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Item 1. Financial Statements.

PART I - FINANCIAL INFORMATION

CONTINENTAL AIRLINES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except per share data) (Unaudited)

Three Months
Ended September 30.

Nine Months
Ended September 30,
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66

66

66

67

68
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Operating Revenue:

Passenger (excluding fees
and taxes of $402, $3,760
$399, $1,186, and
$1,136, respectively)

Cargo 129
Other 267
$4.156

Operating Expenses:

Aircraft fuel and related 1,501
taxes

Wages, salaries and 765
related costs

Regional capacity 553
purchase, net

Aircraft rentals 244

Landing fees and other 225
rentals

Distribution costs 182

Maintenance, materials 152

and repairs

Depreciation and 112
amortization
Passenger services 113

Special charges 91

$3,511

895

836

446

249

209

171

166

106

105

12

$10,633

3,912

2,197

1,648

736

643

558

478

327

315

141

$9,802

2,399

2,404

1,319

745

592

508

479

306

294

30
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Other

Operating Income (Loss)

Nonoperating Income
(Expense):

Interest expense
Interest capitalized
Interest income

Income from other
companies

Gain on sale of
investments

Other, net

Income (Loss) before
Income Taxes

Income Tax Benefit
(Expense)

(152

(93)

16

(248)

12

(96)

44

241

(289

271)
25
56

12

78

(419)

(289)
19
121

13

18

a1l

495
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Net Income (Loss) $.(236) $_241 $_(319) $_491
Earnings (Loss) Per Share:
Basic $(2.14) $2.47 $3.11) $5.08
Diluted $(2.14) $2.1 $3.11) $4.42
Shares Used for
Computation:
Basic 110 98 103 97
Diluted 110 114 103 115

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.

CONTINENTAL AIRLINES, INC.
CONSOLIDATED BALANCE SHEETS
(In millions, except for share data)

September 30, December 31, September 30,
ASSETS 2008 2007 2007
(Unaudited) (Unaudited)
Current Assets:
Cash and cash equivalents $2.411 $ 2,128 $ 2519
Short-term investments 475 675 518

Total unrestricted cash, cash
equivalents and 2,886 2,803 3,037
short-term investments

Restricted cash, cash equivalents and

short-term investments 164 179 178
Accounts receivable, net 652 606 712
Spare parts and supplies, net 311 271 269
Deferred income taxes 217 259 200

Prepayments and other 483 443 424
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Total current assets

Property and Equipment:
Owned property and equipment:
Flight equipment
Other

Less: Accumulated depreciation

Purchase deposits for flight equipment

Capital leases

Less: Accumulated amortization

Total property and equipment, net

Routes and airport operating rights, net

Long-term investments (including $25
restricted)

Investment in other companies

Other assets, net

Total Assets

4713

8,170
1.673

9,843
3.061

4.561

7,182
1.548

8,730
2.790

706

63
217

7,184
1.510

8,694
2.721

593

59
223

$12.209

(continued on next page)
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CONTINENTAL AIRLINES, INC.
CONSOLIDATED BALANCE SHEETS
(In millions, except for share data)

LIABILITIES AND September 30, December 31, September 30,
STOCKHOLDERS' EQUITY 2008 2007 2007
(Unaudited) (Unaudited)

Current Liabilities:

Current maturities of long-term debt and

capital leases $ 717 $ 652 $ 464
Accounts payable 945 1,013 978
Air traffic and frequent flyer liability 2,374 1,967 2,105
Accrued payroll 380 545 582
Accrued other liabilities 499 272 291

Total current liabilities 4915 4.449 4.420

Long-Term Debt and Capital Leases 5,181 4,366 4,651
Deferred Income Taxes 217 359 200
Accrued Pension Liability 564 534 898
Accrued Retiree Medical Benefits 246 235 224
Other 849 612 599

Commitments and Contingencies

Stockholders' Equity:

Preferred Stock - $.01 par, 10,000,000 shares
authorized; zero, one and one share of
Series B issued

and outstanding, stated at par value - -
Class B common stock - $.01 par,
400,000,000
shares authorized; 110,243,176, 1 1 1
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98,208,888

and 97,956,627 issued and outstanding

Additional paid-in capital 1,795 1,606 1,594
Retained earnings 129 448 480
Accumulated other comprehensive loss (835 (505 (858
) ) )
Total stockholders' equity 1.090 1.550 1.217
Total Liabilities and Stockholders' $_13.062 $.12.105 $.12.209
Equity

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.

CONTINENTAL AIRLINES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions) (Unaudited)

Nine Months
Ended September 30.
2008 _ 2007
Cash Flows from Operating Activities: $
Net income (loss) $ (319 $ 491
Adjustments to reconcile net income (loss) to net cash provided
by
operating activities:
Depreciation and amortization 327 306
Special charges 141 30
Deferred income taxes (100) -
Gain on sale of investments (78) @)
Unrealized loss on student loan-related auction rate 29 -
securities
Undistributed equity in income of other companies ) (13)
Stock-based compensation related to equity awards 13 19
Other, net 31 34
Changes in operating assets and liabilities (32 _216
)
Net cash provided by operating activities 3 1.076

10
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Cash Flows from Investing Activities:

Capital expenditures (390) (228)
Aircraft purchase deposits refunded (paid), net 61 (145)
Proceeds from sales of short-term and long-term investments
and
change in restricted cash, cash equivalents and short-term 53 (70)
investments, net
Proceeds from sales of property and equipment 76 10
Proceeds from sale of Copa Holdings, S.A. shares, net 149 -
Proceeds from sale of ExpressJet Holdings, Inc. shares, net - _35

Net cash used in investing activities (51 (398
) )
Cash Flows from Financing Activities:
Payments on long-term debt and capital lease obligations (341) (337)
Proceeds from issuance of long-term debt 497 25
Proceeds from public offering of common stock 162 -
Proceeds from issuance of common stock pursuant to stock 13 30
plans
Net cash provided by (used in) financing activities 331 (282
)
Net Increase in Cash and Cash Equivalents 283 396
Cash and Cash Equivalents - Beginning of Period 2.128 2.123
Cash and Cash Equivalents - End of Period $2.411 $2.519
Investing and Financing Activities Not Affecting Cash: $ -
Common stock issued upon conversion of 4.5% Convertible $ 170
Notes
Property and equipment acquired through the issuance of debt $ 865 $ 190

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.

CONTINENTAL AIRLINES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
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In our opinion, the unaudited consolidated financial statements included herein contain all adjustments necessary to
present fairly our financial position, results of operations and cash flows for the periods indicated. Such adjustments,
other than nonrecurring adjustments that have been separately disclosed, are of a normal, recurring nature.

The accompanying consolidated financial statements should be read in conjunction with the consolidated financial
statements and the notes thereto contained in our Annual Report on Form 10-K for the year ended December 31, 2007
(the "2007 Form 10-K"). Due to seasonal fluctuations common to the airline industry, our results of operations for the
periods presented are not necessarily indicative of the results of operations to be expected for the entire year. As used
in these Notes to Consolidated Financial Statements, the terms "Continental,” "we," "us," "our" and similar terms refer
to Continental Airlines, Inc. and, unless the context indicates otherwise, its consolidated subsidiaries.

Certain reclassifications have been made in the prior period's consolidated financial statements and related note
disclosures to conform to the current year's presentation.

