving the highest number of for votes, up to the total number of directors to be elected at the Annual Meeting, will be
elected.

The Company has been informed that an opposing solicitation for the election of up to six directors will be made by Mr. Nieman.
(See Opposing Solicitation on page 62.) If there are

Table of Contents 14



Edgar Filing: ALASKA AIR GROUP INC - Form DEFC14A

Table of Conten

more nominees than the number of directors to be elected, directors will be elected by a plurality vote. Withheld votes will not be
taken into account in determining the outcome of the election of directors. Based on the Company s understanding that the
opponents do not intend to mail their proxy materials to all of the Company s stockholders, brokers will have discretionary authority
to vote shares for which beneficial holders do not provide instructions.

The determination that Mr. Nieman s notice of nomination was timely received for purposes of determining the applicability of the
majority voting bylaw is not an admission that Mr. Nieman complied with the Bylaws or that Mr. Nieman s nominees are eligible for
nomination to the Company s Board of Directors. By accepting Mr. Nieman s notice of nomination for the 2008 Annual Meeting, the
Company does not waive its rights to challenge any future notice of nomination submitted by Mr. Nieman or by any other
stockholder or the eligibility of their director nominees.

What happens if a director candidate nominated by the Board of Directors is unable to stand for election?

The Board of Directors may reduce the number of seats on the Board or it may designate a substitute nominee. If the Board
designates a substitute, shares represented by proxies held by the named proxies, Messrs. Ayer and Loveless, will be voted for the
substitute nominee.

How many votes must the proposal to approve the 2008 Performance Incentive Plan and each of the stockholder
proposals (Proposals 3 through 5) receive in order to pass?

A majority of the shares present in person or by proxy at the meeting and entitled to vote on the subject matter of the proposal must
be voted for each proposal in order for it to pass. Abstain votes are deemed present and entitled to vote and are included for
purposes of determining the number of shares constituting a majority of shares present and entitled to vote. Accordingly, an
abstention, not being a vote for, will have the effect of a negative vote. A broker non-vote is not deemed present and entitled to
vote for proposals for which it is applicable and are not included for purposes of determining the number of shares constituting a
majority of shares present and entitled to vote. Accordingly, a broker non-vote is disregarded for purposes of determining the
outcome of the vote on these proposals. See What are broker non-votes? Page 4.

How are votes counted?

Voting results will be tabulated by Broadridge. IVS and Associates, or its designee, will serve as the independent inspector of
elections.

Is my vote confidential?

The Company has a confidential voting policy as a part of its governance guidelines, which are published on the Company s
website.

Who pays the costs of proxy solicitation?

The Company pays for distributing and soliciting proxies and reimburses brokers, nominees, fiduciaries and other custodians their
reasonable fees and expenses in forwarding proxy materials to beneficial owners. The Company has engaged Georgeson Inc.
( Georgeson ) to assist in the solicitation of proxies for the meeting. Georgeson may use up to 10 employees in connection with the
solicitations. It is intended that proxies will be solicited by the following means: additional mailings, personal interview, mail,
telephone and electronic means. Proxies may also be solicited by the persons identified as Participants under the heading
Participants in the Solicitation on page 62, who will receive no additional compensation, except for reimbursement of expenses.
Although no precise estimate can be made at this time, we anticipate that the aggregate amount we will spend in connection with
the solicitation of proxies will be $23,500 (exclusive of costs we would ordinarily expend in solicitation of proxies in the absence of
an election contest). To date, $16,000 has been incurred. This amount includes fees payable to Georgeson, but excludes salaries
and expenses of our officers, directors and employees.
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Is a list of stockholders entitled to vote at the meeting available?

A list of stockholders of record entitled to vote at the Annual Meeting will be available at the Annual Meeting. It will also be available
Monday through Friday from April 1 through May 19 between the hours of 9 a.m. and 4 p.m., local time, at the offices of the
Corporate Secretary, 19300 International Blvd., Seattle, WA 98188. A stockholder of record may examine the list for any legally
valid purpose related to the annual meeting.

Where can | find the voting results of the meeting?

We will publish the final results in our quarterly report on Form 10-Q for the second quarter of 2008. You can read or print a copy of
that report by going to the Company s website, and then choosing Company Info, Investor Information, and SEC Filings. You can
find the same Form 10-Q by going directly to the SEC EDGAR files at http://www.sec.gov. You can also get a copy by calling us at
(206) 392-5131, or by calling the SEC at (800) SEC-0330 for the location of a public reference room.
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PROPOSAL 1.

ELECTION OF DIRECTORS

The Company currently has ten directors. On May 20, 2008, Mr. Richard A. Wien, whose term expires this year, will retire from the
Board. The Board of Directors wishes to thank Mr. Wien for his dedication and service to the Board over the past 26 years. The
Company s Certificate of Incorporation provides that the Board of Directors shall be composed of no less than nine and no more

than 15 directors. On March 13, 2008, the Board passed a resolution providing that the Company shall have nine directors effective
as of the Annual Meeting on May 20, 2008. The Company s Bylaws provide that the class of directors up for election this year shall
serve a one-year term. Directors are elected to hold office until their successors are elected and qualified, or until resignation or
removal in the manner provided in our Bylaws. Six directors are nominees for election this year and each has consented to serve a
one-year term ending in 2009. The remaining directors will continue to serve the terms set out below.

NOMINEES FOR ELECTION TO TERMS EXPIRING IN 2009

William S. Ayer
Director since 1999
Age 53

Mr. Ayer has served as Chairman, President and CEO of Alaska Air Group since May 2003. In 1997, he was named President of
Alaska Airlines. He was also named CEO of Alaska Airlines in 2002, and in 2003 took leadership of Alaska Air Group and Alaska
Airlines as Chairman, President and CEO and Chairman of Horizon Air. Prior to 2000, he worked in various marketing, planning
and operational capacities at Alaska Airlines and Horizon Air. In December 2007, Mr. Ayer was appointed to the Seattle Branch of
the Federal Reserve Board. Mr. Ayer also serves on the boards of Alaska Airlines and Horizon Air, Puget Energy, Angel Flight, the
Alaska Airlines Foundation, the University of Washington Business School Advisory Board and the Museum of Flight.

Phyllis J. Campbell

Director since 2002

Age 56

Ms. Campbell serves as Chair of the Board s Compensation Committee. She is President and CEO of The Seattle Foundation. She
was President of U.S. Bank of Washington from 1993 until 2001 and has served as Chair of the Bank s Community Board. In

August 2007, Ms. Campbell was appointed to Toyota s Diversity Advisory Board. She also serves on the boards of Alaska Airlines,
Nordstrom, and Puget Energy. Ms. Campbell is also a member of the Board of Trustees of Seattle University.

Mark R. Hamilton
Director since 2001

Age 63
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Mr. Hamilton serves on the Board s Audit and Safety Committees, as well as on the Horizon Air Board. He is President of the
University of Alaska, a position he has held since 1998. That same year, he retired as a U.S. Army Major General following 31
years of active military duty, primarily in the fields of teaching, management and administration. Formerly, Mr. Hamilton was Chief
of Staff of the Alaskan Command at Elmendorf Air Force Base and Commander of Division Artillery at Fort Richardson.

Mr. Hamilton is a graduate of the U.S. Military Academy at West Point and is the recipient of the Army s highest peacetime award,
the Distinguished Service Medal.

R. Marc Langland
Director since 1991
Age 66

Mr. Langland is Lead Director and Chair of the Board s Governance and Nominating Committee. He has been President of Northrim
Bank (Anchorage, Alaska) since November 1990 and Chairman since January 1998. Mr. Langland has also been Chairman,
President and CEO of its parent company, Northrim BanCorp, Inc. since December 2001. He was Chairman and Chief Executive
Officer of Key Bank of Alaska from 1987 to 1988 and President from 1985 to 1987. He served on the Board of Trustees of the
Alaska Permanent Fund Corporation from

Table of Contents 18



Edgar Filing: ALASKA AIR GROUP INC - Form DEFC14A

Table of Conten

February 1987 to January 1991 and was Chairman from June 1990 to January 1991. He is also a director of Horizon Air, Northrim
BanCorp, Inc. and Usibelli Coal Mine, and is a member of the Anchorage Chamber of Commerce and a board member and past
chairman of Commonwealth North.

