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                          PART I. FINANCIAL INFORMATION 

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

 

Item 1.   Financial Statements 

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

 

                    UAL Corporation and Subsidiary Companies 

             Condensed Statements of Consolidated Financial Position 

                                  (In Millions) 

 

 

 

 

                                               June 30, 

                                                 1999      December 31, 

                                              (Unaudited)     1998 

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

Assets 

                                                      

Current assets: 

   Cash and cash equivalents                   $  1,144    $    390 

   Short-term investments                           231         425 

   Receivables, net                               1,360       1,138 

   Inventories, net                                 275         384 

   Deferred income taxes                            252         256 

   Prepaid expenses and other                       295         315 

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

                                                  3,557       2,908 

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

 

 

Operating property and equipment: 

   Owned                                         17,034      16,125 

   Accumulated depreciation and amortization     (5,215)     (5,174) 

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

                                                 11,819      10,951 

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

 

   Capital leases                                 3,027       2,702 

   Accumulated amortization                        (599)       (599) 

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

                                                  2,428       2,103 

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

                                                 14,247      13,054 

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

 

 

Other assets: 

   Investments in affiliates                        882         304 

   Intangibles, net                                 669         676 

   Aircraft lease deposits                          535         545 

   Prepaid rent                                     657         631 

   Other                                            497         441 

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

                                                  3,240       2,597 

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

 

                                               $ 21,044    $ 18,559 

                                               ========    ======== 

 

 

 

          See accompanying notes to consolidated financial statements. 
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                    UAL Corporation and Subsidiary Companies 

             Condensed Statements of Consolidated Financial Position 

                                  (In Millions) 

 

 

 

 

                                                   June 30, 

                                                     1999       December 31, 

                                                 (Unaudited)        1998 

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

Liabilities and Stockholders' Equity 

                                                           

 

Current liabilities: 

   Short-term borrowings                            $   --      $    184 

   Current portions of long-term debt and 

      capital lease obligations                          277         274 

   Advance ticket sales                                1,814       1,429 

   Accounts payable                                    1,054       1,151 

   Other                                               2,856       2,630 

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

                                                       6,001       5,668 

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

 

Long-term debt                                         2,693       2,858 

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

 

Long-term obligations under capital leases             2,374       2,113 

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

 

Other liabilities and deferred credits: 

   Deferred pension liability                            230          89 

   Postretirement benefit liability                    1,505       1,424 

   Deferred gains                                      1,022       1,180 

   Other                                               1,542       1,123 

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

                                                       4,299       3,816 

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

 

Company-obligated mandatorily redeemable 

   preferred securities of a subsidiary trust            100         100 

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

Equity put options                                      --            32 

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

Preferred stock committed to Supplemental ESOP           780         691 

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

 

Stockholders' equity: 

   Preferred stock                                      --          -- 

   Common stock at par                                     1           1 

   Additional capital invested                         3,860       3,517 

   Retained earnings                                   1,713       1,028 

   Unearned ESOP preferred stock                         (83)       (121) 

   Accumulated other comprehensive income                493          (2) 

   Treasury stock                                     (1,186)     (1,140) 

   Other                                                  (1)         (2) 

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

                                                       4,797       3,281 

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

 

Commitments and contingent liabilities (See note) 

 

                                                    $ 21,044    $ 18,559 

                                                    ========    ======== 

 

 

 

          See accompanying notes to consolidated financial statements. 
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                    UAL Corporation and Subsidiary Companies 

                Statements of Consolidated Operations (Unaudited) 

                         (In Millions, Except Per Share) 

 

 

 

 

                                                                  Three Months 

                                                                  Ended June 30 

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

                                                                  1999        1998 

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

                                                                       

Operating revenues: 

   Passenger                                                     $ 3,989    $ 3,948 

   Cargo                                                             227        224 

   Other                                                             325        270 

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

                                                                   4,541      4,442 

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

Operating expenses: 

   Salaries and related costs                                      1,420      1,300 

   ESOP compensation expense                                         182        232 

   Aircraft fuel                                                     420        435 

   Commissions                                                       291        328 

   Purchased services                                                379        376 

   Aircraft rent                                                     219        219 

   Landing fees and other rent                                       244        228 

   Depreciation and amortization                                     213        192 

   Aircraft maintenance                                              176        141 

   Other                                                             564        521 

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

                                                                   4,108      3,972 

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

 

Earnings from operations                                             433        470 

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

 

Other income (expense): 

   Interest expense                                                  (91)       (93) 

   Interest capitalized                                               17         30 

   Interest income                                                    12         14 

   Equity in earnings of affiliates                                   15         21 

   Gain on sale of Galileo stock                                     669       -- 

   Miscellaneous, net                                                 (3)       (13) 

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

                                                                     619        (41) 

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

Earnings before income taxes, distributions on 

  preferred securities and extraordinary item                      1,052        429 

Provision for income taxes                                           379        146 

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

Earnings before distributions on preferred 

  securities and extraordinary item                                  673        283 

Distributions on preferred securities, net of tax                     (1)        (1) 

Extraordinary loss on early extinguishment of debt, net of tax        (3)      -- 

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

Net earnings                                                     $   669    $   282 

                                                                 =======    ======= 

 

Per share, basic: 

  Earnings before extraordinary item                             $ 12.26    $  4.43 

  Extraordinary loss on early extinguishment of debt, net          (0.05)      -- 

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

  Net earnings                                                   $ 12.21    $  4.43 

                                                                 =======    ======= 

Per share, diluted: 

  Earnings before extraordinary item                             $  5.80    $  2.44 

  Extraordinary loss on early extinguishment of debt, net          (0.02)      -- 

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

  Net earnings                                                   $  5.78    $  2.44 

                                                                 =======    ======= 

 

 

 

          See accompanying notes to consolidated financial statements. 
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                    UAL Corporation and Subsidiary Companies 

                Statements of Consolidated Operations (Unaudited) 

                         (In Millions, Except Per Share) 

 

 

 

 

                                                                    Six Months 

                                                                   Ended June 30 

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

                                                                  1999        1998 

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

                                                                       

Operating revenues: 

   Passenger                                                     $ 7,669    $ 7,514 

   Cargo                                                             435        439 

   Other                                                             598        544 

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

                                                                   8,702      8,497 

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

Operating expenses: 

   Salaries and related costs                                      2,829      2,609 

   ESOP compensation expense                                         364        490 

   Aircraft fuel                                                     815        876 

   Commissions                                                       574        645 

   Purchased services                                                759        713 

   Aircraft rent                                                     438        452 

   Landing fees and other rent                                       467        431 

   Depreciation and amortization                                     424        383 

   Aircraft maintenance                                              354        297 

   Other                                                           1,099      1,008 

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

                                                                   8,123      7,904 

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

 

Earnings from operations                                             579        593 

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

 

Other income (expense): 

   Interest expense                                                 (184)      (173) 

   Interest capitalized                                               36         56 

   Interest income                                                    23         30 

   Equity in earnings of affiliates                                   39         43 

   Gain on sale of Galileo stock                                     669       -- 

   Miscellaneous, net                                                 14        (24) 

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

                                                                     597        (68) 

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

Earnings before income taxes, distributions on preferred 

  securities and extraordinary item                                1,176        525 

Provision for income taxes                                           423        179 

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

Earnings before distributions on preferred 

  securities and extraordinary item                                  753        346 

Distributions on preferred securities, net of tax                     (3)        (3) 

Extraordinary loss on early extinguishment of debt, net of tax        (3)      -- 

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

Net earnings                                                     $   747    $   343 

                                                                 =======    ======= 

 

Per share, basic: 

  Earnings before extraordinary item                             $ 13.27    $  5.05 

  Extraordinary loss on early extinguishment of debt, net          (0.05)      -- 

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

  Net earnings                                                   $ 13.22    $  5.05 

                                                                 =======    ======= 

Per share, diluted: 

  Earnings before extraordinary item                             $  6.33    $  2.80 

  Extraordinary loss on early extinguishment of debt, net          (0.03)      -- 

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

  Net earnings                                                   $  6.30    $  2.80 

                                                                 =======    ======= 

 

 

 

 

          See accompanying notes to consolidated financial statements. 
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                    UAL Corporation and Subsidiary Companies 

           Condensed Statements of Consolidated Cash Flows (Unaudited) 

                                  (In Millions) 

 

 

 

 

                                                       Six Months 

                                                      Ended June 30 

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

                                                   1999        1998 

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

                                                        

Cash and cash equivalents at beginning 

   of period                                      $   390    $   295 

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

 

Cash flows from operating activities                1,592      1,787 

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

 

Cash flows from investing activities: 

   Additions to property and equipment             (1,306)    (1,580) 

   Proceeds on disposition of property and 

      equipment                                       141        351 

   Proceeds on sale of common shares in Galileo       766       -- 

   Decrease in short-term investments                 194        111 

   Other, net                                         (25)       (40) 

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

                                                     (230)    (1,158) 

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

 

Cash flows from financing activities: 

   Proceeds from issuance of long-term debt           286        823 

   Repayment of long-term debt                       (456)      (103) 

   Principal payments under capital 

      lease obligations                              (165)      (209) 

   Purchase of equipment certificates under 

      Company operating leases                        (47)      (693) 

   Increase (decrease) in short-term borrowings      (184)        10 

   Aircraft lease deposits                            (25)      (149) 

   Other, net                                         (17)       (15) 

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

                                                     (608)      (336) 

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

 

Increase in cash and cash equivalents                 754        293 

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

 

Cash and cash equivalents at end of period        $ 1,144    $   588 

                                                  =======    ======= 

 

Cash paid during the period for: 

   Interest (net of amounts capitalized)          $   133    $   111 

   Income taxes                                   $    55    $    67 

 

Non-cash transactions: 

   Capital lease obligations incurred             $   482    $   465 

   Net unrealized gain on investment in Galileo   $   496    $  -- 

 

 

 

 

          See accompanying notes to consolidated financial statements. 
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                    UAL Corporation and Subsidiary Companies 

             Notes to Consolidated Financial Statements (Unaudited) 

 

The Company 

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

 

           UAL Corporation ("UAL") is a holding company whose principal 

subsidiary is United Air Lines, Inc. ("United"). 

