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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 

RESULTS OF OPERATIONS 

 

Sustainability Performance 

Overview 

 

 The Board of Directors has delegated to the Corporate Responsibility Committee matters relating 

to corporate governance and responsibility for promoting sustainable management of the Company’s 

activities. The Committee reviews internal compliance with sustainability codes and principles across all 

business units, supervises compliance with environmental, health, and safety matters, conducts scenario 

planning for impacts related to environmental and social trends and uncertainties, and assists the Board of 

Directors in determining material sustainability topics for disclosure herein.   

 The Company conducted an assessment to determine sustainability-related risks and opportunities 

it faces using the Sustainability Accounting Standards Board’s (SASB) Sustainability Accounting Standard 

– Airlines (TR0201).  The result of that review indicated that all disclosure topics identified by SASB 

http://www.sasb.org/contact
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represent trends and uncertainties that may materially impact the Company’s financial condition or 

operational performance. 

 The following is a disclosure and discussion of our performance on four sustainability topics. For 

ease of interpretation, Table 1, below, summarizes all quantitative metrics presented throughout this 

section. Table 2, below, includes “activity-level” metrics that are measures of the scale of our business 

activity and may serve as useful normalization factors as well as provide context for the interpretation of 

our performance on the various environmental and social factors discussed throughout this section.                  

 

 

Environmental Footprint of Fuel Use 

 

In the course of providing services to customers, the Company emits greenhouse gases (GHGs) 

from the combustion of fossil fuels, primarily generated from aircraft flights, and to a lesser extent, ground 

operations, including moving luggage, passengers, and employees as well as operating corporate offices 

and reservation and customer service centers. Aircraft fuel constitutes the largest share of our operating 

expenses, so we carefully monitor and manage its usage. The Company also monitors its other energy 

usage and, to the extent required by law, its GHG emissions. Given the substantial impact that the price of 

aircraft fuel has on our operating expenses, we are continually assessing ways to increase fuel efficiency, 

which in turn helps lower GHG emissions.  

 

Gross Global Scope 1 Emissions  
  

 We are proud that we operate more efficiently than any of our close competitors in terms of fuel 

consumed per revenue ton kilometer (RTK). In 2012, our usage of fuel was 0.3 liters per RTK; in 2013, it 

was 0.298, and in 2014, it was 0.295. Fuel efficiency benefits shareholders in the form of lower operating 

costs and benefits the environment in the form of reduced emissions. We are also committed to exploring 

the use of alternative fuels that produce fewer emissions as well as other energy sources, such as solar 

power. In 2012, the Company purchased three million gallons of aviation biofuels, which were used on a 

pilot scale in flights from its Columbus, Ohio hub throughout 2013.  

 

 The Company reduced its GHG emissions by nearly 1.5 percent between 2012 and 2014, largely 

because of increased fuel efficiency among newly acquired aircraft and partly due to energy-saving 

initiatives at its offices in the United States. The Company determines its emissions using mass balance 

calculations.  

  

Long-term and Short-term Strategy to Manage Scope 1 Emissions 

 

 The Company operates in 70 countries, some of which are devising or considering devising 

policies that would regulate GHG emissions. These policies may take varying approaches to regulation, but 

the end result for the Company is a high likelihood of increased operating costs due to our reliance on fossil 

fuels to power aircraft. Therefore, we are analyzing multiple potential emissions-reduction strategies to 

determine the most cost-beneficial options. Our global operations expose us to possible regulatory 

pressures from a multitude of sources, so this analysis is complex.  

 

 Meanwhile, we have implemented a set of emission-reduction targets to both mitigate the potential 

impact of legislation and improve our financial results, which are substantially affected by fuel prices. 

These targets focus on aircraft operations, which are the single largest source of emissions. First 

implemented in June 2012, these targets originally applied only to domestic flights within the United 

States. As of the end of 2014, they have been expanded and now apply to domestic and international flights 

originating in the United States, Canada, the United Kingdom, France, Germany, Italy, and Japan. As we 

implement the practices designed to achieve these targets, we will learn more about which practices are 

most effective and expand the targets to include flights originating in more locations.  

 

 Year Ended December 31,  

Metric 2012 2013 2014 

Gross global Scope 1 emissions (in thousands of metric tons CO2-e)     32,470 32,000 31,995 
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 The goal of the program is to reduce emissions by, in absolute terms, 6 percent by 2017 from 2011 

levels for the countries involved; those emissions represent approximately 34 percent of the Company’s 

total emissions. Because it remains difficult to predict which regulations will be implemented or when, our 

current focus is on achieving these targets rather than attempting to match our emissions-reduction 

initiatives to pending regulations or voluntary reporting programs.  

