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PART I

This  report  contains  forward-looking  statements  within the  meaning  of  Section  21E of the
Securities  Exchange Act of 1934 that describe the business and  prospects of Frontier  Airlines,
Inc. and the  expectations of our company and management.  All statements,  other than statements
of historical  facts,  included in this report that address  activities,  events or  developments
that  we  expect,   believe,  intend  or  anticipate  will  or  may  occur  in  the  future,  are
forward-looking  statements.  When used in this  document,  the words  "estimate,"  "anticipate,"
"project"  and  similar  expressions  are  intended  to  identify   forward-looking   statements.
Forward-looking  statements  are  inherently  subject to risks and  uncertainties,  many of which
cannot be predicted  with accuracy and some of which might not even be  anticipated.  These risks
and uncertainties  include,  but are not limited to: the timing of, and expense  associated with,
expansion and  modification  of our  operations in  accordance  with our business  strategy or in
response to competitive  pressures or other factors;  the inability to obtain sufficient gates at
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Denver  International  Airport to accommodate the expansion of our operations;  general  economic
factors  and  behavior  of the  fare-paying  public and its  potential  impact on our  liquidity;
terrorist  attacks or other  incidents  that could cause the public to question the safety and/or
efficiency of air travel;  operational  disruptions,  including weather;  industry consolidation;
the  impact of labor  disputes;  enhanced  security  requirements;  changes  in the  government�s
policy regarding relief or assistance to the airline  industry;  the economic  environment of the
airline industry  generally;  increased federal scrutiny of low-fare carriers  generally that may
increase our operating  costs or otherwise  adversely  affect us; actions of competing  airlines,
such as  increasing  capacity  and  pricing  actions  of  United  Airlines  ("United")  and other
competitors  and other actions taken by United  either in or out of  bankruptcy  protection;  the
availability of suitable aircraft,  which may inhibit our ability to achieve operating  economies
and  implement  our  business  strategy;  the  unavailability  of, or  inability  to secure  upon
acceptable  terms,  financing  necessary  to  purchase  aircraft  that we have  ordered  or lease
aircraft we  anticipate  adding to our fleet  through  lease  financing;  issues  relating to our
transition  to an Airbus  aircraft  fleet;  uncertainties  regarding  aviation  fuel prices;  and
uncertainties  as to when and how fully  consumer  confidence  in the  airline  industry  will be
restored,  if ever.  Because  our  business,  like that of the  airline  industry  generally,  is
characterized  by high fixed costs  relative to  revenues,  small  fluctuations  in our yield per
available  seat mile ("RASM") or cost per available seat mile ("CASM") can  significantly  affect
operating results.

Item 1:  Business

General

       Now  in  our  tenth  year  of  operations, we  are a low  cost,  affordable  fare  airline
operating  primarily  in a hub and  spoke  fashion  connecting  cities  coast to coast  primarily
through  our  hub at  Denver  International  Airport  ("DIA").  We are  the  second  largest  jet
service  carrier  at DIA  based on  departures.  As of June 1,  2004,  we,  in  conjunction  with
Frontier  JetExpress  operated  by Horizon  Air  Industries,  Inc.  ("Horizon"),  operate  routes
linking  our Denver hub to 43 U.S.  cities  spanning  the nation  from coast to coast and to five
cities in Mexico.  In April 2004, we began our first expansion of  point-to-point  routes outside
of our DIA hub with three  routes from our focus city Los Angeles,  California  ("LAX") and added
an additional route in May 2004.

       We were  organized in February  1994 and we began flight  operations in July 1994 with two
leased  Boeing  737-200  jets.  We  have  since  expanded  our fleet in  service to 41 jets as of
June 1, 2004 (27 of which we lease and 14 of which we own), consisting of nine Boeing 737-300s, 26
Airbus A319s, and six Airbus A318s. In May 2001, we began a fleet replacement plan to replace our
Boeing  aircraft  with  new  purchased and  leased Airbus jet aircraft, a transition we expect to
complete by September 2005. As of November 1, 2003, we no longer operate Boeing 737-200 aircraft.
During the years ended March 31, 2003 and 2004,  we  increased  year-over-year  capacity by 30.9%
and 19.0%,  respectively.  During the year ended March 31, 2004, we increased  passenger  traffic
by 42.3% over the prior year,  outpacing  our increase in capacity  during the period.  We intend
to continue our growth  strategy and will add frequency to new markets and existing  markets that
we believe are underserved.

       We currently operate on 16 gates on Concourse A at DIA on a preferential  basis.  Together
with our regional jet codeshare  partner,  Frontier  JetExpress,  we use these 16 gates and share
use of up to four common use regional jet parking  positions to operate  approximately  204 daily
system flight  departures and arrivals and 50 Frontier  JetExpress daily system flight departures
and arrivals.

       In September  2003, we signed a 12-year  agreement with Horizon,  under which Horizon will
operate up to nine 70-seat CRJ 700  aircraft  under our Frontier  JetExpress  brand.  The service
began on  January  1, 2004 with  three  aircraft.  We have  increased  JetExpress  aircraft  to a
total of eight  aircraft  in service and one spare  aircraft  as of June 1, 2004.  We control the
scheduling  of this  service.  We  reimburse  Horizon for its expenses  related to the  operation
plus a margin.  The  agreement  provides for financial  incentives,  penalties and changes to the
margin  based on  performance  of  Horizon  and our  financial  performance.  As of June 1, 2004,
Frontier  JetExpress  provides service to Tucson,  Arizona;  Ontario,  California;  Boise, Idaho;
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Billings,  Montana;  Oklahoma  City,  Oklahoma;  El Paso,  Texas  and  Spokane,  Washington,  and
supplements  our mainline  service to, San Jose,  California;  Minneapolis/St.  Paul,  Minnesota;
Omaha,  Nebraska;  Albuquerque,  New Mexico;  Portland,  Oregon and Austin,  Texas.  This service
replaced our codeshare arrangement with Mesa Airlines, which terminated on December 31, 2003.

       In March 2003,  we entered into an agreement  with Juniper Bank  (www.juniperbank.com),  a
full-service   credit  card  issuer,  to  offer  exclusively   Frontier  MasterCard  products  to
consumers,  customers  and  Frontier�s  EarlyReturns  frequent  flyer  members.  We launched  the
co-branded  credit  card in May  2003.  We  believe  that the  Frontier/Juniper  Bank  co-branded
MasterCard  offers one of the most aggressive  affinity card programs  because free travel can be
earned for as little as 15,000 miles.

       In October  2002,  we signed a purchase and long-term  services  agreement  with LiveTV to
bring DIRECTV  AIRBORNE(TM)satellite  programming to every  seatback in our Airbus fleet.  We have
completed  the  installation  of the LiveTV  system on all of our Airbus A318 and A319  aircraft.
We have  implemented  a $5 per segment  usage charge for access to the system to offset the costs
for the  system  equipment,  programming  and  services.  We are also in  discussions  with  film
distributors to offer  current-run  pay-per-view  movies on four additional  channels to be added
to our basic LiveTV  service.  We cannot  predict  whether or when we will provide this  service.
We believe the DIRECTV(TM)product  represents a  significant  value to our  customers and offers a
competitive advantage for our company.

       In June 2003, we entered into an agreement with  Kinetics,  Inc., a provider of enterprise
and self-service  technology to the U.S. airline industry,  to deploy its new automated  check-in
system.  The  launch of  "FlexCheck,"  our suite of  airport  and  web-based  automated  check-in
services,  utilizes Kinetics� TouchPort  self-service  terminals and associated Kinetics software
solutions  for airport and Internet  check-in.  FlexCheck  became  available  via the Internet in
early August 2003 and  deployment  of  self-service  kiosks at our hub at DIA in September  2003.
The system allows our  customers to check in for their  flights using a standard  credit card for
identification  purposes  only,  their  EarlyReturns  frequent flyer number,  E-ticket  number or
confirmation number.

       Our filings with the  Securities  and Exchange  Commission are available at no cost on our
website,  www.frontierairlines.com,  in the Investor  Relations  folder  contained in the section
titled  "About  Frontier".  These reports  include our annual report on Form 10-K,  our quarterly
reports on Form 10-Q,  current  reports on Form 8-K,  Section 16 reports on Forms 3, 4 and 5, and
any  related  amendments  or  other  documents,  and are  made  available  as soon as  reasonably
practicable after we file the materials with the SEC.

       Our corporate  headquarters  are located at 7001 Tower Road,  Denver,  Colorado 80249. Our
administrative  office telephone number is 720-374-4200 and our reservations  telephone number is
800-432-1359.

Business Strategy and Markets

       Our  business  strategy  is to provide  air  service at  affordable  fares to high  volume
markets from our DIA hub and limited  point-to-point  routes  outside of our DIA hub  principally
from our Los Angeles focus city.  Our strategy is based on the following factors:

     o   Stimulate  demand by offering a combination of low fares,  quality  service and frequent
         flyer credits in our frequent flyer program, EarlyReturns.
     o   Expand our Denver hub operation  and increase  connecting  traffic by adding  additional
         high volume markets to our current route system and by code sharing agreements.
     o   Continue  filling  gaps in flight  frequencies  to current  markets from our DIA hub and
         evaluate other opportunities for additional non-hub point-to-point routes.

Route System Strategy
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         Our route  system  strategy  encompasses  connecting  our Denver hub to top business and
leisure  destinations.  We currently serve 21 of the top 25 destinations  from Denver, as defined
by the U.S.  Department of  Transportation�s  Origin and  Destination  Market Survey.  During the
year ended March 31, 2004 and as of June 1, 2004, we added  departures  from DIA to the following
cities with commencement dates as follows:

Destination Commencement Date
Milwaukee, Wisconsin                                                   August 31, 2003
Santa Ana, California                                                  August 31, 2003
St. Louis, Missouri                                                    November 1, 2003
Cabo San Lucas, Mexico                                                 November 22, 2003
Puerto Vallarta, Mexico                                                November 22, 2003
Ixtapa/Zihuatanejo, Mexico                                             January 31, 2004
Washington, D.C. (Dulles International)                                April 11, 2004
Anchorage, Alaska (1)                                                  May 9, 2004
Billings, Montana (2)                                                  May 23, 2004
Spokane, Washington (2)                                                May 23, 2004
Philadelphia, Pennsylvania                                             May 23, 2004

   (1) Service to this destination is seasonal.
   (2) Operated exclusively by Frontier JetExpress.

         On April 11, 2004, we began our first significant  point-to-point  routes from our focus
city Los Angeles,  California.  We began  service from Los Angeles  International  Airport to the
following cities with commencement dates as follows:

Destination Commencement Date
Kansas City, Missouri                                                  April 11, 2004
Minneapolis/St. Paul, Minnesota                                        April 11, 2004
St Louis, Missouri                                                     April 11, 2004
Philadelphia, Pennsylvania                                             May 23, 2004

         We will  continue to maintain a  disciplined  growth  strategy by focusing on the growth
of our DIA hub, increasing frequency on our existing routes, and entering new markets.

         We intend  to begin  service to  Nashville,  Tennessee  from our DIA hub with two  daily
round-trip  frequencies  on June 20,  2004.  We have also been  granted  four  additional  slots,
representing  two more round trips, at Ronald Reagan  Washington  National  Airport  ("National")
and intend to increase our flights to this  destination  from one daily  round-trip  frequency to
three  daily  round-trip  frequencies  from our Denver hub with the second  round-trip  frequency
beginning July 1, 2004 and the third round-trip frequency beginning July 18, 2004.

         In April  2004,  we filed an  application  with the U.S.  Department  of  Transportation
("DOT") for  authorization  to serve  Cancun,  Mexico from  Kansas  City  International  Airport,
Lambert-St.  Louis International  Airport and Salt Lake City International  Airport. We have been
granted authority and intend to serve Cancun,  Mexico from Kansas City International  Airport and
Salt  Lake  City  International  Airport  beginning  July 3,  2004  with  one  weekly  round-trip
frequency.  If we are granted  authority  from the DOT, we intend to begin one weekly  round-trip
frequency from St. Louis to Cancun on November 7, 2004.

Marketing and Sales

         Our sales efforts are targeted  to  price-sensitive  passengers  in both the leisure and
corporate  travel markets.  In the leisure market,  we offer  discounted  fares marketed  through
the Internet,  newspaper,  radio and television  advertising  along with special  promotions.  In
May 2003,  we  launched a new brand  strategy  and  advertising  campaign  designed  to  identify
Frontier  as "A Whole  Different  Animal"  and set us apart from our  competition.  The  campaign
includes  television,  print and radio  components  that began  running in the Denver  market and
have  since  expanded  to  additional  markets  along  our  routes.  We have  gathered  extensive
customer  and  employee  feedback  that has allowed us to identify  elements of service  that are
important to our customers who have the potential to fly with us more often.
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         In conjunction with the branding campaign, we have signed  sponsorship  agreements to be
the exclusive  airline of The Pepsi Center in Denver,  Denver�s  National Hockey League team, the
Colorado  Avalanche,  and Denver�s National  Basketball  Association  team, the Nuggets.  We have
also signed  sponsorship  agreements  with  Colorado�s  Major League  Baseball  team the Rockies,
Colorado�s  National  Lacrosse League team, the Colorado  Mammoth,  and Colorado�s Arena Football
League team,  the Colorado  Crush.  We have also entered into  sponsorship  agreements  to be the
exclusive  airline partner for the college athletic  programs of the Air Force Academy,  Colorado
State University,  the University of Denver, the University of Northern Colorado,  and University
of Colorado . The  agreements  allow for  prominent  signage in  applicable  stadiums and arenas;
participation  in-game  promotions;  receipt  of  prominent  logo and  advertising  placement  in
publications;  and access to joint  promotion  opportunities.  These  agreements vary in terms of
length.

         In order to increase connecting traffic,  we began two code share  agreements,  one with
Great Lakes,  Aviation Ltd. in July 2001 and the other with Mesa Air Group  operating as Frontier
JetExpress  in February  2002.  Mesa was  subsequently  replaced  with  Horizon in January  2004.
We have also negotiated  interline  agreements with  approximately 110 domestic and international
airlines  serving  cities  on  our  route  system.  Generally,  these  agreements  include  joint
ticketing  and baggage  services  and other  conveniences  designed to  expedite  the  connecting
process.

         To balance  the  seasonal  demand  changes  that occur in the  leisure  market,  we have
introduced  programs  over the past several  years that are designed to capture a larger share of
the corporate  market,  which tends to be less seasonal than the leisure  market.  These programs
include  negotiated  fares for large  companies  that sign  contracts  committing  to a specified
volume of travel,  future travel credits for small and medium size  businesses  contracting  with
us, and special discounts for members of various trade and nonprofit associations.

         We  also  pursue  sales   opportunities  with  meeting  and  convention   arrangers  and
government  travel offices.  The primary tools we use to attract this business  include  personal
sales calls,  direct mail and telemarketing.  In addition,  we offer air/ground vacation packages
to many destinations on our route system under contracts with various tour operators.

         Our  relationship  with travel agencies is important to us and other airlines.  In March
2002,  several of the major airlines  eliminated  travel agency "base"  commissions but continued
to pay individually  negotiated incentive  commissions to select agents.  Effective June 1, 2002,
we also  eliminated  travel  agency base  commissions  with the  exception  of certain  strategic
relationships.  We communicate  with travel agents through  personal visits by our executives and
sales  managers,  sales  literature  mailings,  trade shows,  telemarketing  and  advertising  in
various travel agent trade publications.

         We participate in the four major computer  reservation  systems used by travel agents to
make  airline  reservations:  Amadeus,  Galileo,  Worldspan  and Sabre.  We maintain  reservation
centers in Denver, Colorado and Las Cruces, New Mexico, operated by our employees.

Customer Loyalty Programs

         Effective February 1, 2001, we commenced  EarlyReturns,  our own frequent flyer program.
Our frequent  flyer program won awards at this year�s  Freddie Awards for frequent flyer programs
and was one of the youngest  frequent flyer programs to be recognized.  EarlyReturns  was awarded
second place for best customer  service,  best award redemption,  best bonus promotion,  and best
award for the 15,000  miles  ticket  redemption.  In  addition,  EarlyReturns  was awarded  third
place for program of the year.  We believe that our  frequent  flyer  program  offers some of the
most  generous  benefits in the  industry,  including a free round trip after  accumulating  only
15,000  miles  (25,000  miles to our  destinations  in Mexico).  There are no blackout  dates for
award travel.  Additionally,  members  who earn  25,000  or more EarlyReturns flight miles
annually attain  Summit  Level  status,  which  includes a 25%  mileage  bonus on each paid
Frontier flight,  priority check-in and boarding,  complimentary  on-board  alcoholic  beverages,
extra  allowance on checked baggage and priority  baggage  handling,  guaranteed  reservations on
any Frontier flight when  purchasing an  unrestricted  coach class ticket at least 72 hours prior
to  departure,  standby at no charge on return  flights the day  before,  the day of, and the day
after, and access to an exclusive Summit customer  service  toll-free phone number.  Members earn

Edgar Filing: FRONTIER AIRLINES INC /CO/ - Form 10-K/A

6



one mile for every mile flown on Frontier plus additional  mileage with program  partners,  which
presently include Midwest Airlines,  Virgin Atlantic Airways,  Alamo, Hertz,  National and Dollar
Car Rentals,  Kimpton Boutique Hotels,  Inverness Hotel & Golf Resort, Peaks at Vail Resorts, The
Flower Club and Citicorp Diners Club,  Inc.  Effective  September  2002, our reciprocal  frequent
flyer  agreement  with  Continental  Airlines  ended.  To  apply  for the  EarlyReturns  program,
customers may visit our Web site at  www.frontierairlines.com,  obtain an EarlyReturns enrollment
form at any of our airport  counters or call our EarlyReturns  Service Center  toll-free  hotline
at 866-26-EARLY, or our reservations at 800-4321-FLY.

Product Pricing

         In January  2004,  we capped  all fares to and from  Denver at $314  one-way,  excluding
passenger  facility,  security  or  segment  fees,  with the  exception  of flights to Mexico and
Anchorage,  Alaska.  The $314  fare is a base fare of $299  plus a $15 fuel  surcharge,  which is
temporarily  in place.  The new fare cap is a 25 to 50 percent  reduction  from the February 2003
caps of $399 and  $499.  Unlike  some  other  airlines,  these  fares  can be  booked  each  way,
allowing  customers  to get the best  price on both the  inbound  and  outbound  portion of their
itinerary with no round-trip  purchase  required.  Our new fare structure  reinstated some of the
advance purchase requirements of past pricing structures.

Competition

         The Airline Deregulation Act of 1978  produced a highly  competitive  airline  industry,
freed of certain  government  regulations  that for 40 years  prior to the  Deregulation  Act had
dictated  where domestic  airlines  could fly and how much they could charge for their  services.
Since  then,  we and other  smaller  carriers  have  entered  markets  long  dominated  by larger
airlines with  substantially  greater  resources,  such as United  Airlines,  American  Airlines,
Northwest Airlines and Delta Air Lines.

         In February  2003, United launched a new  low-fare  airline,  Ted,  which we believe was
developed  in an attempt to operate  with lower  costs  than  United�s  mainline  operations.  We
cannot  predict if other major  carriers  will also begin to offer  low-cost  business  models in
response to  competition  from  low-fare  airlines  or whether  these  attempts  will prove to be
successful.

         We compete principally  with United,  the dominant  carrier at DIA.  During the month of
March  2004,  United,  Ted,  and its  commuter  affiliates  had a total  market  share  at DIA of
approximately  60.0%,  down from 62.6% during the month of March 2003.  United has a  competitive
advantage  due to its  larger  number of  flights  from DIA.  Our  market  share,  including  our
codeshare  affiliates,  at DIA for the month of March  2004  approximated  17.9%,  up from  13.1%
during the month of March 2003.  We compete  with United  primarily  on the basis of fares,  fare
flexibility,  the number of markets we operate in and the number of frequencies  within a market,
our frequent flyer programs and the quality of our customer service.

         At the present time, three domestic airports, including New York�s LaGuardia and John F.
Kennedy  International  Airports and Washington Ronald Reagan National Airport,  are regulated by
means of "slot" allocations,  which represent  government  authorization to take off or land at a
particular  airport  within a specified  time period.  Federal  Aviation  Administration  ("FAA")
regulations  require the use of each slot at least 80% of the time and provide for  forfeiture of
slots in certain  circumstances.  We were awarded six high-density  exemption slots at LaGuardia,
and at the present  time,  we utilize  these  slots to operate  three  daily  round-trip  flights
between  Denver  and  LaGuardia.  In  addition  to slot  restrictions,  National  is limited by a
perimeter  rule,  which limits  flights to and from National to 1,250 miles.  In April 2000,  the
Wendell  H.  Ford  Aviation  Investment  and  Reform  Act for the 21st  Century,  or AIR 21,  was
enacted.  AIR 21  authorizes  the  Department  of  Transportation  ("DOT") to grant up to 12 slot
exemptions beyond the 1,250-mile  National  perimeter,  provided certain  specifications are met.
Under AIR 21, we were  awarded  two slots for one daily  round  trip  flight.  In 2004 the Vision
100 - Century of Flight  Aviation  Authorization  Act was enacted,  which  authorized  the DOT to
grant an  additional  12 slot  exemptions  into Reagan  National.  In April 2004, we were granted
four additional slots at National.