 

Interim Financial Statements 

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

 

           The consolidated financial statements included herein have been 

prepared pursuant to the rules and regulations of the Securities and Exchange 

Commission. Certain information and footnote disclosures normally included in 

financial statements prepared in accordance with generally accepted accounting 

principles have been condensed or omitted pursuant to or as permitted by such 

rules and regulations, although UAL believes that the disclosures are adequate 

to make the information presented not misleading. In management's opinion, all 

adjustments (which include only normal recurring adjustments) necessary for a 

fair presentation of the results of operations for the three- and six-month 

periods have been made. These financial statements should be read in conjunction 

with the consolidated financial statements and footnotes thereto included in 

UAL's Annual Report on Form 10-K for the year 1998. 

 

Employee Stock Ownership Plans 

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

 

           Pursuant to amended labor agreements which provide for wage and 

benefit reductions and work-rule changes which commenced July 1994, UAL has 

agreed to issue convertible preferred stock to employees. Note 2 of the Notes to 

Consolidated Financial Statements in the 1998 Annual Report on Form 10-K 

contains additional discussion of the recapitalization, stock to be issued to 

employees and the related accounting treatment. Since January 1, 1999, an 

additional 1,536,986 shares of Class 1 and Class 2 ESOP Preferred Stock have 

been committed to be released. 

 

Income Taxes 

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

 

           The provisions for income taxes are based on the estimated annual 

effective tax rate, which differs from the federal statutory rate of 35% 

principally due to state income taxes, dividends on ESOP Preferred Stock and 

certain nondeductible items. 

 

Per Share Amounts 

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

 

           Basic earnings per share were computed by dividing net income 

available to common stockholders by the weighted-average number of shares of 

common stock outstanding during the year. In addition, diluted earnings per 

share amounts include potential common shares including common shares issuable 

upon conversion of ESOP shares committed to be released. 
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Earnings Attributable to Common Stockholders (Millions) 

 

 

 

                                                                      Three Months Ended   Six Months Ended 

                                                                            June 30              June 30 

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

                                                                       1999        1998      1999       1998 

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

                                                                                           

  Earnings before extraordinary item and preferred stock dividends   $   672    $   282    $   750    $   343 

  Preferred stock dividends                                              (32)       (25)       (63)       (52) 

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

  Earnings attributable to common stockholders before 

  extraordinary item (Basic and Diluted)                             $   640    $   257    $   687    $   291 

                                                                     =======    =======    =======    ======= 

Shares (Millions) 

  Weighted average shares outstanding (Basic)                           52.2       57.9       51.8       57.6 

  Convertible ESOP preferred stock                                      56.7       45.7       55.4       44.4 

  Other                                                                  1.4        1.7        1.4        1.8 

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

  Weighted average number of shares (Diluted)                          110.3      105.3      108.6      103.8 

                                                                     =======    =======    =======    ======= 

Earnings Per Share (before extraordinary item) 

  Basic                                                              $ 12.26    $  4.43    $ 13.27    $  5.05 

  Diluted                                                            $  5.80    $  2.44    $  6.33    $  2.80 

 

 

 

Segment Information 

 

         United has a global route network designed to transport passengers and 

cargo between Domestic, Pacific, Latin American and European destinations. These 

regions constitute United's four reportable segments. 

 

         A reconciliation of the total amounts reported by reportable segments 

to the applicable amounts in the financial statements follows: 

 

 

 

 

(In Millions)                                             Three Months Ended June 30, 1999 

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

                                                                                Reportable 

                                                            Latin                Segment             Consolidated 

                                    Domestic    Pacific     America    Atlantic    Total     Other      Total 

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

                                                                                  

Revenue                              $ 3,194      $636       $180        $520    $ 4,530       $ 11     $ 4,541 

Fully distributed earnings 

   before income taxes               $   851      $161       $ 38        $174    $ 1,224       $ 10     $ 1,234 

 

(In Millions)                                             Three Months Ended June 30, 1998 

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

                                                                                Reportable 

                                                            Latin                 Segment             Consolidated 

                                    Domestic    Pacific     America    Atlantic    Total       Other      Total 

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

Revenue                              $ 3,059      $690       $192        $490    $ 4,431       $ 11     $ 4,442 

Fully distributed earnings 

   before income taxes               $   561      $  2       $  5        $ 84    $   652       $  9     $   661 

 

(In Millions)                                              Six Months Ended June 30, 1999 

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

                                                                                Reportable 

                                                            Latin                 Segment             Consolidated 

                                    Domestic    Pacific     America    Atlantic     Total      Other      Total 

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

Revenue                              $ 6,081     $ 1,284     $386        $929    $ 8,680       $ 22     $ 8,702 

Fully distributed earnings 

   before income taxes               $ 1,116     $   162     $ 54        $190    $ 1,522       $ 18     $ 1,540 
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(In Millions)                                              Six Months Ended June 30, 1998 

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

                                                                                Reportable 

                                                            Latin                 Segment             Consolidated 

                                    Domestic    Pacific     America    Atlantic     Total      Other      Total 

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

                                                                                      

Revenue                              $ 5,788     $ 1,405       $416        $866    $ 8,475       $ 22     $ 8,497 

Fully distributed earnings 

   before income taxes               $   853     $     1       $ 36        $109    $   999       $ 16     $ 1,015 

 

 

 

 

 

                                                           Three Months Ended               Six Months Ended 

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

                                                                June 30                         June 30 

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

(In Millions)                                               1999            1998         1999              1998 

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

                                                                                               

Total fully distributed earnings 

  for reportable segments                                   $ 1,224       $ 652         $ 1,522           $ 999 

  UAL subsidiary earnings                                        10           9              18              16 

  Less:  ESOP compensation expense                              182         232             364             490 

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

Total earnings before income taxes, extraordinary 

  item and distributions on preferred securities            $ 1,052       $ 429         $ 1,176           $ 525 

                                                            =======       =====         =======           ===== 

 

 

 

         Included in 1999 Domestic, Pacific, Latin American and Atlantic fully 

distributed earnings before income taxes is $393 million, $134 million, $36 

million and $106 million, respectively, of pre-tax gain on the sale of Galileo 

stock. 

 

Investments in Affiliates 

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

 

         In June 1999, United sold 17,500,000 common shares of Galileo 

International, Inc. ("Galileo") in a secondary offering for $766 million, 

resulting in a pre-tax gain of approximately $669 million. This sale reduced 

United's holdings in Galileo from 32 percent to approximately 17 percent, 

requiring United to discontinue the equity method of accounting for its 

investment in Galileo. United has classified its remaining 15,940,000 shares of 

Galileo common stock as available-for-sale. The market value of these shares at 

June 30, 1999 ($852 million) is reflected in Investments in Affiliates on the 

balance sheet and the market value over United's investment is classified 

net-of-tax ($496 million) in accumulated other comprehensive income. Equity 

earnings in Galileo were $17 million and $18 million for the three-month periods 

ended June 30, 1999 and 1998, respectively and $40 million and $38 million for 

the six-month periods ended June 30, 1999 and 1998, respectively. 

 

         United owns approximately 2.1 million depository certificates in 

Equant, a provider of international data network services to multinational 

businesses and a single source for global desktop communications. Each 

depository certificate represents a beneficial interest in an Equant common 

share. These depository certificates are currently subject to certain 

transferability restrictions and are carried at their original cost, which is 

nominal. At June 30, 1999, the estimated fair value of United's investment in 

Equant is approximately $198 million. 

 

         GetThere.com, formerly Internet Travel Network, is a leading provider 

of internet-based travel planning products tailored to individual, corporate, 

travel supplier and travel agency 
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customers. United has a minority interest in GetThere.com consisting of 

convertible preferred stock, warrants and options. United's holdings are 

convertible into an approximate 25 percent interest in GetThere.com. United 

accounts for its investment in GetThere.com using the equity method of 

accounting. 

 

           In July 1999, United and Buy.com agreed to form a joint venture 

(BuyTravel.com) to sell travel on all major airlines, as well as hotels, car 

rentals and cruises via the Internet. Both United and Buy.com will have a 50 

percent interest in BuyTravel.com. United will account for its investment in 

BuyTravel.com using the equity method of accounting. 

 

Other Comprehensive Income 

 

         Total comprehensive income for the three- and six-month periods ending 

June 30, 1999 was $1,164 million and $1,242 million, respectively, compared to 

$281 million and $342 million for the three- and six-month periods ending June 

30, 1998, respectively. Other comprehensive income consisted of net unrealized 

gains (losses) on securities of $495 million for the three- and six-month 

periods ending June 30, 1999 and $(1) million for the three- and six-month 

periods ending June 30, 1998, respectively. 

 

Operating Property and Equipment 

 

         Effective April 1, 1999, United revised its estimate of depreciable 

lives on certain of its aircraft types to 25 years and increased the residual 

value of these aircraft to 10 percent. Previously, lives on these aircraft 

ranged from 20 to 23 years and residual values ranged from 4.5 percent to 7.3 

percent. United also shortened the estimated depreciable lives on certain other 

aircraft from 10 years to 4 years. These changes did not have a significant 

impact on United's results of operations. 

 

Contingencies and Commitments 

 

           UAL has certain contingencies resulting from litigation and claims 

(including environmental issues) incident to the ordinary course of business. 

Management believes, after considering a number of factors, including (but not 

limited to) the views of legal counsel, the nature of contingencies to which UAL 

is subject and its prior experience, that the ultimate disposition of these 

contingencies is not expected to materially affect UAL's consolidated financial 

position or results of operations. 

 

           At June 30, 1999, commitments for the purchase of property and 

equipment, principally aircraft, approximated $5.5 billion, after deducting 

advance payments. An estimated $1.3 billion will be spent during the remainder 

of 1999, $2.0 billion in 2000, $1.9 billion in 2001 and $0.3 billion in 2002 and 

thereafter. The major commitments are for the purchase of B777, B747, B767, 

B757, A320 and A319 aircraft, which are scheduled to be delivered through 2002. 
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 

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

        OF OPERATIONS 

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

 

 

LIQUIDITY AND CAPITAL RESOURCES 

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

 

           UAL's total of cash and cash equivalents and short-term investments 

was $1.4 billion at June 30, 1999, compared to $815 million at December 31, 

1998. Cash flows from operating activities for the six-month period amounted to 

$1.6 billion. Financing activities included principal payments under debt and 

capital lease obligations of $456 million and $165 million, respectively and $25 

million in aircraft lease deposits. Additionally, the Company issued, and 

subsequently retired, $286 million in debt during the period to finance the 

acquisition of aircraft. 