 

 To achieve these targets, we will: 

 Continue to update our fleet with more fuel-efficient aircraft. 

 Retrofit planes with split-scimitar winglets, which enhance efficiency on existing aircraft. 

 Reduce aircraft weight by removing unnecessary cabin equipment and retrofitting aircraft 

with strong but lightweight materials. 

 Ensure engines are regularly washed. 

 Provide aircraft parked at the gate with power to reduce usage of aircraft auxiliary power 

units (APUs).   

 

 Although these activities will require financial resources, both in the form of investments for new 

aircraft and items such as winglets, and ongoing expense for engine washing and other activities, they also 

carry a high likelihood of earning financial returns in both the medium- and long-term due to decreased fuel 

usage. However, some risks do exist that may limit the Company’s ability to hit its targets, including short-

term financial results and the availability and price of the required materials and technologies. Other 

constraints on our resources, including new regulations and the associated financial and time costs to 

comply with them, unexpected drops in demand for air travel or cargo services, and increases in input costs 

may also limit our ability to reduce emissions. 

 Uncertainty surrounds future carbon- and emissions-related regulations. To the extent that existing 

regulations are applied to the Company’s operations or future regulations are promulgated, we may incur 

increased costs. Our ability to pass along those costs to our customers depends on multiple factors, some of 

which the Company cannot control. Although we carefully monitor regulatory trends, we cannot predict 

with certainty what will occur. If the costs to comply with regulations are unexpectedly high, cannot be 

recovered through increased fares or cargo fees, or affect us disproportionately to others in the industry, 

financial results may be affected.    

 

Fuel consumption 

 

As previously noted, aircraft fuel is the Company’s largest single operating expense. Even 

relatively small changes in fuel consumption can translate into substantial financial effects on the 

Company. Although we have experimented with biofuels, they do have limitations in aviation applications, 

such as being less tolerant to cold temperatures and having the potential to cause rubber hoses and seals to 

shrink. To date, these limitations have prevented the Company’s widespread use of biofuels beyond the 

previously described pilot program that occurred in 2013.  

  

Over time, the Company expects crude oil prices and jet fuel prices to rise from their late-2014 

levels and biofuels to become more viable for aviation applications. We also understand the potential costs 

of carbon- and emissions-related regulations. As a result, we will continue to explore ways to both increase 

our fuel efficiency and our use of alternative energy sources. These practices help reduce the financial risk 

to the Company of volatile or extremely high crude oil and jet fuel prices.  

 

It is important to note that jet fuel is vital to the Company’s operations and will remain so until 

alternative fuels or other energy sources mature. This process may take many years, if not decades. 

Therefore, the degree of control the Company has over its fuel consumption largely relates, in the short- 

and medium-term, to efficiency.  

 

  

 Year Ended December 31,  

Metric 2012 2013 2014 

Total fuel consumed (in millions of gigajoules)     4,299 4,276 4,198 
Percentage renewable    0%   0.1%   0% 
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Fuel hedging 

 

For many years, crude oil prices, which relate closely to jet fuel prices, remained high, and to 

mitigate the effects of these high prices, the Company entered into fuel derivative contracts. Although we 

entered into no new hedging agreements in 2014, we continue to be bound by a number of earlier contracts, 

which were established prior to the recent crude oil price declines. These contracts, which are for jet fuel 

and crude oil, cover approximately 23 percent of our estimated fuel needs for 2015. Previously, our fuel 

hedging agreements covered approximately 37 percent of our estimated fuel needs. (Please note the table 

below displays our position as of the last day of each year.) 

 

Overall, the Company expects the benefits of lower crude oil prices to offset any potentially 

negative financial consequences of existing hedging contracts. However, the Company’s competitors take 

varying approaches to fuel hedging, and those that engaged in less fuel hedging may benefit more from 

lower oil prices than the Company will. As previously noted, we expect crude oil and jet fuel prices to rise 

in the future. These expectations, in combination with past experience, inform our decisions about fuel 

hedging, which we believe can be a beneficial practice. We regularly evaluate market conditions and will 

again engage in fuel hedging should we perceive those conditions as being favorable to the practice.   