NOTE 1 - ACCOUNTING POLICIES AND RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

SEAS 157. In September 2006, the Financial Accounting Standards Board ("FASB") issued Statement No. 157,
"Fair Value Measurements" ("SFAS 157"), which defines fair value, establishes a framework for measuring fair value
and expands disclosures about fair value measurements. In February 2008, the FASB issued FASB Staff Position No.
FAS 157-2, "Effective Date of FASB Statement No. 157," which defers the effective date for us to January 1, 2009 for
all nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value on a recurring basis
(that is, at least annually). As discussed in Note 5, on January 1, 2008, we adopted the provisions of SFAS 157
relating to assets and liabilities recognized or disclosed in the financial statements at fair value on a recurring basis.
We are currently evaluating the requirements of the deferred provisions of this statement and have not determined the
impact, if any, that adoption of the deferred provisions will have on our consolidated financial statements.

SEAS 159. In February 2007, the FASB issued Statement No. 159, "The Fair Value Option for Financial Assets and
Financial Liabilities" ("SFAS 159"). SFAS 159 permits entities to elect to measure at fair value eligible financial
instruments that are not currently measured at fair value. This election, which may be applied on an instrument by
instrument basis, is typically irrevocable once made. SFAS 159 is effective for us as of January 1, 2008; however, we
have not elected to measure any additional financial instruments at fair value as a result of this statement. Therefore,
the adoption of SFAS 159 has not had an effect on our consolidated financial statements.

SFAS 141R. In December 2007, the FASB issued Statement No. 141(R), "Business Combinations" ("SFAS 141R").
SFAS 141R improves consistency and comparability of information about the nature and effect of a business
combination by establishing principles and requirements for how an acquirer (a) recognizes and measures in its
financial statements the identifiable assets acquired, liabilities assumed and any noncontrolling interest in the
acquiree; (b) recognizes and measures the goodwill acquired in the business combination or a gain from a bargain
purchase; and (c) determines what information to disclose to enable users of the financial statements to evaluate the
nature and financial effects of the business combination. SFAS 141R applies prospectively to all business combination
transactions for which the acquisition date is on or after January 1, 2009. The impact of our adoption of SFAS 141R
will depend upon the nature and terms of business combinations, if any, that we consummate on or after January 1,
2009.

SFAS 161. In March 2008, the FASB issued Statement No. 161, "Disclosures about Derivative Instruments and
Hedging Activities" ("SFAS 161"). SFAS 161 requires enhanced disclosures about an entity's derivative and hedging
activities and is effective for us as of January 1, 2009. We do not expect the adoption of SFAS 161 to have a material
effect on our consolidated financial statements.

12
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ESP APB 14-1. In May 2008, the FASB affirmed Staff Position No. APB 14-1, "Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)" (the "FSP"), which
clarifies the accounting for convertible debt instruments that may be settled in cash (including partial cash settlement)
upon conversion. The FSP requires issuers to account separately for the liability and equity components of certain
convertible debt instruments in a manner that reflects the issuer's nonconvertible debt (unsecured debt) borrowing rate
when interest cost is recognized. The FSP requires bifurcation of a component of the debt, classification of that
component in equity and the accretion of the resulting discount on the debt to be recognized as part of interest expense
in our consolidated statement of operations. The FSP requires retrospective application to the terms of instruments as
they existed for all periods presented. The FSP is effective for us as of January 1, 2009 and early adoption is not
permitted. The adoption of this FSP will affect the accounting for our 5% Convertible Notes due 2023 and will result
in increased interest expense of approximately $12 million in 2009 and $6 million in 2010, assuming the 5%
Convertible Notes will be settled in 2010. The retrospective application of this FSP to years 2003 through 2008 will
result in increased annual interest expense of approximately $4 million in 2003, gradually increasing to approximately
$11 million in 2008.

Frequent Flyer Program. For accounts in our OnePass frequent flyer program that have sufficient mileage credits to
claim the lowest level of free travel, we record a liability for either the estimated incremental cost of providing travel
awards that are expected to be redeemed with us or the contractual rate of expected redemption on alliance carriers.
Incremental cost includes the cost of fuel, meals, insurance and miscellaneous supplies, but does not include any costs
for aircraft ownership, maintenance, labor or overhead allocation. Beginning in the third quarter of 2008, we also
include in our determination of incremental cost the impact of fees charged to passengers redeeming frequent flyer
rewards within 20 days of travel, which partially offset the incremental cost associated with providing flights for
frequent flyer travel rewards. We recorded an adjustment of $27 million ($0.24 per basic and diluted share) to increase
passenger revenue and reduce our frequent flyer liability during the three months ended September 30, 2008 for the
impact of these fees, which had not been significant in prior periods, after we increased them during the third quarter
of 2008. A change to these cost estimates, the actual redemption activity, the amount of redemptions on alliance
carriers or the minimum award level could have a significant impact on our liability in the period of change as well as
future years. The liability is adjusted periodically based on awards earned, awards redeemed, changes in the
incremental costs and related fees, changes in the expected number of passengers paying redemption fees and changes
in the OnePass program, and is included in our consolidated balance sheet as air traffic and frequent flyer liability.
Changes in the liability are recognized as passenger revenue in the period of change.

NOTE 2 - EARNINGS (LOSS) PER SHARE

The following table sets forth the components of basic and diluted earnings (loss) per share (in millions):

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007
Numerator:
Numerator for basic earnings (loss) per share - net
income (loss) $(236) $241 $(319) $491

13
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Effect of dilutive securities - interest expense on:
5% Convertible Notes 2

6% Convertible Junior Subordinated Debentures
held by subsidiary trust

4.5% Convertible Notes

Numerator for diluted earnings (loss) per share -
net income after assumed conversions $(236) $246 $(319) $.506

Denominator:
Denominator for basic earnings (loss) per share -
weighted-average shares
Effect of dilutive securities:
5% Convertible Notes 9

6% Convertible Junior Subordinated Debentures
held by subsidiary trust

4.5% Convertible Notes

Employee stock options

Dilutive potential common shares

Denominator for diluted earnings (loss) per share

weighted-average shares after assumed 11
conversions

|O
—
9§}

The adjustments to net income (loss) to determine the numerator for diluted earnings (loss) per share are net of the
related effect of applicable income taxes and any profit sharing.

Approximately 13 million potential shares of our common stock related to convertible debt securities were excluded
from the computation of diluted earnings (loss) per share in the three and nine months ended September 30, 2008
because they were antidilutive. In addition, approximately eight million weighted average options to purchase shares
of our common stock were excluded from the computation of diluted earnings per share for each of the three and nine

14
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months ended September 30, 2008, and one million in the three and nine months ended September 30, 2007, because
the options' exercise prices were greater than the average market price of the common shares during the relevant
period or the effect of including the options would have been antidilutive.

NOTE 3 - FLEET INFORMATION

As of September 30, 2008, our operating fleet consisted of 351 mainline jets and 279 regional aircraft. The 351
mainline jets are operated exclusively by us and do not include 12 Boeing 737-500 and 16 737-300 aircraft that have
been removed from operation as of September 30, 2008. The 279 regional aircraft are operated on our behalf by other
operators under capacity purchase agreements.