 

           Property additions, including aircraft and aircraft spare parts, 

amounted to $1.3 billion, while property dispositions resulted in proceeds of 

$141 million. In the first six months of 1999, United took delivery of two A320, 

eight A319, three B777, two B757, two B767 and six B747 aircraft. Eleven of the 

aircraft were purchased and 12 were acquired under capital leases. In addition, 

United acquired two B727 aircraft off-lease during the first six months and 

retired four DC10 and three B747 aircraft. 

 

           United has certain non-core investments with market values 

substantially in excess of their acquisition cost. It is United's policy to 

monetize its non-core investments. In June 1999, United sold 17.5 million shares 

of common stock of Galileo receiving aggregate proceeds of $766 million. These 

proceeds will be used to achieve United's financial goals which include 

investing in its core business, improving its credit worthiness and returning 

cash to shareholders. 

 

           At June 30, 1999, commitments for the purchase of property and 

equipment, principally aircraft, approximated $5.5 billion, after deducting 

advance payments. Of this amount, an estimated $1.3 billion is expected to be 

spent during the remainder of 1999. For further details, see "Contingencies and 

Commitments" in the Notes to Consolidated Financial Statements. 

 

RESULTS OF OPERATIONS 

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

 

           Summary of Results 

 

           UAL's earnings from operations were $579 million in the first six 

months of 1999, compared to operating earnings of $593 million in the first six 

months of 1998. UAL's net earnings before an extraordinary loss on early 

extinguishment of debt were $750 million ($6.33 per share, diluted), compared to 

net earnings of $343 million during the same period of 1998 ($2.80 per share, 

diluted). 

 

           In the second quarter of 1999, UAL's earnings from operations were 

$433 million compared to operating earnings of $470 million in the second 

quarter of 1998. UAL had net earnings in the 1999 second quarter of $672 million 

($5.78 per share, diluted) before the extraordinary loss, compared to net 

earnings of $282 million in the same period of 1998 ($2.44 per share, diluted). 
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           The 1999 earnings include a pre-tax gain of $669 million ($3.95 per 

share for the six-month period; $3.88 per share for the quarter) on the sale of 

a portion of United's investment in Galileo (see "Investments in Affiliates" in 

the Notes to Consolidated Financial Statements). 

 

           Management believes that a more complete understanding of UAL's 

results may be gained by viewing them on a pro forma, "Fully Distributed" basis. 

This approach considers all ESOP shares which will ultimately be distributed to 

employees throughout the ESOP (rather than just the shares committed to be 

released) to be immediately outstanding and thus Fully Distributed. Consistent 

with this method, the ESOP compensation expense is excluded from Fully 

Distributed net earnings and ESOP convertible preferred stock dividends are not 

deducted from earnings attributable to common stockholders. A comparison of 

results reported on a Fully Distributed basis to results reported under 

generally accepted accounting principles (GAAP) is as follows (in millions, 

except per share): 

 

 

 

 

                                        Three Months Ended                                  Six Months Ended 

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

                              June 30, 1999             June 30, 1998            June 30, 1999             June 30, 1998 

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

                             GAAP        Fully       GAAP        Fully         GAAP        Fully        GAAP        Fully 

                           (diluted)   Distributed (diluted)  Distributed   (diluted)   Distributed   (diluted)  Distributed

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

                                                                                          

Net income, before gain on 

 sale and extraordinary 

 item                         $ 244      $ 349      $ 282         $418       $322      $ 537          $343         $ 637 

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

 Per Share, Diluted: 

 Earnings before gain on 

   sale and extraordinary 

   item                       $1.92      $2.86      $2.44        $3.24      $2.38      $4.40         $2.80         $4.91 

 Gain on sale                  3.88       3.43          -            -       3.95       3.43             -             - 

 Extraordinary item           (0.02)     (0.02)         -            -      (0.03)     (0.02)            -             - 

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

                              $5.78      $6.27      $2.44        $3.24      $6.30      $7.81         $2.80         $4.91 

                              =====      =====      =====        =====      =====      =====         =====         ===== 

 

 

 

           The current relationship of earnings and earnings per share as 

computed on a GAAP basis versus a Fully Distributed basis may not be 

representative of the relationship in future periods because of various factors. 

These factors include, but are not limited to, the dependence of ESOP 

compensation expense on the common stock price; trends and commitments with 

respect to wages; and the convergence of shares assumed outstanding under the 

GAAP basis as compared to the Fully Distributed basis. 

 

           Specific factors affecting UAL's consolidated operations for the 

second quarter and first six months of 1999 are described below. 
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         Second Quarter 1999 Compared with Second Quarter 1998 

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

 

         Operating revenues increased $99 million (2%) and United's revenue per 

available seat mile (unit revenue) decreased 1% to 10.19 cents. Passenger 

revenues increased $41 million (1%) partially due to a slight increase in 

United's revenue passenger miles. Strong domestic performance provided an 

overall increase in yield from 12.58 to 12.69 cents. The slight increase in 

revenue passenger miles in conjunction with system available seat miles 

increasing 4% reduced passenger load factor to 70.1% as compared to 72.6%. The 

following analysis by market is based on information reported to the U.S. 

Department of Transportation: 

 

 

 

 

                                        Increase (Decrease) 

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

                                                          Revenue Per Revenue 

                   Capacity (ASMs)    Traffic (RPMs)     Passenger Mile (Yield) 

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

                                                 

Domestic                  6%                1%                     3% 

Pacific                 (11%)             (13%)                    2% 

Atlantic                 20%               17%                    (9%) 

Latin America            (6%)              (1%)                   (6%) 

      System              4%                -%                     1% 

 

 

 

           Despite capacity reductions in the region, weak demand for travel in 

the Pacific markets led to a decline in load factor. The improvements in Pacific 

yield were offset by a 2-point decline in load factor resulting in flat unit 

revenue. Yields in other international markets continue to be impacted by weak 

economies, a negative pricing environment and excess industry capacity. 

 

           Cargo revenues increased $3 million (1%) on increased freight ton 

miles of 5%. Freight yield decreased 3% and mail yield decreased 2% for a total 

decrease in cargo yield of 3% for the period. Other operating revenues increased 

$55 million (20%) due to increases in frequent flyer program partner-related 

revenues and fuel sales to third parties. 

 

           Operating expenses increased $136 million (3%) while United's cost 

per available seat mile decreased 0.2%, from 9.25 cents to 9.23 cents, including 

ESOP compensation expense. Without the ESOP compensation expense, United's cost 

per available seat mile would have been 8.82 cents, an increase of 1% from the 

1998 second quarter. ESOP compensation expense decreased $50 million (22%), 

reflecting a decrease in the estimated average fair value of ESOP stock 

committed to be released to employees. Salaries and related costs increased $120 

million (9%) due to ESOP mid-term wage adjustments which took place in July 1998 

and to increased staffing in certain customer-contact positions. Aircraft 

maintenance increased $35 million (25%) due to an increase in heavy maintenance 

visits. Depreciation and amortization increased $21 million (11%) due to an 

increase in the number of owned aircraft and losses on disposition of aircraft 

partially offset by changes in depreciable lives on certain aircraft. Other 

expenses increased $43 million (8%) largely due to costs associated with fuel 

sales to third parties. Commissions decreased $37 million (11%) due to a change 

in the commission structure implemented in the third quarter of 1998 and lower 

commissionable revenues. Aircraft fuel decreased $15 million (3%) as a 6% 

decrease in the cost of fuel from 58.0 cents to 54.5 cents a gallon more than 

offset increased consumption. 

 

           Other expense amounted to $50 million in the second quarter of 1999 

(excluding the gain on the Galileo transaction - see "Investments in Affiliates" 

in the Notes to Consolidated 
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Financial Statements) compared to $41 million in the second quarter of 1998. 

Interest capitalized decreased $13 million (43%) as a result of lower advance 

payments on the acquisition of aircraft and a lower weighted average interest 

rate. Miscellaneous, net included foreign exchange gains of $2 million in the 

second quarter of 1999 compared to foreign exchange losses of $7 million in the 

second quarter of 1998. 

 

           Six Months 1999 Compared with Six Months 1998 

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

 

           Operating revenues increased $205 million (2%) and United's revenue 

per available seat mile (unit revenue) decreased 1% to 10.01 cents. Passenger 

revenues increased $155 million (2%) despite a slight decrease in yield from 

12.67 to 12.61 cents. Available seat miles across the system were up 3% 

resulting in a passenger load factor 69.6%, down 0.3 points. The following 

analysis by market is based on information reported to the U.S. Department of 

Transportation: 

 

 

 

 

                                      Increase (Decrease) 

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

                                                           Revenue Per Revenue 

                   Capacity (ASMs)    Traffic (RPMs)      Passenger Mile (Yield) 

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

                                                  

Domestic                  5%                 3%                     1% 

Pacific                 (10%)               (8%)                   (3%) 

Atlantic                 18%                17%                    (8%) 

Latin America            (4%)               (1%)                   (7%) 

      System              3%                 3%                     -% 

 

 

 

           Despite capacity reductions in the region, weak demand for travel in 

Pacific markets continues to negatively impact yields. Yields in other 

international markets continue to be impacted by weak economies, a negative 

pricing environment and excess industry capacity. 

 

           Cargo revenues decreased $4 million (1%) despite increased freight 

ton miles of 3%. A 2% lower freight yield and a 4% lower mail yield resulted in 

a 3% decrease in cargo yield for the period. Other operating revenues increased 

$54 million (10%) due to increases in frequent flyer program partner-related 

revenues and fuel sales to third parties. 

 

           Operating expenses increased $219 million (3%) and United's cost per 

available seat mile decreased slightly, from 9.38 cents to 9.36 cents, including 

ESOP compensation expense. Without the ESOP compensation expense, United's cost 

per available seat mile would have been 8.94 cents, an increase of 2% from the 

1998 six-month period. ESOP compensation expense decreased $126 million (26%), 

reflecting the decrease in the estimated average fair value of ESOP stock 

committed to be released to employees. Purchased services increased $46 million 

(6%) due to increases in computer reservations fees and Y2K expenses. 

