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Item 5. Other Events. 

 

The Company is filing herewith certain data being presented by certain of its 

executive officers at a conference on June 13, 2000. 

 

The following information contains forward looking statements, and certain 

assumptions upon which such forward looking statements are in part based. 

Numerous important factors, including those factors identified as Risk 

Factors set forth under the captions "Risk Factors - Risk Factors Relating 

to the Company" and "- Risk Factors Relating to the Airline Industry" in 

the Company's annual report on Form 10-K for the year ended December 31, 

1999 (pp. 16-24) (file no. 0-9781), which factors are incorporated herein 

by reference and filed as Exhibit 99.2 hereto, and the fact that the 

assumptions set forth below could prove incorrect, could cause actual 

results to differ materially from those contained in such forward looking 

statements. 

 

Item 7. Financial Statements and Exhibits. 

 

        (c)      Exhibits 

 

                 99.1       Presentation Data 

 

                 99.2       Risk Factors 

 



   3 

 

                                    SIGNATURE 

 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, Continental 

Airlines, Inc. has duly caused this report to be signed on its behalf by the 

undersigned hereunto duly authorized. 

 

 

                                    CONTINENTAL AIRLINES, INC. 

 

 

 

                                    By /s/ Jeffery A. Smisek 

                                       ----------------------------- 

                                       Jeffery A. Smisek 

                                       Executive Vice President 

                                       and General Counsel 

 

June 13, 2000 
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Please note that the discussion today may contain forward looking statements. 

Actual results could differ materially from those described in the forward 

looking statements. Additional information concerning factors that could cause 

actual results to differ materially from those in the forward looking statements 

are contained in the company's Form 10-K and other securities filings with the 

Securities and Exchange Commission. 
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                     FIVE YEARS OF CONSISTENT PROFITABILITY 

 

 

 

 

                              1995    1996    1997    1998    1999 

 

 

                                                

PRE-TAX INCOME($MILLIONS)     $202    $538    $640    $770    $585 

 

 

 

Excludes Special Charges & Gains 
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                             STRONG GLOBAL PRESENCE 

 

               [MAP OF CONTINENTAL'S INTERNATIONAL DESTINATIONS] 
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                             GLOBALLY WELL-BALANCED 

 

 

 

                                   % CAPACITY 

 

                         CO      AA       DL      NW      UA       US 

 

                                                

DOMESTIC                63.7     69.0    77.8    60.7     65.0   88.4 

ATLANTIC                16.8     12.4    15.9    12.0     12.5    9.9 

LATIN                   11.2     15.6     2.9     0.0      5.1    1.7 

PACIFIC                  8.3      3.0     3.4    27.3     17.4    0.0 
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                    STRONG GROWTH WITH ABOVE AVERAGE MARGINS 

 

 

 

 

                        EBITDAR MARGIN* 

                      ------------------- 

LTM ENDING:           1Q98   1Q99    1Q00 

 

                            

                      21.2%  22.5%  19.9% 

 

 

 

 

               AVAILABLE SEAT MILE (ASM) GROWTH 

               -------------------------------- 

LTM ENDING:           1Q98   1Q99    1Q00 

 

                            

                      10.3%  10.3%   9.5% 

 

 

 

*Excludes special gains & charges 
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                      2000 PLANNED SYSTEM GROWTH BY QUARTER 

 

 

 

 

                        1Q00     2Q00E     3Q00E     4Q00E 

 

                                          

ASM % GROWTH              9%       6%         3%       3% 

 

 

 

FULL YEAR 2000: 5% 
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                         MODERATE GROWTH PLAN FOR 2001 

 

 

 

 

                                      LATIN 

                         DOMESTIC    AMERICA   PACIFIC     TRANSATLANTIC*    SYSTEM 

                                                               

% INCREASE/(DECREASE)      3.5%        4.0%     (1.0)%        (4.0)%          2.5% 

 

 

* Downgauging select Atlantic markets 
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                        CO IS NYC'S "HOME TOWN AIRLINE" 

 

 

 

 

               ANNUAL PASSENGER   DESTINATIONS        MARKET SHARE 

                   REVENUE           SERVED        (% OF NYC REVENUE) 

               ----------------   ------------     ------------------ 

                                   ($ BILLIONS) 

 

                                           