Dennis F. Madsen
Director since 2003
Age 59

Mr. Madsen serves on the Compensation and Audit Committees. He is currently the Chairman of Seatab Software (Bellevue,
Washington). From 2000 to 2005, Mr. Madsen was President and CEO of Recreational Equipment, Inc. (REI), a retailer and online
merchant for outdoor gear and clothing. He served as REI s Executive Vice President and Chief Operating Officer from 1987 to
2000, and held numerous positions throughout the company. He also serves on the boards of Alaska Airlines, Horizon Air, Seatab
Software, the Western Washington University Foundation, Western Washington University, Islandwood, Performance Bicycles and
the Youth Outdoors Legacy Fund.

Byron I. Mallott
Director since 1982
Age 65

Mr. Mallott serves on the Board s Safety and Governance and Nominating Committees. Currently he is a Senior Fellow of the First
Alaskans Institute, a nonprofit organization dedicated to the development of Alaska Native peoples and their communities. In
January 2007, Mr. Mallott was appointed to the Board of Trustees of the Smithsonian Institution s National Museum of the American
Indian. From 1995 to 1999, he served as Executive Director (chief executive officer) of the Alaska Permanent Fund Corporation, a
trust managing proceeds from the state of Alaska s oil reserves. He was a director of Sealaska Corporation (Juneau, Alaska) from
1972 to 1988, Chairman from 1976 to 1983, and Chief Executive Officer from 1982 to 1992. He owns Mallott Enterprises (personal
investments) and is a director of Alaska Airlines, Sealaska Corporation, Yak-Tat Kwaan, Inc. and Native American Bank, NA.

CONTINUING DIRECTORS WHOSE TERMS EXPIRE IN 2009

Patricia M. Bedient
Director since 2004
Age 54

Ms. Bedient serves as Chair of the Board s Audit Committee and is a director of Alaska Airlines. She is Executive Vice President
and Chief Financial Officer for the Weyerhaeuser Company, one of the world s largest integrated forest products companies. A
certified public accountant, she served as the managing partner of Arthur Andersen LLP s Seattle office prior to joining
Weyerhaeuser. Ms. Bedient also worked at the firm s Portland and Boise offices as a partner and as a CPA during her 27-year
career with Andersen. She currently serves on the Weyerhaeuser Foundation Board and the advisory board of the University of
Washington School of Business. She has also served on the boards of a variety of civic organizations including the Oregon State
University Foundation Board of Trustees, the World Forestry Center, the City Club of Portland, St. Mary s Academy of Portland and
the Chamber of Commerce in Boise, Idaho. She is a member of the American Institute of CPAs and the Washington Society of
CPAs.

Jessie J. Knight, Jr.
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Director since 2002
Age 57

Mr. Knight serves on the Board s Compensation and Governance and Nominating Committees. Since 2006, he has been Executive
Vice President of External Affairs at Sempra Energy, a company that develops energy infrastructure, operates utilities, and

provides related products and services to more than 29 million consumers in the United States, Europe, Canada, Mexico, South
America and Asia. From 1999 to 2006, Mr. Knight served as the President and Chief Executive Officer of the San Diego Regional
Chamber of Commerce and,
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from 1993 to 1998, he was a commissioner of the California Public Utilities Commission. Mr. Knight also serves on the boards of
Alaska Airlines and the San Diego Padres Baseball Club. He is a standing member of the Council on Foreign Relations.

J. Kenneth Thompson
Director since 1999
Age 56

Mr. Thompson serves on the Board s Governance and Nominating Committee and its Safety Committee. He has been appointed to
succeed Mr. Wien as chair of the Board s Safety Committee on May 20, 2008. Mr. Thompson served as Executive Vice President of
ARCO s Asia Pacific oil and gas operating companies in Alaska, California, Indonesia, China and Singapore from 1998 to 2000.
Prior to that, he was President of ARCO Alaska, Inc., the parent company s oil and gas producing division based in Anchorage,
Alaska. Mr. Thompson is currently President and CEO of Pacific Star Energy LLC, a private energy investment company in Alaska,
with partial ownership in the oil exploration firm Alaska Venture Capital Group (AVCG LLC) where he serves as the Managing
Director. In 2007, Mr. Thompson was appointed to the board of Tetra Tech. He also serves on the boards of Horizon Air, Coeur

d Alene Mines Corporation, and serves on a number of community service organizations.

Vote Required and Recommendation of the Board of Directors

As indicated above, the Company has received a notice from Mr. Nieman, a stockholder of the Company, for the nomination of six
individuals, including himself, to the Board of Directors at the 2008 Annual Meeting. Mr. Nieman has filed proxy materials with the
SEC in connection with his solicitation of proxies for those nominees. If Mr. Nieman properly brings his nominations before the
meeting, the number of nominees will exceed the number of directors to be elected and, in accordance with the majority voting
standard set forth in the Company s Bylaws, the directors will be elected by a plurality vote. This means that the six persons
receiving the highest number of for votes at the Annual Meeting will be elected. This voting standard for the election of directors is
discussed further under the section entitled Questions and Answers How many votes must the nominees have to be elected?
above.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE ELECTION OF THE SIX NOMINEES NAMED
ABOVE AS DIRECTORS. UNLESS OTHERWISE INDICATED ON YOUR PROXY, THE SHARES WILL BE VOTED FOR THE
ELECTION OF THESE SIX NOMINEES AS DIRECTORS.

10
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APPROVAL OF THE ALASKA AIR GROUP, INC.

2008 PERFORMANCE INCENTIVE PLAN

General

At the Annual Meeting, stockholders will be asked to approve the Alaska Air Group, Inc. 2008 Performance Incentive Plan (the
2008 Plan ), which was adopted, subject to stockholder approval, by the Board of Directors on March 13, 2008.

The Company believes that incentives and stock-based awards focus employees on the objective of creating stockholder value and
promoting the success of the Company, and that incentive compensation plans like the proposed 2008 Plan are an important
attraction, retention and motivation tool for participants in the plan.

The Company currently maintains the Alaska Air Group, Inc. 2004 Long-Term Incentive Equity Plan (the 2004 Plan ). As of

March 13, 2008, a total of 1,706,529 shares of the Company s common stock were then subject to outstanding awards granted
under the 2004 Plan, and 145,615 shares of the Company s common stock were then available for new award grants under the
2004 Plan. For all of the Company s equity incentive plans (including the 2004 Plan), as of March 13, 2008, a total of 2,777,214
shares of the Company s common stock were subject to outstanding options (with a weighted-average exercise price of $32.13 and
a weighted-average remaining term of 4.99 years), and a total of 686,283 shares of the Company s common stock were subject to
outstanding restricted stock unit and performance unit awards. In each case, these numbers are calculated assuming that
outstanding performance unit awards are ultimately paid out at target levels of performance. The Company s outstanding options
generally may not be transferred to third parties for value and do not include dividend equivalent rights.

The Board of Directors approved the 2008 Plan based, in part, on a belief that the number of shares currently available under the
2004 Plan does not give the Company sufficient authority and flexibility to adequately provide for future incentives. If stockholders

approve the 2008 Plan, no new awards will be granted under the 2004 Plan after the Annual Meeting. In that case, the number of
shares of the Company s common stock that remain available for award grants under the 2004 Plan immediately prior to the Annual
Meeting will become available for award grants under the 2008 Plan. An additional 2,100,000 shares of the Company s common
stock will also be made available for award grants under the 2008 Plan, so that if stockholders approve the 2008 Plan, a maximum
of 2,245,615 shares will initially be available for award grants under that plan. In addition, if stockholders approve the 2008 Plan,
any shares of common stock subject to award grants under the 2004 Plan that expire, are cancelled, or otherwise terminate after
the Annual Meeting will also be available for award grant purposes under the 2008 Plan.

If stockholders do not approve the 2008 Plan, the Company will continue to have the authority to grant awards under the 2004
Plan. If stockholders approve the 2008 Plan, the termination of our grant authority under the 2004 Plan will not affect awards
then-outstanding under that plan.