We own or lease 274 regional jets. Of these, 204 are leased or subleased to ExpressJet Airlines, Inc. ("ExpressJet")
and operated on our behalf under a capacity purchase agreement with ExpressJet, ten regional jet aircraft are subleased
to ExpressJet and began operating on our behalf in early October 2008 (and are not included in the September 30,
2008 operating fleet table below), 30 regional jet aircraft are subleased to ExpressJet but are not operated on our
behalf and 30 subleased ERJ-135 regional jet aircraft are temporarily grounded. See Note 13 for a discussion of the
changes to our capacity purchase agreement with ExpressJet effective July 1, 2008. Additionally, our regional
operating fleet includes 75 regional jet and turboprop aircraft owned or leased by third parties that are operated on our
behalf by other operators under capacity purchase agreements.

The following table summarizes our operating fleet (aircraft operated by us and by others on our behalf) as of
September 30, 2008:

Third-Party
Aircraft Type Total Owned Leased Aircraft

Mainline (a):

777-200ER 20 8 12 -
767-400ER 16 14 2 -
767-200ER 10 9 1 -
757-300 17 9 8 -
757-200 41 14 27 -
737-900ER 15 15 - -
737-900 12 8 4 -
737-800 115 42 73 -
737-700 36 12 24 -
737-500 43 - 43 -
737-300 _26 _16 _10 _-
Total mainline 351 147 204 _-
Regional (b):

15
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ERJ-145XR 79 - 79 -
ERJ-145 145 18 107 20 (c)
CRJ200LR 24 - - 24 (¢)
Q200 16 - - 16 (d)
Q400 15 — - 15 (e)
Total regional 279 _18 186 15
Total 630 165 390 75

a. Excludes 12 temporarily grounded Boeing 737-500 aircraft and 16 permanently grounded Boeing 737-300 aircraft.
b. Excludes 30 temporarily grounded ERJ-135 aircraft.

c. Operated by Chautauqua Airlines, Inc. ("Chautauqua") under a capacity purchase agreement.

d. Operated by Champlain Enterprises Inc., doing business as CommutAir under a capacity purchase agreement.

e. Operated by Colgan Air, Inc. ("Colgan") under a capacity purchase agreement.

Fleet Activity. During the first nine months of 2008, we placed 15 new Boeing 737-900ER and ten new Boeing
737-800 aircraft into service and we removed 17 Boeing 737-500 and 22 Boeing 737-300 aircraft from service. We
took delivery of one additional Boeing 737-800 aircraft in October 2008.

During the third quarter of 2008, ExpressJet notified us of its intent to return to us 39 ERJ-145 aircraft that it leased
from us and operated on its own behalf. ExpressJet had returned 29 of these aircraft to us as of September 30, 2008;
the remaining ten ERJ-145 aircraft were returned in early October 2008. We have elected to add these returned aircraft
to our capacity purchase agreement with ExpressJet. During September 2008, we temporarily grounded all 30 37-seat
ERJ 135 aircraft being flown by ExpressJet on our behalf and notified ExpressJet that these aircraft would be
withdrawn from the capacity purchase agreement. We are evaluating our options regarding these 30 aircraft, including
permanently grounding them.

In February 2008, Colgan began providing and operating 74-seat Bombardier Q400 twin-turboprop aircraft on short
and medium-distance routes from Newark Liberty International Airport ("New York Liberty"). Colgan operated 15
Q400 aircraft for us as of September 30, 2008. Colgan operates the aircraft under a capacity purchase agreement with
us with a ten year term expiring in 2018.

Capacity Reductions. In September 2008, we reduced our flights, resulting in a reduction of domestic mainline
capacity of 13.4% (as measured by available seat miles and including the impact of Hurricane Ike) as compared to
September 2007. We had earlier announced that we would accelerate the retirement of less fuel efficient Boeing
737-300 and 737-500 aircraft from our mainline fleet. Given the need for prompt capacity reductions in the current
industry environment, 33 of the aircraft were removed from service in the third quarter of 2008. By the end of 2009,
we expect to remove eight additional Boeing 737-500 aircraft and all 26 of the remaining Boeing 737-300 aircraft
from service. However, some of these planned exits could be impacted by delays in new aircraft deliveries. In
September 2008, The Boeing Company ("Boeing") notified us that all of our new aircraft deliveries will be delayed
pending resolution of the strike involving Boeing's machinists.

16
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We have aircraft sale contracts with three different buyers to sell 20 Boeing 737-500 aircraft. The three buyers of
these aircraft have requested, and in some cases we have agreed to, a delay in the delivery dates due to the buyers'
difficulties in obtaining financing for the aircraft. In light of these delays, we now expect to deliver these aircraft in
the period from the fourth quarter of 2008 through the end of 2009. We are continuing to negotiate with the buyers in
these transactions. We hold cash deposits that secure the buyers' obligations under the aircraft sale contracts, and we
are entitled to damages under the aircraft sale contracts if the buyers do not take delivery of the aircraft when required.
These pending transactions are subject to customary closing conditions, some of which are outside of our control, and
we cannot give any assurances that the buyers of these aircraft will be able to obtain financing for these transactions,
that there will not be further delays in deliveries or that the closing of these transactions will occur.

Firm Order and Option Aircraft. As of September 30, 2008, we had firm commitments for 91 new aircraft (58
Boeing 737 aircraft, eight Boeing 777 aircraft and 25 Boeing 787 aircraft) scheduled for delivery from 2008 through
2015, with an estimated aggregate cost of $5.7 billion including related spare engines. Boeing notified us in
September 2008 that all of our new aircraft deliveries will be delayed pending resolution of the strike involving its
machinists. In October 2008, we reached an agreement in principle with Boeing to reschedule 16 Boeing 737 aircraft
originally scheduled for delivery in 2009 and 2010. These aircraft are now scheduled to be delivered in 2011and
beyond. Additionally, we have agreed with Boeing to reschedule to 2010 two Boeing 777 deliveries that were
originally scheduled for delivery in 2009. As a result of these changes, we are scheduled to take delivery of 14 Boeing
737 aircraft in 2009 and 12 Boeing 737 aircraft, two Boeing 777 aircraft and two Boeing 787 aircraft in 2010. In
addition to our firm order aircraft, we had options to purchase a total of 102 additional Boeing aircraft as of September
30, 2008.

In October 2008, we agreed in principle to terms under which we would lease up to four Boeing 757-300 aircraft
from Boeing Capital Corporation. Boeing Capital Corporation has until December 31, 2008 to decide to lease these
aircraft to us. If we enter into these leases, it is expected that the aircraft would be placed in service between late 2009
and early 2010.

NOTE 4 - LONG-TERM DEBT

Debt Secured by Aircraft. On April 10, 2007, we obtained financing for 12 Boeing 737-800s and 18 Boeing
737-900ERs. We applied a portion of this financing to 23 Boeing aircraft delivered to us in the first nine months of
2008 and recorded related debt of $875 million. We expect to apply the remainder of this financing to the next seven
Boeing 737 aircraft scheduled for delivery from October 2008 through the first quarter of 2009, although the actual
delivery dates for these aircraft are being delayed by Boeing pending the resolution of the strike by its machinists.

During the second quarter of 2008, we obtained financing for two new Boeing 737-900ER aircraft and separately
entered into a loan agreement secured by four Boeing 757-200 aircraft and that will also be secured by one Boeing
737-700 aircraft when the loan for this aircraft is funded in November 2008. During the third quarter of 2008, we
entered into a loan agreement that will be secured by three Boeing 757-200 aircraft and four Boeing 737-700 aircraft
when the loans for these aircraft are funded in November 2008. During the first nine months of 2008, we borrowed
$135 million secured by two Boeing 737-900ER aircraft and four Boeing 757-200 aircraft. We expect to receive the
remaining loan proceeds of $133 million related to three Boeing 757-200 and five Boeing 737-700 aircraft described
above in November 2008. In October 2008, we reached an agreement in principle with Boeing for it to provide
backstop financing for all of the additional 14 Boeing 737-900ER aircraft scheduled for delivery in 2009, subject to
customary conditions.

