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PART | - FINANCIAL INFORMATION

Item 1. Financial Statements.
CONTINENTAL AIRLINES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In millions, except per sharedata) (Unaudited)

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007
Operating Revenue:
Passenger (excluding fees and taxes of $402,
$399, $1,186, and $1,136, respectively)................. $3,760 $3,511 $10,633 $9,802
(07 (oo TSRS 129 112 383 328
L0107 TSRS 267 197 755 579
$4,156 3.820 $11,771 10,709
Operating Expenses:
Aircraft fuel and related taxes .......cocevevereveneieenn, 1,501 895 3,912 2,399
Wages, salaries and related CostS.......ooovverenenenens, 765 836 2,197 2,404
Regional capacity purchase, net ..........ccccevenieiinienns 553 446 1,648 1,319
AITCraft rentalS.......oeveevereeeieee e 244 249 736 745
Landing feesand other rentals...........cccccevvveeveneenns 225 209 643 592
DistribUtioN COSES.....c.vvvirieiriirieirieeeseee e, 182 171 558 508
Maintenance, materials and repairs..........ccoceeveveenenns 152 166 478 479
Depreciation and amortization ...........ccccceeevcvriereeeenns 112 106 327 306
PasSENger SEIVICES ......coveererese e steseeee e e e 113 105 315 294
Special Charges......ccoovvvevere v 91 12 141 30
L1 0= SRS 370 345 1,105 1,027
4,308 3,540 12,060 10,103
Operating INComMe (LOSS) ......evvrveverriereeeeeeneenieseeseeneen, (152) 280 (289) 606
Nonoperating Income (Expense):
INEErESt EXPENSE.....vecveeeeceerere et (93) (96) (271) (289)
Interest capitalized.........ccceveverevesiseeeeeeeee s 8 8 25 19
INtEreSt INCOME ..o, 16 14 56 121
Income from other companies..........ccoeveeveneeriennn, 2 3 12 13
Gain on sale of INVeStMENtS..........coceveeeveneneneneens - - 78 7
Other, NEL.....cooececeee e, (29 2 (30 18
(96) (39 (130) (111)
Income (Loss) before Income TaXes.......ccocevevvvrereenns, (248) 241 (419) 495
Income Tax Benefit (EXPENSE)......cccoveveeveereereererneneennn, 12 - 100 4
Net INCOME (LOSS) ....veeevereeeieereeeeeeteee e, $(236) $ 241 $ (319) $ 491
Earnings (Loss) Per Share:
BaSIC.uoiieiieeee e $(2.14) $247 $(3.11) $5.08
DIilULEd......ocecieeece e, $(2.14) $215 $(3.11) $4.42
Shares Used for Computation:
BaSIC.uoiciiieee e 110 98 103 97
DIULE. ...t 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 equIVAENtS ..........ccceveeeeeeeececeeee e $2,411 $ 2,128 $ 2519
Short-term iNVESIMENES. ........eoiveeeeeecee e 475 675 __ 518
Total unrestricted cash, cash equivaents and
Short-term INVESIMENES........ccceveeeeieee e 2,886 2,803 3,037
Restricted cash, cash equivalents and
Short-term iNVESIMENES.......ccoeveeece e 164 179 178
Accountsreceivable, NEL..........ccccovveie e 652 606 712
Spare parts and SUPPlies, NEL........ccocvvevereereere e 311 271 269
Deferred iNCOME taXES.......covvevenereceeee e 217 259 200
Prepayments and Other............coeeerenirinicieee e 483 443 4724
Total CUMTENE BSSELS.....eeiiveicieieeeree st sree e 4,713 4561 ~ 4,820
Property and Equipment:
Owned property and equipment:
Flight eqUIPMENT.......coiiiiice s 8,170 7,182 7,184
(107 OSSR _1,673 1548 _1510
9,843 8,730 8,694
Less: Accumulated depreciation.........cccccceeveeeveennenne. 3,061 2,790 2,721
_6,782 5,940 95973
Purchase deposits for flight equipment............cccceveevenee. 319 414 334
Capital [@8SES....civeeeeeriereeese e 190 297 298
Less: Accumulated amortization ..........cccceeeeevveeeueeenne. - 93 9
_ 139 _ 204 _ 207
Total property and equipment, Net.........cccveeveveereennne 7,240 6,558 6,514
Routes and airport operating rights, net...........cccocvenienennene 785 706 593
Long-term investments (including $25 restricted)............... 130 - -
Investment in other companies..........cccoovveeveievccce e, - 63 59
Other @SSELS, NEL......ccveeeieecreecre et e 194 217 223
TOtAl ASSELS ..ot $13,062 $12,105 $12,209

(continued on next page)



CONTINENTAL AIRLINES, INC.

CONSOLIDATED BALANCE SHEETS

(In millions, except for share data)

LIABILITIESAND
STOCKHOLDERS EQUITY

Current Liabilities:
Current maturities of long-term debt and
CapItal |€8SES......cveeeerese e
Accounts Payable........ccoevveiieeeeese e
Air traffic and frequent flyer liability ......cccoovvvvecvienienenn
AcCrued PAYTOll .......coeeeiecireeeee e
Accrued other l1aDilitieS.......cocvveeiereiree e
Total current liabilities........cooooveveieriee e

Long-Term Debt and Capital Leases.........ccccceeveveeverenrennnnn
Deferred INCOME TAXES ....ccvvereriieeerieieesiesie e
Accrued Pension Liability .......c.ccooeoerininininineceeeee

Accrued Retiree Medical BEN€fits.......cocoeeeeviieeieeeiiieciieee

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..........cccceveeeeriennenne.
Class B common stock - $.01 par, 400,000,000
shares authorized; 110,243,176, 98,208,888
and 97,956,627 issued and outstanding ..........ccccccevenenee.
Additional paid-in capital ..........cccooeniiininienre
Retained €arningS .......ccocvvivveveneceeeses e
Accumulated other comprehensiveloss........cccceeeecieenenee.
Total stockholders equity .........cccceveriniieninieneeieeee,
Total Liabilities and Stockholders' Equity .........ccc.......

September 30,
2008

(Unaudited)

246

849

December 31, September 30,
2007 2007
(Unaudited)

$ 652 $ 464

1,013 978

1,967 2,105

545 582

272 291

4,449 4,420

4,366 4,651

359 200

534 898

235 224

612 599

1 1

1,606 1,594

448 480

(505) (858)

1,550 1,217

$12,105 $12,209

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



CONTINENTAL AIRLINES, INC.
CONDENSED CONSOLIDATED STATEMENTSOF CASH FLOWS
(In'millions) (Unaudited)

Nine Months
Ended September 30,
2008 2007
Cash Flows from Operating Activities:
NEL INCOME (I0SS) ..vuveverrirreerenereseses ettt ettt s e se e seeen $ (319) $ 491
Adjustments to reconcile net income (10ss) to net cash provided by
operating activities:
Depreciation and amortiZation............cccoeeeeererenenienesenee e 327 306
SPECial ChaIgES ... oo e s 141 30
Deferred iNCOME tAXES. ... ....oiiierereeie et e (100) -
Gain on sale Of INVESIMENES. .......ooeiiirieirereere e (78) @)
Unrealized loss on student |oan-related auction rate securities............... 29 -
Undistributed equity in income of other companies..........cccccccvoinenennens 9 (13)
Stock-based compensation related to equity awards..........coceoeeeveeenieneee 13 19
(0107 0T SRS 31 34
Changes in operating assets and liabilities ... veneienincnicien, _ (32 _ 216
Net cash provided by operating activities...........cccoeveereeniencinieneiens 3 1,076
Cash Flows from Investing Activities:
Capital eXPENAITUIES. ........oieeeeieeeiieeee et (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 equivaents and short-term
INVESIMENES, NEL ...t 53 (70)
Proceeds from sales of property and equipment ...........cccceeeeveevieceecece e, 76 10
Proceeds from sale of Copa Holdings, S.A. shares, net ..........ccccoeeeeeieennne 149
Proceeds from sale of Expresslet Holdings, Inc. shares, net...........cccceeee.. - _35
Net cash used in iNVeSting aCtiVITIES.........cccvveeiereerece e _ (51) (398)
Cash Flows from Financing Activities:
Payments on long-term debt and capital lease obligations.............c.cccceuenee. (341) (337)
Proceeds from issuance of long-term debt ..........ccccoovevvevevceeccceccne e, 497 25
Proceeds from public offering of common stock ...........cccceveveriiincicniene. 162 -
Proceeds from issuance of common stock pursuant to stock plans.............. 13 30
Net cash provided by (used in) financing aCtiVities.........cccceeveveeverernnnnns _ 331 (282)
Net Increase in Cash and Cash EquivValents............ccooeveienenenieeneie e 283 396
Cash and Cash Equivalents - Beginning of Period..........cccocevvnievcvnvncennnnenne. 2,128 2,123
Cash and Cash Equivalents - End of Period .........ccccovevrvrerrvvvineseeseesennnnens $2,411 $2,519
Investing and Financing Activities Not Affecting Cash: $ -
Common stock issued upon conversion of 4.5% Convertible Notes............ $ 170
Property and equipment acquired through the issuance of deb................... $ 865 $ 190

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



CONTINENTAL AIRLINES, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

In our opinion, the unaudited consolidated financial statements included herein contain al 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 anormal,
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 operationsto be
expected for the entire year. Asused 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 POLICIESAND RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

SFAS 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 usto
January 1, 2009 for al nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value
on arecurring basis (that is, at least annually). Asdiscussed 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 arecurring 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.

SFAS 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, istypically 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 aresult 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 (&) recognizes and measures
initsfinancial 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 again from a bargain
purchase; and (c) determines what information to disclose to enable users of the financial statementsto evaluate the
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nature and financial effects of the business combination. SFAS 141R applies prospectively to al 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 amaterial effect on our consolidated financial statements.

FSP 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 isrecognized. 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 millionin
2003, gradually increasing to approximately $11 million in 2008.

Frequent Flyer Program. For accountsin our OnePass frequent flyer program that have sufficient mileage
creditsto claim the lowest level of freetravel, we record aliability 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 freguent 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 aliance carriers or the minimum award level could have a significant impact on our
liahility in the period of change as well asfuture 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. Changesin 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 (10SS) ...venvieeeeereeeete e $(236) $241 $(319) $401
Effect of dilutive securities - interest expense on:
5% CONVErtile NOES............ceeveeeeeeeeeeee e - 2 - 5
6% Convertible Junior Subordinated Debentures
held by SUBSIIAIY trUSE.oovorooeeee oo - 3 - 9
4.5% Convertible NOLES...........ccceveeeeececeeeee e - _- - _1
Numerator for diluted earnings (loss) per share -
net income after assumed CONVErSIoNS.........cccccveveereereereennn. $(236) $246 $(319) $506
Denominator:
Denominator for basic earnings (loss) per share -
weighted-average SNares.......ocoevereeeereene s 110 98 103 _97
Effect of dilutive securities:
5% CONVErtible NOES..........c.eeeeeeeeeeeee e - 9 - 9
6% Convertible Junior Subordinated Debentures
held by SUBSIIAIY trUSE.oovororeeee oo - 4 - 4
4.5% COnVertible NOES.............cooeeveeereeereseeeee s s, - - - 1
Employee StOCK OPLIONS........c..oveeveeerreeresseseessesseeseesesseesennes _ - _3 _ - _ 4
Dilutive potential common Shares..........ccvcveveveereerereseenenns - = _16 - - _18
Denominator for diluted earnings (loss) per share -
10 114 103 115

weighted-average shares after assumed conversions.......... = ==

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 optionsto
purchase shares of our common stock were excluded from the computation of diluted earnings per share for each of
the three and nine 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
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by other operators under capacity purchase agreements.

We own or lease 274 regiona jets. Of these, 204 are leased or subleased to ExpressJet Airlines, Inc.
("Expresslet") and operated on our behalf under a capacity purchase agreement with ExpressJet, ten regional jet
aircraft are subleased to Expresslet 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 Expresslet but are not
operated on our behalf and 30 subleased ERJ135 regional jet aircraft are temporarily grounded. See Note 13 for a
discussion of the changes to our capacity purchase agreement with Expresslet 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 L eased Aircraft
Mainline (a):
T77-200ER.........coccuenen. 20 8 12 -
767-400ER.................... 16 14 2 -
767-200ER........cccccuene. 10 9 1 -
757-300......ccoeieieieinns 17 9 8 -
757-200......ccceereiennns 41 14 27 -
737-900ER.........cccuenee 15 15 - -
737-900......ccceceieiennns 12 8 4 -
737-800......ccoeeererennnns 115 42 73 -
737-700......ccceeeeeeiennns 36 12 24 -
737-500......cccmiveireiiennnns 43 - 43 -
737-300......ccoceeeeiennnns _26 _16 _10 -
Total mainline............... 351 147 204 -
Regiona (b):
ERJ145XR......cccceuvneee. 79 - 79 -
ERJ145......ccoeveenn 145 18 107 20 (c)
CRJ00LR.....ccceoveuenee 24 - - 24 (c)
(02100 J 16 - - 16 (d)
Q400.....cccoeieeeieeiene _15 - _ - 15(e)
Total regiondl................ 279 18 186 75
LI = 630 165 390 5

(8 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.

(6) Operated by Colgan Air, Inc. ("Colgan") under a capacity purchase agreement.
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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. Wetook delivery of one additional Boeing 737-800 aircraft in October 2008.

During the third quarter of 2008, Expresslet notified us of its intent to return to us 39 ERJ-145 aircraft that
it leased from us and operated on its own behalf. Expresslet 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 Expresslet. 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 Y ork 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 aten 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 accel erate 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 delaysin 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.