         Other airports around the country, such as John Wayne International Airport in Santa Ana,
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California  (SNA) are also slot  controlled  at the local level as  mandated  by a federal  court
order.  We were  originally  awarded six arrival and departure slots at SNA, or three daily round
trips.  We began  service  with two daily  flights to SNA in August  2003 and began a third daily
flight in March 2004.

Maintenance and Repairs

         All of our aircraft maintenance  and repairs are  accomplished  in  accordance  with our
maintenance  program  approved by the FAA. We maintain  spare or replacement  parts  primarily in
Denver,  Colorado.  Spare parts  vendors  supply us with certain of these parts,  and we purchase
or lease others from other airline or vendor sources.

         Since mid-1996, we have trained, staffed and supervised our own maintenance work force at
Denver,  Colorado.  We  sublease  a  portion  of  Continental  Airlines�  hangar  at DIA where we
currently  perform  most  of our own  maintenance  through  the  "D"  check  level.  Other  major
maintenance,  such as major engine  repairs,  is  performed by outside FAA approved  contractors.
We also  maintain line  maintenance  facilities  at Phoenix,  Arizona and Kansas City,  Missouri.
The new maintenance  facility at Kansas City International  airport commenced operations on April
1, 2004.  Effective August 30, 2003, we closed the El Paso,  Texas line maintenance  facility and
transferred the functions to the facilities in Denver and Phoenix.

         Under our aircraft lease agreements, we pay all expenses relating to the maintenance and
operation of our aircraft,  and we are required to pay supplemental  monthly rent payments to the
lessors  based on usage.  Supplemental  rents are  applied  against the cost of  scheduled  major
maintenance.  To the  extent  not used for  major  maintenance  during  the lease  terms,  excess
supplemental rents are forfeited to the aircraft lessors after termination of the lease.

         Our monthly completion factors for the years ended March 31, 2004, 2003, and 2002 ranged
from 98.9% to 99.9%,  98.2% to 99.7%, from 97.3% to 99.8%,  respectively.  The completion  factor
is the  percentage  of our  scheduled  flights  that were  operated by us (i.e.,  not  canceled).
Canceled  flights were principally as a result of mechanical  problems,  and, to a lesser extent,
weather.  We believe that the year over year  improvement  in our monthly  completion  factors is
attributable to better  maintenance  and the increase in aircraft  reliability as a result of the
new Airbus aircraft added to our fleet.

         In December 2002, we entered into an engine maintenance agreement with GE Engine Services,
Inc. (GE) for the servicing,  repair,  maintenance and functional testing of our aircraft engines
used on our Airbus  aircraft  effective  January 1, 2003.  The agreement is for a 12-year  period
from the effective date for our owned aircraft or December 31, 2014,  whichever comes first,  and
for each  leased  aircraft  the term  coincides  with the  initial  lease term of 12 years.  This
agreement  precludes us from using another  third party for such services  during the term on the
covered  engines.  This agreement  requires monthly payments at a specified rate times the number
of flight hours the engine operated  during that month.  In most instances,  we have been able to
negotiate  with our lessors to coordinate  the monthly  payments due under our agreement  with GE
and the supplemental rent applicable to the engines under the lease.

         In calendar years 1999 through 2004, our maintenance and engineering department received
the  FAA�s  highest  award,  the  Diamond  Certificate  of  Excellence,  in  recognition  of
100  percent  of   our  maintenance   and  engineering  employees  completing  advanced  aircraft
maintenance  training  programs.  The  Diamond Award  recognizes  advanced  training for aircraft
maintenance  professionals  throughout the airline industry.  We were the first Part 121 domestic
air  carrier to  achieve  100  percent  participation in this training program by our maintenance
employees.

Fuel

         During the years ended March 31, 2004, 2003,  and 2002,  jet fuel  accounted  for 17.7%,
17.2%,  and 14.3%,  respectively,  of our operating  expenses.  We have  arrangements  with major
fuel  suppliers  for  substantial  portions of our fuel  requirements,  and we believe that these
arrangements  assure an adequate  supply of fuel for current and anticipated  future  operations.
Jet fuel  costs are  subject to wide  fluctuations  as a result of sudden  disruptions  in supply
beyond our control.  Therefore,  we cannot predict the future  availability  and cost of jet fuel
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with any degree of certainty.  Fuel prices  increased  significantly  in fiscal 2004. Our average
fuel  price  per  gallon  including  taxes  and  into-plane  fees was  $1.04  for the year  ended
March 31,  2004,  with the monthly average price per gallon during the same period ranging from a
low  of 89(cent)to a  high  of  $1.20. Our  average  fuel price  per gallon including  taxes  and
into-plane fees was 96(cent)for the year ended March 31, 2003, with the monthly average price per
gallon during the same  period ranging  from a low of 82(cent)to a high of  $1.26.  As of June 1,
2004, the price per gallon was approximately 1.34(cent)excluding  the impact of fuel  hedges.  We
implemented  a fuel  hedging  program  in 2003,  under  which we enter  into Gulf  Coast jet fuel
option  contracts  to partially  protect us against  significant  increases  in fuel prices.  Our
fuel  hedging  program is  limited in fuel  volume and  duration.  As of March 31,  2004,  we had
hedged approximately  6.0% of our  projected fuel  requirements  for the quarter  ending June 30,
2004.  On May 21,  2004,  we  entered  into an  additional  derivative  transaction  that  hedges
approximately  25% of our projected fuel  requirements  in the quarters  ending December 31, 2004
and March 31, 2005.

         Increases in fuel prices or a shortage of supply could have a material adverse effect on
our operations and financial  results.  Our ability to pass on increased fuel costs to passengers
through  price  increases  or  fuel  surcharges  may  be  limited,  particularly  because  of our
affordable fare strategy.

Insurance

         We carry insurance limits of $800 million per aircraft per occurrence in property damage
and  passenger and  third-party  liability  insurance,  and insurance for aircraft loss or damage
with  deductible  amounts as required by our aircraft lease  agreements,  and customary  coverage
for other  business  insurance.  While we believe such  insurance  is  adequate,  there can be no
assurance  that such  coverage  will  adequately  protect  us against  all  losses  that we might
sustain.    Our aircraft hull and liability coverage renewed on June 7, 2004 for one year.

         In December 2002, through authority granted under the Homeland Security Act of 2002, the
U.S.  government  expanded  its  insurance  program  to  enable  airlines  to  elect  either  the
government�s  excess  third-party  war risk coverage or for the  government to become the primary
insurer for all war risks coverage.  We elected to take primary  government  coverage in February
2003 and dropped the commercially  available war risk coverage.  The  Appropriations  Act of 2002
authorized  the  government to offer both policies  through August 31, 2004. We cannot assure you
that any extension  will occur,  or if it does,  how long the extension will last. We expect that
if the  government  stops  providing  war risk  coverage to the airline  industry,  the  premiums
charged by aviation  insurers for this  coverage will be  substantially  higher than the premiums
currently charged by the government.

Employees

         As of June 1, 2004, we had 4,392 employees, including  3,473 full-time and 919 part-time
personnel.  Our employees  included 545 pilots,  790 flight  attendants,  1,063 customer  service
agents,  536 ramp service agents,  308 reservations  agents,  109 aircraft  appearance agents, 79
catering  agents,  342  mechanics  and  related   personnel,   and  620  general  management  and
administrative personnel.  We consider our relations with our employees to be good.

         We have established a compensation philosophy that we will pay competitive wages compared
to other  airlines  of similar  size and other  employers  with  which we  compete  for our labor
supply.  Employees  have the  opportunity  to earn above  market  rates  through  the  payment of
profit sharing bonuses.

         Three of our  employee  groups have voted for union  representation:  our pilots  voted in
November  1998  to  be  represented  by  an  independent   union,  the  Frontier  Airline  Pilots
Association,  our dispatchers  voted in September 1999 to be represented by the Transport Workers
Union,  and our mechanics voted in July 2001 to be represented by the  International  Brotherhood
of Teamsters.  The first  bargaining  agreement for the pilots,  which has a five-year  term, was
ratified  and  became  effective  in May 2000.  Negotiations  for a new  agreement  will begin in
early 2005. The first  bargaining  agreement for the  dispatchers,  which had a three-year  term,
was  ratified  and became  effective  in September  2000.  A new  three-year  agreement  with the
dispatchers  became  effective on September  14, 2003.  The first  bargaining  agreement  for the
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mechanics,  which has a  three-year  term,  was  ratified  and  became  effective  in July  2002.
Negotiations  for a new  agreement  will  begin in  mid-2005.  In July  2003,  the  International
Brotherhood of Teamsters  filed an  application  with the National  Mediation  Board "NMB" for an
accretion  of the  Company�s  aircraft  appearance  agents  and  maintenance  cleaners  into  the
mechanics  union.  On October 9, 2003,  the NMB issued a decision  that the  aircraft  appearance
agents and  maintenance  cleaners  should be accreted into the mechanics  union. We appealed this
decision,  and in February 2004 the NMB denied the appeal.  Negotiations  with these two employee
groups  began in May 2004.  Since 1997,  we have had other union  organizing  attempts  that were
defeated by our flight  attendants,  ramp service agents, and material services  specialists.  We
have  received  official  notification  from  the  NMB of a  representation  application  for our
material  services  specialists by the  International  Brotherhood of Teamsters.  An election has
been  authorized  which will be held from June 30,  2004  through  July 21,  2004 and the results
will be announced on July 21, 2004.

         Effective May 2000, we enhanced our  401(k)  Retirement  Savings Plan by  announcing  an
increased  matching  contribution  by the Company.  Participants  may receive a 50% Company match
for  contributions  up to 10% of  salary.  This  match is  discretionary  and is  approved  on an
annual  basis by our Board of  Directors.  The Board of Directors  has approved the  continuation
of the match  through the plan year ending  December  31,  2004.  We also have an Employee  Stock
Ownership  Plan,  to which the Board of Directors may  authorize  contributions  of company stock
for  further  allocation  to  employees.  For the plan year ended  December  31, 2003 and for the
plan year ending  December  31,  2004,  the Board of  Directors  contributed  347,968 and 298,174
shares of stock to the plan,  respectively.  These shares are allocated to eligible  employees at
the end of the plan year.  Employees  become vested in shares  allocated to their account 20% per
year,  and may obtain a distribution  of vested shares upon leaving the company.  We believe that
the 401(k) match  and the Company  ESOP and the  related  vesting  schedules  of 20% per year may
reduce our employee turnover rates.

         All new employees are  subject to  pre-employment  drug  testing.  Those  employees  who
perform  safety  sensitive  functions  are also subject to random drug and alcohol  testing,  and
testing in the event of an accident.

         Training,  both  initial and  recurring, is required  for many  employees.  We train our
pilots, flight attendants,  ground service personnel,  reservations personnel and mechanics.  FAA
regulations  require  pilots to be licensed  as  commercial  pilots,  with  specific  ratings for
aircraft to be flown,  to be  medically  certified  or  physically  fit,  and have recent  flying
experience.  Mechanics,  quality control  inspectors and flight  dispatchers must be licensed and
qualified for specific  aircraft.  Flight  attendants must have initial and periodic  competency,
fitness  training and  certification.  The FAA  approves  and  monitors  our  training  programs.
Management  personnel  directly  involved  in the  supervision  of flight  operations,  training,
maintenance  and  aircraft   inspection  must  meet  experience   standards   prescribed  by  FAA
regulations.

Government Regulation

General.  All interstate air carriers are subject to  regulation by the DOT, the FAA and
other  state  and  federal  government  agencies.  In  general,  the  amount of  regulation  over
domestic  air carriers in terms of market entry and exit,  pricing and  inter-carrier  agreements
has been greatly reduced since the enactment of the Deregulation Act.

U.S. Department of  Transportation.  The DOT�s  jurisdiction  extends  primarily  to the
economic  aspects  of  air  transportation,   such  as  certification  and  fitness,   insurance,
advertising,  computer  reservation  systems,  deceptive and unfair  competitive  practices,  and
consumer   protection  matters  such  as  on-time   performance,   denied  boarding  and  baggage
liability.  The DOT also is  authorized to require  reports from air carriers and to  investigate
and   institute   proceedings   to  enforce  its  economic   regulations   and  may,  in  certain
circumstances,  assess civil penalties,  revoke operating  authority and seek criminal sanctions.
We hold a Certificate  of Public  Convenience  and Necessity  issued by the DOT that allows us to
engage in air transportation.

Transportation Security Administration.  On  November  19,  2001,  in  response  to  the
terrorist  acts of September  11, 2001,  the  President of the United  States signed into law the
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Aviation  and  Transportation   Security  Act  ("ATSA").  The  ATSA  created  the  Transportation
Security  Administration,  an agency within the DOT, to oversee, among other things, aviation and
airport  security.  The ATSA  provided  for the  federalization  of airport  passenger,  baggage,
cargo,  mail and employee  and vendor  screening  processes.  The ATSA also  enhanced  background
checks,  provided  federal air  marshals  aboard  flights,  improved  flight deck  security,  and
enhanced  security  for  airport  perimeter  access.  The ATSA  also  required  that all  checked
baggage be screened by explosive detection systems by December 31, 2002.

U.S. Federal Aviation Administration.  The FAA�s regulatory authority  relates primarily
to flight  operations and air safety,  including  aircraft  certification  and  operations,  crew
licensing and training,  maintenance  standards,  and aircraft  standards.  The FAA also oversees
aircraft noise regulation,  ground facilities,  dispatch,  communications,  weather  observation,
and  flight  and  duty  time.  It  also  controls  access  to  certain   airports   through  slot
allocations,  which  represent  government  authorization  for  airlines  to take off and land at
controlled  airports  during  specified  time  periods.  The  FAA has the  authority  to  suspend
temporarily  or revoke  permanently  the  authority of an airline or its licensed  personnel  for
failure to comply  with FAA  regulations  and to assess  civil and  criminal  penalties  for such
failures.  We  hold an  operating  certificate  issued  by the FAA  pursuant  to Part  121 of the
Federal  Aviation  Regulations.  We must have and we maintain FAA  certificates of  airworthiness
for all of our aircraft.  Our flight  personnel,  flight and emergency  procedures,  aircraft and
maintenance  facilities and station  operations are subject to periodic  inspections and tests by
the FAA.

Environmental Matters.  The Aviation Safety and Noise Abatement Act of 1979, the Airport
Noise and  Capacity  Act of 1990 and Clean Air Act of 1963  oversee and  regulate  airlines  with
respect to  aircraft  engine  noise and  exhaust  emissions.  We are  required to comply with all
applicable  FAA noise control  regulations  and with current  exhaust  emissions  standards.  Our
fleet is in  compliance  with the FAA�s Stage 3 noise level  requirements.  In addition,  various
elements of our operation and  maintenance  of our aircraft are subject to monitoring and control
by federal and state agencies  overseeing  the use and disposal of hazardous  materials and storm
water  discharge.  We  believe we are  currently  in  substantial  compliance  with all  material
requirements of such agencies.

Railway Labor Act/National Mediation Board.  Three of our employee groups have voted for
union  representation:  our pilots are represented by an independent  union, the Frontier Airline
Pilots  Association,  our  dispatchers are  represented by the Transport  Workers Union,  and our
mechanics,  tool room  attendants,  aircraft  appearance  agents  and  maintenance  cleaners  are
represented by the  International  Brotherhood of Teamsters.  Our labor relations with respect to
these  unions  are  covered  under  Title  II of  the  Railway  Labor  Act and are subject to the
jurisdiction of the National Mediation Board.

Foreign  Operations.  The availability  of international  routes  to  U.S.  carriers  is
regulated  by  treaties   and  related   agreements   between  the  United   States  and  foreign
governments.   The  United  States  typically   follows  the  practice  of  encouraging   foreign
governments  to enter into "open skies"  agreements  that allow multiple  carrier  designation on
foreign  routes.  In some cases,  countries  have sought to limit the number of carriers  allowed
to fly these  routes.  Certain  foreign  governments  impose  limitations  on the  ability of air
carriers to serve a  particular  city and/or  airport  within  their  country from the U.S. For a
U.S.  carrier to fly to any such  international  destination,  it must first obtain approval from
both the U.S. and the "foreign country  authority".  For those  international  routes where there
is a limit to the number of carriers or  frequency  of flights,  studies  have shown these routes
have  more  value  than  those  without   restrictions.   In  the  past,  U.S.  government  route
authorities have been sold between carriers.

Foreign  Ownership.  Pursuant to law and DOT regulation,  each United States air carrier
must  qualify  as a  United  States  citizen,  which  requires  that its  President  and at least
two-thirds  of its Board of Directors and other  managing  officers be comprised of United States
citizens,  that not more than 25% of its  voting  stock may be owned by  foreign  nationals,  and
that the carrier not be otherwise subject to foreign control.

Miscellaneous. We are also subject to regulation or oversight by other federal and state
agencies.  Antitrust  laws are enforced by the U.S.  Department  of Justice and the Federal Trade
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Commission.  All air  carriers are subject to certain  provisions  of the  Communications  Act of
1934  because  of their  extensive  use of radio  and  other  communication  facilities,  and are
required to obtain an  aeronautical  radio  license from the Federal  Communications  Commission.
The Immigration and  Naturalization  Service,  the U.S.  Customs Service and the Animal and Plant
Health  Inspection  Service of the U.S.  Department of Agriculture  each have  jurisdiction  over
certain aspects of our aircraft, passengers, cargo and operations.

Risk Factors

         In addition to the other  information  contained in this Form 10-K,  the following  risk
factors  should be  considered  carefully  in  evaluating  our  business  and us.  Our  business,
financial  condition or results of operations  could be materially  adversely  affected by any of
these risks.  In addition,  please read "Special Note About  Forward-Looking  Statements" in this
Form 10-K,  where we describe  additional  uncertainties  associated  with our  business  and the
forward-looking  statements  included or  incorporated by reference in this Form 10-K. Our actual
results could differ materially from those anticipated in these  forward-looking  statements as a
result  of  certain  factors,  including  the risks  faced by us  described  below and  elsewhere
included or  incorporated by reference in this Form 10-K.  Please note that additional  risks not
presently  known to us or that we  currently  deem  immaterial  may also impair our  business and
operations.

Risks Related to Frontier

We may not be able to obtain or secure financing for our new aircraft.

         As of March 31, 2004,  we have commitments to  purchase  13  additional  new Airbus A319
aircraft and one  additional Airbus A318 aircraft, excluding the June and July 2004 sale-leaseback
aircraft.  We have secured  financing  commitments  for one  additional  Airbus A318 aircraft and
have executed a  sale-leaseback  agreement for two A319 Aircraft.  To  complete  the  purchase of
the  remaining  aircraft,  we must secure aircraft financing,  which we may not be able to obtain
on terms acceptable to us, if at all. The amount of financing required will depend on the required
down payment on mortgage financed aircraft and the extent to which we lease as opposed to purchase
the aircraft.  We are exploring various financing  alternatives,  including,  but not limited to,
domestic and foreign bank financing, leveraged lease arrangements or sale/leaseback transactions.
There can be no guarantee that additional financing will be available when required or on acceptable
terms.  The inability  to secure  the  financing could have a material adverse effect on our cash
balances or result in delays in or our inability to take delivery of Airbus aircraft that we have
agreed to purchase, which  would  impair  our  strategy  for long-term growth  and  could  result
in the  loss  of pre-delivery  payments and deposits  previously paid to the  manufacturer,  and/or
the imposition of other penalties or the payment of damages for  failure to take  delivery of the
aircraft in accordance with the terms of the purchase agreement with the manufacturer.

We have a significant  amount of fixed  obligations  and we will incur  significantly  more fixed
obligations, which could increase the risk of failing to meet payment obligations.

         As of March 31,  2004,  our total debt was $297  million.  Maturities  of our  long-term
debt are $17  million  in fiscal  year 2005,  $17  million in fiscal  year 2006,  $18  million in
fiscal year 2007,  $19 million in 2008,  $20 million in 2009,  and an  aggregate  of $206 million
for the years  thereafter.  After  accounting  for the  effect of our  interest  rate  derivative
hedge,  approximately  85.8% of our total long-term debt bears floating  interest rates,  and the
remaining 14.2% bears fixed rates.  In addition to long-term  debt, we have a significant  amount
of other fixed  obligations  under  operating  leases related to our aircraft,  airport  terminal
space,  other airport  facilities  and office space.  As of March 31, 2004,  future minimum lease
payments under  noncancelable  operating  leases were  approximately  $121 million in fiscal year
2005,  $118  million in fiscal  year 2006,  $118  million in fiscal  year 2007,  $119  million in
fiscal year 2008,  $116  million in fiscal  year 2009 and an  aggregate  of $726  million for the
years thereafter.  Approximately  88% of our minimum lease payments are fixed in nature,  and the
remaining 12% are adjusted  periodically  based on floating interest rates. As of March 31, 2004,
we  will  have  commitments of  approximately  $531  million to purchase 14 additional  aircraft,
excluding the June and July 2004 sale-leaseback aircraft over approximately  the next four years,
including   estimated  amounts  for  contractual  price escalations, spare parts to support these
aircraft  and  to  equip  the  aircraft  with  LiveTV.  We  have  also  signed  lease  agreements
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representing an obligation to lease 22 aircraft over the next three years, which,  subject to the
satisfaction  of certain  contingencies,  represent lease payments of about $1,318 million in the
aggregate.  We will incur  additional  debt or long-term lease  obligations  as we take  delivery
of new  aircraft  and other  equipment  and  continue to expand into new markets.