Depreciation and amortization increased $41 million (11%) due to an increase in 

the number of owned aircraft and losses on disposition of aircraft partially 

offset by changes in depreciable lives of certain aircraft. Salaries and related 

costs increased $220 million (8%) due to ESOP mid-term wage adjustments which 

took place in July 1998 and increased staffing in certain customer-contact 

positions. Aircraft maintenance increased $57 million (19%) due to an increase 

in heavy maintenance visits. Commissions decreased $71 million (11%) due to a 

change in the commission structure implemented in the third quarter of 1998 as 

well as a slight decrease in commissionable revenues. Aircraft fuel decreased 

$61 million (7%) due to a 9% decrease in the cost of fuel from 59.8 cents 
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to 54.4 cents a gallon. Aircraft rent decreased $14 million (3%) due to aircraft 

refinancing completed in the first quarter of 1998. 

 

           Other expense amounted to $72 million in the first six months of 1999 

(excluding the gain on the Galileo transaction - see "Investments in Affiliates" 

in the Notes to Consolidated Financial Statements) compared to $68 million in 

the first six months of 1998. Interest capitalized decreased $20 million (36%) 

as a result of lower advance payments on the acquisition of aircraft and a lower 

weighted average interest rate. Miscellaneous, net included foreign exchange 

gains of $23 million in 1999 compared to foreign exchange losses of $11 million 

in 1998. 

 

 

LABOR AGREEMENTS 

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

 

           On May 27, 1999, United's public contact employees (primarily 

customer service and reservations sales and service representatives) ratified 

the tentative agreement between the Company and the International Association of 

Machinists and Aerospace Workers ("IAM"). The contract provides for an 

across-the-board wage increase of 5.5 percent effective April 13, 2000. In 

addition, certain employees hired after January 1, 1994 received an immediate 

14.5% pay increase and benefits comparable to other affected employees. Terms of 

the contract are amendable in July 2000. 

 

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

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

 

           During the second quarter, United reinstated its jet fuel hedging 

program. This program now consists of hedging 100% of probable jet fuel 

requirements with crude oil purchased call options and fixed price jet fuel 

contracts. The purchased call options have been designated as a hedge of 

anticipated jet fuel purchases; accordingly, gains or losses on hedge positions 

are recognized upon contract expiration as a component of aircraft fuel 

inventory. At June 30, 1999, United has purchased call options on approximately 

1.4 billion gallons of fuel products, which represents 69% of United's 

anticipated third and fourth quarter fuel requirements and 8% of its expected 

2000 fuel requirements. At June 30, 1999, United has contracted to purchase 

approximately 8% of its anticipated third and fourth quarter fuel requirements. 

As of July 31, 1999, United has hedged 100% of its probable third and fourth 

quarter jet fuel requirements. 

 

UPDATE ON YEAR 2000 READINESS* 

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

 

         Readers should refer to "Update on Year 2000 Readiness" in Management's 

Discussion and Analysis of Financial Condition and Results of Operations in the 

1998 Annual Report on Form 10-K for background information. 

 

         IT systems. The Company has substantially completed the remediation, 

initial system testing and business process integration testing of mainframe 

hardware and software and other hardware infrastructure including voice and data 

networks and all internally developed IT software applications. 

 

         Non IT systems. The remediation and testing of date-sensitive, critical 

non-IT systems is complete. Re-testing of mission critical systems will continue 

throughout the year. 



   17 

 

 

         Critical Business Partners. The Company has contacted all of its 

"Strategic" and "Preferred" Critical Business Partners. United believes these 

partners have a satisfactory Year 2000 program in place. 

 

         The results of the study undertaken by the Air Transport Association 

("ATA") to determine the process domestic airports are using to achieve Year 

2000 readiness, shows that most large domestic airports have made substantial 

progress towards being Year 2000 ready. A similar project undertaken by the 

International Air Transport Association ("IATA") shows that although most 

international airports have made progress during the past few months, certain 

key airports are behind schedule. 

 

         The Company's aircraft manufacturers have concluded that there are no 

safety of flight issues related to the Year 2000 date rollover as to their 

aircraft. 

 

         Concurrent with ensuring that all the systems will be remediated and 

tested for the Year 2000 date rollover, the Company continues to develop 

contingency plans for all mission critical business processes. These contingency 

plans, together with the airline readiness reviews planned during the third 

quarter of 1999, are designed to reduce the likelihood that the Company's 

operations will be interrupted by Year 2000 related issues. In addition, the 

Company will set up a corporate Command Center to monitor and respond to 

potential Year 2000 issues worldwide. 

 

         The Company anticipates that project costs will range between $85 and 

$90 million, with approximately 34% being capitalized. To date the Company has 

incurred $53 million in project costs ($37 million in expense and $16 million in 

capital). During 1999, the Company incurred $25 million in project costs ($14 

million in expense and $11 million in capital). During the third quarter, the 

Company plans to spend up to $17 million on the replacement of desktop 

computers. 

 

OUTLOOK FOR 1999* 

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

 

         The Company expects its 1999 system capacity to grow 2%, which is less 

than the forecasted industry capacity growth rate. Unit revenues are estimated 

to range between zero and 1% higher than 1998. 

 

         Unit costs for 1999, excluding ESOP charge, are estimated to range 

between 1.5% and 2% higher than 1998, based on an average fuel price of 

approximately 59 cents per gallon including taxes. Among the factors affecting 

costs will be the cap in international commissions instituted last year and the 

level of spending on Year 2000 (see "Update on Year 2000 Readiness"). 

 

         The following guidance pertaining to fully distributed earnings per 

share is consistent with the corresponding guidance set forth in UAL's Form 8-K 

dated June 7, 1999. The Company forecasts 1999 earnings to range between $9.00 

and $11.00 per fully distributed share, with its internal goal being to earn 

$11.00 per fully distributed share. The forecasted range of fully distributed 

earnings per share excludes the impact of the gain on sale of 17.5 million 

shares of Galileo. The Company's earnings per share performance will be helped 

by the reduction in share count stemming from the $500 million common stock 

repurchase program completed earlier this year. 
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           The Company anticipates a modest year-over-year increase in unit 

revenue for the third quarter, based on continued strong domestic economic 

performance and gradual improvements in the Pacific. Given this positive 

environment, the Company expects third quarter fully distributed earnings per 

share to range between $3.60 and $4.00. 

 

           Management's Discussion and Analysis of Financial Condition and 

Results of Operations contains sections with forward-looking statements which 

are identified with an asterisk (*). Information included in the "Update on Year 

2000 Readiness" and the "Outlook for 1999" sections is forward-looking and 

actual results could differ materially from expected results. Factors that could 

significantly impact expected capacity, international revenues and profits, unit 

revenues, fully distributed unit costs, fuel prices and fully distributed 

earnings per share include: industry capacity decisions, the airline pricing 

environment, fuel prices, the success of the Company's cost-control efforts, 

actions of the U.S., foreign and local governments, willingness of customers to 

travel, the Asian economic environment and travel patterns, foreign currency 

exchange rate fluctuations, the stability of the U.S. economy, UAL common stock 

price fluctuations, the economic environment of the airline industry and the 

global economic environment. Some factors that could significantly impact the 

Company's expected Year 2000 readiness and the estimated cost thereof include: 

the results of the system integration testing and the sufficiency and 

effectiveness of the Year 2000 programs of the Company's critical business 

partners, including domestic and international airport authorities, aircraft 

manufacturers and the Federal Aviation Administration, to achieve Year 2000 

readiness. 
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Item 3.   QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

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

 

           For information regarding the Company's exposure to certain market 

risks, see Item 7A. Quantitative and Qualitative Disclosures About Market Risk 

in UAL's Annual Report on Form 10-K for the year 1998 and "Financial Instruments 

and Risk Management" in Management's Discussion and Analysis of Financial 

Condition and Results of Operations. Significant changes which have occurred 

since year-end are as follows: 

 

Foreign Currency Risk - 

 

 

 

 

                                                                    June 30, 1999 

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

(In millions, except average contract rates)     Notional               Average              Estimated 

                                                  Amount             Contract Rate          Fair Value 

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

Forward exchange contracts                                                                (Pay)/Receive* 

                                                                                 

    Japanese Yen - Purchased forwards              $  90                  118.76                $ (2) 

                 - Sold forward                    $  55                  120.88                $ - 

      Hong Kong Dollar - Sold forwards             $  75                    7.84                $ (1) 

      French Franc - Purchased forwards            $  50                    5.05                $ - 

      Euro - Purchased forwards                    $ 117                    1.37                $ (2) 

 

Currency options 

    Japanese Yen - Call options                    $ 149                  125.08                $ (7) 

                 - Put options                     $ 148                  125.89                $  1 

 

 

 

 

Price Risk (Aircraft fuel) - 

 

 

 

                                                                      June 30, 1999 

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

(In millions, except average contract rates)       Notional                 Average              Estimated 

                                                    Amount               Contract Rate          Fair Value 

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

                                                                                               (Pay)/Receive* 

                                                                                        

Purchased call contracts - Crude oil                 $ 570                $ 17.65/bbl              $ 37 

 

 

 

           *Estimated fair values represent the amount United would pay/receive 

on June 30, 1999 to terminate the contracts. 
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                           PART II. OTHER INFORMATION 

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

 

Item 4.  Submission of Matters to a Vote of Security Holders. 

