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PART |
ITEM 1. BUSINESS.

UAL Corporation (together with its consolidated subsidiaries, “we,” “our,” “us,”
“UAL” or the “Company”) was incorporated under the laws of the State of Delaware on
December 30, 1968. Our world headquarters is located at 1200 East Algonquin Road,
Elk Grove Township, Illinois 60007. Our mailing address is P.O. Box 66919, Chicago,
[llinois 60666 (telephone number (847) 700-4000).

UAL isaholding company and its principal, wholly owned subsidiary is United Air
Lines, Inc., a Delaware corporation (“United”). United’ s operations, which consist
primarily of the transportation of persons, property and mail throughout the U.S. and
abroad, accounted for most of UAL’s revenues and expenses in 2003. United is one of
the largest scheduled passenger airlines in the world with over 1,600 daily departures to
more than 110 destinations in 23 countries and two U.S. territories. Through United’s
unsurpassed global route network, we serve virtualy every major market around the
world, either directly or through the Star Alliance, which is the world’s largest airline
network. In addition to the Star Alliance, we provide regional service into our domestic
hubs through partnerships with United Express carriers. In 2004, we added a new low
fare carrier, called Ted, designed to serve select leisure markets in a way that allows us to
be competitive with other low-fare carriers.

Our web address is www.united.com. Through our website, our filings with the
Securities and Exchange Commission (“SEC”), including annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendmentsto
those reports, are accessible (free of charge) as soon as reasonably practicable after such
material is electronically filed with or furnished to the SEC.

This Form 10-K contains various“ forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
Forward-looking statements represent the Company’ s expectations and beliefs concerning future events,
based on information available to us on the date of the filing of this Form 10-K, and are subject to various
risks and uncertainties. Factorsthat could cause actual results to differ materially from those referenced
in the forward-looking statements are listed in the last paragraph of, “ Outlook” inltem 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations We disclaim any intent or
obligation to update or revise any of the forward-looking statements, whether in response to new
information, unforeseen events, changed circumstances or otherwise.

Bankruptcy Consider ations

The following discussion provides general background information regarding our
Chapter 11 cases, and is not intended to be an exhaustive summary. Specific information
pertaining to our bankruptcy filing may be obtained through the website www.pd-
ual.com

The airline industry is highly competitive and labor intensive. Our businessis
highly sensitive to fuel costs, fare levels and demand for travel. Passenger demand and
fare levels are influenced by, among other things, the state of the global economy,
domestic and international events, airline capacity and pricing actions taken by carriers.
Beginning in 2000, the slowing economy and decrease in high-yield business travel,
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among other things, caused a significant decline in our revenues. Simultaneously, our
labor costs increased dramatically as we entered into new collective bargaining
agreements with most of our employee groups that contained wage increases retroactive
to mid-2000. Finaly, the terrorist attacks of September 11, 2001 had an unprecedented,
negative impact on passenger and cargo demand for air travel.

In response to the events of September 11, we took dramatic steps to improve our
financial condition. These actions included reducing our flight schedule, retiring aircraft,
curtailing new aircraft deliveries, significantly reducing planned capital spending, closing
several reservation centers and international stations, eliminating some commissions paid
to travel agencies, and significantly downsizing our workforce.

In addition, we tried to negotiate labor cost reductions from our unionsin an
amount and of a duration sufficient to ward off bankruptcy.

Despite these measures, we depleted our cash reserves at an unprecedented rate, and
we were unable to obtain any meaningful levels of financing in the public or private
capital markets.

Thus, in June 2002, we approached the Air Transportation Stabilization Board (the
“ATSB”) for a$1.8 hillion federa loan guarantee with a business plan contemplating
capacity cuts, revenue increases and lower labor costs. On December 4, 2002, the ATSB
decided not to approve our proposal for afederal loan guarantee. Facing approximately
$875 million in debt maturities, we filed for bankruptcy as the best means available to
facilitate the implementation of necessary changes to our business and bring costs and
operations in line with the current business environment.

On December 9, 2002 (“Petition Date”), UAL, United and 26 direct and indirect
wholly owned subsidiaries filed voluntary petitions to reorganize their businesses under
Chapter 11 of the United States Bankruptcy Code in the United States Bankruptcy Court
for the Northern Digtrict of Illinois, Eastern Division (the “Bankruptcy Court”). The
Bankruptcy Court isjointly administering these cases as “In re UAL Corporation, et al.,
Case No. 02-48191." On December 13, 2002, the United States Trustee appointed an
official committee of unsecured creditors (the “Creditors Committee”). The Creditors
Committee and its legal representatives have aright to be heard on al matters that come
before the Bankruptcy Court concerning our reorganization.

In connection with these Chapter 11 filings, we arranged a debtor- in-possession
secured financing for $1.5 billion (“DIP Financing”), which was approved by the
Bankruptcy Court on December 30, 2002. The DIP Financing consists of two facilities, a
$300 million facility provided by Bank One N.A. and a $1.2 billion facility provided by
J.P. Morgan Chase Bank, Citicorp USA, Inc., Bank One, N.A., and The CIT
Group/Business Credit, Inc. For more information on our DIP Financing, see “Liquidity
and Capital Resources’ in Management’ s Discussion and Analysis of Financial Condition
and Results of Operations and Note 1, “Voluntary Reorganization Under Chapter 11” in
the Notes to Consolidated Financial Statements

We continue to operate our businesses as “ debtors- in-possession” under the
jurisdiction of the Bankruptcy Court and in accordance with the applicable provisions of
the Bankruptcy Code, the Federal Rules of Bankruptcy Procedure and applicable court
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orders. All vendors are being paid for al goods furnished and services provided after the
Petition Date in the ordinary course of business. However, under Section 362 of the
Bankruptcy Code, actions to collect most of our pre-petition liabilities are automatically
stayed. Most of these pre-petition liabilities will be settled under a plan of reorganization
which must be approved by the Bankruptcy Court.

Since the Petition Date, we have made substantial progress in restructuring United,
achieving a lower labor and non-labor cost structure and improving revenue while
sustaining superior levels of operating performance and customer satisfaction. For
example, we negotiated new six-year contracts with each of our unions, which, when
combined with wage and benefit reductions for salaried and management employees will
allow us to realize average annual labor savings of $2.5 billion by 2005. Our Business
Transformation Office isimplementing profit improvement initiatives in the areas of
productivity, strategic sourcing, ticketing policy changes and others which are expected
to deliver $1.4 billion in annual profit improvements in 2004. We launched a series of
aggressive marketing and sales activities, inventory management enhancements and route
and capacity adjustments to improve our revenue performance, and in the fourth quarter
we outperformed the industry and grew unit revenue by 10% (as compared to fourth
quarter 2002). We also recorded our best-ever performance in departures orrtime this
year, and second-best year for both departure completion and arrivals onrtime within 14
minutes (as measured by the Department of Transportation).

Integral to our overall reorganization efforts has been the restructuring of our aircraft
fleet and the related financings. Under Section 1110 of the Bankruptcy Code we have
negotiated with lessors and lenders to restructure existing financings to current market
rates and reduce aircraft ownership costs. To date, we have reached agreementsin
principle with respect to a substantial majority of our financed aircraft. There can be no
assurance, however, that those tentative agreements will be successfully converted to
final contracts. If we are unable to finalize these agreements, there can be no assurance
that we will be able to reach new agreements at comparable economics or that financiers
will not repossess aircraft. Either of these outcomes, although unlikely, could have a
material adverse affect on our financial and operational performance.

In accordance with Section 1110 of the Bankruptcy Code, we have also rejected or
abandoned certain surplus aircraft to adjust our fleet size and composition to more closely
match market demand. In addition, we have converted many longer-term financing
arrangements into short-term operating leases. Through this process, we expect to
achieve average annual cash savings of approximately $900 million over the next five
years. When combined with the $2.5 billion in labor cost reductions and $1.4 billion in
business transformation initiatives, we are on track to generate approximately $5 billion
in average annual cash savings by 2005 as compared to our pre-bankruptcy projections.

Pending approval of our updated application for a $1.6 billion federal loan
guarantee from the ATSB (which we submitted on December 18, 2003) J.P. Morgan
Chase Bank (*JP Morgan”) and Citicorp USA, Inc. (* Citigroup”) have agreed to provide
a$2.0 billion exit financing facility (“Exit Facility”), an amount we believe resultsin an
optimal level of liquidity upon emergence from bankruptcy. The commitment letter for
the Exit Facility was approved by the Bankruptcy Court on January 16, 2004. Under the
Exit Facility, JP Morgan and Citigroup will each underwrite $200 million of the non
guaranteed portion of the facility and $800 million of the guaranteed portion. Without an
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ATSB loan guarantee, we might be unable to obtain optimal or even sufficient funding to
meet our future liquidity needs and reorganize successfully. As of the date of thisfiling,
the ATSB has not yet reached a decision on our application.

To successfully exit Chapter 11, we must obtain confirmation by the Bankruptcy
Court of aplan of reorganization. A plan of reorganization would, among other things,
resolve our pre-petition obligations, set forth our revised capital structure and establish
our corporate governance subsequent to exit from bankruptcy. We are currently
operating under an “exclusive period,” which expires on April 7, 2004, during which we
are the only party permitted to file a plan of reorganization. The decision as to when we
will file a plan of reorganization depends on the timing and outcome of numerous
ongoing matters in the Chapter 11 process. These issues include our pending application
for a federal loan guarantee from the ATSB, pension obligations, proposed changesto
retiree medical benefits, Section 1110 aircraft restructuring efforts, municipal bond
obligations, United Express contracts and the pre-petition claims. We expect to file a
plan of reorganization that provides for UAL’s emergence from bankruptcy, but there can
be no assurance that the Creditors Committee will support our positions or our plan of
reorganization (disagreements between us and the Creditors Committee could adversely
affect our reorganization process, including our emergence from Chapter 11). Nor can
there be any assurance that the Bankruptcy Court will confirm a plan of reorganization or
that any such plan will be implemented successfully.

We are working towards emerging from Chepter 11 in the first half of 2004, but that
timing is dependent on, among other things, the timely and successful confirmation and
implementation of a plan of reorganization. The rights and claims of various creditors
and security holders will be determined by the plan aswell. At thistime, it is not
possible to predict accurately the effect of the Chapter 11 reorganization process on our
business, nor can we make any predictions concerning how each of these claims will be
valued in the bankruptcy proceedings. We believe that UAL’s presently outstanding
equity securities will have no value and it is expected that those securities will be
canceled under any plan of reorganization that we propose. For this reason, we urge that
caution be exercised with respect to existing and future investments in any UAL security.

For more information on our bankruptcy proceedings, see Management’s
Discussion and Analysis of Financial Condition and Results of Operations and Note 1,
“Voluntary Reorganization Under Chapter 11" in the Notes to Consolidated Financial
Statements.

Operations

Segments. We operate our businesses through five reporting segments. North
America, the Pacific, the Atlantic and Latin America, each of which is operated by
United, and UAL Loyalty Services, Inc. (*ULS’). Financia information on UAL’s
operating segments can be found in Note 19, “ Segment Information” in the Notes to
Consolidated Financial Statements.

During 2003, United carried approximately 66 million passengers ad flew
approximately 104 billion revenue passenger miles. United's network provides
comprehensive transportation service within its North American segment and to
international destinations within its Pacific, Atlantic and Latin American segments.
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Operating revenues attributed to United’s North America segment were $8.8 billion
in each of 2003 and 2002 and $10.7 billion in 2001. Operating revenues attributed to
United' s international segments were $4.2 billion in 2003, $4.7 billion in 2002 and $5.4
billion in 2001.

North America. Asof December 31, 2003, United served approximately 84
destinations throughout North America and operates hubs in Chicago, Denver, Los
Angeles, San Francisco and Washington, D.C. United’'s North America operations,
including United Express, accounted for 64% of UAL’s revenues in 2003.

Pacific. ViaTokyo, United provides passenger service between its U.S. gateway
cities (Chicago, Honolulu, Los Angeles, New Y ork, San Francisco and Sesttle) and the
Asian cities of Bangkok, Hong Kong, Seoul, Singapore and Taipei. United also provides
service between Hong Kong and each of Chicago, San Francisco and Singapore; between
Osaka and each of San Francisco and Honolulu; between San Francisco and each of
Seoul, Shanghai, Singapore and Sydney; between Los Angeles and each of Sydney and
Melbourne (via Sydney); and between Chicago and Beijing. Effective June 10, 2004, we
expect to also provide daily nonstop service between Chicago and Osaka and between
San Francisco and Beijing. In 2003, United' s Pacific operations accounted for 15% of
UAL’s operating revenues.

Atlantic. Washington, D.C. is United's primary gateway to Europe, serving
Amsterdam, Brussels, Frankfurt, London, Munich and Paris. Chicago is United's
secondary gateway to Europe, with nonstop service to and from Amsterdam, Frankfurt,
London and Paris. United also provides nonstop service between San Francisco and each
of Paris, London and Frankfurt; and between London and each of Los Angeles and New
York. Effective June 13, 2004, we expect to also provide daily nonstop service between
Washington, D.C. and Zurich. In 2003, United' s Atlantic operations accounted for 13%
of UAL’s operating revenues.

Latin America. United's primary gateway to Latin America is Washington, D.C.,
providing service to and from Aruba, Buenos Aires, Montevideo, Cancun, Rio de Janeiro,
Sao Paolo, San Jose, San Juan and St. Thomas. United also provides service between
Mexico City and each of Chicago, Los Angeles, San Francisco and Washington, D.C. In
addition, United has service between Chicago and Aruba, Grand Cayman, San Juan, Sao
Paulo and St. Thomas; between Los Angeles and each of Guatemala City, San Jose and
San Salvador; and between Guatemala City and San Jose. Effective May 1, 2004, we
expect to launch nonstop, weekly service for the summer season to Hamilton, Bermuda
from Chicago. Also, effective May 1, 2004, United will eliminate its daily service from
Miami to Buenos Aires and Sao Paulo. Effective October 31, 2004, we expect to add
daily nonstop service from Chicago to Buenos Aires. In 2003, United’'s Latin America
operations accounted for 3% of UAL’s revenues.

UAL Loyalty Services, Inc. UAL Loyalty Services, Inc. (“ULS") accounted for 5%
of UAL’s 2003 revenues. ULS focuses on expanding the non-core marketing businesses
of UAL and building customer loyalty for United and others. ULS operates in four
areas. loyalty programs, travel distribution, direct-to-consumer services and media
assets.




UL S operates substantially all United-branded travel distribution and customer
loyalty e-.commerce activities, such as united.com, and also owns and manages UAL’s
interests in various third-party e-commerce enterprises. In addition, ULS owns and
operates the Mileage Plus frequent flyer program and is responsible for certain aspects of
the program, including member relationships, communications and account management,
while United continues to be responsible for other aspects of the program, including the
elite Premier, Premier Executive and Premier Executive 1K programs, as well asthe air
travel accrual and award aspects of the program. United also retains responsibility for
managing relationships with Mileage Plus' airline partners, while ULS manages
relationships with nortairline business partners, such as the Mileage Plus Visa Card,
hotels, car rental companies and dining programs. UL S also owns and operates certain
other United-branded customer programs as well as the MyPoints.com online loyalty
program, under which registered consumers earn points for goods and services purchased
from participating vendors.

United Cargo®. United Cargo offers both domestic and international shipping
through a variety of services including Small Package Delivery, T.D. Guaranteed®, First
Freight, International Freight and Global SP. United Cargo’ s door-to-door delivery
services include United SameDay for packages under 70 pounds and United
SameDayPlus for heavy freight. Freight accounts for most of United Cargo’s shipments,
with mail making up the balance.

During 2003, United Cargo accounted for 5% of UAL’ s revenues by generating over
$630 million in freight and mail revenue, a 6.4% decrease versus 2002.

United Cargo seeks to leverage revenue opportunities created by our global route
network and through strategic alliances while ssmultaneously creating a more competitive
cost structure. As part of these efforts, during 2003, United Cargo, along with Unisys
Corporation and two other cargo carriers, launched Cargo Portal Services, an Internet
portal that allows customers to more easily book and manage shipments, which we
anticipate will reduce transaction costs for both the Company and our customers. We
also outsourced the cargo handling functions at all North American warehouses as well as
our cargo call center and, as aresult of aunique partnership between United and Delta
Air Lines, Inc., were awarded a new, expanded mail-carriage contract from the U.S.
Postal Service.

Ted. In September 2003, we announced our plans to launch alow-fare operation,
Ted, with an initial first-year fleet size of approximately 45 Airbus A320 aircraft, al of
which will be redeployed from our current fleet. We expect Ted to operate at a lower
cost than our mainline operation. Ted began flying customers in February 2004 with
service from Denver to Reno, Las Vegas, Phoenix, New Orleans, Tampa Bay, Orlando,
Ontario (California) and Fort Lauderdale, a new market not previously served by United
from Denver. Beyond Denver-based service, Ted offers service between Las Vegas and
both Los Angeles and San Francisco and between San Francisco and Phoenix. In April
2004, Ted will fly new service from Washington D.C. to Fort Lauderdale, and take on
three existing Washingtonbased routes to Las Vegas, Tampa Bay and Orlando.

Fuel. Fudl isour second largest cost behind labor. Our fuel costs and consumption
for the years 2003, 2002 and 2001 were as follows:



2003 2002 2001

Gallons consumed (in millions) 2,202 2,458 2,861
Average price per gallon, including

tax and hedge impact 94.1¢ 78.2¢ 86.5¢
Cost (in millions) $2,072 $1,921 $2,476

The price and availability of jet fuel significantly affect our operations. For example,
at 2003 fuel consumption levels, we estimate that every $0.01 change in the average
annual price-per-gallon of jet fuel will impact our fuel costs by approximately $22
million (all other things being equal). Due to the highly competitive nature of the airline
industry, we may be unable to pass on to our customers any increased fuel costs that we
may encounter.

To ensure adequate supplies of fuel and to provide a measure of control over fuel
costs, we arrange to have fuel shipped on major pipelines and stored close to our major
hub locations. Although we currently do not anticipate a significant reduction in the
availability of jet fuel, anumber of factors make accurate predictions impossible,
including geopolitical uncertainties in oil-producing nations. For example, hostilities and
political turmoil in Iraq or other oil-producing nations could lead to disruptions in oil
production and/or to substantially increased oil prices.

In the fourth quarter, we entered into ajet fuel supply agreement withMorgan
Stanley Capital Group Inc. that provides for the supply of jet fuel and the maintenance of
jet fuel inventories at specified airport locations. We expect that this arrangement will
allow us to meet our jet fuel needs, while reducing our working capital requirements for
fuel.

Insurance. We carry hull and liability insurance of atype customary in the air
transportation industry, in amounts which we deem adequate, covering passenger
liability, public liability and damage to our aircraft and other physical property. Since the
September 11, 2001 terrorist attacks, our premiums have increased significantly.

Additionally, after September 11, 2001 commercia insurers cancelled our liability
insurance for losses resulting from war and associated perils (terrorism, sabotage,
hijacking and other similar perils), but we obtained replacement coverage through the
federal government. The Homeland Security Act, which became effective in February
2003, mandated the Federal Aviation Administration (“FAA”) to provide third-party,
passenger and hull war-risk insurance to commercia air carriers through August 31,
2003, and permitted such coverage to be extended to December 31, 2003. The
Emergency Wartime Supplemental Appropriations Act, signed into law on April 16,
2003, extends this war-risk insurance coverage to commercia air carriers through August
31, 2004, and permits such coverage to be extended until December 31, 2004, if the
federal government determines such an extension is in the nationa interest. We are
unable to predict whether the government will extend this insurance coverage past
August 31, 2004. Should the government discontinue this coverage, obtaining
comparable coverage from commercial underwriters could result in substantially higher
premiums and more restrictive terms, if it isavailable at all. If we are unable to obtain
adequate insurance, our business would be materially affected.

Also, we maintain other types of insurance such as property and casualty, directors
and officers, cargo, automobile and the like, with limits and deductibles that are standard
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within the industry. These premiums have also risen substantially since September 11,
2001 coupled with lower limits.

Alliances. We have entered into a number of bilateral and multilateral alliances
with other airlines to provide our customers more choices and to participate in markets
worldwide that we do not serve directly. These collaborative marketing arrangements
typicaly include one or more of the following features. joint frequent flyer participation;
code sharing of flight operations (whereby one carrier’s flights can be marketed under the
two- |etter airline designator code of another carrier); coordination of reservations,
baggage handling and flight schedules; and other resource-sharing activities.