Pre-delivery Payment Facility. On June 30, 2008, we entered into a loan facility to finance a portion of the

pre-delivery payment requirements under the aircraft purchase agreements for 66 new Boeing aircraft originally
scheduled for delivery between July 1, 2008 and the end of 2011. We borrowed $113 million under this facility on
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June 30, 2008. We no longer expect to make a second borrowing under this facility in the amount of $16 million in
December 2008, as we had previously planned, due to our agreement in principle for rescheduling of the delivery
dates of 16 Boeing 737 aircraft. Our obligations under the facility are secured by our rights under our purchase
agreements for 737 and 777 aircraft on order with Boeing.

Advance Purchase of Mileage Credits. On June 10, 2008, we entered into an amendment and restatement of our
Bankcard Joint Marketing Agreement (the "Bankcard Agreement") with Chase Bank USA, N.A. ("Chase"), under
which Chase purchases frequent flyer mileage credits to be earned by OnePass members for making purchases using a
Continental branded credit card issued by Chase. The Bankcard Agreement provides for a payment to us of $413
million, of which $235 million relates to the advance purchase of frequent flyer mileage credits for the year 2016. In
connection with the advance purchase of mileage credits, we have provided a security interest to Chase in certain
routes and slots, including our slots at London's Heathrow Airport. The $235 million purchase of mileage credits has
been treated as a loan from Chase with an implicit interest rate of 6.18% and is reported as long-term debt in our
consolidated balance sheet. Our liability will be reduced ratably in 2016 as the mileage credits are issued to Chase.
The remaining $178 million received from Chase is in consideration for certain other commitments with respect to the
co-branding relationship, including the extension of the term of the Bankcard Agreement until December 31, 2016.
This amount is reported in other liabilities in our consolidated balance sheet and will be recognized as other revenue
over the term of the agreement.

Maturities. Maturities as of September 30, 2008 of long-term debt due before December 31, 2008 and for the next
four years are as follows (in millions):

October 1, 2008 through December 31, 2008 $277

Year ending December 31,

2009 488
2010 921
2011 1,134
2012 508

Convertible Debt Securities. In January 2007, $170 million in principal amount of our 4.5% convertible notes due on
February 1, 2007 was converted by the holders into 4.3 million shares of our Class B common stock at a conversion
price of $40 per share. The remaining $30 million in principal amount was paid on February 1, 2007.

NOTE 5 - FAIR VALUE MEASUREMENTS

SFAS 157 requires expanded disclosures about fair value measurements. SFAS 157 applies to other accounting
pronouncements that require or permit fair value measurements, but does not require any new fair value
measurements. We adopted the provisions of SFAS 157 relating to assets and liabilities recognized or disclosed in the
financial statements at fair value on a recurring basis on January 1, 2008. The adoption of these provisions did not
have a material effect on our consolidated financial statements.

SFAS 157 clarifies that fair value is an exit price, representing the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants based on the highest and best use of
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the asset or liability. As such, fair value is a market-based measurement that should be determined based on
assumptions that market participants would use in pricing an asset or liability. SFAS 157 requires us to use valuation
techniques to measure fair value that maximize the use of observable inputs and minimize the use of unobservable
inputs. These inputs are prioritized as follows:

Level 1: Observable inputs such as quoted prices for identical assets or
liabilities in active markets

Level 2: Other inputs that are observable directly or indirectly, such as
quoted prices for similar assets or liabilities or market-corroborated inputs

Level 3: Unobservable inputs for which there is little or no market data and
which require us to develop

our own assumptions about how market participants would price the
assets or liabilities

The valuation techniques that may be used to measure fair value are as follows:

A. Market approach - Uses prices and other relevant information generated by market transactions involving identical or
comparable assets or liabilities

B. Income approach - Uses valuation techniques to convert future amounts to a single present amount based on current market
expectations about those future amounts, including present value techniques, option-pricing models and excess earnings
method

C. Cost approach - Based on the amount that currently would be required to replace the service capacity of an asset
(replacement cost)

Assets (liabilities) measured at fair value on a recurring basis during the period include (in millions):

Carrying Amount as of Valuation
September 30. 2008 Level 1 Level 2 Level3  Technique
Cash equivalents $2,411 $2,411 (A)
Short-term 475 350 $ 125 (A)
investments
Restricted cash, cash
equivalents and
short-term 164 159 5 (A)
investments
Long-term 130 130 (B)
investments
Fuel derivatives (174) (174) (A)
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Foreign currency
derivatives 11 $11 (A)

Unobservable Inputs. The reconciliation of our assets measured at fair value on a recurring basis using unobservable
inputs (Level 3) is as follows (in millions):

Three Months Ended Nine Months Ended
September 30, 2008 September 30, 2008
Student Loan- Student Loan-
Related Auction Fuel Related Auction Fuel
Rate Securities Derivatives Rate Securities Derivatives
Balance at beginning of $ 24
period $264 $174 $ -
Transfers to Level 3
(subsequent to -
dispositions of $73) - - 314
Additions - 51 - 90
Dispositions (D) - (22) -

Gains and losses:
Settlement (gains) losses
reported 48 - (60)

in earnings -

Unrealized gains (losses)

reported - 18

in earnings (15) (29)
Unrealized gains (losses)

reported in 3 (432 _@3 (246)
other comprehensive

income ) )

Balance at September 30, $260 $(174) $260 $(174)

2008

Short-term and Long-term Investments. At September 30, 2008, we held student loan-related auction rate securities
with a par value of $292 million and a fair value of $260 million. This total includes $140 million par value ($125
million fair value) classified as short-term investments, $5 million (par and fair value) that is collateral for estimated
future workers' compensation claims and is classified as restricted cash, cash equivalents and short-term investments
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and $147 million par value ($130 million fair value) classified as long-term investments. At December 31, 2007,
student loan-related auction rate securities totaled $387 million (par and fair value), including $285 million in
short-term investments and $102 million in restricted cash, cash equivalents and short-term investments. These
securities are variable-rate debt instruments with contractual maturities generally greater than ten years and whose
interest rates are reset every 7, 28 or 35 days, depending on the terms of the particular instrument. These securities are
secured by pools of student loans guaranteed by state-designated guaranty agencies and reinsured by the United States
government. All of the auction rate securities we hold are senior obligations under the applicable indentures
authorizing the issuance of the securities. Auctions for these securities began failing in the first quarter of 2008 and
continued to fail through the third quarter, resulting in our continuing to hold such securities and the issuers of these
securities paying interest adjusted to the maximum contractual rates. Accordingly, we reclassified such securities to
long-term assets during the first quarter of 2008. However, as of September 30, 2008, we concluded that it was
appropriate to report auction rate securities with a par value of $145 million and a fair value of $130 million as current
assets. We made this determination after one broker offered us a put right permitting us to sell to the broker at par in
2010 all auction rate securities previously purchased from that broker. The broker has also committed to loan us 75%
of the par value of these securities at any time until the put is exercised. Based on these developments, we determined
that these securities had sufficient liquidity to be reported as short-term investments at September 30, 2008.