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

 

         At the annual meeting of the stockholders of UAL Corporation on May 18, 

1999, the following matters were voted upon: 

 

 

 

 

                              Description                                    Votes 

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

 

          1.  Election of Board of Directors 

                                                                                       

               Public Directors: 

                  James E. Goodwin                                          45,652,763      For 

                                                                               162,211      Withheld 

 

                  Gerald Greenwald                                          45,645,933      For 

                                                                               169,041      Withheld 

 

                  John F. McGillicuddy                                      45,647,947      For 

                                                                               167,027      Withheld 

 

                  James J. O'Connor                                         45,647,965      For 

                                                                               167,009      Withheld 

 

                  Paul E. Tierney, Jr.                                      45,614,741      For 

                                                                               200,233      Withheld 

 

               Independent Directors: 

                  John W. Creighton, Jr.                                             4      For 

                                                                                     0      Withheld 

 

                  Richard D. McCormick                                               4      For 

                                                                                     0      Withheld 

 

                  Hazel R. O'Leary                                                   4      For 

                                                                                     0      Withheld 

 

                  John K. Van de Kamp                                                4      For 

                                                                                     0      Withheld 

 

               ALPA  Director: 

                  Michael H. Glawe                                                   1      For 

                                                                                     0      Withheld 

 

               IAM Director: 

                  John F. Peterpaul                                                  1      For 

                                                                                     0      Withheld 

 

               Salaried/Management Employee Director: 

                  Deval L. Patrick                                                   3      For 

                                                                                     0      Withheld 

 

          2.   Ratification of the Appointment of Independent Public       104,645,089      For 

               Accountants                                                   2,635,958      Against 

                                                                             1,481,282      Abstain 
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Item 6.  Exhibits and Reports on Form 8-K. 

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

 

         (a)   Exhibits 

 

               A list of exhibits included as part of this Form 10-Q is set 

               forth in an Exhibit Index which immediately precedes such 

               exhibits. 

 

         (b)   Form 8-K dated April 20, 1999, to report a cautionary statement 

               for purposes of the "Safe Harbor for Forward-Looking Statements" 

               provision of the Private Securities Litigation Reform Act of 

               1995. 

 

               Form 8-K dated June 7, 1999 to report a press release (United 

               Airlines May traffic declines 1.3%) 
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SIGNATURES 

- ---------- 

 

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

Registrant has duly caused this report to be signed on its behalf by the 

undersigned thereunto duly authorized. 

 

 

                                              UAL CORPORATION 

 

 

                                              By:  /s/ Douglas A. Hacker 

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

                                                   Douglas A. Hacker 

                                                   Executive Vice President and 

                                                   Chief Financial Officer 

                                                   (principal financial and 

                                                   accounting officer) 

 

 

 

 

Dated:  August 16, 1999 
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                                                                    Exhibit 10.1 

 

 

                              EMPLOYMENT AGREEMENT 

         This Employment Agreement (this "Agreement"), effective as of April 12, 

1999 (the "Effective Date"), is by and between UAL Corporation, a Delaware 

corporation ("UAL") and United Air Lines, Inc. ("UA," UAL and UA sometimes 

collectively referred to as "United") and James E. Goodwin (the "Executive"). 

         A. The Executive is President and Chief Operating Officer of United. 

         B. United desires to employ the Executive as Chairman of the Board and 

Chief Executive Officer of United, and the Executive desires to accept such 

employment, on the terms and conditions hereinafter set forth. 

         C. United and the Executive have previously entered into an agreement 

dated as of October 6, 1998 (the "Prior Agreement"), which they wish to 

supersede in its entirety. 

         In consideration of the mutual covenants contained herein, and 

intending to be legally bound, United and the Executive agree as follows: 

1.       EMPLOYMENT AND DUTIES. 

         (a) EMPLOYMENT. Subject to all of the terms and conditions of this 

Agreement, United agrees to employ the Executive as its Chairman of the Board 

and Chief Executive Officer for the Employment Period (defined below), and the 

Executive accepts such employment. 

         (b) DUTIES. As President and Chief Operating Officer of United, 

Executive will have the duties and responsibilities assigned to the President 

and Chief Operating Officer of United and will perform such other duties as he 

is reasonably directed to perform by the Board of Directors of UAL (the 

"Board"). On and after the Employment Date (defined below), as Chairman of the 

Board and Chief Executive Officer of United, Executive will have overall charge 

and responsibility for the business and affairs of United, and will perform such 

duties as he is reasonably directed to perform by the Board. If so elected, the 

Executive will also serve as chairman of the board and chief executive officer 

of any subsidiaries or affiliates of United designated by United. 

         (c) SCOPE. While the Executive is employed by United hereunder, 

Executive will devote substantially all of his business time, attention, skills 

and efforts to the business and affairs of United and the performance of his 

duties under this Agreement. The Executive acknowledges that his duties and 

responsibilities under this Agreement will require his full-time business 

efforts and agrees that he will not engage in any other business activity or 

have any business pursuits or interests which materially interfere or conflict 

with the performance of the Executive's duties under this Agreement or which 

compete with United. Notwithstanding the foregoing, the parties agree that 

during the Employment Period, it will not be a violation of this Agreement for 

the Executive to (i) serve on corporate, civic or charitable boards or 

committees, (ii) deliver lectures or fulfill speaking engagements, and (iii) 

manage personal investments, so long as such activities do not significantly 

interfere with the performance of the Executive's duties under this Agreement. 

2.       TERM. 

         Subject to earlier termination in accordance with Section 4 below, 

Executive's employment as Chairman of the Board and Chief Executive Officer of 

United pursuant to the terms of this Agreement will become effective on July 13, 

1999 (the "Employment Date") or such earlier date that Gerald Greenwald ceases 

to be Chairman of the Board and Chief Executive Officer of United and will have 

a term of five (5) years subject to earlier termination as provided in this 

Agreement (the "Employment Period"). Except with respect to those provisions 

which by their terms survive the expiration of this Agreement, this Agreement 

will terminate upon the 
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expiration of the Employment Period. In the event either the Executive or United 

desires the Executive to be employed by United beyond the Employment Period, 

such party will, at least ninety (90) days prior to the expiration of the 

Employment Period, notify the other party in writing of his or its intention to 

seek to negotiate an extension of this Agreement. 

3.       COMPENSATION. 

         (a) BASE SALARY. During the Employment Period, the Company will pay the 

Executive a base salary (the "Base Salary") at a initial rate of $725,000 per 

year in accordance with the Company's standard payroll practices. The Base 

Salary will be reviewed in 2000 and 2001 as part of the normal salary 

administration program for the Company's senior executives by the Compensation 

Committee of the Board (the "Committee"), for the purpose of considering 

increases in the Executive's Base Salary in light of the Committee's executive 

compensation philosophy statement then in effect, the performance by the 

Executive of his duties under this Agreement, and base salaries of chief 

executive officers of companies in the peer group identified by the Committee in 

its executive compensation policy. Thereafter, from time to time during the 

Employment Period the Committee will review and consider further increases in 

the Base Salary, at the times and pursuant to the procedures used in connection 

with considering base salary adjustments for United's other senior executives. 

Base Salary will not thereafter during the term of this Agreement be decreased, 

unless such reduction (i) is approved by the Board in accordance with the 

standards set forth in the UAL Restated Certificate of Incorporation, and (ii) 

is applied on a proportionally similar and no less favorable basis to Executive 

than to substantially all other management employees of United. Any adjusted 

amounts under this Section 3(a) will thereafter become the "Base Salary" for 

purposes of this Agreement, provided that any decrease in Base Salary shall be 

disregarded for purposes of determining Executive's pension benefit payable 

under the United Air Lines, Inc. Management and Salaried Employees Retirement 

Plan as supplemented by the United Air Lines, Inc. Supplemental Retirement Plan. 

         (b) ANNUAL BONUS. In addition to other compensation to be paid under 

this Section 3, the Executive will be eligible to receive an annual bonus for 

each year during the Employment Period, as determined by the Board under 

United's Incentive Compensation Plan or other annual bonus plan hereafter 

approved by the Board (the "Incentive Plan"). The Executive's target percentage 

under the Incentive Plan each year will be no less than the maximum percentage 

permitted under the Incentive Plan (the "Target Bonus"). Executive will be 

entitled to an additional 20% over the Target Bonus amount under the Incentive 

Plan for superior performance ("Extraordinary Bonus"); provided, such 

Extraordinary Bonus will be paid outside of the Incentive Plan. If United's 

Incentive Plan, as in effect on the Effective Date is amended and/or replaced 

with a new Incentive Compensation Plan, Executive's Target Bonus and Annual 

Bonus will be determined under the terms of such revised or replacement 

Incentive Plan, provided Executive's target percentage and maximum percentage 

shall in no event be less than 100% of his Base Salary with an additional 20% 

over the target percentage for superior performance. The annual bonus under this 

Section 3(b) will hereinafter be referred to as the "Annual Bonus." 

         (c)      STOCK OPTIONS. 

                  (i) Initial Grant. In addition to other compensation to be 

         paid under this Section 3, United will grant the Executive as of the 

         Effective Date a ten-year stock option (the "Option") to purchase 

         167,500 shares of UAL's common stock, $.01 par value per share (the 

         "Common Stock"), under United's 1981 Incentive Stock Plan (the "1981 

         Plan") and pursuant to the terms set forth in the Stock Option 

         Agreement attached hereto as Exhibit A. The exercise price of the 

         Option will be the average of the high and low sale prices of the 

         Common Stock on the New York Stock Exchange on the date of the approval 

         of the grant by the Committee. The Option will become exercisable in 

         equal annual 
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         installments on the first four (4) anniversaries of the Employment Date 

         pursuant to the terms of the Plan. 

                  (ii) Additional Grants. During the Employment Period, the 

         Executive will be eligible to receive stock options in the same manner 

         as United's other senior executives. 

         (d)      RESTRICTED UNITS; RESTRICTED STOCK. 

                  (i) Initial Restricted Units. In addition to other 

         compensation to be paid under this Section 3, United will grant the 

         Executive as of the Effective Date 50,000 restricted units whose value 

         is determined by reference to 50,000 restricted shares of UAL's Common 

         Stock (the "Restricted Units") in accordance with and pursuant to the 

         terms set forth in the Restricted Unit Agreement attached hereto as 

         Exhibit B (the "Restricted Unit Agreement"). 

                  (ii) Additional Restricted Units; Restricted Stock. During the 

         Employment Period, the Executive will be eligible to receive restricted 

         units or restricted stock in the same manner as United's other senior 

         executives. 

         (e) LONG TERM INCENTIVE PLANS. In addition to other compensation to be 

paid under this Section 3, the Executive will be entitled to participate during 

the Employment Period in all long term incentive plans now maintained or 

hereafter established by United for the purpose of providing long term incentive 

compensation to senior executives of United. The Executive's participation in 

such plans will be on the same basis and terms as other senior executives of 

United. 