Many of our financial obligations contain cross-default provisions.

         Financial  arrangements  that  contain  cross-default  provisions  could be  declared in
default and all amounts  outstanding  could be declared  immediately  due and payable.  If we did
not have  sufficient  available  cash to pay all amounts  that become due and  payable,  we would
have to seek  additional  debt or equity  financing,  which may not be  available  on  acceptable
terms,  or at all.  If such financing  were not available,  we would have to sell assets in order
to obtain the funds required to make the accelerated payments.

Our failure to successfully implement our growth strategy could harm our business.

         Our growth  strategy  involves  transitioning  to an all  Airbus  fleet,  including  the
addition  of up to 32 Airbus  aircraft,  increasing  the  frequency  of  flights  to  markets  we
currently  serve,  expanding  the  number of  markets  served and  increasing  flight  connection
opportunities.  It is critical  that we achieve our growth  strategy in order for our business to
attain  economies of scale and to sustain or improve our results of  operations.  Increasing  the
number of markets we serve  depends on our  ability to access  suitable  airports  located in our
targeted  geographic markets in a manner that is consistent with our cost strategy.  We will also
need to obtain  additional  gates and other  operational  facilities at DIA.  Any condition  that
would deny,  limit or delay our access to airports we seek to serve in the future will  constrain
our  ability  to grow.  Opening  new  markets  requires  us to  commit a  substantial  amount  of
resources,  even  before  the new  services  commence.  Expansion  will also  require  additional
skilled  personnel,  equipment and facilities.  An inability to hire and retain skilled personnel
or to secure the required equipment and facilities  efficiently and  cost-effectively  may affect
our  ability  to  achieve  our  growth  strategy.  We cannot  assure  you that we will be able to
successfully  expand our  existing  markets or establish  new  markets,  and our failure to do so
could harm our business.

         Transition  and growth of our fleet and  expansion  of our markets and services may also
strain our  existing  management  resources  and  systems to the point that they may no longer be
adequate  to support our  operations,  requiring  us to make  significant  expenditures  in these
areas.  We expect that we may need to further  develop  our  information  technology  systems and
other corporate  infrastructure  to accommodate  future growth. We cannot assure you that we will
be able to  sufficiently  develop our  systems  and  infrastructure  on a timely  basis,  and the
failure to do so could harm our business.

We depend heavily on the Denver market to be successful.

         Our  business  strategy  has  historically  focused  on adding  flights  to and from our
Denver  base  of  operations.   A  reduction  in  our  share  of  the  Denver  market,  increased
competition,  or reduced  passenger  traffic  to or from  Denver  could  have a material  adverse
effect on our financial  condition and results of  operations.  In addition,  our dependence on a
hub system  operating out of DIA makes us more  susceptible  to adverse  weather  conditions  and
other  traffic  delays in the Rocky  Mountain  region  than some of our  competitors  that may be
better able to spread these traffic risks over large route networks.

We face intense  competition and market  dominance by United and uncertainty  with respect to its
ability to emerge from Chapter 11  successfully;  we also face competition from other airlines at
DIA.

         The  airline  industry  is  highly  competitive,  primarily  due to the  effects  of the
Airline  Deregulation  Act of  1978,  which  substantially  eliminated  government  authority  to
regulate  domestic  routes and fares and  increased  the  ability  of  airlines  to compete  with
respect to flight  frequencies  and fares.  We compete  with United in our hub in Denver,  and we
anticipate that we will compete  principally  with United in our future market  entries.  United,
Ted, and United�s regional airline  affiliates are the dominant  carriers out of DIA,  accounting
for  approximately  60.0% of all  revenue  passengers  for the year ended  March 31,  2004.  Fare
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wars,  "capacity  dumping" in which a competitor places  additional  aircraft on selected routes,
and other  activities  could  adversely  affect  us.  The future  activities  of United and other
carriers may have a material  adverse  effect on our revenues and results of  operations.  United
has applied for and received authorization to fly from Denver to Iztapa/Zihuantanejo and Cabo San
Lucas,  Mexico which  we  began  service to  during the 2003-2004 winter season.  United has also
applied for service from Denver to Cancun and Puerto Vallarta, Mexico.  As  of June 1, 2004, they
have not received authorization for that service.  Most of our current and potential  competitors
have significantly greater financial resources, larger route networks, and superior market identity.
In addition,  United is currently operating under the protection of Chapter 11 of the  Bankruptcy
Code.  As it seeks to develop a plan of reorganization,  United has created a low-cost  operation
in order to compete  more  effectively with us and other low-cost  carriers.  Denver is a hub for
its  new  low-cost  operation,  which  began  in  February  2004. United�s  low-cost venture
may place downward  pressure on air fares charged in the Denver market and  adversely  affect our
market  share at DIA and our ability to maintain  yields required for profitable operations.  The
uncertainty  regarding  United�s  business  plan,  its  ability to restructure under Chapter
11, and its potential  for placing  downward  pressure on air fares charged  in the Denver market
are risks on our ability  to  maintain  yields required for profitable  operations.  In addition,
in the last two years Alaska  Airlines,  Spirit  Airlines, JetBlue Airways,  AirTran  Airways and
ATA Airlines,  Inc. have commenced  service at DIA. These airlines have offered low  introductory
fares  and  compete  on several  of our routes.  Competition  from these airlines could adversely
affect us.

We  may  not  have  access  to  adequate  gates  or  airport  slots,  which  could  decrease  our
competitiveness.

         The  number of gates  available to us at DIA may be limited due to  restricted  capacity
or disruptions  caused by airport  renovation  projects.  Available gates may not provide for the
best overall  service to our  customers,  and may prevent us from  scheduling  our flights during
peak or opportune  times.  As a temporary solution to meet our need for additional  gates at DIA,
we have gained the  temporary use of two gates,  and the  permanent  use of one gate,  previously
used by United  Airlines on the East end of  Concourse A. We are also using two  temporary  gates
that DIA  constructed  on the West end of  Concourse  A. We are  currently  negotiating  with the
City and County of Denver for the  construction  of a  permanent  expansion  to  Concourse A that
would  provide  us with up to four  additional  mainline  gates  and  four or five  regional  jet
positions.  However,  final terms for this  construction  project and our lease of the  expansion
gates  have not been  determined,  and  there  is some  risk  that  final  agreement  will not be
reached,  or may not be reached in time to provide  the  additional  gates by the time we need to
return  gates to United.  If we are unable to obtain  additional  gates at DIA,  we may be forced
to move a portion of our  operations  to another  airport,  potentially  resulting  in  increased
operating  costs,  or to schedule our flights at DIA in a manner that would provide our passenger
with less  efficient  service.  Any failure to obtain  gate  access at DIA or the other  airports
that we serve could  adversely  affect us. In  addition,  the number of gates  available to us at
other  airports  may be  limited  due to  restricted  capacity  or  disruptions  caused  by major
renovation projects.

         We could  encounter  barriers  to  airport  slots that would deny or limit our access to
the airports  that we currently  use or intend to use in the future.  A slot is an  authorization
to schedule a takeoff or landing at the  designated  airport  within a specific time window.  The
FAA must be advised of all slot  transfers  and can  disallow  any such  transfer.  In the United
States,  the FAA  currently  regulates  slot  allocations  at  O�Hare  International  Airport  in
Chicago,  JFK and  LaGuardia  Airports in New York City,  and Ronald Reagan  National  Airport in
Washington  D.C.  We use LaGuardia  Airport  and Ronald  Reagan  National  Airport in our current
operations.  The FAA�s slot  regulations  require  the use of each slot at least 80% of the time,
measured on a monthly basis.  Failure to comply with these  regulations may result in a recall of
the slot by the FAA. In addition,  the slot  regulations  permit the FAA to withdraw the slots at
any  time  without  compensation  to  meet  the  operational  needs  of the  U.S.  Department  of
Transportation,  or DOT. We also have  commenced  service to John Wayne Airport in Orange County,
California,  which  limits  arrivals and  departures  as a result of slot  allocations  for noise
control  purposes.  Our ability to increase slots at these  regulated  airports is limited by the
number of slots available for takeoffs and landings.

We experience high costs at DIA, which may impact our results of operations.
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         We  operate  our hub of flight  operations  from DIA  where we  experience  high  costs.
Financed  through  revenue  bonds,  DIA  depends on  landing  fees,  gate  rentals,  income  from
airlines,  the  traveling  public,  and other fees to generate  income to service its debt and to
support  its  operations.  Our  cost of  operations  at DIA will  vary as  traffic  increases  or
diminishes  at that  airport.  We believe that our operating  costs at DIA  substantially  exceed
those that other  airlines  incur at most hub  airports  in other  cities,  which  decreases  our
ability to compete  with other  airlines  with lower costs at their hub  airports.  In  addition,
United,  currently  operating  under  the  protection  of  Chapter  11 of  the  Bankruptcy  Code,
represents  a  significant   tenant  at  DIA.  At  this  time,  United  and  DIA  have  completed
negotiations  relating to the  restructuring of its lease agreement in a fashion that reduced the
amounts  United is  required  to pay under its lease.  Normally,  the  decrease  in  payments  by
United  would  result in the  increase  in  amounts  paid by all other  airlines.  At this  time,
however,  the City and County of Denver has agreed to offset the decrease  negotiated  by United.
The City�s  obligation  to make  these  offset  payments  is  subject  to  rescission  in certain
circumstances.  If these  payments  are  rescinded,  if the  renegotiated  lease is not  approved
under  United�s  final  plan of  reorganization,  or if United  otherwise  significantly  reduces
operations at DIA, our overall costs at DIA may significantly increase.

Our transition to an Airbus fleet creates risks.

         As of June 1, 2004,  we operate 9 Boeing  aircraft  and 32 Airbus  aircraft.  We plan to
transition  our fleet so that we are operating  only Airbus  aircraft by September  2005.  One of
the key  elements  of  this  strategy  is to  produce  cost  savings  because  crew  training  is
standardized  for  aircraft of a common  type,  maintenance  issues are  simplified,  spare parts
inventory is reduced,  and scheduling is more efficient.  However,  during our transition  period
we will be incurring  additional  costs associated with retraining our Boeing crews in the Airbus
aircraft.  We also may retire the Boeing aircraft in advance of the end of the lease  agreements,
which causes us to recognize  remaining  lease  obligations  as expense in the current period and
to incur costs associated with returning the aircraft.

         Once we operate only Airbus  aircraft,  we will be  dependent  on a single  manufacturer
for future aircraft  acquisitions or deliveries,  spare parts or warranty  service.  If Airbus is
unable to perform its obligations  under existing  purchase  agreements,  or is unable to provide
future aircraft or services,  whether by fire,  strike or other events that affect its ability to
fulfill  contractual  obligations or manufacture  aircraft or spare parts,  we would have to find
another supplier for our aircraft.  Currently,  Boeing is the only other  manufacturer from which
we could purchase or lease alternate aircraft.  If we were forced to acquire Boeing aircraft,  we
would need to address fleet  transition  issues,  including  substantial  costs  associated  with
retraining  our  employees,  acquiring new spare parts,  and replacing our manuals.  In addition,
the fleet efficiency benefits described above may no longer be available.

         In addition,  once we operate only Airbus  aircraft we will be  particularly  vulnerable
to  any  problems  that  might  be  associated  with  these  aircraft.   Our  business  would  be
significantly  disrupted  if an FAA  airworthiness  directive  or service  bulletin  were issued,
resulting  in the  grounding  of all Airbus  aircraft of the type we operate  while the defect is
being  corrected.  Our business could also be harmed if the public avoids flying Airbus  aircraft
due to an adverse  perception  about the  aircraft�s  safety or  dependability,  whether  real or
perceived,  in the event of an accident or other  incident  involving  an Airbus  aircraft of the
type we fly.

We are reliant on one vendor to provide our LiveTV service.

         One of the  unique  features  of our  Airbus  fleet  is that  every  seat in each of our
Airbus  aircraft  will be equipped with LiveTV.  LiveTV is provided by LiveTV,  LLC, a subsidiary
of  JetBlue  Airways,  a  competitor  of ours.  We do not know of any other  company  that  could
provide us with LiveTV  equipment  and if LiveTV were to stop  supplying us with the equipment or
service for any reason,  we could lose one of the unique services that  differentiate us from our
competitors.

Our maintenance expenses may be higher than we anticipate.
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         We  bear  the  cost of all  routine  and  major  maintenance  on our  owned  and  leased
aircraft.  Maintenance  expenses  comprise a significant  portion of our operating  expenses.  In
addition,  we are required  periodically  to take  aircraft out of service for heavy  maintenance
checks,  which can  adversely  increase  costs and reduce  revenue.  We also may be  required  to
comply with  regulations  and  airworthiness  directives  the FAA  issues,  the cost of which our
aircraft  lessors  may only  partially  assume  depending  upon  the  magnitude  of the  expense.
Although we believe that our purchased and leased  aircraft are currently in compliance  with all
FAA  issued  airworthiness  directives,   additional  airworthiness  directives  likely  will  be
required in the future, necessitating additional expense.

Our landing fees may increase because of local noise abatement procedures.

         Compliance  with local noise  abatement  procedures may lead to increased  landing fees.
As a result of  litigation  and pressure  from airport area  residents,  airport  operators  have
taken actions over the years to reduce  aircraft noise.  These actions have included  regulations
requiring  aircraft to meet prescribed  decibel limits by designated dates,  curfews during night
time  hours,   restrictions  on  frequency  of  aircraft  operations,   and  various  operational
procedures for noise  abatement.  The Airport Noise and Capacity Act of 1990 recognized the right
of airport  operators with special noise problems to implement local noise  abatement  procedures
as long  as the  procedures  do not  interfere  unreasonably  with  the  interstate  and  foreign
commerce of the national air transportation system.

         An  agreement  between  the City and County of Denver and  another  county  adjacent  to
Denver specifies  maximum aircraft noise levels at designated  monitoring  points in the vicinity
of DIA with  significant  payments  payable by Denver to the other county for each  substantiated
noise violation under the agreement.  DIA has incurred these payment  obligations and likely will
incur  such  obligations  in the  future,  which it will  pass on to us and  other  air  carriers
serving DIA by increasing landing fees.  Additionally,  noise regulations could be enacted in the
future  that  would  increase  our  expenses  and could  have a  material  adverse  effect on our
operations.

We have a limited number of aircraft,  and any unexpected  loss of any aircraft could disrupt and
harm our operations.

         Because  we have a  limited  number  of  aircraft,  if  more  than  one of our  aircraft
unexpectedly  are taken out of service,  our operations may be disrupted.  We can schedule all of
our aircraft for regular  passenger  service and only maintain limited spare aircraft  capability
should one or more aircraft be removed from scheduled service for unplanned  maintenance  repairs
or for  other  reasons.  The  unplanned  loss  of use of  more  than  one of our  aircraft  for a
significant  period of time could have a material  adverse effect on our operations and operating
results.  A replacement  aircraft may not be available or we may not be able to lease or purchase
additional  aircraft on  satisfactory  terms or when  needed.  The market for leased or purchased
aircraft fluctuates based on worldwide economic factors that we cannot control.

Unionization affects our costs and may affect our operations.

         Three  of  our  employee  groups  have  voted  for  union  representation:  our  pilots,
dispatchers,  and mechanics.  In addition,  since 1997 we have had union organizing attempts that
were defeated by our flight  attendants,  ramp service agents, and stock clerks. We have received
official  notification  from the NMB of a  representation  application for our material  services
specialists  by the  International  Brotherhood  of  Teamsters.  An election has been  authorized
which will be held from June 30, 2004  through  July 21, 2004 and the results  will be  announced
on July 21, 2004.

         The collective  bargaining  agreements we have entered into with our pilots, dispatchers
and mechanics have increased our labor and benefit  costs,  and  additional  unionization  of our
employees  could  increase  our  overall  costs.  If any  group  of our  currently  non-unionized
employees  were to  unionize  and we were  unable  to reach  agreement  on the terms of their and
other  currently  unionized  employee  groups�  collective  bargaining  agreements  or we were to
experience  widespread  employee  dissatisfaction,  we  could be  subject  to work  slowdowns  or
stoppages.  In addition,  we may be subject to disruptions by organized  labor groups  protesting
certain  groups for their  non-union  status.  Any of these  events  would be  disruptive  to our
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operations and could harm our business.

Our limited marketing alliances could harm our business.

         Many airlines have  marketing  alliances  with other  airlines,  under which they market
and advertise their status as marketing  alliance  partners.  Among other things,  they share the
use  of  two-letter  flight  designator  codes  to  identify  their  flights  and  fares  in  the
computerized  reservation  systems and permit  reciprocity in their frequent flyer programs.  Our
program partners  presently include Midwest Airlines and Virgin Atlantic  Airways,  but we do not
have the  significant  network of  marketing  partners  that many other airlines do.  Our limited
marketing  alliances put us at a  competitive  disadvantage  to global  network  carriers,  whose
ability to attract  passengers through more widespread  alliances,  particularly on international
routes, may adversely affect our passenger traffic, and therefore our results of operations.

Our lack of an established  line of credit or borrowing  facility makes us highly  dependent upon
our operating cash flows.

         Airlines  require  substantial  liquidity to operate under most  conditions.  We have no
material  lines of  credit,  and rely  primarily  on  operating  cash  flows to  provide  working
capital.  Unless we secure a line of credit,  borrowing  facility or other financing,  we will be
dependent  upon our existing cash and  operating  cash flows to fund our  operations  and to make
scheduled  payments on our debt and other fixed  obligations.  If we deplete our  existing  cash,
fail to  generate  sufficient  funds from  operations  to meet these  cash  requirements  and are
unable to secure a line of credit,  borrowing  facility or other  financing,  we could default on
our debt and other fixed  obligations.  Our inability to meet our  obligations as they become due
would seriously harm our business and financial results,  particularly,  as discussed earlier, in
light of the cross-default clauses contained in many of our financing arrangements.

If we are unable to attract and retain  qualified  personnel at  reasonable  costs,  our business
will be harmed.

         Our business is labor intensive,  with labor costs  representing  31.6% of our operating
expenses  excluding  fuel for the year ended March 31, 2004 and 30.3% of our  operating  expenses
excluding  fuel for the year ended March 31,  2003.  We expect  salaries,  wages and  benefits to
increase on a gross basis and these costs could  increase as a percentage  of our overall  costs,
which  could harm our  business.  Our growth  plans will  require us to hire,  train and retain a
significant  number of new employees in the future.  From time to time, the airline  industry has
experienced a shortage of personnel  licensed by the FAA,  especially  pilots and  mechanics.  We
compete  against the major U.S.  airlines for labor in these highly  skilled  positions.  Many of
the major U.S.  airlines  offer  wage and  benefit  packages  that  exceed  our wage and  benefit
packages.  As a result, in the future,  we may have to significantly  increase wages and benefits
in order to attract and retain qualified  personnel or risk considerable  employee  turnover.  If
we are unable to hire,  train and retain  qualified  employees  at a reasonable  cost,  we may be
unable to complete our growth plans and our business could be harmed.

Risks Associated with the Airline Industry

We may be subject to terrorist  attacks or other acts of war and  increased  costs or  reductions
in demand for air travel due to hostilities in the Middle East or other parts of the world.

         On September  11,  2001,  four  commercial  aircraft  were  hijacked by  terrorists  and
crashed  into The World Trade Center in New York City,  the  Pentagon in Northern  Virginia and a
field in  Pennsylvania.  These terrorist  attacks  resulted in an  overwhelming  loss of life and
extensive  property  damage.  Immediately  after  the  attacks,  the FAA  closed  U.S.  airspace,
prohibiting  all flights to, from and within the United States of America.  Airports  reopened on
September 13, 2001,  except for  Washington  D.C.  Ronald  Reagan  International  Airport,  which
partially reopened on October 4, 2001.

         The  September  11 terrorist  attacks and the war in Iraq  created fear among  consumers
and resulted in significant  negative economic impacts on the airline  industry.  Primary effects
were substantial loss of revenue and flight  disruption costs,  increased  security and insurance
costs,  increased  concerns about the potential for future terrorist  attacks,  airport shutdowns

Edgar Filing: FRONTIER AIRLINES INC /CO/ - Form 10-K/A

17



and flight  cancellations  and delays due to  additional  screening  of  passengers  and baggage,
security breaches and perceived safety threats,  and significantly  reduced passenger traffic and
yields due to the subsequent drop in demand for air travel.

         Given  the  magnitude  and  unprecedented  nature  of  the  September  11  attacks,  the
uncertainty  and fear of consumers  resulting  from the war in Iraq,  or the  potential for other
hostilities  in other parts of the world,  it is  uncertain  what  long-term  impact these events
will or could have on the  airline  industry in general and on us in  particular.  These  factors
could affect our  operating  results and financial  condition by creating  weakness in demand for
air  travel,  increased  costs  due to  new  security  measures  and  the  potential  for  new or
additional  government  mandates for security related  measures,  increased  insurance  premiums,
increased fuel costs,  and uncertainty  about the continued  availability of war risk coverage or
other insurances.  In addition,  several  plaintiffs filed lawsuits in the United States District
Court,  Southern  District of New York based on the events of September 11, 2001.  The complaints
name as defendants  various  security  system  manufacturers  and suppliers and several  airlines
that were  operating at Boston Logan  International  Airport and Portland  (Maine)  International
Jetport  on  September  11,  2001,  including  us.  The  complaints  generally  allege  that  the
defendants failed to provide adequate  security systems or supervision of security  procedures at
Logan  Airport and  Portland  Jetport.  At this time,  we have been  dismissed  from all existing
lawsuits,  but it is possible for plaintiffs to file new complaints  against us until the statute
of limitations period expires.