Summary Description of the 2008 Performance Incentive Plan

The principal terms of the 2008 Plan are summarized below. The following summary is qualified in its entirety by the full text of the
2008 Plan, which appears as Exhibit A to this Proxy Statement.

Purpose

The purpose of the 2008 Plan is to promote the success of the Company and the interests of our stockholders by providing an
additional means for us to attract, motivate, retain and reward officers, employees, nonemployee directors and other eligible
persons through the grant of awards and incentives for high levels of individual performance and improved financial performance of
the Company. Equity-based
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awards are also intended to further align the interests of award recipients and our stockholders.
Administration

Our Board of Directors or one or more committees appointed by our Board of Directors will administer the 2008 Plan. Our Board of
Directors has delegated general administrative authority for the 2008 Plan to the Compensation Committee. A committee may
delegate some or all of its authority with respect to the 2008 Plan to another committee of directors, and certain limited authority to
grant awards to employees may be delegated to one or more officers of the Company. (The appropriate acting body, be it the
Board of Directors, a committee within its delegated authority, or an officer within his or her delegated authority, is referred to in this
proposal as the Administrator .)

The Administrator has broad authority under the 2008 Plan with respect to award grants including, without limitation, the authority:

to select participants and determine the type(s) of award(s) that they are to receive;

to determine the number of shares that are to be subject to awards and the terms and conditions of awards, including the
price (if any) to be paid for the shares or the award;

to cancel, modify, or waive the Company s rights with respect to, or modify, discontinue, suspend, or terminate any or all
outstanding awards, subject to any required consents;

to accelerate or extend the vesting or exercisability or extend the term of any or all outstanding awards;

subject to the other provisions of the 2008 Plan, to make certain adjustments to an outstanding award and to authorize
the conversion, succession or substitution of an award; and

to allow the purchase price of an award or shares of the Company s common stock to be paid in the form of cash, check,

or electronic funds transfer, by the delivery of already-owned shares of the Company s common stock or by a reduction
of the number of shares deliverable pursuant to the award, by services rendered by the recipient of the award, by notice
and third party payment or cashless exercise on such terms as the Administrator may authorize, or any other form
permitted by law.

No Repricing

In no case (except due to an adjustment to reflect a stock split or similar event or any repricing that may be approved by
stockholders) will any adjustment be made to a stock option or stock appreciation right award under the 2008 Plan (by amendment,
cancellation and regrant, exchange or other means) that would constitute a repricing of the per share exercise or base price of the
award.

Eligibility

Persons eligible to receive awards under the 2008 Plan include officers or employees of the Company or any of its subsidiaries,
directors of the Company, and certain consultants and advisors to the Company or any of its subsidiaries. Currently, approximately
14,000 officers and employees of the Company and its subsidiaries (including all of the Company s named executive officers with
the exception of Mr. Kevin P. Finan who retired from the Company on January 1, 2008), and each of the Company s nine
non-employee directors, are considered eligible under the 2008 Plan.

Authorized Shares; Limits on Awards
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The maximum number of shares of the Company s common stock that may be issued or transferred pursuant to awards under the
2008 Plan equals the sum of: (1) 2,100,000 shares, plus (2) the number of shares available for additional award grant purposes
under the 2004 Plan as of the date of the Annual Meeting and determined immediately prior to the termination of the authority to
grant new awards under that

plan as of the date of the Annual Meeting, plus (3) the number of any shares subject to stock options granted under the 2004 Plan
and outstanding as of the date of the Annual Meeting

12
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which expire, or for any reason are cancelled or terminated, after the date of the Annual Meeting without being exercised (including
any shares subject to outstanding stock options granted under the 1999 Long-Term Incentive Equity Plan (the 1999 LTIP ) which
expire, or for any reason are cancelled or terminated, after the date of the Annual Meeting without being exercised that would
otherwise become available for award grant purposes under the 2004 Plan in accordance with the terms of that plan), plus (4) the
number of any shares subject to restricted stock and restricted stock unit awards granted under the 2004 Plan that are outstanding
and unvested as of the date of the Annual Meeting which are forfeited, terminated, cancelled, or otherwise reacquired after the date
of the Annual Meeting without having become vested. As of March 13, 2008, 145,615 shares were available for additional award
grant purposes under the 2004 Plan, approximately 1,706,529 shares were subject to awards then outstanding under the 2004
Plan and approximately 1,147,873 shares were subject to awards then outstanding under the 1999 LTIP. As noted above, no
additional awards will be granted under the 2004 Plan if stockholders approve the 2008 Plan.

Shares issued in respect of any full-value award granted under the 2008 Plan will be counted against the share limit described in
the preceding paragraph as 1.7 shares for every one share actually issued in connection with the award. For example, if the
Company granted 100 shares of its common stock under the 2008 Plan, 170 shares would be charged against the share limit with
respect to that award. For this purpose, a full-value award generally means any award granted under the plan other than a stock
option or stock appreciation right.

The following other limits are also contained in the 2008 Plan:

The maximum number of shares that may be delivered pursuant to options qualified as incentive stock options granted
under the plan is 2,100,000 shares.

The maximum number of shares subject to those options and stock appreciation rights that are granted during any
calendar year to any individual under the plan is 300,000 shares.

Performance-Based Awards under Section 5.2 of the 2008 Plan payable only in cash and not related to shares and
granted to a participant in any one calendar year will not provide for payment of more than $1,000,000.

To the extent that an award is settled in cash or a form other than shares, the shares that would have been delivered had there
been no such cash or other settlement will not be counted against the shares available for issuance under the 2008 Plan. In the
event that shares are delivered in respect of a dividend equivalent right, only the actual number of shares delivered with respect to
the award shall be counted against the share limits of the 2008 Plan. To the extent that shares are delivered pursuant to the
exercise of a stock appreciation right or stock option, the number of underlying shares as to which the exercise related shall be
counted against the applicable share limits, as opposed to only counting the shares actually issued. (For purposes of clarity, if a
stock appreciation right relates to 100,000 shares and is exercised at a time when the payment due to the participant is 15,000
shares, 100,000 shares shall be charged against the applicable share limits with respect to such exercise.) Shares that are subject
to or underlie awards which expire or for any reason are cancelled or terminated, are forfeited, fail to vest, or for any other reason
are not paid or delivered under the 2008 Plan will again be available for subsequent awards under the 2008 Plan. Shares that are
exchanged by a participant or withheld by the Company to pay the exercise price of an award granted under the 2008 Plan, as well
as any shares exchanged or withheld to satisfy the tax withholding obligations related to any award, will not be available for
subsequent awards under the 2008 Plan. In addition, the 2008 Plan generally provides that shares issued in connection with
awards that are granted by or become obligations of the company through the assumption of awards (or in substitution for awards)
in connection with an acquisition of another company will not count against the shares available for issuance under the 2008
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Plan. The Company may not increase the applicable share limits of the 2008 Plan by repurchasing shares of common stock on the
market (by using cash received through the exercise of stock options or otherwise).

Types of Awards

The 2008 Plan authorizes stock options, stock appreciation rights, restricted stock, stock bonuses and other forms of awards
granted or denominated in the Company s common stock or units of the Company s common stock, as well as cash bonus awards
pursuant to Section 5.2 of the 2008 Plan. The 2008 Plan retains flexibility to offer competitive incentives and to tailor benefits to
specific needs and circumstances. Any award may be paid or settled in cash.

A stock option is the right to purchase shares of the Company s common stock at a future date at a specified price per share (the
exercise price ). The per share exercise price of an option generally may not be less than the fair market value of a share of the
Company s common stock on the date of grant. The maximum term of an option is ten years from the date of grant. An option may

either be an incentive stock option or a nonqualified stock option. Incentive stock option benefits are taxed differently from
nonqualified stock options, as described under Federal Income Tax Consequences of Awards Under the 2008 Plan below.
Incentive stock options are also subject to more restrictive terms and are limited in amount by the U.S. Internal Revenue Code and
the 2008 Plan. Incentive stock options may only be granted to employees of the Company or a subsidiary.