The most significant of these is the Star Allianced, a global integrated airline
network co-founded by United in 1997. As of December 31, 2003, Star Alliance carriers
served approximately 700 destinations in approximately 128 countries with over 10,791
daily flights. Current Star Alliance partners, in addition to United, are Air Canada, Air
New Zeadand, All Nippon Airways, Asiana, the Austrian Airlines Group (which includes
Austrian Airlines, Lauda Air and Austrian Arrows, formerly Tyrolean), bmi, LOT Polish
Airlines, Lufthansa, Mexicana, SAS, Singapore Airways, Spanair, Thai International
Airways, and Varig. Mexicanawill leave the Star Alliance as of March 31, 2004 and we
will cease our code share agreement with them as of April 1, 2004.

We have a marketing partnership with US Airways involving joint frequent flyer
participation, joint lounge access and code sharing on certain flights. We currently code
share on selected flights and expect to complete the implementation of the code sharing
element of the partnership by April 2004. In May 2003, the Chief Executive Board of
Star Alliance approved the application of US Airwaysto join the Star Alliance. Itis
expected that US Airways will join the Star Alliance in 2004.

We have aso formed independent marketing agreements with other air carriers,
including Air China, Air Dolomiti, Air Nippon, Aloha, BWIA West Indies Airways,
Continental Connection (operated by Gulfstream), Fair Inc., dba“ANA Connection,”
Great Lakes Airlines (aregional carrier), and Virgin Blue. We continually evaluate the
need for relationships with these and other carriers and from time to time expect to
change our independent marketing partners as conditions warrant.

In addition, we operate the United Express® marketing program in North America,
under which independent regional carriers serve small and medium-sized cities and link
them to our mainline network. For more information on United Express, see “ United
Express Contracts’ in Management’ s Discussion and Analysis of Financial Condition and
Results of Operations and Note 2, “ Summary of Significant Accounting Policies— United
Express’ in the Notes to Consolidated Financial Statements.

Mileage Plus. Our Mileage Plus frequent flyer program encourages customer
loyalty by offering awards and services to frequent travelers. There are more than 40
million members enrolled in Mileage Plus, who earn mileage credit for flights on United,
United Express, the Star Alliance and certain other airlines that participate in the
program. Miles also can be earned by purchasing the goods and services of our non
airline partners, such as hotels, car rental companies, and credit card issuers. Mileage
credits can be redeemed for free, discounted or upgraded travel and non-travel awards.
For a detailed description of the treatment of Mileage Plus awards, see “ Critical
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Accounting Policies” in Management’ s Discussion and Analysis of Financial Condition
and Results of Operations.

Distribution Channels. The mgjority of our airline inventory continues to be
distributed through the traditional channels of travel agencies and global distribution
systems. However, inventory distributed through the internet has increased significantly
compared to 2002.

Industry Conditions

Operating Environment. The air travel business is subject to seasonal
fluctuations. Our operations can be adversely impacted by severe weather and our first-
and fourth-quarter results normally reflect reduced travel demand. Historically, operating
results are better in the second and third quarters. More recently, however, the typical
seasonal relationships have been distorted by the events of September 11, 2001, the
SARS epidemic and the Iraq war.

Competition. The airline industry is highly competitive and volatile. 1n domestic
markets, new and existing carriers are free to initiate service on any route. Our domestic
competitors are primarily the other U.S. airlines, a number of who are low-fare carriers
which have cost structures lower than ours.

In our international service, we compete not only with U.S. airlines, but aso with
foreign carriers. Our competition on specified international routes is subject to varying
degrees of governmental regulations. (See “Industry Regulation” below.) Asthe U.S. is
the largest market for air travel worldwide, our ability to generate U.S. originating traffic
from our integrated domestic route systems provides us with an advantage over non-U.S.
carriers. Additionally, foreign carriers are prohibited by U.S. law from carrying local
passengers between two pointsin the U.S. and we experience comparable restrictions in
foreign countries. In addition, U.S. carriers are often constrained from carrying
passengers to points beyond designated international gateway cities due to limitations in
air service agreements or restrictions imposed unilaterally by foreign governments. To
compensate for these structural limitations, U.S. and foreign carriers have entered into
alliances and marketing arrangements that allow the carriers to feed traffic to each other’s
flights. See“Alliances’ above.

I ndustry Regulation

Domestic Regulation.

Genera. All carriersengaged in air transportation in the U.S. are subject to
regulation by the Department of Transportation (“DOT”). Among its responsibilities, the
DOT has authority to issue certificates of public convenience and necessity for domestic
air transportation (no air carrier, unless exempted, may provide air transportation without
aDOT certificate of public convenience and necessity), grant international route
authorities, approve international code share agreements, regulate methods of
competition and enforce certain consumer protection regulations, such as those dealing
with advertising, denied boarding compensation and baggage liability. We operate under
certificates of public convenience and necessity issued by the DOT. These certificates
may be altered, amended, modified or suspended by the DOT if public convenience and
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necessity so require, or may be revoked for intentional failure to comply with the terms
and conditions of a certificate.

Airlines are also regulated by the FAA, adivision of the DOT, primarily in the
areas of flight operations, maintenance and other safety and technical matters. The FAA
has authority to issue air carrier operating certificates and aircraft airworthiness
certificates, prescribe maintenance procedures, and regulate pilot and other employee
training, among other responsibilities. From time to time, the FAA issues rules that
require air carriers to take certain actions, such as the inspection or modification of
aircraft and other equipment, that may cause us to incur substantial, unplanned expenses.
We are also subject to inquiries by these and other U.S. and international regulatory
bodies. We do not believe that any such existing inquiries will have a material effect on
our business.

The airline industry is also subject to various other federa, state and local laws
and regulations. The Department of Justice has jurisdiction over airline competition
matters. The U.S. Postal Service has authority over certain aspects of the transportation
of mail. Labor relations in the airline industry are generally governed by the Railway
Labor Act. Future regulatory and legal compliance developmentsin the U.S. and abroad
could materialy adversely affect operations and increase operating costs for the airline
industry, including the Company.

Airport Access. Access to landing and take-off rights, or “dots,” at three major
U.S. airports and certain foreign airports served by United are subject to government
regulation. The FAA has designated John F. Kennedy International Airport and
LaGuardia Airport in New Y ork and Ronald Reagan Washington National Airport in
Washington, D.C., as “high density traffic airports’ and has limited the number of
departure and arrival dots at those airports. Slot restrictions at O’ Hare International
Airport in Chicago were eliminated in July 2002 and are dlated to be eliminated at
Kennedy and LaGuardia by 2007. From time to time, the elimination of dot restrictions
has impacted our operational performance and reliability. For example, at O’ Hare where
the elimination has led to increased traffic congestion resulting in operational delays for a
number of airlines, including United.

To address congestion concerns and delays at O’ Hare, United and American
Airlines reached an agreement with the FAA in January 2004 to reduce each of their
flight schedules at O’ Hare. Effective March 2004, we will reduce our flight schedule by
5 percent between the peak hours of 1:00 p.m. and 8:00 p.m. In addition to reducing
flights, we aso depeaked our schedule at O’ Hare beginning in February 2004. We
expect that these changes will improve the reliability of O’ Hare flights without having a
materia effect on our financial results.

Legislation The Aviation and Transportation Security Act (the “ Aviation Security
Act”), enacted in November 2001, has had wide-ranging effects on our operations. The
Aviation Security Act makes the federal government responsible for virtualy all aspects
of civil aviation security, creating a new Transportation Security Administration
(“TSA”), which is a part of the Department of Homeland Security pursuant to the
Homeland Security Act of 2002. Under the Aviation Security Act, substantially all
security screeners at airports are now federal employees and significant other aspects of
airline and airport security are now overseen by the TSA. Pursuant to the Aviation
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Security Act, funding for airline and airport security is provided in part by a passenger
security fee of $2.50 per flight (capped at $10.00 per round trip) which is collected by the
air carriers and remitted to the government. In addition, air carriers are required to
submit to the government an additional security fee equal to the amount the air carrier
paid for screening passengers and property in 2000.

On April 16, 2003, the Emergency Wartime Supplemental Appropriations Act
was signed into law. The legidation included approximately $3 billion of direct
compensation for U.S. airlines. Of the total, $2.4 billion compensates air carriers for lost
revenues and costs related to aviation security. Additionally, passenger and air carrier
security fees were suspended from June 1 through September 30, 2003 and government-
provided war-risk insurance was extended for one year to August 2004. For detailed
information on the legislation’s impact on United, see Note 3, “ Special Charges —
Government Compensation” in the Notes to Consolidated Financial Statements

I nternational Regulation.

General. International air transportation is subject to extensive government
regulation. In connection with our international services, we are regulated by both the
U.S. government and the governments of the foreign countries we serve. In addition, the
availability of international routes to U.S. carriersis regulated by treaties and related
aviation agreements between the U.S. and foreign governments, and in some cases, fares
and schedules require the approval of the DOT and/or the relevant foreign governments.

Airport Access. Historically, access to foreign markets has been tightly
controlled through bilateral agreements between the U.S. and the foreign country
involved. These agreements regulate the number of markets served, the number of
carriers allowed to serve the market, and the frequency of their flights. Since the early
1990s, the U.S. has pursued a policy of “Open Skies” (meaning all carriers have access to
the destination), under which the U.S. government has negotiated a number of bilateral
agreements allowing unrestricted access to foreign markets.

While a considerable number of foreign governments have agreed to Open Skies,
several major airports remain subject to restrictive bilateral agreements. Among them are
London Heathrow and Tokyo Narita, where we have significant operations. Further, our
ability to serve some countries and expand into certain othersis limited by the absence
altogether of aviation agreements between the U.S. and the relevant governments. Shifts
in U.S. or foreign government aviation policies can lead to the alteration or termination of
air service agreements between the U.S. and other countries. Depending on the nature of
the change, the value of our route authorities may be enhanced or diminished.

The European Union (*EU”) is taking an increasingly active role in regulating
international aviation. In November 2002, the European Court of Justice issued aruling
that invalidated certain provisions of aviation agreements between the U.S. and the
EU. The EU member states subsequently granted the EU Commission a mandate to
negotiate an air services agreement with the U.S. on their behalf. In granting the
mandate, the EU member states made clear that the existing bilateral agreements would
remain in force while negotiations between the U.S. and the EU continue.
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The European Commission continues its attempts to modify the existing regulation
that governs dlots at EU airports. The EU Council of Transport Ministers, however,
recently rejected the Commission’s efforts to ban secondary slot trading. The EU
Parliament must now consider the Council’ s position in the coming months. Separately,
the Commission is expected to propose a comprehensive revision to the dot regulation in
2004.

Environmental Regulations. The airline industry is subject to increasingly stringent
federal, state, local, and foreign environmental laws and regulations concerning
emissions to the air, discharges to surface and subsurface waters, safe drinking water, and
the management of hazardous substances, oils, and waste materials. Our industry is aso
subject to other environmental laws and regulations, including those that require us to
remediate soil or groundwater to meet certain objectives. It isour policy to comply with
al environmental laws and regulations, which can require expenditures. Under the
federal Comprehensive Environmental Response, Compensation and Liability Act
(commonly known as “ Superfund”) and similar environmental cleanup laws, waste
generators, or owners or facility operators, can be subject to liability for investigation and
remediation costs at facilities that have been identified as requiring response actions. We
also conduct voluntary remediation actions. Such cleanup obligations arise from, among
other circumstances, the operation of fueling facilities, and primarily involve airport sites.
The costs associated with these activities are not expected to have a material adverse
effect on our business.

The Company, along with a number of other air carriers, entered into avoluntary
agreement with the California Air Resources Board regarding the reduction of air
emissions from ground support equipment used at airports in the South Coast Air Basin.
Compliance with this agreement will require some expenditure of capital costs over a
period of eight years.

There is a dispute primarily among United, American Airlines, and Ogden Services
(aswell as Northwest Airlines and Delta) concerning the responsibility for payment of
certain cleanup costs for groundwater and soil contamination near Terminals 8 and 9 at
New York’s Kennedy Airport. The parties' views on proper allocation of the costs differ.
This litigation, which was initiated in 2000 in the Supreme Court of the State of New
York, is currently stayed because of our Chapter 11 filing.

In accordance with a June 1999 order issued by the California Regional Water
Quality Control Board (“CRWQCB”), United, along with most of the other tenants of the
San Francisco International Airport, has been investigating potential environmental
contamination at the airport and conducting remediation when needed. Among these
projects is an investigation and remediation project for solvent impacts to soil, bedrock,
and groundwater at United's San Francisco Maintenance Center. This project isbeing
conducted in accordance with CRWQCB approvals.

The U.S. Environmental Protection Agency and the State of California are seeking
penalties and certain compliance program improvements from the Company for alleged
non-compliance with hazardous waste generator requirements at our San Francisco
Maintenance Center identified in 1999 and 2001. We have been working with both
governmental entities to resolve this matter.
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In addition to the matters discussed above, from time to time we become aware of
potential non-compliance with environmental regulations, which have either been
identified by the Company (through our internal environmental compliance auditing
program) or through a governmental entity. In some instances, these matters could
potentially become the subject of an administrative or judicial proceeding and could
potentially involve monetary sanctions of $100,000 or more.

We do not expect these matters, individually or collectively, to have a materia
adverse effect on our business.

Employees

As of December 31, 2003, the Company and its subsidiaries had approximately
63,000 active employees, of which approximately 78% are represented by various U.S.
|abor organizations.

The employee groups, number of employees, labor organization and current contract
status for each of United' s collective bargaining groups, as of December 31, 2003, were
as follows:

Number of Contract Open

Employee Group Employees  Union for Amendment
Pilots 6,909 ALPA May 1, 2009
Flight Attendants 14,568 AFA May 1, 2009
Mechanics & Related 7,187 AMFA May 1, 2009
Public Contact/Ramp & Stores/Food Service

Employees/Security Officers/Maintenance

Instructors/Fleet Technical Instructors 20,192 IAM May 1, 2009
Dispatchers 167 PAFCA May 1, 2009
M eteorol ogists 18 TWU May 1, 2009
Engineers 345 IFPTE Negotiating Initial Contract

Collective bargaining agreements (“CBAS’) are negotiated under the Railway Labor
Act, which governs labor relations in the transportation industry, and typically do not
contain an expiration date. Instead, they specify an amendable date, upon which the
contract is considered “open for amendment.” Prior to the amendable date, neither party
isrequired to agree to modifications to the bargaining agreement. Nevertheless, nothing
prevents the parties from agreeing to start negotiations or to modify the agreement in
advance of the amendable date. Contracts remain in effect while new agreements are
negotiated. During the negotiating period, both the Company and the negotiating union
are required to maintain the status quo.

For information on labor matters, see “Other Information — Labor Agreements” in
Management’ s Discussion and Analysis of Financial Condition and Results of

Operations.

Corporate Governance and ESOP Sunset/Ter mination

In July 1994, the stockholders of UAL approved a plan of recapitalization that
provided an approximate 55% equity and voting interest in UAL to certain employees of
United, in exchange for wage concessions and work-rule changes and the creation of
Employee Stock Ownership Plans (“ESOPS’).
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As part of the recapitalization, the Company’ s stockholders approved an elaborate
governance structure. This structure ard the special voting provisions it entailed
terminated at “ Sunset” on March 7, 2003. However, the following provisions relating to
the Board of Directors remain in effect following Sunset: three employee directors
(representing ALPA, 1AM and salaried and management employees) continue to serve on
the Board; the Board size remains at 12 directors; the Nominating/Governance
Committee has the responsibility to nominate up to nine directors; and the two union
directors serve on the Executive Committee and on any other committees with
responsibilities substantially the same as those of any committee on which the union
directors were serving immediately prior to Sunset. We expect that our current corporate
governance will change upon our emergence from Chapter 11.

For further information regarding the ESOPS, see Note 13, “ESOP Preferred Stock”
in the Notes to Consolidated Financial Statements.
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ITEM 2. PROPERTIES.

Flight Equipment

As of December 31, 2003, United’s operating aircraft fleet totaled 532 jet aircraft, of
which 252 were owned and 280 were leased. These aircraft are listed below:

Average Average

Aircraft Type No. of Seats Owned L eased Total Age (Years)
A319-100 120 33 22 55 4
A320-200 138 42 55 97 5
B737-300 120 10 82 92 15
B737-500 104 39 18 57 12
B747-400 347 20 13 33 9
B757-200 182 44 52 96 12
B767-200 168 10 0 10 21
B767-300 219 17 20 37 9
B777-200 288 37 18 55 5

Total Operating Fleet 252 280 532 10

As of December 31, 2003, all 252 of the aircraft owned by us were encumbered
under debt agreements. For additional information on accounting for these aircraft see
Note 10, “Long-Term Debt” and Note 11, “Lease Obligations’ in the Notes to
Consolidated Financial Statements.

Ground Facilities

We have entered into various leases relating to our use of airport landing aress,
gates, hangar sites, terminal buildings and other airport facilities in most of the
municipalities we serve. Major leases expire at San Francisco in 2011 and 2013,
WashingtonDulles in 2014, Chicago O’'Hare in 2018, Los Angelesin 2021 and Denver
in 2025. These leases are subject to assumption or rejection under the Chapter 11
process.

We own a 93.5-acre complex in suburban Chicago consisting of more than 1 million
sguare feet of office space for our world headquarters, a computer facility and a training
center. We aso own aflight training center, located in Denver, which can accommodate
36 flight simulators and more than 90 computer-based training stations. We own a
limited number of other properties, including a reservations facility and an office building
in Denver and a crew hotel in Honolulu. All of these facilities are mortgaged.

Our Maintenance Operation Center at San Francisco International Airport occupies
130 acres of land, 2.9 million square feet of floor space and 9 aircraft hangar bays under a
lease expiring in 2013. During 2003, we closed maintenance facilities in Indianapolis
and Oakland.
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Our off-airport leased properties have included a number of ticketing, sales and
general office space in the downtown and outlying areas of most of the larger cities
within the United system. Aspart of our restructuring and cost containment efforts, we
have closed, terminated or rejected all of our city ticket office leases. We continue to
lease and operate a number of administrative, reservations, sales and other support
facilities worldwide.
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ITEM 3. LEGAL PROCEEDINGS.

Inre: UAL Corporation, et. al.

As discussed above, on the Petition Date, the Company, United and 26 other direct
and indirect wholly owned subsidiaries filed voluntary petitions for reorganization under
Chapter 11 of the Bankruptcy Code in the Bankruptcy Court. The Chapter 11 Cases are
being jointly administered under the caption “In re UAL Corporation, et a., Case No. 02-
B-48191." Asdebtors-in-possession, we are authorized under Chapter 11 to continue to
operate as an ongoing business, but may not engage in transactions outside the ordinary
course of business without the prior approval of the Bankruptcy Court. As of the Petition
Date, virtually all pending litigation (including some of the actions described below) is
stayed, and absent further order of the Bankruptcy Court, no party, subject to certain
exceptions, may take any action, again subject to certain exceptions, to recover on pre-
petition claims against us. In addition, we may reject pre-petition executory contracts
and unexpired lease obligations, and parties affected by these rejections may file claims
with the Bankruptcy Court. At thistime, it is not possible to predict the outcome of the
Chapter 11 process or its effect on our business.

Summersv. UAL Corporation ESOP, &t. al.

The UAL Corporation ESOP and the ESOP Committee were sued on February 28,
2003, by certain ESOP participants in a purported class action that alleges that the ESOP
Committee breached its fiduciary duty by not selling UAL stock held by the ESOP
commencing as of July 19, 2001. The complaint cites numerous events and disclosures
that allegedly should have aerted the Committee to the need to sell the shares. The
ESOP Committee ultimately appointed State Street Bank and Trust Company (“ State
Street”) in September 2002 to act as fiduciary, and State Street started selling the shares
in September 2002 when the stock was trading between $1 and $5 per share. Members of
the purported class have also filed claims against the Company in the Chapter 11
proceeding asserting that the Company also is liable for the failure to sell the ESOP
shares. The Company has $10 million in fiduciary insurance in place to cover some
portion of any liability and has a pre-petition obligation to indemnify the Committee
members beyond that coverage, which indemnification obligation may or may not be
assumed as part of our plan of reorganization.

Hall d.b.a. Travel Specialistsv. United

Six travel agenciesfiled an antitrust class action suit against United and other air
carriersin federal court in North Carolina following the reduction by the air carrier
defendants of commission rates payable to travel agentsin 1997, 1998, 2001 and 2002 in
alleged violation of the Sherman Act. The agencies asked for the matter to be treated as a
class action and sought treble damages for lost commissions and other injunctive relief.
The total amount claimed, assuming liability, is approximately $13 billion. United's
share of this amount was not separately alleged by plaintiffs. Upon UAL’s Chapter 11
filing, this case was stayed as against United. On October 30, 2003, the trial court
entered judgment on behalf of the carrier defendants and dismissed all of the plaintiffs
clams. That decision is currently on appeal.
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In addition to the Hall case, United has been named in severa other cases filed in
the U.S. and Canada, involving commission rates payable to travel agencies. These cases
arein their early stages. We do not expect the outcome of Hall and the related cases to
have any material effect upon UAL’s consolidated financial position or results of
operations.