1996                $2.0               90                 19.9% 

1999                $3.5              116                 23.8% 
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                      NEWARK - GLOBAL GATEWAY DEVELOPMENT 

 

 

 

             [MAP OF PLANNED ADDITIONS/MODIFICATIONS OF NEWARK HUB] 
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                     CONTINENTAL IS THE NYC ON-TIME AIRLINE 

 

 

                               FIRST QUARTER 2000 

                                NEWARK/LAGUARDIA 

 

 

 

 

                               CONTINENTAL   OTHER AIRLINES 

 

                                        

% ARRIVALS WITHIN 14 MINUTES       72.0%        67.6% 
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                       LGA EXPANSION ENHANCES NY PRESENCE 

 

                             FIVE-YEAR GROWTH PLAN 

 

                                     [MAP] 
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                         CONSISTENT OPERATIONAL RESULTS 

 

                                 FIRST QUARTER 

 

 

 

 

                                                       1999     2000 

 

 

                                                          

% OF FLIGHTS ARRIVING WITHIN 14 MINUTES                78.0%   78.0% 

 

 

 

 

 

 

                         1999           2000           CHANGE 

                                             

LOAD FACTOR               71.5%           71.6%        0.2 PTS 

ASMS (MILLIONS)         19,225          20,951         9.0% 
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                              RECENT ACHIEVEMENTS 

 

 

 

 

                      [PICTURES OF CERTAIN RECENT AWARDS] 
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                        CONSISTENT AWARD-WINNING PRODUCT 

 

 

                            LONG-HAUL JD POWER AWARD 

 

 

      [BAR CHART REFLECTING CONTINENTAL IN FIRST PLACE 4 OF LAST 5 YEARS] 
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                           WORK CULTURE PROVIDES AWARD 

                                WINNING PRODUCT 

 

o    Ranked #2 in the National Airline Quality Study conducted by Wichita State 

     University 

 

o    Named "Best Airline in the US" by Fortune Magazine 

 

o    Freddie Award for the Best Overall Frequent Flyer Program for the last 3 

     years 

 

o    Smart Money Magazine - Best US airline for business travel 

 

o    Conde Nast Traveler - Named Best Transpacific and Best Transatlantic 

     Business Class among US carriers 3 years in a row 

 



   17 

 

 

                           EXCELLENT LABOR RELATIONS 

 

o    Labor Agreements in Place 

 

 

 

 

         LABOR GROUP            AMENDABLE DATE 

         -----------            -------------- 

 

                              

         Mechanics                 01/02 

 

         Pilots                    10/02 

 

         Dispatchers               10/03 

 

         Flight Attendants         09/04 

 

 

o    Above Industry Average Productivity for All Labor Groups 
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                         EMPLOYEES ENJOY COMING TO WORK 

 

 

 

 

              AS OF MARCH 31 

 

 

        LOST TIME         TURNOVER 

 

                      

1999      3.3%             7.3% 

2000      3.1%             7.2% 

 

 

 

Lost Time Data reflects YTD March 31 

Turnover reflects LTM average ending March 31 
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                                                                   LARRY KELLNER 

                                                         CHIEF FINANCIAL OFFICER 

 

 

                         [GRAPHIC OF CONTINENTAL LOGO] 
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                           STRONG REVENUE ENVIRONMENT 

 

                            YEAR 2000 DOMESTIC RASM 

 

 

                            YEAR-OVER-YEAR % CHANGE 

                           (LENGTH OF HAUL ADJUSTED) 

 

 

                                     

CONTINENTAL         2.4%      1.3%      6.8%      8.2% 

INDUSTRY           (2.4)%     0.9%      4.3%      4.8% 

 

 

 

                  JANUARY   FEBRUARY   MARCH    APRIL 

 

CONTINENTAL YOY 

ASM GROWTH          7.4%     10.7%      9.0%      6.5% 

 

 

INDUSTRY SOURCE ATA DATA 

 

 



   21 

 

 

 

                        FOCUSED ON THE BUSINESS TRAVELER 

 

 

 

 

 

 

 

                              1Q96            1Q98        1Q00      GOAL 

                                                         

HIGH YIELD REVENUE AS % OF 

     DOMESTIC REVENUE         44.2%           45.7%        49.0%    50-55.0% 
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                               TRANSATLANTIC RASM 

 

 

 

 

                          1Q99      2Q99      3Q99      4Q99      1Q00 

 

