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Continental Airlines, Inc. (the "Company" or "Continental") is a
major United States air carrier engaged in the business of
transporting passengers, cargo and mail. Continental is the fifth
largest United States airline (as measured by 1997 revenue
passenger miles) and, together with its wholly owned subsidiaries,
Continental Express, Inc. ("Express'") and Continental Micronesia,
Inc. ("CMI"), each a Delaware corporation, serves 191 airports
worldwide. As of March 1, 1998, Continental flies to 125 domestic
and 66 international destinations and offers additional connecting
service through alliances with domestic and foreign carriers.
Continental directly serves 10 European cities and is one of the
leading airlines providing service to Mexico and Central America,
serving more destinations there than any other United States
airline. Continental currently flies to seven cities in South
America. Through its Guam hub, CMI provides extensive service in
the western Pacific, including service to more Japanese cities than
any other United States carrier.

As used in this Form 10-K, the terms "Continental" and "Company"
refer to Continental Airlines, Inc. and its subsidiaries, unless
the context indicates otherwise. This Form 10-K may contain
forward-looking statements. 1In connection therewith, please see
the cautionary statements contained in Item 1. "Business - Risk
Factors Relating to the Company" and "Business - Risk Factors
Relating to the Airline Industry" which identify important factors
that could cause actual results to differ materially from those in
the forward-looking statements.

Continental/Northwest Alliance and Related Agreements

On January 26, 1998, the Company announced that, in connection with
an agreement by Air Partners, L.P. ("Air Partners") to dispose of
its interest in the Company to an affiliate of Northwest Airlines,
Inc. ("Northwest"), the Company had entered into a long-term global
alliance with Northwest ("Northwest Alliance") involving schedule
coordination, frequent flyer reciprocity, executive lounge access,
airport facility coordination, code-sharing, the formation of a
joint venture among the two carriers and KLM Royal Dutch Airlines
("KLM") with respect to their trans-Atlantic services, cooperation
regarding other alliance partners of the two carriers and regional
alliance development, certain coordinated sales programs, preferred
reservations displays and other activities.

The Northwest Alliance is expected to be phased in over a multi-
year period. A significant portion of the alliance activities will
commence promptly. Code-sharing will commence, subject to
governmental approvals, with the Company initially placing its
designator code on all of Northwest's international flights (other
than its trans-Atlantic flights) and those Northwest domestic
flights which create international connecting itineraries to and
from Latin America. Thereafter, subject to governmental approval
and approval by Northwest's pilots under their collective
bargaining agreement, (i) Northwest and the Company anticipate
entering into a joint venture among themselves and KLM with respect
to their respective trans-Atlantic flights, (ii) Northwest
anticipates placing its designator code on substantially all of the
Company's other international flights, and (iii) Northwest and the
Company each anticipate placing their respective designator codes
on substantially all of the other carrier's domestic flights.

The Company estimates that the alliance, when fully phased in over
a three-year period, will generate in excess of $500 million in
additional annual pre-tax operating income for the carriers, and
anticipates that approximately 45% of such pre-tax operating income
will accrue to the Company. The Company believes that a
significant portion of the alliance synergies allocable to the
Company can be achieved even without the activities which are
subject to approval of Northwest's pilots.

The Company also announced on January 26, 1998 that Air Partners,
the holder of approximately 14% of the Company's equity and
approximately 51% of its voting power (after giving effect to the
exercise of warrants), had entered into an agreement to dispose of
its interest in the Company to an affiliate of Northwest (the "Air
Partners Transaction"). The Air Partners Transaction is subject
to, among other matters, governmental approval and expiration of
applicable waiting periods under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976. The agreement also extends to an
affiliate of Air Partners a right of first offer to purchase
certain shares of Class A common stock of the Company to be
acquired by Northwest or its affiliates if such entities intend to



dispose of those securities prior to the fifth anniversary of the
closing of the Air Partners Transaction.

In connection with the Air Partners Transaction, the Company
entered into a corporate governance agreement with certain
affiliates of Northwest (the "Northwest Parties") designed to
assure the independence of the Company's board and management
during the six-year term of the governance agreement. Under the
corporate governance agreement, as amended, the Northwest Parties
have agreed not to beneficially own voting securities of the
Company in excess of 50.1% of the fully diluted voting power of the
Company's voting securities, subject to certain exceptions
involving third-party acquisitions or tender offers for 15% or more
of the voting power of the Company's voting securities and a
limited exception permitting a one-time ownership of approximately
50.4% of the fully diluted voting power. The Northwest Parties
have agreed to deposit all voting securities of the Company
beneficially owned by them in a voting trust with an independent
voting trustee requiring that such securities be voted (i) on all
matters other than the election of directors, either as recommended
by the Company's board of directors (a majority of whom must be
independent directors as defined in the agreement) or in the same
proportion as the votes cast by other holders of voting securities,
and (ii) in the election of directors, for the election of
independent directors nominated by the board of directors;
provided, that in the event of a merger or similar business
combination or a recapitalization, liquidation or similar
transaction, a sale of all or substantially all of the Company's
assets, or an issuance of voting securities which would represent
more than 20% of the voting power of the Company prior to issuance,
or any amendment of the Company's charter or by-laws that would
materially and adversely affect Northwest, the shares may be voted
as directed by the Northwest Party owning such shares, and if a
third party is soliciting proxies in connection with an election of
directors, the shares may be voted at the option of such Northwest
Party either as recommended by the Company's board of directors or
in the same proportion as the votes cast by the other holders of
voting securities.

The Northwest Parties have also agreed to certain restrictions on
the transfer of voting securities owned by them, have agreed not to
seek to affect or influence the Company's board of directors or the
control of the management of the Company or the business,
operations, affairs, financial matters or policies of the Company
or to take certain other actions, and have agreed to take all
actions as are necessary to cause independent directors to at all
times constitute at least a majority of the Company's board of
directors. The Company has agreed to cause one designee of a
Northwest Party reasonably acceptable to the board of directors to
be appointed to the Company's board, and has agreed to grant
preemptive rights to a Northwest Party with respect to certain
issuances of Class A common stock and Class B common stock. The
Northwest Parties have agreed that certain specified actions,
together with any material transactions between the Company and
Northwest or its affiliates, including any modifications or waivers
of the corporate governance agreement and the alliance agreement,
may not be taken without the prior approval of a majority of the
board of directors, including the affirmative vote of a majority of
the independent directors. The governance agreement also provides
for the Company to adopt a shareholder rights plan with reasonably
customary terms and conditions, with an acquiring person threshold
of 15% and with appropriate exceptions for the Northwest Parties
for actions permitted by and taken in compliance with the corporate
governance agreement.

The corporate governance agreement provides that, if after three
years Northwest's pilots have not consented to those portions of
the alliance agreement requiring their consent and the Company, at
its election, then chooses to terminate the alliance agreement, the
Northwest Parties can elect either to dispose of their shares in
the Company or negotiate with a committee of independent directors
of the Company regarding a merger. If a merger agreement cannot be
reached within six months of the establishment of the committee,
certain appraisal procedures are specified. If upon completion of
the appraisal procedures, Northwest is unwilling to enter into a
merger agreement at the value for the shares not held by the
Northwest Parties determined by such appraisal procedures, then the
Northwest Parties must sell their voting securities, and if the
Company and the committee are unwilling to approve a merger
agreement at such value, then the corporate governance agreement
(except for certain provisions requiring continuing independent



directors and approval by a majority of such independent directors
of material transactions between the Company and the Northwest
Parties) will expire.

The corporate governance agreement will otherwise expire after the
sixth anniversary of the date of closing of the Air Partners
Transaction, or if earlier, upon the date that the Northwest
Parties cease to beneficially own voting securities representing at
least 10% of the fully diluted voting power of the Company's voting
securities. Upon a termination of the above described terms of the
governance agreement, the Northwest Parties must nonetheless take
such actions as are necessary to cause the Company's board of
directors to at all times include at least five directors who are
independent of and otherwise unaffiliated with Northwest or the
Company and their respective affiliates, and any material
transaction between the Company and Northwest or its affiliates, or
relating to the governance agreement or the alliance agreement, may
not be taken without prior approval thereof by a majority vote of
the independent directors.

The alliance agreement provides that if after four years the
Company has not entered into a code-share with KLM or is not
legally able (but for aeropolitical restrictions) to enter into a
new trans-Atlantic joint venture with KLM and Northwest and place
its airline code on certain Northwest flights, Northwest can elect
to (i) cause good faith negotiations among the Company, KLM and
Northwest as to the impact, if any, on the contribution to the
joint venture resulting from the absence of the code-share, and the
Company will reimburse the joint venture for the amount of any loss
until it enters into a code-share with KLM, or (ii) terminate
(subject to cure rights of the Company) after one year's notice any
or all of such alliance agreement and any or all of the agreements
contemplated thereunder.

Business Strategy

In 1995, Continental implemented a plan, labeled the "Go Forward
Plan", which was a "back to basics" approach focusing on improving
profitability and financial condition, delivering a consistent,
reliable, quality product to customers and improving employee
morale and working conditions. The Company's 1998 strategic plan,
as discussed below, retains the four basic components of the Go
Forward Plan: Fly to Win, Fund the Future, Make Reliability a
Reality and Working Together, with initiatives intended to build
upon Continental's operational and strategic strengths.

Fly to Win
The Company's 1998 Fly to Win initiatives center around three

principal themes: Grow Hub Operations, Improve Business/Leisure
Mix and Strengthen its Alliance Network.



Grow Hub Operations. Continental will continue to add select
flights and refine its flight schedules to maximize the potential
of its hubs. 1In addition, Continental plans to focus on expanding
international traffic through service to new destinations and
additional code-sharing and other marketing alliances with certain
foreign carriers.

Management believes that by adding domestic and international
flights to the Company's hubs, attracting more international
passengers through alliances with foreign carriers and further
refining the efficiency of the Company's hub operations,
Continental will continue to capture additional flow traffic
through its hubs and attract a larger share of higher-yielding
business travelers.

Improve Business/Leisure Mix. The Company's passenger load factors
increased from 68.1% in 1996 to 70.9% in 1997, facilitating
management of the business/leisure traveler mix on its aircraft.
Since business travelers typically pay a higher fare (on a revenue-
per-seat-mile basis) for the convenience of being able to make and
change last minute travel plans, increases in business traffic
contribute disproportionately to incremental profitability.
Unrestricted business fares accounted for approximately 43.8% of
the Company's domestic passenger revenue in 1997 compared to 42.8%
in 1996 (excluding CMI and Express). Many of the Company's product
and schedule improvements have been made to appeal to business
travelers. The Company has invested in state-of-the-art revenue
management and pricing systems to enhance its ability to manage its
fare mix.

Strengthen its Alliance Network. Management believes that
strengthening the Company's network of alliance partners will allow
it to compete with larger global airline alliances, better leverage
the Company's hub assets and result in improved returns to the
Company. Focusing on strategic global alliances allows the Company
to benefit from the strengths of its alliance partners in their
local markets while reducing the Company's reliance on any
individual alliance partner.

The Company seeks alliance relationships that, together with the
Company's own flying, will permit expanded service through Newark
to major destinations in South America, Europe and Asia, and
expanded service through Houston to South America and Europe as
well as service to Japan. Route authorities that would be required
for the Company's own service to certain of these destinations are
not currently available to the Company. See "Continental/Northwest
Alliance and Related Agreements" above and "Foreign Carrier
Alliances" below for a discussion of new alliances recently entered
into with other carriers.



Fund the Future

Having achieved its 1995 goals of building the Company's overall
liquidity and improving its financial condition, management shifted
its financial focus in 1996 and 1997 to target the Company's
interest and lease expenses. Through refinancing and other
initiatives, Continental has achieved substantial reductions in
interest and lease expenses attributable to financing arrangements
that were entered into when the Company was in a less favorable
financial position.

In 1997 and early 1998, the Company completed a number of
transactions intended to strengthen its long-term financial
position and enhance earnings:

- - In March 1997, Continental completed an offering of $707 million
of pass-through certificates to be used to finance (through
either leveraged leases or secured debt financings) the debt
portion of the acquisition cost of up to 30 new aircraft from The
Boeing Company ("Boeing") scheduled to be delivered through April
1998.

- - In April 1997, Continental entered into a $160 million secured
revolving credit facility to be used for the purpose of making
certain predelivery payments to Boeing for new Boeing aircraft to
be delivered through December 1999.

- - In April 1997, Continental redeemed for cash all of the 460,247
outstanding shares of its Series A 12% Cumulative Preferred Stock
held by an affiliate of Air Canada for $100 per share plus
accrued dividends thereon. The redemption price, including
accrued dividends, totaled $48 million.

- - In June 1997, Continental purchased from Air Partners for $94
million in cash warrants to purchase 3,842,542 shares of Class B
common stock of the Company.

- - In June 1997, Continental completed an offering of $155 million
of pass-through certificates which were used to finance the
acquisition of 10 aircraft previously leased by the Company.

- - In July 1997, Continental entered into a $575 million credit
facility, including $350 million of term loans, $275 million of
which was loaned by Continental to its wholly owned subsidiary
Air Micronesia, Inc. ("AMI"), reloaned by AMI to its wholly owned
subsidiary, CMI, and used by CMI to repay its existing secured
term loan. The facility also includes a $225 million revolving
credit facility.

- - In July 1997, the Company (i) purchased (a) the right of United
Micronesia Development Association, Inc. ("UMDA") to receive
future payments under a services agreement between UMDA and CMI
and (b) UMDA's 9% interest in AMI, (ii) terminated the Company's
obligations to UMDA under a settlement agreement entered into in
1987, and (iii) terminated substantially all of the other
contractual arrangements between the Company, AMI and CMI, on the
one hand, and UMDA on the other hand, for an aggregate
consideration of $73 million.