 

 

Labor Relations 

 

 Workforce Under Collective-Bargaining Agreements 

 

 The Company’s employees are instrumental in its operations and in its success. We employ a 

variety of skilled workers throughout our organization, and many of them belong to unions. The rate of 

union membership at the Company is substantially similar to rates at our major competitors. We cannot 

predict the results of negotiations with unionized employee groups. However, it is clear that if these 

negotiations lead to significantly higher pay and/or benefits, the Company’s costs would rise. Those 

increases could, in turn, negatively affect financial results.   

 

 

 Strikes and Lockouts 

 

 Work stoppages can substantially affect our operations; therefore, we make every effort to prevent 

these occurrences. However, disputes between labor and management do arise for various reasons, and not 

every work stoppage can be prevented. We strive to maintain good working relationships with employee 

union groups, a practice that helps reduce, but does not eliminate, the risk of work stoppages. Should work 

stoppages increase for reasons beyond the Company’s control, operating revenues could decline.  

 

 

 In 2012, German pilots participated in three separate one-day strikes, which were held to protest 

retirement benefit policy changes. The pilots’ union opposed these changes, which would have affected 

retirement benefits only for pilots hired on or after January 1, 2013. The union claimed that differing 

benefits for different pilot groups causes tension in the work environment. These three work stoppages 

 Year Ended December 31,  

Metric 2012 2013 2014 

Notional amount of fuel hedged (in millions of 

gallons)    
1,323 1,185 736 

Maximum maturity date    December 2013 June 2015  March 2016  

 Year Ended December 31,  

Metric 2012 2013 2014 

Percentage of U.S. employees covered by collective-bargaining agreements    82% 82% 82% 
Percentage of foreign employees covered by collective-bargaining agreements 87%   87%   87%   

 Year Ended December 31,  

Metric 2012 2013 2014 

Number of strikes and lockouts    3 0 0 
Total duration of strikes and lockouts (in worker days idle) 6,960   0 0 
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forced the Company to cancel 580 flights, which translated into a loss of $41 million in revenues. The labor 

dispute was resolved in early 2013 when the Company and the pilots’ union reached a compromise under 

which the retirement benefit policy changes were altered and pilots agreed to reduced wage increases. 

 

Competitive Behavior 

 

 Legal and Regulatory Fines and Settlements 

 

 The Company makes every effort to comply with all applicable laws and regulations, including 

those related to competitive practices. Currently, the United States Department of Justice (DOJ) is 

investigating several airlines, including the Company, for allegedly fixing prices for air cargo. The 

Company believes it has done nothing wrong and is cooperating fully with the DOJ’s investigation. To the 

extent that this investigation becomes protracted, associated legal fees could negatively affect future 

financial results. If the DOJ fines the Company, those fines could also have a negative financial impact. 

 

 Complying with all relevant laws and regulations is important to the Company, and compliance 

oversight extends to the Board of Directors. Upon initial notification from the DOJ of the investigation, the 

Board initiated an internal review of its air cargo pricing policies, procedures, and practices. This year, the 

Company plans to conduct a review of all policies, procedures, and practices related to regulations 

governing competitive practices.  

 

 

Accidents and Safety Management 

 

 Safety Management System 

 

Pan-National Airways is committed to safety for its passengers, flight and ground crewmembers, 

and its cargo customers. To that end, we have been an industry leader in implementing safety procedures 

and promoting a safety-first culture. We were one of the first major airlines to develop and implement a 

Safety Management System (SMS) to assess and reduce risk throughout the Company’s operations. Our 

SMS aligns with all Federal Aviation Administration (FAA) guidelines and International Civil Aviation 

Organization (ICAO) standards and recommended practices. It has been in place since 2012 and currently 

operates in a state of continuous improvement, which corresponds to Implementation Level 4, as defined in 

the FAA’s SMS Implementation Guide. Since the SMS was fully implemented, it has been audited by the 

International Air Transportation Association (IATA) Operational Safety Audit (IOSA) and has passed each 

year.       

 

Safety is a key part of the Company’s ongoing training efforts, which include instruction in safety 

procedures as well as use of the Company’s data-collection system. The foundation of safety is a company 

culture that encourages and rewards employees for identifying potential risks and reporting them to 

management; as such, we maintain an incentive program for employees to promote this behavior. 

Employees are also rewarded for submitting ideas that can improve safety procedures.  