                                                     

YEAR-OVER-YEAR % CHANGE   0.2%     (9.2)%     (15.2)%   (14.1)%   (11.1)% 

 

ASM YOY 

% CHANGE                  7.3%     21.5%       35.3%     42.5%     41.4% 
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                       LATIN AMERICA RASM REMAINS STRONG 

 

 

 

 

                            1Q99      2Q99       3Q99       4Q99      1Q00 

 

                                                        

YEAR-OVER-YEAR % CHANGE     2.2%      1.8%       6.9%       6.8%      0.8% 

 

ASM YOY 

% CHANGE                   16.6%      7.3%       2.8%       0.9%      9.9% 
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                    MICRONESIA RASM INCREASES SIGNIFICANTLY 

                              ON REDUCED CAPACITY 

 

 

 

 

 

 

 

                       1Q99        2Q99        3Q99       4Q99      1Q00 

 

                                                      

 

YEAR-OVER-YEAR 

% CHANGE                6.8%       10.2%       19.9%      20.7%     18.9% 

 

ASM YOY 

% CHANGE              (18.0)%     (26.9)%     (32.2)%    (24.0)%   (11.0)% 
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                   NORTHWEST ALLIANCE CONTRIBUTION ON TARGET 

 

 

 

 

                                     1999         2000E 

 

                                              

PRE-TAX CONTRIBUTION ($MILLIONS)     $80          $149 
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                      SIGNIFICANT PRESENCE IN EVERY REGION 

                             WITH ALLIANCE PARTNERS 

                         DOMESTIC DEPARTING SEAT SHARE* 

 

 

 

 

Northwest 5% 

- ------------ 

       

CO/NW    50% 

UA/U     17% 

DL       10% 

 

 

 

 

 

North Central 21% 

- ----------------- 

        

CO/NW    31% 

UA/U     20% 

DL       12% 

 

 

 

 

 

Northeast 19% 

- ------------- 

       

UA/U     42% 

CO/NW    16% 

DL       12% 

 

 

 

 

 

Southwest 24% 

- ------------- 

       

UA/U     28% 

CO/NW    18% 

DL       10% 

 

 

 

 

 

 

South Central 11% 

- ----------------- 

       

AA       32% 

CO/NW    23% 

DL       13% 

 

 

 

 

 

Southeast 19% 

- ------------- 

       

DL       36% 

UA/U     23% 

CO/NW    11% 

 

 

*CO/NW includes HP and AS 

Source: May 2000 OAG 
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                            COSTS ARE BEING MANAGED 

 

                        CASM HOLDING FUEL RATE CONSTANT 

 

 

 

 

                               1Q99    2Q99     3Q99     4Q99       1Q00 

 

                                                     

YEAR-OVER-YEAR % INCREASE      3.2%    2.9%     0.1%     (0.4)%    (1.6)% 

 

 



   28 

 

                           DISTRIBUTION COSTS DECLINE 

 

 

                       DISTRIBUTION COSTS AS A % OF SALES 

 

 

 

 

 

                          1995      1999       2004E 

 

                                     

                          21.2%     15.8%    7.0%-10.0% 

E TICKETS AS 

% OF SALES                   0%       41%    100% 

 

 

Sales within US only 
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                         INTERNET DISTRIBUTION STRATEGY 

 

 

 

 

CUSTOMER                 CURRENT                  FUTURE                   % OF SALES 

- --------                 -------                  ------                   ---------- 

 

                                            

Competitive              Travel Agencies          T2, Travelocity,         70%-75% 

Schedule                                          Expedia, Extranet 

 

Brand Loyal              Reservations             CO.com, Wings.com,       15%-20% 

                                                  CTOs, Reservations 

 

Price Only               Consolidators            Priceline.com             3%-5% 

                         -  Cheap Tickets 

 

                         -  Travel800 
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                         YOUNG FLEET IS FUEL EFFICIENT 

 

                           YEAR-OVER-YEAR % INCREASE 

 

 

 

 

                      1997      1998      1999    2000E 

 

                                     

ASMs                   9.9%     10.6%     9.7%    5.2% 

Gallons Consumed      10.5%      9.6%     3.7%    0.5% 

 

Year-End Avg. 