- - In September 1997, Continental completed an offering of $89
million of pass-through certificates which were used to finance
the debt portion of the acquisition cost of nine Embraer ERJ-145
("ERJ-145") regional jets.

- - In October 1997, the Company completed an offering of $752
million of pass-through certificates to be used to finance
(through either leveraged leases or secured debt financings) the
debt portion of the acquisition cost of up to 24 new Boeing
aircraft scheduled to be delivered from April 1998 through
November 1998.

- - In February 1998, the Company completed an offering of $773
million of pass-through certificates to be used to finance
(through either leveraged leases or secured debt financings) the
debt portion of the acquisition cost of up to 24 aircraft
scheduled to be delivered from February 1998 through December
1998.

- - In addition, during 1997 and the first quarter of 1998,



Continental completed several offerings totaling approximately
$291 million aggregate principal amount of tax-exempt special
facilities revenue bonds to finance or refinance certain airport
facility projects. These bonds are payable solely from rentals
paid by Continental under long-term lease agreements with the
respective governing bodies.

The focus in 1998 is to maintain stable cash balances while
continuing to pay down debt, secure financing for aircraft
deliveries in 1998 and 1999 and, under appropriate circumstances,
buy back stock. The Company expects to continue, through
refinancings and other initiatives, to eliminate excess interest
and lease expenses.

Make Reliability a Reality

Customer service continues to be the focus in 1998. Management
believes Continental's on-time performance record is crucial to its
other operational objectives and, together with its baggage
handling, customer satisfaction and involuntary denied boarding
initiatives, is an important tool to attract higher-margin business
travelers.

Continental's goal for 1998 is to be ranked monthly by the
Department of Transportation ("DOT") among the top three major air
carriers (excluding those airlines who do not report
electronically) in on-time performance, baggage handling, customer
satisfaction and involuntary denied boarding. For 1997,
Continental ranked fifth in on-time performance, second in baggage
handling, fourth in fewest customer complaints and first in fewest
involuntary denied boardings. In 1997, bonuses of $65 were paid to
substantially all employees for each month that Continental ranked
second or third or achieved 80% or above (for arrivals within 14
minutes) in on-time performance, and bonuses of $100 were paid for
each month that Continental ranked first among the top 10 U.S. air
carriers in on-time performance. For 1997, a total of $21 million
of on-time bonuses was paid. This successful on-time performance
bonus program continues in 1998.

In addition to programs intended to improve Continental's standings
in DOT performance data, the Company has acted in a number of
additional areas to enhance its attractiveness to business
travelers and the travel agent community. Specifically,
Continental implemented various initiatives designed to offer
travelers cleaner and more attractive aircraft interiors,
consistent interior and exterior decor, first class seating on all
jet aircraft, better meals and greater benefits under its award-
winning frequent flyer program. 1In 1996 and 1997, Continental
continued to make product improvements, such as refurbished
Presidents Clubs with specialty bars, and on-board specialty
coffees and microbrewery beer, among others. In 1997, the Company
switched to a new inflight telephone service provider that offers
reliable air-to-ground telephone service on board its jet aircraft.
The Company expects to complete the installation of inflight
telephones on all its Stage 3 aircraft in 1998. The Company has
also continued to refine its award-winning BusinessFirst service.

In January 1998, Continental launched its TransContinental service
whereby passengers traveling coast-to-coast from Newark
International Airport ("Newark International") will experience new
enhancements on their flights, including new check-in options at
nine New York locations, flexible meal options and door-to-door
pick-up service. The focus in 1998 also includes the integration
of Boeing 777 and 737-700/800 aircraft into the fleet and the
enhancement of the entertainment equipment on board the fleet.

wWorking Together

Management believes that Continental's employees are its greatest
asset, as well as the cornerstones of improved reliability and
customer service. Management has introduced a variety of programs
to increase employee participation and foster a sense of shared
community. These initiatives include significant efforts to
communicate openly and honestly with all employees through daily
news bulletins, weekly voicemail updates from the Company's Chief
Executive Officer, monthly and quarterly Continental publications,
videotapes mailed to employees, and a Go Forward Plan bulletin
board in over 600 locations system-wide. 1In addition, regularly
scheduled visits to airports throughout the route system are made
by the senior executives of the Company (each of whom is assigned
an airport for this purpose). Monthly meetings open to all



employees, as well as other periodic on-site visits by management,
are designed to encourage employee participation, knowledge and
cooperation. Continental's goal for 1998 is to be ranked among the
top three major air carriers in employee measures such as turnover,
lost time, productivity and on-the-job injury claims.

In September 1997, Continental announced that it intends to bring
all employees to industry standard wages over a three-year period.
See "Employees" below.

Domestic Operations

Continental operates its domestic route system primarily through
its hubs at Newark International, George Bush Intercontinental
Airport ("Bush Intercontinental") in Houston and Hopkins
International Airport ("Hopkins International") in Cleveland. 1In
addition, as part of its alliance with Northwest, Continental's
system will connect with Northwest's hubs in Minneapolis, Detroit
and Memphis. See "Continental/Northwest Alliance and Related
Agreements" above. The Company's hub system allows it to transport
passengers between a large number of destinations with
substantially more frequent service than if each route were served
directly. The hub system also allows Continental to add service to
a new destination from a large number of cities using only one or

a limited number of aircraft. Each of Continental's domestic hubs
is located in a large business and population center, contributing
to a high volume of "origin and destination" traffic.

Newark. As of March 1, 1998, Continental operated 58% (244
departures) of the average daily jet departures (excluding regional
jets) and, together with Express, 59% (354 departures) of all
average daily departures (jet, regional jet and turboprop) from
Newark International. Considering the three major airports serving
New York City (Newark International, LaGuardia and John F.
Kennedy), Continental and Express accounted for 24% of all daily
departures, while the next largest carrier, US Airways, Inc. ("US
Airways"), and its commuter affiliate accounted for 15% of all
daily departures.

Houston. As of March 1, 1998, Continental operated 80%

(333 departures) of the average daily jet departures (excluding
regional jets) and, together with Express, 84% (479 departures) of
all average daily departures from Bush Intercontinental. Southwest
Airlines Co. ("Southwest") also has a significant share of the
Houston market through Hobby Airport. Considering both Bush
Intercontinental and Hobby Airport, Continental operated 58% and
Southwest operated 26% of the daily jet departures (excluding
regional jets) from Houston.

Cleveland. As of March 1, 1998, Continental operated 55% (98
departures) of the average daily jet departures (excluding regional
jets) and, together with Express, 67% (247 departures) of all
average daily departures from Hopkins International. The next
largest carrier, Southwest, accounted for 6% of all daily
departures.



Continental Express. Continental's jet service at each of its
domestic hub cities is coordinated with Express, which operates
new-generation turboprop aircraft and regional jets under the name
"Continental Express". The turboprop aircraft average
approximately five years of age and seat 64 passengers or less
while the regional jets average less than one year of age and seat
50 passengers.

In September 1996, Express placed a firm order for 25 ERJ-145
regional jets, with options for an additional 175 aircraft
exercisable through 2008. In June 1997, Express exercised its
option to order 25 of such option aircraft and expects to confirm
its order for an additional 25 of its remaining 150 option aircraft
by August 1998. Express took delivery of 18 of the aircraft
through December 31, 1997 and will take delivery of the remaining
32 aircraft through the third quarter of 1999. The Company expects
to account for all of these aircraft as operating leases. Express
began service with its regional jets in Cleveland in April 1997.
See Item 7. "Management's Discussion and Analysis of Financial
Condition and Results of Operations. Liquidity and Capital
Commitments".

As of March 1, 1998, Express served 19 destinations from Newark
International (eight by regional jet), 21 destinations from Bush
Intercontinental (two by regional jet) and 36 destinations from
Hopkins International (seven by regional jet). 1In addition,
commuter feed traffic is currently provided by other code-sharing
partners. See "Domestic Carrier Alliances" below.

Management believes Express's turboprop and regional jet operations
complement Continental's jet operations by allowing more frequent
service to small cities than could be provided economically with
conventional jet aircraft and by carrying traffic that connects
onto Continental's jets. 1In many cases, Express (and Continental)
compete for such connecting traffic with commuter airlines owned by
or affiliated with other major airlines operating out of the same
or other cities. Express's new ERJ-145 regional jets provide
greater comfort and enjoy better customer acceptance than turboprop
aircraft. These regional jets also allow Express to serve certain
routes that cannot be served by turboprop aircraft.

Domestic Carrier Alliances. Pursuant to the Company's Fly to Win
initiative under the Go Forward Plan, Continental has entered into
and continues to develop alliances with domestic carriers:

- - On January 26, 1998, the Company announced that it had entered
into a long-term global alliance with Northwest. See
"Continental/Northwest Alliance and Related Agreements" above.

- - Continental has entered into a series of agreements with America
West, Inc. ("America West"), including agreements related to
code-sharing and ground handling, which have created substantial
benefits for both airlines. These code-sharing agreements cover
73 city-pairs and allow Continental to link additional
destinations to its route network. The sharing of facilities and
employees by Continental and America West in their respective key
markets has resulted in significant cost savings.

- - Currently, Skywest Airlines, Inc., a commuter operator, provides
Continental access to five additional markets in California
through Los Angeles.

- - Continental has entered into a code-sharing agreement with
Gulfstream International Airlines, Inc. ("Gulfstream") which
commenced in April 1997. Gulfstream serves as a connection for
Continental passengers throughout Florida as well as five markets
in the Bahamas.

- - Continental has a code-sharing arrangement with Colgan Air, Inc.
which commenced in July 1997 on flights connecting in four cities
in the eastern United States and offers connections for
Continental passengers to ten cities in the northeastern and mid-
Atlantic regions of the United States.

- - Continental and CMI entered into a cooperative marketing
agreement with Hawaiian Airlines that began October 1, 1997 on
flights connecting in Honolulu.

International Operations



International Operations. Continental serves destinations
throughout Europe, Mexico, the Caribbean and Central and South
America and has extensive operations in the western Pacific
conducted by CMI. Continental's revenue from international
operations has increased each of the last three years and, as
measured by 1997 available seat miles, approximately 31.4% of
Continental's jet operations were dedicated to international
traffic. See Note 15 of Notes to Consolidated Financial
Statements. As of March 1, 1998, the Company offered 112 weekly
departures to 10 European cities and marketed service to six other
cities through code-sharing agreements. Continental is one of the
leading airlines providing service to Mexico and Central America,
serving more destinations there than any other United States
airline. The Company was recently awarded route authority to fly
to Tokyo from both its Newark and Houston hubs receiving a total of
14 frequencies for the two cities. Initially, the Company will use
seven frequencies at its Newark hub with daily non-stop service
scheduled to begin in November 1998. The Company will begin daily
non-stop service to Tokyo from Houston in December 1998.

The Company's Newark hub is a significant international gateway.
From Newark, the Company serves 10 European and two Canadian cities
and markets service to Amsterdam, Prague and certain other
destinations in Canada, the United Kingdom and Europe through code-
sharing arrangements with foreign carriers. Continental recently
announced new non-stop service, subject to government approval,
between Newark and Dublin and Shannon, Ireland (effective June
1998), and Newark and Glasgow, Scotland (effective July 1998). The
Company also has code-sharing agreements and joint marketing
arrangements with other foreign carriers which management believes
are important to Continental's ability to compete effectively as an
international airline. See "Foreign Carrier Alliances" discussed
below.

The Company also has non-stop service to two Mexican cities, six
Caribbean destinations and four South American cities from Newark.
Continental recently received authority from the DOT to begin
service between Newark and Santiago, Chile. The service is
scheduled to begin on May 30, 1998.

The Company's Houston hub is the focus of its operations in Mexico
and Central America. Continental currently flies from Houston to
11 cities in Mexico, every country in Central America and five
cities in South America, including new service to Caracas,
Venezuela which commenced in December 1997. Continental recently
announced four new international routes out of Houston to three
cities in Mexico (Tampico, Veracruz and Merida) and Calgary,
Canada, all of which are scheduled to begin in the second quarter
of 1998. Continental also flies non-stop from Houston to Toronto,
Vancouver, London and Paris.

Continental Micronesia. CMI is a United States-certificated
international air carrier engaged in the business of transporting
passengers, cargo and mail in the western Pacific. From its hub
operations based on the island of Guam, CMI provides service to six
cities in Japan, more than any other United States carrier, as well
as other Pacific rim destinations, including Taiwan, the
Philippines, Hong Kong and Indonesia. Service to these Japanese
cities and certain other Pacific Rim destinations is subject to a
variety of regulatory restrictions, limiting the ability of other
carriers to service these markets.

CMI is the principal air carrier in the Micronesian Islands, where
it pioneered scheduled air service in 1968. CMI's route system is
linked to the United States market through Honolulu, which CMI
serves non-stop from both Tokyo and Guam. CMI and Continental also
maintain a code-sharing agreement and coordinate schedules on
certain flights from the west coast of the United States to
Honolulu, and from Honolulu to Guam and Tokyo, to facilitate travel
from the United States into CMI's route system.

In July 1997, the Company entered into certain agreements with
UMDA. For a discussion of these agreements, see "Business Strategy
- - Fund the Future" above.



Foreign Carrier Alliances. Over the last decade, major United
States airlines have developed and expanded alliances with foreign
air carriers, generally involving adjacent terminal operations,
coordinated flights, code-sharing and other joint marketing
activities. Continental is the sole major United States carrier to
operate a hub in the New York City area. Consequently, management
believes the Company is uniquely situated to attract alliance
partners from Europe, the Far East and South America and intends to
aggressively pursue such alliances. The Company believes that its
recently announced global alliance with Northwest will enhance its
ability to attract foreign alliance partners.