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, adelay in the delivery dates due to the
buyers difficultiesin 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. Asof 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 usin
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. Asaresult of these changes, we are scheduled to take delivery of 14
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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 atotal 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 thisfinancing to 23 Boeing aircraft delivered to usin thefirst 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 aloan 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 aloan 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 aloan 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
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 Chasein
certain routes and dots, including our slots at London's Heathrow Airport. The $235 million purchase of mileage
credits has been treated as aloan 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 Chaseisin consideration for certain other commitments with
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respect to the co-branding relationship, including the extension of the term of the Bankcard Agreement until
December 31, 2016. Thisamount is reported in other liahilities in our consolidated balance sheet and will be
recoghized 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..........cccceveereerernreens $277
Y ear ending December 31,
2009.....c ettt nes 488
0 1 O TR 921
0 1 TR 1,134
0 1 RS 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
aconversion 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 statementsat fair value on arecurring 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 aliability in an orderly transaction between market participants based on the highest and
best use of the asset or liability. Assuch, 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 usto 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 liabilitiesin 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 islittle or no market data and which require us to develop
our own assumptions about how market participants would price the assets or liabilities

13



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 arecurring basis during the period include (in millions):

Carrying Amount as of Vauation
September 30, 2008 Level 1 Level 2 Level 3 Technique
Cash equivaents............. $2,411 $2,411 (A)
Short-term investments... 475 350 $125 (A)
Restricted cash, cash
equivalents and
short-term investments . 164 159 5 (A)
Long-term investments... 130 130 (B)
Fuel derivatives.............. (174) (274) (A)
Foreign currency
derivatives..........cco.u.... 11 $11 (A)

Unaobservable Inputs. The reconciliation of our assets measured at fair value on arecurring basis using
unobservable inputs (Level 3) isasfollows (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 period............... $264 $174 $ - $ 24
Transfersto Level 3 (subsequent to
dispositions of $73) - - 314 -
AditioNS ..o - 51 - 90
DiSpoSitions.........ccocceverieisinicciescee @) - (22) -
Gains and losses:
Settlement (gains) losses reported
INEAMNINGS ....coeeieeeiee e - 48 - (60)
Unrealized gains (losses) reported
INAMNINGS ..ot - (15) (29) 18
Unrealized gains (losses) reported in
other comprehensive income........... 3 (432 (3 (246)
Balance at September 30, 2008 ............... $260 $(174) $260 $(174)
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Short-term and L ong-term Investments. At September 30, 2008, we held student loan-related auction rate
securities with a par value of $292 million and afair value of $260 million. Thistotal includes $140 million par
value ($125 million fair value) classified as short-term investments, $5 million (par and fair value) that is collatera
for estimated future workers compensation claims and is classified as restricted cash, cash equivalents and short-
term investments and $147 million par value ($130 million fair value) classified as long-term investments. At
December 31, 2007, student |oan-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 |oans and the discounts to reflect alack of
liquidity in the market for these securities. We recorded aloss of $29 million in the quarter ended June 30, 2008 to
reflect an other-than-temporary decline in value of these securities. Thislossisincluded 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 itsimpact, if any, on thefair
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 arein aliability position) in our consolidated balance sheet with
the change in fair value, to the extent effective, being recorded to accumulated other comprehensive income (10ss),
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
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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 derivativesin aliability position, we aso make an adjustment to incorporate our own credit risk
into the valuation. Dueto 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 contracts with this counterparty, which had afair value of anet 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 changesin 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 hedgesis determined based on
the correlation between crude oil or heating il 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 millionin
the three months ended September 30, 2008 and 2007 and the nine months ended September 30, 2008 and 2007,
respectively. Thisineffectiveness 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 instrumentsincluded 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...........cccueeneee. $(40) $4 $48 $4
Regional capacity purchase, net ...........ccc.c...... (8 1 12
Nonoperating income (EXPense) ..........cccceeueene (15) 2 18 13
TOA.c e $(63) $7 $78 $17

Because our fuel hedges werein aloss position at September 30, 2008 resulting from the recent substantial
declinein 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 decreasesin 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 amerger agreement. Northwest previoudly 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 anominal 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. Asaresult, we redeemed and
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cancelled the Series B preferred stock in the second quarter of 2008, diminating Northwest'sright to prevent us from
engaging in certain business combinations or other activities.

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

NOTE 7- STOCK PLANSAND AWARDS

Stock Price Based RSU Awards. At December 31, 2007, we had avested 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 priceto
appreciate at least 80% from the grant date price of $12.4775 (i.e,, to a 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 haveissued 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
performancetargets. 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 applicablefiscal year. To serveasa
retention feature, payments related to the achievement of a performance target generally will be made in annual
increments over athree-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 bal ance 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 alimit on the number of years
payments may be carried forward. Payment amounts are cal culated 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 RSUswith 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 awardsis $2.2
billion. Itisnot 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. Asaresult, in March 2008,
payments totaling $52 million were made with respect to these profit based RSU awards following achievement of the
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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. Asof 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. Thisamount will be recognized in 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 (10SS) ..v.vuveerererirreeerereresesesesee e $(236) $241 $(319) $491
Other comprehensive income (10ss):
Unrealized net gain (loss) on derivative instruments
(net of deferred taxes of $(28), $0, $0 and $0) .......... (330) ©)] (283) 20
Items related to employee benefit plans:
(Increase) decrease in net actuarial 10Ss6S................. (89 (8) (89) 62
Amortization of net actuarial losses (net of
deferred taxes of $(5), $0, $0 and $0)...........cocveee. 13 15 22 50
Amortization of prior service cost (net of
deferred taxes of $(6), $0, $0 and $0)..........coveveee. 13 8 23 23
OLNEN ... _ (3 _ - _ (3 _ -
Comprehensive income (loss) adjustments.................... (396) _12 (330) 155
Total comprehensiveincome (10SS) ..........ccccocueveeucunnnee. $(632) $253 $(649) $ 646

18



NOTE 9- EMPLOYEE BENEFIT PLANS

Net periodic defined benefit pension and retiree medical benefits expense included the following
components (in millions):

Defined Benefit Pension Retiree Medical Benefits
Three Months Nine Months Three Months Nine Months
Ended September 30, Ended September 30, Ended September 30, Ended September 30,
2008 2007 2008 2007 2008 2007 2008 2007
Service cost.................. $15 $15 $44 $46 $3 $3 $9 $8
Interest cost.......covn... 37 40 112 119 4 4 12 10
Expected return on
plan assats......ccvevneen. (39 (35 (120) (102) - - - -
Amortization of
unrecognized net
actuaria (gain) loss.... 8 16 23 51 - Q Q Q
Amortization of prior
SErVice Cost .......uene... 2 3 7 8 5 5 16 15
Net periodic benefit
EXPENSE...ovvvrerereeeen 23 39 66 122 12 11 36 32
Settlement charge
(included in
special charges)......... 8 12 8 24 - - - -
Net benefit expense..... $31 $ 51 $74 $146 $12 $11 $36 $32

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 agiven 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 percentage reduction of the plan's projected benefit obligation. We anticipate that
we will record additional non-cash settlement chargesin the fourth quarter of 2008 in conjunction with lump-sum
distributions to retiring pilots.
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NOTE 10 - SPECIAL CHARGES

Specia charges were asfollows (in millions):

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007
S =Y £ 102 $33 $ - $ 33 $ -
Aircraft-related charges and (gains) losses on sales
Lo 1o - ST 12 ) 45 6
UNUSEA FGHTTIES.....vvvvereeeeeeee e sssseesssssesssssenseseens 1 - 14 -
Reimbursement to Expresslet of costs related to
CAPACILY FEAUCLIONS.......ocereeecerereeeeeeresee st eeseeeens 9 ) 9 )
Route impairment and Other ...............coovveerveiereessseesnnnees 18 - 32 -
Pension settlement charges (See Note 9) .........ouevveerreeinenees 8 12 _8 24
Total SPECIA CaIGES......vvveeeeeeeveeeeeeeeee e $91 $12 $141 $30

We recorded $91 million of specia chargesin the third quarter of 2008, a portion of which isrelated 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 |ocations 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.

The special chargesin the third quarter of 2008 & so include an $18 million non-cash charge to write off an
intangible route asset as aresult 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.

Specia chargesin 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 assetsinclude 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 aso evaluated the ongoing value of the assets associated with our
other fleets and determined that the carrying amounts of those fleets were not impaired.
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Activity related to the accruals for severance and medical costs and future lease payments on permanently
grounded aircraft and unused facilitiesis as follows (in millions):

Balance, Balance,
December 31, 2007 Accrual Payments  September 30, 2008
Severance/medical costs................. $- $33 $(2) $31
Permanently grounded aircraft ....... - 12 (@D} 11
Unused faCilities......cccceevevcvrnnnnnne 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 chargesin future quarters associated with the previously announced
planned permanent grounding of additional Boeing 737-300 aircraft. Additionally, we may incur further accounting
charges as aresult of future fleet actions, including costs associated with future lease payments and return conditions
on thirty ERJ-135 aircraft that have been returned to us from Expresslet 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 changesin the
valuation allowance, state taxes and expenses that are not deductible for federal income tax purposes. Our expected
net loss for 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 assetswill ultimately not berealized. 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 NOLsiif it experiences an "ownership change." In general terms, an ownership change may result from
transactions increasing the ownership of certain stockholdersin the stock of a corporation by more than 50
percentage points over athree-year period. In the event of an ownership change, utilization of our NOLswould 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 gainsin 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 NOL s 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 NOL s to expire unused, reducing or eliminating the benefit of such NOLs. 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 thistime.
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NOTE 12 - INVESTMENT IN OTHER COMPANIES

Copa. InMay 2008, we sold al of our remaining shares of CopaHoldings, SA. ("Copa') Class A common
stock for net proceeds of $149 million and recognized again of $78 million.

Holdings. In January 2007, we sold substantially all of our shares of Expresslet Holdings, Inc.
("Holdings") common stock to third parties for cash proceeds of $35 million. Holdingsis the parent company of
Expresslet. We recognized again 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- EXPRESSIET CAPACITY PURCHASE AGREEMENT

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

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

Term of Agreement. The Amended Expresslet CPA will expire after aterm of seven years and has no
renewal or extension options. The Amended Expresslet 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 Expresslet CPA) and either party may terminate for breach of the agreement, subject to certain notice and
cure periods. The Amended Expresslet CPA aso modified our rights under our former capacity purchase agreement
by reducing the scope of change-in-control limitations on ExpressJet, reducing restrictions on Expresslet flying into our
hub airports, and removing the most-favored-nation clause relating to agreements Expresslet may enter into with other
airlines.

In connection with entering into the Amended Expresslet 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 Expresslet 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 Expresslet's operations of the flights and
performance of other obligations under the Amended Expresslet CPA, we have agreed to pay Expresslet apre-
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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 Expresslet 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
Expresslet CPA. The Amended Expresslet CPA contains incentive bonus and rebate provisions based upon
Expresslet's operational performance, but no longer includes any payment adjustmentsin 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 variablesisthe number of scheduled block hours. Although
we are not required to purchase a minimum number of block hours under the Amended Expresslet 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 Expresslet 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 Expresslet CPA at September 30, 2008 were estimated as follows (in
millions):

October 1 through December 31, 2008...........c.ccoceveerrrerennnnn. $147
Y ear ending December 31,

12200 573
20700 s 566
2000 .t nn 586
L 1 599

It isimportant to note that the actual amounts we pay to ExpressJet under the Amended Expresslet CPA could
differ materially from the estimates discussed above. For example, a 10% increase or decrease in scheduled block
hours (whether as aresult of changesin average daily utilization or otherwise) in 2009 would result in a corresponding
increase or decrease in cash obligations under the Amended Expresslet 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 flightsto
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
Expresslet, Chautaugua, 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.
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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:
MainNliNe. ....cccovveeeerereee e $3,519 $3,239 $ 9,899 $9,058
2Tz 0 [[0] 17 _ 637 581 1,872 1,651
Total Consolidated...........ccccoeeverereenennen $4,156 $3,820 $11,771 $10,709
Operating Income (L0ss):
MainNliNe......ccooveireseeseseere e $ (30) $ 291 $ 17 $ 706
Regional ........cceevvieeniceecse e, (122 (12) (306) (100)
Total Consolidated ...........ccovvevreereeen. $(152) $_ 280 $(289) $ 606
Net Income (L0ss):
MaiNliNg......ceeveeieee e $ (118) $ 257 $ (79) $ 601
[R50 [[0]1 7= IS (118) (16) (240) (110)
Total Consolidated............cccccevevvevvennee. $.(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 expensesinclude 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 sharesin 2008 and Holdings shares in 2007.

NOTE 15- COMMITMENTSAND CONTINGENCIES

Purchase Commitments. See Note 3 for adiscussion 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 reschedul e 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 deliverieswill 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
liahility 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 |eases, and the leasing arrangements
associated with approximately $200 million of these obligations are accounted for as capital |eases.
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We are contingently liable for US Airways obligations under alease agreement between US Airways and
the Port Authority of New Y ork and New Jersey related to the East End Terminal at LaGuardiaairport. These
obligations include the payment of ground rentals to the Port Authority and the payment of other rentalsin 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 afinal scheduled maturity in 2015. 1f 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 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.

Generd Guarantees and Indemnifications. We are the lessee under many real estate leases. It iscommonin
such commercia 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, thisindemnity extends to related
ligbilities arising from the negligence of the indemnified parties, but usually excludes any liabilities caused by their gross
negligence or willful misconduct. Additionaly, wetypically 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 changein capital requirements and, in the case of loansin which the interest rate is
based on the London Interbank Offered Rate ("LIBOR"), for certain other increased costs that the lendersincur in
carrying these loans as aresult of any change in law, subject in most casesto 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 severd 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 |ease 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 changesin capital adequacy requirements, laws governing LIBOR based loans
or tax laws, the amounts of which cannot be estimated at thistime.

Credit Card Processing Agreements. On June 10, 2008, we entered into an amendment and restatement of
our Bankcard Agreement with Chase. In connection with the amendment of the Bankcard Agreement, we also
amended our domestic bank-issued credit card processing agreement to extend the term of the agreement until
December 31, 2016 and modify certain provisions in the agreement. Asaresult of the amendment of that
processing agreement, the requirement that we maintain a minimum EBITDAR (generally, earnings before interest,
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income taxes, depreciation, amortization, aircraft rentals, certain nonoperating income (expense) and special items)
to fixed charges (interest and aircraft rentals) ratio for the preceding 12 months has been eliminated as a trigger
requiring the posting of additional collateral.

The covenants contained in the Chase processing agreement require that we post additional cash collateral
if wefail to maintain (1) aminimum level of unrestricted cash, cash equivalents and short-term investments, (2) a
minimum ratio of unrestricted cash, cash equivalents and short-term investments to current liabilities of 0.25t0 1.0
or (3) aminimum senior unsecured debt rating of at least Caa3 and CCC- from Moody's and Standard & Poor's,
respectively.

We have a so recently entered into a new credit card processing agreement with American Express. Under
the terms of that agreement, if a covenant trigger under the Chase processing agreement results in our posting
additional collateral under that agreement, we would be required to post additional collateral under the American
Express processing agreement. The amount of additional collateral required under the American Express processing
agreement would be based on a percentage of the value of unused tickets (for travel at afuture date) purchased by
customers using the American Express card. The percentage for purposes of this calculation is the same as the
percentage applied under the Chase processing agreement, after taking into account certain other risk protection
maintained by American Express.

Under these processing agreements and based on our current air traffic liability exposure (as defined in
each agreement), we would be required to post collateral up to the following amountsif we failed to comply with the
covenants described above:

o atotal of $95 million if our unrestricted cash, cash equivalents and short-term investments balance falls
below $2.0 hillion;

e atotal of $285 million if we fail to maintain the minimum unsecured debt ratings specified above;

o atotal of $538 million if our unrestricted cash, cash equivalents and short-term investments balance (plus
any collateral posted at Chase) falls below $1.4 billion or if our ratio of unrestricted cash, cash equivalents
and short-term investments to current liabilities falls below 0.25 to 1.0; and

e atotal of $1.2 billion if our unrestricted cash, cash equivalents and short-term investments balance (plus
any collateral posted at Chase) falls below $1.0 billion or if our ratio of unrestricted cash, cash equivalents
and short-term investments to current liabilities falls below 0.22 to 1.0.

The amounts shown above are incremental to the current collateral we have posted with these companies.
We are currently in compliance with all of the covenants under these processing agreements.

Employees. Asof September 30, 2008, we had approximately 40,100 full-time equivalent employees. In
conjunction with the capacity reductions we announced in June 2008, we have reduced our total workforce by
approximately 3,000 positions, with the mgjority of the reductions being accomplished through voluntary programs.
Theseincluded an enhanced retirement window, company offered leaves of absence and other voluntary reduction
programs. Although there can be no assurance that our generally good labor relations and labor productivity will
continue, the preservation of good relations with our employees is a significant component of our business strategy.
Approximately 45% of our employees are represented by unions. None of our collective bargaining agreements
becomes amendabl e before December 2008.