Litigation Associated with September 11 Terrorism

Approximately 130 lawsuits against United are pending in the U.S. District Cout
for the Southern District of New Y ork related to the September 11, 2001 terrorist
attacks. The suits alege a variety of liability, including wrongful death, injury or
property damage, and claim that United and others breached their duty of care to the
passengers and to the ground victims. Identical actions have aso been filed against
American and other defendants. Under federal law, United' s liability on such claims will
be limited to the amount of United’s insurance coverage. In addition, approximately
98%o0f families of the victims of the September 11 terrorist attacks have opted to seek
relief from aforum created under federal law to provide an alternative to litigation and as
a consequence will not be seeking compensation from United. United has stipulated that
the automatic stay under the U.S. Bankruptcy Code applicable to the lawsuits filed
against United will be modified for these claims.

See dso “Industry Regulation — Environmental Regulations’ above and Note 17,
“Commitments, Contingent Liabilities and Uncertainties — Legal and Environmental
Contingencies’ in the Notes to Consolidated Financial Statements.

ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS.

No matter was submitted to a vote of security holders of the Company during 2003.
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PART Il

ITEM 5. MARKET FOR REGISTRANT’'SCOMMON EQUITY AND RELATED
STOCKHOLDER MATTERS.

Our common stock, $.01 par value, (“Common Stock™) has historically and
principally traded on the New Y ork Stock Exchange (“NY SE”), under the symbol UAL.
However, as aresult of the delisting of our securities, the last day of trading on the NY SE
was April 2, 2003. UAL securities have traded on the over-the-counter market (OTCBB)
since then under the symbol UALAQ.OB.

The following table sets forth the ranges of high and low sales prices per share of
our Common Stock.

High Low Dividends Paid

2003:

1st quarter $152 $0.75 none

2nd quarter 2.00 0.48 none

3rd quarter 123 0.43 none

4th quarter 1.80 0.99 none
2002:

1st quarter $17.90 $10.90 none

2nd quarter 16.11 9.50 none

3rd quarter 11.60 1.90 none

4th quarter 4901 0.64 none

We have suspended the payment of cash dividends on the Common Stock and we do
not anticipate paying any dividends on the Common Stock in the future.

We believe that UAL’s presently outstanding equity securities will have no value
and it is expected that those securities will be carceled under any plan of reorganization
that we propose. For this reason, we urge that caution be exercised with respect to
existing and future investments in any UAL security.

On February 20, 2004, based on reports by the Company’ s transfer agent for the
Common Stock, there were 45,296 common stockholders of record.
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ITEM 6. SELECTED FINANCIAL DATA AND OPERATING STATISTICS.

(In Millions, Except Per Share and Rates)

Income Statement Data:
Operating revenues
Earnings (loss) before extraordinary item
and cumulative effect
Net earnings (10ss)
Per share amounts, diluted:
Earnings (loss) before extraordinary
item and cumulative effect
Net earnings (loss)
Cash dividends declared per common share

Other Information:

Total assets at year-end

Long-term debt and capital lease
obligations, including current portion,
and redeemabl e preferred stock

Liabilities subject to compromise

Revenue passengers
Revenue passenger miles
Available seat miles
Passenger load factor
Breakeven passenger load factor
Passenger revenue per passenger mile
Operating revenue per available seat mile
Operating expense per available seat mile
Fuel gallons consumed
Average price per gallon of jet

fuel, including tax

2003
$ 13,724

(2,808)
(2,808)

(27.36)
(27.36)

$ 21,979

852
13,964

66
104,464
136,630

76.5%
87.6%
10.6¢
9.4¢
10.5¢
2,202

94.1¢

Y ear Ended December 31

2002
$ 14,286

(3,212)
(3212)

(53.55)
(53.55)

$ 23,656

700
13,833

69
109,460
148,827

73.5%
92.3%
10.8¢
9.4¢
11.4¢
2,458

78.2¢

2001
$ 16,138

(2,137)
(2,145)

(39.90)
(40.04)
0.36

$ 25,197
10,117

75
116,635
164,849

70.8%
90.1%
11.7¢
9.8¢
12.0¢
2,861

86.5¢

2000
$ 19,352

265
50

1.89
0.04
125

$ 24,355
7,487

85
126,933
175,485

72.3%

69.4%
13.3¢
11.0¢
10.6¢

3,101

81.0¢

1999
$ 18,027

1,238
1,235

9.97
9.94

$ 20,963
5,369

87
125,465
176,686

71.0%
64.9%
12.5¢
10.2¢
9.4¢
3,065

57.9¢



ITEM 7. MANAGEMENT'SDISCUSSION AND ANALYSISOF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

Overview

The airline industry is a highly competitive, capital- and labor-intensive industry. In
1994, UAL created the largest employee-owned company in the U.S,, primarily as a
means to reduce labor costs. As aresult, for the initial six-year period of the Employee
Stock Ownership Plan (*ESOP”), we experienced costs that were significantly below the
industry average. However, once the union contracts that were negotiated as part of the
ESOP arrangement became amendable in 2000, the renegotiated labor contracts provided
United employees with industry-1eading wages and as aresult, our cost structure went
from industry competitive to uncompetitive.

Additionally, beginning in early 2001, the weakening U.S. economy had a
significant impact on the airline industry as corporations reduced their business travel
budgets and changed their travel behavior. The terrorist attacks of 2001 and their direct
impact on the airline industry further reduced our chances of successfully weathering the
downturn in the economy. Throughout 2002, we continued to suffer from the weakened
revenue environment resulting from the events of September 11 and the flagging U.S.
economy, combined with uncompetitive labor contracts. Industry revenues remained
below 1995 levels and negative media coverage of our financia situation caused United's
unit revenue to under-perform the industry. Consequently, passenger revenues declined
from $16.9 hillion in 2000 to $11.9 hillion in 2002.

While we made efforts to bring costs into line with the reduced revenue
environment, including delaying or canceling capital investments, retiring aircraft,
reducing schedules, closing stations and reservations centers, eliminating travel agency
commissions and furloughing employees, we were unable to stop burning cash. Because
we were unable to obtain any meaningful out-of-court financing in the public or private
capital markets, we applied to the Air Transportation Stabilization Board (“*ATSB”) for a
$1.8 billion federal loan guarantee. However, on December 4, 2002, the ATSB decided
not to approve our application. Asaresult, on December 9, 2002 (* Petition Date’),
UAL, United and 26 of its direct and indirect subsidiaries filed voluntary petitions to
reorganize under Chapter 11 of the United States Bankruptcy Code. For further details
regarding the Chapter 11 cases, see “Bankruptcy Proceedings’ below and Note 1,
“Voluntary Reorganization Under Chapter 11" in the Notes to Consolidated Financial
Statements.

When we filed for Chapter 11 reorganization, we had an uncompetitive cost
structure, over- leveraged balance sheet, cumbersome corporate governance structure,
excess fleet capacity, and limited flexibility to meet changing market demands. To
address these challenges, in 2003 we significantly reduced costs; gained the flexibility to
expand our portfolio of products to meet market demands; and created a more
streamlined and effective corporate governance structure.

Restructuring for lower costs and greater flexibility. Using the tools available

through Chapter 11 and by implementing internal processes for improvement, we have
significantly reduced costs and improved cash flow in a variety of ways:
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Labor costs— We consensually negotiated new six-year contracts with our unions
which combined with wage and benefit reductions for salaried and management
employees resulted in average annual savings of $2.5 billion (as compared to the previous
contracts) by 2005. Changes in work rules and scope have helped us achieve greater
flexibility to offer competitive products to meet market demand.

Productivity and Efficiency — We created an internal organization called the
Business Transformation Office to initiate and implement profit improvements through
increased productivity, strategic sourcing, marketing alliances, distribution changes and
other initiatives. During 2003, we achieved $1.2 billion of profit improvements and
anticipate being able to achieve our goal of $1.4 billion in profit improvements in 2004.

Fleet cost and composition— We are using the Chapter 11 process to significantly
reduce aircraft ownership costs, while bringing the airline’ s capacity and fleet
composition into better alignment with current market demand.

In total, the restructuring process is expected to generate approximately $5 billion in
annual cash savings by 2005 as compared to our pre-bankruptcy projections, resulting in
atransformed cost structure that we expect will make us cost competitive with other
network carriers.

I mproving revenue performance. We improved our revenue performance in 2003,
achieving a 10% improvement in unit revenue for the fourth quarter compared to fourth
quarter 2002, outperforming the industry. The improvement was driven by aggressive
marketing and sales activities, enhanced inventory management and route and capacity
adjustments.

| mproving corporate governance. Over the past year, UAL’s governance structure
has been streamlined and we strengthened management accountability. The ESOP
termination in 2003 eliminated the existing complex governance structure and returned us
to amore typical structure, focused on maintaining a balance between management,
employees and all other stakeholders and providing us the flexibility to meet business
demands.

Bankruptcy Consider ations

To successfully exit Chapter 11, we must obtain confirmation by the Bankruptcy
Court of a plan of reorganization. A plan of reorganization would, among other things,
resolve our pre-petition obligations, set forth a revised capital structure and establish our
corporate governance subsequent to exit from bankruptcy. Although we are working
towards emerging from Chapter 11 in the first half of 2004, that timing is dependent on,
among other things, the timely and successful confirmation and implementation of a plan
of reorganization. The decision as to when we will file a plan of reorganization depends
on the timing and outcome of numerous ongoing matters in the Chapter 11 process. We
expect to file a plan of reorganization that provides for UAL’s emergence from
bankruptcy, but there can be no assurance that the Bankruptcy Court will confirma plan
of reorganization or that the plan will be implemented successfully.

We are currently operating under an “exclusive period” which expires April 7, 2004,
during which we are the only party permitted to file a plan of reorganization. We believe
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the additional time will ensure that our plan of reorganization reflects the actual outcome
of issues critical to our restructuring, including, our pending application for a federal loan
guarantee from the Air Transportation Stabilization Board (*ATSB’), pension
obligations, proposed changes to retiree medical benefits, Section 1110 aircraft
restructuring efforts, municipal bond obligations, United Express contracts and the claims
resolution process.

Federal Loan Guarantee. In December 2003, we submitted an updated application
for afederal loan guarantee from the ATSB after receiving conditional commitments
from J.P. Morgan Chase Bank and Citicorp USA, Inc., for $2 billion in exit financing.
Based on our future liquidity needs, we believe this is the amount needed to run our
operations at an optimum level, by attaining and maintaining alevel of liquidity
comparable to that of the rest of the industry to effectively compete in today’s
marketplace. Without an ATSB loan guarantee, we might be unable to obtain optimal or
even sufficient funding to meet our future liquidity needs and reorganize successfully.
As of the date of thisfiling, the ATSB has not yet decided on our application. See
“Capital Resources’ below for further details.

Pension Obligations. The combination of 45-year low interest rates and volatile
stock market returns have caused many U.S. pension funds, including ours, to become
underfunded. As aresult, we would expect to make cash contributions to the qualified
defined benefit pension plan trusts in future years. In addition, government funding
requirements obligate us to pay, on a going-forward basis, a special funding surcharge,
referred to as a “deficit reduction contribution” (“DRC”), that is generally imposed when
apension plan’s funding status drops below 90%. This would require us to make
significant accelerated contributions to our pension plans over the next few years. As
described below in “Liquidity and Capital Resources,” we currently estimate that we
could be required to contribute approximately $4.1 billion to the qualified defined benefit
pension plan trusts by the end of 2008. As part of our bankruptcy reorganization, we
must address the underfunded status of United's U.S. pension plans. We are working in
severa areas to address thisissue. On October 10, 2003, we filed with the IRS multiple
applications for pension funding waivers for al of our U.S. qualified defined benefit
pension plans. The waiver applications must be approved by the IRS and such approval,
if granted, is expected to take six to eight months. If approved, the waivers would alow
us to smooth out the required contributions over a five-year period.

In addition, we continue to work closely with other airlines, airline unions and the
AFL-CIO in support of a pension reform proposal that would allow companies affected
by the DRC requirements to defer certain accelerated pension funding contributions and
smooth out minimum funding requirements over a longer period of time than provided by
the current law. In January 2004, the U.S. Senate passed legidation that would require
United and other companies to meet pension obligations, but over alonger period of time.
At the same time, this legislation adopts a corporate bond rate for calculating pension
liabilities for 2004 and 2005 used to determine minimum funding requirements. This
legidation must now be reconciled with a version passed by the U.S. House of
Representatives before it is sent to the President for his signature. There is no guarantee
that this legidation will be enacted into law. In the event that these steps are not
successful or are insufficient to address the funding issues in planning for exit from
bankruptcy, we may need to take additional measures designed to help stabilize United's
financial condition.
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Retiree Medical Benefits. As part of the Chapter 11 process, we are also seeking
modifications under Section 1114 of the Bankruptcy Code to the medical benefits we
currently provide to our 35,000 retired employees. We plan to propose modifications
which would make the medical benefit plan and contributions of those who retired before
July 1, 2003 comparable to the medical benefit plan and contributions now provided to
employees who retire after that date. While we plan to negotiate with our retiree
representatives for consensual modifications, there can be no assurance that we can
achieve such agreements. If we do not reach consensual agreements, we will seek court
approval of such modifications. There can be no assurance that the Bankruptcy Court
will approve such modifications.

Section 1110 Aircraft Restructuring. Under Section 1110 of the Bankruptcy Code
we have negotiated with lessors and lenders to restructure existing financings to reduce
aircraft ownership costs to better reflect current market rates. To date, we have reached
agreements in principle with respect to a substantial majority of our financed aircraft.
There can be no assurance, however, that those tentative arrangements will be
successfully converted to final contracts. To the extent we are unable to finalize these
agreements, there can be no assurance that we will be able to reach new agreements at
comparable economics or that financiers will not repossess aircraft. Either of these
outcomes, although unlikely, could have a material adverse affect on our financia and
operational performance.

In accordance with Section 1110 of the Bankruptcy Code, we have also rejected or
abandoned certain surplus aircraft to adjust our fleet size and composition to more closely
match market demand. In addition, we have converted many longer-term deals into
short-term operating leases. Through this process, we expect to achieve cash savings of
approximately $900 million annually over the next five years. (See Note 1, “Voluntary
Reorganization Under Chapter 11" of the Notes to Consolidated Financial Statementsfor
details on Section 1110 of the Bankruptcy Code.)

Municipal Bond Obligations. At December 31, 2003, we had approximately $1.7
billion in special facilities revenue bonds (“municipal bonds’) outstanding that were
issued on behalf of United to build or improve airport-related facilities. The Company
leases facilities at airports pursuant to lease agreements where municipal bonds funded
at least some of the airport-related projects. In connection with the financing
agreements entered into by United with the issuance of these bonds, we are required to
make payments in amounts sufficient to cover the interest semi-annually, with principal
payable upon maturity.

Under the Bankruptcy Code, we are not permitted to make payments on unsecured
pre-petition debt without first notifying our creditors and receiving the approval of the
Bankruyptcy Court. Since we have been advised that our municipa bonds may be
unsecured (or in certain instances, partialy secured) pre-petition debt, we cannot make
payments on these bonds without first meeting the requirements outlined above. For this
reason, we have classified all of the municipal bonds on our balance sheet as liabilities
subject to compromise.

Section 365 of the Bankruptcy Code requires that we meet all of our post-petition
obligations for unexpired leases of nonresidential real property in atimely manner. We
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believe that we are in compliance with all payment obligations under our lease
agreements relating to airports where we have not rejected our lease and have municipal
bonds outstanding. However, we have not made and do rot intend to make debt service
payments or any other payment on account of any of the municipal bonds issued on
behalf of the Company relating to domestic airport financings. Asaresult, under certain
of our airport |ease agreements, we may be considered in default due to nor payment of
the debt and therefore subject to the default provisions of our lease agreements with the
airports. Possible consequences could include loss of our status as a signatory airline
(resulting in increased rents and landing fees) and loss of our exclusive space agreements.

We have taken a number of steps to reduce the risks associated with nort payment
on the municipa bonds. Previoudy, we filed four complaints for declaratory judgment
and corresponding motions for temporary restraining order concerning municipal bonds
issued for facilities at the Denver International Airport, the New Y ork City —John F.
Kennedy International Airport, the San Francisco International Airport, and the Los
Angeles International Airport. In each case, we are seeking clarification of our
obligations under the applicable municipal bonds, and the protection of our rights
concerning related airport lease agreements at the applicable airport until the
Bankruptcy Court decides the merits of the complaints.

Subsequently, the Bankruptcy Court entered an order that requires each of the
defendants in these actions to give us a 15-day notice and cure period before taking any
action to terminate any of our rights concerning these airport leases until such time as
the Bankruptcy Court enters final orders on United’s declaratory judgment actions. The
Bankruptcy Court has conducted a hearing on motions for summary judgment filed by
various parties.

On September 18, 2003, we filed a complaint for declaratory judgment for all
seven municipal bond issues relating to our facilities at the Chicago O’ Hare
International Airport (“O’'Hare”), seeking, among other things, a declaration that a
certain cross-default provision in the O’ Hare airport lease is unenforceable.

Pending the Bankruptcy Court’s ruling, we are unable to predict what, if any,
action might be taken in the future by either the bondholders or the airport authorities as
aresult of United s failure to pay these obligations as contractually required. However,
we believe that the Bankruptcy Court’ s orders substantially reduce the risk of any
declared default by providing us an opportunity to make required payments and
preserve our rights under the leases.

United Express Contracts. During 2003, we reached new cost-competitive
agreements with several of our United Express carriers, including Air Wisconsin, Mesa
Air Group, SkyWest and Trans States, to operate select portions of our United Express
service.

Despite our efforts to negotiate a similar cost-competitive agreement with Atlantic
Coast Airlines, Inc. (*ACA”), we have been unable to do so. Although our existing
agreement with ACA (currently our largest United Express carrier) is effective until
2010, ACA announced on July 28, 2003, that it intends to establish a new, independent
low-fare airline based at Washington Dulles International Airport.
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It is therefore unlikely that a new cost-competitive agreement with ACA can be
achieved. However, we remain committed to providing our Washington based, and
Washington-connecting customers with the kind of regional schedule convenience they
enjoy today. In thisregard, we are currently working, among other things, to finaize
arrangements for replacement service at Dulles provided by certain current United
Express carriers and another carrier to ensure we maintain our current passenger capacity
without ACA, if we conclude to reject our current agreement with ACA. Also, in
January 2004, we reached an agreement with the Metropolitan Washington Airport
Authority to permit an expansion plan for a new United Express facility at Dulles. The
expansion plan is expected to provide our customers with convenient connections and a
seamless travel experience overall. However, failure to achieve a cost-competitive
aternative to our current ACA agreement could have an adverse impact on our future
financial and operational results.

Claims Resolution Process. As permitted under the bankruptcy process, our
creditors have filed proofs of claim with the Bankruptcy Court. The total amount of such
clamsfiled far exceeds our estimate of ultimate liability. We believe that many of these
clams are invalid because they are duplicative, are based upon contingencies which have
not occurred, have been amended or superseded by later filed claims, or are otherwise
overstated. Differencesin amount between claimsfiled by creditors and liabilities shown
in our records are being investigated and resolved in connection with our claims
resolution process. While we have made significant progress to date, we expect this
process to continue for some time and believe that further reductions to the claims
register will enable us to determine with more precision the likely range of creditor
distributions under a proposed plan of reorganization. At thistime, the ultimate number
and allowed amount of such claims cannot be determined.

Results of Operations

Summary of Results. The air travel business is subject to seasonal fluctuations.
United’ s operations are often adversely affected by winter weather and our first- and
fourth-quarter results normally reflect reduced travel demand. Historically, financial
results are better in the second and third quarters. The events of September 11 and the
downturn in the U.S economy distorted the normal seasonal relationships in 2001 and
2002. Further weak economic conditions, as well as the U.S war with Iraq and the
outbreak of the SARS epidemic, continued to distort these relationships in 2003.

For the past several years, we have experienced greater fluctuations in unit revenue
than the rest of the industry. Beginning in early 2001, the weakening U.S. economy had
a significant impact on the airline industry as corporations reduced their business travel
budgets and changed their travel behavior. Thus, the industry experienced significant
declines in revenue during the first six months of 2001, particularly in U.S. markets.
United' s domestic passenger revenue was down $728 million (12%) in the first six
months of 2001 compared to the same period in 2000, partially driven from a 4%
domestic capacity reduction and a 15% decline in business revenues. Domestic unit
revenue was down 8% from 2000. Domestic business revenue was down $631 million
(15%) in the first six months of 2001, driven by a 13% decline in volume and a 2%
declineinyield. During this period, approximately 65% to 75% of United’s domestic
revenues were derived from business travelers, whichresulted in United being
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disproportionately affected by the industry-wide decline in business travel, as compared
to competitors who rely less heavily on business travelers.