Management believes that developing a network of international
alliance partners will better leverage the Company's hub assets by
attracting high-yield flow traffic and result in improved returns
to the Company. Additionally, Continental can enlarge its scope of
service more rapidly and enter additional markets with lower
capital and start-up costs through formation of alliances with
partners as compared with entering markets independently of other
carriers.

Management has a goal of developing alliance relationships that,
together with the Company's own flying, will permit expanded
service through Newark and Houston to major destinations in South
America, Europe and Asia. Route authorities necessary for the
Company's own service to certain of these destinations are not
currently available to the Company.

Continental has implemented international code-sharing agreements
with Alitalia, Air Canada, Transavia Airlines ("Transavia"), CSA
Czech Airlines, Business Air, China Airlines, EVA Airways
Corporation, an airline based in Taiwan (scheduled to commence
March 30, 1998) and Virgin Atlantic Airways ("Virgin"), which
commenced February 2, 1998.

Alitalia and Continental code-share between points in the United
States and Italy, with Alitalia placing its code on Continental
flights between Newark and Rome and Milan and between Newark and
seven U.S. cities and Mexico City. Continental's agreement with
Alitalia involves a block-space arrangement pursuant to which
carriers agree to share capacity and bear economic risk for blocks
of seats on certain routes.

Continental's agreement with Virgin is a code-share arrangement
containing block-space commitments involving the carriers' Newark-
London routes and eight other routes flown by Virgin between the
United Kingdom and the United States.



Continental and Air Canada (and its subsidiaries) continue to code-
share on six cross-border routes under agreements that expire in
April 1998, where Continental places its code on 18 Air Canada
flights per day and Air Canada places its code on six Continental
flights per day. Continental and Air Canada provide ground
handling and other services for each other at certain locations in
the United States and Canada. Continental does not anticipate
renewing its agreements with Air Canada.

In addition, the Company has also entered into joint marketing
agreements with other airlines, all of which are currently subject
to government approval. Some of these agreements will involve
block-space provisions which management believes are important to
Continental's ability to compete as an international airline. 1In
October 1996, Continental announced a block-space agreement with
Air France which contemplates a future code-share arrangement on
certain flights between Newark and Charles de Gaulle Airport
("CDG") and Houston and CDG. In August 1997, Continental announced
a code-share agreement with Aerolineas Centrales de Colombia
("ACES").

In connection with the Continental/Northwest alliance, subject to
government approvals, code-sharing will commence with the Company
and Northwest. See "Continental/Northwest Alliance and Related
Agreements" above. Many of the Company's international alliance
agreements provide that a party may terminate the agreement upon a
change of control of the other party. If the Air Partners
Transaction is consummated, certain of the Company's international
alliance partners will have the right to terminate their alliance
relationship with the Company. Based on discussions with such
partners, the Company believes that none of its partners will
exercise such right.

The Company anticipates entering into other code-sharing, joint
marketing and block-space agreements in 1998, which may include the
Company undertaking the financial commitment to purchase seats from
other carriers.

Employees

As of December 31, 1997, the Company had approximately 39,300 full-
time equivalent employees, including approximately 17,100 customer
service agents, reservations agents, ramp and other airport
personnel, 7,000 flight attendants, 6,300 management and clerical
employees, 5,500 pilots, 3,300 mechanics and 100 dispatchers.

Labor costs are a significant component of the Company's expenses
and can substantially impact airline results. 1In 1997, labor costs
(including employee incentives) constituted 27.9% of the Company's
total operating expenses. While there can be no assurance that the
Company's generally good labor relations and high labor
productivity will continue, management has established as a
significant component of its business strategy the preservation of
good relations with the Company's employees, approximately one-
third of whom are represented by unions. 1In September 1997, the
Company announced that it intends to bring all employees to
industry standard wages (the average of the top ten air carriers as
ranked by the DOT excluding Continental) within 36 months. Such
wage increases will be phased in over the 36-month period as
revenue, interest rates and rental rates reach industry standards.
The Company estimates that the increased wages will aggregate
approximately $500 million over the 36-month period.

In April 1997, collective bargaining negotiations began with the
Independent Association of Continental Pilots ("IACP") to amend
both the Continental pilots' contract (which became amendable in
July 1997) and the Express pilots' contract (which became amendable
in October 1997). 1In February 1998, a five-year collective
bargaining agreement with the Continental Airlines pilots was
announced by the Company and the IACP. 1In March 1998, Express also
announced a five-year collective bargaining agreement with its
pilots. These agreements are subject to approval by the IACP board
of directors and ratification by the Continental and Express
pilots.

The Company's mechanics and related employees recently voted to be
represented by the International Brotherhood of Teamsters (the
"Teamsters"). The Company does not believe that the Teamsters'
union representation will be material to the Company.



In addition, the Company's and Express's flight attendants and
dispatchers are represented by unions, as are CMI's flight
attendants, mechanics and related employees and its agent
classification employees. The other employees of Continental,
Express and CMI are not represented by unions and are not covered
by collective bargaining agreements.

Competition and Marketing

The airline industry is highly competitive and susceptible to price
discounting. The Company competes with other air carriers that
have substantially greater resources (and in certain cases, lower
cost structures) as well as smaller air carriers with low cost
structures. Overall industry profit margins have historically been
low. However, during 1995 through 1997, industry profit margins
improved substantially. See Item 1. "Business. Risk Factors
Relating to the Airline Industry" and Item 7. '"Management's
Discussion and Analysis of Financial Condition and Results of
Operations".

As with other carriers, most tickets for travel on Continental are
sold by travel agents. Travel agents generally receive commissions
measured by the price of tickets sold. Accordingly, airlines
compete not only with respect to the price of tickets sold, but
also with respect to the amount of commissions paid. Airlines
often pay additional commissions in connection with special revenue
programs.

In 1997, Continental Airlines continued to expand its electronic
ticketing ("E-Ticket") product throughout the United States.
Continental recorded over $1.3 billion in E-Ticket sales in 1997
representing 35% of domestic customers traveling with an E-Ticket
in 1997. Further expansion in 1998 will bring select international
stations online, expand the number of E-Ticket machines in major
airports, and enhance the ability to interline with other carriers
on a bilateral basis. The Company expects these features to
contribute to an increase in E-Ticket usage and a further reduction
in distribution costs.

Frequent Flyer Program

Each major airline has established a frequent flyer program
designed to encourage repeat travel on such carrier. Continental
sponsors a frequent flyer program ("OnePass"), which allows
passengers to earn mileage credits by flying Continental and
certain other carriers, such as America West, Transavia, Alitalia
and Air Canada. The Company also sells mileage credits to hotels,
car rental agencies, credit card companies and others participating
in the OnePass program.

Continental accrues the incremental cost associated with the earned
flight awards based on expected redemptions. The incremental cost
to transport a passenger on a free trip includes the cost of
incremental fuel, meals, insurance and miscellaneous supplies and
does not include any charge for potential displacement of revenue
passengers or costs for aircraft ownership, maintenance, labor or
overhead allocation. Due to the structure of the program and the
low level of redemptions as a percentage of total travel,
Continental believes that displacement of revenue passengers by
passengers using flight awards has historically been minimal. The
number of awards used on Continental represented less than 7% of
Continental's total revenue passenger miles in each of the years
1997 and 1996.

Industry Regulation and Airport Access

Continental and its subsidiaries operate under certificates of
public convenience and necessity issued by the DOT. Such
certificates may be altered, amended, modified or suspended by the
DOT if public convenience and necessity so require, or may be
revoked for intentional failure to comply with the terms and
conditions of a certificate.

The airlines are also regulated by the Federal Aviation
Administration ("FAA"), primarily in the areas of flight
operations, maintenance, ground facilities and other technical
matters. Pursuant to these regulations, Continental has
established, and the FAA has approved, a maintenance program for
each type of aircraft operated by the Company that provides for the
ongoing maintenance of such aircraft, ranging from frequent routine
inspections to major overhauls. Certain regulations require phase-



out of certain aircraft and modifications to aging aircraft. Such
regulations can significantly increase costs and affect a carrier's
ability to compete.



The DOT allows local airport authorities to implement procedures
designed to abate special noise problems, provided such procedures
do not unreasonably interfere with interstate or foreign commerce
or the national transportation system. Certain airports, including
the major airports at Boston, Washington, D.C., Chicago, Los
Angeles, San Diego, Orange County and San Francisco, have
established airport restrictions to limit noise, including
restrictions on aircraft types to be used and limits on the number
of hourly or daily operations or the time of such operations. 1In
some instances, these restrictions have caused curtailments in
services or increases in operating costs, and such restrictions
could limit the ability of Continental to expand its operations at
the affected airports. Local authorities at other airports are
considering adopting similar noise regulations.

Several airports have recently sought to increase substantially the
rates charged to airlines, and the ability of airlines to contest
such increases has been restricted by federal legislation, DOT
regulations and judicial decisions. In addition, public airports
generally impose passenger facility charges of up to $3 per
departing or connecting passenger. With certain exceptions, these
charges are passed on to the customers.

The FAA has designated John F. Kennedy, LaGuardia, O'Hare and Wash-
ington National airports as "high density traffic airports" and has
limited the number of departure and arrival slots at those
airports. Currently, slots at the high density traffic airports
may be voluntarily sold or transferred between the carriers. The
DOT has in the past reallocated slots to other carriers and
reserves the right to withdraw slots. Various amendments to the
slot system, proposed from time to time by the FAA, members of
Congress and others, could, if adopted, significantly affect
operations at the high density traffic airports or expand slot
controls to other airports. Certain of such proposals could
restrict the number of flights, limit transfer of the ownership of
slots, increase the risk of slot withdrawals or require charges to
the Company's financial statements. Continental cannot predict
whether any of these proposals will be adopted.

The availability of international routes to United States carriers
is regulated by treaties and related agreements between the United
States and foreign governments. The United States has in the past
generally followed the practice of encouraging foreign governments
to accept multiple carrier designation on foreign routes, although
certain countries have sought to limit the number of carriers.
Foreign route authorities may become less valuable to the extent
that the United States and other countries adopt "open skies"
policies liberalizing entry on international routes. Continental
cannot predict what laws and regulations will be adopted or their
impact, but the impact may be significant.

Many aspects of Continental's operations are subject to
increasingly stringent federal, state and local laws protecting the
environment. Future regulatory developments could affect
operations and increase operating costs in the airline industry.

Risk Factors Relating to the Company

Leverage and Liquidity. Continental is more leveraged and has
significantly less liquidity than certain of its competitors,
several of whom have substantial available lines of credit and/or
significant unencumbered assets. Accordingly, Continental may be
less able than certain of its competitors to withstand a prolonged
recession in the airline industry and may not have as much
flexibility to respond to changing economic conditions or to
exploit new business opportunities.

As of December 31, 1997, Continental had approximately $1.9 billion
(including current maturities) of long-term debt and capital lease
obligations and had approximately $1.2 billion of Continental-
obligated mandatorily redeemable preferred securities of subsidiary
trust and common stockholders' equity. Common stockholders' equity
reflects the adjustment of Continental's balance sheet and the
recording of assets and liabilities at fair market value as of
April 27, 1993 in accordance with the American Institute of
Certified Public Accountants' Statement of Position 90-7 -
"Financial Reporting by Entities in Reorganization Under the
Bankruptcy Code". As of December 31, 1997, Continental had $1.0
billion in cash and cash equivalents (excluding restricted cash and



cash equivalents of $15 million). Continental has general lines of
credit and significant encumbered assets.

For 1997, Continental incurred cash expenditures under operating
leases relating to aircraft of approximately $626 million, compared
to $568 million for 1996, and $236 million relating to facilities
and other rentals, compared to $210 million in 1996. Continental
expects that its operating lease expenses for 1998 will increase
over 1997 amounts. In addition, Continental has capital
requirements relating to compliance with regulations that are
discussed below. See "Risk Factors Relating to the Airline
Industry - Regulatory Matters".

In March 1998, Continental announced the conversion of 15 Boeing
737 option aircraft to 15 Boeing 737-900 firm aircraft and the
addition of 25 option aircraft.

As of March 18, 1998, Continental had firm commitments with Boeing
to take delivery of a total of 154 jet aircraft (including the
Boeing 737-900 aircraft discussed above) during the years 1998
through 2005 with options for additional aircraft (exercisable
subject to certain conditions). These aircraft will replace older,
less efficient Stage 2 aircraft and allow for growth of operations.
The estimated aggregate cost of the Company's firm commitments for
the Boeing aircraft is approximately $6.7 billion. As of March 18,
1998, Continental had completed or had third party commitments for
a total of approximately $1.6 billion in financing for its future
Boeing deliveries, and had commitments or letters of intent from
various sources for backstop financing for approximately one-third
of the anticipated remaining acquisition cost of such Boeing
deliveries. The Company currently plans on financing the new
Boeing aircraft with a combination of enhanced equipment trust
certificates, lease equity and other third party financing, subject
to availability and market conditions. However, further financing
will be needed to satisfy the Company's capital commitments for
other aircraft and aircraft-related expenditures such as engines,
spare parts, simulators and related items. There can be no
assurance that sufficient financing will be available for all
aircraft and other capital expenditures not covered by firm
financing commitments. Deliveries of new Boeing aircraft are
expected to increase aircraft rental, depreciation and interest
costs while generating cost savings in the areas of maintenance,
fuel and pilot training.