 

The Company employs a Chief Safety Officer (CSO) who heads the Pan-National Airways Safety 

Team. This group meets twice a year at corporate headquarters to discuss potential safety procedure 

improvements as well as potential emerging safety concerns and trends. This team includes a committee 

that focuses on cargo safety, and all committee members participate in IATA’s Dangerous Goods 

Community. 

 

SMS Outcomes 

 

 Since its implementation, the SMS has uncovered twenty-one safety risks, all of which were 

mitigated upon discovery. Examples of these risks include: 

 Year Ended December 31,  

Metric 2012 2013 2014 

Fines/settlements associated with anti-competitive practices    $0 $0 $0 
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 Delays of up to three days in scheduled inspections of emergency lighting systems. 

 Loose saddle clamps, which attach rows of seats to the aircraft floor. 

 Failure to follow manufacturer’s recommendations when replacing landing gear on two Boeing 

757s. 

 

These risks resulted from lack of effective oversight and inspection. We have revised inspection 

procedures and checks to ensure these risks do not arise again. In one case, a safety supervisor’s 

employment with the Company was terminated, and in all cases, employees throughout the enterprise 

participated in refresher training sessions. 

 

 Number of Accidents 

 

 As previously described, Pan-National Airways takes safety seriously and makes every effort to 

prevent accidents. However, no safety program can prevent every incident. We are proud of our low 

number of accidents and fatalities. In June 2014, mechanics were testing the engines of a Boeing 737-700 

at Detroit Metropolitan Wayne County Airport when the brakes failed, causing the plane to run off the 

taxiway and into a nearby embankment. The substantial damage to the plane was repaired, and no one on 

board was injured.     

 

 

 

 Number of Governmental Enforcement Actions 

 

 Like its peers, the Company has been subjected to a small number of civil penalties enacted by the 

FAA. The majority of these penalties relate to records and maintenance. Still, a high number of penalties 

could indicate systemic operational weaknesses or deficiencies and/or increase exposure to potentially 

larger penalties. Therefore, we investigate the root cause of all penalties, regardless of the size of the 

associated fine. The results of these investigations showed that, in our view, the incidents were isolated and 

did not point to systemic risk.  

 

In response to each penalty received, the Company paid the prescribed fine and remediated the 

root cause of each penalty. The Company implements and enforces internal policies to promote compliance 

with all regulations as well as sanction employees who fail to follow these policies. In addition, our training 

standards exceed those of our competitors. However good our policies and procedures, our operations are 

subject to human error.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Year Ended December 31,  

Metric 2012 2013 2014 

Number of accidents    0 0 1 

 Year Ended December 31,  

Metric 2012 2013 2014 

Number of governmental enforcement actions of aviation safety regulations  6 8 6 
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Table 1. Summary of Quantitative Accounting Metrics  

 Year Ended December 31,  

Disclosure Topic  Metric  2012 2013 2014 

Environmental Footprint of 

Fuel Use 

Gross global Scope 1 emissions (in thousands of metric tons CO2-e) 32,470 32,000 31,995 

Total fuel consumed (in millions of gigajoules) 4,299 4,276 4,198 

           Percentage renewable  0% 0.1% 0% 

 Notional amount of fuel hedged (in millions of gallons) 1,3231 1,1852 7363 

Labor Relations Percentage of U.S. employees covered by collective-bargaining agreements 82% 82% 82% 

 Percentage of foreign employees covered by collective-bargaining agreements 87% 87% 87% 

 Number of strikes and lockouts 3 0 0 

 Total duration of strikes and lockouts (in worker days idle) 6,960 0 0 

Competitive Behavior  Fines/settlements associated with anti-competitive practices $0 $0 $0 

Accidents and Safety 

Management 

 

 

 

Number of accidents 0 0 1 

Number of governmental enforcement actions of aviation safety regulations 6 8 6 

              

 

 

 

 

                                                        
1 Maximum maturity date of December 2013 
2 Maximum maturity date of June 2015 
3 Maximum maturity date of March 2016 

Table 2. Activity Metrics Year Ended December 31,  

Metric 2012 2013 2014 

Available seat kilometers (ASK) (in millions) 

 

393,641 394,257 394,858 

Passenger load factor 83.7% 83.6% 83.6% 

Revenue passenger kilometers (RPK) (in millions) 329,450 329,734 330,183 

Revenue ton kilometers (RTK) 332,083 332,971 333,744 

Number of departures 

 

2,029,903 2,030,994 2,034,875 

Average age of fleet (in years) 13.2 13 12.9 

    