A stock appreciation right is the right to receive payment of an amount equal to the excess of the fair market value of a share of the
Company s common stock on the date of exercise of the stock appreciation right over the base price of the stock appreciation right.
The base price will be established by the Administrator at the time of grant of the stock appreciation right and generally may not be
less than the fair market value of a share of the Company s common stock on the date of grantStock appreciation rights may be
granted in connection with other awards or independently. The maximum term of a stock appreciation right is ten years from the
date of grant.

The per share exercise price of an option or the per share base price of a stock appreciation right may, however, be less than the
fair market value of a share of the Company s common stock on the date of grant if the option or stock appreciation right will be
treated as a full-value award under the share-counting rules for the 2008 Plan described above.

The other types of awards that may be granted under the 2008 Plan include, without limitation, stock bonuses, restricted stock,
performance stock, stock units, dividend equivalents, or similar rights to purchase or acquire shares, and cash awards granted
consistent with Section 5.2 of the 2008 Plan as described below.

Performance-Based Awards

The Administrator may grant awards that are intended to be performance-based within the meaning of Section 162(m) of the U.S.
Internal Revenue Code ( Performance-Based Awards ). Performance-Based Awards are in addition to any of the other types of
awards that may be granted under the 2008 Plan (including options and stock appreciation rights which may also qualify as
performance-based awards for Section 162(m) purposes). Performance-Based Awards may be in the form of restricted stock,
performance stock, stock units, other rights, or cash bonus opportunities.

The vesting or payment of Performance-Based Awards (other than options or stock appreciation rights) will depend on the absolute
or relative performance of the Company on a consolidated, subsidiary, segment, division, or business unit basis. The Administrator
will establish the criterion or criteria and target(s) on which performance will be measured. The Administrator must establish criteria
and targets in advance of applicable deadlines under the U.S. Internal Revenue Code and while the attainment of the performance
targets remains substantially uncertain. The criteria that the

14

Table of Contents 27



Edgar Filing: ALASKA AIR GROUP INC - Form DEFC14A

Table of Conten

Administrator may use for this purpose will include one or more of the following: earnings per share, cash flow (which means cash
and cash equivalents derived from either net cash flow from operations or net cash flow from operations, financing and investing
activities), total stockholder return, gross revenue, revenue growth, operating income (before or after taxes), net earnings (before or
after interest, taxes, depreciation and/or amortization), return on equity or on assets or on net investment, cost containment or
reduction, profitability, economic value added, market share, productivity, safety, customer satisfaction, on-time performance, or
any combination thereof. The performance measurement period with respect to an award may range from three months to ten
years. Performance targets will be adjusted to mitigate the unbudgeted impact of material, unusual or nonrecurring gains and
losses, accounting changes or other extraordinary events not foreseen at the time the targets were set unless the Administrator
provides otherwise at the time of establishing the targets.

Performance-Based Awards may be paid in stock or in cash (in either case, subject to the limits described under the heading

Authorized Shares; Limits on Awards above). Before any Performance-Based Award (other than an option or stock appreciation
right) is paid, the Administrator must certify that the performance target or targets have been satisfied. The Administrator has
discretion to determine the performance target or targets and any

other restrictions or other limitations of Performance-Based Awards and may reserve discretion to reduce payments below
maximum award limits.

Deferrals

The Administrator may provide for the deferred payment of awards, and may determine the other terms applicable to deferrals. The
Administrator may provide that deferred settlements include the payment or crediting of interest or other earnings on the deferred
amounts, or the payment or crediting of dividend equivalents where the deferred amounts are denominated in shares.

Assumption and Termination of Awards

Generally, and subject to limited exceptions set forth in the 2008 Plan, if the Company dissolves or undergoes certain corporate
transactions such as a merger, business combination, or other reorganization, or a sale of substantially all of its assets, all awards
then-outstanding under the 2008 Plan will become fully vested or paid, as applicable, and will terminate or be terminated in such
circumstances, unless the Administrator provides for the assumption, substitution or other continuation of the award. The
Administrator also has the discretion to establish other change in control provisions with respect to awards granted under the 2008
Plan. For example, the Administrator could provide for the acceleration of vesting or payment of an award in connection with a
corporate event that is not described above and provide that any such acceleration shall be automatic upon the occurrence of any
such event.

Transfer Restrictions

Subject to certain exceptions contained in Section 5.7 of the 2008 Plan, awards under the 2008 Plan generally are not transferable
by the recipient other than by will or the laws of descent and distribution and are generally exercisable, during the recipient s
lifetime, only by the recipient. Any amounts payable or shares issuable pursuant to an award generally will be paid only to the
recipient or the recipient s

beneficiary or representative. The Administrator has discretion, however, to establish written conditions and procedures for the
transfer of awards to other persons or entities, provided that such transfers comply with applicable federal and state securities laws
and, with limited exceptions set forth in the 2008 Plan, are not made for value.

Adjustments

As is customary in incentive plans of this nature, each share limit and the number and kind of shares available under the 2008 Plan
and any outstanding awards, as well as the exercise or purchase prices of awards, and performance targets under certain types of
performance-based awards, are subject to
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adjustment in the event of certain reorganizations, mergers, combinations, recapitalizations, stock splits, stock dividends, or other
similar events that change the number or kind of shares outstanding, and extraordinary dividends or distributions of property to the
stockholders.

No Limit on Other Authority

Except as expressly provided with respect to the termination of the authority to grant new awards under the 2004 Plan if
stockholders approve the 2008 Plan, the 2008 Plan does not limit the authority of the Board of Directors or any committee to grant
awards or authorize any other compensation, with or without reference to the Company s common stock, under any other plan or
authority.

Termination of or Changes to the 2008 Plan

The Board of Directors may amend or terminate the 2008 Plan at any time and in any manner. Stockholder approval for an
amendment will be required only to the extent then required by applicable law or any applicable listing agency or required under
Sections 162, 422 or 424 of the U.S. Internal Revenue Code to preserve the intended tax consequences of the plan. For example,
stockholder approval will be required for any amendment that proposes to increase the maximum number of shares that may be
delivered with respect to awards granted under the 2008 Plan. (Adjustments as a result of stock splits or similar events will not,
however, be considered an amendment requiring stockholder approval.) Unless terminated earlier by the Board of Directors, the
authority to grant new awards under the 2008 Plan will terminate on March 12, 2018. Outstanding awards, as well as the
Administrator s authority with respect thereto, generally will continue following the expiration or termination of the plan. Generally
speaking, outstanding awards may be amended by the Administrator (except for a repricing), but the consent of the award holder is
required if the amendment (or any plan amendment) materially and adversely affects the holder.

Federal Income Tax Consequences of Awards under the 2008 Plan

The U.S. federal income tax consequences of the 2008 Plan under current federal law, which is subject to change, are summarized
in the following discussion of the general tax principles applicable to the 2008 Plan. This summary is not intended to be exhaustive
and, among other considerations, does not describe the deferred compensation provisions of Section 409A of the U.S. Internal
Revenue Code to the extent an award is subject to and does not satisfy those rules, nor does it describe state, local, or
international tax consequences.

With respect to nonqualified stock options, the Company is generally entitled to deduct and the participant recognizes taxable
income in an amount equal to the difference between the option exercise price and the fair market value of the shares at the time of
exercise. With respect to incentive stock options, the company is generally not entitled to a deduction nor does the participant
recognize income at the time of exercise, although the participant may be subject to the U.S. federal alternative minimum tax.

The current federal income tax consequences of other awards authorized under the 2008 Plan generally follow certain basic
patterns: nontransferable restricted stock subject to a substantial risk of forfeiture results in income recognition equal to the excess
of the fair market value over the price paid (if any) only at the time the restrictions lapse (unless the recipient elects to accelerate
recognition as of the date of grant); bonuses, stock appreciation rights, cash and stock-based performance awards, dividend
equivalents, stock units, and other types of awards are generally subject to tax at the time of payment; and compensation otherwise
effectively deferred is taxed when paid. In each of the foregoing cases, the Company will generally have a corresponding deduction
at the time the participant recognizes income.

If an award is accelerated under the 2008 Plan in connection with a change in control (as this term is used under the U.S. Internal
Revenue Code), the Company may not be permitted to deduct the portion of the
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compensation attributable to the acceleration ( parachute payments ) if it exceeds certain threshold limits under the U.S. Internal
Revenue Code (and certain related excise taxes may be triggered). Furthermore, the aggregate compensation in excess of
$1,000,000 attributable to awards that are not performance-based within the meaning of Section 162(m) of the U.S. Internal
Revenue Code may not be permitted to be deducted by the company in certain circumstances.