We account for these securities as available-for-sale investments. Historically, the carrying value of auction rate
securities approximated fair value due to the frequent resetting of the interest rate and the existence of a liquid market.
Although we will earn interest on these investments involved in failed auctions at the maximum contractual rate, the
estimated market value of these auction rate securities no longer approximates par value. We estimated the fair value
of these securities to be $260 million at September 30, 2008, taking into consideration the limited sales and offers to
purchase securities during the second and third quarters of 2008 and using internally-developed models of the
expected future cash flows related to the securities, taking into account our probability-weighted assumptions about
the cash flows of the underlying student loans and the discounts to reflect a lack of liquidity in the market for these
securities. We recorded a loss of $29 million in the quarter ended June 30, 2008 to reflect an other-than-temporary
decline in value of these securities. This loss is included in nonoperating income (expense) for the nine months ended
September 30, 2008 in our consolidated statement of operations.

We continue to monitor the market for auction rate securities and consider its impact, if any, on the fair value of our
investments. If current market conditions deteriorate further, we may be required to record additional losses on these
securities.

Fuel Derivatives. At September 30, 2008, our fuel derivative instruments consisted of over-the-counter contracts,
primarily crude oil or heating oil option contracts forming collars, and crude oil call options, which are not traded on a
public exchange. Except as discussed in the following paragraph, we account for our fuel derivatives as cash flow
hedges and record them at fair value in prepayments and other current assets (if we are in an asset position) or accrued
other current liabilities (if we are in a liability position) in our consolidated balance sheet with the change in fair value,
to the extent effective, being recorded to accumulated other comprehensive income (loss), net of applicable income
taxes. We determine the fair value of our fuel derivatives by obtaining inputs from a broker's pricing model based on
inputs that are either readily available in public markets or can be derived from information available in publicly
quoted markets. We verify the reasonableness of these inputs by comparing the resulting fair values to similar quotes
from our counterparties as of each date for which financial statements are prepared. For those derivatives in a liability
position, we also make an adjustment to incorporate our own credit risk into the valuation. Due to the fact that certain
of the inputs utilized to determine the fair value of the fuel derivatives are unobservable (principally volatility of crude
oil and heating oil prices and the adjustment for our own credit risk), we have categorized these option contracts as
Level 3.

The parent company of one of the counterparties to our fuel derivative contracts declared bankruptcy on September

15, 2008. The counterparty filed for bankruptcy protection on October 3, 2008 and has ceased writing new contracts.
Based on these developments concerning the counterparty's creditworthiness, we determined that our fuel derivative
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contracts with this counterparty, which had a fair value of a net liability of $38 million at September 15, 2008 and
extend through March 2009, are no longer considered highly effective hedges. Therefore, we discontinued hedge
accounting for these contracts as of September 15, 2008 and all future changes in the contracts' fair values will be
reported in earnings as nonoperating income (expense).

Fuel hedge gains (losses) are recognized as a component of fuel expense or regional capacity purchase, net when the
underlying fuel being hedged is used. The ineffective portion of our fuel hedges is determined based on the correlation
between crude oil or heating oil prices and jet fuel prices and is included in nonoperating income (expense). We
recorded ineffectiveness gains (losses) of $(15) million, $2 million, $18 million and $13 million in the three months
ended September 30, 2008 and 2007 and the nine months ended September 30, 2008 and 2007, respectively. This
ineffectiveness was caused by our non-jet fuel derivatives experiencing a higher relative change in value than the jet
fuel being hedged and the mark-to-market adjustment on the fuel derivative contracts with the bankrupt counterparty.
Realized and unrealized gains (losses) related to fuel derivative instruments included in our statement of operations
are as follows (in millions):

Three Months Nine Months
Ended September 30, Ended September 30.
2008 2007 2008 2007
Aircraft fuel and related taxes $(40) $4 $48 $4
Regional capacity purchase, net 8) 1 12 -
Nonoperating income (expense) as 2 18 13
)
Total $(63) $7 $78 $17

Because our fuel hedges were in a loss position at September 30, 2008 resulting from the recent substantial decline
in crude oil prices, we were required to post collateral with our counterparties totaling $22 million. These amounts are
reported in prepayments and other current assets in our consolidated balance sheet. At October 15, 2008, our required
collateral was $71 million due to decreases in crude oil prices.

NOTE 6 - PREFERRED AND COMMON STOCK

Preferred Stock. On April 14, 2008, Northwest Airlines, Inc. ("Northwest") and Delta Air Lines, Inc. ("Delta")
announced that they had entered into a merger agreement. Northwest previously held the one outstanding share of our
Series B preferred stock, which prevented us from engaging in certain business combinations or other activities
without Northwest's consent. We were entitled to redeem the share of Series B preferred stock for a nominal sum upon
the execution of a definitive merger agreement by Northwest with respect to a transaction constituting a change of
control of Northwest, which occurred upon Northwest's entry into the merger agreement with Delta. As a result, we
redeemed and cancelled the Series B preferred stock in the second quarter of 2008, eliminating Northwest's right to
prevent us from engaging in certain business combinations or other activities.

22



Edgar Filing: CONTINENTAL AIRLINES INC /DE/ - Form 10-Q

Common Stock. In June 2008, we completed a public offering of 11 million shares of Class B common stock at a
price to the public of $14.80 per share, raising net proceeds of $162 million for general corporate purposes.

NOTE 7 - STOCK PLANS AND AWARDS

Stock Price Based RSU Awards. At December 31, 2007, we had a vested liability of $29 million related to our
outstanding stock price based restricted stock units ("RSUs") with a performance period commencing on April 1, 2004
and ending on December 31, 2007. The performance target for these stock price based RSUs required our stock price
to appreciate at least 80% from the grant date price of $12.4775 (i.e., to at least $22.4775) and these RSUs were
settled in January 2008 based on the average closing price of our common stock during the 20 trading days preceding
December 31, 2007. Following this payment, there are no stock price based RSU awards outstanding.

Profit Based RSU Awards

. We have issued profit based RSU awards pursuant to our Long-Term Incentive and RSU Program, which can result in cash payments to our
officers upon the achievement of specified profit-sharing based performance targets. The performance targets require that we reach target levels
of cumulative employee profit sharing payments under our enhanced employee profit sharing plan during the performance period and that we
have net income calculated in accordance with U.S. generally accepted accounting principles for the applicable fiscal year. To serve as a
retention feature, payments related to the achievement of a performance target generally will be made in annual increments over a three-year
period to participants who remain continuously employed by us through each payment date. Payments also are conditioned on our having, at the
end of the fiscal year preceding the date any payment is made, a minimum unrestricted cash, cash equivalents and short-term investments
balance set by the Human Resources Committee of our Board of Directors. If we do not achieve the minimum cash balance applicable to a
payment date, the payment will be deferred until the next payment date (March 1 of the next year), subject to a limit on the number of years
payments may be carried forward. Payment amounts are calculated based on the average closing price of our common stock during the 20
trading days preceding the payment date and the payment percentage set by the Human Resources Committee of our Board of Directors for
achieving the applicable profit-sharing based performance target.

We have three outstanding awards of profit based RSUs granted under our Long-Term Incentive and RSU Program:
(1) profit based RSU awards with a performance period commencing April 1, 2006 and ending December 31, 2009,
(2) profit based RSU awards with a performance period commencing January 1, 2007 and ending December 31, 2009
and (3) profit based RSU awards with a performance period commencing January 1, 2008 and ending December 31,
2010.