Jet Fleet Age         13.7      10.7      7.4     6.8 
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                    NEW WIDEBODY AIRCRAFT OFFER COST SAVINGS 

 

                          % TRIP COST SAVINGS VS. DC10 

 

 

 

 

        777-200    767-400ER   767-200ER 

 

                                 

              1%      18%         26% 

 

 

% SEATS 

VS. DC10    +17%      (3)%       (28)% 

 

Assumes fuel price of 75 cents per gallon 
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                            MARKET DRIVEN FLEET PLAN 

 

                               TOTAL JET AIRCRAFT 

 

 

 

 

 

            1999    2000    2001    2002    2003    2004 

 

                                   

Minimum     363     372     385     376     352     341 

Maximum                     398     433     466     501 

Fleet Types   6       5       5       5       4       4 

 

 

 

Minimum = Committed fleet less lease expirations 

Maximum = Committed fleet and all options are exercised 
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                  2000 FLEET FINANCING SUBSTANTIALLY COMPLETE 

 

o     EETC 2000-1                                 21 Boeing Aircraft 

 

      -   Amount Financed:                              $743 Million 

 

      -   Average Interest Rate:                                8.12% 

 

      -   New Aircraft:                                14 Boeing 737 

                                                        3 Boeing 757 

                                                        4 Boeing 767 

 

o     2 Boeing Aircraft - Operating Leases 

 

o     5 Boeing Aircraft to be financed in Bank Market 
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                           REPURCHASED 26% OF SHARES 

 

                          CUMULATIVE SHARE REPURCHASES 

 

 

 

 

 

                      1998        1999       1Q00 

 

                                     

($MILLIONS)           $223        $751       $896 

 

 

SHARES PURCHASED (MILLIONS):                 21.6 

AVERAGE PRICE:                              $41.55 
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                           CONTINENTAL'S HIGH RETURN 

 

                             LOW RISK OPPORTUNITIES 

 

 

 

 

                                                   ----------Goal---------- 

                                                                Annual 

                                      Today       2005      Pretax Benefits 

                                      -----     -------     --------------- 

 

                                                   

o Alliance Partners                     18          20       $200 Million 

 

o Dist. Cost % of Revenue             15.8%       7-10%      $200 Million 

 

o Business Mix                          49%      50-55%      $175 Million 

 

o Low Risk Growth                    2,448       2,750       $175 Million 

  (Daily Departures) 

 

o Fleet Types                            6           4       $125 Million 

                                                             ------------ 

                                                             $875 Million 
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                              CONTINENTAL AIRLINES 

 

 

                         [GRAPHIC OF CONTINENTAL LOGO] 
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                                                                    EXHIBIT 99.2 

 

[THE FOLLOWING MATERIAL IS REPRODUCED FROM PAGES 16-24 OF THE COMPANY'S 

REFERENCED 10-K FILED WITH THE SECURITIES AND EXCHANGE COMMISSION ON FEBRUARY 

11, 2000.] 

 

RISK FACTORS RELATING TO THE COMPANY 

 

HIGH LEVERAGE AND SIGNIFICANT FINANCING NEEDS. Continental has a higher 

proportion of debt compared to its equity capital than some of its principal 

competitors. In addition, a majority of Continental's property and equipment is 

subject to liens securing indebtedness. Accordingly, Continental may be less 

able than some of its competitors to withstand a prolonged recession in the 

airline industry or respond as flexibly to changing economic and competitive 

conditions. 

 

As of December 31, 1999, Continental had approximately $3.4 billion (including 

current maturities) of long-term debt and capital lease obligations and had 

approximately $1.6 billion of common stockholders' equity. Also at December 31, 

1999, Continental had $1.6 billion in cash and cash equivalents and short-term 

investments. Continental has lines of credit totaling $225 million. 

 

Continental has substantial commitments for capital expenditures, including for 

the acquisition of new aircraft. As of January 14, 2000, Continental had agreed 

to acquire a total of 74 Boeing jet aircraft through 2005. The Company 

anticipates taking delivery of 28 Boeing jet aircraft in 2000. Continental also 

has options for an additional 118 aircraft (exercisable subject to certain 

conditions). The estimated aggregate cost of the Company's firm commitments for 

Boeing aircraft is approximately $4 billion. Continental currently plans to 

finance its new Boeing aircraft with a combination of enhanced pass through 

trust certificates, lease equity and other third-party financing, subject to 

availability and market conditions. Continental has commitments or letters of 

intent for backstop financing for approximately 18% of the anticipated remaining 

acquisition cost of future Boeing deliveries. In addition, at January 14, 2000, 

Continental has firm commitments to purchase 34 spare engines related to the new 

Boeing aircraft for approximately $219 million, which will be deliverable 

through March 2005. 