Environmental Matters. In 2001, the California Regional Water Quality Control Board ("CRWQCB")
mandated afield study of the area surrounding our aircraft maintenance hangar in Los Angeles. The study was
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completed in September 2001 and identified jet fuel and solvent contamination on and adjacent to thissite. In April
2005, we began environmental remediation of jet fuel contamination surrounding our aircraft maintenance hangar
pursuant to aworkplan submitted to (and approved by) the CRWQCB and our landlord, the Los AngelesWorld
Airports. Additionally, we could be responsible for environmental remediation costs primarily related to solvent
contamination on and near this site.

In 1999, we purchased property located near our New Y ork Liberty hub in Elizabeth, New Jersey from
Honeywell International, Inc. ("Honeywell") with certain environmental indemnification obligations by usto
Honeywell. We did not operate the facility located on or make any improvements to the property. 1n 2005, we sold
the property to Catellus Commercial Group, LLC ("Catellus") and, in connection with the sale, Catellus assumed
certain environmental indemnification obligationsin favor of us. On Octaober 9, 2006, Honeywell provided us with
a notice seeking indemnification from us in connection with a U.S. Environmental Protection Agency ("EPA")
potentially responsible party notice to Honeywell involving the Newark Bay Study Area of the Diamond Alkali
Superfund Site alleging hazardous substance rel eases from the property and seeking study costs. In addition, on
May 7, 2007, Honeywell provided us with a notice seeking indemnification from usin connection with a possible
lawsuit by Tierra Solutions, Inc. ("Tierra Solutions") against Honeywell relating to alleged discharges from the
property into Newark Bay and seeking cleanup of Newark Bay waters and sediments under the Resource
Conservation and Recovery Act. We have notified Honeywell that, at this time, we have not agreed that we are
required to indemnify Honeywell with respect to the EPA and Tierra Solutions claims and Honeywell has invoked
arbitration procedures under its sale and purchase agreement with us. Catellus has agreed to indemnify and defend
us in connection with the EPA and Tierra Solutions claims, including any arbitration with Honeywell.

At September 30, 2008, we had an accrual for estimated costs of environmental remediation throughout our
system of $34 million, based primarily on third-party environmental studies and estimates as to the extent of the
contamination and nature of the required remedial actions. We have evaluated and recorded this accrual for
environmental remediation costs separately from any related insurance recovery. We did not have any receivables
related to environmental insurance recoveries at September 30, 2008. Based on currently available information, we
believe that our accrual for potential environmental remediation costs is adequate, although our accrual could be
adjusted in the future due to new information or changed circumstances. However, we do not expect these itemsto
materially affect our results of operations, financial condition or liquidity.

Legal Proceedings. During the period between 1997 and 2001, we reduced or capped the base
commissions that we paid to domestic travel agents, and in 2002 we eliminated those base commissions. These
actions were similar to those also taken by other air carriers. We are adefendant, along with several other air
carriers, in two lawsuits brought by travel agencies that purportedly opted out of aprior class action entitled Sarah
Futch Hall d/b/al Travel Specialistsv. United Air Lines, et a. (U.S.D.C., Eastern District of North Carolina), filed
on June 21, 2000, in which the defendant airlines prevailed on summary judgment that was upheld on appeal. These
similar suits against Continental and other major carriers allege violations of antitrust laws in reducing and
ultimately eliminating the base commissions formerly paid to travel agents. The pending cases are Tam Travel, Inc.
v. DeltaAir Lines, Inc., et a. (U.S.D.C., Northern District of California), filed on April 9, 2003 and Swope Travel
Agency, etal.v. OrbitzLL C et al. (U.S.D.C., Eastern District of Texas), filed on June 5, 2003. By order dated
November 10, 2003, these actions were transferred and consolidated for pretrial purposes by the Judicial Panel on
Multidistrict Litigation to the Northern District of Ohio. On September 14, 2006, the judge for the consolidated
lawsuit issued an order dismissing 28 plaintiffs in the Swope case for their failure to properly opt-out of the Hall
case. Consequently, atotal of 90 travel agency plaintiffs remained in the two cases. On October 29, 2007, the judge
for the consolidated lawsuit dismissed the case for failure to meet the heightened pleading standards established
earlier in 2007 by the U.S. Supreme Court's decision in Bell Atlantic Corp. v. Twombly. The plaintiffs have
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appealed to the Sixth Circuit Court of Appeals. In each of these cases, we believe the plaintiffs’ claims are without
merit, and we intend to vigorously defend any appeal. Nevertheless, afinal adverse court decision awarding
substantial money damages could have a material adverse effect on our results of operations, financial condition or
liquidity.

We and/or certain of our subsidiaries are defendantsin various other pending lawsuits and proceedings and are
subject to various other claims arising in the normal course of our business, many of which are covered in wholeor in
part by insurance. Although the outcome of these lawsuits and proceedings (including the probable loss we might
experience as aresult of an adverse outcome) cannot be predicted with certainty at thistime, we believe, after consulting
with outside counsdl, that the ultimate disposition of such suits will not have amaterial adverse effect on us.

28



Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion contains forward-looking statements that are not limited to historical facts, but
reflect our current beliefs, expectations or intentions regarding future events. All forward-looking statements
involve risks and uncertainties that could cause actual resultsto differ materially from those in the forward-looking
statements. For examples of such risks and uncertainties, please see the risk factors set forth in our 2007 Form 10-K
and subsequent quarterly reports on Form 10-Q (including this report), which identify important matters such as the
consequences of our high leverage, the significant volatility in the cost of aircraft fuel, our transition to anew global
alliance, delays in scheduled aircraft deliveries, our high labor and pension costs, service interruptions at one of our
hub airports, disruptions to the operations of our regional operators, disruptionsin our computer systems, and
industry conditions, including the airline pricing environment, industry capacity decisions, industry consolidation,
terrorist attacks, regulatory matters, excessive taxation, the availability and cost of insurance, public health threats,
an economic downturn in the U.S. and global economies and the seasonal nature of the airline business. We
undertake no obligation to publicly update or revise any forward-looking statements to reflect events or
circumstances that may arise after the date of this report, except as required by applicable law.

OVERVIEW

We are amajor United States air carrier engaged in the business of transporting passengers, cargo and mail.
We are the world's fifth largest airline as measured by the number of scheduled miles flown by revenue passengers
in 2007. Including our wholly-owned subsidiary, Continental Micronesia, Inc. ("CMI"), and regional flights
operated on our behalf under capacity purchase agreements with other carriers, we operate more than 2,500 daily
departures. Asof September 30, 2008, we served 122 domestic and 120 international destinations and offered
additional connecting service through aliances with domestic and foreign carriers.

General information about us can be found on our website, continental.com. Electronic copies of our
annual reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, as well as any
amendments to those reports, are available free of charge through our website as soon as reasonably practicable after
we file them with, or furnish them to, the Securities and Exchange Commission ("SEC").

Third Quarter Financial Highlights

e  Werecorded a pretax loss of $248 million in the third quarter of 2008, reflecting record high fuel prices, the
weakening economy and the approximately $50 million adverse impact of Hurricane lke.

e Highfuel prices continueto dramatically increase our costs. Despite recent decreases, average mainline jet fuel
prices per gallon in the third quarter of 2008 were 74.8% higher than in the comparable period of 2007.

e  Passenger revenue grew 7.1% during the third quarter of 2008 as compared to the third quarter of 2007 dueto
increased fares, resulting primarily from fuel surcharges and international growth.

o Weended the quarter with an unrestricted cash, cash equivalents and short-term investments balance of $2.9
billion.

Third Quarter Operational Highlights
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¢ |nconnection with our significant reductionsin flying and staffing implemented during the third quarter of
2008 to further adjust to the high cost of fuel, we removed 33 less-efficient Boeing 737 aircraft from service
and eliminated approximately 3,000 employee positions, with the majority of the reductions being
accomplished through voluntary programs.

e Mainlinetraffic decreased 2.5% and mainline capacity decreased 0.9% during the third quarter of 2008 as
compared to the third quarter of 2007. We expect that our capacity reductions during the third quarter will
result in our fourth quarter domestic mainline capacity being down by 11% as compared to the fourth quarter of
2007.

o We posted amainline segment completion factor of 97.9% (99.2% excluding cancellations due to Hurricane
Ike) and aU.S. Department of Transportation on-time arrivd rate of 77.0%.

e Weimplemented a new capacity purchase agreement with Expresslet, which we anticipate will lower the cost
of our regiond flights by approximately $50 million annually.

Outlook

The combination of weakening economic conditions, uncertainty in the financial sector, highly volatile fuel
prices and awesk dollar has resulted in a difficult financial environment for U.S. network carriers and continues to
hinder our ability to return to sustained profitability. These significant challenges facing our industry have caused
several smaller carriersto declare bankruptcy, most of which ceased passenger operations. We and many of our
domestic network competitors have initiated significant capacity reductions, increasesin fuel surcharges, fares and fees
and other measures to address the challenges. Additionally, we have taken a number of steps to strengthen our cash
balance and future competitive position. However, under current market conditions, we expect to incur a substantial loss
in 2008. In addition, if the recently passed Emergency Economic Stabilization Act of 2008 and other measures
implemented by the U.S. and foreign governments fail to restore liquidity and confidence to the troubled credit markets,
the nation could be facing a severe economic downturn. The current crisis has caused credit markets to become
dysfunctional, resulting in a potential threat to financing for the airlineindustry, as well asthe potential loss of business
and leisure traffic.

Economic Conditions. The U.S. economy may be entering, or in, arecession. Theairlineindustry is
highly cyclical, and the growth in demand for air travel is correlated to the growth in the U.S. and global economies.
A recession in the U.S. or global economies could have a material adverse effect on our results of operations and
financial condition. Although the U.S. dollar has recently strengthened in value, declinesin the value of the U.S.
dollar earlier in the year relative to foreign currencies, such as the British pound, Japanese yen and the euro,
increased the costs to U.S. residents of traveling internationally, thereby reducing the demand for air travel for
customers spending U.S. dollars, and potentially having a material adverse effect on us. Strong foreign currencies
also benefit our foreign competitors who purchase fuel in U.S. dollars.

Fuel Costs. Jet fudl prices, which have remained very high by historical standards, continue to dramatically
increase our costs compared to prior years. In the third quarter of 2008, the price of agallon of Gulf Coast jet fuel
averaged $3.49 compared to $2.16 for the same period last year, with Gulf Coast jet fuel closing prices peaking at
$4.21 per gallon during the quarter. The price of crude oil and jet fuel continues to experience significant volétility.
During the quarter, the price of crude oil fell below $100 for the first time in over six months, bottoming out at
$91.15 on September 16 and climbing to $120.92 following its biggest one-day increase ever.
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Although we have experienced some success raising fares (primarily through increased fuel surcharges)
and adding or increasing fees through the nine months ended September 30, 2008, we have been unable to increase
our revenue sufficiently to keep pace with the escalating fuel costs. Asaresult, the high levels of jet fuel prices
have adversely affected our results of operations, financial condition and liquidity. We believe that our young, fuel-
efficient fleet continues to provide us with a competitive advantage relative to our peers. Based on our expected fuel
consumption in 2008, a one dollar change in the price of a barrel of crude oil would change our annual fuel expense
by approximately $43 million, before considering refining margins and the impact of our fuel hedging program.

As of September 30, 2008, we have hedged approximately 57% of our projected consolidated fuel
requirements for the fourth quarter of 2008 and approximately 16% of our projected consolidated fuel requirements
for 2009 with crude oil and heating oil collars, excluding contracts with a bankrupt counterparty. Through October
15, 2008, we hedged an additional 5% of our projected fuel requirements for the first quarter of 2009. See"ltem 3.
Quantitative and Qualitative Disclosures about Market Risk" for details of our hedge position at September 30,
2008.

Liquidity. Inresponseto the increased fuel prices, we took a number of steps to strengthen our cash
balance and liquidity during the first nine months of 2008. We raised approximately $900 million through an
amended Bankcard Agreement (including the advance sale of mileage credits), the issuance of common stock, the
sale of our remaining equity interest in Copa, a new pre-delivery payment facility and other new secured
borrowings. Our unrestricted cash and short-term investments balance at September 30, 2008 was $2.9 billion.

Capacity. Our long-term target remains to grow our mainline capacity between 5% and 7% annually.
However, because of high fuel prices, economic conditions and delays in aircraft deliveries, we have recently
reduced our capacity significantly and do not anticipate achieving such growth through at least 2010.

On June 5, 2008, we announced significant reductions in flying and staffing necessary for usto further
adjust to the high cost of fuel, aweakening economy and aweak dollar. Starting in September 2008, at the
conclusion of the peak summer season, we reduced our flights, with fourth quarter domestic mainline departures
expected to be down 16.6% year-over-year. We expect that thiswill result in reductions of domestic mainline
capacity by 11% and consolidated capacity by 7.1% (as measured by available seat miles) in the fourth quarter
compared to the same period last year. We also announced that we would accelerate the retirement of an additional
67 Boeing model 737-300 and 737-500 aircraft to remove a majority of the least fuel-efficient aircraft from our
mainline fleet by the end of 2009. The retirement of 20 of these 737-500 aircraft may be delayed, however, if the
parties that agreed to purchase those aircraft continue to be unable to obtain financing in the troubled global credit
markets. Additionally, we have eliminated approximately 3,000 employee positions as a result of the capacity
reductions.

Our future ability to grow our capacity could be adversely impacted by delaysin aircraft deliveries. In April
2008, Boeing announced an additional delay to its 787 aircraft program. We expect the first of our 25 Boeing 787
aircraft to deliver in the second half of 2010 instead of thefirst half of 2009 as originally scheduled. Asaresult, our
anticipated mainline capacity in 2010 and thereafter may be reduced, particularly if we are unable to make dternative
arrangements to acquire long-range aircraft on commercially acceptable terms. However, in order to provide flexibility
for our widebody aircraft needs, we announced ordersin February 2008 for eight new Boeing 777 aircraft, the first two
of which are now scheduled to deliver in 2010. In September 2008, Boeing notified usthat all of our new aircraft
deiverieswill be delayed pending resolution of the strike involving Boeing's machinists. In October 2008, we reached
an agreement in principle with Boeing to reschedule 16 Boeing 737 aircraft originaly scheduled for delivery in 2009 and
2010. Theseaircraft are now scheduled to be delivered in 2011 and beyond. Additionally, we have agreed with Boeing
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to reschedule to 2010 two Boeing 777 deliveries that were originally scheduled for delivery in 2009. Asaresult 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.

Our future ability to maintain and/or grow capacity could also be adversely affected by additional laws,
regulations and growth congtraints. The FAA has designated certain airports, including Newark Liberty International
("New York Liberty"), New Y ork's John F. Kennedy International Airport ("Kennedy") and LaGuardia Airport
("LaGuardia") as "high dendity traffic airports’ and, to address concerns about airport congestion, the FAA hasimposed
operating restrictions at New Y ork Liberty, Kennedy and LaGuardia. Although we do not believe that these current
operating restrictions will have amaterial effect on our operations at New Y ork Liberty, we cannot predict the impact of
future capacity constraints or alocations or other restrictions on our operations that might be imposed by the FAA,
Congress or other regulators, which might have amaterial adverse effect on us.