         (f) OTHER BENEFITS. In addition to other compensation to be paid under 

this Section 3, during the Employment Period the Executive will be entitled to 

the following benefits: 

                 (i) Life Insurance. United will maintain split dollar life 

         insurance pursuant to the terms of United's program. 

                  (ii) Country Club Membership. United will pay all monthly 

         membership dues on behalf of the Executive at his current country club. 

         United will pay initiation fees and monthly membership dues on behalf 

         of the Executive at additional country clubs in accordance with 

         standard United policy. The Executive agrees to maintain records in 

         appropriate form and detail as may be requested by United in order to 

         comply with the Internal Revenue Code of 1986, as amended (the "Code") 

         and standard policies of United relating to reimbursement of business 

         expenses. 

                  (iii) Leased Automobile. United will lease for the Executive 

         an automobile and provide him with a cell phone for the Executive's 

         business and private use in accordance with and subject to United's 

         standard policies. 

                  (iv) Other Benefits. The Executive will be entitled to 

         participate in all employee benefit plans, practices and programs 

         maintained by United and made available to its senior executives, as 

         those plans, practices and programs may be amended, supplemented, 

         replaced or terminated from time to time, including without limitation 

         (A) medical, hospitalization, disability, dental, life, health and 

         travel accident insurance to the extent offered by United, and in 

         amounts consistent with United policy for all its senior executives; 

         (B) other benefit arrangements, including retirement plan, supplemental 

         retirement plan, stock purchase plan, 401(k) plan, flexible spending 

         arrangement, employee stock ownership plan, income deferral plan, free 

         and reduced rate transportation, to the extent made generally available 

         by United to its senior executives; and (C) a number of weeks of paid 

         vacation each year, consistent with United policy for all its senior 

         executives. 

         (G) REIMBURSEMENT OF BUSINESS EXPENSES. United agrees to reimburse the 

Executive for all reasonable out-of-pocket business expenses incurred by the 

Executive on behalf of United, 
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provided that the Executive properly accounts to United for all such expenses in 

accordance with the rules and regulations of the Internal Revenue Service under 

the Code, and in accordance with the standard policies and procedures of United 

relating to reimbursement of business expenses, which obligation shall survive 

the expiration or termination of this Agreement. 

         (h) RETIREE TRAVEL BENEFIT. United will provide the Executive upon 

termination of this Agreement upon its expiration, upon mutual agreement, upon 

Executive's retirement in accordance with United policy, by reason of 

Executive's Disability, by United for other than cause, or by the Executive for 

Good Reason, Director Emeritus travel benefits (or any successor benefit) in 

accordance with United policy which may be in effect from time to time, which 

obligation shall survive the expiration or termination of this Agreement. 

         (i) TAXES, ETC. All compensation payable to the Executive pursuant to 

this Agreement is stated in gross amount and will be subject to all applicable 

withholding taxes, other normal payroll taxes and any other amounts required by 

law to be withheld. 

         (j) NO DIRECTOR FEES, ETC. The Executive will not receive any 

additional compensation for (i) serving as a director of UAL or UA or (ii) if so 

elected, serving as chairman of the board and chief executive officer of any 

subsidiaries or affiliates of United. 

4.       TERMINATION. 

         (a) MUTUAL AGREEMENT. The Executive's employment hereunder may be 

terminated at any time by mutual agreement on terms to be negotiated at the time 

of such termination. 

         (b) DEATH OR DISABILITY. This Agreement will terminate automatically 

upon the Executive's death. If United determines in good faith that the 

Disability (as defined below) of the Executive has occurred, subject to the 

respective continuing obligations of United and the Executive under Sections 5 

(Compensation Upon Termination), 7 (Confidentiality), and 9 (Non-Competition), 

the Company has the right to terminate the Executive's employment under this 

Agreement by notice pursuant to Sections 4(e) and 4(f) below. For purposes of 

this Agreement, the Executive will be deemed to have a "Disability" if the 

Executive has been unable, by reason of illness or physical or mental incapacity 

or disability (from any cause or causes whatsoever) to perform each and every 

material duty of his employment under this Agreement, whether with or without 

reasonable accommodation by the Company, in substantially the manner and to the 

extent required hereunder prior to the commencement of such Disability, for a 

period of six (6) consecutive months in any twelve (12)-month period. Such 

termination may not be arbitrary or unreasonable, and the Board will obtain and 

take into consideration the opinion of a physician chosen by the Board, the 

opinion of the Executive's personal physician, if reasonably available, as well 

as applicable provisions of the Americans with Disabilities Act, but such 

determination by the Board will be final and binding on the parties to this 

Agreement. 

         (c) BY UNITED FOR CAUSE. Subject to the respective continuing 

obligations of United and the Executive under Sections 5 (Compensation Upon 

Termination), 7 (Confidentiality) and 9 (Non-Competition), United has the right 

to terminate the Executive's employment under this Agreement for Cause (as 

defined below) by notice pursuant to Sections 4(e) and 4(f) below. For purposes 

of this Agreement, "Cause" means: 

                  (i) a significant act or acts of personal dishonesty or deceit 

         that have a material adverse effect on United taken by the Executive in 

         the performance of his duties hereunder; 

                  (ii) the willful and continued failure by the Executive to 

         substantially perform the Executive's material duties under this 

         Agreement, including the duties set forth under Section 1(b) of this 

         Agreement (unless such failure is cured within thirty (30) days after 

         the Executive receives written notice of such failure); or 
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                  (iii) the Executive's conviction of, or his entry of a plea of 

         guilty or nolo contendere to, any felony (other than a felony 

         predicated upon the Executive's vicarious liability), or the entry of 

         any final civil judgment against him for fraud, misrepresentation, or 

         misappropriation of property. 

 

         Notwithstanding the foregoing, the Executive will not be deemed to have 

been terminated for Cause unless and until there has been delivered to the 

Executive a copy of a resolution, duly adopted by the affirmative vote of not 

less than a majority of the members of the Board at a meeting of the Board 

(after reasonable notice which shall not be less than thirty (30) days written 

notice to the Executive and an opportunity for the Executive, together with his 

counsel, to be heard before the Board), stating that in the good faith opinion 

of the Board the Executive was guilty of conduct constituting "Cause" as set 

forth above and specifying the particulars thereof in reasonable detail. 

         (d) BY THE EXECUTIVE FOR GOOD REASON. Subject to the respective 

continuing obligations of United and the Executive under Sections 5 

(Compensation Upon Termination), 7 (Confidentiality), 8 (Non-Disparagement) and 

9 (Non-Competition), the Executive has the right to terminate his employment 

under this Agreement for Good Reason (as defined below) by notice pursuant to 

Sections 4(e) and 4(f). For purposes of this Agreement, "Good Reason" means: 

                  (i) United's failure to elect the Executive as the Chief 

         Executive Officer and Chairman of the Board of UAL by the Employment 

         Date; 

                  (ii) the assignment to the Executive of any duties 

         inconsistent in any respect with the Executive's position, including 

         status, offices, titles and reporting relationships, authority, duties 

         or responsibilities as contemplated by Section 1 of this Agreement, or 

         any other action by United which results in a significant diminution in 

         such position, authority, duties or responsibilities, excluding for 

         this Section 4(d)(ii) any isolated, immaterial and inadvertent action 

         not taken in bad faith and which is remedied by United within thirty 

         (30) days after receipt of a notice thereof given by the Executive, and 

         further excluding any action in connection with the termination of the 

         Executive's employment for Cause, upon the death or the Disability of 

         the Executive pursuant to the terms of this Agreement, or by the 

         Executive other than for Good Reason pursuant to this Section 4(d); 

                  (iii) a reduction by United in the Executive's Base Salary 

         (other than a decrease contemplated by Section 3(a)) or any other 

         failure by United to comply with any of the provisions of Section 3 of 

         this Agreement, including treatment of the Executive in a manner or 

         with an outcome inconsistent with United's treatment of its other 

         senior executives, other than an isolated, immaterial and inadvertent 

         failure not occurring in bad faith and which is remedied by United 

         promptly after receipt of notice thereof given by the Executive; 

                  (iv) the relocation of the Executive's principal place of 

         employment to a location more than 50 miles from the Executive's 

         principal place of employment immediately prior to such relocation, 

         except for travel reasonably required in the performance of the 

         Executive's responsibilities; 

                  (v) any purported termination by United of the Executive's 

         employment otherwise than as expressly permitted by this Agreement; 

                  (vi) if the Executive desires to be employed by United beyond 

         the Employment Period in accordance with Section 2, United's 

         unwillingness at the conclusion of the Employment Period to enter into 

         an extension of this Agreement on substantially the same or better 

         terms as this Agreement, except that Executive's right to receive 

         compensation, upon termination under Section 5(d)(iii) and (iv) will 

         not extend beyond Executive's attainment of age 65; or 
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                  (vii) Executive's failure to be reelected as a director and 

         Chairman of the Board of United. 

         (e) NOTICE OF TERMINATION. Any termination of the Executive's 

employment by United or by the Executive (other than termination upon the 

Executive's death, which does not require notice) must be communicated by 

written Notice of Termination to the other party hereto given in accordance with 

Section 10(k) of this Agreement. For purposes of this Agreement, a "Notice of 

Termination" means a notice which (i) indicates the specific termination 

provision in this Agreement relied upon, (ii) sets forth in reasonable detail 

the facts and circumstances claimed to provide a basis for termination of the 

Executive's employment under the provisions so indicated and (iii) if the 

Termination Date (as defined below) is other than the date of receipt of such 

notice, specifies the Termination Date (which date will not be less than thirty 

(30) days after the giving of such notice of, if earlier, the fifth anniversary 

of the commencement of the Executive's Employment Period). The failure by United 

or the Executive to set forth in the Notice of Termination any fact or 

circumstance that contributes to a showing of the basis for termination will not 

waive any right of such party hereunder or preclude such party from asserting 

such fact or circumstance in enforcing his or its rights hereunder. 