 

As of January 14, 2000, Express had firm commitments for 43 Embraer ERJ-145 

("ERJ-145") 50-seat regional jets and 19 Embraer ERJ-135 ("ERJ-135") 37-seat 

regional jets, with options for an additional 100 ERJ-145 and 50 ERJ-135 

aircraft exercisable through 2008. Express anticipates taking delivery of 15 

ERJ-145 and 12 ERJ-135 regional jets in 2000. Neither Express nor Continental 

will have any obligation to take any of the firm ERJ-145 or ERJ-135 aircraft 

that are not financed by a third party and leased to Continental. 

 

For 1999, cash expenditures under operating leases relating to aircraft 

approximated $758 million, compared to $702 million for 1998, and approximated 

$328 million relating to facilities and other rentals compared to $263 million 

in 1998. Continental expects that its operating lease expenses for 2000 will 

increase over 1999 amounts. 

 

 

 



   2 

 

Additional financing will be needed to satisfy the Company's capital 

commitments. Continental cannot predict whether sufficient financing will be 

available for capital expenditures not covered by firm financing commitments. 

 

CONTINENTAL'S HISTORICAL OPERATING RESULTS. Continental has recorded positive 

net income in each of the last five years. However, Continental experienced 

significant operating losses in the previous eight years. Historically, the 

financial results of the U.S. airline industry have been cyclical. Continental 

cannot predict whether current industry conditions will continue. 

 

SIGNIFICANT COST OF AIRCRAFT FUEL. Fuel costs constitute a significant portion 

of Continental's operating expense. Fuel costs were approximately 9.7% of 

operating expenses for the year ended December 31, 1999 (excluding fleet 

disposition/impairment losses) and 10.2% for the year ended December 31, 1998 

(excluding fleet disposition/ impairment losses). Recently, spot jet fuel prices 

have increased dramatically, rising to 87.3 cents per gallon at January 21, 2000 

compared to 58.3 cents per gallon as recently as October 31, 1999. Continental 

recently announced that if high fuel costs continue without an improvement in 

the revenue environment, the Company may not post a profit in the first quarter 

of 2000. Fuel prices and supplies are influenced significantly by international 

political and economic circumstances. Continental enters into petroleum swap 

contracts, petroleum call option contracts and/or jet fuel purchase commitments 

to provide some short-term protection (generally three to six months) against a 

sharp increase in jet fuel prices. The Company's fuel hedging strategy could 

result in the Company not fully benefiting from certain fuel price declines. If 

a fuel supply shortage were to arise from OPEC production curtailments, a 

disruption of oil imports or otherwise, higher fuel prices or reduction of 

scheduled airline service could result. Significant changes in fuel costs or 

continuation of high current jet fuel prices would materially affect 

Continental's operating results. 

 

LABOR COSTS. Labor costs constitute a significant percentage of the Company's 

total operating costs, and the Company experiences competitive pressure to 

increase wages and benefits. In September 1997, the Company announced a plan to 

bring all employees to industry standard wages no later than the end of the year 

2000. Wage increases began in 1997, and will continue to be phased in through 

2000. The Company is currently formulating a plan to bring employees to industry 

standard benefits over a multi-year period. 

 

CERTAIN TAX MATTERS. At December 31, 1999, Continental had estimated net 

operating loss carryforwards ("NOLs") of $700 million 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 may be limited. Reflecting this 

limitation, Continental has a valuation allowance of $263 million at December 

31, 1999. 
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Continental had, as of December 31, 1999, deferred tax assets aggregating $611 

million, including $266 million of NOLs. The Company has consummated several 

transactions which resulted in the recognition of NOLs of the Company's 

predecessor. To the extent the Company were to determine in the future that 

additional NOLs of the Company's predecessor could be recognized in the 

accompanying consolidated financial statements, such benefit would reduce the 

value ascribed to routes, gates and slots. 