         In addition, although the entire industry is substantially enhancing  security equipment
and  procedures,  it is impossible to guarantee that additional  terrorist  attacks or other acts
of war  will not  occur.  Given  the  weakened  state  of the  airline  industry,  if  additional
terrorist  attacks or acts of war occur,  particularly  in the near  future,  it can be  expected
that the impact of those  attacks on the industry  may be similar in nature to but  substantially
greater than those resulting from the September 11 terrorist attacks.

Increases in fuel costs affect our operating costs and competitiveness.

         Fuel is a major component of our operating expenses,  accounting  for 17.7% of our total
operating  expenses for the year ended March 31,  2004.  Both the cost and  availability  of fuel
are  influenced  by many  economic and  political  factors and events  occurring in oil producing
countries  throughout the world, and fuel costs fluctuate  widely.  Recently the price per barrel
of oil is as at an all-time high and has  significantly  impacted our results of  operations.  We
cannot predict our future cost and  availability  of fuel,  which affects our ability to compete.
The  unavailability  of  adequate  fuel  supplies  could  have a material  adverse  effect on our
operations  and  profitability.  In addition,  larger  airlines may have a competitive  advantage
because they pay lower prices for fuel. We generally  follow  industry  trends by imposing a fuel
surcharge  in response  to  significant  fuel price  increases.  However,  our ability to pass on
increased  fuel  costs may be  limited  by  economic  and  competitive  conditions.  Although  we
implemented  a fuel  hedging  program in 2003,  under which we enter into Gulf Coast jet fuel and
West Texas  Intermediate  crude  derivative  contracts to partially  protect against  significant
increases in fuel prices,  this program is limited in fuel volume and  duration.  As of March 31,
2004, we had hedged approximately 6.0% of our projected fuel  requirements for the quarter ending
June 30,  2004.  On May 21, 2004,  we entered  into an  additional  derivative  transaction  that
hedge  approximately  25% of  our projected fuel requirements in the quarters ending December 31,
2004 and March 31, 2005.

The airline  industry  is  seasonal  and  cyclical,  resulting  in  unpredictable  liquidity  and
earnings.

         Because the airline  industry is seasonal and cyclical,  our liquidity and earnings will
fluctuate and be  unpredictable.  Our operations  primarily depend on passenger travel demand and
seasonal  variations.  Our weakest  travel  periods are generally  during the quarters  ending in
March and December.  The airline industry is also a highly  cyclical  business  with  substantial
volatility.  Airlines frequently experience short-term cash requirements.  These requirements are
caused by seasonal  fluctuations  in traffic,  which often reduce cash during  off-peak  periods,
and various  other  factors,  including  price  competition  from other  airlines,  national  and
international  events,  fuel prices, and general economic  conditions  including  inflation.  Our
operating  and  financial  results  are  likely  to  be  negatively  impacted  by  the  continued
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stagnation in national or regional  economic  conditions in the United States,  and  particularly
in Colorado.

         We, like many in the industry,  have seen a negative impact to passenger  traffic caused
by the war with Iraq as well as  threats  of further  terrorist  activities.  The impact has been
more  prevalent  with our business  traffic,  which is higher yield  traffic that books closer to
the date of  departure,  than  with our  leisure  customers.  Even  though  the war with Iraq has
impacted  us, we believe  that the larger,  more  established  carriers  are being  impacted to a
greater extent as more price  sensitive  business  travelers who typically fly these carriers are
looking for affordable  alternatives similar to the service we provide.  The larger carriers have
reduced  their  "close-in"  fare  structure  to  more  aggressively  compete  for  this  traffic.
Aggressive  pricing  tactics  by our major  competitors  have had and could  continue  to have an
impact on our business.

Security screening delays may negatively impact passenger traffic.

         The federal government is now responsible for conducting  security screening  activities
at all  airports  in the United  States.  The  ability to  complete  this  screening  quickly and
efficiently  depends  upon  the  adequacy  of the  security  screening  facilities  and  staffing
levels.  At times the screening  system has resulted in  significant  delays at larger  airports.
It is believed  that these delays have resulted in a loss of  passengers  for shorter haul trips.
While we have not seen a drastic  reduction in passenger  traffic in our shorter routes, at times
congestion  and delays at DIA from security  screening are  significant.  Airlines may be able to
augment  security  services  in not vital  areas by hiring  support  staff,  which  will  further
increase  the  security  costs  being  paid  by  the  airlines.   Notwithstanding  such  support,
significant  delays caused by a lack of federal  resources may further reduce  passenger  traffic
and our revenues.

The airline  industry tends to experience  adverse  financial  results  during  general  economic
downturns, and recent airline financial results may lead to significant changes in our industry.

         Since  a  substantial   portion  of  both  business  and  leisure   airline   travel  is
discretionary,  the  industry  tends to  experience  adverse  financial  results  during  general
economic   downturns.   The  airline  industry  has  been  experiencing  a  decline  in  traffic,
particularly  business traffic,  due to slower general economic conditions  beginning in 2000 and
more  recently,  from the lingering  impact of the terrorist  attacks of September 11, 2001,  the
war in Iraq and the  outbreak of severe acute  respiratory  syndrome.  The  industry  experienced
record  losses for the year ended 2001 and the major U.S.  airlines  reported  net losses of more
than $3.6 billion in calendar year ended December 31, 2003.

         In response to these adverse  financial  results,  some  airlines have been  reexamining
their   traditional   business   models  and  have  taken   actions  in  an  effort  to  increase
profitability,   such  as  reducing  capacity  and  rationalizing  fleet  types,  furloughing  or
terminating  employees,  limiting service  offerings,  attempting to renegotiate  labor contracts
and  reconfiguring  flight  schedules,  as well as other  efficiency and  cost-cutting  measures.
Despite these  business  model  adjustments,  financial  losses have continued and US Airways and
United filed for Chapter 11 bankruptcy  protection in 2002.  Additional airline  bankruptcies and
restructurings  may occur,  potentially  resulting in substantial  change in our industry,  which
could adversely affect our business.

Our insurance  costs have  increased  substantially  as a result of the September  11th terrorist
attacks, and further increases in insurance costs would harm our business.

         Following the September 11 terrorist attacks,  aviation insurers dramatically  increased
airline  insurance  premiums and significantly  reduced the maximum amount of insurance  coverage
available to airlines for liability to persons other than  passengers  for claims  resulting from
acts of  terrorism,  war or similar  events to $50  million  per event and in the  aggregate.  In
light of this development,  under the Air  Transportation  Safety and System  Stabilization  Act,
the U.S.  government  has provided  domestic  airlines  with excess war risk  coverage  above $50
million up to an estimated $1.6 billion per event for us.

         In  December  2002,  under  the  Homeland  Security  Act of 2002,  the  U.S.  government
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expanded  its  insurance  program to permit  airlines  to elect  either the  government�s  excess
third-party  coverage  or for the  government  to become the  primary  insurer  for all war risks
coverage.  We elected the latter in February 2003 and  discontinued  the  commercially  available
war risk  coverage.  The  Appropriations  Act  authorized  the  government to offer both policies
through  August 31, 2004. We cannot assure you that this coverage will  continue.  We expect that
if the  government  stops  providing  war risk  coverage to the airline  industry,  the  premiums
charged by aviation  insurers for this  coverage will be  substantially  higher than the premiums
currently charged by the government.  Significant  increases in insurance premiums would harm our
financial condition and results of operations.

Our  financial  results  and  reputation  could be harmed in the event of an accident or incident
involving our aircraft.

         An  accident  or  incident  involving  one of  our  aircraft  could  involve  repair  or
replacement  of a  damaged  aircraft  and its  consequential  temporary  or  permanent  loss from
service,  and significant  potential claims of injured passengers and others.  We are required by
the DOT and our lenders and lessors to carry hull,  liability  and war risk  insurance.  Although
we believe we  currently  maintain  liability  insurance  in  amounts  and of the type  generally
consistent  with  industry  practice,  the amount of such coverage may not be adequate and we may
be forced to bear  substantial  losses from an accident.  Substantial  claims  resulting  from an
accident  in excess of our related  insurance  coverage  would harm our  business  and  financial
results.  Moreover,  any aircraft  accident or  incident,  even if fully  insured,  could cause a
public  perception  that we are less safe or reliable than other  airlines,  which would harm our
business.

We are in a high fixed cost business, and any unexpected decrease in revenues would harm us.

         The  airline  industry  is  characterized  by low profit  margins  and high fixed  costs
primarily for personnel,  fuel, aircraft ownership and lease costs and other rents.  The expenses
of an aircraft flight do not vary  significantly  with the number of passengers carried and, as a
result,  a  relatively  small  change in the  number of  passengers  or in  pricing  would have a
disproportionate  effect  on the  airline�s  operating  and  financial  results.  Accordingly,  a
shortfall from expected  revenue levels can have a material  adverse effect on our  profitability
and liquidity.  Airlines are often affected by factors  beyond their control,  including  weather
conditions,  traffic congestion at airports and increased  security measures,  any of which could
harm our operating results and financial condition.

         Like other  airlines,  we are subject to delays  caused by factors  beyond our  control,
including adverse weather  conditions,  air traffic congestion at airports and increased security
measures.  Delays frustrate  passengers,  reduce aircraft  utilization and increase costs, all of
which  negatively  affect  profitability.  During  periods of snow,  rain,  fog,  storms or other
adverse weather conditions,  flights may be cancelled or significantly delayed.  Cancellations or
delays due to weather  conditions,  traffic control  problems and breaches in security could harm
our operating results and financial condition.

We are subject to strict federal regulations,  and compliance with federal regulations  increases
our costs and decreases our revenues.

         Airlines  are  subject to  extensive  regulatory  and legal  requirements  that  involve
significant  compliance  costs.  In the last several years,  Congress has passed laws and the DOT
and FAA have  issued  regulations  relating  to the  operation  of  airlines  that have  required
significant  expenditures.  For example,  the President signed into law the  Stabilization Act in
November 2001.  This law  federalized  substantially  all aspects of civil aviation  security and
requires,  among other things,  the  implementation  of certain security measures by airlines and
airports,  including a requirement  that all passenger  baggage be screened.  Funding for airline
and airport  security under the law is primarily  provided by a new $2.50 per enplanement  ticket
tax effective  February 1, 2002, with authority  granted to the TSA to impose  additional fees on
air carriers if  necessary.  Under the  Appropriations  Act enacted on April 16, 2003,  the $2.50
enplanement  tax was  temporarily  suspended on ticket sales from June 1, 2003 through  September
30,  2003.  This  enplanement  tax  resumed on October 1, 2003.  In  addition,  the  acquisition,
installation and operation of the required baggage  screening  systems by airports will result in
capital  expenses  and  costs by those  airports  that will  likely be passed on to the  airlines
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through  increased use and landing fees.  On February 17, 2002,  the Stabilization  Act imposed a
base security  infrastructure  fee on commercial  air carriers in an amount equal to the calendar
year ended 2000 airport security expenses.  The infrastructure fee for us is $1,625,000  annually
subject to final audit.  The  Administration  is proposing a  legislative  change to the Aviation
and  Transportation  Security  Act that would more than  double the amount of the  infrastructure
fees paid by  airlines  under the  Aviation  Security  Infrastructure  Fee. It is  impossible  to
determine  at this time  exactly  what the full cost  impact  will be of the  increased  security
measures imposed by the Stabilization Act.

         Although we have  obtained the necessary  authority  from the DOT and the FAA to conduct
flight  operations  and are currently  obtaining  such authority from the FAA with respect to our
Airbus  aircraft,  we must maintain this authority by our continued  compliance  with  applicable
statutes,  rules,  and regulations  pertaining to the airline  industry,  including any new rules
and regulations that may be adopted in the future.  We believe that the FAA strictly  scrutinizes
smaller  airlines  like  ours,  which  makes  us  susceptible  to  regulatory  demands  that  can
negatively  impact our operations.  We may not be able to continue to comply with all present and
future rules and regulations.  In addition,  we cannot predict the costs of compliance with these
regulations  and the effect of  compliance  on our  profitability,  although  these  costs may be
material.  We also expect  substantial  FAA scrutiny as we transition from our Boeing fleet to an
all Airbus fleet.  An accident or major incident  involving one of our aircraft would likely have
a material adverse effect on our business and results of operations.

Substantial consolidation in the airline industry could harm our business.

         Since  its  deregulation  in  1978,  the  airline  industry  has  undergone  substantial
consolidation   through  mergers  and  strategic   alliances,   and  it  may  undergo  additional
consolidation  in the  future.  Recent  economic  conditions  and  airline  financial  losses may
contribute  to further  consolidation  within our  industry.  Any  consolidation  or  significant
alliance  activity  within the airline  industry  could  increase  the size and  resources of our
competitors, which, in turn, could adversely affect our ability to compete.

Item 2:  Properties

Aircraft

       As of June 1, 2004,  excluding  JetExpress,  we operate 9 Boeing 737  aircraft,  26 Airbus
A319 aircraft, and 6 Airbus A318 aircraft in all-coach seating  configurations.  The age of these
aircraft,  their passenger  capacities and expiration  years for the leased aircraft are shown in
the following table:

                                                              Approximate
                                                               Number of
Aircraft             No.of             Year of                 Passenger              Lease
Model Aircraft Manufacture Seats Expiration

B-737-300             9               1986-1998                   136               2004-2006
A319                  9               2001-2003                   132                 owned
A319                 17               2001-2004                   132               2007-2016
A318                  5               2002-2003                   114                 owned
A318                  1                 2004                      114                  2016

         We have adopted a fleet  replacement  plan to phase out our Boeing  aircraft and replace
them with a  combination  of Airbus A319 and A318  aircraft.  In March 2000,  we entered  into an
agreement,  as  subsequently  amended in 2003,  to purchase 32 Airbus  aircraft.  As of March 31,
2004, we had taken  delivery of 16 of these  aircraft,  one of which we sold in December 2002 and
leased back.  Prior to the  delivery of the aircraft we assigned two of the purchase  commitments
to two lessors in February  2003 and  September  2003.  We agreed to lease two of these  aircraft
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over a  five-year  term and the third  for a 12-year  term.  In  January  2004,  we  executed  an
agreement for the  sale-leaseback  of two A319  aircraft  scheduled for delivery in June and July
2004.  There are no other  purchased  aircraft  scheduled  for  delivery  until  June  2005.  Our
purchase  agreement with Airbus also includes  purchase rights for up to 23 additional  aircraft,
and allows us to  purchase  Airbus  A318 or A320  aircraft  in lieu of the A319  aircraft  at our
option.  The  agreement  also  requires  us to lease  at  least  three  new  Airbus  A319 or A320
aircraft  from  operating  lessors  for  delivery  in  calendar  year 2004,  one of which we took
delivery  of in February  2004 and the  remaining  two are to be leased  under  operating  leases
beginning  with their  delivery in April 2004 and May 2004.  As of March 31,  2004,  we intend to
lease as many as 22  additional  A318 or A319  aircraft  from third party  lessors  over the next
three years.  We have remaining firm purchase commitments for 14 Airbus  aircraft,  excluding the
June and July 2004  sale-leaseback  aircraft.  We plan to  completely  phase out our older Boeing
aircraft by September 30, 2005, and anticipate the following  fleet  composition as of the end of
each fiscal year through 2008:

Fiscal Year Ending        A319          A318          B737-300          End
                                                                      of Year
                                                                    Cumulative
                                                                   Total Fleet       

March 31, 2005             37             7               4              48
March 31, 2006             43             7               0              50
March 31, 2007             50             7               0              57
March 31, 2008             55             7               0              62

         This table does not include  any of the 23 Airbus  aircraft  for which we have  purchase
rights,  which would allow us to take delivery of additional  A319 or A320 aircraft  beginning in
fiscal year 2006.

         During the year  ended  March 31,  2004,  we ceased  using the  remaining  three  Boeing
737-200  leased  aircraft,  two of which had lease  terminations  in October  2003 and one with a
lease  termination  date in  October  2005.  We also  took six  Boeing  737-300  aircraft  out of
service due to lease expirations.

Facilities

         In January 2001, we moved our general and  dministrative  offices to a new  headquarters
facility near DIA, where we lease  approximately  70,000 square feet of space for a lease term of
12 years at an average annual rental of  approximately  $964,000 plus  operating and  maintenance
expenses.  In May 2004 we  leased  an  additional  14,000  square  feet of  space  in a  building
adjacent to our main  headquarters  beginning July 2004 for a lease term of 4 years at an average
annual rental of approximately $266,000 plus operating and maintenance expenses.

         The Denver reservations facility relocated in July 2001 to a 16,000 square foot facility,
also in Denver,  which we have  leased for a 10-year  lease term at an average  annual  rental of
approximately  $141,000 plus operating and maintenance  expenses.  In August 2000, we established
a  second   reservations   center  facility  in  Las  Cruces,   New  Mexico.   This  facility  is
approximately  12,000  square  feet and is leased for a term of 122  months at an average  annual
rental of approximately $129,000 plus operating and maintenance expenses.

         We have entered into an airport lease and facilities agreement expiring in 2010 with the
City and  County of Denver at DIA for  ticket  counter  space,  gates and  associated  operations
space at a current  annual rental rate of  approximately  $10,368,000  for these  facilities.  We
anticipate  leasing an additional  two gates  beginning July 2004 and are  negotiating  the final
details of the lease amendment.

         We sublease a portion of Continental  Airlines� hangar at DIA until  February 2007 for a
current annual rental of approximately  $2,904,000.  Upon 18 months written notice,  either party
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can terminate the agreement.

         Each of our airport locations requires  leased space  associated  with gate  operations,
ticketing and baggage operations.  We either lease the ticket counters,  gates and airport office
facilities at each of the airports we serve from the  appropriate  airport  authority or sublease
them from other  airlines.  Total annual rent  expense for these  facilities,  excluding  DIA, is
approximately  $12,681,000  based on rents  paid for the month of March  2004.  Additionally,  we
lease maintenance  facilities in Kansas City,  Missouri and Phoenix,  Arizona at a current annual
rental  of  approximately  $172,000  for  these  facilities.   In  August  2003,  we  closed  our
maintenance  facility in El Paso,  Texas but we are still  obligated for the monthly rent through
August  2007.  The  current  annual  rental  for  our El  Paso,  Texas  maintenance  facility  is
approximately $88,000

Item 3:  Legal Proceedings

         From time to time, we are engaged in routine litigation  incidental to our business.  We
believe  there are no legal  proceedings  pending  in which we are a party or of which any of our
property is the subject that are not  adequately  covered by insurance  maintained by us or which
have  sufficient  merit to result in a  material  adverse  affect  upon our  business,  financial
condition, results of operations, or liquidity.

Item 4:  Submission of Matters to a Vote of Security Holders

         During the fourth quarter of the fiscal year covered by this  report,  we did not submit
any matters to a vote of our security holders through the solicitation of proxies or otherwise.

PART II

Item 5: Market for Common  Equity,  Related  Stockholder  Matters and Issuer  Purchases of Equity
Securities

Price Range of Common Stock

         The following table shows the range of high and low sales prices per share for our common
stock for the periods  indicated  and as reported by Nasdaq  through  June 1, 2004.  As of June 1,
2004, there were 1,401 holders of record of our common stock.

                                                Price
                                               Range of
                                                Common

Stock
Quarter Ended High Low

             June 30, 2002        $    20.00                  7.75
             September 30, 2002         8.98                  4.43
             December 31, 2002          8.00                  4.00
             March 31, 2003             7.12                  3.51

             June 30, 2003             10.00                  4.95
             September 30, 2003        18.26                  9.06
             December 31, 2003         19.40                 11.94
             March 31, 2004            15.17                  8.90

             June30, 2004 (through     11.63                  8.49
             June 1, 2004)
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Dividend Policy

         We have not declared or paid cash dividends on our common stock.  We currently intend to
retain any future  earnings to fund  operations  and the continued  development  of our business,
and,  thus,  do not  expect to pay any cash  dividends  on our  common  stock in the  foreseeable
future.  Future cash  dividends,  if any,  will be  determined by our Board of Directors and will
be based upon our earnings,  capital  requirements,  financial condition and other factors deemed
relevant by the Board of Directors.

Securities Authorized for Issuance Under Equity Compensation Plans

         The information required by this Item is  incorporated  herein by  reference to the data
under the heading  "Securities  Authorized for Issuance Under Equity  Compensation  Plans" in the
Proxy  Statement  to be used in  connection  with the  solicitation  of  proxies  for our  annual
meeting  of  shareholders  to be held on  September  9,  2004.  We intend to file the  definitive
Proxy Statement with the SEC on or before July 30, 2004.

Item 6:  Selected Financial Data

         The following selected financial and operating data as of and for each of the years ended
March 31, 2004,  2003, 2002,  2001, and 2000 are derived from our audited  financial  statements.
This data should be read in conjunction with  "Management�s  Discussion and Analysis of Financial
Condition  and  Results of  Operations,"  and the  financial  statements  and the  related  notes
thereto included elsewhere in this report.