Specific Benefits under the 2008 Performance Incentive Plan

As described under Director Compensation on page 28, the Board of Directors has approved a program under which a portion of
the annual retainer for each of our non-employee directors is paid in the form of deferred stock units. As of 2008, the number of
stock units paid to each director will be determined by dividing $36,000 by the closing price of a share of our common stock on the
date of our Annual Meeting each year. The stock units will be fully vested and will be paid out in shares of our common stock on a
one-for-one basis upon the termination of the director s service under the 2008 Plan. The actual number of shares that will be paid
to our non-employee directors under this program is not determinable as that number will be calculated each year based on our
stock price on the applicable Annual Meeting date. For purposes of illustration, if the closing price on the date of the 2008 Annual
Meeting were the same as the closing price on March 13, 2008 listed below, each of our nine non-employee directors would be
credited 1,935 stock units on that date (calculated by dividing $36,000 by $18.60, the closing price of our common stock on

March 13, 2008).

Except for the non-employee director program described above, the Company has not approved any other awards that are
conditioned upon stockholder approval of the proposed 2008 Plan. The Company is not currently considering any other specific
award grants under the 2008 Plan. If the 2008 Plan had been in existence in fiscal year 2007, the Company expects that its award
grants for fiscal year 2007 would not have been substantially different from those actually made in that year under the 2004 Plan.
For information regarding stock-based awards granted to the Company s named executive officers during fiscal year 2007, see the
material in this proxy statement under the heading Executive Compensation.

The closing market price for a share of the Company s common stock as of March 13, 2008 was $18.60 per share.
Equity Compensation Plan Information

The Company currently maintains five equity compensation plans that have been approved by the Company s stockholders: the
2004 Plan, the 2002 Employee Stock Purchase Plan (the ESPP ), the 1999 LTIP, the 1996 Long-Term Incentive Equity Plan (the

1996 LTIP ) and the 1988 Stock Option Plan (the 1988 Plan ). In addition, the Company currently maintains the 1997 Non-Officer
Long-Term Incentive Equity Plan (the 1997 Plan ) which was not approved by the Company s stockholders. Stockholders are also
being asked to approve a new equity compensation plan, the 2008 Plan, as described above.
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The following table sets forth, for each of the Company s equity compensation plans, the number of shares of common stock
subject to outstanding options and other rights, the weighted-average exercise price of outstanding options, and the number of
shares remaining available for future award grants as of December 31, 2007.

Number of shares of
Common Stock remaining
available for future
issuance under equity

Number of shares

of Common Stock Weighted-average .
to be issued upon exercise compensation plans
exercise of price of (excluding
outstanding options outstanding shares reflected

Plan category and rights options in the first column)
Equity compensation plans approved
by stockholders 2,497,584(1) $ 32.34(2) 1,054,110(3)
Equity compensation plans not
approved by stockholders(4) 448,995 $ 34.18 N/A
Total 2,946,579 $ 32.67 1,054,110

(1) Of these shares, 726,518 were subject to options then outstanding under the 2004 Plan, and 440,796 were subject to
outstanding restricted and performance stock unit awards granted under the 2004 Plan. In addition, 1,151,248 shares were
subject to options then outstanding under the 1999 LTIP, 169,022 shares were subject to options then outstanding under the
1996 LTIP, and 10,000 shares were subject to options then outstanding under the 1988 Plan. No new award of grants may be
made under the 1999 LTIP, the 1996 LTIP or the 1988 Plan.

(2) This number does not reflect the 440,796 shares that were subject to outstanding stock unit awards granted under the 2004
Plan.

(3) This number is presented after giving effect to purchases under the ESPP for the purchase period that ended November 30,
2007. Of the aggregate number of shares that remained available for future issuance, 684,830 shares were available under the
2004 Plan, and 369,280 shares were available under the ESPP. No new awards will be granted under the 2004 Plan if
stockholders approve the 2008 Plan. This table does not reflect the 2,100,000 additional shares that will be available under the
2008 Plan if stockholders approve the 2008 Plan proposal.

(4) All of these shares were subject to options then outstanding under the 1997 Plan. No new award of grants may be made under
the 1997 Plan.

1997 Non-Officer Long-Term Incentive Equity Plan

The 1997 Plan terminated on November 3, 2002 and no further awards may be granted under the plan. Awards granted before that
date remain outstanding in accordance with their terms. Employees of the Company who were not officers or non-employee
directors were eligible for award of grants under the 1997 Plan. The 1997 Plan is administered by the Compensation Committee.
The Committee has broad discretion authority to construe and interpret the plan. No award or any interest in any award granted
under the 1997 Plan may be transferred in any manner, other than by will or the laws of descent and distribution, except as
otherwise provided by the Committee.

Vote Required and Recommendation of the Board of Directors
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The Board of Directors believes that the adoption of the 2008 Plan will promote the interests of the Company and its stockholders
and will help the Company and its subsidiaries continue to be able to attract, retain and reward persons important to our success.

All members of our Board of Directors and all of our executive officers are eligible for awards under the 2008 Plan and thus have a
personal interest in the approval of the 2008 Plan.
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Approval of Proposal 2 requires the affirmative vote of the holders of a majority of shares present in person or represented by proxy
and entitled to vote on the proposal. Any broker non-votes will not be counted in determining the number of shares necessary for
approval of the proposal, assuming a quorum is obtained. Abstentions will have the same effect as a vote against Proposal 2.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR PROPOSAL 2 TO APPROVE THE 2008
PERFORMANCE INCENTIVE PLAN AS DESCRIBED ABOVE AND SET FORTH IN EXHIBIT A HERETO.

19

Table of Contents 33



Edgar Filing: ALASKA AIR GROUP INC - Form DEFC14A

Table of Conten

CORPORATE GOVERNANCE

Structure of the Board of Directors

In accordance with the Delaware General Corporation Law and the Company s Certificate of Incorporation and Bylaws, our
business affairs are managed under the direction of our Board of Directors. Directors meet their responsibilities by, among other
things, participating in meetings of the Board and Board committees on which they serve, discussing matters with our Chairman
and Chief Executive Officer and other officers, reviewing materials provided to them, and visiting our facilities.

Pursuant to the Bylaws, the Board of Directors has established four standing committees, which are the Audit Committee, the

Compensation Committee, the Governance and Nominating Committee, and the Safety Committee. Only independent directors
serve on these committees. The Board has adopted a written charter for each committee. The charters of the Audit, Compensation,
Governance and Nominating, and Safety Committees are posted on the Company s website and can be accessed free of charge at
http://www.alaskaair.com/ and are available in print to any stockholder who submits a written request to the Company s Corporate
Secretary.

The table below shows the current membership of the standing Board committees. An asterisk (*) identifies the chair of each
committee. Mr. Wien will retire from the Board of Directors and as the chair of the Safety Committee effective May 20, 2008.
Mr. Thompson has been appointed to replace Mr. Wien as chair of that Committee.

Governance and

Name Audit Compensation Nominating Safety
Patricia M. Bedient o*

Phyllis J. Campbell o*

Mark R. Hamilton . .
Jessie J. Knight, Jr. . .

R. Marc Langland o*

Byron |. Mallott . .
Dennis F. Madsen . o

J. Kenneth Thompson . o*
Richard A. Wien o*

The principal functions of the standing Board committees are as follows:
Audit Committee
Pursuant to its charter, the Audit Committee s responsibilities include the following:

1. Matters pertaining to the independent auditors:

appoint them and oversee their work;

review at least annually their statement regarding their internal quality-control procedures and their relationship with the
Company;

maintain a dialogue with respect to their independence;
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pre-approve all auditing and non-auditing services they are to perform;

review annual and quarterly financial statements and filings made with the SEC; and

receive and review communications required from the independent auditors under applicable rules and standards.