Continental's History of Operating Losses. Although Continental
recorded net income of $385 million in 1997, $319 million in 1996
and $224 million in 1995, it had experienced significant operating
losses in the previous eight years. 1In the long term,
Continental's viability depends on its ability to sustain
profitable results of operations.

Aircraft Fuel. Since fuel costs constitute a significant portion
of Continental's operating costs (approximately 13.6% and 13.3% for
the years ended December 31, 1997 and 1996, respectively),
significant changes in fuel costs would materially affect
Continental's operating results. Fuel prices continue to be
susceptible to international events, and Continental cannot predict
near or longer-term fuel prices. Continental enters into petroleum
option contracts to provide some short-term protection (generally
three to six months) against a sharp increase in jet fuel prices.
In the event of a fuel supply shortage resulting from a disruption
of 0il imports or otherwise, higher fuel prices or curtailment of
scheduled service could result.

Labor Matters. In April 1997, collective bargaining agreement
negotiations began with the IACP to amend both the Continental
Airlines pilots' contract (which became amendable in July 1997) and
Express pilots' contract (which became amendable in October 1997).
In February 1998, a five-year collective bargaining agreement with
the Continental Airlines pilots was announced by the Company and
the IACP. 1In March 1998, Express also announced a five-year
collective bargaining agreement with its pilots. These agreements
are subject to approval by the IACP board of directors and
ratification by the Continental and Express pilots. The Company
began accruing for the increased costs of a tentative agreement
reached in November 1997 in the fourth quarter of 1997. The
Company estimates that such accrual will be approximately $113
million for 1998. Continental's mechanics and related employees
recently voted to be represented by the Teamsters. Continental
does not believe that the Teamsters' union representation will be
material to Continental. In September 1997, Continental announced



that it intends to bring all employees to industry standard wages
(the average of the top ten air carriers as ranked by the DOT,
excluding Continental) within 36 months. The announcement further
stated that wage increases would be phased in over the 36-month
period as revenue, interest rates and rental rates reach industry
standards. Continental estimates that the increased wages will
aggregate approximately $500 million over the 36-month period.

Certain Tax Matters. At December 31, 1997, Continental had
estimated net operating loss carryforwards ("NOLs") of $1.7 billion
for federal income tax purposes that will expire through 2009 and
federal investment tax credit carryforwards of $45 million that
will expire through 2001. As a result of the change in ownership
of Continental on April 27, 1993, the ultimate utilization of
Continental's NOLs and investment tax credits could be limited.
Reflecting this possible limitation, Continental has recorded a
valuation allowance of $617 million at December 31, 1997.

Continental had, as of December 31, 1997, deferred tax assets
aggregating $1.1 billion, including $631 million of NOLs.
Realization of a substantial portion of the Company's remaining
NOLs will require the completion by April 27, 1998 of transactions
resulting in recognition of built-in gains for federal income tax
purposes. The Company has consummated several such transactions
resulting in a $62 million reduction in reorganization value in
excess of amounts allocable to identifiable assets. The Company
may consummate one or more additional built-in gain transactions by
April 27, 1998.

As a result of NOLs, Continental will not pay United States federal
income taxes (other than alternative minimum tax) until it has
recorded approximately an additional $515 million of taxable income
following December 31, 1997. Section 382 of the Internal Revenue
Code ("Section 382") imposes limitations on a corporation's ability
to utilize NOLs if it experiences an "ownership change." 1In
general terms, an ownership change may result from transactions
increasing the ownership of certain stockholders in the stock of a
corporation by more than 50 percentage points over a three-year
period. 1In the event that an ownership change should occur,
utilization of Continental's NOLs would be subject to an annual
limitation under Section 382 determined by multiplying the value of
Continental's stock at the time of the ownership change by the
applicable long-term tax-exempt rate (which was 5.23% for February
1998). Any unused annual limitation may be carried over to later
years, and the amount of the limitation may under certain
circumstances be increased by the built-in gains in assets held by
Continental at the time of the change that are recognized in the
five-year period after the change. Under current conditions, if an
ownership change were to occur, Continental's annual NOL
utilization would be limited to approximately $147 million per year
other than through the recognition of future built-in gain
transactions.

Based on information currently available, the Company does not
believe that the Air Partners Transaction will result in an
ownership change for purposes of Section 382.



Continental Micronesia. Because the majority of CMI's traffic
originates in Japan, its results of operations are substantially
affected by the Japanese economy and changes in the value of the
yen as compared to the dollar. Appreciation of the yen against the
dollar during 1994 and 1995 increased CMI's profitability, while a
decline of the yen against the dollar in 1996 and 1997 has reduced
CMI's profitability. As a result of the continued weakness of the
yen against the dollar, a weak Japanese economy and increased fuel
costs, CMI's operating earnings have declined during 1996 and 1997,
and are not expected to improve materially absent a significant
improvement in these factors.

To reduce the potential negative impact on CMI's dollar earnings,
CMI, from time to time, purchases average rate options as a hedge
against a portion of its expected net yen cash flow position. Such
options historically have not had a material effect on
Continental's results of operations or financial condition. Any
significant and sustained decrease in traffic or yields (including
due to the value of the yen) to and from Japan could materially
adversely affect Continental's consolidated profitability.

Principal Stockholder. As of December 31, 1997, Air Partners held
approximately 9% of the common equity interest and 39% of the
general voting power of the Company. If all the remaining warrants
held by Air Partners had been exercised on December 31, 1997,
approximately 14% of the common equity interest and 51% of the
general voting power of the Company would have been held by Air
Partners. Various provisions in the Company's Certificate of
Incorporation and Bylaws currently provide Air Partners with the
right to elect one-third of the directors in certain circumstances;
these provisions could have the effect of delaying, deferring or
preventing a change in the control of the Company. On January 26,
1998, the Company announced that Air Partners had entered into an
agreement to dispose of its interest in the Company to an affiliate
of Northwest. See Item 1. "Business - Continental/Northwest
Alliance and Related Agreements".

Risks Regarding Continental/Northwest Alliance. On January 26,
1998, the Company and Northwest announced a long-term global
alliance involving schedule coordination, frequent flyer
reciprocity, executive lounge access, airport facility
coordination, code-sharing, the formation of a joint venture among
the two carriers and KLM with respect to their respective trans-
Atlantic services, cooperation regarding other alliance partners of
the two carriers and regional alliance development, certain
coordinated sales programs, preferred reservations displays and
other activities. See Item 1. "Business - Continental/Northwest
Alliance and Related Agreements".

Successful implementation of the alliance and the achievement and
timing of the anticipated synergies by the Company are subject to
certain risks and uncertainties, some of which are beyond the
control of the Company, including (a) competitive pressures,
including developments with respect to existing and potential
future competitive alliances; (b) customer perception of and
acceptance of the alliance, including product differences and
benefits provided; (c) whether the Northwest pilots approve those
aspects of the alliance requiring their approval, and the timing
thereof; (d) potential adverse developments with respect to
regional economic performance; (e) costs or difficulties in
implementing the alliance being greater than expected, including
those caused by the Company's or Northwest's workgroups; (f)
contractual impediments to the implementation by the Company of
certain aspects of the alliance; and (g) non-approval or delay by
regulatory authorities or possible adverse regulatory decisions or
changes. There can be no assurance that the alliance will be fully
and timely implemented or continued, or that the anticipated
synergies will not be delayed or will be achieved.

Corporate Governance Agreement. The Company announced on January
26, 1998 that Air Partners, the holder of approximately 14% of the
Company's equity and approximately 51% of its voting power (after
giving effect to the exercise of warrants), had entered into an
agreement to dispose of its interest in the Company to an affiliate
of Northwest. See Item 1. "Business - Continental/Northwest
Alliance and Related Agreements". 1In connection with the Air
Partners Transaction, the Company has entered into a corporate
governance agreement with certain affiliates of Northwest, designed
to assure the independence of the Company's board of directors and



management during the six-year period of the governance agreement.
During the term of the governance agreement, the securities of the
Company beneficially owned by Northwest and its affiliates will be
deposited into a voting trust and generally voted as recommended by
the Company's board of directors (a majority of whom must be
independent directors as defined in the agreement) or in the same
proportion as the votes cast by other holders of the Company's
voting securities. However, pursuant to the governance agreement,
those shares may be voted as directed by the Northwest affiliate in
connection with certain matters, including with respect to mergers
and certain other change in control matters and the issuance of
capital stock representing in excess of 20% of the voting power of
the Company prior to issuance requiring a stockholder vote. 1In
addition, in connection with the election of directors, those
shares shall be voted for the election of the independent
directors; provided that with respect to elections of directors in
respect of which any person other than the Company is soliciting
proxies, the shares may be voted, at the election of Northwest's
affiliate, either as recommended by the Company's board of
directors or in the same proportion as the votes cast by other
holders of the Company's voting securities. As a result of the
provisions of the corporate governance agreement, the ability of
the Company to engage in a change in control transaction other than
with Northwest or an affiliate thereof, or to issue significant
amounts of capital stock under certain circumstances, is limited.

Shareholder Litigation. Following the announcement of the
Northwest Alliance, the Air Partners Transaction and the related
corporate governance agreement between the Company and certain
affiliates of Northwest (collectively, the "Northwest Trans-
action"), to the Company's knowledge as of March 1, 1998, six
separate lawsuits were filed against the Company and its Directors
and certain other parties (the "Shareholder Litigation"). The
complaints in the Shareholder Litigation, which were filed in the
Court of Chancery of the State of Delaware in and for New Castle
County and seek class certification, and which have been
consolidated under the caption In re Continental Airlines, Inc.
Shareholder Litigation, generally allege that the Company's
Directors improperly accepted the Northwest Transaction in
violation of their fiduciary duties owed to the public shareholders
of the Company. They further allege that Delta Air Lines, Inc.
submitted a proposal to purchase the Company which, in the
plaintiffs' opinion, was superior to the Northwest Transaction.
The Shareholder Litigation seeks, inter alia, to enjoin the
Northwest Transaction and the award of unspecified damages to the
plaintiffs.

While there can be no assurance that the Shareholder Litigation
will not result in a delay in the implementation of any aspect of
the Northwest Transaction, or the enjoining of the Northwest
Transaction, the Company believes the Shareholder Litigation to be
without merit and intends to defend it vigorously.

Risks Factors Relating to the Airline Industry

Industry Conditions and Competition. The airline industry is
highly competitive and susceptible to price discounting.
Continental has in the past both responded to discounting actions
taken by other carriers and initiated significant discounting
actions itself. Continental's competitors include carriers with
substantially greater financial resources (and in certain cases,
lower cost structures), as well as smaller carriers with lower cost
structures. Airline profit levels are highly sensitive to, and
during recent years have been severely impacted by, changes in fuel
costs, fare levels (or "average yield") and passenger demand.
Passenger demands and yields have been affected by, among other
things, the general state of the economy, international events and
actions taken by carriers with respect to fares. From 1990 to
1993, these factors contributed to the domestic airline industry's
incurring unprecedented losses. Although fare levels have
increased subsequently, fuel costs have also increased
significantly. 1In addition, significant industry-wide discounts
could be reimplemented at any time, and the introduction of broadly
available, deeply discounted fares by a major United States airline
would likely result in lower yields for the entire industry and
could have a material adverse effect on Continental's operating
results.

The airline industry has consolidated in past years as a result of
mergers and liquidations and may further consolidate in the future.
Among other effects, such consolidation has allowed certain of



Continental's major competitors to expand (in particular) their
international operations and increase their market strength.
Furthermore, the emergence in recent years of several new carriers,
typically with low cost structures, has further increased the
competitive pressures on the major United States airlines. In many
cases, the new entrants have initiated or triggered price
discounting. Aircraft, skilled labor and gates at most airports
continue to be readily available to start-up carriers. Competition
with new carriers or other low cost competitors on Continental's
routes could negatively impact Continental's operating results.

Regulatory Matters. 1In the last several years, the FAA has issued
a number of maintenance directives and other regulations relating
to, among other things, retirement of older aircraft, security
measures, collision avoidance systems, airborne windshear avoidance
systems, noise abatement, commuter aircraft safety and increased
inspections and maintenance procedures to be conducted on older
aircraft. Continental expects to continue incurring expenses for
the purpose of complying with the FAA's noise, aging aircraft and
other regulations. In addition, several airports have recently
sought to increase substantially the rates charged to airlines, and
the ability of airlines to contest such increases has been
restricted by federal legislation, DOT regulations and judicial
decisions.

Management believes that Continental benefitted significantly from
the expiration of the aviation trust fund tax (the "ticket tax") on
December 31, 1995. The ticket tax was reinstated on August 27,
1996, expired again on December 31, 1996 and was reinstated again
on March 7, 1997. In July 1997, Congress passed tax legislation
reimposing and significantly modifying the ticket tax. The
legislation includes the imposition of new excise tax and segment
fee tax formulas to be phased in over a multi-year period, an
increase in the international departure tax and the imposition of
a new arrivals tax, and the extension of the ticket tax to cover
items such as the sale of frequent flyer miles. Management
believes that the ticket tax has a negative impact on Continental,
although neither the amount of such negative impact directly
resulting from the reimposition of the ticket tax, nor the benefit
previously realized by its expiration, can be precisely determined.

Additional laws and regulations have been proposed from time to
time that could significantly increase the cost of airline
operations by imposing additional requirements or restrictions on
operations. Laws and regulations have also been considered that
would prohibit or restrict the ownership and/or transfer of airline
routes or takeoff and landing slots. Also, the availability of
international routes to United States carriers is regulated by
treaties and related agreements between the United States and
foreign governments that are amendable. Continental cannot predict
what laws, regulations and amendments may be adopted or their
impact, and there can be no assurance that laws, regulations and
amendments currently proposed or enacted in the future will not
adversely affect Continental.