 

As a result of NOLs, Continental will not pay United States federal income taxes 

(other than alternative minimum tax) until it has earned approximately an 

additional $700 million of taxable income following December 31, 1999. Section 

382 of the Internal Revenue Code ("Section 382") imposes limitations on a 

corporation's ability to utilize NOLs if it experiences an "ownership change." 

In general terms, an ownership change may result from transactions increasing 

the ownership of certain stockholders in the stock of a corporation by more than 

50 percentage points over a three-year period. In the event 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 5.72% for December 1999). 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 $172 million per year other than through the recognition of future 

built-in gain transactions. 

 

In November 1998, an affiliate of Northwest completed its acquisition of certain 

equity of the Company previously held by Air Partners, L.P. and its affiliates, 

together with certain Class A common stock of the Company held by other 

investors, totaling 8,661,224 shares of the Class A common stock (the "Air 

Partners Transaction"). The Company does not believe that the Air Partners 

Transaction resulted in an ownership change for purposes of Section 382. 

 

CONTINENTAL MICRONESIA'S DEPENDENCE ON JAPANESE ECONOMY AND CURRENCY RISK. 

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. To reduce the potential negative 

impact on CMI's earnings, the Company has entered into forward contracts as a 

hedge against a portion of its expected net yen cash flow position. As of 

December 31, 1999, the Company had hedged approximately 95% of 2000 projected 

yen-denominated net cash flows at a rate of 102 yen to $1 US. 
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PRINCIPAL STOCKHOLDER. As of December 31, 1999, Northwest held approximately 

13.2% of the common equity interest and 49.1% of the fully diluted voting power 

of the Company. In addition, Northwest holds a limited proxy to vote certain 

additional shares of the Company's common stock that would raise its voting 

power to approximately 50.9% of the Company's fully diluted voting power. 

 

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 

governance agreement, as amended, the Northwest Parties 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, including third-party acquisitions or tender offers for 15% 

or more of the voting power of the Company's voting securities. The Northwest 

Parties deposited all voting securities of the Company beneficially owned by 

them (other than the shares for which they hold only a limited proxy) 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, 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 (who must 

constitute a majority of the Board) nominated by the Board of Directors. 

However, 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 

that would represent more than 20% of the voting power of the Company prior to 

issuance, or any amendment of the Company's charter or bylaws that would 

materially and adversely affect Northwest (each, an "Extraordinary 

Transaction"), the shares may be voted as directed by the Northwest Party owning 

such shares, and if a third party is soliciting proxies in 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 also agreed to certain restrictions on the transfer of 

voting securities owned by them, 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 agreed to take all actions necessary to 

cause independent directors to at all times constitute at least a majority of 

the Company's Board of Directors. The Company granted preemptive rights to a 

Northwest Party with respect to issuances of Class A common stock and certain 

issuances of Class B common stock. The Northwest Parties 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 

governance agreement or the alliance agreement, may not be 
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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 required the Company to adopt a shareholder rights 

plan with reasonably customary terms and conditions, with an acquiring person 

threshold of 15% (20% in the case of an Institutional Investor) and with 

appropriate exceptions for the Northwest Parties for actions permitted by and 

taken in compliance with the governance agreement. A rights plan meeting these 

requirements was adopted effective November 20, 1998, and amended effective 

February 8, 2000. 

 

The governance agreement will expire on November 20, 2004, 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. However, in response to concerns raised by the Department of 

Justice ("DOJ") in its antitrust review of the Northwest Alliance, the Air 

Partners Transaction and the related governance agreement between the Company 

and the Northwest Parties (collectively, the "Northwest Transaction"), a 

supplemental agreement was adopted in November 1998, which extended the effect 

of a number of the provisions of the governance agreement for an additional four 

years. For instance, the Northwest Parties must act to ensure that a majority of 

the Company's Board is comprised of independent directors, and certain specified 

actions, together with material transactions between the Company and Northwest 

or its affiliates, including any modifications or waivers of the supplemental 

agreement or 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 Northwest Parties will continue to 