Recently, the FAA issued rulesthat continue the FAA requirement to have adot for arrival or departure at New
York Liberty, Kennedy and LaGuardia through 2019. Under these rules, the FAA will maintain current slot holdings of
airlinesat New York Liberty, Kennedy and LaGuardia, except for the annua withdrawal through 2013 and auction to the
highest bidder of (i) 2% of each airline'sdots at New Y ork Liberty and Kennedy that exceed 20 and (ii) 2% of each
airlinesdotsat LaGuardia. In addition, these rules provide that the FAA will withdraw and retire 5% of each airline's
dotsat LaGuardia. Thewithdrawal and auctioning to the highest bidder of our dots could have amaterial adverse effect
on us by causing usto incur substantial costs to successfully bid for them or by reducing our slot portfolio, requiring us
to terminate flights associated with these dots and increasing our costs to operate at these airports. Our airlinetrade
association, the Air Transport Association, and the Port Authority of New Y ork and New Jersey, which operates New
York Liberty, Kennedy and LaGuardia, have challenged the legality of the FAA withdrawal of dotsfrom airlinesfor
non-operationa reasons and the dlot auction inthe U.S. Court of Appealsfor the D.C. Circuit. We expect to file asuit
against the FAA aswell on thisissue.

Competition. Competition in most of our domestic markets from low-cost carriers, as well as our response
to this competition, continues to result in increased capacity and lower yields in many of those markets. In addition,
several of our domestic competitors are continuing to increase their international capacity, including service to some
destinations that we currently serve, resulting in lower yields and/or |oad factors in affected markets. The "open
skies" agreement between the U.S. and the European Union, which became effective on March 30, 2008, is resulting
in increased competition from European and U.S. airlinesin these international markets, and may giverise to
additional integration opportunities between or among U.S. and European carriers. For example, Air France-KLM,
Delta and Northwest have received anti-trust immunity to form a new trans-Atlantic joint venture among those
airlines and to coordinate routes, fares, schedules and other matters among those airlines, Alitaliaand CSA Czech
Airlines. American Airlines, British Airways and |beria have requested anti-trust immunity for asimilar trans-
Atlantic joint venture, which would also involve many of the same benefits.

The "open skies" agreement, while increasing our competition, has enhanced our ability to compete with
European and U.S. airlines that have historically provided service between London's Heathrow Airport and
destinationsin the U.S. We have acquired slots at Heathrow, and we inaugurated service from New Y ork Liberty
and Houston Bush to Heathrow at the end of March 2008. In October 2008, we moved all of our year-round London
flights from London Gatwick to London Heathrow.

We also expect that our ability to compete in the trans-Atlantic markets will be enhanced by our previously
announced alliance-related activities. Earlier thisyear, we entered into framework agreements with United,
Lufthansaand Air Canada, pursuant to which we plan to develop an extensive code-share relationship and
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reciprocity of frequent flier programs, elite customer recognition and airport lounge use. We plan to implement
these relationships as promptly as possible following our exit from our participation in our current alliances,
including our participation in SkyTeam, and join United, Lufthansa and Air Canada (and other member airlines) in
Star Alliance. On July 23, 2008, we filed an application with the U.S. Department of Transportation ("DOT") to
join United and a group of eight other carriers within Star Alliance that already hold antitrust immunity. Approval
by the DOT would enable us, United and these other immunized Star Alliance carriers to work closely together to
deliver highly competitive international flight schedules, fares and service. Additionally, we, United, Lufthansa and
Air Canada have requested DOT approval to establish atrans-Atlantic joint venture to create a more efficient and
comprehensive trans-Atlantic network for the carriers' customers, offering customers more service, scheduling and
pricing options and establishing a framework for similar joint ventures in other regions of the world. In addition, we
are seeking a modification to our existing pilot collective bargaining agreement to permit us to enter into the trans-
Atlantic joint venture.

Prior to joining Star Alliance, we must exit our existing bilateral alliance agreements with SkyTeam
members and enter into new ones with our new alliance partners. The length of this transition period will depend
upon a number of factors outside of our control, including the consummation of the merger of Delta and Northwest,
and the timing of our withdrawal from our existing agreements with SkyTeam members. During and following this
period, we may experience a significant decrease in revenues due to the wind down of our SkyTeam relationships or
adelay in the anticipated increase in revenues from our planned participation in Star Alliance. We are aso likely to
incur additional costs, including those related to exiting our current alliance agreements. Please see "Part 11, Item
1A. Risk Factors - Risk Factors Relating to the Company - We have decided to change our global airline alliance,
which could involve significant transition and integration risks."

In the U.S. domestic market, where antitrust immunity would not apply, we and United plan to begin broad
code-sharing, which facilitates the creation of itineraries using both carriers, as well as frequent flier program, €elite
customer recognition and airport lounge reciprocity. These cooperative activities are subject to notice to the DOT,
which each carrier will submit separately in due course, and our exiting certain of our current alliance relationships.

Subject to these matters, we currently anticipate that we will join Star Alliance and begin broad code-
sharing and other commercial cooperation with United, Lufthansa and Air Canada (and the other members of Star
Alliance) in the fourth quarter of 2009.

Labor Costs. Our ahility to sustain our profitability also depends on continuing our efforts to implement and
maintain a more competitive cost structure. The collective bargaining agreements with our pilots, mechanics and certain
other work groups become amendable beginning in December 2008, and we began discussions with our pilots union in
2007 on the non-economic contract issues pursuant to our protocol agreement with them. We cannot predict the
outcome of our negotiations with our pilots and mechanics, although significant increasesin the pay and benefits
resulting from new collective bargaining agreements could have a material adverse effect on us.

Capacity Purchase Agreement with Expresslet. In June 2008, we entered into the Amended ExpressJet
CPA, which amends and restates our previous capacity purchase agreement effective July 1, 2008. Under the
Amended ExpressJet CPA, we will continue to purchase al of the capacity from the Expresslet flights covered by
the agreement at a negotiated price and be responsible for the cost of providing fuel for al flights and paying aircraft
rent for all aircraft covered by the Amended Expresslet CPA. See Note 13 to "Item 1. Financial Statements' for a
detailed discussion of the changes to our capacity purchase agreement with Expresslet.
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In the aggregate, we expect that the savings resulting from the rate structure in the Amended ExpressJet
CPA, together with the effect of the reduced lease rate related to 30 aircraft Expresslet will continue to lease from us
and the removal of al thirty 37-seat ERJ-135 regional jets from the agreement, will be approximately $50 million
annually. We are evaluating our options regarding the thirty 37-seat regional jets, including permanently grounding
them.
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RESULTS OF OPERATIONS

Thefollowing discussion provides an analysis of our results of operations and reasons for material changes
therein for the three and nine months ended September 30, 2008 as compared to the corresponding periodsin 2007.

Comparison of Three Months Ended September 30, 2008 to Three Months Ended September 30, 2007
Consolidated Results of Operations

Statistical Information. Certain statistical information for our consolidated operations for the three months
ended September 30 is asfollows:

Increase
2008 2007 (Decrease)

Passengers (thousands) (1) .....cceveeveereererieeererie e eese s esee s sesesesseseessnees 17,108 17,901 (4.9%
Revenue passenger miles (MillioNS) (2).....ccoveevereeeerrineienerreereses e 24836 25,422 (2.3)%
Available seat miles (MIllIoNS) (3)...cvovveeeererereerereeerereeeee e 30,304 30,346 (0.1)%
Passenger 10ad faCtOr (4) ......covoveeeierereeesere e e 82.0% 83.8% (1.8) pts.
Passenger revenue per available seat mile (CENtS) .......couovrrenrreenneneieceneens 12.41 11.57 7.3%
Average Yield (CENLS) (5) ..vcervrererreererereeerereseesneseseseesesessssesesesesesesessssenssessesens 15.14 13.81 9.6 %

@ The number of revenue passengers measured by each flight segment flown.

2 The number of scheduled miles flown by revenue passengers.

3 The number of seats available for passengers multiplied by the number of scheduled miles those seats are
flown.

4 Revenue passenger miles divided by available seat miles.

(5) The average passenger revenue received for each revenue passenger mile flown.

Results of Operations. We recorded a net loss of $236 million in the third quarter of 2008 as compared to net
income of $241 million for the third quarter of 2007. We consider akey measure of our performance to be operating
income (loss), which was $(152) million for the third quarter of 2008, as compared to $280 million for the third quarter
of 2007. Significant components of our consolidated operating results for the three months ended September 30 are as
follows (in millions, except percentage changes):

Increase % Increase
2008 2007 (Decrease) (Decrease)
Operating REVENUE..........cevveeeie e $4,156 $3,820 $336 8.8%
Operating EXPENSES......ccvceeiererere e eeseesee e 4,308 3,540 768 21.7%
Operating INCOME (LOSS) ....cveeveruererenreeieniesiesie e (152) 280 (432) NM
Nonoperating Income (EXPENSE) ......ceveeereereenereeneneenns (96) (39 (57 NM
Income Tax Benefit (EXPENSE) ......cccevveeveeeeeneeeeeeneennnn _12 - 12 NM
NEt INCOME (LOSS) ...veveveereieeiesieieete sttt $(236) $241 $(477) NM
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NM - Not Meaningful
Each of these items s discussed in the following sections.
Operating Revenue. The table below shows components of operating revenue for the quarter ended

September 30, 2008 and period to period comparisons for operating revenue, passenger revenue per available seat mile
("RASM") and available seat miles ("ASMSs") by geographic region for our mainline and regional operations:

Percentage Increase (Decrease) in

Revenue Third Quarter 2008 vs Third Quarter 2007
(in millions) Revenue RASM ASMs
Passenger revenue:
[D]0]001=S 11 o $1,482 2.4% 6.8% (4.2)%
Trans-Atlantic.......ccccevvcveerenne 917 13.4% 6.0% 7.0%
Latin America.......covvvenenerenenns 465 15.7% 14.9% 0.7 %
PaCifiC oo, 282 0.6% 8.6 % (7.4)%
Total Manline......cccovvevevrenene 3,146 7.1% 8.0% (0.9%
Regiond ........cccoovvvnenenenininen, 614 7.2% 09% 6.2 %
TOtA o 3,760 7.1% 7.3% (0.1)%
L0720 o IR 129 15.2%
(@171 SO 267 35.5%
Operating Revenue...........ccceuee. $4,156 8.8%

Passenger revenue increased due to increased international traffic and increased fares, primarily from fuel
surcharges. Consolidated RASM for the quarter increased year-over-year due to higher yields. Theimproved RASM
reflects our actions taken to increase fuel surcharges and implement more restrictions on non-refundable tickets. We
also recorded an adjustment of $27 million to increase passenger revenue and reduce our frequent flyer liability during
the three months ended September 30, 2008. This adjustment is related to fees charged to passengers redeeming
frequent flyer rewards within 20 days of travel, which were increased in September 2008. These fees offset the
incremental cost associated with providing flights for frequent flyer travel rewards.

Cargo revenue increased due to higher fuel surcharge rates and increased mail volume. Other revenue

increased due to higher revenue associated with sales of mileage credits in our OnePass frequent flyer program,
higher ticket change fees and the implementation of a new fee for checking a second bag.
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Operating Expenses. The table below shows period-to-period comparisons by type of operating expense

for our consolidated operations for the three months ended September 30 (in millions, except percentage changes):

Increase % Increase
2008 2007 (Decrease) (Decrease)
Aircraft fuel and related taXes.......ocovevveeeveeericciseennas $1,501 $ 895 $606 67.7 %
Wages, salaries and related CoStS........cooeeeeeeieneennne 765 836 (71) (8.5)%
Regional capacity purchase, net...........ccocvveveevevviennne 553 446 107 24.0%
Aircraft rentalS......cccccveveeieverc s 244 249 5) (2.00%
Landing fees and other rentals..........ccccoeieeiinieienene 225 209 16 7.7%
DistribUtioN COSES.....ovuiiriiriiirerieeesee e 182 171 11 6.4 %
Maintenance, materials and repairs.........cccceevevverernens 152 166 (14 (8.4)%
Depreciation and amortization.............ccoceeeereeeneeienene 112 106 6 57%
PasSENgEr SEIVICES......cveverere e eee e nee e 113 105 8 7.6%
Special Charges.......cocvveeeeesece e 91 12 79 NM
(107 S _370 _ 345 25 72%
$4,308 $3,540 $768 21.7%

Operating expenses increased 21.7% primarily due to the following:

Aircraft fuel and related taxes increased due to a 74.8% increase in jet fuel prices. The average jet fuel
price per gallon including related taxes increased from $2.21 in the third quarter of 2007 to $3.86 in the
third quarter of 2008. Fuel expense includes losses related to our fuel hedging program of $40 million in
the third quarter of 2008 compared to hedging gains of $4 million in the third quarter of 2007.

Wages, salaries and related costs decreased primarily due to a$70 million decrease in profit sharing
expenses resulting from our net loss in the third quarter of 2008 and the effect of alower stock price on our
profit based RSU awards, partially offset by changesin how certain costs are handled under the new
Amended ExpressJet CPA.

Regional capacity purchase, net, includes expenses related to our capacity purchase agreements. Our most
significant capacity purchase agreement is with Expresslet. Regional capacity purchase, net includes all
fuel expense on flights operated for us under capacity purchase agreements and is net of our rental income
on aircraft leased to Expresslet and flown for usin 2007. Under the Amended Expresslet CPA, Expresslet
no longer pays sublease income for aircraft operated on our behalf. The net amounts consisted of the
following for the three months ended September 30 (in millions, except percentage changes):

Increase % Increase

2008 2007 (Decrease) (Decrease)
Capacity purchase expenses................... $247 $331 $(84) (25.49)%
Fuel and fuel taxes .......cccoveevevveveveiennns 306 176 130 73.9%
Aircraft sublease income..........ccccceeeee _ - (61) (61) (100.0)%
Regional capacity purchase, net............. 553 $446 $107 24.0%



The net expense was higher in the third quarter of 2008 than in 2007 primarily due to higher fuel expense.
Fuel expense increased 73.9% over the third quarter of 2007 expense as aresult of higher fuel prices.
Netting together capacity purchase expenses and aircraft sublease income in the third quarter of 2007 for
comparison to the third quarter of 2008, the net expense decreased $23 million primarily as a result of our
new agreement with ExpressJet. Sublease income of $20 million and $26 million on aircraft operated by
ExpressJet outside the scope of our capacity purchase agreement for the three months ended September 30,
2008 and 2007, respectively, is recorded as other revenue.

Landing fees and other rentals increased primarily due to a higher number of internationa flights.

Distribution costs increased due to an increase in credit card discount fees and travel agency commissions,
both of which resulted from increased passenger revenue.

Maintenance, materials and repairs expenses decreased primarily due to the volume of engine overhauls on
the 757-300 fleet, areduction in engine and component maintenance-cost-per-hour due to lower flight
activity and engine reconciliation credits associated with aircraft exiting our fleet.

Specia chargesin the third quarter of 2008 include $33 million for severance and continuing medical
coverage for employees accepting early retirement packages or company-offered leaves of absence, $12
million 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. The special chargesin 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 al 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 chargesin the third quarter of 2007 consisted of a$12 million non-cash settlement charge related to
lump sum distributions from our pilot-only defined benefit pension plan to retired pilots.