Seasonal Nature of Airline Business. Due to the greater demand for
air travel during the summer months, revenue in the airline
industry in the third quarter of the year is generally
significantly greater than revenue in the first quarter of the year
and moderately greater than revenue in the second and fourth
quarters of the year for the majority of air carriers.
Continental's results of operations generally reflect this
seasonality, but have also been impacted by numerous other factors
that are not necessarily seasonal, including the extent and nature
of competition from other airlines, fare wars, excise and similar
taxes, changing levels of operations, fuel prices, foreign currency
exchange rates and general economic conditions.

Other

While the Company has implemented a Year 2000 project to ensure
that its computer systems will function properly in the year 2000
and thereafter (see Item 7. "Management's Discussion and Analysis
of Financial Condition and Results of Operations"), the Company's
business is dependent upon certain governmental organizations or
entities, such as the FAA, that provide essential aviation industry
infrastructure. There can be no assurance that the systems of such
third parties (including those of the FAA) will be modified to
function properly in the year 2000 on a timely basis. The
Company's business, financial condition or results of operations
could be materially adversely affected by the failure of systems



operated by other parties to operate properly beyond 1999. To the
extent possible, the Company will be developing and executing
contingency plans designed to allow continued operation in the
event of failure of third parties' systems.



ITEM 2. PROPERTIES.
Flight Equipment

As shown in the following table, Continental's (including CMI's)
jet aircraft fleet (excluding regional jets) consisted of 337 jets
and was comprised of 11 different types and series of aircraft at
December 31, 1997.

Seats
Total in Standard Average Age
Type Aircraft Owned Leased Configuration (In Years)

Four Engine
747-200* 4 - 4 426 25.0
Three Engine
DC-10-10 6 - 6 287 25.2
DC-10-30 28 6 22 242 21.7
727-200* 43 4 39 149 21.1
Two Engine
757-200 23 - 23 183 2.4
737-500 50 1 49 104 2.4
737-300 65 14 51 128 10.4
737-200* 16 16 - 100 28.5
737-100* 5 5 - 95 29.5
MD-80 69 15 54 141 13.0
DC-9-30* 28 3 25 103 25.7

337 64 273 14.4

*Stage 2 (noise level) aircraft which are scheduled to be replaced
prior to the year 2000.

The table above excludes six all-cargo 727 CMI aircraft.

A majority of the aircraft and engines owned by Continental are
subject to mortgages.

The FAA has adopted rules pursuant to the Airport Noise and
Capacity Act of 1990 that require a scheduled phase out of Stage 2
aircraft during the 1990's. As a result of Continental's
acquisition of a number of new aircraft and the retirement of older
Stage 2 aircraft in recent years, 71.5% of Continental's current
jet fleet was composed of Stage 3 aircraft at December 31, 1997.
The Company plans to retire the remainder of its Stage 2 jet fleet
(excluding those aircraft operated by CMI) prior to the year 2000
in order to comply with such rules. Scheduled deliveries of the
Company's new Boeing aircraft on order are expected to reduce the
average age of the Company's jet fleet from 14.4 years to 9.8 years
by the end of 1999.

During 1997, Continental took delivery of a total of 20 new Boeing
aircraft which consisted of 14 737-500 aircraft and six 757-200
aircraft. 1In addition, Continental also purchased three DC-10-30
aircraft and leased seven DC-10-30 aircraft. The Company
anticipates taking delivery of 64 new Boeing aircraft in 1998.

As of December 31, 1997, Express operated a fleet of 116 aircraft,
as follows:

Seats
Total in Standard Average Age
Type Aircraft Owned Leased Configuration (In Years)
Turboprop
ATR-72 3 3 - 64 3.4
ATR-42-320 30 3 27 46 7.9
ATR-42-500 8 - 8 48 1.3
EMB-120 32 22 10 30 8.4



Beech 1900-D 25 25 - 19 1.9

Regional jets
ERJ-145* 18 - 18 50 0.5

116 53 63 5.0

*One regional jet was damaged beyond economic repair in February
1998.

Not included in the table above is one ATR-42 aircraft owned by the
Company and currently leased to a third party.

During 1997, Express took delivery of 16 ERJ-145 aircraft. Express
anticipates taking delivery of 18 new ERJ-145 aircraft in 1998.

See Item 7. "Management's Discussion and Analysis of Financial
Condition and Results of Operations - Liquidity and Capital
Commitments" for a discussion of the Company's order for new firm
commitment aircraft and related financing arrangements.

Facilities

The Company's principal facilities are located at Newark
International, Bush Intercontinental, Hopkins International and
A.B. Won Pat International Airport in Guam. All these facilities,
as well as substantially all of Continental's other facilities, are
leased on a long-term, net-rental basis, and Continental is
responsible for maintenance, taxes, insurance and other facility-
related expenses and services. 1In certain locations, Continental
owns hangars and other facilities on land leased on a long-term
basis, which facilities will become the property of the lessor on
termination of the lease. At each of its three domestic hub cities
and most other locations, Continental's passenger and baggage
handling space is leased directly from the airport authority on
varying terms dependent on prevailing practice at each airport.

In July 1996, the Company announced plans to expand its gates and
related facilities into Terminal B at Bush Intercontinental, as
well as planned improvements at Terminal C and the construction of
a new automated people mover system linking Terminal B and Terminal
C. 1In April 1997, the City of Houston completed the offering of
$190 million aggregate principal amount of tax-exempt special
facilities revenue bonds (the "IAH Bonds"). In connection
therewith, the Company has entered into long-term leases (or
amendments to existing leases) with the City of Houston providing
for the Company to make rental payments sufficient to service the
related tax-exempt bonds, which have a term no longer than 30
years.

The Company is building a wide-body aircraft maintenance hangar in
Honolulu, Hawaii at an estimated cost of $25 million. Construction
of the hangar, anticipated to be completed by the second quarter of
1998, is being financed by tax-exempt special facilities revenue
bonds issued by the State of Hawaii. In connection therewith, the
Company has entered into long-term leases providing for the Company
to make rental payments sufficient to service the related tax-
exempt bonds.

In December 1997, Continental substantially completed construction
of a new hangar and improvements to a cargo facility at Newark
International. Continental expects to complete the financing of
these projects in April 1998 with approximately $25 million of tax-
exempt bonds. Continental is also planning a facility expansion at
Newark which would require, among other matters, agreements to be
reached with the applicable airport authority.

Continental has announced plans to expand its facilities at Hopkins
International, which expansion is expected to be completed in the
third quarter of 1999. The expansion, which will include a new jet
concourse for the regional jet service offered by Express, as well
as other facility improvements, is expected to cost approximately
$156 million and will be funded principally by the issuance of a
combination of tax-exempt special facilities revenue bonds (issued
in March 1998) and general airport revenue bonds (issued in
December 1997) by the City of Cleveland. 1In connection therewith,
Continental has entered into a long-term lease with the City of
Cleveland under which rental payments will be sufficient to service
the related bonds.

The Company has lease agreements with the City and County of Denver



covering ten gates and several support facilities at Denver
International Airport. The gates and facilities exceed
Continental's needs at the airport and the Company has subleased a
portion of the space.



The Company has cargo facilities at Los Angeles International
Airport. In July 1996, the Company subleased such facilities to
another carrier. If such carrier fails to comply with its
obligations under the sublease, the Company would be required to
perform those obligations.

CMI operates a hub on the island of Guam. In September 1996, the
Guam International Airport Authority completed the first phase of

a $240 million airport terminal expansion and renovation project.
This provided new arrival facilities, inbound baggage carousels and
customs halls and increased the number of gates available to CMI
from six to 12. Upon completion of the second (and final) phase of
the project in August 1998, five new additional gates will be
added, including ticket counters and a new pier-sort outbound
baggage system. The completed project is expected to triple the
size of the terminal complex and increase the cost of CMI's
operations in Guam by approximately $15 million a year.

Continental also maintains administrative offices, airport and
terminal facilities, training facilities and other facilities
related to the airline business in the cities it serves.

Continental remains contingently liable until December 1, 2015, on
$202 million of long-term lease obligations of US Airways related
to the East End Terminal at LaGuardia Airport in New York. If US
Airways defaulted on these obligations, Continental could be
required to cure the default, at which time it would have the
right to reoccupy the terminal.



ITEM 3. LEGAL PROCEEDINGS.
Plan of Reorganization

The Company's Plan of Reorganization, which became effective on
April 27, 1993, upon emergence from bankruptcy (the "Plan of
Reorganization"), provides for the full payment of all allowed
administrative and priority claims. Pursuant to the Plan of
Reorganization, holders of allowed general unsecured claims are
entitled to participate in a distribution of 3,800,000 shares of
the Company's Class A common stock, 10,084,736 shares of the
Company's Class B common stock, and $6,523,952 of cash and have no
further claim against the Company. The Plan of Reorganization
provides for this distribution to be issued initially in trust to
a distribution agent and thereafter for distributions to be made
from the trust from time to time as disputed claims are resolved.
The distribution agent must reserve from each partial distribution
of stock or cash to allow a complete pro rata distribution to be
made to each holder of a disputed claim in the event such claim is
eventually allowed, unless the United States Bankruptcy Court for
the District of Delaware (the "Bankruptcy Court") establishes a
lower reserve or estimates the claim at a lesser amount for
purposes of distribution. As of December 31, 1997, there remained
581,355 shares of Class A common stock, 1,520,827 shares of Class B
common stock, and approximately $972,000 of cash available for
distribution. The stock and cash set aside for distribution to
prepetition unsecured creditors was fixed in the Plan of
Reorganization and will not change as claims are allowed. However,
a limited number of proceedings were brought by prepetition
creditors seeking to impose additional obligations on the Company.

Environmental Proceedings

Under the federal Comprehensive Environmental Response,
Compensation and Liability Act of 1980, as amended (commonly known
as "Superfund") and similar state environment cleanup laws,
generators of waste disposed of at designated sites may, under
certain circumstances, be subject to joint and several liability
for investigation and remediation costs. The Company (including
its predecessors) has been identified as a potentially responsible
party at four federal and two state sites that are undergoing or
have undergone investigation or remediation. The Company believes
that, although applicable case law is evolving and some cases may
be interpreted to the contrary, some or all of any liability claims
associated with these sites were discharged by confirmation of the
Company's Plan of Reorganization, principally because the Company's
exposure is based on alleged offsite disposal known as of the date
of confirmation. Even if any such claims were not discharged, on
the basis of currently available information, the Company believes
that its potential liability for its allocable share of the cost to
remedy each site (to the extent the Company is found to have
liability) is not, in the aggregate, material; however, the Company
has not been designated a "de minimis" contributor at any of such
sites.

The Company is also involved in other environmental matters,
including the investigation and/or remediation of environmental
conditions at properties used or previously used by the Company.
Although the Company is not currently subject to any environmental
cleanup orders imposed by regulatory authorities, it is undertaking
voluntary investigation or remediation at certain properties in
consultation with such authorities. The full nature and extent of
any contamination at these properties and the parties responsible
for such contamination have not been determined, but based on
currently available information the Company does not believe that
any environmental liability associated with such properties will
have a material adverse effect on the Company.

Shareholder Litigation

Following the announcement of the Northwest Alliance, the Air
Partners Transaction and the related corporate governance agreement
between the Company and certain affiliates of Northwest
(collectively, the "Northwest Transaction"), to the Company's
knowledge as of March 1, 1998, six separate lawsuits were filed
against the Company and its Directors and certain other parties
(the "Shareholder Litigation"). The complaints in the Shareholder
Litigation, which were filed in the Court of Chancery of the State
of Delaware in and for New Castle County and seek class



certification, and which have been consolidated under the caption
In re Continental Airlines, Inc. Shareholder Litigation, generally
allege that the Company's Directors improperly accepted the
Northwest Transaction in violation of their fiduciary duties owed
to the public shareholders of the Company. They further allege
that Delta Air Lines, Inc. submitted a proposal to purchase the
Company which, in the plaintiffs' opinion, was superior to the
Northwest Transaction. The Shareholder Litigation seeks, inter
alia, to enjoin the Northwest Transaction and the award of
unspecified damages to the plaintiffs.

While there can be no assurance that the Shareholder Litigation
will not result in a delay in the implementation of any aspect of
the Northwest Transaction, or the enjoining of the Northwest
Transaction, the Company believes the Shareholder Litigation to be
without merit and intends to defend it vigorously.

General

Various other claims and lawsuits against the Company are pending
that are of the type generally consistent with the Company's
business. The Company cannot at this time reasonably estimate the
possible loss or range of loss that could be experienced if any of
the claims were successful. Typically, such claims and lawsuits
are covered in whole or in part by insurance. The Company does not
believe that the foregoing matters will have a material adverse
effect on the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

Not applicable.



PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS.

Continental's common stock trades on the New York Stock Exchange.
The table below shows the high and low sales prices for the
Company's Class A common stock and Class B common stock as reported
on the New York Stock Exchange during 1996 and 1997.

Class A Class B
Common Stock Common Stock
High Low High Low
1996 First Quarter . . . 27 19-1/8 28-3/16 19-7/16
Second Quarter. . . 31-1/16 25-7/8 31-7/16 26-9/16
Third Quarter . . . 31 21 31-1/8 21-1/8
Fourth Quarter. . . 30-5/8 22 30-3/4 22-5/8
1997 First Quarter . . . 33-3/4 27 33-5/8 27
Second Quarter. . . 36-3/4 30-1/8 35-7/8 29-1/2
Third Quarter . . . 41-7/16 34 41-3/8 34
Fourth Quarter. . . 50-1/2 38-1/2 50-3/16 38-5/8

As of March 11, 1998, there were approximately 3,133 and 17,956
holders of record of Continental's Class A common stock and Class B
common stock, respectively.