                                      2004          2003          2002         2001          2000
       (Amounts in thousands except per share amounts)         

Statement of Operations Data:
Total operating revenues         $  643,679    $  469,936    $  445,075   $  472,876    $  329,820
Total operating expenses            615,682       500,727       428,689      392,155       290,511
Operating income (loss)              27,997       (30,791)       16,386       80,721        39,309
Income  (loss)  before  income
  tax expense (benefit) and
  cumulative effect of change
  in accounting principle            20,457       (39,509)       24,832       88,332        43,415
Income tax expense (benefit)          7,822       (14,655)        8,282       33,465        16,954
Income (loss) before cumulative
  effect of change in accounting
  principle                          12,635       (24,854)       16,550       54,868        26,460
Cumulative effect of change in
  accounting principle                 -            2,011          -            -              549
Net income (loss)                    12,635       (22,843)       16,550       54,868        27,010
Income (loss) pershare
  before cumulative effect
  of a change in accounting
  principle:
    Basic                              0.39         (0.84)         0.58         2.02          1.02
    Diluted                            0.36         (0.84)         0.56         1.90          0.94
Net income (loss) per share:
    Basic                              0.39         (0.77)         0.58         2.02          1.04
    Diluted                            0.36         (0.77)         0.56         1.90          0.95

Balance Sheet Data:
Cash and cash equivalents        $  188,609    $  102,880     $  87,555   $  109,251     $  67,851
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Current Assets                      269,733       191,291       193,393      199,794       140,361
Total assets                        769,706       588,315       413,685      295,317       187,546
Current liabilities                 181,659       130,519       152,064      136,159        98,475
Long-term debt                      280,001       261,739        66,832          204           329
Total liabilities                   511,764       429,348       244,552      150,538       106,501
Stockholders� equity                257,942       158,967       169,133      144,779        81,045
Working capital                      88,074        60,772        41,329       63,635        41,886

                                                          Year Ended March 31,
     2004          2003          2002         2001          2000   

Selected Operating Data:
Passenger revenue (000s) (1)
        Mainline                 $  615,390    $  460,188     $ 435,946   $  462,609     $ 320,850
        Regional partner  (2)        11,191          -             -            -             -
        System combined             626,581       460,188       435,946      462,609       320,850
Revenue passengers carried (000s)
        Mainline                      5,569         3,926         3,069        3,017         2,284
        Regional partner  (2)           115          -             -            -             -
        System combined               5,684         3,926         3,069        3,017         2,284
Revenue passenger miles (RPMs)(000s)(3)
        Mainline                  5,120,587     3,599,553     2,756,965    2,773,833     2,104,460
        Regional partner  (2)        75,974          -             -            -             -
        System combined           5,196,561     3,599,553     2,756,965    2,773,833     2,104,460
Available seat miles (ASMs) (000s) (4)
        Mainline                  7,153,740     6,013,261     4,592,298    4,260,461     3,559,595
        Regional partner (2)        111,144          -             -            -             -
        System combined           7,264,884     6,013,261     4,592,298    4,260,461     3,559,595
Passenger load factor (5)
        Mainline                      71.6%         59.9%         60.0%        65.1%         59.1%
        Regional partner  (2)         68.4%          -             -            -             -
        System combined               71.5%         59.9%         60.0%        65.1%         59.1%
Mainline break-even load factor (6)   68.8%         65.0%         56.6%        52.7%         51.1%
Mainline block hours (7)            142,466       120,297        92,418       83,742        71,276
Mainline departures                  61,812        53,081        41,736       38,556        33,284
Mainline average seats per
  departure                             132           132           132          132           129
Mainline average stage length           877           858           834          837           829
Mainline average length of haul         919           917           898          919           921
Mainline average daily block hour
  utilization (8)                      10.4           9.8           9.1          9.4           9.9
Yield per RPM (cents) (9) (10)
        Mainline                      11.96         12.74         15.78        16.66         15.23
        Regional partner  (2)         14.73          -             -            -             -
        System combined               12.01         12.74         15.78        16.66         15.23
Total yield per RPM (cents) (11)
        Mainline                      12.35         13.06         16.14        17.05         15.67
        Regional partner  (2)         14.73          -             -            -             -
        System combined               12.39         13.06         16.14        17.05         15.67
Yield per ASM (cents) (10) (12)
        Mainline                       8.56          7.63          9.47        10.85          9.00
        Regional partner  (2)         10.07          -             -            -             -
        System combined                8.59          7.63          9.47        10.85          9.00
Total yield per ASM (cents) (13)
        Mainline                       8.84          7.81          9.69        11.10          9.27
        Regional partner  (2)         10.07          -             -            -             -
        System combined                8.86          7.81          9.69        11.10          9.27
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                                                          Year Ended March 31,
  2004          2003          2002         2001         2000     

Selected Operating Data (continued):
Cost per ASM (cents)
        Mainline                       8.40          8.33          9.33         9.20          8.16
        Regional Partner  (2)         13.17          -             -            -             -
        System Combined                8.47          8.33          9.33         9.20          8.16
Fuel expense per ASM (cents)           1.52          1.43          1.33         1.66          1.25
Mainline cost per ASM
  excluding fuel (cents) (14)          6.88          6.90          8.00         7.54          6.91
Mainline average fare (15)             $104          $109          $132         $146          $134
Mainline  average  aircraft in
  service                              37.3          33.8          27.8         24.5          19.7
Mainline  aircraft  in service
  at end of year                       38.0          36.0          30.0         25.0          23.0
Mainline average age of
  aircraft at end of year               3.9           7.4          10.6         11.4          10.5

(1)  "Passenger revenue" includes revenues for non-revenue passengers, charter revenues, administrative
     fees, and revenue recognized for unused tickets that are greater than one year from issuance date.
(2)  In September 2003, we signed a 12-year agreement with Horizon, under which Horizon operates up
     to nine 70-seat CRJ 700 aircraft under our Frontier JetExpress  brand. The  service  began on
     January 1, 2004 and replaced our codeshare with Mesa Airlines which terminated on December 31,
     2003. In  accordance  with Emerging  Issues Task Force No.  01-08,  "Determining  Whether an
     Arrangement  Contains a Lease" ("EITF 01-08"),  we have concluded that the Horizon agreement
     contains  leases as the  agreement  conveys the right to use a specific  number and specific
     type of aircraft over a stated period of time.  Therefore,  we began recording  revenues and
     expenses  related to the Horizon  agreement  gross.  Under the Mesa  agreement,  we recorded
     JetExpress  revenues  reduced  by  related  expenses  net  in  other  revenues.   JetExpress
     operations  under the Mesa  agreement  from  April 1,  2003 to  December  31,  2003 and from
     February 1, 2003 to March 31, 2003 are not included in regional  partner  statistics in 2004
     and 2003 as the Mesa  arrangement was effective prior to May 28, 2003, the effective date of
     EITF 01-08.

     Amounts  included in other revenues for Mesa for the years ended March 31, 2004, 2003, 2002,
2001 and 2000 were as follows:

                                                             Year Ended March 31,
        2004          2003          2002         2001         2000  

     Mesa revenues (000s)          $    25,155    $    1,608    $     -       $    -       $    -
     Mesa expenses (000s)              (23,438)       (2,314)         -            -            -    
     Net amount in other revenues  $     1,717    $     (706)   $     -       $    -       $    -
                                 ====================================================================

     Mesa�s  revenue  passenger  miles (RPMs) and available seat miles (ASMs) for the years ended
     March 31, 2004, 2003, 2002, 2001 and 2000 were as follows:

                                                             Year Ended March 31,
        2004          2003          2002         2001         2000  

     Mesa RPMs (000s)                  148,163        11,004          -            -             -
     Mesa ASMs (000s)                  174,435        17,759          -            -             -

(3)  "Revenue passenger miles," or RPMs, are determined  by multiplying the number of fare-paying
     passengers carried by the distance flown.

Edgar Filing: FRONTIER AIRLINES INC /CO/ - Form 10-K/A

26



(4)  "Available seat miles," or ASMs, are determined by multiplying the number of seats available
     for passengers by the number of miles flown.
(5)  "Passenger load factor" is determined by dividing  revenue passenger miles by available seat
     miles.
(6)  "Mainline break-even load factor" is the passenger load factor that will result in operating
     revenues being equal to operating expenses, assuming constant revenue per passenger mile and
     expenses.  The  break-even  load  factor  for the year ended  March 31,  2004  includes  the
     following  special  items net of the  effect of profit-sharing:  $13,842,000 of compensation
     received  under  the  Appropriations Act, the write-off of deferred loan costs of $9,677,000
     associated  with the  prepayment  of all of  the  government  guaranteed  loan; a charge for
     Boeing  aircraft  and  facility  lease  exit  costs  of  $4,949,000;  a  loss  of $1,664,000
     on  the  sale  of  one  Airbus  aircraft  in  a  sale-leaseback  transaction  and  from  the
     sale of a spare engine;  a write down of  $3,376,000 of the carrying  value of spare engines
     and rotable parts that support the Boeing  737-300  aircraft;  and $1,061,000 of flight crew
     training  expenses  related to the  start-up of our new  Frontier  JetExpress  regional  jet
     relationship  with  Horizon.  The  break-even  load factor for the year ended March 31, 2003
     includes  special  items net of the effect of profit-sharing of the cost associated with the
     early extinguishment of debt totaling  $1,774,000 and a write-down of the carrying values of
     the Boeing aircraft parts totaling $2,478,000.
(7)  "Mainline block hours" represent the time between  aircraft gate departure and aircraft gate
     arrival.
(8)  "Mainline average daily block hour utilization" represents the total block hours  divided by
     the number of aircraft days in service, divided by the  weighted  average of aircraft in our
     fleet during that period.  The number of aircraft includes  all  aircraft  on our  operating
     certificate,  which  includes  scheduled  aircraft,  as well as aircraft  out of service for
     maintenance and operational spare aircraft,  and excludes aircraft removed  permanently from
     revenue service or new aircraft not yet placed in revenue service.
(9)  "Yield per RPM" is determined  by dividing passenger revenues (excluding charter revenue) by
     revenue passenger miles.
(10) For purposes of these yield calculations,  charter revenue is excluded from passenger revenue.
     These figures may be deemed non-GAAP financial  measures  under regulations  issued  by  the
     Securities  and  Exchange  Commission.  We  believe  that  presentation  of yield  excluding
     charter  revenue is useful to investors  because charter flights are not included in RPMs or
     ASMs.  Furthermore,  in preparing  operating plans and forecasts,  we rely on an analysis of
     yield exclusive of charter revenue.  Our presentation of non-GAAP  financial measures should
     not be viewed as a substitute  for our financial or  statistical  results based on GAAP. The
     calculation of passenger revenue excluding charter revenue is as follows:

                                                           Year Ended March 31,
        2004         2003          2002          2001         2000   

     Passenger revenues -
     mainline, as reported          $  615,390    $  460,188    $  435,946   $  462,609    $  320,850
        Less: charter revenue            2,724         1,515         1,101          472           314 
     Passenger revenues -
     mainline excluding charter        612,666       458,673       434,845      462,137       320,536
        Add: Passenger revenues
        - regional partner              11,191          -             -            -             -    
     Passenger revenues,
     system combined                $  623,857    $  458,673    $  434,845   $  462,137    $  320,536
                                ========================================================================

(11) "Total yield  per RPM" is determined by  dividing total revenues by revenue passenger miles.
(12) "Yield per ASM" is determined by dividing  passenger revenues (excluding charter revenue) by
     available seat miles.
(13) "Total yield per ASM" is determined by dividing total revenues by available seat miles.
(14) This may be deemed a non-GAAP financial measure under regulations issued by the Securities and
     Exchange  Commission. We believe the  presentation of financial  information  excluding fuel
     expense is useful to investors because we believe that fuel  expense tends to fluctuate more
     than other operating expenses, it facilitates  comparison of  results of operations  between
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     current  and  past periods and enables  investors  to better  forecast future  trends in our
     operations. Furthermore, in preparing operating plans and forecasts, we rely, in part,on trends
     in our historical results of operations excluding fuel expense.  However, our presentation of
     non-GAAP  financial  measures should not be viewed as a substitute for our financial results
     determined in accordance with GAAP.
(15) "Mainline average fare" excludes revenue included in passenger revenue for charter and  non-
     revenue  passengers, administrative fees, and revenue recognized for unused tickets that are
     greater than one year from issuance date.

Item 7:         Management�s Discussion and Analysis of Financial Condition and Results of Operations

Selected Operating Statistics

         The following table  provides  our  operating  revenues  and  expenses  for our mainline
operations  expressed as mainline  costs per available  seat mile ("CASM") and as a percentage of
total  mainline  operating  revenues,  for the  years  ended  March  31,  2004,  2003,  and 2002.
Regional  partner  revenues,  expenses  and  ASMs  were  excluded  from  this  table  to  provide
comparable amounts to the prior years presented.

        2004                    2003                       2002       
                            Per           %         Per          %             Per           %
                           total         of        Total        of            total         of

ASM Revenue ASM Revenue ASM Revenue

Revenues:
    Passenger              8.60         97.3%      7.65        97.9%          9.49         97.9%
    Cargo                  0.11          1.3%      0.09         1.2%          0.15          1.5%
    Other                  0.13          1.4%  0.07         0.9%  0.05          0.6% 
Total revenues             8.84        100.0%      7.81       100.0%          9.69        100.0%
                          ====================    ===================        ====================

Operating expenses:
    Flight operations      1.47         16.6%      1.42        18.2%          1.41         14.6%
    Aircraft fuel expense  1.52         17.2%      1.43        18.3%          1.33         13.7%
    Aircraft lease expense 0.98         11.1%      1.18        15.0%          1.42         14.6%
    Aircraft and traffic
      servicing            1.54         17.5%      1.44        18.4%          1.53         15.8%
    Maintenance            1.04         11.7%      1.26        16.1%          1.53         15.8%
    Promotion and sales    0.91         10.3%      0.88        11.3%          1.29         13.4%
    General and
      administrative       0.52          5.8%      0.43         5.6%          0.57          5.9%
    Aircraft lease and
      facility exit costs  0.07          0.8%       -            -             -             -
    Loss on sale-leaseback
      of aircraft          0.02          0.2%       -            -             -             -
    Depreciation and
      amortization         0.33          3.8%  0.29         3.7%  0.25          2.6%  

Total operating expenses   8.40         95.0%      8.33       106.6%          9.33         96.4%
                          ====================    ===================        =====================

Results of Operations - Year Ended March 31, 2004 Compared to Year Ended March 31, 2003

Overview

         We intend to continue our focused growth strategy, which includes a fleet transition from
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a Boeing  fleet to an all Airbus  fleet.  We intend to operate an all Airbus  fleet by  September
2005.  One of the key  elements  of  this  strategy  is to  produce  cost  savings  because  crew
training is  standardized  for  aircraft of a common  type,  maintenance  issues are  simplified,
spare parts  inventory is reduced,  and  scheduling is more  efficient.  As of March 31, 2004, we
have remaining firm purchase  commitments for 14 Airbus  aircraft,  excluding two  sale-leaseback
aircraft  expected  to be  delivered  in June and July  2004,  and  intend to lease as many as 22
additional  A318 or A319 aircraft  from third party lessors over the next three years.  We intend
to use these  additional  aircraft to provide service to new markets and or to add frequencies to
existing markets that we believe are underserved.

         The airline industry continues to operate in an intensely competitive  market. We expect
competition  will remain intense,  as adverse  economic  conditions  continue to exist.  Business
and leisure  travelers  continue to  reevaluate  their  travel  budgets and remain  highly  price
sensitive.  Increased  competition has prompted  aggressive  strategies from competitors  through
discounted  fares and  sales  promotions.  Additionally,  the  intense  competition  has  created
financial  hardship for some of our competitors  that have been forced to reduce capacity or have
been forced into bankruptcy protection.

         We believe we have a  proven  management  team  and a strong  company  culture  and will
continue to focus on  differentiating  the product and service we provide to our  passengers.  We
intend our product and service to be affordable,  flexible,  and accommodating.  This begins with
our  employees  who  strive  to offer  friendly  customer  service  and keep  operations  runninTD> 

Adjustments resulting from expiration
of warrants recognized in earnings

(341
)

Adjustments resulting from change in
value of warrants recognized in
earnings

(1,234
)

Balance at March 31, 2010

$
5,060
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During the three-months ended March 31, 2010, the fair value of common stock warrants
decreased approximately $1.6 million due to the change in value of warrants recognized in earnings
during the period and expiration of certain warrants issued in 2009. The
fair value of common stock warrants are measured on their respective origination dates and at the
end of each reporting period using Level 3 inputs in accordance with the accounting guidance. The
significant assumptions used in the calculations under the Black-Scholes pricing model as of March
31, 2010, included an expected term based on the remaining contractual life of the warrants, a
risk-free interest rate based upon observed interest rates appropriate for the expected term of the
instruments, volatility based on the historical volatility of the Company�s common stock, and a
zero dividend rate based on the Company�s past, current and expected practices of granting
dividends on common stock.

We did not elect the fair value option, as allowed, to account for financial assets and
liabilities that were not previously carried at fair value. Therefore, material financial assets
and liabilities that are not carried at fair value, such as trade accounts receivable and payable,
are still reported at their historical carrying values.

Certain Risks and Concentrations

We are subject to concentration of credit risk primarily from our cash investments. Under our
investment guidelines, credit risk is managed by diversification of the investment portfolio and by
the purchase of investment-grade securities.

Our products are concentrated with a limited number of customers who use or prescribe the use
of oncology products. For the three months ended March 31, 2010, approximately 9% of our product
sales relate to FUSILEV and were derived from specialty distributors of oncology products as compared to 78%
for the three months ended March 31, 2009. For ZEVALIN, we recorded 91% of revenues from end user
customers for the three month period ended March 31, 2010, as compared to 22% from radiopharmacies
for the three months ended March 31, 2009. At the end of March 2010, only one specialty distributor
(for FUSILEV) owed us more than 10% of total net accounts receivables. At March 31, 2009, for
FUSILEV, one specialty distributor and, for ZEVALIN, one radiopharmacy individually owed us more
than 10% of the total net accounts receivables. Due to changes in market dynamics, these ratios are
not indicative of future concentrations. We maintain reserves for potential credit losses and such
losses, in the aggregate, have not exceeded our estimates. We do not require collateral or other
security to support credit sales, but provide an allowance for bad debts when warranted.

Currently
we have single source suppliers (one for each drug product) for raw materials, and the manufacture of finished
product of ZEVALIN and FUSILEV. A disruption in supply could materially affect our sales. In
addition, ZEVALIN product is ordered on an individual patient need basis and the product needs to
be delivered timely in ordered to be used, because it is a radiopharmaceutical. We could suffer
product losses if there is any disruption in the timely delivery of supply.
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Similarly, we have single source suppliers (one for each development drug candidate) for raw materials, and
manufacturing of finished product for our development drug candidates. If we are unable to obtain sufficient
quantities of such product, our research and development activities may be adversely affected.
Inventories
Inventory is stated at the lower of cost (first-in, first-out method) or market. The lower of cost or market is determined
based on net estimated realizable value after appropriate consideration is given to obsolescence, excessive levels,
deterioration, and other factors.
Property and Equipment
Property and equipment is stated at cost. Equipment is depreciated on a straight-line basis over its estimated useful life
(generally 5 to 7 years). Leasehold improvements are amortized over the shorter of the estimated useful life or lease
term. Maintenance and repairs are expensed as incurred. Major renewals and improvements that extend the life of the
property are capitalized.
All long-lived assets, including property and equipment, are reviewed for impairment whenever events or changes in
business circumstances indicate that the carrying amount of the assets may not be fully recoverable. If impairment is
indicated, we reduce the carrying value of the asset to fair value. Fair value would be determined by the use of
appraisals, discounted cash flow analyses or comparable fair values of similar assets.
Patents and Licenses
We expense all licensing and patent application costs as they are incurred.
Intangible Assets
Identifiable intangible assets with definite lives are amortized on a straight-line basis over their estimated useful lives.
We evaluate the recoverability of intangible assets whenever events or changes in circumstances indicate that an
intangible asset�s carrying amount may not be recoverable. Such circumstances could include, but are not limited to the
following:

i a significant decrease in the market value of an asset;

ii a significant adverse change in the extent or manner in which an asset is used; or

iii an accumulation of costs significantly in excess of the amount originally expected for the acquisition of
an asset.

We measure the carrying amount of the asset against the estimated undiscounted future cash flows associated with it.
Should the sum of the expected future net cash flows be less than the carrying value of the asset being evaluated, an
impairment loss would be recognized. The impairment loss would be calculated as the amount by which the carrying
value of the asset exceeds its fair value. No impairment loss was recorded during the three months ended March 31,
2010.
Acquisitions and Collaborations
For all in-licensing products, we evaluate the relevant accounting literature, including Accounting Standards
Codification (�ASC�) 810-10, �Consolidation� and ASC 805, �Business Combinations�.
ASC 810-10, �Consolidation�, requires an enterprise to perform an analysis to determine whether the enterprise�s
variable interest or interests give it a controlling financial interest in a variable interest entity. On the basis of our
interpretations and conclusions, we determine whether the acquisition falls under the purview of variable interest
entity accounting and if so, consider the necessity to consolidate the acquisition.
ASC 805, �Business Combination�, requires an enterprise to perform an analysis to determine if the inputs and / or
processes acquired in an acquisition qualify as a business. On the basis of our interpretations and conclusions, we
determine if the in-licensing products qualify as a business and whether to account for such products as a business
combination or an asset acquisition.