Other operating expenses increased primarily due to a greater number of international flights, which
resulted in increased air navigation fees and ground handling, security and related expenses and changesin
how certain costs are handled under the new Amended Expresslet CPA.

Nonoperating Income (Expense). Nonoperating income (expense) includes net interest expense (interest

expense less interest income and capitalized interest), income from other companies and gains from dispositions of
investments. Total nonoperating income (expense) increased $57 million in the third quarter of 2008 compared to
the third quarter of 2007 due to the following:

Net interest expense increased $25 million primarily as aresult of lower interest income due to lower
interest rates.

Other nonoperating income (expense) included fuel hedge ineffectiveness gains (losses) of $(15) million
and $2 million in the third quarter of 2008 and 2007, respectively. Thisineffectivenesswas 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 impact of fuel derivative contracts with a bankrupt counterparty.
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Income Taxes. Our effective tax rates differ from the federal statutory rate of 35% primarily due to changesin
the valuation allowance, state taxes and expenses that are not deductible for federal income tax purposes and state
income taxes.

Segment Results of Operations

We have two reportable segments. mainline and regional. The mainline segment consists of flightsto
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
Expresslet, Chautauqua, CommutAir and Colgan through capacity purchase agreements. Under these agreements,
we purchase all of the capacity related to aircraft covered by the contracts and are responsible for setting prices and
selling all of therelated seat inventory. In exchange for the regional carriers operation of the flights, we pay the
regional carriers for each scheduled block hour based on agreed formulas. Under the agreements, we recognize all
passenger, cargo and other revenue associated with each flight, and are responsible for al revenue-related expenses,
including commissions, reservations, catering and terminal rent at hub airports.

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.
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Statistical Information. Certain statistical information for our segments’ operations for the three months
ended September 30 is asfollows:

Mainline Operations:

Passengers (thousands)
Revenue passenger miles (millions)
Available seat miles (millions)
Passenger load factor
Cargo ton miles (millions)

Passenger revenue per available seat mile (cents)
Total revenue per available seat mile (cents)
Averageyield per revenue passenger mile (cents)
Average fare per revenue passenger

Cost per available seat mile, including special charges (cents) (1).....ccovveveee.
Average price per galon of fuel, including fuel taxes (cents) .......ccccceeeeeverunee.

Fuel gallons consumed (millions)

Aircraft in fleet at end of period
Average length of aircraft flight (miles)
Average daily utilization of each aircraft (hours)

Regional Operations:

Passengers (thousands)
Revenue passenger miles (millions)
Available seat miles (millions)
Passenger load factor
Passenger revenue per available seat mile (cents)
Averageyield per revenue passenger mile (cents)
Fuel gallons consumed (millions)
Aircraft in fleet at end of period

@

2008 2007
12,518 13,286
22,318 22,883
26914 27,153
82.9% 84.3%
245 250
11.69 10.82
13.07 11.93
14.10 12.84
$254.28 $223.75
13.19 10.85
385.61  220.57
389 406
351 368
1,533 1,488
11:21 11:52
4,590 4,615
2,518 2,539
3,390 3,193
74.3% 79.5%
18.12 17.95
24.39 22.57
80 79
279 263

Increase
Decrease

(5.8)%
(25%
(0.9%
(1.4) pts.
(2.0%

8.0%
9.6%
9.8%
13.6 %

21.6%
74.8%
(4.2)%

(4.6)%
3.0%
(4.3)%

(0.5%
(0.8)%
6.2%
(5.2) pts.
09%
8.1%
13%
6.1%

Includes special charges which represented 0.30 and 0.05 cents per available seat mile for the three months

ended September 30, 2008 and 2007, respectively.
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Mainline Results of Operations. Significant components of our mainline segment's operating results for the
three months ended September 30 are as follows (in millions, except percentage changes):

2008
Operating REVENUE..........ccceeeveceeeecee e $3,519
Operating Expenses:
Aircraft fuel and related taxes.........ccccoeeeeeeneen. 1,501
Wages, salaries and related costs........ccceeuenee 727
Aircraft rentalS.......coeeeveeeneneee e 165
Landing feesand other rentals..........cc.ccceveueeen. 206
Distribution COSES. ......ooererireneieneeeeeeee e 154
Maintenance, materials and repairs.................. 152
Depreciation and amortization.............cceceenenee. 109
Passenger SEIVICES .....cocuiviererereree e 107
Special ChargeS....ooovvv v 80
L@ 111 SRR _ 348
3,549
Operating INCOME (LOSS) .......cveveveveeerereeererennes $_(30)

Increase % Increase

2007 (Decrease) (Decrease)
$3,239 $280 8.6 %
895 606 67.7 %
822 (95) (11.6)%
170 (5) (2.9)%
196 10 51%
146 8 5.5%
166 14 (8.4)%
103 6 5.8%
101 6 5.9%

12 68 NM
_337 _1a 33%
2,948 601 20.4 %

$ 291 $(321) NM

The variances in specific line items for the mainline segment are due to the same factors discussed under

consolidated results of operations.

Regional Results of Operations. Significant components of our regional segment's operating results for the
three months ended September 30 are as follows (in millions, except percentage changes):

2008
Operating ReVENUE..........ccocveeveeceeec e $637
Operating Expenses:
Wages, salaries and related costs...........c.e....... 38
Regional capacity purchase, net...........ccccueueee. 553
Aircraft rentals......oocooeeeeiene e 79
Landing feesand other rentals..........cc.cccevvuenene 19
Distribution COSES......coovveiririeerieneseseneeiesienens 28
Depreciation and amortization............c.cceeevenee. 3
Passenger SErVICES .....oovveverenie e 6
Special ChargeS.....oovviv v, 11
(@11 = ST RRRSO 22
759
Operating LOSS......ccoceeeiieeeeciereerete e $(122)
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Increase % Increase
2007 (Decrease) (Decrease)
$581 $ 56 9.6%
14 24 NM
446 107 24.0%
79 - NM
13 6 46.2%
25 3 12.0%

3 - NM

4 2 50.0%

- 11 NM
_8 _14 NM
592 167 28.2%

$(11) $(111) NM



The reported results of our regional segment do not reflect the total contribution of the regional segment to
our system-wide operations. The regional segment generates revenue for the mainline segment as it feeds passengers
from smaller citiesinto our hubs. The variancesin specific line items for the regional segment reflect generally the
same factors discussed under consolidated results of operations, with the exception of wages, salaries and related
costs. These expenses increased for the regional segment due to changes in how certain costs are handled under the
new Amended Expresslet CPA.
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Comparison of Nine Months Ended September 30, 2008 to Nine Months Ended September 30, 2007

Consolidated Results of Operations

Statistical Information. Certain statistical information for our consolidated operations for the nine months

ended September 30 isasfollows:

Passengers (thOUSANAS)........coucueuiririeeiiers et
Revenue passenger miles (Millions) ..o
Available seat miles (MIllIONS).....ccovvvvereirirrcerer s
Passenger 10ad faCtor ..o
Passenger revenue per available seat mile (CeNts) ......cocoveenvrecnvreeieneriee
FANY S = o RV o (o= ()

2008 2007 Increase
51,509 52,198 (1.3)%
71,862 71,495 0.5 %
89,062 87,186 22%
80.7%  820%  (1.3)pts
1194  11.24 6.2%
1480 1371 8.0%

Results of Operations. We recorded a net loss of $319 million in the first nine months of 2008 as compared to
net income of $491 million for the first nine months of 2007. We consider a key measure of our performance to be
operating income (loss), which was $(289) million for the first nine months of 2008, as compared to $606 million for
the first nine months of 2007. Significant components of our consolidated operating results for the nine months ended

September 30 are as follows (in millions, except percentage changes):

Increase % Increase
2008 2007 (Decrease) (Decrease)
Operating REVENUE..........ccvvveeriereeeeie et $11,771 $10,709 $1,062 9.9%
Operating EXPENSES......covvevevrsese e e 12,060 10,103 1,957 19.4%
Operating INCOME........ccceeeieeeeeereere e (289) 606 (895) NM
Nonoperating Income (EXPENSe) .......coceeeeerreereereeneeneenne (130) (111) (29 17.1%
Income Tax Benefit (EXPENSE) ......cccvvvvvvereenereeeenennens 100 (4 104 NM
NE INCOME ...ttt $_(319) $ 491 $.(810) NM

Each of these items is discussed in the following sections.
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Operating Revenue. The table below shows components of operating revenue for the nine months ended
September 30, 2008 and period to period comparisons for operating revenue, RASM and ASMs by geographic region
for our mainline and regional operations:

Percentage Increase (Decrease) in

Revenue September 30, 2008 Y TD vs September 30, 2007 YTD
(in millions) Revenue RASM ASMs
Passenger revenue:
DOMESLIC....ccvvvveeieciiceeee e $4,340 39% 6.7 % (2.6)%
Trans-AtlantiC........cceeveevveeeeennne 2,328 14.9% 23% 12.3%
Latin AMErica.......ccoevvvveenieene, 1,362 13.9% 9.2% 43%
PaCifiC....ocoovviiiiiciec e, 780 3.9% 8.0% (3.9%
Total Mainline.......ccoeeeeveveennne 8,810 8.1% 6.1 % 1.8%
Regional........ccccooeveevvencenenine, 1,823 10.6 % 5.6 % 47 %
TOtaA o 10,633 85% 6.2 % 22%
Cargo....cceeeierereinieeieierereieieeeieneens 383 16.8 %
(@111 755 30.4 %
Operating Revenue...................... $11,771 9.9%

Passenger revenue increased due to increased international traffic on increased capacity and increased fares
primarily from fuel surcharges. The improved RASM reflects our actions taken to increase fuel surcharges and
implement more restrictions on non-refundabl e tickets.

Cargo revenue increased due to higher fuel surcharge rates and increased mail volume. Other revenue
increased due to higher revenue associated with sales of mileage credits on our OnePass frequent flyer program,
higher ticket change fees, the implementation of a new fee for checking a second bag and rental income on aircraft
leased to Expresslet but not operated for us.



Operating Expenses. The table below shows period-to-period comparisons by type of operating expense
for our consolidated operations for the nine months ended September 30 (in millions, except percentage changes):

2008

Aircraft fuel and related taxes.......oovvvvvvveveceevcecienenns $3,912
Wages, salaries and related CoSIS.........cooeeeverereenenne 2,197
Regional capacity purchase, net...........ccocveevevvevvcnnnne 1,648
AIrcraft rentalS.....ooveevereiiere e 736
Landing fees and other rentals..........cocooevenerinienne 643
DistribUtioN COSES.....ovviiriiriiirerieeeseee s 558
Maintenance, materials and repairs.........cccceevevveevennns 478
Depreciation and amortization.............ccoceveeeeerieeieeneens 327
PasSENgEr SEVICES.....c.viieeeeeeereee et eeee e 315
Special Charges.......coovveccciecese e 141
(107 S 1,105

$12,060

Operating expenses increased 19.4% primarily due to the following:

Increase % Increase

2007 (Decrease)  (Decrease)
$2,399 $1,513 63.1 %
2,404 (207) (8.6)%
1,319 329 24.9%
745 9 (1.2%
592 51 8.6 %
508 50 9.8%
479 D (0.2)%
306 21 6.9 %
294 21 71%

30 111 NM

1,027 78 7.6%
$10,103 $1,957 19.4%

e Aircraft fuel and related taxes increased dueto a63.4% increase in jet fuel prices. The average jet fuel
price per gallon including related taxes increased from $2.07 in the first nine months of 2007 to $3.38 in the
first nine months of 2008. Fuel expense includes gains related to our fuel hedging program of $48 million
in the first nine months ended September 30, 2008 compared to $4 million in the nine months ended

September 30, 2007.

o Wages, salaries and related costs decreased primarily due to a $169 million decrease in profit sharing
expenses resulting from our net loss in the nine months ended September 30, 2008 and the effect of alower
stock price on our profit based RSU awards, partially offset by changes in how certain costs are handled

under the new Amended Expresslet CPA.

e Regional capacity purchase, net includes expenses related to our capacity purchase agreements. Our most
significant capacity purchase agreement is with Expresslet. Regional capacity purchase, net includes all
fuel expense on flights operated for us under capacity purchase agreements and is net of our rental income
on aircraft leased to Expresslet and flown for us in 2007 and the first six months of 2008. Under the
Amended ExpressJet CPA, ExpressJet no longer pays sublease income for aircraft operated on our behalf.
The net amounts consisted of the following for the nine months ended September 30 (in millions, except

percentage changes):
Increase % Increase
2008 2007 (Decrease) (Decrease)
Capacity purchase expenses................... $ 960 $1,038 $(78) (7.5)%
Fuel and fuel taxes.......ccocvvvererncnienenn 810 486 324 66.7 %
Aircraft sublease income..........ccccceveneee (122) (205) (83) (40.5)%
Regional capacity purchase, net............. $1,648 $1,319 $329 24.9 %



The net expense was higher in the nine months ended September 30, 2008 compared to the same period in
2007 primarily due to higher fuel expense. Fuel expense increased 66.7% over the first nine months of
2007 expense as aresult of higher fuel prices. Netting together capacity purchase expenses and aircraft
sublease income in the first nine months of 2008 for comparison to the first nine months of 2007, the net
expense did not change significantly. Sublease income of $72 million and $53 million on aircraft operated
by Expresslet outside the scope of our capacity purchase agreement for the nine months ended September
30, 2008 and 2007, respectively, is recorded as other revenue.

Landing fees and other rentals increased primarily due to a higher number of internationa flights.

Distribution costs increased due to an increase in credit card discount fees and travel agency commissions,
both of which resulted from increased passenger revenue.

Specia chargesin the first nine months of 2008 include $33 million for severance and continuing medical
coverage for employees accepting early retirement packages or company-offered leaves of absence, $12
million 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 Expresslet is returning to us. Additional special chargesin the third
quarter of 2008 include an $18 million non-cash charge to write off an intangible route asset as aresult 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.

Specia chargesin 2008 also 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. 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.

Special chargesin the first nine months of 2007 consisted of a $24 million non-cash settlement charge
related to lump sum distributions from our pilot-only defined benefit pension plan to retired pilots and a $6
million aircraft-related charge.

Other operating expenses increased primarily due to a greater number of international flights, which
resulted in increased air navigation fees and ground handling, security and related expenses, changesin
how certain costs are handled under the new Amended Expresslet CPA and higher OnePass reward
expenses.
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Nonoperating Income (Expense). Nonoperating income (expense) includes net interest expense (interest
expense less interest income and capitalized interest), income from other companies and gains from dispositions of
investments. Total nonoperating expense increased $19 million in the first nine months of 2008 compared to the
first nine months of 2007 due to the following:

o Netinterest expense increased $41 million primarily as aresult of lower interest income due to lower
interest rates.

e Gainon sale of investments in 2008 and 2007 consisted of $78 million and $7 million, respectively, related
to the sale of our remaining interests in Copa and Holdings.

e  Other nonoperating income (expense) included fuel hedge ineffectiveness gains of $18 million and $13
million in the first nine months of 2008 and 2007, respectively. Thisineffectiveness was caused by our
non-jet fuel derivatives experiencing a higher relative increase in value than the jet fuel being hedged,
partially offset by the mark-to-market impact of fuel derivative contracts with a bankrupt counterparty.
Additionally, we recorded aloss of $29 million in the second quarter of 2008 to reflect the decline in the
value of our student loan-related auction rate securities.