have the right to vote in their discretion on any Extraordinary Transaction 

during the supplemental period, but also will be permitted to vote in their 

discretion on other matters up to 20% of the outstanding voting power (their 

remaining votes to be cast neutrally, except in a proxy contest, as contemplated 

in the governance agreement), subject to their obligation set forth in the 

previous sentence. If, during the term of the supplemental agreement, the 

Company's rights plan were amended to allow certain parties to acquire more 

shares than is currently permitted, or if the rights issued thereunder were 

redeemed, the Northwest Parties could vote all of their shares in their 

discretion. Certain transfer limitations are imposed on the Northwest Parties 

during the supplemental period. The Company has granted preemptive rights to a 

Northwest Party with respect to issuances of Class A common stock and certain 

issuances of Class B common stock that occur during such period. The Company has 

agreed to certain limitations upon its ability to amend its charter, bylaws, 

executive committee charter and rights plan during the term of the supplemental 

agreement. Following the supplemental period, the supplemental agreement 

requires the Northwest Parties to take all actions necessary to cause 

Continental's Board to have at least five independent directors, a majority of 

whom will be required to approve material transactions between Continental and 

Northwest or its affiliates, including the 
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amendment, modification or waiver of any provisions of the supplemental 

agreement or the alliance agreement. 

 

In certain circumstances, particularly in cases where a change in control of the 

Company could otherwise be caused by another party, Northwest could exercise its 

voting power so as to delay, defer or prevent a change in control of the 

Company. 

 

Continental desires to simplify its equity capital structure and is committed to 

continuing to repurchase outstanding equity. In connection with its stock 

repurchase program, the Company has held preliminary discussions with Northwest 

concerning the acquisition by Continental of all the Class A common stock of 

Continental held by Northwest in a voting trust (8.7 million shares). The 

Northwest alliance is beneficial to both carriers, and any transaction would be 

designed to preserve and strengthen the benefits of the alliance. There can be 

no assurance as to whether a transaction between Continental and Northwest will 

be agreed to or consummated, nor can Continental predict the structure, form or 

amount of consideration or other elements of any such transaction. 

 

RISKS REGARDING CONTINENTAL/NORTHWEST ALLIANCE. In November 1998, the Company 

and Northwest began implementing a long-term global alliance involving extensive 

code-sharing, frequent flyer reciprocity, and other cooperative activities. 

Implementation of the Northwest Alliance continued throughout 1999 and is 

continuing in 2000. 

 

Continental's ability to finalize implementation of the Northwest Alliance and 

to achieve the anticipated benefits is subject to certain risks and 

uncertainties, including (a) disapproval or delay by regulatory authorities or 

adverse regulatory developments; (b) competitive pressures, including 

developments with respect to alliances among other air carriers; (c) customer 

reaction to the alliance, including reaction to differences in products and 

benefits provided by Continental and Northwest; (d) economic conditions in the 

principal markets served by Continental and Northwest; (e) increased costs or 

other implementation difficulties, including those caused by employees; and (f) 

Continental's ability to modify certain contracts that restrict certain aspects 

of the alliance. 

 

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. 
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On October 23, 1998, the DOJ filed a lawsuit against Northwest and Continental 

challenging Northwest's acquisition of an interest in Continental. The DOJ did 

not seek to preliminarily enjoin the transaction before it closed on November 

20, 1998, nor is the DOJ challenging the Northwest Alliance at this time, 

although the DOJ has informed the parties that it continues to investigate 

certain specific aspects of the alliance. Continental continues to implement its 

alliance with Northwest. While it is not possible to predict the ultimate 

outcome of this litigation, management does not believe that it will have a 

material adverse effect on Continental. 

 

The DOT has continuing jurisdiction to review changes in Continental's ownership 

and joint venture agreements between major U.S. airlines such as Continental and 

Northwest. In connection with such reviews, the DOT exempted Continental and 

Northwest through December 10, 1999, from regulatory approval requirements which 

the DOT has interpreted to require approval for what it considers de facto route 

transfers when one U.S. airline holding international route authority acquires 

control of another U.S. airline holding such authority. The exemption remains in 

effect pursuant to the Administrative Procedure Act and a renewal application 

has been submitted to the DOT by Continental and Northwest pending possible 

further DOT review of the agreements between them to consider whether, in the 

DOT's view, there has been a de facto route transfer. 