The terrorist attacks of September 11, 2001 had a significant and immediate negative
impact on passenger and cargo demand for air travel. In adirect response to the adverse
impact on air travel, we reduced our capacity by 23% and began the process of
furloughing 20,000 employees and changing the size and composition of our fleet.
United’ s decline in unit revenue exceeded that of the industry overall in the wake of the
September 11 terrorist attacks. In early 2002, our year-over-year unit revenues began
improving each month, rising from a 14% decline in January to a 4% declinein May.
However, these gains stalled during 2002’ s third and fourth quarters as demand continued
to be weak and yields declined, particularly as we began discussing the possibility of
filing for bankruptcy protection. Industry revenues continued to remain below 1995
levels and as is typical with a company in bankruptcy, our revenue performance lagged
that of our peers following the Chapter 11 filings in December of 2002. United’s unit
revenue for 2002 decreased 4% from the prior year and yields declined 8% year over
year.

This under-performance in revenues accelerated in the first quarter of 2003. Overall
weak demand for air travel, lingering customer concerns about our financial stability, the
outbreak of war in Iraq and aggressive fare competition with low-cost competitors
contributed to a 9% drop in passenger unit revenue in the first quarter of 2003 as
compared to the same period of 2002.

These factors continued into the second quarter of 2003, and were exacerbated by
the outbreak of the SARS epidemic, particularly given our focus on Trans- and Intra-
Pacific traffic. Therefore, we reduced our April schedule by 8% and our May schedule
by another 4%, compared to what we had previoudy planned, with reductions
concentrated in the Pacific and Atlantic regions. Simultaneoudly, we instituted a number
of pricing and inventory actions to maximize yield in this environment of reduced
capacity. As concerns over the Irag war and SARS abated, we introduced initiatives to
improve our value to our core market of business customers, such asa“Fly Three, Fly
Free” promotion in which passengers who buy three tickets get a fourth ticket free (plus
applicable taxes and fees). Asaresult of these actions, we began to see positive trendsin
May and June, and passenger unit revenues went from a 17% year-over-year declinein
April to amodest year-over-year improvement in June. Overal, we experienced a 4%
decrease in passenger unit revenue in the second quarter of 2003 versus the same period
of 2002. By comparison, unit revenue for the industry was flat quarter over quarter.

As we approached the third quarter of 2003, advance bookings indicated that
summer demand would be strong and industry capacity would fall short of this demand.
To capitalize on this situation, we took additional actions to ensure we would capture a
revenue premium. We also reviewed and restructured many of our business fares to
increase revenue by stimulating traffic and we continued our aggressive marketing
campaign to reengage leisure customers by introducing additional promotions such as
“Go, Go, Stay.” Asaresult, passenger unit revenues increased by as much as 15% in
August of 2003, with a year-over-year increase of 12% for the third quarter, as compared
to an industry average increase of 7%. We continued to see strong unit revenue growth
in the fourth quarter of 2003, with unit revenues increasing 10% over the fourth quarter
of 2002, compared to an industry average increase of only 6% for the same period.
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UAL’sloss from operations was $(1.4) billion in 2003, compared to $(2.8) billion in
2002. UAL’snet loss for 2003 was $(2.8) billion ($(27.36) per share), compared to
$(3.2) billion ($(53.55) per share) in 2002.

The 2003 results include special charges of $178 million in operating expense
(including curtailment charges) and $251 million in non-operating expense.
Additionally, non-operating income (expense) includes $300 million in government
compensation and $158 million in gains from the sale of investments, as well as $1.2
billion in reorganization expenses related to our bankruptcy filing.

The 2002 results include a total of $149 million in specia chargesin operating
expense. Additionally, nonoperating income (expense) includes $130 million in
government compensation and $46 million in gains from the sale of investments, as well
as $10 million in reorganization costs.

Each of the above items are described more fully in Note 1, “Voluntary
Reorganization Under Chapter 11,” Note 3, “Special Charges,” and Note 8
“Investments’ in the Notes to Consolidated Financial Statements

During the third quarter of 2003, we began recording revenues and expenses related
to certain United Express carriers at gross, rather than net. See Note 2(i), “ Summary of
Significant Accounting Policies - United Express’ in the Notesto Consolidated Financial
Statements.

2003 Compared with 2002 -

Operating Revenues. Operating revenues decreased $562 million (4%) and
United’ s revenue per available seat mile (unit revenue) excluding regional affiliates
increased 1% from 9.35 cents to 9.43 cents. Passenger revenues decreased $738 million
(6%) due to a 5% decrease in revenue passenger miles and a 2% decrease in yield.
United’ s available seat miles across the system decreased 8% from 2002; however,
passenger load factor increased 3.0 points to 76.5%. The following analysis by market is
based on information reported to the DOT:

2003 System Domestic Pacific Atlantic Latin

Passenger revenues (in millions) $ 11,134 $ 7,662 $ 1,655 $ 1,459 $ 358
Increase (Decrease) from 2002:

Passenger revenues (in millions) (738) (312) (302) (72) (52)

Percent (6%) (4%) (15%) (5%) (13%)
Available seat miles (capacity) (8%) (6%) (13%) (10%) (18%)
Passenger load factor 3.0pts 4.1 pts (1.6) pts 1.8 pts 8.6 pts
Revenue passenger miles (traffic) (5%) - (14%) (8%) (7%)
Revenue per revenue passenger mile (yield) (2%) (4%) (1%) (1%) (6%)

Cargo revenues decreased $43 million (6%) as a 17% decrease in cargo ton miles
was offset by a 13% increase in cargo yield. Other operating revenues decreased $289
million (17%) primarily due to a $209 million decrease in fuel sales to third parties, as
well as decreases in maintenance sales and revenues at our UL S subsidiary.
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Operating Expenses. Operating expenses decreased $2.0 billion (12%) and
United’s cost per available seat mile (unit cost) decreased 7.5% from 11.37 cents to 10.52
cents. Salaries ard related costs decreased $1.8 billion (25%) primarily as the result of
lower capacity and new labor agreements for al employee groups which both lowered
wage and benefit levels and enabled significant enhanced productivity levels. The 2003
amount also includes a one-time benefit of $102 million for the reversal of a contractual
payment to certain employees and changes in vacation accruals as a result of new lower
pay rates for all union groups. Aircraft fuel increased $151 million (8%) as a 10%
decrease in consumption was more than offset by a 20% increase in the average cost of
fuel. Aircraft rent decreased $239 million (28%) due to the restructuring and rejections
of aircraft financings under Section 1110. Commissions decreased $139 million (33%)
primarily due to a decrease in commissionable revenues. Cost of sales decreased $237
million (19%) primarily due to lower fuel salesto third parties. Other operating expenses
decreased $292 million (19%) due to volume-driven decreases in crew layover expenses
and food and beverage costs.

Other income (expense). Other nortoperating expense amounted to $482 million in
2003 compared to $534 million in 2002, excluding specia charges, reorganization items,
gains on sales and government compensation. Interest expense decreased $63 million
(11%) as we have discontinued recording interest expense on al unsecured pre-petition
debt. Interest capitalized decreased $22 million (88%) as we discontinued capitalizing
interest on advance payments for aircraft while we are in discussions with the aircraft
manufacturers regarding the status of future deliveries.

2002 Compared with 2001 -

Operating Revenues. Operating revenues decreased $1.9 billion (12%) and
United' s revenue per available seat mile (unit revenue) decreased 4% from 9.76 cents to
9.35 cents. Passenger revenues decreased $1.9 billion (14%) due to a 6% decreasein
revenue passenger miles and an 8% decrease in yield. United’s available seat miles
across the system decreased 10% from 2001; however, passenger load factor increased
2.7 pointsto 73.5%. The following analysis by market is based on information reported
to the DOT:

2002 System Domestic Pacific Atlantic Latin
Passenger revenues (in millions) $ 11,872 $ 7,974 $ 1,957 $ 1,531 $ 410
Increase (Decrease) from 2001
Passenger revenues (in millions) (1,916) (1,427) (152) (168)
Percent (14%) (15%) (7%) (10%)
Available seat miles (capacity) (10%) (7%) (15%) (15%)
Passenger |oad factor 2.7 pts 1.3 pts 8.6 pts 4.0pts (3.0) pts
Revenue passenger miles (traffic) (6%) (5%) (4%) (10%)
Revenue per revenue passenger mile (yield) (8%) (11%) (3%) -

Cargo revenues decreased $31 million (4%) due primarily to a 5% decrease in cargo
ton miles, as cargo yields remained flat year over year. Other operating revenues
increased $95 million (6%) primarily due to increases in Mileage Plus third-party
revenues.

Operating Expenses. Operating expenses decreased $1.5 billion (8%) and United’s
cost per available seat mile (unit cost) increased 0.8% from 11.24 cents to 11.33 cents,
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excluding specia charges. Aircraft fuel decreased $555 million (22%) on a 14%
decrease in consumption and a 10% decrease in fuel price. Purchased services decreased
$239 million (15%) primarily as a result of volume-driven decreases in GDS (global
distribution systems) and credit card discount fees. Aircraft maintenance decreased $141
million (20%) due to retirements of older aircraft and a decrease in engine and aircraft
repair volumes as aresult of reduced flying. Commissions decreased $294 million (41%)
as United discontinued paying base commissions on all tickets purchased in the U.S. and
Canada, effective March 20, 2002, as well as a decrease in commissionable revenues.
Other operating expenses decreased $157 million (9%) due to decreases in crew layover
expenses and volume-driven food and beverage costs, offset by increases in hull and
liability insurance of approximately $100 million.

Other income (expense). Other nortoperating expense amounted to $534 million in
2002 compared to $450 million in 2001, excluding specia charges, reorganization items,
gains on sales and government compensation. Interest expense increased $65 million
(12%) due to new debt issuances and increased borrowing rates. Interest capitalized
decreased $54 million (68%) primarily as aresult of lower advance payments outstanding
towards future aircraft purchases. Interest income decreased $45 million (43%) dueto
lower investment balances combined with lower interest rates. Miscellaneous, net
decreased $64 million (74%) primarily as a result of lower reserve requirements for legal
and environmental costs.

Liquidity and Capital Resour ces

The matters described in “Liquidity and Capital Resources,” to the extent that they
relate to future events or expectations, may be significantly affected by the Chapter 11
process. Those proceedings involve, or may result in, various restrictions on the
Company’s activities, limitations on financing, the need to obtain Bankruptcy Court and
Creditors Committee approval for various matters and uncertainty as to relationships
with vendors, suppliers, customers and others with whom we may conduct or seek to
conduct business.

Generaly, under the Bankruptcy Code, most of a debtor’s liabilities must be
satisfied in full before the debtor’ s stockholders can receive any distribution on account
of such shares. The rights and claims of our various creditors and security holders will be
determined by the confirmed plan of reorganization. Further, it isaso likely that pre-
petition unsecured claims against the Company will be substantially impaired in
connection with our reorganization. At this time we can make no prediction concerning
how each of these claims will be valued in the bankruptcy proceedings. We believe that
UAL’s presently outstanding equity securities will have no value and it is expected that
those securities will be canceled under any plan of reorganization that we propose. For
this reason, we urge that caution be exercised with respect to existing and future claims or
investments in any UAL security.

Liquidity. UAL’ stotal of cash, cash equivalents and short-term investments,
including restricted cash, was $2.4 billion at December 31, 2003, compared to $1.9
billion at December 31, 2002.

As of December 31, 2003, we had $679 million in restricted cash. This primarily
represents security for worker compensation obligations, security deposits for airport
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leases and reserves with institutions that process our sales. Prior to 2002, we met many
of these obligations through surety bonds or a secured letter of credit facility; however,
such facilities are currently largely unavailable to us. Asaresult, we may be required to
post additional cash collateral to support such obligations in the future.

Operating Activities. For the year ended December 31, 2003, we generated cash
flow from operations of $1.0 billion, a significant improvement over the prior periods,
when our operations used $1.1 billion in 2002 and $160 million in 2001. During 2003,
we received $365 million from the Internal Revenue Service after resolving certain
income tax refund claims. We a so received a total of $314 million in government
compensation under the Emergency Wartime Supplemental Appropriations Act of
2003. Excluding these amounts, our cash flow from operations was $322 million, an
improvement of $1.5 billion from 2002, reflecting the impact of significant cost
reductions achieved through the restructuring process. The 2002 period included the
payment of $290 million in federal transportation taxes that had been deferred after the
September 11 terrorist attacks, as well as the receipt of $580 million in net income tax
refunds and $130 million in government compensation.

We contributed $6 million to our defined benefit pension plan trusts for U.S. based
employees in 2003, but made no cash contributions in 2001 or 2002. Instead, we met
our minimum required contribution by using a portion of our credit balance (the
cumulative difference between the prior year’s minimum required contributions and
actual contributions).

In the absence of any additional pension funding relief, we expect substantial
contributions to be required in the future. We estimate, based on current market
conditions and benefit plans, that we could be required to contribute approximately $4.1
billion to our domestic qualified defined benefit pensionplan trusts by the end of 2008.
We also sponsor certain nonqualified pension plans that restore benefits that cannot be
paid from the qualified pension plan due to Internal Revenue Code restrictions. Benefit
payments for these plans are expected to be approximately $60 to $70 million per year.
However, future funding requirements depend upon factors such as interest rates,
funded status, regulatory requirements and the level and timing of asset returns.
Significant future changes to the Company’ s demographic mix or pension plans could
also impact future funding requirements. Additionally, as described in “Bankruptcy
Proceedings — Pension Obligations’, we have filed pension funding waivers with the
IRS, which could potentially allow us to reschedule our contributions and are working
in support of legislation that could also impact our required contributions. As a result,
actual future funding requirements may differ materially.

Investing Activities. Cash flows from investing activities were $271 million in
2003 compared to cash flows of $71 million in 2002 and cash utilized in investing
activities of $2.0 billion in 2001. The change from 2001 to 2002 and 2003 primarily
reflects fewer aircraft deliveriesin 2002 and 2003, as we restructured our aircraft
delivery program to defer such deliveriesto later dates and acquired most of the
remaining aircraft through vendor-financed purchases. During 2003, we acquired one
B757 aircraft off lease, sold two B747 aircraft and rejected one B757, five B777, one
A320, nine B747 and nine B737 aircraft under Section 1110 of the Bankruptcy Code.
In addition, eight B767 aircraft were transferred to non-operating status.




Additionally, during 2003, we received $150 million from the sales of our
investments in Hotwire and Orbitz and in 2002 and 2001, we received $137 million and
$259 million, respectively, related to the sale of our investmentsin Galileo and
Cendant.

At December 31, 2003, future commitments for the purchase of property and
equipment, principally aircraft, approximated $1.5 billion, after deducting advance
payments. Our current commitments would require the payment of an estimated $0.1
billion in 2004, $0.4 billion in each of 2005 and 2006, $0.5 billion in 2007 and $0.1
billion in 2008 and thereafter for the purchase of A319, A320 and B777 aircraft.
However, since September 11, 2001, we have reached agreements with the aircraft
manufacturers enabling us to delay delivery of future orders. Since resetting our fleet
plan is critical to our overall restructuring, we continue to hold discussions regarding
these deliveries and it is likely that the amount and timing of these obligations will
change, and could potentially be eliminated in their entirety. The disposition of advance
payments to the manufacturers of $161 million is also subject to the ultimate outcome of
these discussions.

Financing Activities. Cash flows used in financing activities were $336 million in
2003, compared to cash flows provided by financing activities of $266 million in 2002
and $2.1 billion in 2001. During 2003, we made principa payments under debt and
capital lease obligations of $257 million and $270 million, respectively. These amounts
represent payments made under Section 1110 elections for aircraft obligations currently
classified as liabilities subject to compromise.

During 2003, the sale of two B747 aircraft and certain equity investments enabled
us to pay down a portion of the DIP Financing, allowing for additional amounts to be
drawn during the year. This activity resulted in a net reduction to our obligations under
the DIP Financing of $37 million.

At December 31, 2003, we had atotal of $663 million outstanding under the DIP
Financing, consisting of $300 million under the Bank One Facility and $363 under the
Club Facility. We are required to make monthly payments of $60 million under the
Bank One Facility beginning in March 2004, with the final installment due July 2004.
The outstanding balance under the Club Facility is due July 1, 2004.

Capital Commitments. Our businessis very capital intensive, requiring significant
amounts of capital to fund the acquisition of assets, particularly aircraft. We have, in the
past, funded the acquisition of aircraft through outright purchase, by issuing debt,
entering into capital or operating leases, or through vendor financings. Similarly, we
often enter into long-term lease commitments with airports to ensure access to terminal,
cargo, maintenance and other such facilities. As can be seen in the table below, these
operating lease commitments (which are sometimes referred to as “ off-balance sheet
debt”) are significant.

Following is a summary of our material contractual cash obligations as of December
31, 2003:



(Inbillions) Lessthan  Years Years After
oneyear 2and3 4and5 5Syears Total

Long-term debt $ 07 $ - $ - 3 - $ 07
Long-term debt included in liabilities

subject to compromise 0.1 0.2 0.3 14 2.0
Capital lease obligations 0.3 0.5 0.5 0.2 15
Operating leases 12 25 2.2 8.3 14.2
Pension obligations— qualified plans 11 24 0.6 nm 4.1
Pension obligations— nonqualified plans 0.1 0.1 0.2 nm 0.4
Postretirement obligations 0.2 0.5 0.5 nm 12
Capital spending commitments 0.1 0.8 0.6 - _15

Total contractual cash obligations $ 38 $70 $49 $99 $256

Although we are not generally permitted to make any payments on pre-petition debt
as aresult of the bankruptcy filing, we have reached agreements with certain aircraft
financiers under Section 1110 of the Bankruptcy Code and received approva from the
Bankruptcy Court to continue to make payments on certain aircraft debt and lease
obligations. The amounts included in the above table represent only those obligations for
which we have finalized an agreement; however, these numbers are still subject to change
until such time as the plan of reorganization is approved and we emerge from bankruptcy.
In addition, we may still assume, assume and assign or reject certain executory contracts
and unexpired leases pursuant to the Bankruptcy Code. As aresult, we anticipate that
other lease obligations as currently identified in the above table will continue to change
aswell.

The pension and postretirement cash obligations as of December 31, 2003 do not
assume any changes to required contributions based on either waivers obtained from the
government to spread the minimum cash contributions for pensions over alonger period
or other changes enacted by the government or the Bankruptcy Court. See “Bankruptcy
Proceedings — Pension Obligations’ and “ Retiree Medical Benefits.”

See Note 10, “Long-Term Debt,” Note 11, “Lease Obligations,” Note 16,
“Retirement and Postretirement Plans’ and Note 17, “Commitments, Contingent
Liabilities and Uncertainties’ in the Notes to Consolidated Financial Statements for
additional discussion of these items.

Capital Resources. Pending the approval of our application for a $1.6 billion
federa loan guarantee from the ATSB, which we updated with the ATSB on December
18, 2003, J.P. Morgan Chase Bank (“JP Morgan”) and Citicorp USA, Inc. (“ Citigroup™)
have agreed to provide a $2.0 billion exit financing facility, which is the amount of
funding we believe we need to operate upon emergence from bankruptcy (“ Exit
Facility”). The commitment |etter for the Exit Facility was approved by the Bankruptcy
Court on January 16, 2004. Under the Exit Facility, JP Morgan and Citigroup will each
underwrite $200 million of the nonguaranteed portion of the facility and $800 million of
the guaranteed portion Without an ATSB loan guarantee, we might be unable to obtain
optimal or even sufficient funding to meet our future liquidity needs and reorganize
successfully. As of the date of thisfiling, the ATSB has not yet decided on our
application.



Other |nformation

Labor Agreements. In March and April 2003, United employees represented by
various unions ratified tentative agreements between the Company and their unions to
modify existing collective bargaining agreements (“CBAS’). All of these agreements
became effective on May 1, 2003 and become amendable in six years. When combined
with expected average annual savings of approximately $300 million in salaried and
management costs (achieved through wage and staffing reductions as well as benefit
changes), these agreements are expected to reduce our average annual |abor costs by
approximately $2.5 billion per year by 2005 versus the previous contracts. In addition to
reductionsin pay, all of the contracts alow for productivity improvements (through
changes to work rules) and for changes in employees’ medical benefit plans, including
increases to co-payments. These changes, combined withoverall headcount reductions,
enabled us to reduce salaries and related costs by nearly $1.8 billion (25%) in 2003 as
compared to 2002.