The Company has paid no cash dividends on its common stock.

Because management believes it is important to continue
strengthening the Company's balance sheet and liquidity, the
Company has no current intention of paying cash dividends on its
common stock, but may consider repurchase of its common stock under
certain market conditions. Certain of the Company's credit
agreements and indentures restrict the ability of the Company and
certain of its subsidiaries to pay cash dividends by imposing
minimum unrestricted cash requirements on the Company, limiting the
amount of such dividends when aggregated with certain other
payments or distributions and requiring that the Company comply
with other covenants specified in such instruments.

The Company's Certificate of Incorporation provides that no shares
of capital stock may be voted by or at the direction of persons who
are not United States citizens unless such shares are registered on
a separate stock record. The Company's Bylaws further provide that
no shares will be registered on such separate stock record if the
amount so registered would exceed United States foreign ownership
restrictions. United States law currently requires that no more
than 25% of the voting stock of the Company (or any other domestic
airline) may be owned directly or indirectly by persons who are not
citizens of the United States.



ITEM 6. SELECTED FINANCIAL DATA.

The table on the following page sets forth certain consolidated
financial data of (i) the Company at December 31, 1997, 1996, 1995,
1994 and 1993 and for the years ended December 31, 1997, 1996, 1995
and 1994 and the period April 28, 1993 through December 31, 1993
and (ii) the Predecessor Company (see "1993 Reorganization" below),
for the period January 1, 1993 through April 27, 1993 (in millions,
except per share data).

1993 Reorganization

As used on the following page, the term "Reorganized Company"
refers to Continental Airlines, Inc. and its subsidiaries. The
Company reorganized under Chapter 11 of the federal bankruptcy code
in April 1993, after having filed for protection in December 1990.
Pursuant to the Reorganization, Continental Airlines Holdings, Inc.
(together with its subsidiaries, "Holdings" or the "Predecessor
Company"), which had been the Company's parent, merged with and
into the Reorganized Company.

As a result of the adoption of fresh start reporting in accordance
with SOP 90-7, upon consummation of the Company's Plan of
Reorganization (see Item 3. '"Legal Proceedings - Plan of
Reorganization"), the consolidated financial statements of the
Predecessor Company and the Reorganized Company have not been
prepared on a consistent basis of accounting and are separated by
a vertical black line. The Reorganized Company includes
Continental CRS Interests, Inc. (formerly System One Information
Management, Inc. prior to April 27, 1995) and other businesses that
had been consolidated with Holdings prior to April 28, 1993 (but
not with pre-reorganized Continental).



ITEM 6. SELECTED FINANCIAL DATA (Continued)

Reorganized Company (1)(2)(3)

April 28,
1993 through
Year Ended December 31, December 31,
1997 1996 1995 1994 1993
Operating revenue. . . . $7,213 $6, 360 $5, 825 $5,670 $3,910
Operating income (loss). 716 525 385 (11) 95
Income (loss) before
extraordinary gain
(loss) . . . . . . .. 389 325 224 (613) (39)
Net income (loss). . . . 385 319 224 (613) (39)
Earnings (loss) per
common share:
Income (loss)
before extra-
ordinary loss. . . 6.72 5.87 4.07 (11.88) (1.17)
Net income (loss). . 6.65 5.75 4.07 (11.88) (1.17)
Earnings (loss) per
common share
assuming dilution:
Income (loss)
before extra-
ordinary loss. . . 5.03 4.25 3.37 (11.88) (1.17)
Net income (loss). . 4.99 4.17 3.37 (11.88) (1.17)

*Not meaningful.

Predecessor
Company (2)
January 1,
1993 through
April 27,
1993

$1, 857

(114)

(979)

2,640



ITEM 6. SELECTED FINANCIAL DATA (Continued)

1997

Total assets . . . . . . . . . . . $5,830
Debt and capital lease obligations

in default (4) . . . . . . . . . -
Long-term debt and capital lease

obligations. . . . . . . . . . . 1,568
Minority interest (5). . . . . . . -
Continental-Obligated Mandatorily

Redeemable Preferred Securities

of Subsidiary Trust holding

solely Convertible Subordinated

Debentures (6) . . . . . . . . . 242

Redeemable preferred stock (7) . . -

Reorganized Company (1)

1996

$5, 206

1,624

15

242

46

December 31,

1995

$4,821

1,658

27

242

41

1994

$4,601

490

1,202

26

53

1993

$5,099

1,775

22

47



(1) See Item 7. '"Management's Discussion and Analysis of Financial Condition and Results

—_~—
w N
— —

(4)

(5)
(6)

(7)

of Operations - Results of Operations" for a discussion of significant transactions in
1997, 1996 and 1995. 1996 results include a $128 million fleet disposition charge
associated with the Company's decision to accelerate the replacement of certain aircraft
between August 1997 and December 1999. The fleet disposition charge relates primarily
to (i) the writedown of Stage 2 aircraft inventory to its estimated fair value and (ii)
a provision for costs associated with the return of leased aircraft at the end of their
respective lease terms. 1995 results include a $108 million gain ($30 million after
taxes) from the System One transactions. 1994 results include a provision of $447
million associated with the planned early retirement of certain aircraft and closed or
underutilized airport and maintenance facilities and other assets.

No cash dividends were paid on common stock during the periods shown.

The earnings per share amounts prior to 1997 have been restated as required to comply
with Statement of Financial Accounting Standards No. 128 - "Earnings Per Share" ("SFAS
128"). For further discussion of earnings per share and the impact of SFAS 128, see the
notes to the consolidated financial statements beginning on page F-14.

The Company's failure to make certain required payments in 1994 to certain lenders and
aircraft lessors constituted events of default under the respective agreements with such
parties. These events of default were cured in 1995.

Continental purchased UMDA's 9% interest in AMI in 1997. See Item 1. "Business -
Business Strategy - Fund the Future".

The sole assets of the Continental-Obligated Mandatorily Redeemable Preferred Securities
of Subsidiary Trust ("Trust") are Convertible Subordinated Debentures, with an aggregate
principal amount of $250 million, which bear interest at the rate of 8-1/2% per annum
and mature on December 1, 2020. Upon repayment, the Trust will be mandatorily redeemed.
Continental redeemed for cash all of the outstanding shares of its Series A 12%
Cumulative Preferred Stock in 1997. See Item 1. "Business - Business Strategy - Fund
the Future".



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

The following discussion may contain forward-looking statements.

In connection therewith, please see the cautionary statements
contained in Item 1. "Business - Risk Factors Relating to the
Company" and "Business - Risk Factors Relating to the Airline
Industry" which identify important factors that could cause actual
results to differ materially from those in the forward-looking
statements. Hereinafter, the terms "Continental" and the "Company"
refer to Continental Airlines, Inc. and its subsidiaries, unless
the context indicates otherwise.

Results of Operations

The following discussion provides an analysis of the Company's
results of operations and reasons for material changes therein for
the three years ended December 31, 1997.

Comparison of 1997 to 1996. The Company recorded consolidated net
income of $385 million and $319 million for the years ended
December 31, 1997 and 1996, respectively, including a $128 million
fleet disposition charge ($77 million after taxes) in 1996 and
after-tax extraordinary losses relating to the early extinguishment
of debt of $4 million and $6 million in 1997 and 1996,
respectively. Management believes that the Company benefitted in
the first three quarters of 1996 and in the first quarter of 1997
from the expiration of the aviation trust fund tax (the "ticket
tax") on December 31, 1995 and December 31, 1996, respectively.

The ticket tax was reinstated on August 27, 1996 and again on March
7, 1997. Management believes that the ticket tax has a negative
impact on the Company, although neither the amount of such negative
impact directly resulting from the reimposition of the ticket tax,
nor the benefit realized by its expiration, can be precisely
determined. Additionally, the Company benefitted in the first six
months of 1996 from the recognition of previously unbenefitted
post-reorganization net operating loss carryforwards ("NOLs").

Passenger revenue increased 13.4%, $789 million, during 1997
compared to 1996. The increase was due to a 14.3% increase in
revenue passenger miles on capacity growth of 9.9% offset by a 1.1%
decrease in yield.

Cargo revenue increased 13.6%, $21 million, during 1997 compared to
1996 due to an increase in cargo capacity, primarily in
international markets.

Mail and other revenue increased 12.8%, $43 million, from 1996 to
1997 primarily as a result of an increase in mail volumes
(principally in international markets) and an increase in other
revenue related to frequent flyer mileage credits sold to
participating partners in the Company's frequent flyer program
("OnePass").



Wages, salaries and related costs increased 16.3%, $236 million,
during 1997 as compared to 1996 due in part to an 9.6% increase in
the average number of full-time equivalent employees from
approximately 34,300 for the year ended December 31, 1996 to 37,600
for the year ended December 31, 1997. Wages and salaries also
increased in 1997 due to a $29 million accrual for the impact of
the tentative collective bargaining agreement with the pilots.

Employee incentives increased 29.9%, $29 million, from 1996 to 1997
as a result of an increase in employee profit sharing of $37
million offset by a decrease in on-time bonuses of $8 million.

Aircraft fuel expense increased 14.3%, $111 million, from 1996 to
1997 primarily due to a 10.5% increase in the quantity of jet fuel
used from 1.228 billion gallons during 1996 to 1.357 billion
gallons during 1997, resulting from increased flying. In addition,
the average price per gallon, net of fuel hedging gains of $65
million in 1996, increased 3.3% from 60.9 cents in 1996 to

62.9 cents in 1997.

Commissions expense increased 11.2%, $57 million, in 1997 compared
to 1996, primarily due to increased passenger revenue.

Aircraft rentals increased 8.3%, $42 million, from 1996 to 1997,
primarily as a result of the delivery of new aircraft throughout
1997, net of retirements.

Maintenance, materials and repairs increased 16.5%, $76 million,
during 1997 as compared to 1996, principally due to the volume and
timing of engine overhauls, increase in component costs and routine
maintenance as part of the Company's ongoing maintenance program.
Aircraft maintenance expense was reduced by $16 million in 1997 due
to the reversal of reserves that are no longer required as a result
of the acquisition of 10 aircraft previously leased by the Company.

Other rentals and landing fees increased 12.9%, $45 million, during
1997 compared to 1996 due to higher facilities rentals and landing
fees resulting from increased operations.

During the third quarter of 1996, the Company recorded a fleet
disposition charge of $128 million ($77 million after taxes),
related primarily to (i) the writedown of Stage 2 aircraft
inventory to its estimated fair value; and (ii) a provision for
costs associated with the return of leased aircraft at the end of
their respective lease terms.

Other operating expense increased 14.9%, $194 million, in 1997 as
compared to 1996, primarily as a result of increases in passenger
services, advertising and publicity, reservations and sales expense
and other miscellaneous expense.

Interest capitalized increased $30 million in 1997 compared to 1996
as a result of higher average purchase deposits for flight
equipment resulting from the pending acquisition of new aircraft.

Interest income increased 30.2%, $13 million, in 1997 compared to
the prior year principally due to an increase in the average
invested balance of cash and cash equivalents.

Other nonoperating income (expense) for the year ended December 31,
1996 included an $18 million gain related to the sale of America
West Airlines, Inc. ("America West") common stock and warrants.

The income tax provision for the year ended December 31, 1997 and
1996 of $237 million and $86 million, respectively, consists of
federal, state and foreign income taxes. During the second quarter
of 1996, the Company had fully utilized previously unbenefitted
post-reorganization NOLs, and began accruing income tax expense.

Comparison of 1996 to 1995. The Company recorded consolidated net
income of $319 million and $224 million for the years ended
December 31, 1996 and 1995, respectively, including a $128 million
fleet disposition charge ($77 million after taxes) and a $6 million
after-tax extraordinary loss relating to the early extinguishment
of debt in 1996. Continental's financial and operating performance
improved significantly in 1996 compared to 1995, reflecting, among
other things, continued implementation of the Company's strategic
program to enhance the fundamentals of its operations, rationalize
capacity, improve customer service and employee relations and



strengthen its balance sheet and liquidity. Management believes
that the Company benefitted significantly from the expiration of
the ticket tax on December 31, 1995, although the amount of any
such benefit directly resulting from the expiration of the ticket
tax cannot precisely be determined. The ticket tax was reinstated
on August 27, 1996, and expired again on December 31, 1996.

Implementation of the Company's route realignment and capacity
rationalization initiatives increased capacity by 0.8% in 1996 as
compared to 1995. This increase in capacity, combined with a 4.7%
increase in traffic, produced a 2.5 percentage point increase in
load factor to 68.1%. This higher load factor, combined with a
4.7% increase in the average yield per revenue passenger mile,
contributed to a 10.7% increase in passenger revenue to $5.9
billion in 1996.

Mail and other revenue decreased 11.4%, $43 million, from 1995 to
1996 primarily as a result of a series of transactions entered into
with a former subsidiary, System One Information Management, Inc.
("System One") (which were effective April 27, 1995). See Note 11
of Notes to Consolidated Financial Statements. Partially
offsetting such decrease was an increase in other revenue resulting
from a wet lease agreement with Alitalia, an agreement with DHL
International to operate a sorting and distribution hub in Manila
and an increase in revenue related to frequent flyer mileage
credits sold to participating partners in the Company's OnePass
program.

Wages, salaries and related costs increased 5.1%, $71 million,
during 1996 as compared to 1995 due in part to an increase in the
average number of full-time equivalent employees from approximately
33,700 for the year ended December 31, 1995 to approximately 34,300
for the year ended December 31, 1996. The increase is also
attributable to pay increases effective July 1, 1996 for
Continental's jet pilots and substantially all of its non-unionized
employees and an increase in base wages and per diem payments for
flight attendants resulting from the Company's collective
bargaining agreement with the International Association of
Machinists and Aerospace Workers ("IAM") representing Continental's
flight attendants.