 

If the DOT were to conclude that a de facto route transfer of Continental routes 

to Northwest were occurring, it would institute a proceeding to determine 

whether such a transfer was in the public interest. In the past, the DOT has 

approved numerous transfers, but it has also concluded on occasion that certain 

overlapping routes in limited-entry markets should not be transferred. In those 

instances, the DOT has decided those routes should instead become available to 

other airlines to enhance competition on overlapping routes or between two 

countries. Continental and Northwest operate overlapping flights on certain 

limited entry routes and offer service between their primary U.S. hubs and 

various other countries. If the DOT were to institute a route transfer 

proceeding, it could consider whether certain of Continental's international 

routes overlapping with Northwest's on a point-to-point or country-to-country 

basis should be transferred to Northwest or to another airline. Continental 

believes that Northwest has not acquired control of Continental, and that there 

is a significant question as to the DOT's authority to apply a de facto route 

transfer theory to the current relationship between Northwest and Continental. 

Continental would vigorously oppose any attempt by the DOT to institute a route 

transfer proceeding which would consider any reductions in Continental's route 

authorities. 
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RISKS FACTORS RELATING TO THE AIRLINE INDUSTRY 

 

COMPETITION AND INDUSTRY CONDITIONS. The airline industry is highly competitive 

and susceptible to price discounting. Carriers have used discount fares to 

stimulate traffic during periods of slack demand, to generate cash flow and to 

increase market share. Some of Continental's competitors have substantially 

greater financial resources or lower cost structures than Continental. 

 

Airline profit levels are highly sensitive to changes in fuel costs, fare levels 

and passenger demand. Passenger demand and fare levels have in the past been 

influenced by, among other things, the general state of the economy (both 

internationally and domestically), international events, airline capacity and 

pricing actions taken by carriers. Domestically, from 1990 to 1993, the weak 

U.S. economy, turbulent international events and extensive price discounting by 

carriers contributed to unprecedented losses for U.S. airlines. In the last 

several years, the U.S. economy has improved and excessive price discounting has 

abated. Recently, industry capacity and growth in the transatlantic markets have 

resulted in lower yields and revenue per available seat mile in those markets. 

Continental cannot predict the extent to which these industry conditions will 

continue. 

 

In recent years, the major U.S. airlines have sought to form marketing alliances 

with other U.S. and foreign air carriers. Such alliances generally provide for 

"code-sharing", frequent flyer reciprocity, coordinated scheduling of flights of 

each alliance member to permit convenient connections and other joint marketing 

activities. Such arrangements permit an airline to market flights operated by 

other alliance members as its own. This increases the destinations, connections 

and frequencies offered by the airline, which provide an opportunity to increase 

traffic on its segment of flights connecting with its alliance partners. The 

Northwest Alliance is an example of such an arrangement, and Continental has 

existing alliances with numerous other air carriers. Other major U.S. airlines 

have alliances or planned alliances more extensive than Continental's. 

Continental cannot predict the extent to which it will benefit from its 

alliances or be disadvantaged by competing alliances. 

 

REGULATORY MATTERS. Airlines are subject to extensive regulatory and legal 

compliance requirements that engender significant costs. In the last several 

years, the FAA has issued a number of directives and other regulations relating 

to the maintenance and operation of aircraft that have required significant 

expenditures. Some FAA requirements cover, 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 in complying with 

the FAA's regulations. 

 

Additional laws, regulations, taxes and airport rates and charges have been 

proposed from time to time that could significantly 
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increase the cost of airline operations or reduce revenues. For instance, 

"passenger bill of rights" legislation has been introduced in Congress that 

would, among other things, require the payment of compensation to passengers as 

a result of certain delays, and limit the ability of carriers to prohibit or 

restrict usage of certain tickets in manners currently prohibited or restricted. 

The DOT has proposed rules that would significantly limit major carriers' 

ability to compete with new entrant carriers. If adopted, these measures could 

have the effect of raising ticket prices, reducing revenue and increasing costs. 

Restrictions on the ownership and transfer of airline routes and takeoff and 

landing slots have also been proposed. See "Industry Regulation and Airport 

Access" above. The ability of U.S. carriers to operate international routes is 

subject to change because the applicable arrangements between the United States 

and foreign governments may be amended from time to time, or because appropriate 

slots or facilities are not made available. Continental cannot provide assurance 

that laws or regulations enacted in the future will not adversely affect it. 

 

SEASONAL NATURE OF AIRLINE BUSINESS; OTHER. Due to greater demand for air travel 

during the summer months, revenue in the airline industry in the second and 

third quarters of the year is generally stronger than revenue in the first and 

fourth quarters of the year for most U.S. 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, weather, air traffic control 

delays, foreign currency exchange rates and general economic conditions. 