Other work- group specific changes are described below:

On April 11, 2003, pilots represented by the Air Line Pilots Association,
International (“ALPA”) ratified a tentative agreement on arestructured CBA. The new
CBA reduces pay and benefits and, through work-rule changes, improves productivity
by an average of approximately $1.1 billion per year versus the previous contract. As
part of these changes, pilots' retirement benefits have been reduced through a decrease
in the Company’s contribution to the pilots' defined contribution plan and a reduction in
the benefit formula for their defined benefit plan The agreement also provides us with
significantly enhanced flexibility with respect to regional jets and code share
arrangements. Thereis aso an agreement which provides for ALPA to retain a seat on
UAL’s Board of Directors.

On April 29, 2003, United flight attendants ratified a tentative agreement between
the Company and the Association of Flight Attendants (“AFA”) on arestructured CBA,
which is expected to reduce our average annual costs by approximately $300 million
versus the previous CBA. As part of these changes, pension benefits for future retiring
flight attendants have been reduced through changes in the AFA pension plan.

On April 29, 2003, United employees represented by the International Association
of Machinists and Aerospace Workers (“IAM”) District Lodge 141 ratified an agreement
between the Company and the IAM on four restructured CBAs aswell ason a
restructured CBA for employees of our subsidiary Mileage Plus, Inc. The agreements
reduce average annual costs by approximately $450 million versus the previous CBASs.
On April 29, 2003, employees represented by IAM District Lodge 141M ratified
agreements between the Company and the lAM on three restructured CBAs. The
agreements will reduce average annua costs by approximately $350 million versus the
previous CBAs. These agreements also provide UAL increased flexibility with respect to
outsourcing. Thereis also an agreement which provides for the IAM to retain a seat on
UAL’sBoard of Directors. In July 2003, the National Mediation Board announced that
United' s mechanics and related employees, who were previously represented by the IAM
141M, had voted to change their union representation to the Aircraft Mechanics Fraterna
Association. This change in representation will not affect the terms or duration of the
CBA agreement ratified in April.
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On April 11, 2003, United' s dispatchers represented by the Professiona Airline
Flight Control Association (*PAFCA”) ratified a tentative agreement between PAFCA
and the Company on arestructured CBA, which is expected to reduce average annual
costs by approximately $4 million versus the previous CBA. The restructured CBA aso
transfers dispatchers to the management, administrative and public contact pension plan.
On March 23, 2003, United meteorol ogists represented by the Transport Workers Union
(“TWU") ratified a tentative agreement between the TWU and the Company on a
restructured CBA that is expected to reduce average annua costs by approximately $1
million versus the previous CBA.

In addition, al of the agreements provide for various common features. These
include implementation of a Company-wide success-sharing program that provides the
opportunity for payouts tied to the Company’s level of profitability, operational
performance and customer satisfaction. The agreements also provide us with an
opportunity to introduce a low-cost operation, which began operations from Denver in
February 2004, serving eight cities.

We also agreed to include in our plan of reorganization provisions for each relevant
employee group to receive a distribution of the equity, securities or other consideration
provided to the pre-petition, general unsecured creditors. In addition, we have agreed
that any plan of reorganization we propose or support will provide the relevant employee
group with a distribution of the above-described equity, securities or other consideration
(as compared to the total distribution provided to all employee groups) that matches the
proportionof each employee groups contribution to total employee cost reductions.

Foreign Operations. We generate revenues and incur expenses in numerous foreign
currencies. Such expenses include aircraft leases, commissions, catering, personnel
experse, advertising and distribution costs, customer service expenses and aircraft
maintenance. Changes in foreign currency exchange rates impact our operating income
through changes in foreign currency-denominated operating revenues and expenses.

Degspite the adverse effects a strengthening foreign currency may have on U.S.
originating traffic, a strengthening of foreign currencies tends to increase reported
revenue and operating income because our foreign currency-denominated operating
revenue generally exceeds our foreign currency-denominated operating expense for each
currency. Likewise, despite the favorable effects a weakening foreign currency may have
on U.S. originating traffic, a weakening of foreign currencies tends to decrease reported
revenue and operating income.

Our biggest net exposures are typically for British pound, Canadian dollar, Hong

Kong dollar, euro and Japanese yen. The table below sets forth our exposure to various
currencies for 2003:
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Operating revenue net of operating expense

Currency (in millions) Foreign Currency usD

Value Value
British pound 80 $131
Canadian dollar 121 88
Hong Kong dollar 610 78
Euro 60 70
Japanese yen 7,411 64

Our foreign operations involve insignificant amounts of dedicated physical assets;
however, we do have sizable intangible assets related to our previous acquisitions of
Atlantic and Latin America route authorities. Because operating authoritiesin
international marketsare governed by bilateral aviation agreements between the U.S. and
foreign countries, changes in U.S. or foreign government aviation policies can lead to the
alteration or termination of existing air service agreements that could adversely impact
the value of our international route authorities. Significant changes in such policies could
also have amaterial impact on our operating revenues and results of operations.

Environmental and Legal Contingencies. United has been named as a Potentially
Responsible Party at certain Environmental Protection Agency or State Environmental
Protection Agency (“EPA or State EPA”) cleanup sites that have been designated as
Superfund Sites. Our alleged proportionate contributions at the sites are minimal;
however, at sites where the EPA or State EPA has commenced litigation or
administrative proceedings, potential liability isjoint and several. Additionally, we have
participated and are participating in remediation actions at certain other sites, primarily
airports. We accrue the estimated cost of these actions when we have determined that it
is probable that we are liable. Environmental regulations and remediation processes are
subject to future change, and determining the actual cost of remediation will require
further investigation and additional progress of the remediation. Therefore, the ultimate
disposition cannot be determined at thistime. However, while such cost may vary from
our current estimate, we believe the difference between the accrued reserve and the
ultimate liability will not be material.

UAL has certain other contingencies resulting from the above environmental actions
and other litigation and claims incident to the ordinary course of business. Management
believes, after considering a number of factors, including (but not limited to) the views of
legal counsel, the nature of such contingencies and prior experience, that the ultimate
disposition of these contingenciesis not likely to materially affect the Company’s
financial condition, operating results or liquidity.

Asaresult of our Chapter 11 filing, as of the Petition Date, virtually all pending
litigation is stayed, and absent further order of the Bankruptcy Court, no party, subject to
certain exceptions, may take any action, again subject to certain exceptions, to recover on
pre-petition claims against the Company.

Critical Accounting Policies. Critical accounting policies are defined as those that
are reflective of significant jJudgments and uncertainties and potentially result in
materially different results under different assumptions and conditions. We have
prepared the accompanying financial statements in conformity with generally accepted
accounting principles, which require management to make estimates and assumptions
that affect the reported amounts in the financial statements and accompanying notes.
Actual results could differ from those estimates under different assumptions or
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conditions. We have identified the following critical accounting policies that impact the
preparation of these financial statements.

Accounting for Long-Lived Assets. We have approximately $15 billion in operating
property and equipment at December 31, 2003. In addition to the original cost of these
assets, their recorded value is impacted by a number of policy elections, including the
estimation of useful lives and residua values and when necessary, impairment charges.

We record aircraft at acquisition cost, upon delivery. Depreciable life is determined
through economic analysis, reviewing existing fleet plans, and comparing estimated lives
to other airlines that operate similar fleets. Older generation aircraft are assigned lives of
25 years which is consistent with the experience of United and other airlines. Asaircraft
technology has improved, useful life has increased and thus, we have estimated the lives
of “new generation” aircraft to be 30 years. Residual values are estimated based on our
historical experience with regards to the sale of both aircraft and spare parts and are
established in conjunction with the estimated useful lives of the aircraft. Residual values
are based on current dollars when the aircraft are acquired and typically reflect asset
values that have not reached the end of their physical life. Both depreciable lives and
residual values are revised periodically to recognize changesin our fleet plan and
changes in conditions.

Our policy isto recognize an impairment charge when an asset’s carrying value
exceeds its net undiscounted future cash flows and its fair market value. The amount of
the charge is the difference between the asset’ s carrying value and fair market value
(estimated using third party appraisals). Typically, we estimate the undiscounted future
cash flows for our aircraft fleet with models used to make fleet and scheduling decisions.
These models utilize our projections of passenger yield, fuel costs, labor costs and other
relevant factors for the markets where the specific aircraft will operate.

In 2003, this process resulted in the recognition of an impairment charge of $26
million for the early retirement of the B767-200 aircraft fleet. 1n 2001, we recorded an
impairment charge of $517 million for the B737-500 and B747-400 aircraft fleets
resulting from the anticipated decrease in future cash flows. (See Note 3, “Specia
Charges’ in the Notes to Consolidated Financial Statements))

See Note 2(f), “Summary of Significant Accounting Policies - Operating Property
and Equipment” in the Notes to Consolidated Financial Statementsfor additional
information regarding United' s policies on accounting for long-lived assets.

Freguent Flyer Accounting. United's Mileage Plus frequent flyer program awards
miles to passengers who fly on United, Ted, United Express, the Star Alliance carriers
and certain other airlines that participate in the program. Additionally, United sells
mileage credits to participating airline partners in the Mileage Plus program and ULS
sells mileage credits to nortairline business partners. In either case, the outstanding
miles may be redeemed for travel on any airline that participates in the program (in which
case, United pays a designated amount to the transporting carrier). The Company has an
obligation to provide this future travel; therefore, we recognize aliability and
corresponding expense for mileage awards to passengers redeeming on United, Ted,
United Express or one of the Mileage Plus partners. For miles sold to non-airline
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business partners, a portion of revenue from the sale of mileage is deferred and
recognized when the transportation is provided.

At December 31, 2003, our estimated outstanding number of awards was
approximately 9.7 million, as compared with 10.5 million at the end of the prior year.
We currently estimate that approximately 8.0 million of these awards will ultimately be
redeemed and, accordingly, have recorded aliability of $717 million, which includes the
deferred revenue from the sale of miles to program participants. We utilize a number of
estimates in accounting for the Mileage Plus program that require management judgment.

Members may not reach the threshold necessary for a free ticket and outstanding
miles may not aways be redeemed for free travel. Therefore, we estimate how many
miles will never be used for an award and exclude those miles from our estimate of the
liability. Based on historical data, the difference between the awards expected to be
redeemed and the total awards outstarding arises because some awards will never be
redeemed and some will be redeemed on partner carriers. We also estimate the number
of miles that will be used per award. If actual miles used are more or less than estimated,
we must adjust the liability and corresponding expense.

When atravel award level is attained, we record a liability for the estimated
incremental costs of providing travel, based on expected redemptions. United’s
incremental costs include the additional costs of providing service to the award recipient,
such as fuel, meals, insurance and ticketing costs, for what would otherwise be a vacant
seat. Theincremental costs do not include any contribution to overhead or profit. A
change to these cost estimates could have a significant impact on our liability in the year
of change aswell asin future years.

In each of 2003, 2002 and 2001, 2.0 million Mileage Plus travel awards were used
on United. This number represents the number of awards for which travel was actually
provided and not the number of seats that were allocated to award travel. These awards
represented 9.0% of United' s total revenue passenger miles in 2003, 7.8% in 2002 and
8.1% in 2001. Passenger preference for Saver awards, which have stringent inventory
controls, keeps displacement of revenue passengers at a minimum. Tota miles redeemed
for travel on United in 2003, including awards and upgrades, represented 78% of the total
miles redeemed, of which 72% were used for travel within the U.S. and Canada. In
addition to the awards issued for travel on United, approximately 22% of the total miles
redeemed in 2003 were used for travel on partner airlines.

As the Company also sells mileage credits to participating airline and nontairline
partners, a change to either the time period over which the credits are used or the estimate
of the number or fair value of tickets could have a significant impact on our revenuesin
the year of change as well as future years. Additional information regarding the Mileage
Plus frequent flyer program isincluded in Note 2(g), “ Summary of Significant
Accounting Policies - Mileage Plus Awards’ in the Notes to Consolidated Financial
Statements.

Pension Benefits. The Company accounts for pension benefits using SFAS No. 87,
“Employers Accounting for Pensions’ (“SFAS No. 87”). Under SFAS No. 87, pension
expense is recognized on an accrual basis over employees approximate service periods
and is generally calculated independent of funding decisions or requirements. Detailed
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information regarding our pension plansisincluded in Note 16, “Retirement and
Postretirement Plans’ in the Notes to Consolidated Financial Statements. Our anticipated
future funding requirements are discussed in “Liquidity and Capital Resources’ above.

The calculation of pension expense and pension obligations requires the use of a
number of assumptions, including the assumed discount rate and the expected return on
plan assets. The fair value of plan assets increased from$6.3 billion at December 31,
2002 to $7.0 billion at December 31, 2003. Despite an increase in investment returns,
higher benefit obligations resulting from increased retirements and declining discount
rates have increased the difference between the plars’ fair value and accumulated benefit
obligations from $4.7 billion at December 31, 2002 to $5.7 billion at December 31, 2003.

We utilized adiscount rate of 6.25% at December 31, 2003, compared to 6.75% at
December 31, 2002 and 7.5% at December 31, 2001. The discount rate is based on the
Moody’s Aa bond index as of December 31, 2003, adjusted for the duration of our
pension obligations. Duration is a commonly used measure of interest rate risk that either
assumes that yield changes do not change the expected cash flows (“modified duration™)
or assumes that expected cash flows may change given the fact that the yield changes
(“effective duration™). Since United’ s pension obligations are generally not satisfied in a
single lump sum distribution, management, with assistance from our actuary, used the
modified duration methodology to determine an acceptabl e discount rate by matching the
expected cash outflows of our pension obligations against available bonds with
appropriate maturities.

We assumed an expected rate of return on plan assets of 9.0% at December 31, 2003
and 2002 compared to 9.75% used at December 31, 2001. The expected return on plan
assetsis based on an evaluation of the historical behavior of the broad financial markets
and the Company’ s investment portfolio, taking into consideration input from the plans
investment consultant and actuary regarding expected long-term market conditions and
investment management performance. The expected long-term rate of return on plan
assets is based on atarget allocation of assets to the following fund types: 60% equities,
35% fixed income and 5% other with expected long-term rates of return of 10%, 7.5%
and 15%, respectively.

We believe that the long-term asset allocation on average will approximate the
targeted allocation and regularly review the actual asset allocation to periodically
rebalance the investments to the targeted allocation when appropriate. Pension expense
is reduced by the expected return on plan assets, whichis measured by assuming the
market-related value of plan assets increases at the expected rate of return. The market-
related value is a calculated value that phases in differences between the expected rate of
return and the actual return over a period of five years.

Actuarial gains or losses are triggered by changes in assumptions or experience that
differ from the origina assumptions. Under SFAS No. 87, those gains and losses are not
required to be recognized currently as pension expense, but instead may be deferred. If
the unrecognized net gain or loss exceeds 10% of the greater of the projected benefit
obligations and the market-related value of plan assets, the amount outside the 10%
corridor is subject to amortization over the average remaining service life of the covered
active employees. At December 31, 2003, we had unrecognized actuarial losses of $3.9
billion, which will be amortized into future years pension expense. The amount of
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amortization is expected to be approximately $80 million, $125 million and $155 million
in 2004, 2005 and 2006, respectively. Additionally, we had unrecognized prior service
costs from past benefit improvements of $870 million, which will be amortized as a
component of pension expense over the average remaining service of the covered active
employees. The amount of amortization is expected to be approximately $85 million in
each of 2004, 2005 and 2006. Upon emergence from bankruptcy, al unrecognized prior
service costs and actuarial losses will be recognized immediately, thus eliminating the
future amortization costs.

Valuation Allowance for Deferred Tax Assets. We initially recorded atax valuation
allowance against our deferred tax assets in the third quarter of 2002. In recording the
valuation alowance, management considered whether it was more likely than not that
some or al of the deferred tax assets would be realized. This analysis included
consideration of scheduled reversals of deferred tax liabilities, projected future taxable
income, carryback potential and tax planning strategies, in accordance with SFAS No.
109, “Accounting for Income Taxes.” At December 31, 2003, our valuation allowance
totaled $2.2 billion. See also Note 7, “Income Taxes’ in the Notes to Consolidated
Financial Statements for additiona information.

New Accounting Pronouncements. In January 2003, the FASB issued
Interpretation 46, “ Consolidation of Variable Interest Entities” (“FIN 46”). FIN 46
requires the consolidation of variable interest entities (“VIES’), asdefined. FIN 46is
effective immediately for any interests acquired after January 31, 2003. The related
disclosure requirements are also effective immediately and are provided in Note 17,
“Commitments, Contingent Liabilities and Uncertainties’ in the Notes to Consolidated
Financial Statements.

In December 2003, the FASB issued Interpretation 46R, “ Consolidation of Variable
Interest Entities’ (revised December 2003), (“FIN 46R”) which further clarified the
provisions of FIN 46 and delayed the effective date for applying the provisions of FIN 46
until the end of the first quarter of 2004 for interests held by public entitiesin VIES or
potential VIEs created before February 1, 2003. See Note 2(n), “ Summary of Significant
Accounting Policies— New Accounting Pronouncements” in the Notes to Consolidated
Financial Statements for more details on FIN 46 and FIN 46R and their impact on the
Company.

Outlook

Our 2003 results reflect significant reductions in expenses achieved through the
restructuring process, particularly in salaries and related costs and aircraft-related
expenses, such as aircraft rent expense and depreciation and amortization. We anticipate
that our 2004 mainline unit cost will be lower than 2003 as we continue to benefit from
our restructuring and business transformation initiatives. We do not, however, expect
total mainline expense to decline in 2004 (versus 2003) to the same degree that was
achieved in 2003 as compared to 2002. In addition, upon emergence from bankruptcy,
we expect to adopt “fresh-start” reporting in accordance with AICPA Statement of
Position 90-7, “Financial Reporting by Entities in Reorganization Under the Bankruptcy
Code,” which requires us to value our assets, liabilities and equity at fair value. We
expect these changes will be material.
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Certain statements throughout Management’ s Discussion and Analysis of Financial
Condition and Results of Operations are forward-looking and thus reflect the Company’s
current expectations and beliefs with respect to certain current and future events and
financial performance. Such forward-looking statements are and will be, as the case may
be, subject to many risks and uncertainties relating to our operations and business
environment that may cause actua results to differ materially from any future results
expressed or implied in such forward-looking statements. Factors that could significantly
affect net earnings, revenues, expenses, unit costs and profit improvements include,
without limitation, the following: our ability to continue as a going concern; our ability to
operate pursuant to the terms of the DIP Financing; our ability to obtain afederal loan
guarantee from the ATSB; our ability to obtain court approval with respect to motionsin
the Chapter 11 proceeding prosecuted by us from time to time; our ability to develop,
prosecute, confirm and consummate one or more plans of reorganization with respect to
the Chapter 11 Cases; risks associated with third parties seeking and obtaining court
approval to terminate or shorten our exclusive period to propose and confirm one or more
plans of reorganization; the potential adverse impact of the Chapter 11 Cases on our
liquidity or results of operations; the appointment of a Chapter 11 trustee or conversion of
the cases to Chapter 7; the costs and availability of financing; our ability to execute our
business plan; our ability to attract, motivate and/or retain key employees; our ability to
attract and retain customers,; demand for transportation in the markets in which we
operate; general economic conditions; the effects of any hostilities or act of war or any
terrorist attack; the ability of other air carriers with whom we have aliances or
partnerships to provide the services contemplated by the respective arrangements with
such carriers; the costs and availability of aircraft insurance; the costs of aviation fuel; the
costs associated with security measures and practices; competitive pressures on pricing
(particularly from lower-cost competitors); government legislation and regulation; and
other risks and uncertainties set forth from time to time in UAL’s reports to the United
States Securities and Exchange Commission. Consequently, the forward-looking
statements should not be regarded as representations or warranties by the Company that
such matters will be realized. We disclaim any intent or obligation to update or revise
any of the forward-looking statements, whether in response to new information,
unforeseen events, changed circumstances or otherwise.




ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

Interest Rate Risk - United's exposure to market risk associated with changesin
interest rates relates primarily to its debt obligations and short-term investments. We do
not use derivative financial instruments in our investment portfolio. Our policy isto
manage interest rate risk through a combination of fixed and floating rate debt and
entering into swap agreements, depending upon market conditions. A portion of the
borrowings is denominated in foreign currencies which exposes us to risks associated
with changes in foreign exchange rates. To hedge against some of this risk, we have
placed foreign currency deposits (primarily for Japanese yen and euros) to meet foreign
currency lease obligations designated in the respective currencies. Since unrealized
mark-to-market gains or losses on the foreign currency deposits are offset by the losses or
gains on the foreign currency obligations, we reduce our overall exposure to foreign
currency exchange rate volatility. The fair value of these deposits is determined based on
the present value of future cash flows using an appropriate swap rate. The fair value of
long-term debt is based on the quoted market prices for the same or similar issues or the
present value of future cash flows using a U.S. Treasury rate that matches the remaining
life of the instrument, adjusted by a credit spread.