The awards with a performance period commencing January 1, 2008 were granted in February 2008. These grants
cover 1.0 million RSUs with cumulative profit sharing performance targets ranging from $100 million to $275 million
and payment percentages ranging from 100% to 200%. The cash hurdle associated with these awards is $2.2 billion. It
is not yet probable that the awards granted in February 2008 will meet the minimum specified cumulative
profit-sharing based performance target and we did not recognize any expense related to these awards during the nine
months ended September 30, 2008.

The awards granted in April 2006, which had a performance period commencing April 1, 2006 and ending
December 31, 2009, achieved the highest level cumulative profit sharing performance target based on cumulative
profit sharing payments to our broad based employees of $262 million as of December 31, 2007. As a result, in March
2008, payments totaling $52 million were made with respect to these profit based RSU awards following achievement
of the year end cash hurdle of $1.125 billion for those awards.

Stock-Based Compensation Expense. Total stock-based compensation expense included in wages, salaries and
related costs was $25 million, $30 million, $30 million and $96 million for the three months ended September 30,
2008 and 2007 and nine months ended September 30, 2008 and 2007, respectively. As of September 30, 2008, $27
million of compensation cost attributable to future service related to unvested employee stock options and profit based
RSU awards that are probable of being achieved had not yet been recognized. This amount will be recognized in
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expense over a weighted-average period of 1.5 years. The expense related to RSUs does not impact payments to our
broad based employee group under our enhanced profit sharing plan because profit sharing payments are based on
pre-tax net income calculated prior to any costs associated with incentive compensation for executives.

NOTE 8 - COMPREHENSIVE INCOME (LOSS)

Total comprehensive income (loss) included the following (in millions):

Three Months Nine Months
Ended September 30. Ended September 30.
2008 2007 2008 2007
Net income (loss) $(236) $241 $(319) $491
Other comprehensive income (loss):
Unrealized net gain (loss) on derivative
instruments (330) 3) (283) 20
(net of deferred taxes of $(28), $0, $0 and
$0)
Items related to employee benefit plans:
(Increase) decrease in net actuarial losses (89) ) (89) 62
Amortization of net actuarial losses (net of
deferred taxes of $(5), $0, $0 and $0) 13 15 22 50
Amortization of prior service cost (net of
deferred taxes of $(6), $0, $0 and $0) 13 8 23 23
Other (3 - A3 -
) )
Comprehensive income (loss) adjustments (396 12 (330 155
) )
Total comprehensive income (loss) $(632) $.253 $(649) $.646

NOTE 9 - EMPLOYEE BENEFIT PLANS
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Net periodic defined benefit pension and retiree medical benefits expense included the following components (in millions):

Defined Benefit Retiree Medical
Pension Benefits
Three Months Nine Months Three Months Nine Months
Ended September Ended September Ended September 30, Ended September 30,
30. 30,
2008 007 2008 2007 008 2007 2008 007
Service cost $15 $15 $44 $ 46 $3 $3 $9 $8
Interest cost 37 40 112 119 4 4 12 10
Expected return on
plan assets 39) 35) (120) (102) - - - -
Amortization of
unrecognized net
actuarial (gain) 8 16 23 51 - (1) (D) (D)
loss
Amortization of
prior 2 3 _1 _8 _S5 3 16 15
service cost
Net periodic
benefit 23 39 66 122 12 11 36 32
expense
Settlement charge
(included in
special 8 12 -8 24 — — — —
charges)
Net benefit $31 $.51 $74 $146 $12 $11 $36 $32
expense

During the first nine months of 2008, we contributed $102 million to our defined benefit pension plans, satisfying
our minimum funding requirements during calendar year 2008.

We recorded non-cash settlement charges totaling $8 million in the three and nine months ended September 30, 2008
and $12 million and $24 million in the three and nine months ended September 30, 2007, respectively, related to lump
sum distributions from our pilot-only defined benefit pension plan to retired pilots. SFAS No. 88, "Employer's
Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits" ("SFAS
88"), requires the use of settlement accounting if, for a given year, the cost of all settlements exceeds, or is expected to
exceed, the sum of the service cost and interest cost components of net periodic pension expense for the plan. Under
settlement accounting, unrecognized plan gains or losses must be recognized immediately in proportion to the
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percentage reduction of the plan's projected benefit obligation. We anticipate that we will record additional non-cash
settlement charges in the fourth quarter of 2008 in conjunction with lump-sum distributions to retiring pilots.

NOTE 10 - SPECIAL CHARGES

Special charges were as follows (in millions):

Three Months Nine Months
Ended September 30. Ended September 30.
2008 2007 2008 2007
Severance $33 $
$ - 33 $ -
Aircraft-related charges and (gains)
losses on sales 12 45
of aircraft - 6
Unused facilities 11 - 14 -
Reimbursement to ExpressJet of costs
related to 9 - 9 -
capacity reductions
Route impairment and other 18
32 -
Pension settlement charges (see Note 8 _ _ _
9
12 8 24
Total special charges $91 $12 $141 $30

We recorded $91 million of special charges in the third quarter of 2008, a portion of which is related to our capacity
reductions implemented beginning in September 2008. The special charges include $33 million for severance and
continuing medical coverage for employees accepting early retirement packages or company-offered leaves of
absence, $12 million of charges for future lease costs on permanently grounded Boeing 737-300 aircraft, an $11
million charge related to future rents for leased space at locations that are no longer expected to be used or subleased
and a $9 million charge pertaining to our reimbursement of certain costs incurred by ExpressJet for temporarily

grounded aircraft and airport slots being returned to us.
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The special charges in the third quarter of 2008 also include an $18 million non-cash charge to write off an
intangible route asset as a result of our decision to move all of our year-round London flights from London Gatwick
Airport to London Heathrow Airport and a non-cash settlement charge of $8 million related to lump sum distributions
from our pilot-only defined benefit pension plan to retired pilots.

Special charges in 2008 prior to the third quarter also primarily relate to the capacity reductions. Aircraft-related
charges and gains on sales of aircraft in the first and second quarters of 2008 include $37 million of non-cash
impairments on owned Boeing 737-300 and 737-500 aircraft and related assets, a non-cash charge of $14 million to
write down spare parts and supplies for the Boeing 737-300 and 737-500 fleets to the lower of cost or net realizable
value and $18 million of gains on the sale of five owned Boeing 737-500 aircraft. We received net proceeds of $68
million on the sale of these aircraft.

Following the decision in June 2008 to retire all of our Boeing 737-300 aircraft and a significant portion of our
Boeing 737-500 aircraft by the end of 2009, we evaluated the ongoing value of the assets associated with these fleets.
Fleet assets include owned aircraft, improvements on leased aircraft, rotable spare parts, spare engines and simulators.
Based on our evaluation, we determined that the carrying amounts of these fleets were impaired and wrote them down
to their estimated fair value. We estimated the fair values based on current market quotes and our expected proceeds
from the sale of the assets. We also evaluated the ongoing value of the assets associated with our other fleets and
determined that the carrying amounts of those fleets were not impaired.

Activity related to the accruals for severance and medical costs and future lease payments on permanently grounded
aircraft and unused facilities is as follows (in millions):

Balance, Balance,
December 31. 2007 Accrual Payments September 30. 2008
Severance/medical costs $- $33 $2) $31
Permanently grounded - 12 ) 11
aircraft
Unused facilities 8 14 ) 20

These accruals and payments relate primarily to our mainline segment. Cash payments related to the accruals for
severance and medical costs will be made through the end of 2009. Remaining lease payments on permanently
grounded aircraft and unused facilities will be made through 2010 and 2018, respectively.