Income Taxes. We recorded a non-cash income tax credit of $28 million in the second quarter of 2008
resulting from higher utilization of NOL s than had been previoudy anticipated. These NOL s expire from 2008 through
2010. Our effective tax rates differ from the federal statutory rate of 35% primarily due to changesin the valuation
allowance, state taxes and expenses that are not deductible for federal income tax purposes.
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Segment Results of Operations

Statistical Information. Certain statistical information for our segments' operations for the nine months ended

September 30 isasfollows:

Mainline Operations:

Passengers (thousands)..........ccoceveereeeeneneseenennnnas
Revenue passenger miles (millions) .........c.ccccee..e.
Available seat miles (MIllioNS).......cccceevvevevvrereneee
Passenger load factor..........cccocevvvcecevccecercenne,
Cargo ton miles (MillioNS).........ccccovreernereeecene

Passenger revenue per available seat mile (cents)
Tota revenue per available seat mile (cents)........
Averageyield per revenue passenger mile (cents)
Average fare per revenue passenger ........coeeeeenen.

Cost per available seat mile, including special charges (cents) (1)....cccoveevenene.
Average price per gallon of fuel, including fuel taxes (cents) .......c.ccceevevreenee.

Fuel gallons consumed (Millions).........ccocoeeeenenes

Aircraft infleet at end of period..........cccccvevvenne.
Average length of aircraft flight (miles) ...............
Average daily utilization of each aircraft (hours).

Regional Oper ations:

Passengers (thousands)..........ceeeevereerenereserenenenens
Revenue passenger miles (millions) ..........c.c........
Available seat miles (Millions)........ccoveeenereninnee
Passenger load factor .........ccoceeevevcieecrereeecererenas
Passenger revenue per available seat mile (cents)
Averageyield per revenue passenger mile (cents)
Fuel gallons consumed (Millions) .......cccvevevrenens
Aircraft infleet at end of period........c.cocevvevvennne.

2008 2007
37,714 38,649
64,258 64,038
79,124 77,691
81.2% 82.4%
769 757
11.13 10.49
1251 11.66
13.71 12.73
$236.09 $213.24
12.49 10.75
337.67  206.60
1,159 1,161
351 368
1,496 1,452
11:22 11:38
13,795 13,549
7,604 7,457
9,938 9,495
76.5% 78.5%
18.35 17.37
23.98 2211
240 234
279 263

Increase
Decrease

(2.9)%
0.3%
1.8%

(1.2) pts.
16%

6.1%
7.3%
77%
10.7 %

16.2%
63.4%
(0.2%

(4.6)%
3.0%
(2.3)%

1.8%
2.0%
4.7 %
(2.0) pts.
5.6 %
85%
26%
6.1%

(1) Includes special charges which represented 0.15 and 0.04 cents per available seat mile for the nine months ended

September 30, 2008 and 2007, respectively.
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Mainline Results of Operations. Significant components of our mainline segment's operating results for the
nine months ended September 30 are as follows (in millions, except percentage changes):

2008
Operating REVENUE..........cueeveeereeeeeeeeeeeeeveeeeine $9,899
Operating Expenses:
Aircraft fuel and related taxes.........ccocoveveinee 3,912
Wages, salaries and related costs........ccocevenee 2,129
Aircraft rentalS.......ccveveeenenece e 500
Landing feesand other rentals..........cccccceveneee. 593
Distribution COSES. ......ooveruerireneneneeeeeeee e 475
Maintenance, materials and repairs.................. 478
Depreciation and amortization.............cccceeeenen. 318
Passenger SEIVICES .....couve e 300
Special ChargeS....coovvv v 115
L@ 131 S 1,062
9.882
Operating INCOME.......cccveveeeeereeeeeeteeeereee s $ 17

Increase % Increase

2007 (Decrease) (Decrease)
$9,058 $ 841 9.3%
2,399 1,513 63.1 %
2,365 (236) (10.00%
509 (9 (1.8)%
554 39 7.0%
434 41 9.4 %
479 D (0.2)%
296 22 7.4%
283 17 6.0 %

30 85 NM
1,003 _ 59 5.9%
8,352 1,530 18.3%

$_706 $(689) (97.6)%

The variances in specific line items for the mainline segment are due to the same factors discussed under

consolidated results of operations.

Regional Results of Operations. Significant components of our regional segment's operating results for the
nine months ended September 30 are as follows (in millions, except percentage changes):

2008
Operating ReVENUE.........cccovvveeeeeiiiiiee e $1,872
Operating Expenses:
Wages, salaries and related costs...........cv...... 68
Regional capacity purchase, net..........cccceeueeeee. 1,648
Aircraft rentals......ooooeeeeiene e 236
Landing feesand other rentals..........ccccceeevuenene 50
Distribution COSES......coovveiririeirereese e 83
Depreciation and amortization.............cccceeeeee. 9
Passenger SErVICES .....covvvvvrevese e 15
Special ChargesS.....oovvv e, 26
(@11 = SRRSO 43
2,178
OpErating LOSS.....cccoceieieieeeieeieerere e $.(306)
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Increase % Increase
2007 (Decrease) (Decrease)
$1,651 $221 134 %
39 29 74.4 %
1,319 329 24.9 %
236 - NM
38 12 31.6%
74 9 12.2%
10 Q) (10.00%
11 4 36.4 %
- 26 NM
_ 24 ~19 79.2 %
1,751 427 24.4 %
$(100) $206 NM



The reported results of our regional segment do not reflect the total contribution of the regional segment to
our system-wide operations. The regional segment generates revenue for the mainline segment as it feeds passengers
from smaller citiesinto our hubs. The variancesin specific line items for the regional segment reflect generally the
same factors discussed under consolidated results of operations, with the exception of wages, salaries and related
costs. These expenses increased for the regional segment due to changes in how certain costs are handled under the
new Amended Expresslet CPA.
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LIQUIDITY AND CAPITAL RESOURCES
Current Liquidity

As of September 30, 2008, we had $2.9 hillion in unrestricted cash, cash equivalents and short-term
investments, which is $83 million higher than at December 31, 2007. At September 30, 2008, we dso had $164
million of restricted cash, cash equivalents and short-term investments, which is primarily collateral for estimated
future workers compensation claims, credit card processing contracts, letters of credit and performance bonds.
Restricted cash, cash equivalents and short-term investments at December 31, 2007 totaled $179 million. Additionally,
we held student loan-related auction rate securities reported as long-term investments at September 30, 2008 with a par
value of $147 million and afair value of $130 million.

Sour ces and Uses of Cash
Operating Activities. Net cash flows provided by operations for the nine months ended September 30, 2008

were $3 million compared to $1.1 billion in the same period in 2007. The decrease in cash flows provided by
operations in 2008 compared to 2007 is primarily the result of higher fuel expenses.

Investing Activities. Cash flows used in investing activities for the nine months ended September 30 were
asfollows (in millions):

Cash
Increase
2008 2007 (Decresse)

Capital eXpenditUres.........ccoeveveveverevnereineesere s $(390) $(228) $(162)

Aircraft purchase deposits refunded (paid), net.............. 61 (145) 206
Proceeds from sales of short-term and long-term
investments and change in restricted cash, cash

equivalents and short-term investments, net................. 53 (70) 123

Proceeds from sales of property and equipment............. 76 10 66

Proceeds from sale of investments...........ccocevveeeecienene, 149 _ 35 _ 114

$_(51) $(398) $.347
During the nine months ended September 30, 2008, capital expenditures increased over the corresponding

prior year period primarily due to the acquisition of slots at London's Heathrow Airport and increased spending on
aircraft-related projects, such as Audio/Video on Demand entertainment systems for Boeing 777 and 757 aircraft.
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We have substantial commitments for capital expenditures, including for the acquisition of new aircraft.
Projected net capital expenditures for 2008 are as follows (in millions):

Fleet related ......oocvveveeieereeese e $187
NON-FIEEL. ... 270
Spare parts and capitalized interest.........cccoevvevvevrernnnns 60
TOAl et $517
Aircraft purchase deposits refunded ............ccoceeeenens _(92)
Projected net capital expenditures...........cocceveveeeennne. $425

Projected non-fleet capital expenditures for the year are primarily slots at London's Heathrow Airport,
ground service equipment, aircraft-related projects and technology and terminal enhancements. While some of our
projected capital expenditures are related to projects to which we have committed, a significant number of projects
can be deferred. Should economic conditions warrant, we will reduce our capital expenditures, and will be able to
do so without materially impacting our operations.

In October 2008, we reached an agreement in principle with Boeing to reschedul e the delivery of certain
aircraft to future years. Asaresult of this agreement and other changes to our fleet plan since December 31, 2007,
our contractual obligations for aircraft purchase commitments in 2009 will decrease by approximately $600 million
from the amount reported in our 2007 Form 10-K.

We sold five owned Boeing 737-500 aircraft in the first nine months of 2008 and received cash proceeds of
$68 million. 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, adelay in the delivery dates due
to the buyers' difficultiesin 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 contractsif the buyers do not take delivery of
the aircraft when regquired. We expect to operate each aircraft scheduled for delivery in 2009 until shortly beforeits
delivery date. 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.

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

In January 2007, we sold substantially all of our shares of Holdings common stock to third parties for cash
proceeds of $35 million. We sold the remaining shares of Holdings common stock to third partiesin April 2007 and
no longer own any shares of Holdings common stock.

Financing Activities. Cash flows provided by (used in) financing activities for the nine months ended
September 30 were as follows (in millions):

Cash
Increase
2008 2007  (Decrease)
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Payments on long-term debt and capital lease

ODlIQALIONS ....vvvcvcvctctetete ettt bbbttt bbb bbb b bbb renes $(341) $(337) $ @4
Proceeds from issuance of long-term debt.........cccovvveeieieniccecerene e, 497 25 472
Proceeds from public offering of common Stock ..........cccvvreenrnccicnenns 162 - 162
Proceeds from issuance of common stock pursuant to stock plans............. 13 _30 (17

$331 $(282) 3613

Cash flows provided by financing activities increased due to new borrowings and proceeds from a public
offering of 11 million shares of Class B common stock in the first nine months of 2008.

On June 30, 2008, we entered into aloan 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 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 the 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.

On June 10, 2008, we entered into an amendment and restatement of our Bankcard Agreement with Chase,
under which Chase purchases frequent flyer mileage creditsto 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 and the balance of which isin 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. In
connection with the advance purchase of mileage credits, we have provided a security interest to Chase in certain
routes and dlots, including our slots at London's Heathrow Airport. The $235 million purchase of mileage credits
has been treated as aloan 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.

In April 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 usin the first nine months of 2008 and recorded rel ated
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. Pass-through trusts
raised $1.1 billion through the issuance of three classes of pass-through certificates. Class A certificates, with an
aggregate principal amount of $757 million, bear interest at 5.983%, Class B certificates, with an aggregate principal
amount of $222 million, bear interest at 6.903% and Class C certificates, with an aggregate principal amount of
$168 million, bear interest at 7.339%. The proceeds from the sale of the certificates areinitially being held by a
depositary in escrow for the benefit of the certificate holders until we use such funds to purchase the aircraft. These
escrowed funds are not guaranteed by us and are not reported as debt on our consolidated balance sheet at
September 30, 2008 because the proceeds held by the depositary are not our assets and interest earned on the
proceeds, aswell as any unused proceeds, will be distributed directly to the certificate holders.

Aswe take delivery of each of the aircraft in 2008 or 2009, we will issue equipment notes to the trusts,
which will purchase such notes with a portion of the escrowed funds. We will use the proceeds to finance the
purchase of the aircraft and will record the principal amount of the equipment notes that we issue as debt on our
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consolidated balance sheet. Principal payments on the equipment notes and the corresponding distribution of these
payments to certificate holders will begin in April 2010 and will end in April 2022 for Class A and B certificates and
April 2014 for Class C certificates. Additionally, the Class A and B certificates have the benefit of aliquidity
facility under which athird party agrees to make up to three semiannual interest payments on the certificatesif a
default in the payment of interest occurs.

During the second quarter of 2008, we obtained financing for two new Boeing 737-900ER aircraft and
separately entered into aloan 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 aloan 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. Asaresult, we have obtained
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.

During the first nine months of 2007, we incurred $190 million in principal amount of floating rate
indebtedness pursuant to existing finance agreements secured by two 777-200ER aircraft that were delivered in
March and April 2007. Thisindebtedness consists of $156 million of senior notes due in 2019 and $34 million of
junior notes due in 2014.

In January 2007, $170 million in principal amount of our 4.5% Convertible Notes due on February 1, 2007
was converted by the holdersinto 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.

Other Liquidity Matters

Short-term and L ong-term Investments. At September 30, 2008, we held student loan-related auction rate
securities with a par value of $292 million and afair value of $260 million. Thistotal includes $140 million par
value ($125 million fair value) classified as short-term investments, $5 million (par and fair value) that is collatera
for estimated future workers compensation claims and is classified as restricted cash, cash equivalents and short-
term investments and $147 million par value ($130 million fair value) classified as long-term investments. At
December 31, 2007, these 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
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arereset 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 securitiesto
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 apar value of $145 million and afair 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 devel opments,
we determined that these securities had sufficient liquidity to be reported as short-term investments at September 30,
2008. Based upon our cash requirements and other existing liquid assets, the failure of these auctions and our
continuing to hold these securities did not have a material impact on our liquidity during the quarter.

Financeable Assets. At September 30, 2008, we had approximately $5.9 billion (including current
maturities) of long-term debt and capital lease obligations. We do not currently have any undrawn lines of credit or
revolving credit facilities and substantially all of our otherwise readily financeable assets are encumbered. However,
our unrestricted investment in student loan-related auction rate securities are not pledged as collateral under any of our
debt. We werein compliance with all debt covenants at September 30, 2008.

Credit Ratings. At September 30, 2008, our senior unsecured debt was rated B3 by Moody's and B- by
Standard & Poor's. Theseratings are significantly below-investment grade. Although we obtained favorable termsin
the April 2007 issuance of $1.1 billion in pass through certificates (discussed above under " Sources and Uses of Cash'),
our current credit ratings increase the costs we incur when issuing debt, adversely affect the terms of such debt and limit
our financing options. Additional reductionsin our credit ratings could further increase our borrowing costs and reduce
the availability of financing to usin the future. We do not have any debt obligations that would be accelerated as aresult
of acredit rating downgrade. However, we would have to post additional collatera of approximately $285 million under
our domestic bank-issued credit card and American Express processing agreementsif our senior unsecured debt rating
wereto fall below Caa3 as rated by Moody's or CCC- asrated by Standard & Poor's.  |f requested, we would aso be
required to post additional collateral of up to $39 million under our worker's compensation program if our senior
unsecured debt rating were to fall below B3 as rated by Moody's or CCC+ as rated by Standard & Poor's.