(In millions)

ASSETS
Cashequivalents
Fixed rate
Avg. interest rate
Variablerate
Avag. interest rate
Short term investments
Fixed rate
Avg. interest rate
Variablerate
Avg. interest rate

Leasedeposits
Fixed rate- yen deposits
Avg. interest rate
Fixed rate- EUR deposits
Avg. interest rate
Fixed rate- USD deposits
Avg. interest rate

LONG-TERM DEBT
U. S. Dollar denominated
Variable rate debt
Avg. interest rate

(In millions, except average contract rates)

Interest rate swap

Expected Maturity Dates 2003 2002
Fair Fair
2004 2005 2006 2007 2008 Thereafter Total Value Tota  Value
$1,572 $ - $ - $ - $ - $ - $1572 $1572 $856 $856
1.07% - - - 1.07% 1.36%
$ 68 $ - $- $- % - $ - $ 68 $ 68 $ 30 $ 30
1.30% - - - 1.30% 2.07%
$ $ - $ - $ - $ - $ - % $ - $110 $110
- - - - - 6.50%
$ 78 $ - $ - $ - $ - $ - $ 7 $ 78 $278 $ 278
1.37% - - - 13™% 1.81%
$ - $ - $ - $ 49 $ 41 $ 95 $18 $207 $357 $419
- - - 330% 353% 2.66% 3.02% 3.06%
$2 $2 $2 $71 $126 $276 $479 $565 $405 $480
459% 4.63% 4.66% 6.76% 6.69% 6.43% 6.53% 5.61%
$ - $ - $ - $ - $ - $15 $15 $17 $ 14 $ 16
- - - - - 6.49% 6.49% 6.49%
$ 663 $ - $ - $ - $ - $- $663 $663 $700 $700
9.50% - - - - 9.50% 7.75%
December 31, 2003
Notional Average Estimated
Amount Contract Rate Fair Value
(Pay)/Receivet
$ 130 7.56% $ (29

! Estimated fair values represent the amount United would pay/receive on December 31, 2003 or December
31, 2002 to terminate the contracts.
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December 31, 2002

(In millions, except average contract rates) Notional Average Estimated
Amount Contract Rate Fair Value
(Pay)/Receive?
Interest rate swap $ 130 7.56% $ (27)

2 Estimated fair values represent the amount United would pay/receive on December 31, 2003 or December
31, 2002 to terminate the contracts.
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ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA
INDEPENDENT AUDITORS REPORTS

To the Board of Directors and Stockholders of
UAL Corporation
Elk Grove Township, Illinois

We have audited the accompanying consolidated statements of financial position of UAL
Corporation (Debtor-in-Possession) and subsidiaries as of December 31, 2003 and 2002,
and the related consolidated statements of operations, stockholders’ equity, and cash
flows for the years then ended. Our audits also included the financial statement schedule
listed in the Index at Item 15(a)2 for the years ended December 31, 2003 and 2002.
These consolidated financial statements and the financial statement schedules are the
responsibility of the Cormpany’s management. Our responsibility isto express an opinion
on these financial statements and financial statement schedules based on our audit. The
financial statements of the Company and financial statement schedule listed in the Index
at Item 15(a)2 for the year ended December 31, 2001, before the change in composition
of its reportable segments as discussed in Note 19 were audited by other auditors who
have ceased operations. Those auditors expressed an unqualified opinion on those
financia statements and financial statement schedule in their report dated February 20,
2002, and included an explanatory paragraph that described a change in accounting
principle for the measurement of redeemable preferred ESOP stock.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements. An audit aso includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the 2003 and 2002 financial statements present fairly, in all material
respects, the financial position of UAL Corporation (Debtor- in-Possession) and
subsidiaries as of December 31, 2003 and 2002, and the results of their operations and
their cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America. Also in our opinion, the 2003 and
2002 financial statement schedule, when considered in relation to the basic 2003 and
2002 financia statements taken as a whole, presents fairly in all material respects the
information set forth therein.

Asdiscussed in Note 1, the Company filed for reorganization under Chapter 11 of the
United States Bankruptcy Code. The accompanying financial statements do not purport
to reflect or provide for the consequences of the bankruptcy proceedings. In particular,
such financial statements do not purport to show (a) asto assets, their realizable value on
aliquidation basis or their availability to satisfy liabilities; (b) as to prepetition liabilities,
the amounts that may be allowed for claims or contingencies, or the status and priority
thereof; (C) as to stockholder accounts, the effect of any changes that may be made in the
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capitalization of the Company; or (d) as to operations, the effect of any changes that may
be made in its business.

The accompanying financial statements have been prepared assuming that the Company
will continue as agoing concern. Asdiscussed in Note 1, as aresult of the bankruptcy
filing, realization of assets and satisfaction of liabilities, without substantial adjustments
and/or changes in ownership, are subject to uncertainty and raise substantial doubt about
the Company’s ability to continue as a going concern. Management’s plan concerning
these mattersis aso discussed in Note 1. The financial statements do not include
adjustments that might result from the outcome of this uncertainty.

As discussed above, the financia statements as of and for the year ended December 31,
2001 were audited by other auditors who have ceased operations. As described in Note
19 the Company changed the composition of its reportable segments in 2002, and the
amounts disclosed in the 2001 financial statements relating to reportable segments have
been restated to conform to the 2002 composition of reportable segments. We audited
the adjustments that were applied to restate the disclosures for reportable segments
reflected in the 2001 financial statements. Our procedures included (i) comparing the
adjusted amounts to the Company’ s underlying records obtained from management, and
(i) testing the mathematical accuracy of the reconciliations of segment amounts to the
financial statements. In our opinion, such adjustments are appropriate and have been
properly applied. However, we were not engaged to audit, review, or apply any
procedures to the 2001 financial statements of the Company other than with respect to
such adjustments and, accordingly, we do not express an opinion or any other form of
assurance on the 2001 financial statements taken as a whole.

DELOITTE & TOUCHE LLP

Chicago, Illinois
February 27, 2004
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To the Stockholders and
Board of Directors, UAL Corporation:

We have audited the accompanying statements of consolidated financial position of UAL
Corporation (a Delaware corporation) and subsidiary companies as of December 31, 2001
and 2000, and the related statements of consolidated operations, consolidated cash flows
and consolidated stockholders  equity for each of the three yearsin the period ended
December 31, 2001. These financial statements and the schedule referred to below are
the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonabl e assurance about whether the financial statements are free of materia
misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in

all material respects, the financial position of UAL Corporation and subsidiary companies
as of December 31, 2001 and 2000, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2001, in conformity
with accounting principles generally accepted in the United States.

Asexplained in Note 1(b) of the Notes to Consolidated Financial Statements, effective
January 1, 2001, the Company changed its accounting principles for the measurement of
redeemable preferred ESOP stock as a result of the adoption of Topic D-98
“Classification and Measurement of Redeemable Securities’ and effective January 1,
2000, the Company changed certain of its accounting principles for revenue recognition
as aresult of the adoption of Staff Accounting Bulletin No. 101 “Revenue Recognition in
Financial Statements.”

Our audits were made for the purpose of forming an opinion on the basic financia
statements taken as awhole. The schedule referenced in Item 14(a) 2 herein is presented
for purposes of complying with the Securities and Exchange Commission’srules and is
not part of the basic financial statements. This schedule has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our
opinion, fairly statesin all material respects the financial data required to be set forth
therein in relation to the basic financial statements taken as a whole.

Arthur Andersen LLP (1)

Chicago, Illinois
February 20, 2002

() Thisreport is acopy of the previously issued report covering 2001, 2000 and 1999. The
predecessor auditors have not reissued their report.
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UAL Corporation and Subsidiary Companies
(Debtor and Debtor-In-Possession)

Statements of Consolidated Operations
(In millions, except per share)

Y ear Ended December 31

Operating revenues: 2003 2002 2001
Passenger — United Airlines $ 11,134 $ 11,872 $ 13,788
Passenger — Regional Affiliates 508 - -
Cargo 630 673 704
Other operating revenues 1452 1,741 1,646

13,724 14,286 16,138

Operating expenses:

Salaries and related costs 5,264 7,029 7,080
Curtailment charge 152 - -
Aircraft fuel 2,072 1,921 2,476
Purchased services 1,301 1,411 1,650
Landing fees and other rent 930 1,021 1,009
Aircraft rent 612 851 827
Depreciation and amortization 968 960 1,026
Aircraft maintenance 572 560 701
Commissions 277 416 710
Regional affiliates 634 - -
Cost of sales 1,003 1,240 1,280
Other operating expenses 1,273 1,565 1,722
Special charges 26 149 1,428

15,084 17,123 19,909

Loss from operations (1,360) (2,837) (3,771)

Other income (expense):

Interest expense (527) (590) (525)
Interest capitalized 3 25 79
Interest income 55 60 105
Equity in losses of affiliates 4 @) (23)
Gain on sale of investments 135 46 261
Gain on sale of affiliate’s stock 23 - -
Non-operating special charges (251) - (49
Government compensation 300 130 652
Reorganization items, net (1,173) (10 -
Miscellaneous, net (9 (22 (86)

(1,448) (368) 414

L oss before income taxes, distributions on preferred
securities and cumulative effect of accounting change (2,808) (3,205) (3,357)

Provision (credit) for income taxes (1,226)
L oss before distributions on preferred securities

and cumul ative effect of accounting change (2,808) (3,205) (2,131)
Distributions on preferred securities, net of tax - (7) (6)
L oss before cumul ative effect of accounting change (2,808) (3,212) (2,137)
Cumulative effect of accounting change, net of tax - - (8)
Net loss $(2808)  $3212)  $2.145)
Per share, basic and diluted:

L oss before cumulative effect of accounting change $(27.36) $(53.55)  $(39.90)

Cumulative effect of accounting change, net of tax - - (0.149)

Net loss $(27.36)  $(5355)  $(40.04)

See accompanying Notes to Consolidated Financial Statements.
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UAL Corporation and Subsidiary Companies
(Débtor and Debtor -1 n-Possession)
Statements of Consolidated Financial Position

(Inmillions)
December 31
Assets 2003 2002
Current assets:
Cash and cash equivalents $ 1640 $ 886
Restricted cash 679 462
Short-term investments 78 388
Receivables, less allowance for doubtful
accounts (2003 - $26; 2002 - $29) 929 788
Aircraft fuel, spare parts and supplies, less
obsolescence allowance (2003 - $36; 2002 - $57) 264 310
Income tax receivables - 326
Deferred income taxes 22 -
Prepaid expenses and other 412 219
4,024 3,379
Operating property and equipment:
Owned -
Flight equipment 14,014 15,533
Advances on flight equipment 173 173
Other property and equipment 3,818 3,882
18,005 19,588
Less— Accumulated depreciation and amortization 5132 5,306
12,873 14,282
Capital leases -
Hight equipment 2,636 2,489
Other property and equipment &4 &4
2,720 2,573
Less- Accumulated amortization 555 494
2,165 2,079
15,038 16,361
Other assets:
Long-term restricted cash - 116
Investments 53 124
Intangibles, less accumulated amortization
(2003 - $355; 2002 - $347) 406 412
Pension assets 904 1,162
Aircraft lease deposits 679 776
Prepaid rent 158 408
Other 717 918
2917 3,916
$ 21979 $ 23,656

See accompanying Notes to Consolidated Financial Statements.




UAL Corporation and Subsidiary Companies

(Debtor and Debtor-In-Possession)

Statements of Consolidated Financial Position

(In millions, except share data)

Liabilities and Stockholders' Equity
Current liagbilities:
Long-term debt maturing within one year
Current obligations under capital |eases
Advanceticket sales
Accounts payable
Accrued salaries, wages and benefits
Other accrued liabilities

Long-term debt
Long-term obligations under capital leases

Other liabilities and deferred credits:
Deferred pension liability
Postretirement benefit liability
Deferred income taxes
Other

Liabilities subject to compromise (Note 9)
Commitments and contingent liabilities (Note 17)
Preferred stock committed to Supplemental ESOP

Stockholders' equity:

Serial preferred stock (Note 12)

ESOP preferred stock (Note 13)

Common stock at par, $0.01 par value; authori zed 200,000,000
shares; issued 126,498,211 shares at December 31, 2003 and
98,470,381 shares at December 31, 2002

Additional capital invested

Retained deficit

Stock held in treasury, at cost -

Preferred, 10,213,519 depositary shares at December 31,
2003 and 2002 (Note 12)
Common, 16,083,032 shares at December 31, 2003 and
16,102,418 shares at December 31, 2002
Accumulated other comprehensive loss
Other

1
5,066
(6,225)

(305)
(1,164)
(3,288)

N ¢}
(5.916)

$.21.979

See accompanying Notes to Consolidated Financial Statements.
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5,070
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UAL Corporation and Subsidiary Companies
(Debtor and Debtor-In-Possession)
Statements of Consolidated Cash Flows

(In millions)
Y ear Ended December 31
2003 2002 2001
Cash and cash equivalents at beginning of year $ 886 $ 1688 $ 1,679
Cash flows from (utilized by) operating activities:
Net |oss before reorgani zation items (1,635) (3,202) (2,145)
Adj to reconcile to net cash provided by operating activities-
Cumulative effect of accounting change, net of tax - - 8
Gain on sale of investments (158) (46) (261)
Pension funding less than (greater than) expense 610 451 391
Deferred postretirement benefit expense 367 339 214
Depreciation and amortization 938 970 1,932
Provision (credit) for deferred income taxes - 665 (1,144)
Undistributed (earnings) losses of affiliates (2 8 30
Decrease (increase) in receivables (133) 262 165
Decrease (increase) in other current assets (169) 130 170
Increase (decrease) in advance ticket sales 309 (162) (271)
Increase (decrease) in accrued income taxes 275 (85) (60)
Increase (decrease) in accounts payable and accrued liabilities (324) (704) 589
Increase (decrease) in accrued aircraft rent 427 63 46
Amortization of deferred gains (99) (64) (66)
Other, net 595 236 242
1,001 (1,139 (160)
Cash flows from (utilized by) reorganization activities:
Reorganization items, net (1,173) (10) -
Transfer of Company lease certificates 223 - -
Increasein liabilities 732 10 -
Loss on disposition of property 36 - -
(182) - -
Cash flows from (utilized by) investing activities:
Additions to property and equipment (150) (157) (1,951)
Proceeds on disposition of property and equipment 123 364 178
Proceeds on sale of investments 150 137 259
Acquisition of MyPoints.com, net of cash acquired (Note 20) - - (32
Decrease (increase) in short-term investments 310 552 (275)
Increasein restricted cash (100) (578) -
Other, net (62) (247) (148)
271 71 (1,969)
Cash flows from financing activities:
Proceeds from issuance of long-term debt - 950 2,485
Proceeds from DIP financing 252 700 -
Repayment of long-term debt (257) (1,338) (176)
Repayment of DIP financing (289) - -
Principal payments under capital |eases (270) (220) (289)
Decrease in equipment certificates under Company leases - 296 3
Increase (decrease) in short-term borrowings - (133) 133
Aircraft |ease deposits, net 216 19 17
Cash dividends - (7 (88)
Other, net 12 (1) 23
(336) 266 2,138
Increase (decrease) in cash and cash equivalents during the year 4 (802 9
Cash and cash equivalents at end of year $ 1,640 $ 886 $_1.688

See accompanying Notes to Consolidated Financial Statements.
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Balance at December 31, 2000
Y ear ended December 31, 2001:
Net loss
Other comprehensive income, net:
Unrealized losses on investments, net
Unrealized |osses on derivatives, net
Minimum pension liability adj.
Total comprehensive income
Cash dividends on preferred
stock ($1.44 per Series B share)
Cash dividends on common
stock ($0.30 per share)
Preferred stock committed to
Supplemental ESOP
Other
Balance at December 31, 2001
Y ear ended December 31, 2002:
Net loss
Other comprehensive income, net:
Unrealized losses on investments, net
Unrealized gains on derivatives, net
Minimum pension liability adj.
Total comprehensive income
Cash dividends on preferred
stock ($1.08 per Series B share)
Preferred stock committed to
Supplemental ESOP
Other
Balance at December 31, 2002
Y ear ended December 31, 2003:
Net loss
Other comprehensive income, net:
Unrealized losses on investments, net
Unrealized gains on derivatives, net
Minimum pension liability adj.
Total comprehensive income
Preferred stock committed to
Supplemental ESOP
Other
Balance at December 31, 2003

UAL Corporation and Subsidiary Companies

(Debtor and Debtor-In-Possession)

Statements of Consolidated Stockholders' Equity

(Inmillions, except per share)

Accumulated
Additional  Retained Other
Prefered  Common Capital Earnings Treasury Comp.
Stock Stock Invested (Deficit) Stock Income  Other Total

$__ - $_1 $4,797 $ 1,998 $(1.484) $_152 $ (7)) $5457
- - - (2,145) - - - (2149

- - - - - (116) - (116)

- - - - - (46) - (46)

. - - - - (265) - (265)

_ - - (2,145) - (427) - (2,572)

- - - (10) - - - (10)

- - - (42 - - - (42)

- - 229 - - - - 229
— - (31) - (1) - 3 (29
- 1 4,995 (199) (1.485) (275) (4 3,033

- - - (3,212) - - - (3212

- - - : : (40) - (40)

- - - - - 16 - 16

- - - - - (2.364) - (2,364)

- - - (3.212) - (2389 - (5,600

- - - (6) - - - ©)

- - 75 - - - - 75

B . - - 13 - _2 15

- 1 5,070 (3.417) (1.472) (2,663) (2 (2.483)

- - - (2,808) - - - (2809

- - - - - @ - @

- - - - - 7 - 7

- - - - - (630) - (630)

- - - (2,808) - (625) - (3.433)

- - 2 - - - - 2

- - (6) - 3 - _1 (2)
$—— $_—1 35066 $(6.225)  $(1469) $3.288) (1) $(5.916)

See accompanying Notes to Consolidated Financial Statements.




Notes to Consolidated Financial Statements

(1) Voluntary Reor ganization Under Chapter 11

Bankruptcy Proceedings. On December 9, 2002 (* Petition Date”), UAL
Corporation, United Air Lines, Inc. and 26 direct and indirect wholly owned subsidiaries
filed voluntary petitions to reorganize their businesses under Chapter 11 of the United
States Bankruptcy Code in the United States Bankruptcy Court for the Northern District
of Illinois, Eastern Division (“Bankruptcy Court”). The Bankruptcy Court isjointly
administering these cases as “In re UAL Corporation, et al., Case No. 02-48191.” The
consolidated financial statements shown here include certain subsidiaries that did not file
to reorganize under Chapter 11. The assets and liabilities of these subsidiaries are not
considered material to the Consolidated Financial Statements.

Asrequired by the Bankruptcy Code, the United States Trustee for the Northern
District of Illinois has appointed an official committee of unsecured creditors (the
“Creditors Committee”). The Creditors Committee and its legal representatives have a
right to be heard on all matters that come before the Bankruptcy Court concerning our
reorganization. There can be no assurance that the Creditors: Committee will support our
positions or our plan of reorganization, and any disagreements between us and the
Creditors Committee could protract the Chapter 11 process, hinder our ability to operate
during the Chapter 11 process and could delay our emergence from Chapter 11.

With the exception of our non-filing subsidiaries, we continue to operate our
businesses as “debtors-in-possession” under the jurisdiction of the Bankruptcy Court and
in accordarce with the applicable provisions of the Bankruptcy Code, the Federal Rules
of Bankruptcy Procedure and applicable court orders. In general, as debtors-in
possession, we are authorized under Chapter 11 to continue to operate as an ongoing
business, but may not engage in transactions outside the ordinary course of business
without the prior approval of the Bankruptcy Court.

All vendors are being paid for all goods furnished and services provided after the
Petition Date in the ordinary course of business. However, under Section 362 of the
Bankruptcy Code, actions to collect most of our pre-petition liabilities are automatically
stayed, except for liabilities relating to certain qualifying aircraft, aircraft engines and
other aircraft-related equipment that are leased or subject to a security interest or
conditional sale contract. Under Section 1110 of the Bankruptcy Code, actions to collect
most pre-petition liabilities of this nature are automatically stayed for 60 days only (our
automatic stay ended on February 7, 2003), except under two conditions: (&) the debtor
may extend the 60-day period by agreement with the relevant financier and with court
approval; or (b) the debtor may agree to perform all of the obligations under the
applicable finarcing and cure any defaults as required under the Bankruptcy Code. If
neither of these conditions is met, the financier may demand the return of the aircraft or
take possession of the property and enforce any of its contractual rights or remedies to
s, lease or otherwise retain or dispose of such equipment.