11
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Segment and Geographic Information
We operate in one business segment: acquiring, developing and commercializing prescription drug products.
Accordingly, the accompanying financial statements are reported in the aggregate, including all of our activities in one
segment. Our foreign operations were not significant for any of the periods presented herein.
Revenue Recognition
We sell our products to wholesalers and distributors of oncology products and to the end user, directly or through
group purchasing organizations (e.g., certain hospitals or hospital systems and clinics with which we have entered into
a direct purchase agreement). Our wholesalers and distributors purchase our products and sell the products directly to
end users, who include, but are not limited to, hospitals, clinics, medical facilities, managed care facilities and private
oncology-based practices. Revenue from product sales is recognized upon shipment of product when title and risk of
loss have transferred to the customer, and the following additional criteria are met:
(i) the price is substantially fixed and determinable;
(ii) our customer has economic substance apart from that provided by us;
(iii) our customer�s obligation to pay us is not contingent on resale of the product;
(iv) we do not have significant obligations for future performance to directly bring about the resale of our product; and
(v) we have a reasonable basis to estimate future returns.
Generally, revenue is recognized when all four of the following criteria are met:
(i) persuasive evidence that an arrangement exists;
(ii) delivery of the products has occurred, or services have been rendered;
(iii) the selling price is both fixed and determinable; and
(iv) collectibility is reasonably assured.
Provision for estimated product returns, sales discounts, rebates and chargebacks are established as a reduction of
gross product sales at the time such revenues are recognized. Thus, revenue is recorded, net of such estimated
provisions.
Consistent with industry practice, our product return policy generally permits our customers to return products within
30 days after shipment, if incorrectly shipped or not ordered, and within a window of time 6 months before and
12 months after the expiration of product dating, subject to certain restocking fees and preauthorization requirements,
as applicable. The returned product is destroyed if it is damaged, its quality is compromised or it is past its expiration
date. Based on our returns policy, we refund the sales price to the customer as a credit and record the credit against
receivables. In general, returned product is not resold. We generally reserve the right to decline granting a return and
to decide on product destruction. As of each balance sheet date, we estimate potential returns, based on several factors,
including: inventory held by distributors, sell through data of distributor sales to end users, customer and end-user
ordering and re-ordering patterns, aging of accounts receivables, rates of returns for directly substitutable products and
other pharmaceutical products for the treatment of therapeutic areas similar to indications served by our products,
shelf life of our products and the extensive experience of our management with selling the same and similar oncology
products. We record an allowance for future returns by recording them as accrued obligations. Historical allowances
for product returns have been within estimated amounts reserved or accrued.
We record Medicaid and Medicare rebates based on estimates for such expense. However, such amounts have not
been material to the financial statements.
We also state the related accounts receivable at net realizable value, with any allowance for doubtful accounts charged
to general operating expenses. If revenue from sales is not reasonably determinable due to provisions for estimates,
promotional adjustments, price adjustments, returns or any other potential adjustments, we defer the revenue and
recognize revenue when the estimates are reasonably determinable, even if the monies for the gross sales have been
received.

12
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Up-front fees representing non-refundable payments received upon the execution of licensing or other agreements are
recognized as revenue upon execution of the agreements where we have no significant future performance obligations
and collectability of the fees is reasonably assured. Milestone payments, which are generally based on the occurrence
of developmental or regulatory events, are recognized as revenue when the milestones are achieved, collectability is
reasonably assured, and we have no significant future performance obligations in connection with the milestone. In
those instances where we have collected fees or milestone payments but have significant future performance
obligations related to the development of the drug product, we record deferred revenue and recognize it over the
period of our future obligations.
Research and Development
Research and development expenses include salaries and benefits, clinical trial and related manufacturing costs,
contract and other outside service fees, and facilities and overhead costs related to our research and development
efforts. Research and development expenses also consist of costs incurred for proprietary and collaborative research
and development and include activities such as product registries and investigator-sponsored trials. Research and
development costs are expensed as incurred. In certain instances, we enter into agreements with third parties for
research and development activities, where we may prepay fees for services at the initiation of the contract. We record
such prepayment as a prepaid asset and charge research and development expense over the period of time the
contracted research and development services are performed. Other types of arrangements with third parties may be
fixed fee or fee for service, and may include monthly payments or payments upon the completion of milestones or
receipt of deliverables.
As of each balance sheet date, we review purchase commitments and accrue drug development expenses based on
factors such as estimates of work performed, patient enrollment, completion of patient studies and other events.
Accrued clinical study costs are subject to revisions as trials progress to completion. Revisions are recorded in the
period in which the facts that give rise to the revision become known.
Basic and Diluted Net (Loss) Income per Share
We calculate basic and diluted net loss per share using the weighted average number of common shares outstanding
during the periods presented, and adjust the amount of net loss, used in this calculation, for preferred stock dividends
declared during the period.
We incurred a net loss for the three-month period ended March 31, 2010, and as such, did not include the effect of
potentially dilutive common stock equivalents in the diluted net loss per share calculation, as their effect would be
anti-dilutive. For the period ended March 31, 2009, we earned a nominal profit, and we have included the effect of
potentially dilutive common stock equivalents in the diluted net loss per share calculation. Potentially dilutive
common stock equivalents include the 136,000 common stock issuable upon conversion of preferred stock and 68,902
common stock issuable upon the exercise of warrants and stock options that have conversion or exercise prices below
the market value of our common stock at the measurement date of March 31, 2009.
The following table sets forth the number of shares excluded from the computation of diluted earnings per share, as to
do so would have been anti-dilutive:

March 31,
2010 2009

Series E Preferred Shares 136,000 0
Stock Options 8,794,745 7,754,220
Warrants 6,746,319 5,444,555

15,677,064 13,198,775

Accounting for Employee Share-Based Compensation
We measure compensation cost for all share-based awards at fair value on the date of grant and recognize
compensation expense in our consolidated statements of operations over the service period that the awards are
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expected to vest. We have elected to recognize compensation expense for all options with graded vesting on a
straight-line basis over the vesting period of the entire option.
The fair value of share-based compensation is estimated based on the closing market price of our common stock on
the day prior to the award grant for stock awards, and the Black-Scholes Option Pricing Model for stock options and
warrants. We estimate volatility based on historical volatility of our common stock, and estimate the expected length
of options based on several criteria, including the vesting period of the grant and the term of the award.
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We recorded share-based employee compensation expense during the three-month periods ended March 31, 2010 and
2009, as follows:

Three Months Ended
March 31,
2010 March 31, 2009

($ in �000�s)
Research and development $ 1,058 $ 480
Selling, general and administrative 1,417 488

Total employee pre-tax share-based compensation $ 2,475 $ 968

Warrant accounting
We account for common stock warrants pursuant to the applicable guidance on accounting for derivative financial
instruments indexed to, and potentially settled in, a company�s own stock, on the understanding that in compliance
with applicable securities laws, registered warrants require the issuance of registered securities upon exercise and do
not sufficiently preclude an implied right to net cash settlement. We classify registered warrants on the condensed
consolidated balance sheet as a current liability, which is revalued at each balance sheet date subsequent to the initial
issuance. Determining the appropriate fair-value model and calculating the fair value of registered warrants require
considerable judgment, including estimating stock price volatility and expected warrant life. We develop our estimates
based on historical data. A small change in the estimates used may have a relatively large change in the estimated
valuation. We use the Black-Scholes pricing model to value the registered warrants. Changes in the fair market value
of the warrants are reflected in the condensed consolidated statement of operations as �Change in the fair value of
common stock warrant liability.�
Income Taxes
Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax
assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. The effect on the deferred tax assets and liabilities
of a change in tax rates is recognized in income in the period that includes the enactment date. We have determined
that the net deferred tax asset does not meet the �more likely than not� to be realized criteria and, accordingly, a
valuation allowance has been recorded to reduce the net deferred tax asset to zero.
Comprehensive Loss
Comprehensive loss disclosures include all components of comprehensive income, including net income and changes
in equity during a period from transactions and other events and circumstances generated from non-owner sources.
Comprehensive loss consists of net loss and other gains and losses affecting shareholders� equity that, under GAAP,
are excluded from net loss. Our accumulated other comprehensive loss at March 31, 2010 and December 31, 2009,
respectively, consisted primarily of net unrealized gains/losses on investments in marketable securities as of that date.
New Accounting Pronouncements
In June 2009, the Financial Accounting Standards Board (the �FASB�) issued authoritative guidance that requires
companies to perform an analysis to determine whether such companies� variable interest or interests give it a
controlling financial interest in a variable interest entity. This analysis identifies the primary beneficiary of a variable
interest entity as the enterprise that has both the power to direct the activities of a variable interest entity that most
significantly impact the entity�s economic performance, and the obligation to absorb losses or the right to receive
benefits of the entity that could potentially be significant to the variable interest entity. This guidance also requires
ongoing reassessments of whether an enterprise is the primary beneficiary of a variable interest entity and eliminates
the quantitative approach previously required for determining the primary beneficiary. This guidance was effective for
fiscal years beginning after November 15, 2009, which is our fiscal year 2010. We adopted the guidance in the first
quarter of 2010, and determined that none of the entities with which we currently conduct business or collaborate are
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New Accounting Standards Not Yet Adopted
In April 2010, the FASB issued an accounting standards update that provides guidance on the milestone method of
revenue recognition for research and development arrangements. This guidance allows an entity to make an
accounting policy election to recognize a payment that is contingent upon the achievement of a substantive milestone
in its entirety in the period in which the milestone is achieved. This guidance will be effective for fiscal years
beginning on or after June 15, 2010, which will be our fiscal year 2011, and may be applied prospectively to
milestones achieved after the adoption date or retrospectively for all periods presented, with earlier application
permitted. We have not yet evaluated the potential impact of adopting this guidance on our consolidated financial
statements.
In January 2010, the FASB issued new accounting guidance related to the disclosure requirements for fair value
measurements and provides clarification for existing disclosures requirements. More specifically, this update will
require (a) an entity to disclose separately the amounts of significant transfers in and out of Levels 1 and 2 fair value
measurements and to describe the reasons for the transfers; and (b) information about purchases, sales, issuances and
settlements to be presented separately (i.e. present the activity on a gross basis rather than net) in the reconciliation for
fair value measurements using significant unobservable inputs (Level 3 inputs). This guidance clarifies existing
disclosure requirements for the level of disaggregation used for classes of assets and liabilities measured at fair value
and requires disclosures about the valuation techniques and inputs used to measure fair value for both recurring and
nonrecurring fair value measurements using Level 2 and Level 3 inputs. The new disclosures and clarifications of
existing disclosure are effective for fiscal years beginning after December 15, 2009, except for the disclosure
requirements related to the purchases, sales, issuances and settlements in the rollforward activity of Level 3 fair value
measurements. Those disclosure requirements are effective for fiscal years ending after December 31, 2010. We have
evaluated the potential impact of adopting this guidance on our consolidated financial statements. We do not expect
that the adoption of the guidance will have a material impact on our consolidated financial statements.
In October 2009, the FASB issued an accounting standards update that requires an entity to allocate arrangement
consideration at the inception of an arrangement to all of its deliverables based on their relative selling prices,
eliminates the use of the residual method of allocation, and requires the relative-selling-price method in all
circumstances in which an entity recognizes revenue of an arrangement with multiple deliverables. This guidance will
be effective for revenue arrangements entered into or materially modified in fiscal years beginning on or after June 15,
2010, which will be our fiscal year 2011, with earlier application permitted. We have not yet evaluated the potential
impact of adopting this guidance on our consolidated financial statements.
Reclassification of Accounts
Certain reclassifications have been made to prior-year comparative financial statements to conform to the current year
presentation. These reclassifications had no effect on previously reported results of operations or financial position.
3. Accounts Receivable � Trade
Accounts receivable, net of allowance for doubtful accounts at March 31, 2010 and December 31, 2009, consisted of
the following:

March 31,
2010 December 31, 2009

($ in �000�s)
Accounts receivable gross $ 6,614 $ 8,808
Allowances for untreated kits (170) �
Allowances for doubtful accounts (185) (150)

Accounts receivable, net of allowances $ 6,259 $ 8,658

Allowances for chargebacks, discounts and rebates and returns are recorded as a part of other accrued liabilities on the
accompanying balance sheet. Allowances thus recorded consisted of the following as of March 31, 2010 and
December 31, 2009:
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March 31,
2010 December 31, 2009

($ in �000�s)
Allowance for discounts, chargebacks and rebates $ 1,099 $ 860
Allowance for returns 1,249 1,176

Total allowances $ 2,348 $ 2,036

No returns reserve is recorded for ZEVALIN since we invoice our end user customers and recognize revenues only
when a patient is treated with ZEVALIN.
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4. Inventories
Inventories, net of allowances consisted of the following at March 31, 2010 and December 31, 2009:

March 31,
2010 December 31, 2009

($ in �000�s)
Finished Goods $ 2,647 $ 3,039
Raw Materials 280 280
Less: reserve for inventory allowances (79) (89)

$ 2,848 $ 3,230

We continually review product inventories on hand. Inventory levels are evaluated relative to product demand,
remaining shelf life, future marketing plans and other factors, and reserves for obsolete and slow-moving inventories
are recorded for amounts which may not be realizable.
5. Commitments and Contingencies
Facility and Equipment Leases
As of March 31, 2010, we had obligations under a facility lease, which expires on July 1, 2016, and various operating
and capital equipment leases.
Minimum lease requirements, including the renewal terms of the facility lease for each of the next five years and
thereafter, under the property and equipment operating leases and capital leases, are as follows:

Operating
Lease Capital Lease

March 31, 2010 Commitments Commitments
($ in 000�s)

2010 (Remainder of year) $ 323 $ 50
2011 455 84
2012 484 �
2013 513 �
2014 542 �
Thereafter 863 �

$ 3,180 $ 134

Rent expense for the three-months periods ended March 31, 2010 and 2009 was approximately $169,000 and
$135,000, respectively.
Licensing Agreements
Almost all of our drug candidates are being developed pursuant to license agreements that provide us with rights in
certain territories to, among other things, develop, sublicense, manufacture and sell the drugs. We are generally
required to use commercially reasonable efforts to develop the drugs, are generally responsible for all development,
patent filing and maintenance, sales and marketing and liability insurance costs, and are generally contingently
obligated to make milestone payments to the licensors if we successfully reach development and regulatory milestones
specified in the license agreements. In addition, we are obligated to pay royalties and, in some cases, milestone
payments based on net sales, if any, after marketing approval is obtained from regulatory authorities.
The potential contingent development and regulatory milestone obligations under all of our licensing agreements are
generally tied to progress through the FDA approval process, which approval significantly depends on positive
clinical trial results. The following items are typical of such milestone events: conclusion of Phase 2 or
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commencement of Phase 3 clinical trials; filing of new drug applications in each of the United States, Europe and
Japan; and approvals from each of the regulatory agencies in those jurisdictions.
Given the uncertainty of the drug development and regulatory approval process, we are unable to predict with any
certainty when any of the milestones will occur, if at all. Accordingly, the milestone payments represent contingent
obligations that will be recorded as expense when the milestone is achieved. While it is difficult to predict when
milestones will be achieved, we estimate that if all of our contingent milestones are successfully achieved within our
anticipated timelines, our potential contingent cash development and regulatory milestone obligations, aggregating to
approximately $195.7 million as of March 31, 2010, would be due approximately as follows: $0.5 million within
12 months; $62.0 million in 2 to 3 years; $26.7 million in 4 to 5 years; and $106.5 million after 5 years.
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Service Agreements
In connection with the research and development of our drug products, we have entered into contracts with numerous
third party service providers, such as radio-pharmacies, distributors, clinical trial centers, clinical research
organizations, data monitoring centers, and with drug formulation, development and testing laboratories. The financial
terms of these contracts are varied and generally obligate us to pay in stages, depending on the occurrence of certain
events specified in the contracts, such as contract execution, reservation of service or production capacity, actual
performance of service, or the successful accrual and dosing of patients.
At each period end, we accrue for all costs of goods and services received, with such accruals based on factors such as
estimates of work performed, patient enrollment, completion of patient studies and other events. As of March 31,
2010, we were committed under such contracts for up to approximately $8.1 million for future goods and services,
including approximately $6.4 million maturing within one year. Generally, we are in a position to accelerate, slow
down or discontinue any or all of the projects that we are working on at any given point in time. Should we decide to
discontinue and/or slow down the work on any project, the associated costs for those projects would be limited to the
extent of the work completed. Generally, we are able to terminate these contracts due to the discontinuance of the
related project(s) and can thus avoid paying for the services that have not yet been rendered and our future purchase
obligations would reduce accordingly.
Supply Agreements
In connection with our acquisition of ZEVALIN, we assumed a supply agreement with Biogen Idec Inc. (�Biogen�) to
manufacture ZEVALIN for sale in the United States. Under this supply agreement, we purchase from Biogen, and
Biogen provides to us, kits to make ZEVALIN doses for sale to end-users in the United States at a �cost plus�
manufacturing price. We also assumed a manufacturing and supply agreement with MDS (Canada) Inc., MDS
Nordion Division, for the supply of yttrium-90, a radioisotope used in connection with the administration of
ZEVALIN.
In connection with FUSILEV, we have a single source API supplier as well as a single source finished product
manufacturer.
Employment Agreement
We have entered into an employment agreement with Dr. Rajesh C. Shrotriya, our President and Chief Executive
Officer, which expires January 2, 2011. The employment agreement automatically renews for a one-year calendar
term unless either party gives written notice of such party�s intent not to renew the agreement at least 90 days prior to
the commencement of the new term. The employment agreement requires Dr. Shrotriya to devote his full working
time and effort to our business and affairs during the term of the agreement. The employment agreement provides for
a minimum annual base salary with annual increases, periodic bonuses and option grants as determined by the
Compensation Committee of the Board of Directors.
Litigation
At March 31, 2010, we are involved with various legal matters arising in the ordinary course of our business.
Although the ultimate resolution of these various matters cannot be determined at this time, we do not believe that
such matters, individually or in the aggregate, will have a material adverse effect on our consolidated results of
operations, cash flows or financial condition.
6. Stockholders� Equity
Common Stock
During the three-month period ended March 31, 2010, we issued 37,688 shares of common stock as our match on the
401(k) contributions of our employees.
During the three-month period ended March 31, 2010, we issued 10,500 shares of common stock against exercises of
stock options made by our terminated and current employees.
During the three-month period ended March 31, 2010, we issued 212,571 shares of common stock, net of forfeitures,
as restricted stock grants to certain of our employees.
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Common Stock Reserved for Future Issuance
As of March 31, 2010, approximately 15.7 million shares of our common stock, when fully vested, were issuable upon
conversion or exercise of rights granted under prior financing arrangements, stock options and warrants, as follows:

Conversion of Series E preferred shares 136,000
Exercise of stock options 8,794,745
Exercise of warrants 6,746,319

Total shares of common stock reserved for future issuances 15,677,064

As of March 31, 2010, options representing 5,048,591 shares of our common stock were actually eligible for exercise;
the remainder of the options are subject to vesting restrictions discussed elsewhere. All the warrants are fully vested
and eligible to be exercised.
Warrants Activity
We have issued warrants to purchase shares of our common stock to investors as part of financing transactions, or in
connection with services rendered by placement agents or consultants. Our outstanding warrants expire on varying
dates through September 2013. Below is a summary of warrant activity during the three-month period ended
March 31, 2010:

Common Stock
Weighted
Average

Warrants Exercise Price

Outstanding at beginning of period 11,028,919 $ 6.52
Issued � �
Repurchased � �
Exercised � �
Forfeited � �
Expired (4,282,600) 5.94

Outstanding, at the end of period 6,746,319 6.88

Exercisable, at the end of period 6,746,319 $ 6.88

The following table summarizes information about warrants outstanding at March 31, 2010:

Weighted Weighted
Warrants Average Average
Outstanding Remaining Exercise

Range of Exercise Price & Exercisable
Life

(Years) Price
$5.01 - $6.00 300,000 1.47 $ 5.15
$6.01 - $7.00 3,747,312 0.71 6.62
$7.01 - $7.55 2,649,007 � 7.55
Under $3.00 50,000 2.25 1.79

6,746,319 � $ 6.88
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During the three month period ended March 31, 2010, 4,282,600 of the 6,931,607 warrants issued in conjunction with
the 2009 financing expired and 2,649,007 of the warrants will expire on June 20, 2010 if not exercised.
Share based Compensation
Presented below is a summary of activity, for all our share-based incentive award plans, during the three-month period
ended March 31, 2010:
Stock Options:
During the three-month period ended March 31, 2010, the Compensation Committee granted stock options at exercise
prices equal to or greater than the closing price of our common stock on the trading day prior to the grant date. The
weighted average grant date fair value of stock options granted during the three -month period ended March 31, 2010
was estimated at approximately $2.87 using the Black-Scholes option pricing model with the following assumptions:
dividend yield of 0%; expected volatility (based on the historical volatility of our common stock) of 75.52%; risk free
interest rate of 2.50%; and an expected life of 5 years.
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Weighted
Average Aggregate

Common Weighted Remaining Intrinsic
Stock Average Term Value (In

Options
Exercise
Price (In Years) Thousands)

Outstanding at beginning of year 7,945,245 $ 4.04
Granted 869,500 4.59
Expired (2,375) 2.45
Forfeited (7,125) 2.53
Exercised (10,500) 1.85

Outstanding, at the end of period 8,794,745 $ 4.10 7.97 $ 9,305

Vested and expected to vest, at end of period 8,607,437 $ 4.09 7.93 $ 9,117

Exercisable, at the end of period 5,048,591 $ 4.01 6.98 $ 5,546

The aggregate intrinsic value in the table above represents the total difference between the closing price of our
common stock of $4.61 on March 31, 2010 and the exercise price of the options, multiplied by the number of all
in-the-money options that would have been received by the option holders had all option holders exercised their
options on March 31, 2010. This amount changes based on the fair market value of our common stock. As of
March 31, 2010, we have approximately 13.1 million shares available for future grants.
During the three-month periods ended March 31, 2010 and 2009, the share-based charge in connection with the
expensing of stock options was approximately $1.8 million and $0.6 million, respectively. As of March 31, 2010,
there was approximately $7.5 million of unrecognized stock-based compensation cost related to stock options which is
expected to be recognized over a weighted average period of approximately 2.47 years.
Restricted Stock:
The fair value of restricted stock awards is the grant date closing market price of our common stock, and is charged to
expense over the period of vesting. These awards are subject to forfeiture to the extent that the recipient�s service is
terminated prior to the shares becoming vested.
During the three-month periods ended March 31, 2010 and 2009, the share-based charge in connection with the
expensing of restricted stock awards was approximately $0.5 million and $0.3 million, respectively. As of March 31,
2010, there was approximately $1.7 million of unrecognized share-based compensation cost related to non-vested
restricted stock awards, which is expected to be recognized over a weighted average period of approximately
1.48 years.