         (f) TERMINATION DATE. "Termination Date" means (i) if the Executive's 

employment is terminated by his death, the date of his death, (ii) if the 

Executive's employment is terminated by reason of his Disability pursuant to 

Section 4(b), thirty (30) days after the receipt by the Executive of the Notice 

of Termination, (iii) if the Executive's employment is terminated by United for 

Cause pursuant to Section 4(c) or by the Executive for Good Reason pursuant to 

Section 4(d), the date specified in the Notice of Termination, (iv) if the 

Executive's employment is terminated by mutual agreement of the parties, the 

date specified in such agreement, and (v) if the Executive's employment is 

terminated for any other reason, the date specified in the Notice of 

Termination, provided that if within thirty (30) days after any Notice of 

Termination is given the party receiving such Notice of Termination notifies the 

other party that a dispute exists concerning the termination, the Termination 

Date will be the date on which the dispute is finally determined, either by 

mutual written agreement of the parties, by a binding and final arbitration 

award or by a final judgment, order or decree of a court of competent 

jurisdiction (the time for appeal therefrom having expired and no appeal having 

been perfected); provided, however, in no event will the Termination Date be 

later than the fifth anniversary of the commencement of the Employment Period. 

5. COMPENSATION UPON TERMINATION. 

         (a) DEATH. If the Executive's employment is terminated by reason of the 

Executive's death, this Agreement will terminate without further obligations to 

the Executive's legal representatives under this Agreement, other than those 

obligations accrued or earned and vested (if applicable) by the Executive as of 

the Termination Date, including without limitation (i) the Base Salary through 

the Termination Date at the rate in effect on the Termination Date, disregarding 

any reduction in Base Salary in violation of this Agreement (the "Highest Base 

Salary"), (ii) the Target Bonus described in Section 3(b), pro-rated to the 

Termination Date, and (iii) any other benefits payable to the Executive pursuant 

to the terms of any benefit plan, the right to which had or becomes vested on or 

after the Termination Date pursuant to the terms of the plan (such amounts 

specified in clauses (i) through (iii) are hereinafter referred as "Accrued 

Obligations"). All such Accrued Obligations will be paid to the Executive's 

estate or beneficiary, as applicable, in a lump sum in cash within ten (10) 

business days of the Termination Date, or in such other form as may be provided 

for pursuant to such plans. 

 

         (b) DISABILITY. If the Executive's employment is terminated by reason 

of the Executive's Disability, this Agreement will terminate without further 

obligations to the Executive, 

 

 



   7 

 

other than those obligations accrued or earned and vested (if applicable) by the 

Executive as of the Termination Date, including without limitation Accrued 

Obligations. All such Accrued Obligations will be paid to the Executive in a 

lump sum in cash within ten (10) business days of the Termination Date, or in 

such other form as may be provided for pursuant to such plans. 

         (c) BY UNITED FOR CAUSE; BY EXECUTIVE OTHER THAN FOR GOOD REASON. If 

the Executive's employment is terminated for Cause or by the Executive other 

than for Good Reason, this Agreement will terminate without further obligations 

to the Executive, other than those obligations accrued or earned and vested (if 

applicable) by the Executive through the Termination Date, including without 

limitation all Accrued Obligations (which for purposes of this provision will 

specifically exclude any Annual Bonus pursuant to Section 3(b)). All such 

Accrued Obligations will be paid to the Executive in a lump sum in cash within 

ten (10) business days of the Termination Date, or in such other form as may be 

provided for pursuant to such plans. 

         (d) BY UNITED IN BREACH OF AGREEMENT; BY EXECUTIVE FOR GOOD REASON. If 

United terminates the Executive's employment other than for Cause, Disability or 

death or if the Executive terminates his employment hereunder for Good Reason: 

                  (i) to the extent not theretofore paid, within ten (10) 

         business days after the Termination Date United will pay the Executive 

         his Base Salary and any Annual Bonus that may be due and owing through 

         the Termination Date; 

                  (ii) within ten (10) business days after the Termination Date, 

         United will pay the Executive those other obligations accrued or earned 

         and vested (if applicable) by the Executive as of the Termination Date, 

         including without limitation Accrued Obligations; 

                  (iii) in lieu of any further payments of Base Salary and 

         Annual Bonuses to the Executive for periods subsequent to the 

         Termination Date, United will, within ten (10) business days after the 

         Termination Date, make a lump sum cash payment to the Executive equal 

         to the sum of the Base Salary and the Target Bonus described in Section 

         3(b), multiplied by the greater of (A) the number of years remaining 

         under the term of this Agreement; or (B) three (3); 

                  (iv) for a period of time equal to the greater of (A) the 

         remaining term of this Agreement or (B) three (3) years, United will 

         continue benefits to the Executive and/or the Executive's family at 

         least equal to those which would have been provided to them in 

         accordance with the plans, programs, practices and policies described 

         in Section 3(f) of this Agreement if the Executive's employment under 

         this Agreement had not been terminated, including health insurance and 

         life insurance, in accordance with the plans, practices, programs or 

         policies of United and its subsidiaries in effect on the Termination 

         Date; 

                  (v) other than stock options, all outstanding long-term 

         incentive awards, restricted units and restricted stock, will 

         immediately become fully vested; 

                  (vi) all outstanding stock options will continue to become 

         exercisable in accordance with their terms and will remain exercisable 

         for the remainder of their terms; 

                  (vii) the pension benefit payable to the Executive pursuant to 

         the terms of the United Air Lines, Inc. Management and Salaried 

         Employees Retirement Plan as supplemented by the United Air Lines, Inc. 

         Supplemental Retirement Plan shall be determined by crediting Executive 

         with years of participation which when added to the Executive's actual 

         years of participation will equal (40) years of participation and 

         payment of such pension benefit will be determined and paid without 

         regard to any actuarial 
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         reduction for commencement prior to the Executive's normal retirement 

         age under such pension plans; and 

 

                  (viii) if Executive's Termination Date arises on account of 

         Executive's termination for Good Reason as provided under Section 

         4(d)(i), Executive will be treated as though his Employment Period had 

         commenced on the Effective Date and he will be entitled to the 

         compensation payable under this Section 5(d). 

 

         (e) BY EXECUTIVE BY TAKING COMPETITIVE POSITION. If the Executive is in 

violation of Section 9(a), the Executive's entitlement to benefits under this 

Agreement will be limited to Accrued Obligations (which for purposes of this 

provision will specifically exclude any Annual Bonus pursuant to Section 3(b)), 

and Executive will forfeit any other additional benefits or payments in which he 

is not otherwise vested, other than benefits to which he is entitled under any 

other United employee benefit plan, program or arrangement. 

         (f) GROSS-UP PAYMENT. Following a termination referred to in Section 

5(d), United will cause its independent auditors promptly to review, at United's 

sole expense, the applicability of Code section 4999 to any payment or 

distribution of any type by United to or for the benefit of the Executive 

pursuant to Section 5(d), or otherwise (the "Total Payments"). If the auditor 

determines that the Total Payments result in an excise tax imposed by Code 

section 4999 or any comparable state or local law, or any interest or penalties 

with respect to such excise tax (such excise tax, together with any such 

interest and penalties, are collectively referred to herein as the "Excise 

Tax"), United will make an additional cash payment (a "Gross-Up Payment") to the 

Executive within ten (10) days after such determination equal to an amount such 

that after payment by the Executive of all taxes (including any interest or 

penalties imposed with respect to such taxes), including any Excise Tax, imposed 

upon the Gross-Up Payment, the Executive would retain an amount of the Gross-Up 

Payment equal to the Excise Tax imposed upon the Total Payments. For purposes of 

the foregoing determination, the Executive's tax rate will be deemed to be the 

highest statutory marginal state and federal tax rate (on a combined basis) then 

in effect. If no determination by United's auditors is made prior to the time 

the Executive is required to file a tax return reflecting the Total Payments, 

the Executive will be entitled to receive from United a Gross-Up Payment 

calculated on the basis of the Excise Tax the Executive reported in such tax 

return, within ten (10) days after the later of the date on which the Executive 

files such tax return or the date on which the Executive provides a copy thereof 

to United. In all events, if any tax authority determines that a greater Excise 

Tax should be imposed upon the Total Payments than is determined by United's 

independent auditors or reflected in the Executive's tax return pursuant to this 

paragraph, the Executive will be entitled to receive from United the full 

Gross-Up Payment calculated on the basis of the amount of the Excise Tax 

determined to be payable by such tax authority within ten (10) days after the 

Executive notifies United of such determination. 

         (g) NO MITIGATION REQUIRED. The Executive will not be required in any 

way to mitigate the amount of any payment provided for in this Section 5, 

including, but not limited to by seeking other employment, nor will the amount 

of any payment provided for in this Section 5 be reduced by any compensation 

earned by the Employee as the result of employment with another employer after 

the Termination Date, or otherwise; provided, however, that in the event United 

terminates this Agreement for Cause or the Employee terminates this Agreement 

other than for Good Reason, United will be entitled to reduce the benefits 

otherwise required to be provided to the Executive, if any, from the Termination 

Date to the date that the Employment Period would have expired, to the extent 

such benefits are actually provided to the Executive by subsequent employers. 
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         (h) NO OTHER ENTITLEMENT TO BENEFITS UNDER AGREEMENT. Following a 

termination governed by this Section 5, the Executive will not be entitled to 

any compensation or benefits beyond those set forth in this Agreement, except as 

Executive may otherwise be entitled to receive outside the terms of this 

Agreement and as may be separately negotiated by the parties and approved by the 

Compensation Committee or the Compensation Administration Committee, as 

applicable, in writing in conjunction with the termination of the Executive's 

employment under this Agreement. 

                  (i) SURVIVAL. The obligations of this Section 5 will survive 

         the expiration or termination of this Agreement. 

6.       INDEMNIFICATION. United shall maintain, for the benefit of the 

Executive, director and officer liability insurance in form at least as 

comprehensive as, and in an amount that is at least equal to, that maintained 

for its officers and directors by United on the Effective Date. In addition, the 

Executive shall be indemnified by United against liability as an officer and 

director of United and any subsidiary or affiliate of United to the maximum 

extent permitted by applicable law. The Employee's rights under this Section 6 

shall continue so long as he may be subject to such liability, whether or not 

this Agreement may have terminated prior thereto. 