We have negotiated with lessors and lenders to restructure existing financings to
reduce aircraft ownership costs to better reflect current market rates. To date, we have
reached agreement s in principle with respect to a substantial majority of our financed
aircraft. There can be no assurance, however, that those tentative arrangements will be
successfully converted to final contracts. To the extent we are unable to finalize these
agreements, there can be no assurance that we will be able to reach new agreements at
comparable economics or that financiers will not repossess aircraft. Either of these
outcomes, although unlikely, could have a material adverse affect on our financial and
operational performance.

In accordance with Section 1110 of the Bankruptcy Code, we have also rejected or
abandoned certain surplus aircraft to adjust our fleet size and composition to more closely
match market demand. In addition, we have converted many longer-term deals into
short-term operating leases.

Under Section 365 of the Bankruptcy Code, we may assume, assume and assign, or
reject certain executory contracts and unexpired leases, including leases of real property
and aircraft and aircraft engines, subject to the approval of the Bankruptcy Court and
certain other conditions. Currently, our Section 365 rights to assume, assume and assign,
or reject such executory contracts and unexpired |eases expire on the earlier of the date of
termination of our exclusive period to file a plan of reorganization (currently, April 7,
2004) or the date of a disclosure statement hearing in connection with a proposed plan of
reorganization. In general, if we reject an unexpired lease or executory cortract, it is
treated as a pre-petition breach of the lease or contract in question and, subject to certain
exceptions, relieves us of performing any future obligations but entitles the lessor or
contract counterparty to a pre-petition general unsecured claim for damages caused by
such deemed breach and accordingly, the counterparty may file a claim against us for
such damages. Generaly, if we assume an executory contract or unexpired lease we are
required to cure most existing defaults under such contract or lease. As aresult,
liabilities subject to compromise have increased, and are likely to increase in the future,
as aresult of damage claims created by our rejection of various aircraft, executory
contracts and unexpired leases. Conversaly, we expect that the assumption of certain
executory contracts and unexpired leases may convert liabilities currently shown as
subject to compromise to liabilities not subject to compromise.

We are currently seeking modifications to our retiree medical benefit obligations
under Section 1114 of the Bankruptcy Code. We plan to propose modifications which
would make the medical benefit plan and contributions of those who retired before July
1, 2003 comparable to the medical benefit plan and contributions provided to employees
who retire after that date. While we plan to negotiate with our retiree representatives for
consensua modifications, there can be no assurance that we can achieve such
agreements. If we do not reach consensual agreements, we will seek court approval of
such modifications. There can be no assurance that the Bankruptcy Court will approve
such modifications.



To successfully exit Chapter 11, we must obtain confirmation by the Bankruptcy
Court of aplan of reorganization. A plan of reorganization would, among other things,
resolve our pre-petition obligations and other liabilities subject to compromise, set forth
our revised capital structure and establish our corporate governance subsequent to exit
from bankruptcy. We are currently operating under an “exclusive period” which expires
April 7, 2004, during which we are the only party permitted to file a plan of
reorganization. The decision as to when we will file a plan of reorganization depends on
the timing and outcome of numerous other ongoing matters in the Chapter 11 process.
We expect to file a plan of reorganization that provides for UAL’s emergence from
bankruptcy, but there can be no assurance that the Bankruptcy Court will confirm a plan
of reorganization or that any such plan will be implemented successfully.

Financial Statement Presentation. We have prepared the accompanying
consolidated financia statements in accordance with American Institute of Certified
Public Accountants Statement of Position 90-7 (“*SOP 90-7"), “Financial Reporting by
Entities in Reorganization Under the Bankruptcy Code,” and on a going-concern basis,
which assumes continuity of operations, realization of assets and satisfaction of liabilities
in the ordinary course of business.

SOP 90-7 requires that the financial statements for periods subsequent to a Chapter
11 filing separate transactions and events that are directly associated with the
reorganization from the ongoing operations of the business. Accordingly, al transactiors
(including, but not limited to all professional fees, realized gains and losses and
provisions for losses) directly associated with the reorganization and restructuring of the
business are reported separately in the financial statements. As of December 31, 2003
and 2002, we had recognized the following reorganization expenses in our financial
statements:

(In millions) Y ear Ended December 31
2003 2002

Aircraft rejection charges $ 721 $

Transfer of lease certificates 223 -

Professional fees 142 10

Severance and employee retention 94

Interest income (16)

Other 9 —
$1.173 $.10

Aircraft rejection charges are non-cash costs which include our estimate of claims
resulting from United’ s rejection of certain aircraft leases and return of aircraft as part of
the bankruptcy process.

During 2003, we renegotiated certain off-balance sheet |eases subject to Section
1110 of the Bankruptcy Code. Under the terms of the revised |leases, we surrendered our
investment in the junior portion of the original lease debt to the original equity
participant. As aresult, our investment in the corresponding lease certificates was
reduced to zero, resulting in a $223 million non-cash charge in reorganization items.



As we restructure aircraft financings as permitted by Section 1110 of the
Bankruptcy Code, our policy isto reflect the revised lease rates in aircraft rent once we
have signed definitive term sheets for the financing.

The Statements of Consolidated Financial Positiondistinguish pre-petition liabilities
subject to compromise from both those pre-petition liabilities that are not subject to
compromise and from post-petition liabilities. Liabilities subject to compromise are
reported at the amounts expected to be alowed by the Bankruptcy Court, even if they
may be settled for lesser amounts.

In addition, as aresult of the Chapter 11 filing, the realization of assets and
satisfactionof liabilities, without substantial adjustments and/or changes in ownership,
are subject to uncertainty. While operating as debtors- in-possession under the protection
of Chapter 11 and subject to approval of the Bankruptcy Court and the terms of the
applicable DIP Financing covenants, or otherwise as permitted in the ordinary course of
business, we may sell or otherwise dispose of assets (including aircraft) and liquidate or
settle liabilities for some amounts other than those reflected in the consolidated financial
statements. Further, the forthcoming plan of reorganization could materially change the
amounts and classifications in the historical consolidated financial statements.

Pursuant to the Bankruptcy Code, we have filed schedules with the Bankruptcy
Court identifying our assets and liabilities as of the Petition Date, while our creditors
have been able to file proofs of claim with the Bankruptcy Court. The total amount of
claims filed with the Bankruptcy Court far exceeds our estimate of ultimate liability. We
believe that many of these claims are invalid because they are duplicative, are based upon
contingencies that have not occurred, or are otherwise overstated. Differencesin amount
between claims filed by creditors and liabilities shown in our records are being
investigated and resolved in connection with our claims resolution process. That process
has commenced and, in light of the number of claims asserted, will take significant time
to complete. For this reason, the ultimate number and allowed amount of such claims
cannot yet be determined.

DIP Financing. The DIP Financing consists of two facilities, a $300 million
facility provided by Bank One N.A. (“Bank One Facility”) and a$1.2 billion facility
provided by J.P. Morgan Chase Bank, Citicorp USA, Inc., Bank One, N.A. and The CIT
Group/Business Credit, Inc. (“Club Facility”).

The Bank One Facility consists of a $300 million term loan with an interest rate
option of the prime rate plus 5.5% or LIBOR plus 6.5% (with a LIBOR floor of 3%). As
of December 31, 2003, we had borrowed $300 million at an interest rate of 9.5% which is
due in five equal monthly installments beginning in March 2004.

The Club Facility consists of arevolving credit and letter of credit facility of $800
million and a term loan of $400 million, which matures on July 1, 2004. We have the
option of borrowing under the Club Facility at an interest rate of the prime rate plus 5.5%
or LIBOR plus 6.5% (with aLIBOR floor of 3%). Asof December 31, 2003, we had
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outstanding $298 million under the term loan at an interest rate of 9.5% and $65 million
under the letter of credit facility. In addition, we had issued $27 million in letters of
credit under the facility.

The DIP Financing is guaranteed by UAL and United and all filing subsidiaries and
is secured by first priority liens on all unencumbered present and future assets and by
junior liens on al other assets, other than certain specified assets, including assets which
are subject to financing agreements that are entitled to the benefits of Section 1110 to the
extent such financing agreements prohibit such junior liens. In addition, the Bank One
Facility is secured by cash collateral collected under the Co-Branded Credit Card
Agreement between Bank One and the Company.

The terms of the DIP Financing include covenants that require us to satisfy ongoing
monthly financial requirements as determined by EBITDAR (earnings before interest,
income taxes, depreciation, amortization and aircraft rents) and covenants that limit,
among other things, our ability to borrow additional money, make capital expenditures
and make additional corporate investments. In addition, we are required to maintain a
minimum unrestricted cash balance, excluding escrowed amounts, of $300 million. We
have met, and continue to meet, each of these covenants throughout the course of the
bankruptcy proceedings.

Under the Club Facility, borrowing availability is determined by aformula based on
apercentage of eligible assets. The eligible assets consist of certain previously
unencumbered aircraft, spare engines, spare parts inventory, certain flight simulators and
quick engine change kits. The underlying value of such assets may fluctuate periodically
due to prevailing market conditions and fluctuations in value may have an impact on the
borrowing availability under the Club Facility. Availability may be further limited by
additional reserves imposed by the banks in their commercially reasonable discretion.

(2) Summary of Significant Accounting Policies

(a) Basisof Presentation — UAL is aholding company whose principal subsidiary
isUnited. The consolidated financial statements include the accounts of UAL and all of
our majority-owned affiliates. We sometimes collectively refer to UAL Corporation,
together with our consolidated subsidiaries, as “we,” “UAL” or the “Company.” All
significant intercompany transactions are eliminated.

(b) Use of Estimates — The preparation of financial statements in conformity with
generally accepted accounting principles requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

(c) Airline Revenues— We record passenger fares and cargo revenues as operating
revenues when the transportation is provided. The value of unused passenger ticketsis
included in current liabilities as advance ticket sales. We periodically evaluate the
balance in advance ticket sales and record any adjustments in the period the evaluation is



completed. In addition, we have code-sharing agreements with other airlines under
which a carrier’ s flights can be marketed under the two- letter airline designator code of
another carrier. Revenues earned under these arrangements are allocated between the
code share partners based on existing contractual agreements and airline industry
standard pro-ration formulas and are recognized as passenger revenue when the
transportation is provided.

(d) Cash and Cash Equivalents and Short-Term | nvestments— Cash in excess of
operating requirements is invested in short-term, highly liquid, income-producing
investmerts. Investments with a maturity of three months or less on their acquisition date
are classified as cash and cash equivalents. Other investments are classified as short-term
investments.

At December 31, 2003 and 2002, we had $140 million and $402 million,
respectively, of investments in debt securities that were classified as available-for-sale,
and $1.5 billion and $714 million, respectively, that were classified as held-to- maturity.
Investments in debt securities classified as available-for-sale are stated at fair value,
based on the quoted market prices for the securities, which does not differ significantly
from their cost basis. Investments classified as held-to- maturity are stated at cost, which
approximates market due to their short-term maturities. The gains or losses from sales of
available-for-sale securities are included in interest income for each respective year.

We had $679 million and $578 million in restricted cash (short- and long-term) at
December 31, 2003 and 2002, respectively, representing security for worker
compensation obligations, security deposits for airport leases and reserves with
institutions that process our sales.

(e) Aircraft Fuel, Spare Parts and Supplies— Aircraft fuel and maintenance and
operating supplies are stated at average cost. Flight equipment spare parts are stated at
average cost less an obsolescence allowance.

(f) Operating Property and Equipment — Owned operating property and equipment
are stated at cost. Property under capital leases, and the related obligation for future lease
payments, is recorded at an amount equal to the initial present value of those lease
payments.

Depreciation and amortization of owned depreciable assets is based on the straight-
line method over their estimated service lives. Leasehold improvements are amortized
over the remaining period of the lease or the estimated service life of the related asset,
whichever isless. Aircraft are depreciated to estimated salvage values, generaly over
lives of 25 to 30 years; buildings are depreciated over lives of 25 to 45 years; and other
property and equipment are depreciated over lives of 3 to 15 years.

Properties under capital leases are amortized on the straight-line method over the life
of the lease or, in the case of certain aircraft, over their estimated service lives. Lease
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terms are 10 to 22 years for aircraft and 29 years for buildings. Amortization of capital
leases is included in depreciation and amortization expense.

Maintenance and repairs, including the cost of minor replacements, are charged to
mai ntenance expense accounts as incurred. Costs of additions to and renewals of units of
property are charged to property and equipment accounts.

(9) Mileage Plus Awards — We accrue the estimated incremental cost of providing
free travel awards earned under our Mileage Plus frequent flyer program when such
award levels are reached. United sells mileage credits to participating airline partners in
the Mileage Plus program and UAL Loyalty Services (“ULS"), one of our wholly owned
subsidiaries, sells mileage credits to nontairline business partners.

A portion of revenue from the sale of mileage credits is deferred and recognized as
passenger revenue when the transportation is provided.

(h) Deferred Gains— Gains on aircraft sale and leaseback transactions are deferred
and amortized over the lives of the leases as a reduction of rental expense.

(i) United Express— United has marketing agreements under which independent
regional carriers, flying under the United Express (“UAX”) brand, operate lower-density
routes, usually connected to a United hub. These operations provide significant feed
traffic into United mainline flights. During the third quarter of 2003, we reached
agreements with several UAX carriers, including Air Wisconsin, Mesa Air Group,
SkyWest and Trans States to operate select portions of our United Express service.

Historically, we have paid these carriers on a fee-per-departure basis and included
the revenues derived from them in passenger revenue, net of these expenses. However,
our revised agreements with these UAX carriers change the previous fee-per-departure
arrangement to a fixed rate and capital reimbursement arrangement. Thus, in accordance
with Emerging Issues Task Force No. 01-08, “Determining Whether an Arrangement
Containsa Lease” (“EITF 01-08"), we have concluded that the revised agreements are
leases as the agreements:

1) identify “right of use” of a specific type and number of aircraft over a stated
period of time; and

2) give United the right to set the pricing, schedules and routes of aircraft
specified in the agreements, as well asto direct the carriers’ operating policies
and procedures.

EITF 01-08 was effective for new arrangements or arrangements modified after the
beginning of the third quarter of 2003. Accordingly, based on the terms of the new
agreements, we began recording revenues and expenses related to these UAX carriers at
gross, rather than net, in the third quarter of 2003. Because we have been unsuccessful in
negotiating a comparable, market-based arrangement with Atlantic Coast Airlines



(“ACA"), we continue to include the revenues and expenses related to ACA net in
passenger revenues.

Amounts included in passenger revenues for 2003, 2002 and 2001 (which represent
only the ACA relationship in the third and fourth quarters of 2003 and all UAX carriers
in prior periods) were as follows:

(In millions) Y ear Ended December 31
2003 2002 2001
United Express revenues $ 1,021 $ 1,281 $ 1,039
United Express expenses (1,204) (1,536) (1.258)
Net amount in passenger revenues $_(183) $_(255) $_(219)

Additionally, the contractual paymentsto UAX carriers include payments for
aircraft and as a result, we consider these aircraft to be effectively leased by UAL.
Accordingly, the payments for these aircraft are included in our lease obligations as
described in Note 11, “L ease Obligations.”

We also have call options on 148 regional jets owned or leased by these carriers.
The call option isintended to alow United to secure control over regional jets used for
United Express flying in the event a United Express agreement is terminated ard are
exercisable only if United maintains a specified credit rating and the United Express
carrier fails to meet required operating and/or financial performance levels for a specified
period of time. None of the call options are exercisable at thistime.

() Advertising — Advertising costs, which are included in other operating expenses,
are expensed asincurred. Advertising expense was $190 million, $169 million and $217
million for the years ended December 31, 2003, 2002 and 2001, respectively.

(K) Intangibles — Intangibles consist primarily of route acquisition costs and
intangible pension assets (see Note 16, “ Retirement and Postretirement Plans”).

Effective January 1, 2002, we adopted SFAS No. 142, “ Goodwill and Other
Intangible Assets’ (“SFAS No. 142"). Asaresult, we discontinued approximately $12
million in annual amortization expense on route acquisition costs, which are indefinite
lived intangible assets. SFAS No. 142 also requires companies to test intangibles for
impairment on an annual basis or on an interim basis when a triggering event occurs. At
December 31, 2003, we performed an evaluation of our intangibles and determined that
the fair value remained in excess of the book value.

The following information relates to our intangibles at December 31, 2003 and
2002:
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(In millions) 2003 2002
GrossCarrying  Accumulated Gross Carrying Accumulated

Amount Amortization Amount Amortization
Amortized intangible assets
Airport Slots and Gates $ 184 $ 167 $ 184 $ 166
Other _5 _ 23 _ a7 _ 14
$.235 $.190 $. 231 $_180
Unamortized intangible assets
Routes $ 344 $ 344
Goodwill _ 17 _ 17
$ 361 $_361

Gates are amortized on a straight- line basis over the life of the related leases. Other
intangibles are amortized over periods of 3 to 10 years. Total amortization expense
recognized was $8 million in 2003 and $12 million in 2002. We expect to record
amortization experse of $7 million in each of 2004, 2005 and 2006, and $4 million in
each of 2007 and 2008.

Route authorities are rights granted by governments to operate flights to and from a
particular country. These authorities are very specific and limited, fixed in nature and are
rarely available in the marketplace. Accordingly, route authorities are highly valued and
sought after assets by all airlines. During 2003, we obtained third-party appraisals of our
route authorities which concluded that the market value of these assets continues to be
considerably in excess of the book value.

Slots and gates, like routes, are highly valued assets that do not frequently come
into the marketplace. We believe that the market value continues to be in excess of the
recorded book value.

Goodwill primarily relatesto UAL Loyalty Services (“ULS’) acquisition of
MyPoints.com, which occurred in July 2001 and is based on the final purchase price
alocation. We believe that the cash flows of ULS s operation, as reflected in Note 19,
“Segment Information” are sufficient to support the value of these intangibles and
goodwill.

() Measurement of I mpairments— We recognize an impairment charge when an
asset’s carrying value exceeds its net undiscounted future cash flows and its fair market
value. The amount of the charge is the difference between the asset’ s carrying value and
fair market value.

(m) Stock Option Accounting — At December 31, 2003, we had certain stock-based
employee compensation plans, as described in Note 15, “ Stock Options and Awards.”
We account for these plans under Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” and related Interpretations. No stock-based
employee compensation cost for stock options is reflected in our financial statements, as
all options granted under the plans had an exercise price equal to the market value of the
underlying common stock on the date of grant.
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If compensation cost for stock-based employee compensation plans had been
determined using the fair value recognition provisions of SFAS No. 123, “Accounting for
Stock-Based Compensation,” we would have reported our net loss and loss per share as
the pro forma amounts indicated below:

(In millions, except per share) Y ear Ended December 31
2003 2002 2001
Net loss, as reported $(2,808) $(3,212) $(2,145)
Less: Total compensation expense determined under
fair value method, net of tax in 2001 (14) (28) (16)

$2.822) $(3.240) $(2.161)

Net loss per share:
Basic and Diluted - Asreported $(27.36) $(53.55) $(40.04)
Basis and Diluted - Pro forma $(27.50) $(54.01) $(40.34)

(n) New Accounting Pronouncements — In January 2003, the Financial Accounting
Standards Board (“FASB”) issued Interpretation 46, “ Consolidation of Variable Interest
Entities” (“FIN 46”), which requires the “primary beneficiary” of a Variable Interest
Entity (“VIE”) to:

1) include the VIE s assets, liabilities ad operating results in its consolidated
financia statements;

2) disclose information about the VIE' s assets and liabilities, and the nature,
purpose and activities of consolidated VIEs in its financial statements; and

3) disclose information about the nature, purpose and activities for
unconsolidated VIEs in which a company holds a significant variable interest.

FIN 46 is effective immediately for any interests acquired after January 31, 2003
and effective beginning in the third quarter of 2003 for al definite VIEs acquired before
February 1, 2003. In December 2003, the FASB issued Interpretation 46R,
“Consolidation of Variable Interest Entities” (revised December 2003), (“FIN 46R”)
which further clarified the provisions of FIN 46 and delayed the effective date for
applying the provisions of FIN 46 until the end of the first quarter of 2004 for interests
held by public entitiesin VIEs or potential VIES created before February 1, 2003.

We have reviewed the capacity purchase agreements entered into after February 1,
2003 with United Express regional carriers and determined the agreements fall under the
purview of FIN 46. However, we have determined that we are not the “primary
beneficiary” of these agreements and therefore have not consolidated the entities in our
financial statements. We are still evaluating the impact of FIN 46 on our financial
statements for VIEs or potential VIES created before February 1, 2003.

We have identified the following as potential VIEs (created before February 1,
2003), but are still evaluating the legal structure, operational results and the cash flow of
each to determine if we are the primary beneficiary:



Airport operating leases where UAL guarantees the underlying municipal or
governmental debt held by public bondholders, where no one public bondholder
owns more than 50% of the debt and the lessor is atrust established specificaly to
finance and lease the facilities.