We expect to incur additional special charges in future quarters associated with the previously announced planned
permanent grounding of additional Boeing 737-300 aircraft. Additionally, we may incur further accounting charges as
a result of future fleet actions, including costs associated with future lease payments and return conditions on thirty
ERIJ-135 aircraft that have been returned to us from ExpressJet and are currently temporarily grounded. We are not
able at this time to estimate the amount and timing of these future charges.

NOTE 11 - INCOME TAXES

Our effective tax rates differ from the federal statutory rate of 35% primarily due to changes in the valuation
allowance, state taxes and expenses that are not deductible for federal income tax purposes. Our expected net loss for
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2008 will likely exceed our ability to record a corresponding deferred tax benefit because of our prior determination
that it is more likely than not that, to the extent they exceed our deferred tax liabilities, our deferred tax assets will
ultimately not be realized. This net increase in the valuation allowance was partially mitigated during the second
quarter of 2008, when we recorded a non-cash income tax credit of $28 million resulting from higher utilization of net
operating loss carryforwards ("NOLs") than had been previously anticipated. These NOLs expire from 2008 through
2010.

Section 382 of the Internal Revenue Code ("Section 382") imposes limitations on a corporation's ability to utilize
NOLs if it experiences an "ownership change." In general terms, an ownership change may result from transactions
increasing the ownership of certain stockholders in the stock of a corporation by more than 50 percentage points over
a three-year period. In the event of an ownership change, utilization of our NOLs would be subject to an annual
limitation under Section 382 determined by multiplying the value of our stock at the time of the ownership change by
the applicable long-term tax-exempt rate (which is 4.65% for September 2008). Any unused annual limitation may be
carried over to later years. The amount of the limitation may, under certain circumstances, be increased by the built-in
gains in assets held by us at the time of the change that are recognized in the five-year period after the change. If we
were to have an ownership change under current conditions, our annual NOL utilization could be limited to
approximately $80 million per year, before consideration of any built-in gains. The imposition of this limitation on our
ability to use our NOLs to offset future taxable income could cause U.S. federal income taxes to be paid earlier than
otherwise would be paid if such limitation were not in effect and could cause such NOLs to expire unused, reducing or
eliminating the benefit of such NOLSs. In addition, depending on the market value of our common stock at the time of
any such ownership change, we may be required to recognize a significant non-cash tax charge, the amount of which
we cannot estimate at this time.

NOTE 12 - INVESTMENT IN OTHER COMPANIES

Copa. In May 2008, we sold all of our remaining shares of Copa Holdings, S.A. ("Copa") Class A common stock for
net proceeds of $149 million and recognized a gain of $78 million.

Holdings. In January 2007, we sold substantially all of our shares of ExpressJet Holdings, Inc. ("Holdings") common
stock to third parties for cash proceeds of $35 million. Holdings is the parent company of ExpressJet. We recognized a
gain of $7 million in the first quarter of 2007 as a result of these sales. We sold the remaining shares of Holdings
common stock in April 2007 and no longer own any shares of Holdings common stock.

NOTE 13 - EXPRESSJET CAPACITY PURCHASE AGREEMENT

General. In June 2008, we entered into the Second Amended and Restated Capacity Purchase Agreement (the
"Amended ExpressJet CPA") with ExpressJet, which amends and restates our capacity purchase agreement with
ExpressJet. Under the Amended ExpressJet CPA, we will continue to purchase all of the capacity from the ExpressJet
flights covered by the agreement at a negotiated price. The Amended ExpressJet CPA was effective as of July 1, 2008.

Capacity and Fleet Matters. The Amended ExpressJet CPA covers a minimum of 205 regional jets in the first year.
The minimum number of covered aircraft is reduced to 190 regional jets thereafter and may be less as leases on
covered aircraft expire. Of the 69 aircraft ExpressJet previously subleased from Continental for non-Continental
flying, ExpressJet will continue to sublease 30 Embraer 50-seat regional jets from Continental at reduced rental rates.
During the third quarter of 2008, ExpressJet notified us of its intent to return to us 39 ERJ-145 aircraft that it
subleased from us and operated on its own behalf. ExpressJet had returned 29 of these subleased aircraft to us as of
September 30, 2008; the remaining ten subleased ERJ-145 aircraft were returned in early October 2008. We have
elected to add these returned aircraft to the Amended ExpressJet CPA. During September 2008, we temporarily
grounded all 30 of the subleased 37-seat ERJ 135 aircraft being flown by ExpressJet on our behalf and notified
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ExpressJet that these aircraft would be withdrawn from the Amended ExpressJet CPA. We are evaluating our options
regarding these 30 aircraft, including permanently grounding them.

Term of Agreement. The Amended ExpressJet CPA will expire after a term of seven years and has no renewal or
extension options. The Amended ExpressJet CPA eliminated our right to terminate the agreement at any time upon 12
months' notice, although we may terminate the agreement at any time for "cause" (as defined in the Amended
ExpressJet CPA) and either party may terminate for breach of the agreement, subject to certain notice and cure
periods. The Amended ExpressJet CPA also modified our rights under our former capacity purchase agreement by
reducing the scope of change-in-control limitations on ExpressJet, reducing restrictions on ExpressJet flying into our
hub airports, and removing the most-favored-nation clause relating to agreements ExpressJet may enter into with other
airlines.

In connection with entering into the Amended ExpressJet CPA, certain existing agreements relating to aircraft
subleases, facilities, ground handling, fuel purchasing and administrative services were amended. In addition, we
entered into a settlement agreement with ExpressJet related to block hour rates for the first six months of 2008 and
settled all outstanding disputed claims and other payment disagreements under our former capacity purchase
agreement, the impact of which was not material to our consolidated results of operations.

Compensation and Operational Responsibilities. In exchange for ExpressJet's operations of the flights and
performance of other obligations under the Amended ExpressJet CPA, we have agreed to pay ExpressJet a
pre-determined rate, subject to annual escalations (capped at 3.5%), based on block hours (the hours from gate
departure to gate arrival) and to reimburse ExpressJet for various pass-through expenses (with no margin or mark-up)
related to the flights, including insurance, property taxes, international navigation fees, depreciation (primarily
aircraft-related), landing fees and certain maintenance expenses. Under the Amended ExpressJet CPA, we continue to
be responsible for the cost of providing fuel for all flights and for paying aircraft rent for all aircraft covered by the
Amended ExpressJet CPA. The Amended ExpressJet CPA contains incentive bonus and rebate provisions based upon
Expresslet's operational performance, but no longer includes any payment adjustments in respect of ExpressJet's
operating margin.