2. Review the planned activities and results of the internal auditors and any changes in the internal audit charter.

3. Prepare the Audit Committee Report required for the annual proxy statement.
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4. Matters pertaining to controls:

review financial reporting risk and associated internal controls;

review procedures with respect to significant accounting policies and the adequacy of financial controls;

discuss with management policies with respect to risk assessment and risk management including the process by which
the Company undertakes risk assessment and management;

discuss with management, as appropriate, earnings releases and any information provided to analysts and rating
agencies;

develop and monitor a Corporate Compliance program, including a Code of Conduct and Ethics policy, decide on
requested changes to or waivers of such program and code relating to officers and directors, and establish procedures
for confidential treatment of complaints concerning accounting, internal controls or auditing matters; and

obtain and review at least quarterly a statement from the CEO, CFO and Disclosure Committee disclosing any significant
deficiencies in internal controls and any fraud that involves management or other employees with significant roles in
internal controls.
5. Annually review and reassess the adequacy of its charter and the Committee s performance and recommend for Board approval
any proposed changes to the charter.

Compensation Committee
Pursuant to its charter, the Compensation Committee s responsibilities include the following:

1. Establish the process for approving corporate goals relevant to CEO compensation and evaluating CEO performance in light of
those goals.

2. Set the salary of the CEO.

3. Approve salaries of other elected executive officers of Alaska Airlines and Horizon Air.

4. Set annual goals under the Performance-Based Pay plan and administer the plan.

5. Grant stock awards and stock options.

6. Administer the supplementary retirement plans for elected officers and the equity-based incentive plans.

7. Make recommendations to the Board regarding other executive compensation issues, including modification or adoption of
plans.

8. Fulfill ERISA fiduciary and non-fiduciary functions for tax-qualified retirement plans by monitoring the Pension/Benefits
Administrative Committee and the Pension/Benefits Funds Investment Committee, and approve the membership of those
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committees, trustees and trust agreements, and extension of plan participation to employees of subsidiaries.

9. Approve the terms of employment and severance agreements with elected officers and the form of change in control
agreements.

10. Review executive-level development and succession plans.

11. Administer and make recommendations to the Board of Directors with respect to the Company s equity and other long-term
incentive equity plans.

12. Produce the report on executive compensation required for the annual proxy statement.

13. Annually review and reassess the adequacy of the Committee s charter and its performance, and recommend any proposed
changes in the charter to the Board of Directors for approval.

Pursuant to its charter, the Compensation Committee is authorized to retain such
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compensation consultants and other outside experts or advisors as it believes to be necessary or appropriate to carry out its duties.
In 2007, the Compensation Committee retained the firm of Deloitte Consulting LLP ( Deloitte Consulting ) as independent
compensation consultants to assist it in determining compensation matters for our senior executive officers.

During 2007, the Committee reviewed its charter and recommended that the Board of Directors modify the charter to update the
fiduciary functions of the Alaska Air Group Defined Contribution Retirement Plan Administrative Committee.

Governance and Nominating Committee

Pursuant to its charter, the Governance and Nominating Committee s responsibilities include the following:

1. Develop and monitor the Corporate Governance Guidelines.

2. Evaluate the size and composition of the Board and annually review compensation paid to members of the Board.
3. Develop criteria for Board membership.

4. Evaluate the independence of existing and prospective members of the Board.

5. Seek qualified candidates for election to the Board.

6. Evaluate the nature, structure and composition of other Board committees.

7. Take steps it deems necessary or appropriate with respect to annual assessments of the performance of the Board, and each
Board committee, including itself.

8. Annually review and reassess the adequacy of the Committee s charter and its performance, and recommend any proposed
changes in the charter to the Board of Directors for approval.

Safety Commititee
Pursuant to its charter, the Safety Committee s responsibilities include the following:
1. Monitor management s efforts to ensure the safety of passengers and employees.

2. Monitor and assist management in creating a uniform safety culture that achieves the highest possible industry performance
measures.

3. Periodically review with management and outside experts all aspects of airline safety.
4. Evaluate the Company s health, safety and environmental policies and practices.
Board and Committee Meetings

In 2007, the Board of Directors held six regular meetings. The standing Board committees held the following number of meetings in
2007:

Audit Committee 10

Compensation Committee 6
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Governance and Nominating Committee 5

Safety Committee 4
Each director attended at least 97% of all Board and applicable committee meetings during 2007. Each director is expected to
attend the Company s Annual Meeting of Stockholders. Last year, all then-current directors attended the annual meeting.

Board and Committee Independence

The Board of Directors of the Company has determined that all of the directors except Mr. Ayer, which includes each member of

the Audit Committee, Governance and Nominating Committee, and Compensation Committee, are independent under the NYSE
listing standards and the Company s independent director standards that are set forth in the Company s Corporate Governance
Guidelines. In making its determination, the Board of Directors considered the amount of charitable contributions made by
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the Company to certain charitable organizations on which Ms. Bedient and Messrs. Thompson and Mallott serve as directors or
advisory board members and the amount of a charitable contribution made by the Company to the University of Alaska where
Mr. Hamilton is currently employed as President. After consideration of these matters and in accordance with the Board s
independent director criteria, the Board of Directors affirmatively determined that none of these matters is a material relationship
with the Company because the amount of the contributions were immaterial with respect to the Company s and the charitable
organizations annual revenues.

Each member of the Company s Audit Committee meets the additional independence, financial literacy and experience
requirements contained in the corporate governance listing standards of the NYSE relating to audit committees or required by the
SEC. The Board has determined that Ms. Bedient is an audit committee financial expert as defined in SEC rules.

The Corporate Governance Guidelines are available on the Company s internet website at http://www.alaskaair.com and are
available in print to any stockholder who submits a written request to the Company s Corporate Secretary. Specifically, the Board
has determined that independent directors meet the following criteria:

An independent director must have no material relationship with the Company, based on all material facts and circumstances. At a
minimum, an independent director must meet each of the categorical standards listed below.

1. The director has not, within the last three years, been employed by and no immediate family member has been an executive
officer of the Company.

2. Neither the director nor any immediate family member has, in any 12-month period in the last three years, received more than
$100,000 in direct compensation from the Company, other than compensation for director or committee service and pension or
other deferred compensation for prior service.

3. (i) Neither the director nor any immediate family member is a current partner of the Company s independent auditor; (ii) the
director is not a current employee of the audit firm; (iii) no immediate family member is a current employee of the audit firm working
in its audit, assurance or tax compliance practice; and (iv) neither the director nor any immediate family member was an employee
or partner of the audit firm within the last three years and worked on the Company s audit within that time.

4. Neither the director nor any immediate family member has, within the last three years, been part of an interlocking directorate.
This means that no executive officer of the Company serves on the compensation committee of a company that employs the
director or immediate family member.

5. The director is not currently an employee, and no immediate family member is an executive officer, of another company (i) that
represented at least 2% or $1 million, whichever is greater, of the Company s gross revenues, or (ii) of which the Company
represented at least 2% or $1 million, whichever is greater, of such other company s gross revenues, in any of the last three fiscal
years. Charitable contributions are excluded from this calculation.

The Board considers that the following situations do not create material relationships:

a. the receipt by a director of retirement compensation earned under one or more tax-qualified or nonqualified plans during the
director s employment with the Company;

b. ordinary-course business between the Company and an organization of which the Board member is an officer or director, where
the amount of such business is immaterial with respect to the Company s or the organization s annual revenues; or

c. the receipt of cash or in-kind contributions from the Company by a tax-exempt charitable organization of which the Board
member is an officer or director, the value of which is immaterial with respect to the Company s or the charitable organization s
annual revenues.
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For the purposes of these standards, Company includes all Alaska Air Group subsidiaries and other affiliates. Immediate family
member includes the director s spouse, domestic partner, parents, children, siblings, mothers- and fathers-in-law, sons- and
daughters-in-law, and anyone sharing the director s home. The independence standards for the members of the Audit Committee
provide that in addition to the foregoing standards they may not (a) receive any compensation other than director s fees for Board
and Audit Committee service and permitted retirement pay, or (b) be an affiliate of the Company as defined by applicable SEC
rules.