Fuel facilities where UAL guarantees the majority of the underlying debt and
UAL consumes over 50% of the fuel facility capacity.

Capacity purchase arrangements with certain regional airlines that specify limits
on the regional carrier’ s operating margin and where over 50% of the regional
carrier’s capacity directly benefits United.

For additional details on these potential VIEs, see Note 17, “Commitments,
Contingent Liabilities and Uncertainties.”

(3) Special Charges

2003 —

Aircraft Impairment. Asaresult of our review of our operating fleet as part of our
overall restructuring, we decided to accelerate the retirement of our B767-200 aircraft
from 2008 to 2005. Therefore, in accordance with SFAS No. 144, we reviewed the fleet
for impairment and wrote down the aircraft to their fair market values, as estimated using
third party appraisals, resulting in an impairment charge of $26 million in the third
quarter of 2003.

Aircraft Write-down. During the third quarter of 2003, we also incurred a $25
million charge in non-operating expense for the write-down of certain non-operating
B767 aircraft.

Curtailment Charge. Due to the ratification of new labor contracts for our major
employee groups, and resulting lower wage and benefit levels, and significant levels of
employee attrition (both voluntary and involuntary) we recorded a curtailment charge of
$152 million in the second quarter of 2003.

Air Canada. On April 1, 2003, Air Canadafiled for protection under the
Companies Creditors Arrangement Act (“CCAA”) of the Canada Business Corporation
Act. During 2003, we recorded a nortoperating specia charge of $226 million in
connection with Air Canada's CCAA filing. The charge included $46 million for the
impairment of our investment in Air Canada preferred stock, $91 million to record a
liability resulting from our guarantee of Air Canada debt, and $89 million for the write-
off of our equity interest in three Airbus A330 aircraft leased to Air Canada. We
consider the liability for the guarantee to be a pre-petition obligation and accordingly,
have classified them in liabilities subject to compromise.

Government Compensation. On April 16, 2003, the Emergency Wartime
Supplemental Appropriations Act (“Wartime Act”) was signed into law. The legidation
includes approximately $3 billion of direct compensation for U.S. airlines. Of the total,
$2.4 billion compensates air carriers for lost revenues and costs related to aviation



security (including $100 million for reinforcing cockpit doors). In addition, passenger
and air carrier security fees were suspended from June 1 through September 30, 2003 and
government-provided war risk insurance was extended for one year to August 2004.

In addition, the Wartime Act requires that the total compensation of the two most
highly compensated executives of certain airlines (including United) be limited, during
the period between April 1, 2003 and April 1, 2004, to the salary they were paid in 2002.
We have executed a contract with the government agreeing to comply with these limits.
Any violation of this provision will require us to repay the government the amount of
compensation we received for airline security fees described above. We do not anticipate
any difficulties in complying with this provision and believe the likelihood of repaying
the government is remote. In May 2003, we received approximately $300 millionin
compensation under the Wartime Act and in September 2003, we received an additional
$14 million for cockpit door reinforcement.

2002 —

Avolar. On March 22, 2002, we announced the orderly shutdown of our wholly
owned subsidiary Avolar, which was formed in early 2001 to operate and sell fractional
ownership interests in premium business aircraft. In connection with Avolar’s closing,
we recorded a special charge of $82 million in the first quarter 2002 which included
aircraft deposits and termination fees ($55 million), operating-related expenses ($18
million), severance-related costs ($7 million) and other costs ($2 million).

In accordance with EITF No. 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity,” we identified those charges
that should be recognized at the time management had committed to an exit plan. The
resulting specia charge included current period and future estimated liabilities incurred
that would not produce any future economic benefits.

Specifically, the current period expenses included in the charge were related to
obligations incurred prior to the commitment date, including costs for promotional
flights, consultant fees for the development of computer systems, advertising in
anticipation of operations and other miscellaneous expenses.

Severance. During the fourth quarter of 2002, we announced the closing of three
reservation centers, a maintenance line and four international stations and the conversion
of five stations to United Express service, which resulted in the furloughing of a number
of employees. Additionally, in connection with our plan to decrease the airline' s flying
schedule, as well as overall cost-saving measures, we announced a reduction in
employment levels effective January and February 2003. As aresult of the announced
furloughs, we recorded a special charge of $67 million in the fourth quarter of 2002 for
severance-related charges.

2001 -
Related to September 11. During the third quarter of 2001, we recorded a special
charge of $1.3 hillion in operating expense and $49 million in non-operating expense for



amounts relating to the September 11 terrorist attacks and the resulting impact on the
Company’ s schedule and operations.

The special charge in operating expense was made up of the following:

(In millions) Amount
Special charges:
Aircraft groundings and impairment $ 788
Reductionin force 217
Early termination fees 181
Discontinued capital projects 107
Miscellaneous 19
Total operating special charges $1312

After the September 11 terrorist attacks, we grounded the B727-200 and B737-
200 fleets and recorded a charge of $271 million, reflecting the write-down of the fleets
to fair value.

Due to the changes made in United’ s operations, we reviewed the fleet for
impairment in accordance with SFAS No. 121, as amended by SFAS No. 144,
Management determined that the estimated net undiscounted future cash flows
generated by the B737-500 and B747-400 fleets would be less than their carrying value.
Management estimated the undiscounted future cash flows with models used by the
Company in making fleet and scheduling decisions. These models utilized our
projections of passenger yield, fuel costs, labor costs and other relevant factors for the
markets where these aircraft will operate. The aircraft in eachof these fleets were
written down to their fair market values, as estimated by management using published
sources, third-party appraisals and bids received from third parties. Accordingly, the
special charge includes an impairment charge of $517 million for these aircraft fleets
resulting from the anticipated decrease in future cash flows.

Also as aresult of the terrorist attacks, we furloughed approximately 20,000
employees across all work groups (pilots, flight attendants, mechanics, ramp service,
customer service and management and salaried employees). In connection with the
furloughs, we accrued severance costs of approximately $217 million, including a one-
time curtailment charge relating to the accelerated recognition of unrecognized prior
service costs for certain of the Company’ s pension plans.

As adirect result of September 11, management made the decision to terminate all
funding and labor resources for numerous capitalized projects that were in-process prior
to September 11 and which did not provide any immediate economic or long-term safety
benefits to customers or the airline. Therefore the specia charge includes $107 million to
write-off amounts previously expended on these cancelled capital projects. The projects
and related amounts capitalized that were discontinued following September 11 included
computer system development costs ($48 million), aircraft improvements ($33 million),
airport facility improvements ($21 million) and other miscellaneous projects ($5 million).



After announcing the furlough and the freeze on all capital expenditures, we
determined that we were unlikely to meet certain commitments or provisions of certain
executory contracts with third parties. The executory contracts are related to agreements
with state and local governments ($157 million), aircraft improvements ($11 million) and
facilities and other ($13 million).

Additionally, we recorded a non-operating special charge of $49 million related to
certain non-operating aircraft that were leased to others. The fair value of these aircraft
was significantly impacted by the events of September 11.

As part of the Air Transportation Safety and System Stabilization Act of 2001 (the
“Act”) enacted in response to the events of September 11, 2001, the federal government
made $5.0 billion in federal grants available to the airline industry. We received atotal
of $782 million in grants under the Act, of which $652 million was received in 2001
and $130 million in 2002. These amounts represent our total allocation of grant money
under the Act.

Following is areconciliation of activity related to the accruals for the reduction in
force and early termination fees:

(In millions) Reductionin force Early termination fees
Balance at December 31, 2001 $ 87 $ 171
Accruals 67 39
Payments (43) (48)
Reversal of overaccruals (44 _ -
Balance at December 31, 2002 $ 67 $162
Accruas 59 -
Payments (81)
Reversal of overaccruals _(40) -
Balance at December 31, 2003 $ 5 $162

USAirwaysMerger. During the second quarter of 2001, we recognized a specia
charge of $116 million for incremental direct costs incurred related to the potential
acquisition of US Airways Group, Inc. that was ultimately terminated. 1n addition to a
$50 million termination fee, we incurred costs of $29 million related to integration
project management, $16 million in legal fees and $21 million in other professional fees
that were written off.

(4) Per Share Amounts

Basic loss per share amounts were computed by dividing net loss before the
cumulative effect of an accounting change by the weighted-average number of shares of
common stock outstanding during the year.
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L oss Attributable to Common Stockholders (in millions) 2003

Net loss before cumulative effect of accounting change $(2,808)
Preferred stock dividend requirements (10)
L oss attributable to common stockholders $2.818)
Shares (in millions)
Weighted average shares outstanding 103.0
L oss Per Share (before cumulative effect of accounting change) $(27.36)

2002 2001
$(3,212)  $(2,137)
(10) (10)
$3.222) 92147
60.2 53.8
$(53.55)  $(39.90)

At December 31, 2003, 2002 and 2001, stock options to purchase approximately 11
million, 13 million and 11 million shares of common stock, respectively, were
outstanding but were not included in the computation of earnings per share because the
exercise price of the options was greater than the average market price of the common
shares and therefore, the effect would have been antidilutive. In addition, approximately
6 million, 34 million and 61 million shares of convertible ESOP preferred stock were not
included in the computation as the result would also have been antidilutive.

(5) Compr ehensive | ncome

Accumulated other comprehensive income (loss) is made up of the following (net
of taxes in 2001):

Unrealized Unrealized Minimum
(In millions) Gain/(Loss) L osseson Pension
on Investments Derivatives Liability Total

Balance at December 31, 2000 $ 159 $ - $ () $ 152

Current year net change (116 _(46 (265) (427)
Balance at December 31, 2001 $ 43 $ (46) $ (272) $ (275)

Current year net change _(40 _ 16 (2,364) (2,388)
Balance at December 31, 2002 $ 3 $ (30) $(2,636) $(2,663)

Current year net change _ (2 _ 7 (630) (625)
Balance at December 31, 2003 $ 1 $ (23) $(3.266) $(3.288)

The tax effect of those items included in other comprehensive income in 2001 was
as follows:

Y ear Ended December 31

(In millions) 2001
Tax Net of
PreTax Effect Tax
Unrealized holding gains (losses) on
investments arising during period $ 79 $(29) $ 50
Less: reclassification adjustment
for gainsincluded in net income _261 (95) 166
Net unrealized holding gains (losses) (182 66 (116)
Net unrealized gains (losses) on derivatives (72) 26 (46)
Minimum pension liability (418 153 (265
Total other comprehensive income $.672) $245 $(427)

Unrealized gains (losses) on securities primarily represent gains (losses) on the
Company’s various investments as discussed in Note 8, “Investments.”



(6) Other Income (Expense) - Miscellaneous

Other income (expense) - “Miscellaneous, net” includes $4 million, $13 million and
$21 million of foreign exchange losses in 2003, 2002 and 2001, respectively.

(7) Income T axes

In 2003, UAL incurred both aregular and an aternative minimum tax (“AMT")
loss. The primary differences between our regular tax lossand AMT loss are the
depreciation adjustments and preferences.

In assessing the redlizability of our deferred tax assets, management considers
whether it is more likely than not that some portion of the deferred tax asset will be
realized. During 2002 and 2003, we recorded a valuation allowance against our deferred
tax assets.

The provision (credit) for income taxes is summarized as follows:

(In millions) 2003 2002 2001

Current -

Federal $ - $ (669) $ (82

State - 4 -
- (665) (82)

Deferred -

Federal - 755 (1,048)

State - (90) (96)
- 665 (1.144)
- - $(1.226)

The significant components of the deferred income tax provision (credit) are as
follows:

(In millions) 2003 2002 2001
Deferred tax provision (exclusive of the
other components listed below) $ (1,017) $ (495) $(1,150)
Increase in the valuation allowance
for deferred tax assets 1,017 1,160 6
$ $ 665 $(1,144)

The income tax provision differed from amounts computed at the statutory federal
income tax rate, as follows:

(In millions) 2003 2002 2001
Income tax provision at statutory rate $ (983) $(1,124) $(1,175)
State income taxes, net of federal income
tax benefit (48) (56) (62
ESOP dividends - - (17)
Nondeductible employee meals 10 13 18
Valuation allowance 1,017 1,160 6
Other, net 4 7 4
- - $(1.226)



Temporary differences and carryforwards that give rise to a significant portion of
deferred tax assets and liabilities for 2003 and 2002 are as follows:

(In millions) 2003 2002
Deferred Tax Deferred Tax Deferred Tax Deferred Tax
Assets Liabilities Assets Liabilities
Employee benefits, including
postretirement medical and ESOP $ 1,918 $ 33 $ 1,753 $ 29
Depreciation, capitalized interest
and transfers of tax benefits - 3,928 - 3,733
Federal and state net operating loss
carryforwards 1,917 - 1,627
Mileage Plus deferred revenue 205 - 196
Gains on sale and |easebacks 220 - 247
Rent expense 735 - 468
AMT credit carryforwards 294 - 294
Restructuring charges 450 - 71 -
Other 1,099 957 1,055 1,032
Less: Valuation allowance (2,183 - (1.166) -
$_4,655 $4.918 $.4.545 $. 4,794

At December 31, 2003, UAL and its subsidiaries had $294 million of federal AMT
credits and $1.9 billion of federal and state tax benefits resulting from $5.0 billion of net
operating losses which may be carried forward to reduce the tax liabilities of future years.
Federal tax benefits of $0.2 billion expire in 2022, $1.2 hillion expire in 2023 and $0.3
billion expire in 2024.

We have determined that it is more likely than not that our net deferred tax asset at
December 31, 2003, will be realized through the reversals of existing deferred tax credits.

(8) Investments

At December 31, 2000, United owned 15,940,000 shares (18%) in Galileo, aleading
provider of electronic global distribution services for the travel industry. On October 1,
2001, Cendant Corporation (“Cendant”) acquired all of the outstanding common stock of
Galileo for acombination of stock and cash. Asaresult, we tendered all of our sharesin
Galileo for net proceeds of $65 million and 21 million sharesin Cendant. We
subsequently sold 14 million shares of Cendant common stock for net proceeds of $194
million in the fourth quarter of 2001. These transactions resulted in a gain of $261
million in 2001. In January 2002, we sold our remaining investment in Cendant for net
proceeds of $137 million, resulting in a gain of $46 million.

At December 31, 2002, we owned approximately 14% of Hotwire, aleading
discount travel website, through a combination of stocks and warrants. On November 5,
2003, IAC/InterActive Corp acquired all of the outstanding common stock of Hotwire for
cash and the assumption of outstanding options and warrants. As aresult, we tendered all
of our shares, including options and warrants, in Hotwire for $85 million in cash,
resulting in a gain of $81 million.
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We also owned approximately 26% of Orbitz, an | nternet travel web site. In
December 2003, Orbitz completed an initial public offering (*1PO”) of its stock, which
resulted in a reduction of our ownership percentage. As aresult, we recognized a gain of
$23 million in accordance with Staff Accounting Bulletin No. 51. In addition, we sold a
portion of our investment in Orbitz for cash proceeds of $65 million and recognized a
gain of $54 million. At December 31, 2003, our ownership percentage in Orbitz was
approximately 17%, and we continue to account for this investment using the equity
method. The market value of our investment in Orbitz was $157 million at December 31,
2003.

(9) Liabilities Subject to Compromise

Liabilities subject to compromise refers to liabilities that will be accounted for
under a plan of reorganization, including claims incurred prior to the Petition Date.
These amounts result from known or potential claims to be resolved through the Chapter
11 process and such claims remain subject to future adjustments. Adjustments may result
from negotiations, actions of the Bankruptcy Court, rejection of executory contracts and
unexpired leases, the determination as to the value of any collateral securing claims,
proofs of claim or other events. To date, such adjustments, as reflected in reorganization
expense, have been material and we anticipate that future adjustments will be material as
well. Settlement of these amounts will be established through the plan of reorganization.

At December 31, we had liabilities subject to compromise consisting of the
following:

(In millions) 2003 2002

Long-term debt, including accrued interest $ 7,695 $ 8,428
Aircraft-related accruals and deferred gains 3,235 2,306
Capital lease obligations, including accrued interest 1,989 2,195
Accounts payable 301 332
Other 744 572

$.13,064 $13.833

(10) Long-Term Debt

As of December 31, 2003 and 2002, our long-term debt consisted only of the DIP
Financing, which is described more fully in Note 1, “Voluntary Reorganization Under
Chapter 11.” All of the DIP Financing is classified as current as of December 31, 2003.

All of our pre-petition debt is in default due to the Chapter 11 filing. In genera, we
are not permitted to make payments on pre-petition debt while in Chapter 11; however, to
the extent we have reached agreements with certain financiers on specific aircraft
governed by Section 1110 of the Bankruptcy Code, we have continued to make payments
on the secured notes financing the aircraft with approval of the Bankruptcy Court. In
addition, we have rejected certain aircraft that were originaly financed under secured
notes and have written off $407 million in principal amount of these notes. Our pre-
petition debt, which is included in liabilities subject to compromise, consisted of the
following as of December 31.:
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December 31

(In millions) 2003 2002
Secured notes, 2.03% to 9.52%, averaging

5.83%, due through 2014 $ 6,388 $ 7,050
Debentures, 9.00% to 11.21%, averaging

9.89%, due through 2021 646 646
Special facility bonds, 5.63% to 6.38%,

averaging 5.90%, due through 2035 493 493
Preferred securities of trust, 13.25%, due 2026 97 97

$ 7,624 $_8,286

During 2002, we refinanced approximately $525 million in interim financing
through a $775 million private debt financing that refinanced certain aircraft. We also
arranged long-term financing for approximately $314 million in debt that had been placed
in interim financing facilities and refinanced $238 million in long-term debt through a
sde- leaseback transaction.

At December 31, 2003, we had recorded $493 million in special facilities revenue
bonds to finance the acquisitionand construction of certain facilities at Los Angeles, San
Francisco, Miami and Chicago. We guarantee the payment of these bonds under various
payment and loan agreements. The bond proceeds are restricted to expenditures on the
facilities and unspent amounts are classified as other assets in the Statements of
Consolidated Financial Position

As aresult of reaching agreements for specific aircraft under Section 1110, we
currently anticipate making the following principal payments under long-term debt
agreements (including the DIP Financing) in each of the next five years. 2004 - $761
million; 2005 - $114 million; 2006 - $120 million; 2007 - $125 million and 2008 - $167
million. However, because the agreements are subject to change until such time as we
emerge from bankruptcy, these expected payment amounts are also subject to change.

Various assets, principaly aircraft, having an aggregate book value of $9.9 billion at
December 31, 2003, were pledged as security under various loan agreements.

The carrying amount of our borrowings under the DIP Financing approximates the
fair value. The fair value of our debt included in liabilities subject to compromise cannot
be reasonably estimated at December 31, 2003.

In December 1996, UAL Corporation Capital Trust | (the “ Trust”) issued $75
million of its 13 ¥®6 Trust Originated Preferred Securities (“TOPrS’) in exchange for
2,999,304 depositary shares, each representing 1/1000 of one share of Series B 12 Y26
preferred stock (see Note 12, “ Serial Preferred Stock™). At the same time, we issued to
the Trust $77 million principal amount of 13 ¥#6 Junior Subordinated Debentures (the
“Debentures’) due 2026. The Debentures are and will be the sole assets of the Trust.
The interest ard other payment dates on the Debentures correspond to the distribution
and other payment dates on the TOPrS. Upon maturity or redemption of the Debentures,
the TOPrS will be mandatorily redeemed. We have the option to redeem the Debentures,
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in whole or in part, on or after July 12, 2004, at a redemption price equal to 100% of the
principal amount to be redeemed, plus accrued and unpaid interest to the redemption
date. Upon the repayment of the Debentures, the proceeds will be applied to redeem the
TOPrS.

Thereisafull and unconditional guarantee by UAL of the Trust’s obligations under
the securities issued by the Trust. However, the Company’ s obligations are subordinate
and junior in right of payment to certain other of its indebtedness. We have the right to
defer payments of interest on the Debentures by extending the interest payment period, at
any time, for up to 20 consecutive quarters. If interest payments on the Debentures are
deferred, distributions on the TOPrS will also be deferred. During any deferral,
distributions will continue to accrue with interest thereon. In addition, during any such
deferral, we may not declare or pay any dividend or other distribution on, or redeem or
purchase, any of our capital stock.

Under FIN 46, the Trust is considered a variable interest entity because we have a
limited ability to make decisions about its activities, however, we are not considered the
primary beneficiary of the Trust. These securities were previously reported on our
Statemerts of Consolidated Financial Positionas Company-Obligated Mandatorily
Redeemable Preferred Securities of a Subsidiary Trust. Asrequired under FIN 46, we
have deconsolidated the Trust from our financial statements and now report the
Debentures as long-term debt included in liabilities subject to compromise.

(11) L ease Obligations

UAL leases aircraft, 