Bank Card Processing Agreements. In connection with the amendment of the Bankcard Agreement, we also
amended our domestic bank-issued credit card processing agreement to extend the term of the agreement until
December 31, 2016 and modify certain provisions in the agreement. Asaresult of the amendment of that
processing agreement, the requirement that we maintain a minimum EBITDAR (generally, earnings before interest,
income taxes, depreciation, amortization, aircraft rentals, certain nonoperating income (expense) and special items)
to fixed charges (interest and aircraft rentals) ratio for the preceding 12 months has been eliminated as atrigger
requiring the posting of additional collateral.

The covenants contained in the Chase processing agreement require that we post additional cash collateral
if wefail to maintain (1) aminimum level of unrestricted cash, cash equivalents and short-term investments, (2) a
minimum ratio of unrestricted cash, cash equivalents and short-term investments to current liabilities of 0.25t0 1.0
or (3) aminimum senior unsecured debt rating of at least Caa3 and CCC- from Moody's and Standard & Poor's,
respectively.
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We have a so recently entered into a new credit card processing agreement with American Express. Under
the terms of that agreement, if a covenant trigger under the Chase processing agreement results in our posting
additional collateral under that agreement, we would be required to post additional collateral under the American
Express processing agreement. The amount of additional collateral required under the American Express processing
agreement would be based on a percentage of the value of unused tickets (for travel at afuture date) purchased by
customers using the American Express card. The percentage for purposes of this calculation is the same as the
percentage applied under the Chase processing agreement, after taking into account certain other risk protection
maintained by American Express.

Under these processing agreements and based on our current air traffic liability exposure (as defined in
each agreement), we would be required to post collateral up to the following amountsif we failed to comply with the
covenants described above:

e atotal of $95 million if our unrestricted cash, cash equivalents and short-term investments balance falls
below $2.0 billion;

o atotal of $285 millionif we fail to maintain the minimum unsecured debt ratings specified above;

o atotal of $538 million if our unrestricted cash, cash equivalents and short-term investments balance (plus
any collateral posted at Chase) falls below $1.4 billion or if our ratio of unrestricted cash, cash equivalents
and short-term investments to current liabilities falls below 0.25 to 1.0; and

e atotal of $1.2 billion if our unrestricted cash, cash equivalents and short-term investments balance (plus
any collateral posted at Chase) falls below $1.0 billion or if our ratio of unrestricted cash, cash equivalents
and short-term investments to current liabilities falls below 0.22 to 1.0.

The amounts shown above are incremental to the current collateral we have posted with these companies.

Depending on our unrestricted cash, cash equivalents and short-term investments balance at the time, the
posting of a significant amount of cash collateral could cause our unrestricted cash and short-term investments
balance to fall below the minimum balance of $1.0 billion required under our $350 million secured term loan
facility, resulting in adefault under that facility. We are currently in compliance with all of the covenants under the
agreements.

Fuel Hedges. Because our fuel derivatives were in aloss position at September 30, 2008 resulting from the
recent significant 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.

Pension Plans. We have noncontributory defined benefit pension plans in which substantialy all of our U.S.
employees participate, other than Chelsea Food Services and CMI employees. Future benefit accruals for our pilots
under the pilot-only defined benefit pension plan ceased as of May 31, 2005. Funding requirements for defined
benefit pension plans are determined by government regulations. 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.

Due to the significant decline in the aggregate value of the assets held by the trust for our defined benefit
pension plans since December 2007, we now estimate that our minimum funding requirements with respect to our
defined benefit pension plans will be greater than what we have previously disclosed. Based on recent performance,
we now estimate that our minimum funding requirements for 2009 will be approximately $110 million. This
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amount represents our estimate of the minimum funding requirements as determined by government regulations, and
is subject to change based on numerous assumptions, including the performance of the assetsin the plans. See
"Critical Accounting Policies and Estimates' in Part 11, Item 7 of our 2007 Form 10-K for a discussion of our
assumptions regarding our pension plans.

Other Matters

Geographic Revenue Allocation. During 2008, we changed our methodology for allocating revenue
associated with our frequent flyer program to geographic areas of our mainline segment. The change did not impact
segment or consolidated passenger revenue, but did affect passenger revenues for the geographic areas within the
mainline segment. Prior year revenues by region have been reclassified to reflect this change. Mainline passenger
revenue by areafor the fourth quarter of 2007 reflecting this change is as follows (in millions):

DOMESLIC....vcvevereeeeeeteteeeee et $1,389
Trans-AtlantiC.....cceeevevcevece e, 646
Latin AMENICaL..cccoeceve et 364
PaCifiC....cceeeereieeee e 242
Tota Manling........ccceveveveeeeeeceeeeeeceee $2,641
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Item 3. Quantitative and Qualitative Disclosures about Market Risk.

There have been no material changes in market risk from the information provided in Item 7A. "Quantitative
and Qualitative Disclosures About Market Risk™ in our 2007 Form 10-K except asfollows:

Aircraft Fuel. Asof September 30, 2008, our projected fuel requirements were hedged as follows,
excluding contracts with a bankrupt counterparty:

Maximum Price Minimum Price
% of Weighted % of Weighted
Expected Average Price Expected Average Price
Consumption (per gallon) Consumption (per gallon)
Fourth Quarter 2008
WTI crudeail callars.........ccccvuee. 31% $3.44 30% $2.82
WTI crude oil call options................ 22 321 N/A N/A
Heating oil collars..........ccocveeeceenennn. 4 3.96 4 3.63
Total 57% 34%
2009
WTI crudeail callars.........ccccvnee. 14% $3.40 14% $2.53
WTI crude oil call options................ 2 3.21 N/A N/A
Total...ooececeeeeeeeee e 16% _14%

At September 30, 2008, our fuel derivatives, including contracts with a bankrupt counterparty, werein anet
loss position of $174 million. Thisfair valueis reported in accrued other current liabilities in our consolidated
balance sheet. We estimate that a 10% decrease in the price of crude oil and heating oil at September 30, 2008
would increase our obligation related to the fuel derivatives outstanding at that date by approximately $100 million.

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 contracts with this counterparty, which had a fair value of anet 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 changesin the contracts
fair values will be reported in earnings. These contracts represent 16% and 5% of our expected fuel needs for the
fourth quarter of 2008 and the year 2009, respectively.

Foreign Currency. At September 30, 2008, we had forward contracts outstanding to hedge the following cash
inflows (primarily from passenger ticket sales) in foreign currencies:

o 32% of our projected Canadian dollar-denominated cash inflows through 2008
e 29% of our projected British pound-denominated cash inflows through 2008

e 24% of our projected Japanese yen-denominated cash inflows through 2009

e 8% of our projected euro-denominated cash inflows through 2009
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At September 30, 2008, the fair value of our foreign currency hedges was $11 million and isincluded in
prepayments and other assetsin our consolidated balance sheet. We estimate that a uniform 10% strengthening in the
value of the U.S. dallar relative to each foreign currency would have the following impact on our existing forward
contacts at September 30, 2008 (in millions):

Increasein Increasein Resulting

Fair Vaue Underlying Exposure Net L oss
Canadian dallar.............. $3 $(6) $ (3)
British pound.................. 7 (11) 4
Japaneseyen........ccoee.. 14 (44) (30)
EUMO.ccvcveeeee 10 (71) (61)

Item 4. Controlsand Procedures.

Evaluation of Disclosure Controls and Procedures. Our Chief Executive Officer and Chief Financial
Officer performed an evaluation of our disclosure controls and procedures, which have been designed to provide
reasonable assurance that the information required to be disclosed by Continental in the reportsit files or submits
under the Exchange Act is (i) accumulated and communicated to Continental's management, including our Chief
Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure and (ii)
recorded, processed, summarized and reported within the time periods specified in the rules and forms of the SEC.
They concluded that the controls and procedures were effective as of September 30, 2008 to provide reasonable
assurance of the achievement of these objectives. While our disclosure controls and procedures provide reasonable
assurance that the appropriate information will be available on atimely basis, this assurance is subject to limitations
inherent in any control system, no matter how well it may be designed or administered.

Changesin Internal Controls. There was no changein our internal control over financia reporting during
the quarter ended September 30, 2008, that materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings.

During the period between 1997 and 2001, we reduced or capped the base commissions that we paid to
domestic travel agents, and in 2002 we eliminated those base commissions. These actions were similar to those also
taken by other air carriers. We are adefendant, along with several other air carriers, in two lawsuits brought by
travel agencies that purportedly opted out of a prior class action entitled Sarah Futch Hall d/b/a/ Travel Specialistsv.
United Air Lines, et a. (U.S.D.C., Eastern District of North Carolina), filed on June 21, 2000, in which the
defendant airlines prevailed on summary judgment that was upheld on appeal. These similar suits against
Continental and other major carriers allege violations of antitrust laws in reducing and ultimately eliminating the
base commissions formerly paid to travel agents. The pending cases are Tam Travel, Inc. v. Delta Air Lines, Inc., et
a. (U.S.D.C., Northern District of California), filed on April 9, 2003 and Swope Travel Agency, et al. v. OrbitzLLC
et al. (U.S.D.C., Eastern District of Texas), filed on June 5, 2003. By order dated November 10, 2003, these actions
were transferred and consolidated for pretrial purposes by the Judicial Panel on Multidistrict Litigation to the
Northern District of Ohio. On September 14, 2006, the judge for the consolidated lawsuit issued an order dismissing
28 plaintiffsin the Swope case for their failure to properly opt-out of the Hall case. Consequently, atotal of 90
travel agency plaintiffs remained in the two cases. On October 29, 2007, the judge for the consolidated lawsuit
dismissed the case for failure to meet the heightened pleading standards established earlier in 2007 by the U.S.
Supreme Court's decision in Bell Atlantic Corp. v. Twombly. The plaintiffs have appealed to the Sixth Circuit
Court of Appeals. In each of these cases, we believe the plaintiffs' claims are without merit, and we intend to
vigorously defend any appeal. Nevertheless, afinal adverse court decision awarding substantial money damages
could have a material adverse effect on our results of operations, financial condition or liquidity.

Item 1A. Risk Factors

Part I, Item 1A, "Risk Factors," of our 2007 Form 10-K includes a detailed discussion of our risk factors.
The information presented below updates, and should be read in conjunction with, the risk factors and information
disclosed in our 2007 Form 10-K.

Risk Factors Relating to the Company

Fuel pricesor disruptionsin fuel supplies could have a material adver se effect on us. Expenditures for
fuel and related taxes represent the largest single cost of operating our business. Our operations depend on the
availability of jet fuel supplies, and our results are significantly impacted by changesin the cost of fuel. Jet fuel
prices, which have been extremely volatile in recent months, have increased significantly in 2007 and 2008 and
continue to be very high compared to historical levels. Although we have experienced some success in raising ticket
prices (primarily through increased fuel surcharges) and adding or increasing other fees, we have been unable to
raise fares (including fuel surcharges) or fees sufficiently to keep pace with recent significant increasesin fuel
prices, and we may not be able to raise fares or fees further to offset escalating fuel pricesin the future. Conversely,
lower fuel prices may result in lower fares through the reduction or elimination of fuel surcharges. Additionally,
lower fuel prices may result in increased industry capacity, especially to the extent that reduced fuel costs justify
increased utilization by airlines of lessfuel efficient aircraft that are unprofitable during periods of higher fuel
prices. We arealso at risk for all of our regional carriers fuel costs on flights flown for us under capacity purchase
agreements.
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Fuel prices and supplies are influenced significantly by international political and economic circumstances,
such as increasing demand by developing nations, conflicts or instability in the Middle East or other oil producing
regions and diplomatic tensions between the U.S. and oil producing nations, as well as OPEC production decisions,
disruptions of oil imports, environmental concerns, weather, refinery outages or maintenance and other
unpredictable events. For example, amajor hurricane making landfall along the U.S. Gulf Coast could cause
widespread disruption to oil production, refinery operations and pipeline capacity in that region, possibly resulting in
significant increasesin the price of jet fuel and diminished availability of jet fuel supplies.

Further increasesin jet fuel prices or disruptionsin fuel supplies, whether as aresult of natural disasters or
otherwise, could have a material adverse effect on our results of operations, financial condition and liquidity.

We routinely hedge a portion of our future fuel requirements. There can be no assurance that, at any given
point in time, our hedge contracts will provide any particular level of protection against increased fuel costs or that
our counterparties will be able to perform under our hedge contracts, such asin the case of a counterparty's
bankruptcy. Additionally, adeterioration in our financial condition could negatively affect our ability to enter into
new hedge contracts in the future.

We have decided to change our global airline alliance, which could involve significant transition and
integration risks. Earlier thisyear, we entered into framework agreements with United, Lufthansaand Air Canada,
pursuant to which we are winding down and exiting our participation in our current alliance, SkyTeam, and plan to
join United, Lufthansa and Air Canada (and other member airlines) in Star Alliance. This change from SkyTeam to
Star Alliance could involve significant transition and integration risks, both because we are required to end our
participation in SkyTeam and wind down our existing SkyTeam relationships prior to our being able to participate in
Star Alliance and because we may incur costs and/or aloss of revenue (or adelay in anticipated increased revenue
from the new alliance) in connection with these changes. The significant transition and integration risks include:

e our inability to terminate our existing agreements with Sky Team members and to commence
participation in Star Alliance in the transition period we have anticipated, including as aresult of the
failure of Delta and Northwest to consummate their proposed merger;

e significant revenue dilution as we wind down our participation in SkyTeam and/or insufficient or delay
in receipt of revenue from our participation in Star Alliance, including due to an inability to maintain
our key customer and business rel ationships as we transition to Star Alliance;

e ourincurrence, as aresult of the wind down of our SkyTeam relationships, of costsin excess of our
expectations and/or costs of an unanticipated nature, the amount and timing of which cannot be
estimated at this time, but which could be material individually or in the aggregate;

e aninability to join or adelay in joining Star Alliance due to lack of applicable approvals or difficulty
in satisfying entrance requirements, including the requirement that we enter into certain bilateral
agreements with each member of Star Alliance; and

o difficultiesintegrating our technology processes with Star Alliance members.

In addition, the full implementation of some of the arrangements contemplated by our framework
agreements require the approval of domestic and foreign regulatory agencies. These agencies may impose
requirements, limitations or costs on us or on Star Alliance members, or require us or them to divest slots, gates,
routes or other assets, which may impair the value to us of entering the alliance or make participation in the alliance
by us or them unattractive, and in certain cases could prevent us from consummating the transactions contempl ated
by the framework agreements.
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If any of these risks or costs materialize, they could have a material adverse effect on our business, results
of operations and financial condition.

Our high leverage may affect our ability to satisfy our significant financing needs or meet our
obligations. Asisthe case with many of our principal competitors, we have a high proportion of debt compared to
our capital. We have a significant amount of fixed obligations, including debt, aircraft leases and financings, leases
of airport property and other facilities and pension funding obligations. At September 30, 2008, we had
approximately $5.9 hillion (including current maturities) of long-term debt and capital lease obligations.

In addition, we have substantial commitments for capital expenditures, including the acquisition of new
aircraft and related spare engines. 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 abtained financing or financing commitments for all 21 Boeing aircraft
scheduled for delivery through the end of 2009, subject to customary conditions. However, we do not have backstop
financing or any other financing currently in place for our other aircraft on order. Further financing will be needed
to satisfy our capital commitments for our firm aircraft and other related capital expenditures. Recent disruptionsin
the global credit markets have resulted in adiminished availability of financing and significantly higher costs for
financing that is obtainable. We can provide no assurance that the backstop financing or any other financing not
already in place for our aircraft deliveries and other capital needs will be available to us when needed on acceptable
termsor at al.