Our future payments under the Amended ExpressJet CPA are dependent on numerous variables, and are therefore
difficult to predict. The most important of those variables is the number of scheduled block hours. Although we are
not required to purchase a minimum number of block hours under the Amended ExpressJet CPA, we have set forth
below estimates of our future payments under the agreement based on our stated assumptions. These estimates of our
future payments under the Amended ExpressJet CPA do not include the portion of the underlying obligations for
aircraft and facility rent. For purposes of calculating these estimates, we have assumed (1) the number of block hours
flown based on our anticipated level of flight activity, (2) that we will reduce the fleet to 190 aircraft in July 2009, (3)
that aircraft utilization, stage length and load factors will remain constant, (4) that ExpressJet's operational
performance will remain at historic levels, and (5) that inflation is 2.3% to 3.5% per year. Based on these assumptions,
our future payments through 2012 under the Amended ExpressJet CPA at September 30, 2008 were estimated as
follows (in millions):

October 1 through December 31, 2008 $147

Year ending December 31,

2009 573
2010 566
2011 586
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2012 599

It is important to note that the actual amounts we pay to ExpressJet under the Amended ExpressJet CPA could differ
materially from the estimates discussed above. For example, a 10% increase or decrease in scheduled block hours
(whether as a result of changes in average daily utilization or otherwise) in 2009 would result in a corresponding
increase or decrease in cash obligations under the Amended ExpressJet CPA of approximately 9.4%, or $56 million.

NOTE 14 - SEGMENT REPORTING

We have two reportable segments: mainline and regional. The mainline segment consists of flights to cities using
larger jets while the regional segment currently consists of flights with a capacity of 50 or fewer seats (for jets) or 78
or fewer seats (for turboprops). As of September 30, 2008, the regional segment was operated by ExpressJet,
Chautauqua, CommutAir and Colgan under capacity purchase agreements.

We evaluate segment performance based on several factors, of which the primary financial measure is operating
income (loss). However, we do not manage our business or allocate resources based on segment operating profit or
loss because (1) our flight schedules are designed to maximize revenue from passengers flying, (2) many operations of
the two segments are substantially integrated (for example, airport operations, sales and marketing, scheduling and
ticketing) and (3) management decisions are based on their anticipated impact on the overall network, not on one
individual segment.

Financial information by business segment is set forth below (in millions):

Three Months Nine Months
Ended September 30. Ended September 30.
2008 2007 2008 2007
Operating Revenue:
Mainline $3,519 $3,239 $ 9,899 $ 9,058
Regional 637 581 1.872 1.651
Total Consolidated $4.156 $3.820 $11.771 $10.709
Operating Income (Loss):
Mainline $ (30) $ 291 $ 17 $ 706
Regional (122 (306
) —an ) —(100)
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Total Consolidated $.(152) $_ 280 $.(289) $_60

N

Net Income (Loss):

Mainline $ (118) $ 257 $ (79) $ 601

Regional _(118 _ae _(240 _ {10
) ) ) )

Total Consolidated $.(236) $_241 $.(319) $_491

The amounts presented above are presented on the basis of how our management reviews segment results. Under this
basis, the regional segment's revenue includes a pro-rated share of our ticket revenue for segments flown by regional
carriers and expenses include all activity related to the regional operations, regardless of whether the costs were paid
directly by us or to the regional carriers. Net income (loss) for the mainline segment includes the gain on the sale of
Copa shares in 2008 and Holdings shares in 2007.

NOTE 15 - COMMITMENTS AND CONTINGENCIES

Purchase Commitments. See Note 3 for a discussion of our aircraft purchase commitments. We have recently
obtained a backstop financing commitment for up to 14 Boeing 737-900ER aircraft scheduled for delivery in 2009
provided as part of the agreement in principle with Boeing to reschedule aircraft and, as a result, we have financing or
financing commitments for all 21 Boeing aircraft scheduled for delivery through the end of 2009, subject to customary
closing conditions. However, we do not have backstop financing or any other financing currently in place for the
balance of the Boeing aircraft on order. Further financing will be needed to satisfy our capital commitments for our
firm order aircraft and other related capital expenditures. We can provide no assurance that the backstop financing or
any other financing not already in place for our aircraft deliveries will be available to us when needed on acceptable
terms or at all. Since the commitments for firm order aircraft are non-cancelable and assuming no breach of the
agreement by Boeing, if we are unable to obtain financing and cannot otherwise satisfy our commitment to purchase
these aircraft, the manufacturer could exercise its rights and remedies under applicable law, such as seeking to
terminate the contract for a material breach, selling the aircraft to one or more other parties and suing us for damages
to recover for any resulting losses incurred by the manufacturer.

Financings and Guarantees. We are the guarantor of approximately $1.7 billion in aggregate principal amount of
tax-exempt special facilities revenue bonds and interest thereon, excluding the US Airways contingent liability
described below. These bonds, issued by various airport municipalities, are payable solely from our rentals paid under
long-term agreements with the respective governing bodies. The leasing arrangements associated with approximately
$1.5 billion of these obligations are accounted for as operating leases, and the leasing arrangements associated with
approximately $200 million of these obligations are accounted for as capital leases.

We are contingently liable for US Airways' obligations under a lease agreement between US Airways and the Port
Authority of New York and New Jersey related to the East End Terminal at LaGuardia airport. These obligations
include the payment of ground rentals to the Port Authority and the payment of other rentals in respect of the full
amounts owed on special facilities revenue bonds issued by the Port Authority

having an outstanding par amount of $135 million at September 30, 2008 and a final scheduled maturity in 2015. If US Airways defaults on
these obligations, we would be obligated to cure the default and we would have the right to occupy the terminal after US Airways' interest in the
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lease had been terminated.

We also had letters of credit and performance bonds relating to various real estate and customs obligations at
September 30, 2008 in the amount of $85 million. These letters of credit and performance bonds have expiration dates
through October 2010.

General Guarantees and Indemnifications. We are the lessee under many real estate leases. It is common in such
commercial lease transactions for us as the lessee to agree to indemnify the lessor and other related third parties for
tort liabilities that arise out of or relate to our use or occupancy of the leased premises and the use or occupancy of the
leased premises by regional carriers operating flights on our behalf. In some cases, this indemnity extends to related
liabilities arising from the negligence of the indemnified parties, but usually excludes any liabilities caused by their
gross negligence or willful misconduct. Additionally, we typically indemnify such parties for any environmental
liability that arises out of or relates to our use of the leased premises.

In our aircraft financing agreements, we typically indemnify the financing parties, trustees acting on their behalf and
other related parties against liabilities that arise from the manufacture, design, ownership, financing, use, operation
and maintenance of the aircraft and for tort liability, whether or not these liabilities arise out of or relate to the
negligence of these indemnified parties, except for their gross negligence or willful misconduct.

We expect that we would be covered by insurance (subject to deductibles) for most tort liabilities and related
indemnities described above with respect to real estate we lease and aircraft we operate.

In our financing transactions that include loans, we typically agree to reimburse lenders for any reduced returns with
respect to the loans due to any change in capital requirements and, in the case of loans in which the interest rate is
based on the London Interbank Offered Rate ("LIBOR"), for certain other increased costs that the lenders incur in
carrying these loans as a result of any change in law, subject in most cases to certain mitigation obligations of the
lenders. At September 30, 2008, we had $1.4 billion of floating rate debt and $262 million of fixed rate debt, with
remaining terms of up to 12 years, that is subject to these increased cost provisions. In several financing transactions
involving loans or leases from non-U.S. entities, with remaining terms of up to 12 years and an aggregate carrying
value of $1.5 billion, we bear the risk of any change in tax laws that would subject loan or lease payments thereunder
to non-U.S. entities to withholding taxes, subject to customary exclusions.

We may be required to make future payments under the foregoing indemnities and agreements due to unknown
variables related to potential government changes in capital adequacy requirements, laws governing LIBOR based
loans or tax laws, the amounts of which cannot be estimated at this time.

Credit Card Processing Agreements. On June 10, 2008, we entered into an amendment and restatement of our