Restricted

Weighted
Average

Grant Date
Stock
Awards Fair Value

Nonvested at beginning of period 353,125 $ 2.32
Granted 229,000 4.65
Vested (110,250) 3.53
Forfeited � �
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Nonvested at end of period 471,875 $ 3.17

401(k) Plan Matching Contribution:
During the three-month period ended March 31, 2010, we issued 37,688 shares of common stock as our match of
approximately $0.2 million on the 401(k) contributions of our employees. During the three-month period ended
March 31, 2009, we issued 70,003 shares of common stock as our match of approximately $0.1 million on the 401(k)
contributions of our employees.
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ITEM 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Note Regarding Forward-Looking Statements
This Quarterly Report on Form 10-Q contains certain forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of
1934, as amended, or the Exchange Act, in reliance upon the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements include, without limitation, statements regarding our future product
development activities and costs, the revenue potential (licensing, royalty and sales) of our products and product
candidates, the success, safety and efficacy of our drug products, revenues, development timelines, product
acquisitions, liquidity and capital resources and trends, and other statements containing forward-looking words, such
as, �believes,� �may,� �could,� �will,� �expects,� �intends,� �estimates,� �anticipates,� �plans,� �seeks,� or �continues.� Such forward-looking
statements are based on the beliefs of our management as well as assumptions made by and information currently
available to our management. Readers should not put undue reliance on these forward-looking statements.
Forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be predicted or
quantified; therefore, our actual results may differ materially from those described in any forward-looking statements.
Factors that might cause such a difference include, but are not limited to, those discussed in our periodic reports filed
with the Securities and Exchange Commission, or the SEC, including our Annual Report on Form 10-K for the fiscal
year ended December 31, 2009, as well as those discussed elsewhere in this Quarterly Report on Form 10-Q, and the
following factors:

� our ability to successfully develop, obtain regulatory approvals for and market our products;

� our ability to continue to grow sales revenue of our marketed products;

� risks associated with doing business internationally;

� our ability to generate and maintain sufficient cash resources to fund our business;

� our ability to enter into strategic alliances with partners for manufacturing, development and
commercialization;

� efforts of our development partners;

� the ability of our manufacturing partners to meet our timelines;

� the ability to timely deliver product supplies to our customers;

� our ability to identify new product candidates and to successfully integrate those product candidates into our
operations;

� the timing and/or results of pending or future clinical trials, and our reliance on contract research
organizations;

� our ability to protect our intellectual property rights;

� competition in the marketplace for our drugs;

� delay in approval of our products or new indications for our products by the U.S. Food and Drug
Administration, or the FDA;

� actions by the FDA and other regulatory agencies, including international agencies;
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� securing positive reimbursement for our products;

� the impact of any product liability, or other litigation to which we are, or may become a party;

� the impact of legislative or regulatory reform of the healthcare industry and the impact of recently enacted
healthcare reform legislation;

� the availability and price of acceptable raw materials and components from third-party suppliers, and their
ability to meet our demands;

� our ability, and that of our suppliers, development partners, and manufacturing partners, to comply with
laws, regulations and standards, and the application and interpretation of those laws, regulations and
standards, that govern or affect the pharmaceutical and biotechnology industries, the non-compliance with
which may delay or prevent the development, manufacturing, regulatory approvals and sale of our products;
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� defending against claims relating to improper handling, storage or disposal of hazardous chemical,
radioactive or biological materials could be time consuming and expensive;

� our ability to maintain the services of our key executives and technical and sales and marketing personnel;

� the difficulty in predicting the timing or outcome of product development efforts and regulatory approvals;
and

� demand and market acceptance for our approved products.
We do not plan to update any such forward-looking statements and expressly disclaim any duty to update the
information contained in this report except as required by law.
You should read the following discussion of the financial condition and results of our operations in conjunction with
the condensed consolidated financial statements and the notes to those financial statements included in Item I of Part 1
of this quarterly report.
Business Outlook
We are a commercial stage biopharmaceutical company committed to developing and commercializing innovative
therapies with a primary focus in the areas of hematology-oncology and urology. We have a fully developed
commercial infrastructure that currently markets and sells two drugs in the United States, ZEVALIN® and FUSILEV®.
We have several drug candidates in development, the most advanced of which are Apaziquone (EOquin®), which is
presently being studied in two large Phase 3 clinical trials for non-muscle invasive bladder cancer (NMIBC) under a
strategic collaboration with Allergan, Nippon Kayaku and Handok; and Belinostat, a drug we recently partnered with
TopoTarget to jointly develop. Belinostat is being studied in multiple indications, including in a Phase 2 registrational
trial for relapsed or refractory Peripheral T-Cell Lymphoma (PTCL). Both of these studies are being conducted under
a Special Protocol Assessment by the FDA.
The following is an update of our business strategy for 2010, as described in our Annual Report on Form 10-K for the
year ended December 31, 2009 filed with the SEC on April 5, 2010.

� Maximizing the growth potential for our marketed drugs, ZEVALIN and FUSILEV. Our near-term outlook
depends on sales and marketing successes associated with our two marketed drugs. A dedicated commercial
organization comprised of sales representatives, account managers, medical science liaisons and a
complement of other marketing personnel support the sales and marketing of these drugs.

ZEVALIN. We intend to continue to grow the ZEVALIN brand, which was recently approved in first-line
setting for non-Hodgkin�s lymphoma, or NHL. ZEVALIN is currently approved for treatment of patients with
previously untreated follicular NHL, who achieve a partial or complete response to first-line chemotherapy
and treatment of patients with relapsed or refractory, low-grade or follicular B-cell NHL. In addition, we
intend to pursue the removal of the bioscan requirement prior to ZEVALIN administration and to pursue
consistent reimbursement for ZEVALIN for community-based clinics.

FUSILEV. Expansion in the sales of FUSILEV depend upon FDA approval for the use of FUSILEV in
5-FU (flouroacil) containing regimens for the treatment of colorectal cancer and favorable reimbursement.
We intend to submit requested FUSILEV data in colorectal cancer to the FDA before the end of 2010.

� Maximizing the asset value of Apaziquone.

Apaziquone (EOquin® in bladder cancer). Top-line data from two recently enrolled Phase 3 bladder cancer
trials is expected in first quarter of 2012; and we expect to initiate, in collaboration with Allergan, a
multiple-instillation trial in bladder cancer before the end of 2010, pending regulatory discussions.

�
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Optimizing our development portfolio. We continue to build on our core expertise in clinical development
for the treatment of cancer and urology.

Belinostat. We expect to file a new drug application for Belinostat in PTCL in 2011. We anticipate
completing enrollment by year-end in the ongoing randomized Phase 2 trial for carcinoma of unknown
primary, or CUP, that is being currently being conducted and fully funded by TopoTarget. We also expect to
initiate trials in additional indications.

Other. We remain reliant on in-licensing strategies to seek drugs for development and/or commercialization.
We continue to undertake a criteria-based portfolio review, which is expected to result in streamlining our
pipeline drugs, allowing for greater focus and integration of our development and commercial goals. The
portfolio will be assessed based on factors that include, among others things, probability of clinical success,
time and cost of development, market potential, synergies with marketed and other developmental drugs, and
competitive landscape. As a result of this portfolio evaluation, we will determine whether to continue with
the drug�s clinical development, terminate the drug�s development or out-license rights to a third party for
development and commercialization.
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� Managing our financial resources effectively. We remain committed to fiscal discipline, a policy which has
allowed us to become exceptionally well capitalized among our peers, despite a very challenging fiscal
environment. This policy includes the pursuit of dilutive and non-dilutive funding options, prudent expense
management, and the achievement of critical synergies within our operations in order to maintain a
reasonable burn rate. While we are currently focused on advancing our key drug development programs, we
anticipate that we will make regular determinations as to which other programs, if any, to pursue and how
much funding to direct to each program on an ongoing basis, based on clinical success and commercial
potential.

� Expanding commercial bandwidth through licensing and business development. It remains our goal to
identify, for acquisition or partnering, drugs that will create strong synergies with our currently marketed
drugs, including drugs in development. To this end, we will continue to explore strategic collaborations as
these relate to drugs that are either in advanced clinical trials or are currently on the market.

Financial Condition
Liquidity and Capital Resources
Our cumulative losses, since inception in 1987 through March 31, 2010, are approximately $301 million. We expect
to continue to incur additional losses for at least the next few years, as we implement our growth strategy of
commercializing ZEVALIN and FUSILEV, while continuing to develop our portfolio of late-stage drug products,
unless they are offset, if at all, by the out-license of any of our drugs.
We believe that the approximately $98.5 million in cash, cash equivalents and marketable securities which we had
available on March 31, 2010 will allow us to fund our current planned operations for at least the next twelve to
eighteen months. We may, however, seek to obtain additional capital through the sale of debt or equity securities, if
necessary, especially in conjunction with opportunistic acquisitions or license of drugs. There can be no assurance that
we will be able to obtain such additional capital when needed, or that we will be able to obtain such additional capital
on terms favorable to us or our stockholders, if at all. If additional funds are raised by issuing equity securities, the
percentage ownership of our stockholders will be reduced, stockholders may experience additional dilution or such
equity securities may provide for rights, preferences or privileges senior to those of the holders of our common stock.
If additional funds are raised through the issuance of debt securities, the terms of such securities may place restrictions
on our ability to operate our business. If and when appropriate, just as we have done in the past, we may pursue
non-dilutive financing alternatives as well.
Our long-term strategy, however, is to generate profits from the sale and licensing of our drug products. Accordingly,
in the next several years, we expect to supplement our cash position with sales of ZEVALIN and FUSILEV and
generate licensing revenues from out-licensing our other drug products. However, we are not able to provide any
specific revenue or net income guidance at this time.
With regard to estimated future development expenditures, as described elsewhere in this report, as well as the risk
factors in our Annual Report on Form 10-K for the fiscal year ended December 31, 2009 as updated by any
subsequent quarterly reports on Form 10-Q, our drug development efforts are subject to the considerable uncertainty
inherent in any new drug development. Due to the uncertainties involved in progressing through clinical trials, and the
time and cost involved in obtaining regulatory approval and in establishing collaborative arrangements, among other
factors, we cannot reasonably estimate the timing, completion dates, and ultimate aggregate cost of developing each of
our drug product candidates. Accordingly, the following discussion of our current assessment of expenditures may
prove inadequate and our assessment of the need for cash to fund our operations may prove too optimistic.
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Our expenditures for research and development consist of direct product specific costs, including, but not limited to,
upfront license fees, milestone payments, active pharmaceutical ingredients, clinical trials, and patent related costs,
and non-product specific, or indirect, costs. During the three-month period ended March 31, 2010, our total research
and development expenditure, including indirect expenditures, was approximately $36.5 million (net of $2.7 million
received from Allergan). The principal components of direct expenses for that period related to the development of
Apaziquone � approximately $2.2 million: Belinostat approximately $1.2 million; and ZEVALIN $1.1 million. The
upfront payment for Belinostat of $30 million was expensed as part of research and development expenditure in the
statement of operations during the period ended March 31, 2010.
Our primary focus areas for the rest of 2010, and the programs that are expected to represent a significant part of our
expenditures, are the on-going clinical studies of Apaziquone and Belinostat and the commercialization of ZEVALIN.
While we are currently focused on advancing our key product development programs, we anticipate that we will make
regular determinations as to which other programs, if any, to pursue and how much funding to direct to each program
on an ongoing basis in response to the scientific and clinical success of each product candidate, as well as an ongoing
assessment as to the product candidate�s commercial potential. Our anticipated net use of cash for operations in the
fiscal year ending December 31, 2010, excluding the cost of in-licensing or acquisitions of additional drugs, if any, is
expected to range between approximately $30 and $40 million.
Under our various existing licensing agreements, we are contingently obligated to make various regulatory,
development and sales milestone payments. In connection with the development of certain in-licensed drug products,
we anticipate the occurrence of certain of these milestones during 2010. Upon successful achievement of these
milestones, we will likely become obligated to pay up to approximately $0.5 million during 2010.
Further, while we do not receive any funding from third parties for research and development that we conduct,
co-development and out-licensing agreements with other companies for any of our drug products may reduce our
expenses. In this regard, we entered into a collaboration agreement with Allergan whereby, commencing January 1,
2009, Allergan has borne 65% of the development costs of Apaziquone. Also, Nippon Kayaku and Handok are
responsible for all the development costs related to Apaziquone in their territories. Additionally, we entered into a
collaboration agreement with TopoTarget, whereby, commencing February 2, 2010, TopoTarget bears for Belinostat,
100% of the CUP trial costs, 50% of all process development costs, and 30% of other development costs unrelated to
the PTCL study.
In addition to our present portfolio of drug product candidates, we continually evaluate proprietary products for
acquisition. If we are successful in acquiring rights to additional products, we may pay up-front licensing fees in cash
and/or common stock and our research and development expenditures would likely increase.
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Net Cash used in Operating Activities
During the three-month period ended March 31, 2010, net cash used in operations was approximately $26 million
compared to net cash provided by operations of approximately $0.3 million in the comparative period of 2009. The
operating cash outflows in 2010 are primarily related to the upfront payment for Belinostat of $30 million.
Net Cash used in Investing Activities
Net cash used in investing activities of approximately $20.7 million was primarily due to our investment of our funds
into highly liquid marketable securities, not meeting the accounting definition of cash or cash equivalents.
Net Cash provided by Financing Activities
Net cash provided by financing activities totaled approximately $19 thousand for the three-month period ended
March 31, 2010 due to cash proceeds received from exercise of stock options.
Results of Operations
Results of Operations for the three-month period ended March 31, 2010 compared to the three-month period ended
March 31, 2009
For the three-month period ended March 31, 2010, we recorded a net loss of approximately $39.0 million, compared
to a gain of $0.1 million for the three-month period ended March 31, 2009. The principal components of the
year-to-year changes in line items are discussed below.
During the three-months ended March 31, 2010, we recognized approximately $7.1 million from product sales with
approximately $6.5 million related to sales of ZEVALIN and approximately $0.6 million related to sales of FUSILEV
(each net of estimates for promotional, price and other adjustments, including adjustment of the allowance for product
returns), with cost of product sold being $3.2 million. Product revenues recorded in the three-month period ended
March 31, 2009 were $12.0 million with approximately $2.6 million related to sales of ZEVALIN and approximately
$9.4 million related to sales of FUSILEV, with cost of product sold being $1.8 million. During both the three-month
periods ended March 31, 2010 and 2009, we recognized $2.1 million of licensing revenues from the amortization of
the $41.5 million upfront payment we received from Allergan in 2008. We also recognized $1.0 million of licensing
revenues from the amortization of the $16 million upfront payment we received from Nippon Kayaku and Handok in
2010. In January 2007, we had received approximately $0.9 million, representing our 50% share of an economic
interest that Aeterna Zentaris had from an arrangement with Nippon Kayaku for certain rights to Ozarelix in Japan and
recognized the amount as deferred revenue. During the three month period ended March 31, 2010, we reevaluated the
basis for deferral having determined that there are no further ongoing obligations and recorded the approximately
$0.9 million as license revenue. No similar revenue was recorded in the same period of 2009.
Selling, general and administrative expenses increased by approximately $4.5 million, from approximately
$6.4 million in the three-month period ended March 31, 2009 to approximately $10.9 million in the three-month
period ended March 31, 2010. The primary reason for the increase is due to increased direct sales and marketing
expenses incurred in connection with the commercial activities associated with ZEVALIN and FUSILEV and related
payroll costs. We expect selling, general and administrative expenses for the remainder of 2010 to continue at a pace
similar to the quarter ended March 31, 2010.
Total research and development expenses increased by approximately $30.8 million, from approximately $5.7 million
in the three-month period ended March 31, 2009 to approximately $36.5 million in the three-month period ended
March 31, 2010, primarily related to $30 million of in process research and development costs related to the upfront
payment for Belinostat and higher development costs for Belinostat of approximately $1.1 million. No similar expense
was incurred in 2009 related to Belinostat. We expect research and development expenses for the remainder of 2010
to continue at a pace similar to the quarter ended March 31, 2010, net of the upfront payment to TopoTarget of
$30 million.
We recorded approximately $1.6 million of income from warrant obligations during the three month period ended
March 31, 2010 as compared to a loss of $0.5 million in the same period of 2009.
We incurred a non-cash charge of approximately $0.9 million due to the amortization of intangibles from the
acquisition of ZEVALIN in each of the three-month periods ended March 31, 2010 and 2009.
Other loss of approximately $0.1 million consisted of net realized currency loss and net interest income during the
three-month period ended March 31, 2010, compared to a net interest income of approximately $0.1 million for the
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three-month period ended March 31, 2009. In the current economic environment, our principal investment objective is
preservation of capital. Accordingly, for the foreseeable future we expect to earn minimal interest yields on our
investments, till such time as the credit markets recover.
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Nature of each accrual that reduces gross revenue to net revenue
Provisions for product returns, sales discounts and rebates and estimates for chargebacks are established as a reduction
of product sales revenue at the time revenues are recognized. Management considers various factors in determination
of such provisions, which are described more in detail below. Such estimated amounts are deducted from our gross
sales to determine our net revenues. Provisions for bad and doubtful accounts are deducted from gross receivables to
determine net receivables. Provisions for chargebacks, returns, rebates and discounts are classified as part of our
accrued obligations. Changes in our estimates, if any, would be recorded in the statement of operations in the period
the change is determined. If we materially over or under estimate the amount, there could be a material impact on our
condensed consolidated financial statements.
For the three-month periods ended March 31, 2010 and 2009, the following is a roll forward of the provisions for
return, discounts and rebates and chargebacks allowances and estimated doubtful account allowances.

Doubtful

Chargebacks,
Accounts
and

Discounts
& Untreated

Rebates Returns Kits Total
($ in �000�s)

Period ending March 31, 2010:
Balances at beginning of the period $ 860 $ 1,176 $ 150 $ 2,186
Add / (less) provisions:
Related to the sales of current fiscal year 353 128 259 740
Related to the sales of prior fiscal years � � � �
Less : Credits or actual allowances: � � � �
Related to sales from current fiscal year � � � �
Related to sales from prior fiscal years 114 55 54 223

Balances at the close of the period $ 1,099 $ 1,249 $ 355 $ 2,703

Period ending March 31, 2009:
Balances at beginning of period $ 1,631 $ 3,144 $ 150 $ 4,925
Provisions:
Related to the sales of current fiscal year 3,245 126 � 3,371
Related to the sales of prior fiscal years � � � �
Credits or actual allowances:
Related to sales from current fiscal year 2,535 39 � 2,574
Related to sales from prior fiscal years � 1,229 � 1,229

Balances at the close of the period $ 2,341 $ 2,002 $ 150 $ 4,493

The bases and methods of estimating these allowances, used by management, are described below.
Discounts and rebates
Discounts (generally prompt payment discounts) are accrued at the end of every reporting period based on the gross
sales made to the customers during the period and based on their terms of trade for a product. We generally review the
terms of the contracts, specifically price and discount structures, payment terms, etc. in the contracts between the
customer and us to estimate the discount accrual.
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Customer rebates are estimated at every period end, based on direct purchases, depending on whether any rebates have
been offered, The rebates are recognized when products are purchased and a periodic credit is given. Medicaid rebates
are based on the data we receive from the public sector benefit providers, which is based on the final dispensing of our
product by a pharmacy to a benefit plan participant.
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Chargebacks
Chargebacks represent a provision recorded as an accrued obligation and related reduction to gross revenue. A
chargeback is the difference between the price the wholesale customer, in our case the wholesaler or distributor pays
(the wholesale acquisition cost, or WAC) and the price (contracted price) that a contracted customer (e.g., a Group
Purchasing Organization, or GPO, member) pays for a product. We accrue for chargebacks in the relevant period on
the presumption that all units of product sold to members of the GPOs will get charged back. We estimate
chargebacks at the time of sale of our products to the members of the GPOs based on:
(1) volume of all products sold via distributors to members of the GPOs and the applicable chargeback rates for the

relevant period;

(2) applicable WAC and the agreed contract prices with the GPOs; and

(3) the information of inventories remaining on hand at the wholesalers and distributors at the end of the period,
actual chargeback reports received from our wholesalers and distributors as well as the chargebacks not yet billed
(product shipped less the chargebacks already billed back) in the calculation and validation of our chargeback
estimates and reserves.