Failureto meet our financial covenantswould adver sely affect our liquidity. Our bank-issued credit
card processing agreement contains financial covenants which require, among other things, that we post additional
cash collateral if we fail to maintain (1) a minimum level of unrestricted cash, cash equivalents and short-term
investments, (2) aminimum ratio of unrestricted cash, cash equivalents and short-term investments to current
liahilities of 0.25 to 1.0 or (3) aminimum senior unsecured debt rating of at least Caa3 and CCC- from Moody's and
Standard & Poor's, respectively.

We have a so recently entered into a new credit card processing agreement with American Express. Under
the terms of that agreement, if a covenant trigger under the Chase processing agreement results in our posting
additional collateral under that agreement, we would be required to post additional collateral under the American
Express processing agreement. The amount of additional collateral required under the American Express processing
agreement would be based on a percentage of the value of unused tickets (for travel at afuture date) purchased by
customers using the American Express card. The percentage for purposes of this calculation is the same as the
percentage applied under the Chase processing agreement, after taking into account certain other risk protection
maintained by American Express.

Under these processing agreements and based on our current air traffic liability exposure (as defined in
each agreement), we would be required to post collateral up to the following amountsif we failed to comply with the
covenants described above:

o atotal of $95 million if our unrestricted cash, cash equivalents and short-term investments balance falls
below $2.0 hillion;

e atotal of $285 million if we fail to maintain the minimum unsecured debt ratings specified above;

o atotal of $538 million if our unrestricted cash, cash equivalents and short-term investments balance (plus
any collateral posted at Chase) falls below $1.4 billion or if our ratio of unrestricted cash, cash equivalents
and short-term investments to current liabilities falls below 0.25 to 1.0; and
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e atotal $1.2 billion if our unrestricted cash, cash equivaents and short-term investments balance (plus any
collateral posted at Chase) falls below $1.0 billion or if our ratio of unrestricted cash, cash eguivalents and
short-term investments to current liabilities falls below 0.22 to 1.0.

The amounts shown above are incremental to the current collateral we have posted with these companies.

Depending on our unrestricted cash, cash equivalents and short-term investments balance at the time, the
posting of a significant amount of cash collateral could cause our unrestricted cash and short-term investments
balance to fal below the minimum balance of $1.0 billion required under our $350 million secured term loan
facility, resulting in adefault under that facility. We are currently in compliance with all of the covenants under
these agreements.

Our obligationsfor funding our defined benefit pension plans ar e affected by factors beyond our
control. We have defined benefit pension plans covering substantially al of our U.S. employees other than
employees of Chelsea Food Services and CMI. Thetiming and amount of our funding requirements under these
plans depend upon a number of factors, including labor negotiations and changes to pension plan benefits as well as
factors outside of our control, such as asset returns, interest rates and changes in pension laws. Changes to these and
other factors that can significantly increase our funding requirements could have a material adverse effect on our
financia condition.

Our net operating loss carryforwards may belimited. At December 31, 2007, we had estimated net
operating loss carryforwards ("NOLS") of $3.7 billion for federal income tax purposes that expire beginning in 2009
and continuing through 2025. Section 382 of the Internal Revenue Code (" Section 382") imposes limitations on a
corporation's ability to utilize NOLsiif it experiences an "ownership change." In general terms, an ownership change
may result from transactions increasing the ownership of certain stockholdersin the stock of a corporation by more
than 50 percentage points over athree-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.

Asaresult of our common stock trading at depressed market prices in recent months (relative to the prices
at which our stock has generally traded during the previous three-year period), the cost associated with acquiring a
sufficient number of shares of our common stock to become a holder of 5% or more of the outstanding shares has
decreased significantly. This declinein the cost of reaching the 5% ownership threshold has increased the
likelihood that we will experience an "ownership change" for purposes of Section 382, as increases in share holdings
by, or that result in a person becoming, a holder of 5% or more of the outstanding shares of our common stock are
aggregated for purposes of determining whether such a change has occurred. Although we cannot currently predict
whether or when such an "ownership change" may occur, if we were to experience an ownership change under
current conditions, our annual NOL utilization could be limited to approximately $80 million per year. The
imposition of this limitation on our ability to use our NOL s 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 NOL s to expire unused, reducing or eliminating the benefit of such NOLs. 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 thistime.
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Risk Factors Relating to the Industry

Theairlineindustry is highly competitive and susceptible to price discounting. TheU.S. airline
industry is characterized by substantial price competition, especially in domestic markets. Carriers use discount
faresto stimulate traffic during periods of slack demand or when they begin service to new cities or have excess
capacity to generate cash flow and to establish or increase market share. Some of our competitors have substantially
greater financial resources (including more favorable hedges against fuel price increases) and/or lower cost
structures than we do. In recent years, the domestic market share held by low-cost carriers has increased
significantly and is expected to continue to increase, which has significantly changed the airline industry. The
increased market presence of low-cost carriers, which engage in substantial price discounting, has diminished the
ability of the network carriers to maintain sufficient pricing structuresin domestic markets to achieve profitability.
We cannot predict whether or for how long these trends will continue.

In addition to price competition, airlines also compete for market share by increasing the size of their route
system and the number of markets they serve. Several of our domestic competitors are continuing to increase their
international capacity, including service to some destinations that we currently serve. Additionally, the "open skies"
agreement between the U.S. and the European Union, which became effective on March 30, 2008, is resulting in
increased competition from European and U.S. airlinesin these international markets, and may giveriseto
additional consolidation or better integration opportunities among European carriers. The increased competition in
these international markets, particularly to the extent our competitors engage in price discounting, may have a
material adverse effect on our results of operations, financia condition or liquidity.

We are a so facing stronger competition from carriers that have emerged from bankruptcy, including Delta,
Northwest, US Airways and United. Carrierstypically emerge from bankruptcy with substantially lower costs than
ours achieved by cost reductions through, among other things, reducing or discharging debt, lease and pension
obligations and reducing wages and benefits. Additionally, we may face stronger competition from carriers that
participate in industry consolidation, including the proposed merger of Delta and Northwest discussed below, and
from expanded airline alliances and joint ventures. Through consolidation, carriers have the opportunity to
significantly expand the reach of their networks, which is of primary importance to business travelers, and to
achieve cost reductions by eliminating redundancy in their networks and their management structures. Through
participation in airline alliances and/or joint ventures, carriers granted anti-trust immunity by the appropriate
regulatory authorities are able to coordinate their routes, pool their revenues and costs and enjoy other mutual
benefits, such as frequent flier program reciprocity, achieving many of the benefits of consolidation. For example,
Air France-KLM, Delta and Northwest have received anti-trust immunity to form a new trans-Atlantic joint venture
among those airlines and to coordinate routes, fares, schedules and other matters among those airlines, Alitalia and
CSA Czech Airlines. American Airlines, British Airways and Iberia have requested anti-trust immunity for a
similar trans-Atlantic joint venture, which would also involve many of the same benefits. There may be additional
consolidation or changesin airline alliances and/or joint ventures in the future, any of which could change the
competitive landscape for the airline industry and have a material affect on us.

Theairlineindustry may experience further consolidation that would affect our competitive position.
Sinceits deregulation in 1978, the U.S. airline industry has undergone substantial consolidation and additional
consolidation may occur in light of the announcement in April 2008 by Delta and Northwest of their definitive
agreement to merge. On September 25, 2008, Delta and Northwest reported that their respective stockholders had
approved the pending merger between the airlines, which remains subject to the approval of the U.S. Department of
Justice. If consummated, this merger will change the competitive environment for us and the entire airline industry.
Asaresult of the announcement of the Delta/Northwest merger agreement, we conducted a comprehensive review
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of our strategic aternatives and on April 27, 2008 we announced that we had determined that the best course for us
was not to merge with another airline at such time. We cannot predict whether the proposed merger of Delta and
Northwest will occur, or the impact on us of this or any other consolidation within the airline industry.

Expanded government regulation could further increase our operating costs and restrict our ability
to conduct our business. Airlines are subject to extensive regulatory and legal compliance requirements that result
in significant costs and can adversely affect us. Additional laws, regulations, airport rates and charges and growth
constraints have been proposed from time to time that could significantly increase the cost of airline operations or
reduce revenue. In addition, to address concerns about airport congestion, the FAA has designated certain airports,
including Newark Liberty International Airport ("New York Liberty") and New Y ork's John F. Kennedy
International Airport ("Kennedy") and LaGuardia Airport ("LaGuardia") as "high density traffic airports,” and
imposed operating restrictions at these three airports. Although we do not believe that these current operating
restrictions will have a material adverse effect on our operations at New Y ork Liberty, we cannot predict the impact
of future capacity constraints or allocations or other restrictions on our operations that might be imposed by the
FAA, Congress or other regulators, which might have a material adverse effect on us.

The FAA from time to time issues directives and other regulations relating to the maintenance and
operation of aircraft that require significant expenditures. Some FAA requirements cover, among other things,
retirement of older aircraft, security measures, collision avoidance systems, airborne windshear avoidance systems,
noise abatement and other environment concerns, commuter aircraft safety and increased inspections and
maintenance procedures to be conducted on older aircraft.

Many aspects of airlines operations also are subject to increasingly stringent federal, state, local and
foreign laws protecting the environment, including the imposition of additional taxes on airlines or their passengers.
Future regulatory developmentsin the U.S. and abroad could adversely affect operations and increase operating
costsin the airline industry. For example, future actions that may be taken by the U.S. government, foreign
governments (including the European Union), or the International Civil Aviation Organization to address concerns
about climate change and air emissions from the aviation sector are unknown at this time, but the effect on us and
our industry is likely to be adverse and could be significant. Among those potential actions is the European Union's
consideration of an emissions trading scheme applicable to al flights operating in the European Union, including
flights to and from the United States.

Additional restrictions on airline routes and takeoff and landing slots have been or may be proposed that
could affect rights of ownership and transfer. Moreover, the FAA recently issued rules that maintain current slot
holdings of airlines at New Y ork Liberty, Kennedy and LaGuardia, except for the annual withdrawal through 2013
and auction to the highest bidder of (i) 2% of each airline's slots at New Y ork Liberty and Kennedy that exceed 20
and (ii) 2% of each airline's slots at LaGuardia. In addition, these rules provide that the FAA will withdraw and
retire 5% of each airline's dots at LaGuardia. The withdrawal and auctioning to the highest bidder of our slots could
have amaterial adverse effect on us by causing usto incur substantial costs to successfully bid for them or by
reducing our slot portfolio, requiring us to terminate flights associated with these slots and increasing our costs to
operate at these airports.

Further, the ability of U.S. carriersto operate international routes is subject to change because the
applicable arrangements between the United States and foreign governments may be amended from time to time, or
because appropriate slots or facilities are not made available. We cannot provide assurance that current laws and
regulations, or laws or regulations enacted in the future, will not adversely affect us.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
None.

Item 3. Defaults Upon Senior Securities.
None.

Item 4. Submission of Mattersto a Vote of Security Holders.
None.

Item 5. Other Information.

From July 1, 2008 through October 15, 2008, Continental borrowed atotal of $222 million to finance the
deliveries of four new Boeing 737-800 aircraft and two new Boeing 737-900ER aircraft by issuing equipment notes
("Equipment Notes") secured by those aircraft. Thisamount isin addition to the $689 million borrowed in the period
from January 1, 2008 to June 30, 2008 to finance the deliveries of 18 Boeing aircraft through the issuance of such
Equipment Notes. The funds used to purchase the Equipment Notes were raised in April 2007 through the sale of $1.1
billion of three classes of pass-through certificates. The proceeds from this sale of pass-through certificates are held in
escrow pending delivery of each aircraft.

Pursuant to the April 2007 note purchase agreement (the "Note Purchase Agreement”), the Equipment Notes
areissued inthree series. Series A, bearing interest at the rate of 5.983% per annum, Series B, bearing interest at the
rate of 6.903% per annum, and Series C, bearing interest at the rate of 7.339% per annum. Theinterest on the
Equipments Notes and the escrowed funds is payable semiannually on each April 19 and October 19, beginning on
October 19, 2007. The principa payments on the Equipment Notes are scheduled on April 19 and October 19in
certain years, beginning on April 19, 2010. Thefinal paymentswill be due on April 19, 2022, in the case of the Series
A and Series B Equipment Notes, and April 19, 2014, in the case of the Series C Equipment Notes.

Maturity of the Equipment Notes may be accel erated upon the occurrence of certain events of default,
including failure by Continental (in some cases after notice or the expiration of a grace period, or both) to make
payments under the applicable indenture when due or to comply with certain covenants, as well as certain bankruptcy
eventsinvolving Continental. The Equipment Notesissued with respect to each aircraft will be secured by alien on
such aircraft and will also be cross-collateralized by the other aircraft financed pursuant to the Note Purchase
Agreement.

Continental expects to issue an additional $236 million in Equipment Notes as it applies this financing to the
next six Boeing 737 aircraft scheduled for delivery from October 15, 2008 through the first quarter of 2009.

66



Item 6. Exhibits.

31

3.1(a)

3.1(a)(i)

3.1(a)(ii)

32

10.1

10.2*
311
312
321

Amended and Restated Certificate of Incorporation of Continental, as amended through June 6,
2006 - incorporated by reference to Exhibit 3.1 to Continental's Annual Report on Form 10-K for
the year ended December 31, 2006 (File no. 1-10323).

Certificate of Designation of Series A Junior Participating Preferred Stock, included as Exhibit A
to Exhibit 3.1.

Certificate of Amendment of Certificate of Designation of Series A Junior Participating Preferred
Stock - incorporated by reference to Exhibit 3.1(b) to Continental's Annual Report on Form 10-K
for the year ended December 31, 2001 (File no. 1-10323).

Certificate of Increase - Series A Junior Participating Preferred Stock - incorporated by reference
to Exhibit 3.1(a)(ii) to Continental's Quarterly Report on Form 10-Q for the period ended June 30,
2008 (File no. 1-10323).

Bylaws of Continental, as amended through October 17, 2007 - incorporated by reference to
Exhibit 3.2 to Continental's Quarterly Report on Form 10-Q for the quarter ended September 30,
2007 (File no. 1-10323).

First Amendment dated August 29, 2008 to the Second Amended and Restated Capacity Purchase
Agreement among Continental, Expresslet Holdings, Inc., XJT Holdings, Inc. and Expresslet
Airlines, Inc. dated as of June 5, 2008. (1)

Employment Agreement dated as of August 31, 2008 between Continental and Zane Rowe.

Rule 13a-14 (a)/15d-14 (a) Certification of Chief Executive Officer.

Rule 13a-14 (a)/15d-14 (a) Certification of Chief Financial Officer.

Section 1350 Certifications.

*This exhibit relates to management contracts or compensatory plans or arrangements.

(1) Continental has applied to the Commission for confidential treatment of a portion of this exhibit.
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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.

CONTINENTAL AIRLINES, INC.
Registrant

Date: October 20, 2008

by: /s ChrisKenny
Chris Kenny
Vice President and Controller
(Principal Accounting Officer and
duly authorized officer of the Registrant)
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