Employee incentives increased $46 million from 1995 to 1996
primarily due to an increase in employee profit sharing of $37
million and an increase in on-time bonuses of $9 million.

Aircraft fuel expense increased 13.7%, $93 million, from 1995 to
1996. The average price per gallon, net of fuel hedging gains of
$65 million in 1996, increased 10.7% from 55.0 cents in 1995 to
60.9 cents in 1996. 1In addition, there was a 2.1% increase in the
quantity of jet fuel used from 1.203 billion gallons during 1995 to
1.228 billion gallons during 1996, principally reflecting increased
capacity.

Commissions expense increased 4.3%, $21 million, in 1996 compared
to 1995, primarily due to a 10.7% increase in passenger revenue,
partially offset by a decrease in the percentage of commissionable
revenue.

Aircraft rentals increased 2.4%, $12 million, from 1995 to 1996,
primarily as a result of the delivery of new aircraft throughout
1996. Such increase was partially offset by retirements of certain
leased aircraft and refinancings of certain leased aircraft.

Maintenance, materials and repairs increased 7.5%, $32 million,
during 1996 as compared to 1995, principally due to the volume and
timing of engine overhauls as part of the Company's ongoing
maintenance program.

During the third quarter of 1996, the Company made the decision to
accelerate the replacement of 30 DC-9-30 aircraft, six DC-10-10
aircraft, 31 727-200 aircraft, 13 737-100 aircraft and 17 737-200
aircraft between August 1997 and December 1999. As a result of its
decision to accelerate the replacement of these aircraft, the
Company recorded a fleet disposition charge of $128 million ($77
million after taxes). The fleet disposition charge relates
primarily to (i) the writedown of Stage 2 aircraft inventory, which
is not expected to be consumed through operations, to its estimated
fair value; and (ii) a provision for costs associated with the
return of leased aircraft at the end of their respective lease
terms.



Interest expense decreased 22.5%, $48 million, from 1995 to 1996,
primarily due to principal reductions of long-term debt and capital
lease obligations as a result of the Company's refinancing
initiatives.

Interest income increased 38.7%, $12 million, in 1996 compared to
1995, principally due to an increase in the average invested
balance of cash and cash equivalents.

The Company's other nonoperating income (expense) for the year
ended December 31, 1996 includes a $13 million gain related to the
sale of approximately 1.4 million shares of America West common
stock, a $5 million gain related to the sale of the America West
warrants and foreign currency gains and losses (primarily related
to the Japanese yen and the British pound).

Nonoperating income (expense) for the year ended December 31, 1995
primarily consisted of a pre-tax gain of $108 million from the
System One transactions. Additionally in 1995, the bankruptcy
court approved a settlement resolving certain claims filed by the
Company for the return of certain aircraft purchase deposits. As
a result of the settlement, the Company recorded a $12 million gain
in 1995, included in other nonoperating income (expense). These
gains were partially offset by an additional provision of $14
million for underutilized airport facilities and other assets
(primarily associated with Denver International Airport) and a

$5 million pretax charge which represented a waiver fee to a major
creditor of the Company.

The income tax provision for the year ended December 31, 1996 of
$86 million consists of federal, state and foreign income taxes.
During 1996, the Company utilized previously unbenefitted NOLs,
created subsequent to the Company's 1993 emergence from bankruptcy,
and began accruing income tax expense in the second quarter. A
provision for federal income taxes was recorded for the year ended
December 31, 1995 related to the System One transactions. No
additional provision was recorded in 1995 due to the previously
incurred NOLs for which a tax benefit had not previously been
recorded.



Certain Statistical Information

An analysis of statistical information for Continental's jet
operations, excluding regional jets operated by Continental
Express, for each of the three years in the period ended

December 31, 1997 is as follows:

1997

Revenue pas-

senger miles

(millions) (1). . 47,906
Available seat

miles

(millions) (2). . 67,576
Passenger load

factor (3). . . . 70.9%
Breakeven pas-

senger load

factor (4), (11). 60.0%
Passenger revenue

per available

seat mile

(cents) (5) . . . 9.19
Total revenue per

available seat

miles (cents)

(6) . . . . . . . 10.09
Operating cost
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(miles) . . . . . 967
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(hours) (9) . . . 10:13
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40,023

61,006

65.6%

60.8%

12.51

$133.21

37,575

836
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Continental has entered into block space arrangements with certain
other carriers whereby one or both of the carriers is obligated to
purchase capacity on the other carrier. One such arrangement began
in June 1997 pursuant to which the other carrier is sharing
Continental's costs of operating certain flights by committing to
purchase capacity on such flights. The tables above exclude 738
million available seat miles in 1997, as well as the related
revenue passenger miles and enplanements, which were purchased and
marketed by the other carrier.

(1) The number of scheduled miles flown by revenue passengers.
(2) The number of seats available for passengers multiplied by
the number of scheduled miles those seats are flown.

(3) Revenue passenger miles divided by available seat miles.
(4) The percentage of seats that must be occupied by revenue
passengers in order for the airline to break even on an

income before income taxes basis, excluding nonrecurring
charges, nonoperating items and other special items.

) Passenger revenue divided by available seat miles.

) Total revenue divided by available seat miles.

7) Operating expenses divided by available seat miles.

) The average revenue received for each mile a revenue

passenger is carried.

(9) The average number of hours per day that an aircraft flown in
revenue service is operated (from gate departure to gate
arrival).

(10) Excludes six and four all-cargo 727 CMI aircraft in 1997 and
1996, respectively.
(11) 1996 excludes fleet disposition charge totaling $128 million.

Liquidity and Capital Resources

During 1997 and early 1998, the Company completed a number of
transactions intended to strengthen its long-term financial
position and enhance earnings:

- - In March 1997, Continental completed an offering of $707 million
of pass-through certificates to be used to finance (through
either leveraged leases or secured debt financings) the debt
portion of the acquisition cost of up to 30 new aircraft from The
Boeing Company ("Boeing") scheduled to be delivered to
Continental through April 1998.

- - In April 1997, Continental entered into a $160 million secured
revolving credit facility to be used for the purpose of making
certain predelivery payments to Boeing for new Boeing aircraft to
be delivered through December 1999.

- - In April 1997, Continental redeemed for cash all of the 460,247
outstanding shares of its Series A 12% Cumulative Preferred Stock
held by an affiliate of Air Canada for $100 per share plus
accrued dividends thereon. The redemption price, including
accrued dividends, totaled $48 million.

- - In June 1997, Continental purchased from Air Partners, L.P. ("Air
Partners") for $94 million in cash warrants to purchase 3,842,542
shares of Class B common stock of the Company.

- - In June 1997, Continental completed an offering of $155 million
of pass-through certificates which were used to finance the
acquisition of 10 aircraft previously leased by the Company.

- - In July 1997, Continental entered into a $575 million credit
facility, including $350 million of term loans, $275 million of
which was loaned by Continental to its wholly owned subsidiary
Air Micronesia, Inc. ("AMI"), reloaned by AMI to its wholly owned
subsidiary, Continental Micronesia, Inc. ("CMI") and used by CMI
to repay its existing secured term loan. The facility also
includes a $225 million revolving credit facility.

- - In July 1997, the Company (i) purchased (a) the right of United
Micronesia Development Association's ("UMDA") to receive future
payments under a services agreement between UMDA and CMI and (b)
UMDA's 9% interest in AMI, (ii) terminated the Company's
obligations to UMDA under a settlement agreement entered into in
1987, and (iii) terminated substantially all of the other
contractual arrangements between the Company, AMI and CMI, on the



one hand, and UMDA on the other hand, for an aggregate
consideration of $73 million.

- - In September 1997, Continental completed an offering of $89
million of pass-through certificates which were used to finance
the debt portion of the acquisition cost of nine Embraer ERJ-145
("ERJ-145") regional jets.

- - In October 1997, the Company completed an offering of $752
million of pass-through certificates to be used to finance
(through either leveraged leases or secured debt financings) the
debt portion of the acquisition cost of up to 24 new Boeing
aircraft scheduled to be delivered from April 1998 through
November 1998.

- - In February 1998, the Company completed an offering of $773
million of pass-through certificates to be used to finance
(through either leveraged leases or secured debt financings) the
debt portion of the acquisition cost of up to 24 aircraft
scheduled to be delivered from February 1998 through December
1998.

- - In addition, during 1997 and the first quarter of 1998,
Continental completed several offerings totaling approximately
$291 million aggregate principal amount of tax-exempt special
facilities revenue bonds to finance or refinance certain airport
facility projects. These bonds are payable solely from rentals
paid by Continental under long-term lease agreements with the
respective governing bodies.

The cash proceeds from the pass-through certificate transactions
are deposited with a depositary bank for the benefit of the
certificate holders and enable the Company to finance (through
either leveraged leases or secured debt financings) the debt
portion of the acquisition cost of new aircraft. As of March 18,
1998 approximately $1.6 billion of the proceeds remain on deposit.
If any funds remain as deposits at the end of the specified
delivery periods, such funds will be distributed back to the
certificate holders.

As of December 31, 1997, Continental had approximately $1.9 billion
(including current maturities) of long-term debt and capital lease
obligations, and had approximately $1.2 billion of Continental-
obligated mandatorily redeemable preferred securities of subsidiary
trust and common stockholders' equity, a ratio of 1.6 to 1. As of
December 31, 1996, the ratio of long-term debt and capital lease
obligations (including current maturities) to minority interest,
Continental-obligated mandatorily redeemable preferred securities
of subsidiary trust, redeemable preferred stock and common
stockholders' equity was 2.1 to 1.

As of December 31, 1997 the Company had $1.0 billion in cash and
cash equivalents (excluding restricted cash), compared to $985
million as of December 31, 1996. Net cash provided by operating
activities increased $129 million during the year ended December
31, 1997 compared to the same period in the prior year principally
due to an improvement in operating income. Net cash used by
investing activities for the year ended December 31, 1997 compared
to the same period in the prior year increased $406 million,
primarily as a result of higher capital and fleet-related
expenditures in 1997 and lower purchase deposits refunded in
connection with aircraft delivered in 1996. Net cash used by
financing activities increased $80 million primarily due to (i) a
decrease in payments on long-term debt and capital lease
obligations, (ii) a decrease in proceeds received from the issuance
of long-term debt and (iii) an increase in warrants purchased in
1997.

Continental has general lines of credit and significant encumbered
assets.

Deferred Tax Assets. The Company had, as of December 31, 1997,
deferred tax assets aggregating $1.1 billion, including

$631 million of NOLs. The Company recorded a valuation allowance
of $617 million against such assets as of December 31, 1997.
Realization of a substantial portion of the Company's remaining
NOLs will require the completion by April 27, 1998 of transactions
resulting in recognition of built-in gains for federal income tax
purposes. In the fourth quarter of 1997, the Company determined
that it would be able to recognize an additional $155 million of
NOLs attributable to the Company's pre-bankruptcy predecessor.



This benefit, $62 million, was used to reduce reorganization value
in excess of amounts allocable to identifiable assets. To the
extent the Company were to determine in the future that additional
NOLs of the Company's pre-bankruptcy predecessor could be
recognized in the consolidated financial statements, such benefit
would also reduce reorganization value in excess of amounts
allocable to identifiable assets. If such reorganization value is
exhausted, such benefit would decrease other intangibles. The
Company may consummate one or more additional built-in gain
transactions by April 28, 1998.

As a result of NOLs, the Company will not pay United States federal
income taxes (other than alternative minimum tax) until it has
recorded approximately an additional $515 million of taxable income
following December 31, 1997. Section 382 of the Internal Revenue
Code ("Section 382") imposes limitations on a corporation's ability
to utilize NOLs if it experiences an "ownership change". 1In
general terms, an ownership change may result from transactions
increasing the ownership of certain stockholders in the stock of a
corporation by more than 50 percentage points over a three-year
period. 1In the event that an ownership change should occur,
utilization of Continental's NOLs would be subject to an annual
limitation under Section 382 determined by multiplying the value of
the Company's stock at the time of the ownership change by the
applicable long-term tax exempt rate (which was 5.23% for February
1998). Any unused annual limitation may be carried over to later
years, and the amount of the limitation may under certain
circumstances be increased by the built-in gains in assets held by
the Company at the time of the change that are recognized in the
five-year period after the change. Under current conditions, if an
ownership change were to occur, Continental's annual NOL
utilization would be limited to approximately $147 million per year
other than through the recognition of future built-in gain
transactions.

Based on information currently available, the Company does not
believe that the Air Partners agreement to dispose of its interest
in the Company to an affiliate of Northwest Airlines, Inc. will
result in an ownership change for purposes of Section 382. See
Item 7. "Management's Discussion and Analyses - Liquidity and
Capital Resources - Other".