Director Nomination Policy
Identification and Evaluation of Candidates
1. Internal Process for Identifying Candidates

The Governance and Nominating Committee (the Committee ) has two primary methods for identifying candidates (other than those
proposed by the Company s stockholders, as discussed below). First, on a periodic basis, the Committee solicits ideas for possible
candidates from a number of sources including, but not limited to, members of the Board, senior-level Company executives,
individuals personally known to the members of the Board, and research, including database and internet searches.

Additionally, the Committee may, from time to time, use its authority under its charter to retain at the Company s expense one or
more search firms to identify candidates (and to approve any such firms fees and other retention terms). If the Committee retains
one or more search firms, those firms may be asked to identify possible candidates who meet the minimum and desired
qualifications established by the Committee and to undertake such other duties as the Committee may direct.

2. Candidates Proposed by Stockholders

a. General Nomination Right of All Stockholders

Any stockholder of the Company may nominate one or more persons for election as a director of the Company at an annual
meeting of stockholders if the stockholder complies with the notice, information and consent provisions contained in Article I,
Section 8 of the Company s Bylaws. Specifically, these provisions require that written notice of a stockholder s intent to make a
nomination for the election of directors be received by the Secretary of the Company at least 90 days in advance of the third
Tuesday in May (with respect to elections held at a regular annual meeting of stockholders), and that such notice include:

The name and address of the stockholder who intends to make the nomination and of the person(s) to be nominated;

A representation that the stockholder of record is entitled to vote at the meeting;

A description of all arrangements or understandings between the stockholder and each nominee and any other person(s)
(naming them) pursuant to which the nomination is to be made;

Other information regarding each nominee as would have been required to be included in a proxy statement filed
pursuant to the proxy rules of the Securities and Exchange Commission had each nominee been nominated by the
Board of Directors; and

The consent of each nominee to serve as a director if elected.
The Corporate Secretary and General Counsel will send a copy of the Company s Bylaws to any interested stockholder who
requests them. The Company s Bylaws are also available on the Company s website at http:/www.alaskaair.com.
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b. Consideration of Director Candidates Recommended by Stockholders

The Committee will evaluate candidates recommended by a single stockholder, or group of stockholders, that has beneficially
owned more than 5% of the Company s outstanding common stock for at least one year and that satisfies the notice, information
and consent

24

Table of Contents 42



Edgar Filing: ALASKA AIR GROUP INC - Form DEFC14A

Table of Conten

provisions set forth below (such individual or group is referred to as the Qualified Stockholder ). The Committee s policy on the
evaluation of candidates recommended by stockholders who are not Qualified Stockholders is to evaluate such recommendations,
and establish procedures for such evaluations, on a case-by-case basis. This policy allows the Committee to devote an appropriate
amount of its own and the Company s resources to each such recommendation, depending on the nature of the recommendation
itself and any supporting materials provided. In addition, as discussed above, non-Qualified Stockholders have the ability to
nominate one or more director candidates directly at the Annual Meeting. All candidates (whether identified internally or by a
stockholder) who, after evaluation, are then recommended by the Committee and approved by the Board, will be included in the
Company s recommended slate of director nominees in its proxy statement.

c. Initial Consideration of Candidates Recommended by Qualified Stockholders
The Committee will evaluate candidates recommended by Qualified Stockholders in accordance with the following procedures.

Qualified Stockholders may propose a candidate for evaluation by the Committee by delivering a written notice to the Committee
satisfying each of the requirements described below (the Notice ). The Notice must be received by the Committee not less than 120
calendar days before the anniversary of the date that the Company s proxy statement was released to stockholders in connection
with the previous year s annual meeting. No such notice was received in connection with the 2008 Annual Meeting.

Any candidate recommended by a Qualified Stockholder must be independent of the Qualified Stockholder in all respects (i.e., free

of any material personal, professional, financial or business relationships from the nominating stockholder), as determined by the

Committee or by applicable law. Any candidate submitted by a Qualified Stockholder must also meet the definition of an
independent director under applicable NYSE rules.

The Notice shall also contain or be accompanied by the following information or documentation:

Proof of the required stock ownership (including the required holding period) of the stockholder or group of stockholders.
The Committee may determine whether the required stock ownership condition has been satisfied for any stockholder
that is the stockholder of record. Any stockholder that is not the stockholder of record must submit such evidence as the
Committee deems reasonable to evidence the required ownership percentage and holding period.

A written statement that the stockholder intends to continue to own the required percentage of shares through the date of
the annual meeting with respect to which the candidate is nominated.

The name or names of each stockholder submitting the proposal, the name of the candidate, and the written consent of
each such stockholder and the candidate to be publicly identified.

Regarding the candidate, such person s name, age, business and residence address, principal occupation or
employment, number of shares of the Company s stock beneficially owned, if any, a written resume or curriculum vitae of
personal and professional experiences, and all other information relating to the candidate that would be required to be
disclosed in a proxy statement or other filings required in connection with the solicitation of proxies for election of
directors pursuant to Section 14 of the Securities Exchange Act of 1934, as amended, and the regulations promulgated
thereunder (the Exchange Act ).

Regarding the candidate, information, documents or affidavits demonstrating to what extent the candidate meets the
required minimum criteria, and the desirable qualities or skills, established
25
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by the Committee. The Notice must also include a written statement that the stockholder submitting the proposal and the
candidate will make available to the Committee all information reasonably requested in furtherance of the Committee s
evaluation of the candidate.

Regarding the stockholder submitting the proposal, the person s business address and contact information and any other
information that would be required to be disclosed in a proxy statement or other filings required in connection with the
solicitation of proxies for election of directors pursuant to Section 14 of the Exchange Act.

The signature of each candidate and of each stockholder submitting the proposal.
The Notice shall be delivered in writing by registered or certified first-class mail, postage prepaid, to the following address:

Board of Directors
Alaska Air Group, Inc.
PO Box 68947
Seattle, WA 98168

The Corporate Secretary and General Counsel will promptly forward the Notice to the Chair of the Governance and Nominating
Committee.

d. Initial Consideration of Candidates Recommended by Other Stockholders

If, based on the Committee s initial screening of a candidate recommended by a Qualified Stockholder, a candidate continues to be
of interest to the Committee, the Chair of the Committee will request that the CEO interview the candidate and the candidate will be
interviewed by one or more of the other Committee members. If the results of these interviews are favorable, the candidate

recommended by a Qualified Stockholder will be evaluated as set forth below. Except as may be required by applicable law, rule or

regulation, the Committee will have no obligation to discuss the outcome of the evaluation process or the reasons for the
Committee s recommendations with any Qualified Stockholder who made a proposal.

3. Evaluation of Candidates

As to each recommended candidate that the Committee believes merits consideration, the Committee will cause to be assembled
information concerning the background, qualifications and appropriate references of the candidate, including information
concerning the candidate required to be disclosed in the Company s proxy statement under the rules of the SEC and any
relationship between the candidate and the person or persons recommending the candidate. The Committee will then (i) determine
if the candidate satisfies the qualifications set forth below under the caption Policy on Minimum Qualifications for All Directors ;
(i) conduct interviews with the candidate as it deems necessary and appropriate; and (iii) consider the contribution that the
candidate can be expected to make to the overall functioning of the Board. The Committee will then meet to consider and finalize
its list of recommended candidates for the Board s consideration.

The Governance and Nominating Committee will consider incumbent candidates based on the same criteria used for candidates
recommended by Qualified Stockholders, provided that incumbents will also be considered on the basis of the Committee s annual
evaluations of the effectiveness of the Board, its committees and their members.

Policy on Minimum Qualifications for All Directors

While there is no formal list of qualifications, the Governance and Nominating Committee considers, among other things, the
prospective nominees relevant experience, intelligence, independence, commitment, ability to work with the Chief Executive Officer
and within the Board culture, prominence, diversity, age, understanding of the Company s business, and other factors deemed
relevant. For
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candidates to serve as independent directors, an independent and questioning mindset is critical. The Committee also considers
whether the prospective candidates workloads would allow them to attend the vast majority of Board meetings, be willing and
available to serve on Board committees, and devote the additional time and effort necessary to keep up with Board matters and the
rapidly changing environment in which the Company operates. Different substantive areas may assume greater or lesser
significance at particular times, in light of the Board s present composition and the Committee s (or the Board s) perceptions about
future issues and needs. Relevant experiences might include, among other things, company CEO experience, senior-level
international experience, senior-level regulatory or legal experience, and relevant senior-level expertise in one or more of the
following areas finance, accounting, sales and marketing, organizational development, information technology and public relations.