Discounts (generally prompt payment discounts) are accrued at the end of every reporting period based on the gross
sales made to the customers during the period and based on their terms of trade for a product. We generally review the
terms of the contracts, specifically price and discount structures, payment terms in the contracts between the customer
and us to estimate the discount accrual.
Allowances for Product Returns
Customers are typically permitted to return products within 30 days after shipment, if incorrectly shipped or not
ordered, and within a window of time 6 months before and 12 months after the expiration of product dating, subject to
certain restocking fees and preauthorization requirements, as applicable. Currently, our returns policy does not allow
for replacement of product. The returned product is destroyed if it is damaged, quality is compromised or past its
expiration date. Based on our returns policy, we refund the sales price to the customer as a credit and record the credit
against receivables. In general, returned product is not resold. As of each balance sheet date, we estimate potential
returns, based on several factors, including: inventory held by distributors, sell through data of distributor sales to end
users, customer and end-user ordering and re-ordering patterns, aging of accounts receivables, rates of returns for
directly substitutable products and pharmaceutical products for the treatment of therapeutic areas similar to indications
served by our products, shelf life of our products and based on the extensive experience of our management with
selling the similar oncology products. We record an allowance for future returns by debiting revenue, thereby reducing
gross revenues and crediting a reserve for returns which is classified as accrued liabilities.
Doubtful Accounts
An allowance for doubtful accounts is estimated based on the customer payment history and a review of the aging of
the accounts receivables as of the balance sheet date. We accrue for such doubtful accounts by recording an expense
and creating an allowance for such accounts. If we are privy to information on the solvency of a customer or observe a
payment history change, we make an estimate of the accrual for such doubtful receivables or even write the receivable
off.
Off-Balance Sheet Arrangements
None.
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Contractual and Commercial Obligations
The following table summarizes our contractual and other commitments, including obligations under facility and
equipment leases, as of March 31, 2010:

Less than After
Total 1 Year 1-3 Years 3-5 Years 5 Years

($ in 000�s)
Contractual Obligations (1)
Capital Lease Obligations (2) $ 134 $ 50 $ 84 $ � $ �
Operating Lease Obligations (3) 3,179 433 953 1,069 724
Purchase Obligations (4) 8,137 6,424 1,713 � �
Contingent Milestone Obligations
(5) 195,712 536 61,987 26,651 106,538

Total $ 207,162 $ 7,443 $ 64,737 $ 27,720 $ 107,262

(1) The table of contractual and commercial obligations excludes contingent payments that we may become
obligated to pay upon the occurrence of future events whose outcome is not readily predictable, such as
obligations pursuant to employment agreements.

(2) The capital lease obligations are related to leased office equipment.

(3) The operating lease obligations are primarily for the facility lease for our corporate office, which extends through
June 2016.

(4) Purchase obligations represent the amount of open purchase orders and contractual commitments to vendors for
products and services that have not been delivered, or rendered, as of March 31, 2010. Approximately 54% of the
purchase obligations presented above consist of expenses associated with clinical trials and related costs for
Apaziquone for the period ended March 31, 2010.

(5) Milestone obligations are payable contingent upon successfully reaching certain development and regulatory
milestones. While the amounts included in the table above represent all of our potential cash development and
regulatory milestone obligations as of March 31, 2010, given the unpredictability of the drug development
process, and the impossibility of predicting the success of current and future clinical trials, the timelines
estimated above do not represent a forecast of when payment milestones will actually be reached, if at all. Rather,
they assume that all development and regulatory milestones under all of our license agreements are successfully
met, and represent our best estimates of the timelines. In the event that the milestones are met, we believe it is
likely that the increase in the potential value of the related drug product will significantly exceed the amount of
the milestone obligation.

Critical Accounting Policies and Estimates
Our discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with Accounting Standards Codification, or ASC,
No. 105, �Generally Accepted Accounting Principles� in the United States. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. The estimation process requires assumptions to be
made about future events and conditions, and is consequently inherently subjective and uncertain. Actual results could
differ materially from our estimates. On an ongoing basis, we evaluate our estimates, including cash requirements, by
assessing: planned research and development activities and general and administrative requirements; required clinical
trial activity; market need for our drug candidates; and other major business assumptions.
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The SEC defines critical accounting policies as those that are, in management�s view, most important to the portrayal
of our financial condition and results of operations and most demanding of our judgment. We consider the following
policies to be critical to an understanding of our consolidated financial statements and the uncertainties associated
with the complex judgments made by us that could impact our results of operations, financial position and cash flows.
Cash, Cash Equivalents and Marketable Securities
Cash, cash equivalents and marketable securities primarily consist of bank checking deposits, short-term treasury
securities, and institutional money market funds, corporate debt and equity, municipal obligations, including market
auction debt securities, government agency notes, and certificates of deposit. We classify highly liquid short-term
investments, with insignificant interest rate risk and maturities of ninety days or less at the time of acquisition, as cash
and cash equivalents. Other investments, which do not meet the above definition of cash equivalents, are classified as
either �held-to-maturity� or �available-for-sale� marketable securities. Investments that we intend to hold for more than
one year are classified as long-term investments. All of our �available for sale securities� are classified as current assets
based on our intent and ability to use any and all of these securities as necessary to satisfy our cash needs as they arise,
by redeeming them at par with short notice and without a penalty. Investments with maturity dates over one year from
March 31, 2010 are classified as held-to-maturity.
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Revenue Recognition
We sell our products to wholesalers and distributors of oncology products and to the end user, directly or through
GPOs (e.g., certain hospitals or hospital systems and clinics with whom we have entered into a direct purchase
agreement). Our wholesalers and distributors purchase our products and sell the products directly to the end users,
which include, but are not limited to, hospitals, clinics, medical facilities, managed care facilities and private oncology
based practices, etc. Revenue from product sales is recognized upon shipment of product when title and risk of loss
have transferred to the customer, and the following additional criteria are met:
(i) the price is substantially fixed and determinable;
(ii) our customer has economic substance apart from that provided by us;
(iii) our customer�s obligation to pay us is not contingent on resale of the product; and
(iv) we do not have significant obligations for future performance to directly bring about the resale of our product; and
(v) we have a reasonable basis to estimate future returns.
Generally, revenue is recognized when all four of the following criteria are met:
(i) persuasive evidence that an arrangement exists;
(ii) delivery of the products has occurred, or services have been rendered;
(iii) the selling price is both fixed and determinable; and
(iv) collectibility is reasonably assured.
Provisions for estimated product returns, sales discounts, rebates and chargebacks are established as a reduction of
gross product sales at the time such revenues are recognized. Thus, revenue is recorded, net of such estimated
provisions. Our estimates for product returns are based our review of inventory in the channels and review of
historical rates of actual returns.
Consistent with industry practice, our product return policy permits our customers to return products within 30 days
after shipment, if incorrectly shipped or not ordered, and within a window of time 6 months before and 12 months
after the expiration of product dating, subject to certain restocking fees and preauthorization requirements, as
applicable. The returned product is destroyed if it is damaged, its quality is compromised or it is past its expiration
date. Based on our returns policy, we refund the sales price to the customer as a credit and record the credit against
receivables. In general, returned product is not resold. We generally reserve the right to decline granting a return and
to decide on product destruction. As of each balance sheet date, we estimate potential returns, based on several factors,
including: inventory held by distributors, sell through data of distributor sales to end users, customer and end-user
ordering and re-ordering patterns, aging of accounts receivables, rates of returns for directly substitutable products and
other pharmaceutical products for the treatment of therapeutic areas similar to indications served by our products,
shelf life of our products and the extensive experience of our management with selling the same and similar oncology
products. We record an allowance for future returns by recording them as accrued obligations. Historical allowances
for product returns have been within estimated amounts reserved or accrued.
We also state the related accounts receivable at net realizable value, with any allowance for doubtful accounts charged
to general operating expenses. If revenue from sales is not reasonably determinable due to provisions for estimates,
promotional adjustments, price adjustments, returns or any other potential adjustments, we defer the revenue and
recognize revenue when the estimates are reasonably determinable, even if the monies for the gross sales have been
received.
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Up-front fees representing non-refundable payments received upon the execution of licensing or other agreements are
recognized as revenue upon execution of the agreements where we have no significant future performance obligations
and collectibility of the fees is reasonably assured. Milestone payments, which are generally based on developmental
or regulatory events, are recognized as revenue when the milestones are achieved, collectibility is reasonably assured,
and we have no significant future performance obligations in connection with the milestone. In those instances where
we have collected fees or milestone payments but have significant future performance obligations related to the
development of the drug product, we record deferred revenue and recognize it over the period of our future
obligations.
Purchase Price Allocation
The purchase price allocation for acquisitions of the tangible and identifiable intangible assets acquired and liabilities
assumed based on their estimated fair values at the acquisition date requires extensive accounting estimates and
judgments, including in process research and development. Based on the provisions of ASC No. 805, �Business
Combinations,� for transactions that occurred prior to December 31, 2008, we allocated the purchase price for the
identifiable intangibles. For each acquisition, we engaged an independent third-party valuation firm to assist in
determining the fair value of in-process research and development and identifiable intangible assets. Such a valuation
requires significant estimates and assumptions including but not limited to: determining the timing and expected costs
to complete the in-process projects, projecting regulatory approvals, estimating future cash flows from product sales
resulting from in-process projects, and developing appropriate discount rates and probability rates by project. We
believe the fair values assigned to the assets acquired and liabilities assumed are based on reasonable assumptions.
However, these assumptions may be inaccurate, and unanticipated events and circumstances may occur. Additionally,
we must determine whether an acquired entity considered to be a business or a set of net assets because a portion of
the purchase price can only be allocated to goodwill in a business combination.
Research and Development
Research and development expenses include salaries and benefits, clinical trial and related manufacturing costs,
contract and other outside service fees, and facilities and overhead costs related to our research and development
efforts. Research and development expenses also consist of costs incurred for proprietary and collaboration research
and development and include activities such as product registries and investigator-sponsored trials. Research and
development costs are expensed as incurred. In certain instances we enter into agreements with third parties for
research and development activities, where we may prepay fees for services at the initiation of the contract. We record
such prepayment as a prepaid asset and charge research and development expense over the period of time the
contracted research and development services are performed. In connection with the October 2008 co-development
agreement, Allergan bears 65% of the development costs incurred for Apaziquone in NMIBC, commencing January 1,
2009. During the three-months ended March 31, 2010, approximately $2.7 million of development costs were
reimbursed by Allergan, and credited against total related research and development expense.
As of each balance sheet date, we review purchase commitments and accrue drug development expenses based on
factors such as estimates of work performed, patient enrollment, completion of patient studies and other events.
Accrued clinical study costs are subject to revisions as trials progress to completion. Revisions are recorded in the
period in which the facts that give rise to the revision become known.
Amortization and Impairment of Intangible Assets
Identifiable intangible assets with definite lives are amortized on a straight-line basis over their estimated useful lives.
We evaluate the recoverability of intangible assets whenever events or changes in circumstances indicate that an
intangible asset�s carrying amount may not be recoverable. Such circumstances could include, but are not limited to the
following:
i a significant decrease in the market value of an asset;
ii a significant adverse change in the extent or manner in which an asset is used; or
iii an accumulation of costs significantly in excess of the amount originally expected for the acquisition of an asset.
We measure the carrying amount of the asset against the estimated undiscounted future cash flows associated with it.
Should the sum of the expected future net cash flows be less than the carrying value of the asset being evaluated, an
impairment loss would be recognized. The impairment loss would be calculated as the amount by which the carrying
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2010.
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Share-Based Compensation
We recognize compensation expenses for all share-based awards to employees and directors. In estimating the fair
value of share-based compensation, we use the quoted closing market price, based on the date prior to our grant date,
of our common stock for stock awards and the Black-Scholes option pricing model for stock options and warrants. We
estimate future volatility based on historical volatility of our common stock, and we estimate the expected life of
options based on several criteria, including the vesting period of the grant and the expected volatility.
Share based compensation is recognized only for those awards that are ultimately expected to vest, and we have
applied or estimated forfeiture rate to unvested awards for purposes of calculating compensation costs. These
estimates will be revised in future periods if actual forfeitures differ from the estimates. Changes in forfeiture
estimates impact compensation cost in the period in which the change in estimate occurs.
Warrant Accounting
We account for registered common stock warrants pursuant to applicable accounting guidance contained in ASC 815
�Derivatives and Hedging � Contracts in Entity�s Own Equity�, on the understanding that in compliance with applicable
securities laws, the registered warrants require the issuance of registered securities upon exercise and do not
sufficiently preclude an implied right to net cash settlement. We classify registered warrants on the consolidated
balance sheet as a current liability which is revalued at each balance sheet date subsequent to the initial issuance.
Determining the appropriate fair-value model and calculating the fair value of registered warrants requires
considerable judgment, including estimating stock price volatility and expected warrant life. We develop our estimates
based on historical data. A small change in the estimates used may have a relatively large change in the estimated
valuation. We use the Black-Scholes pricing model to value the registered warrants. Changes in the fair market value
of the warrants are reflected in the consolidated statement of operations as �Change in fair value of common stock
warrant liability.�
New Accounting Pronouncements
See Note 2: �New Accounting Pronouncements� of our accompanying condensed consolidated financial statements for a
description of recent accounting pronouncements that have a potentially significant impact on our financial reporting
and our expectations of their impact on our results of operations and financial condition.
ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
The primary objective of our investment activities is to preserve principal, while at the same time maximizing yields
without significantly increasing risk. We do not utilize hedging contracts or similar instruments.
We are exposed to certain market risks. Our primary exposures relate to (1) interest rate risk on our investment
portfolio, (2) credit risk of the companies� bonds in which we invest, and (3) general credit market risks as have existed
since late 2007 and (4) the financial viability of the institutions which hold our capital and through which we have
invested our funds. We manage such risks on our investment portfolio by matching scheduled investment maturities
with our cash requirements and investing in highly rated instruments.
In response to the dislocation in the credit markets since the latter part of 2007, in early 2008 we converted
substantially all of our investments, including all of our market auction debt securities, into safer and highly liquid
instruments. Our investments, as of March 31, 2010, were primarily in money market accounts, certificates of deposit,
short-term corporate bonds, U.S. Treasury bills and U.S. Treasury-backed securities. We believe the financial
institutions through which we have invested our funds are strong and well capitalized and that our instruments are
held in accounts segregated from the assets of the institutions. However, due to the continuing volatility in the
financial and credit markets and the liquidity issues faced by most banking institutions, we are constantly monitoring
the financial viability of these institutions and the safety and liquidity of our funds.
Because of our ability to generally redeem these investments at par at short notice, changes in interest rates would
have an immaterial effect on the fair value of these investments. If a 10% change in interest rates were to have
occurred on March 31, 2010, any decline in the fair value of our investments would not be material in the context of
our financial statements. In addition, we are exposed to certain market risks associated with credit ratings of
corporations whose corporate bonds we may purchase from time to time. If these companies were to experience a
significant detrimental change in their credit ratings, the fair market value of such corporate bonds may significantly
decrease. If these companies were to default on these corporate bonds, we may lose part or all of our principal. We

Edgar Filing: FRONTIER AIRLINES INC /CO/ - Form 10-K/A

Table of Contents 63



believe that we effectively manage this market risk by diversifying our investments, and investing in highly rated
securities.

30

Edgar Filing: FRONTIER AIRLINES INC /CO/ - Form 10-K/A

Table of Contents 64



Table of Contents

In addition, we are exposed to foreign currency exchange rate fluctuations relating to payments we make to vendors,
suppliers and license partners using foreign currencies. In particular, some of our obligations are incurred in Euros and
Canadian dollars. We mitigate such risk by maintaining a limited portion of our cash in Euros, Canadian dollars and
other currencies.
ITEM 4. Controls and Procedures
We have established disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Exchange Act), that are designed to ensure that information required to be disclosed in our Exchange Act reports is
recorded, processed, summarized and reported within the time periods specified in the SEC�s rules and forms, and that
such information is accumulated and communicated to our management, including our Chief Executive Officer (our
principal executive officer) and Vice President of Finance (our principal financial officer), as appropriate, to allow for
timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures, our
management is required to apply its judgment in evaluating the cost-benefit relationship of possible controls and
procedures. Our disclosure controls and procedures are designed to provide a reasonable level of assurance of
reaching our desired disclosure control objectives.
We carried out an evaluation, under the supervision and with the participation of our management, including our Chief
Executive Officer and our Vice President of Finance, of the effectiveness of the design and operation of our disclosure
controls and procedures as of March 31, 2010, the end of the period covered by this report. Based on that evaluation,
our Chief Executive Officer and Vice President of Finance concluded that, in light of the material weakness in internal
control over financial reporting discussed below and in �Management�s annual report on internal control over financial
reporting� included in our Annual Report on Form 10-K for the year ended December 31, 2009, our disclosure controls
and procedures required improvement and were not effective as of March 31, 2010.
A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting such
that there is a reasonable possibility that a material misstatement of our annual or interim consolidated financial
statements will not be prevented or detected on a timely basis. In our assessment of the effectiveness of internal
control over financial reporting as of December 31, 2009, we identified a material weakness over the accounting for
and disclosure of derivatives associated with warrant instruments. This material weakness arose primarily because we
lacked the technical accounting expertise and adequate internal procedures to develop and document our analysis on
the applicability of ASC 815, �Derivatives and Hedging � Contracts in Entity�s Own Equity,� to our warrant instruments.
Because we lacked the requisite technical accounting expertise and adequate internal procedures to develop and
document our analysis of the applicability of ASC 815, and such assessment was characterized as a material weakness
with regard to accounting for warrants, management has concluded that we did not maintain effective internal control
over financial reporting as of December 31, 2009 based on the criteria in Internal Control � Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. As of March 31, 2010, we
continue to assess the aforementioned deficiency as a material weakness.
Ernst & Young, our independent registered public accounting firm, audited the effectiveness of our internal control
over financial reporting and, based on that audit, issued an adverse opinion on their report dated April 2, 2010.
Based on the matters discussed above, we began to develop and implement a remediation plan to address the
identified material weakness as follows: enhanced access to accounting literature, research materials and documents;
identification of third party professionals with whom to consult regarding complex accounting applications; and
consideration of adding additional staff with the requisite experience and training to supplement our current
accounting professionals. We anticipate completing our remediation plan during 2010.
Other than the material weakness in accounting for warrants discussed above, there has been no change in our internal
control over financial reporting during the quarter ended March 31, 2010 that has materially affected, or is reasonably
likely to materially affect, our internal control over financial reporting.

PART II � OTHER INFORMATION
ITEM IA. Risk Factors
There have been no material changes in our assessment of risk factors affecting our business since those presented in
our Annual Report on Form 10-K, Item 1A, for the fiscal year December 31, 2009 as filed with the SEC.
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ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds
On February 17, 2010, we issued 3,000 shares of our common stock to UroTherapies, LLC, for services rendered to us
under a consulting agreement dated as of January 1, 2009, as amended. The shares were issued without registration
under the Securities Act in reliance upon the exemptions from registration provided under Section 4(2) of the
Securities Act and Regulation D promulgated thereunder. The foregoing transaction did not involve any public
offering; we made no solicitation in connection with the issuance; we obtained representations from the party
regarding its investment intent, experience and sophistication; the party either received or had access to adequate
information about us in order to make an informed investment decision; and we reasonably believed that the party was
�sophisticated� within the meaning of Section 4(2) of the Securities Act. No underwriting discounts or commissions
were paid in conjunction with the issuance.
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ITEM 6. Exhibits

Exhibit No. Description

10.1 License and Collaboration Agreement, dated February 2, 2010, by and between the Registrant and
TopoTarget A/S. (Filed as Exhibit 10.37 to Form 10-K, as filed with the Securities and Exchange
Commission on April 5, 2010, and incorporated herein by reference.)

31.1+ Certification of Principal Executive Officer, pursuant to Rule 13a-14(a)/15d-14(a) promulgated
under the Securities Exchange Act of 1934.

31.2+ Certification of Principal Financial Officer, pursuant to Rule 13a-14(a)/15d-14(a) promulgated
under the Securities Exchange Act of 1934.

32.1+ Certification of Principal Executive Officer, pursuant to rule 13a-14(b)/15d-14(b) promulgated
under the Securities Exchange Act of 1934 and 18 U.S.C Section 1350.

32.2+ Certification of Principal Financial Officer, pursuant to rule 13a-14(b)/15d-14(b) promulgated
under the Securities Exchange Act of 1934 and 18 U.S.C Section 1350.

+ Filed herewith.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

SPECTRUM PHARMACEUTICALS, INC.

Date: May 10, 2010 By:  /s/ Shyam K. Kumaria  
Shyam K. Kumaria, 
Vice President, Finance
(Authorized Signatory and Principal
Financial
and Accounting Officer) 
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