Purchase Commitments. In March 1998, Continental announced the
conversion of 15 Boeing 737 option aircraft to 15 Boeing 737-900
firm aircraft and the addition of 25 option aircraft. As of March
18, 1998, Continental had firm commitments with Boeing to take
delivery of a total of 154 jet aircraft (including the Boeing 737-
900 aircraft described above) during the years 1998 through 2005
with options for an additional 61 aircraft (exercisable subject to
certain conditions). These aircraft will replace older, less
efficient Stage 2 aircraft and allow for growth of operations. The
estimated aggregate cost of the Company's firm commitments for the
Boeing aircraft is approximately $6.7 billion. As of March 18,
1998, Continental had completed or had third party commitments for
a total of approximately $1.6 billion in financing for its future
Boeing deliveries, and had commitments or letters of intent from
various sources for backstop financing for approximately one-third
of the anticipated remaining acquisition cost of such Boeing
deliveries. The Company currently plans on financing the new
Boeing aircraft with a combination of enhanced equipment trust
certificates, lease equity and other third party financing, subject
to availability and market conditions. However, further financing
will be needed to satisfy the Company's capital commitments for
other aircraft and aircraft-related expenditures such as engines,
spare parts, simulators and related items. There can be no
assurance that sufficient financing will be available for all
aircraft and other capital expenditures not covered by firm
financing commitments. Deliveries of new Boeing aircraft are
expected to increase aircraft rental, depreciation and interest
costs while generating cost savings in the areas of maintenance,
fuel and pilot training.

In September 1996, Continental Express, Inc. ("Express") placed an
order for 25 firm ERJ-145 regional jets, with options for an
additional 175 aircraft exercisable through 2008. In June 1997,
Express exercised its option to order 25 of such option aircraft
and expects to confirm its order for an additional 25 of its
remaining 150 option aircraft by August 1998. Neither Express nor
Continental will have any obligation to take such aircraft that are
not financed by a third party and leased to the Company. Express
took delivery of 18 of the aircraft through December 31, 1997 and



will take delivery of the remaining 32 aircraft through the third
quarter of 1999. The Company expects to account for all of these
aircraft as operating leases.

Continental expects its cash outlays for 1998 capital expenditures,
exclusive of fleet plan requirements, to aggregate $211 million,
primarily relating to mainframe, software application and
automation infrastructure projects, aircraft modifications and
mandatory maintenance projects, passenger terminal facility
improvements and office, maintenance, telecommunications and ground
equipment. Continental's capital expenditures during 1997
aggregated $118 million, exclusive of fleet plan requirements.

The Company expects to fund its future capital commitments through
internally generated funds together with general Company financings
and aircraft financing transactions. However, there can be no
assurance that sufficient financing will be available for all
aircraft and other capital expenditures not covered by firm
financing commitments.

Year 2000. The Company uses a significant number of computer
software programs and embedded operating systems that are essential
to its operations. As a result, the Company implemented a Year
2000 project in early 1997 to ensure that the Company's computer
systems will function properly in the year 2000 and thereafter.

The Company anticipates completing its Year 2000 project in early
1999 and believes that, with modifications to its existing software
and systems and/or conversions to new software, the Year 2000 Issue
will not pose significant operational problems for its computer
systems.

The Company has also initiated communications with its significant
suppliers and vendors with which its systems interface and exchange
data or upon which its business depends. The Company is
coordinating efforts with these parties to minimize the extent to
which its business will be vulnerable to their failure to remediate
their own Year 2000 issues. The Company's business is also
dependent upon certain governmental organizations or entities such
as the Federal Aviation Administration ("FAA") that provide
essential aviation industry infrastructure. There can be no
assurance that the systems of such third parties on which the
Company's business relies (including those of the FAA) will be
modified on a timely basis. The Company's business, financial
condition or results of operations could be materially adversely
affected by the failure of its systems or those operated by other
parties to operate properly beyond 1999. To the extent possible,
the Company will be developing and executing contingency plans
designed to allow continued operation in the event of failure of
the Company's or third parties' systems.

The total cost (excluding internal payroll costs) of the Company's
Year 2000 project is currently estimated at $12 million and will be
funded through cash from operations. The cost of the Company's
Year 2000 project is limited by the substantial outsourcing of its
systems and the significant implementation of new systems following
its emergence from bankruptcy in 1993. The costs of the Company's
Year 2000 project and the date on which the Company believes it
will be completed are based on management's best estimates and
include assumptions regarding third-party modification plans.
However, in particular due to the potential impact of third-party
modification plans, there can be no assurance that these estimates
will be achieved and actual results could differ materially from
those anticipated.

Bond Financings. In April 1997, the City of Houston completed the
offering of $190 million aggregate principal amount of tax-exempt
special facilities revenue bonds (the "IAH Bonds") payable solely
from rentals paid by Continental under long-term lease agreements
with the City of Houston. The IAH Bonds are unconditionally
guaranteed by Continental. The proceeds from the IAH Bonds are
being used to finance the acquisition, construction and
installation of certain terminal and other airport facilities
located at Continental's hub at George Bush Intercontinental
Airport, including a new automated people mover system linking
Terminals B and C and 20 aircraft gates in Terminal B into which
Continental intends to expand its operations. The expansion
project is expected to be completed by the summer of 1999.

In December 1997, Continental substantially completed construction
of a new hangar and improvements to a cargo facility at
Continental's hub at Newark International Airport. Continental



expects to complete the financing of these projects in April 1998
with $25 million of tax-exempt bonds. Continental is also planning
a facility expansion at Newark which would require, among other
matters, agreements to be reached with the applicable airport
authority.

The Company is building a wide-body aircraft maintenance hangar in
Honolulu, Hawaii at an estimated cost of $25 million. Construction
of the hangar, anticipated to be completed by the second quarter of
1998, is being financed by tax-exempt special facilities revenue
bonds issued by the State of Hawaii. In connection therewith, the
Company has entered into long-term leases providing for the Company
to make rental payments sufficient to service the related tax-
exempt bonds.

Continental has announced plans to expand its facilities at its
Hopkins International Airport hub in Cleveland, which expansion is
expected to be completed in the third quarter of 1999. The
expansion, which will include a new jet concourse for the regional
jet service offered by Express, as well as other facility
improvements, is expected to cost approximately $156 million and
will be funded principally by the issuance of a combination of tax-
exempt special facilities revenue bonds (expected to be issued in
March 1998) and general airport revenue bonds (issued in December
1997) by the City of Cleveland. In connection therewith,
Continental has entered into a long-term lease with the City of
Cleveland under which rental payments will be sufficient to service
the related bonds.

Employees. 1In April 1997, collective bargaining agreement
negotiations began with the Independent Association of Continental
Pilots ("the IACP") to amend both the Continental Airlines pilots'
contract (which became amendable in July 1997) and Express pilots'
contract (which became amendable in October 1997). 1In February
1998, a five-year collective bargaining agreement with the
Continental Airlines pilots was announced by the Company and the
IACP. In March 1998, Express also announced a five-year collective
bargaining agreement with its pilots. These agreements are subject
to approval by the IACP board of directors and ratification by the
Continental and Express pilots. The Company began accruing for the
increased costs of a tentative agreement reached in November 1997
in the fourth quarter of 1997. The Company estimates that such
accrual will be approximately $113 million for 1998. The Company's
mechanics and related employees recently voted to be represented by
the International Brotherhood of Teamsters (the "Teamsters"). The
Company does not believe that the Teamsters' union representation
will be material to the Company. 1In September 1997, Continental
announced that it intends to bring all employees to industry
standard wages (the average of the top ten air carriers as ranked
by the Department of Transportation excluding Continental) within
36 months. The announcement further stated that wage increases
will be phased in over the 36-month period as revenue, interest
rates and rental rates reached industry standards. Continental
estimates that the increased wages will aggregate approximately
$500 million over the 36-month period.

Other. As a result of the continued weakness of the yen against
the dollar, a weak Japanese economy and increased fuel costs, CMI's
operating earnings have declined during 1996 and 1997, and are not
expected to improve materially absent a significant improvement in
these factors.

In addition, the Company has entered into petroleum option
contracts to provide some short-term protection against a sharp
increase in jet fuel prices, and CMI has entered into average rate
option contracts to hedge a portion of its Japanese yen-denominated
ticket sales against a significant depreciation in the value of the
yen versus the United States dollar.

On January 26, 1998, the Company announced that, in connection with
an agreement by Air Partners, L.P. to dispose of its interest in
the Company to an affiliate of Northwest Airlines, Inc.
("Northwest"), the Company had entered into a long-term global
alliance with Northwest.

The Company estimates that the alliance with Northwest, when fully
phased in over a three-year period, will generate in excess of $500
million in additional annual pre-tax operating income for the
carriers, and anticipates that approximately 45% of such pre-tax
operating income will accrue to the Company.



In February 1998, Continental began a block space arrangement
whereby it is committed to purchase capacity on another carrier at
a cost of approximately $147 million per year. This arrangement is
for 10 years. Pursuant to other block space arrangements, other
carriers are committed to purchase capacity on Continental.

Oon March 3, 1998, the Company announced that its Board of Directors
had authorized the expenditure of up to $100 million to repurchase
the Company's common stock or convertible securities. No time
limit was placed on the duration of the repurchase program.

Subject to applicable securities laws, such purchases will be at
times and in amounts as the Company deems appropriate. As of March
17, 1998, 200,000 shares had been repurchased.

Management believes that the Company's costs are likely to be
affected in the future by (i) higher aircraft rental expense as new
aircraft are delivered, (ii) higher wages, salaries and related
costs as the Company compensates its employees comparable to
industry average, (iii) changes in the costs of materials and
services (in particular, the cost of fuel, which can fluctuate
significantly in response to global market conditions),

(iv) changes in governmental regulations and taxes affecting air
transportation and the costs charged for airport access, including
new security requirements, (v) changes in the Company's fleet and
related capacity and (vi) the Company's continuing efforts to
reduce costs throughout its operations, including reduced
maintenance costs for new aircraft, reduced distribution expense
from using Continental's electronic ticket product ("E-Ticket") and
the Internet for bookings, and reduced interest expense.



ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET
RISK

Market Risk Sensitive Instruments and Positions

The Company is subject to certain market risks, including commodity
price risk (i.e., aircraft fuel prices), interest rate risk,
foreign currency risk and price changes related to investments in
equity securities. Following is a discussion of the adverse
effects of potential changes in these market risks. The
sensitivity analyses presented do not consider the effects that
such adverse changes may have on overall economic activity nor do
they consider additional actions management may take to mitigate
the Company's exposure to such changes. Actual results may differ.
See the notes to the consolidated financial statements for a
description of the Company's accounting policies and other
information related to these financial instruments.

Aircraft Fuel. The Company's results of operations are
significantly impacted by changes in the price of aircraft fuel.
During 1997, aircraft fuel accounted for 14% of the Company's
operating expenses. Based on the Company's 1998 projected fuel
consumption, a one cent change in the average annual price per
gallon of aircraft fuel would impact the Company's annual aircraft
fuel expense by approximately $15 million. In order to provide
short-term protection (generally three to six months) against sharp
increases in aircraft fuel prices, the Company has entered into
petroleum call options. As of December 31, 1997, the Company had
hedged approximately 24% of its projected 1998 fuel requirements,
including 100% related to the first quarter.

Foreign Currency. The Company is exposed to the effect of exchange
rate fluctuations on the U.S. dollar value of foreign currency
denominated operating revenue and expenses. The Company's largest
exposure comes from the Japanese yen. The result of a uniform 10%
strengthening in the value of the U.S. dollar from December 31,
1997 levels relative to the yen is estimated to result in a
decrease in operating income of approximately $25 million for 1998.
However, the Company has mitigated the effect of certain of these
potential foreign currency losses by purchasing foreign currency
average rate option contracts that effectively enable it to sell
Japanese yen expected to be received from yen-denominated ticket
sales over the next nine to twelve months at specified dollar
amounts. As of December 31, 1997, the Company had purchased
average rate options to hedge approximately 100% of its projected
1998 net yen-denominated cash flows.

Interest Rates. The Company's results of operations are affected
by fluctuations in interest rates (e.g., interest expense on debt
and interest income earned on short-term investments).

The Company had approximately $714 million of variable-rate debt as
of December 31, 1997. If average interest rates increased by 0.5%
during 1998 as compared to 1997, the Company's projected 1998
interest expense would increase by approximately $3 million. The
Company has mitigated its exposure on certain variable-rate debt by
entering into an interest rate cap (notional amount of $142 million
as of December 31, 1997) which expires in July 2001. The interest
rate cap limits the amount of potential increase in the Eurodollar
or Prime rate component of the floating rate to a maximum of 9%
over the term of the contract.

As of December 31, 1997, the fair value of $793 million (carrying
value) of the Company's fixed-rate debt was estimated to be $803
million, based upon discounted future cash flows using current
incremental borrowing rates for similar types of instruments or
market prices. Market risk, estimated as the potential increase in
fair value resulting from a hypothetical 0.5% decrease in interest
rates, was approximately $18 million as of December 31, 1997. The
fair value of the remaining fixed-rate debt (with a carrying value
of $162 million and primarily relating to aircraft modification
notes and various loans with immaterial balances) was not
practicable to estimate due to the large number and small dollar
amounts of these notes.

If 1998 average short-term interest rates decreased by 0.5% over
1997 average rates, the Company's projected interest income from
short-term investments would decrease by approximately $4 million
during 1998.



Preferred Securities of Trust. As of December 31, 1997, the fair
value of Continental's 8-1/2% Convertible Trust Originated
Preferred Securities was estimated to be $514 million using market
prices, which exceeded the carrying value of these securities by
$272 million. Market risk is estimated as the potential increase
in fair value resulting from a hypothetical 10% increase in market
prices and was estimated to be $51 million as of December 31, 1997.

Investments in Equity Securities. Continental's investment in
America West Holdings Corporation at December 31, 1997, which was
recorded as its fair value of $9 million and includes unrealized
gains of $4 million, has exposure to price risk. This risk is
estimated as the potential loss in fair value resulting from a
hypothetical 10% adverse change in prices quoted by stock exchanges
and amounts to $1 million.

The Company also has an investment in AMADEUS which is also subject
to price risk. However, since a readily determinable market value
does not exist for AMADEUS (it is privately held), the Company is
unable to quantify 