Stockholder Communication Policy

Any stockholder or interested party who wishes to communicate with our Board of Directors or any specific directors, including our
Lead Director (who presides over executive sessions of the non-employee directors) or with the non-employee directors as a
group, may write to:

Board of Directors
Alaska Air Group, Inc.
PO Box 68947
Seattle, WA 98168

Depending on the subject matter, management will:

forward the communication to the director or directors to whom it is
addressed (for example, if the communication received deals with questions, concerns or complaints regarding

accounting, internal accounting controls and auditing matters, it will be forwarded by management to the Chairman of the
Audit Committee for review);

attempt to handle the inquiry directly (for example, where it is a request for information about us or our operations or it is
a stock-related matter that does not appear to require direct attention by our Board of Directors or an individual director);
or

not forward the communication if it is primarily commercial in nature or if it relates to an improper or irrelevant topic.
At each meeting of the Governance and Nominating Committee, the Corporate Secretary will present a summary of all
communications received since the last meeting of the Governance and Nominating Committee that were not forwarded and will
make those communications available to any director on request.

Executive Sessions and Lead Director

The Board holds regular executive sessions of non-management directors quarterly. As provided in the Governance and
Nominating Committee Charter, the Lead Director who presides over these executive sessions is the chair of the Governance and
Nominating Committee.
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2007 DIRECTOR COMPENSATION

The following table presents information regarding the compensation paid for 2007 to members of our Board of Directors who are

not also our employees (referred to herein as  Non-Employee Directors ). The compensation paid to Mr. Ayer, who is also one of our
employees, is presented in the Summary Compensation Table and the related explanatory tables. Mr. Ayer does not receive
additional compensation for his service as a director.

Change in
Pension Value
and
eed Nonqualified
or Paid ) Non-!Equity Deferred.
in Stock Option Incentive Plan Compensation All Other

Name Cash Awards Awards Compensation Earnings Compensation Total

($)(1) ($)(2) ($)(2) ($)(2 )2 ($)3) %
(a) (b) (c) (d) (e) (f) (9) (h)
Patricia M. Bedient 62,200 0 0 0 0 901 63,101
Phyllis J. Campbell 60,200 0 0 0 0 1,867 62,067
Mark R. Hamilton 51,300 0 0 0 0 6,757 58,057
Bruce R. Kennedy(4) 35,300 0 0 0 0 131,715 167,015
Jessie J. Knight, Jr. 50,550 0 0 0 0 2,711(5) 53,261
R. Marc Langland 58,250 0 0 0 0 3,839 62,089
Dennis F. Madsen 54,900 0 0 0 0 3,298 58,198
Byron |. Mallott 49,500 0 0 0 0 11,233 60,733
John V. Rindlaub(6) 14,800 0 0 0 0 2,240 17,040
J. Kenneth Thompson 51,500 0 0 0 0 10,237 61,737
Richard A. Wien 49,300 0 0 0 0 3,790 53,090

(1) Each of our non-employee directors received at least 50% of their $30,000 annual retainer for 2007 in the form of shares of the
Company s common stock issued under the Company s 2004 Plan. The Board of Directors (or a committee appointed by the
Board of one or more individuals who are not eligible to participate in the plan) administers the plan as to non-employee
director stock payments and has the ability to interpret and make all required determinations under the plan, subject to plan
limits. In connection with the payment of a portion of a non-employee director s annual retainer in the form of common stock, the
Board of Directors has established stock ownership guidelines that strongly encourage non-employee directors to accumulate
shares of Company stock equal in value to one year s retainer within five years of becoming a director. For 2007, Ms. Bedient
and Messrs. Knight, Madsen and Thompson elected to receive the entire amount of their annual retainer in stock, and
Mr. Langland elected to receive an additional 25% of his annual retainer in stock, per the terms of the 2004 Plan. The number
of shares awarded was determined pursuant to the terms of the 2004 Plan by dividing the dollar value of the retainer to be paid
in stock by $26.51, the closing price of our stock the day immediately following our 2007 annual meeting. Fractional shares are
settled in cash. Accordingly, each of our Non-Employee Directors received 565 shares on June 13, 2007, except the four
directors identified above who each received 1,131 shares and Mr. Langland who received 848 shares on that date. These
shares were fully vested on issue. No other equity-based awards were granted to our non-employee directors for 2007.

In 2007, in addition to the $30,000 annual retainer referenced above, the compensation for our non-employee directors
included the following:

attendance fees of $2,000 for each Audit Committee meeting and $1,200 per day for each Board or other committee
meeting in which a non-employee director participated in person, or $750 if participation was via telephone;

$500 for participation in telephone updates that occur between meetings;
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an annual retainer of $8,000 to the Audit Committee chair and $5,000 to other committee chairs;

an annual retainer of $1,000 to non-employee directors who also served on the Boards of Directors of Alaska Airlines or
Horizon Air;
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attendance fees of $1,500 to members of the Company s Finance Group; and

reimbursement of expenses in connection with attending Board and committee meetings as well as expenses in
connection with director education.

In 2008, the Board of Directors increased from $5,000 to $10,000 the annual retainer for the Chair of the Governance and
Nominating Committee, who is also the Lead Director, in light of the responsibilities of the Lead Director role. This change is
effective May 20, 2008.

(2) None of our non-employee directors held any unvested equity-based awards as of December 31, 2007. We do not grant stock
options to our non-employee directors. Our directors do not participate in any non-equity incentive compensation plans, nor do
they participate in a nonqualified deferred compensation plan. Directors do not receive pension benefits for their service.

In November 2007, the Board of Directors approved certain changes to the compensation for our non-employee directors.
Beginning in 2008, the annual retainer for each non-employee director will be paid $15,000 in cash and $36,000 in the form of
deferred stock units, with the number of units to be determined by dividing the retainer amount by the closing price of our
common stock on the date of the annual meeting. The stock units will be paid in shares of our common stock on a one-for-one
basis following the termination of the director s service as a member of the Board. In all other respects, the fee schedule for
non-employee directors described above remains in effect.

(3) As part of a director s compensation, each Non-Employee Director, the Non-Employee Director s spouse and the Non-Employee
Director s dependent children are provided transportation on Alaska Airlines and Horizon Air. Included in the All Other
Compensation column for each non-employee director is the incremental cost to the Company of providing these benefits, as
well as the value of each director s membership in our airport Boardroom program.

In addition, the All Other Compensation column includes the value of reimbursements for taxes on the transportation benefits
provided to each director as quantified below:

Value of

Taxes Paid
Director ($)
Patricia M. Bedient 563
Phyllis J. Campbell 1,403
Mark R. Hamilton 5,747
Bruce R. Kennedy 848
Jessie J. Knight, Jr. 2,268
R. Marc Langland 3,218
Dennis F. Madsen 2,634
Byron |. Mallott 9,572
John V. Rindlaub 1,734
J. Kenneth Thompson 9,206
Richard A. Wien 3,284

(4) Mr. Kennedy passed away on June 28, 2007. During the years that Mr. Kennedy was employed by the Company, he accrued
annual retirement benefits under the Company s Retirement Plan for Salaried Employees and its 1976 Elected Officers
Supplementary Retirement Plan. Mr. Kennedy s benefits paid under these plans in 2007 were $39,340 and $90,601,
respectively. Mr. Kennedy did not receive any retirement or death benefits in connection with his service as a director.
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(5) Amount reported for Mr. Knight includes California state tax reimbursement provided in connection with his transportation
benefit.

(6) Mr. Rindlaub retired from the Board effective June 12, 2007.
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CEO AND CFO CERTIFICATIONS

In accordance with NYSE listing standards, the Company s 2007 CEO certification required by Section 303a.12(a) of the NYSE

Listed Company Manual has been filed with the NYSE. In addition, the Company s CEO and CFO certifications required under
Section 302 of the Sarbanes-Oxley Act are filed as exhibits to the Company s Annual Report on Form 10-K.

CODE OF CONDUCT AND ETHICS
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