7.       CONFIDENTIALITY. 

         (a) DEFINITION. "Confidential Information," as used in this Agreement, 

means and includes (without limitation) the kinds of services provided or 

proposed to be provided by United and its subsidiaries to customers, the manner 

in which such services are performed or offered to be performed, information 

concerning United's and its subsidiaries' fleet plan, cost structure, strategic 

plan, labor strategy, information concerning the creation, acquisition or 

disposition of products and services, personnel information, and other trade 

secrets and confidential or proprietary information concerning United's and its 

subsidiaries' business, but shall not include information which (i) is or 

becomes generally available to the public other than as a result of a disclosure 

by Executive, (ii) was available to Executive on a non-confidential basis prior 

to its disclosure by United or any subsidiary of United, or (iii) becomes 

available to Executive on a non-confidential basis from a person other than 

United, any subsidiary of United or their officers, directors, employees or 

agents who is not otherwise bound by any confidentiality obligations with 

respect to the information provided to Executive. 

         (b) PROHIBITION ON USE OF CONFIDENTIAL INFORMATION. 

                  (i) The Executive acknowledges that: (a) United's and its 

         subsidiaries' business is intensely competitive and that the 

         Executive's employment by United will require that the Executive have 

         access to and knowledge of Confidential Information of United, (b) the 

         direct or indirect disclosure of any Confidential Information would 

         place United at a disadvantage and would do damage, monetary or 

         otherwise, to United's business, and (c) the engaging by the Executive 

         in any of the activities prohibited by this Section 7 may constitute 

         improper appropriation or use of such Confidential Information. The 

         Executive expressly acknowledges the trade secret status of the 

         Confidential Information and that the Confidential Information 

         constitutes a protectible business interest of United. 

                  (ii) From and after the Effective Date, the Executive will not 

         make known, disclose, furnish, make available or use any of the 

         Confidential Information, whether directly or indirectly, individually, 

         as a director, stockholder, owner, partner, employee, principal, or 

         agent of any business, or in any other capacity, other than in the 

         proper performance of his duties contemplated under this Agreement. 

         Upon termination of this Agreement (or at any other time requested by 

         United), the Executive will return to United any tangible Confidential 

         Information, including photocopies, extracts and summaries 
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         thereof, or any such information stored electronically on tapes, 

         computer disks, or in any other manner that the Executive has in his 

         possession. 

         (c) SURVIVAL. The obligations of this Section 7 will survive the 

expiration or termination of this Agreement. 

8.       NON-DISPARAGEMENT. 

         (a) LIMITATION ON APPLICATION. If United terminates the Executive's 

employment other than for Cause, Disability or death or if the Executive 

terminates his employment hereunder for Good Reason, then, and only then, shall 

the terms of this Section 8 become effective. 

         (b) BY THE EXECUTIVE. The Executive agrees not to make, or cause to be 

made, any statement, observation or opinion, or communicate any information 

(whether oral or written, directly or indirectly) that (i) accuses or implies 

that United and/or any of its parents, subsidiaries and affiliates, together 

with their respective present or former officers, directors, partners, 

stockholders, employees and agents, and each of their predecessors, successors 

and assigns, engaged in any wrongful, unlawful or improper conduct, whether 

relating to the Executive's employment (or the termination thereof), the 

business or operations of United, or otherwise; or (ii) disparages, impugns or 

in any way reflects adversely upon the business or reputation of United and/or 

any of its parents, subsidiaries and affiliates, together with their respective 

present or former officers, directors, partners, stockholders, employees and 

agents, and each of their predecessors, successors and assigns. 

         (c) BY UNITED. United agrees not to willfully authorize any statement, 

observation or opinion (whether oral or written, direct or indirect) that is 

materially injurious to the Executive and that (i) accuses or implies that the 

Executive engaged in any wrongful, unlawful or improper conduct relating to the 

Executive's employment with United or (ii) disparages, impugns or in any way 

reflects adversely upon the reputation of the Executive. 

         (d) LIMITATIONS. Nothing herein will be deemed to preclude the 

Executive or United from providing truthful testimony or information pursuant to 

subpoena, court order or similar legal process, or instituting and pursuing 

legal action. 

         (e) SURVIVAL. The obligations of this Section 8 will survive the 

expiration or termination of this Agreement. 

9.       NON-COMPETITION 

         (a) NON-COMPETE; NON-SOLICITATION. Without the consent in writing of 

the Board, during the Employment Period and for a period of two years after 

termination of the Executive's employment hereunder, (i) the Executive will not 

become a consultant to, or an officer, employee, agent, advisor, principal, 

partner, director or substantial stockholder of any airline, air carrier, or any 

company or other entity affiliated, directly or indirectly, with another airline 

or air carrier, including holding company thereof, and (ii) the Executive will 

not, directly or indirectly, for the benefit of any airline or air carrier or 

any company or other entity affiliated, directly or indirectly, with another 

airline or air carrier other than United, solicit the employment or services of, 

hire, or assist in the hiring of any person eligible for United's Incentive 

Compensation Plan (or any successor incentive compensation plan). 

         (b) ACKNOWLEDGMENT. The Executive has carefully read and considered the 

provisions of this Section 9 and, having done so, agrees that the restrictions 

set forth in this Section 9 (including the period of restriction, scope of 

activity to be restrained and the geographical scope) are fair and reasonable 

and are reasonably required for the protection of the interests of United, its 

officers, directors, employees, creditors and stockholders. The Executive 

understands that the restrictions contained in this section may limit his 

ability to engage in a business similar to that of United's, but acknowledges 

that he will receive sufficiently high compensation and other benefits hereunder 

to justify such restrictions. 
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         (c) SURVIVAL. The obligations of this Section 9 will survive the 

expiration or termination of this Agreement. 

10.      MISCELLANEOUS. 

         (a) NO ADEQUATE REMEDY. The Executive understands that if he fails to 

fulfill his obligations under Sections 7 (Confidentiality), 8 

(Non-Disparagement) or 9 (Non-Competition) of this Agreement, United will suffer 

irreparable injury, and the damages to United would be very difficult to 

determine. Therefore, in addition to any other rights or remedies, the Executive 

agrees that United will be entitled to a temporary, preliminary, and permanent 

injunction enjoining or restraining the Executive from any such violation or 

threatened violation, without the necessity of proving the inadequacy of 

monetary damages or the posting of any bond or security. The Executive hereby 

consents to specific enforcement of Sections 7, 8 and 9 of this Agreement by 

United through an injunction or restraining order issued by any state or federal 

court of competent jurisdiction. The Executive further acknowledges and agrees 

that due to the uniqueness of his services and confidential nature of the 

Confidential Information he possesses or will possess during the Employment 

Period, the covenants set forth herein are reasonable and necessary for the 

protection of the business and the goodwill of United. 

         (b) NO CONFLICTS. The Executive represents and warrants to United that 

neither the entering into of this Agreement nor the performance of any 

obligations hereunder will conflict with or constitute a breach under any 

obligation of him, as the case may be, under any agreement or contract to which 

he is a party or any other obligation by which the Executive is bound. Without 

limiting the foregoing, the Executive agrees that at no time will he knowingly 

use any trade secrets or other intellectual property of any third party while 

performing services hereunder, unless properly authorized by such third party. 

         (c) REIMBURSEMENT OF PROFESSIONAL FEES. United will pay on the 

Executive's behalf all bills rendered to the Executive by the Executive's 

attorneys, accountants and other advisors in connection with the negotiation and 

execution of this Agreement; provided, however, that the amount of professional 

fees payable hereunder will not exceed $35,000. 

         (d) SUCCESSORS AND ASSIGNS. This Agreement is personal to the Executive 

and may not be assigned or delegated by the Executive or transferred in any 

manner whatsoever, nor are such obligations subject to involuntary alienation, 

assignment or transfer. This Agreement will inure to the benefit of and be 

enforceable by the Executive's legal representatives. This Agreement is binding 

on and inures to the benefit of United's successors and assigns. As used in this 

Agreement, the term "United" includes any successor to United's business and/or 

assets which assumes and agrees to perform this Agreement by operation of law or 

otherwise. 

         (e) MODIFICATION. This Agreement may be modified or amended only by a 

writing signed by United and the Executive. 

         (f) GOVERNING LAW. The laws of the State of Illinois will govern the 

validity, construction, and performance of this Agreement (without regard to 

conflict of laws principles). 

         (g) DISPUTE RESOLUTION. Except for any proceeding brought pursuant to 

Section 10(a) herein, the parties agree that any dispute arising out of or 

relating to this Agreement or the formation, breach, termination or validity 

thereof (a "Dispute"), will be resolved as follows. If the Dispute cannot be 

settled through direct discussions, the parties will first try to settle the 

Dispute in an amicable manner by mediation under the Commercial Mediation Rules 

of the American Arbitration Association, before resorting to arbitration. Any 

Dispute that has not been resolved within sixty (60) days of the initiation of 

the mediation procedure (the "Mediation Deadline") will be settled by binding 

arbitration by a panel of three (3) arbitrators in accordance with the 

commercial arbitration rules of the American Arbitration Association. The 

arbitration and mediation proceedings will be located in Chicago, Illinois. The 

arbitrators are not empowered to 
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award damages in excess of compensatory damages and each party hereby 

irrevocably waives any damages in excess of compensatory damages. Judgment upon 

any arbitration award may be entered into any court having jurisdiction thereof 

and the parties consent to the jurisdiction of any court of competent 

jurisdiction located in the State of Illinois. 

         (h) CONSTRUCTION. Whenever possible, each provision of this Agreement 

will be interpreted so that it is valid under the applicable law. If any 

provision of this Agreement is to any extent declared invalid by a court of 

competent jurisdiction under the applicable law, that provision will remain 

effective to the extent not declared invalid. The remainder of this Agreement 

also will continue to be valid to the extent it is consistent with the essential 

intent and principles of the Agreement, and the entire Agreement will continue 

to be valid in other jurisdictions. 

         (i) WAIVERS. No failure or delay by United or the Executive in 

exercising any right or remedy under this Agreement will waive any provision of 

the Agreement. Nor will any single or partial exercise by either United or the 

Executive of any right or remedy under this Agreement preclude either of them 

from otherwise or further exercising these rights or remedies, or any other 

rights or remedies granted by any law or any related document. 

         (j) ENTIRE AGREEMENT. This Agreement and option and restricted stock 

agreements to which the Executive is a party together embody the entire 

agreement and understanding of the parties hereto in respect of the matters 

contemplated by this Agreement. This Agreement supersedes all prior and 

contemporaneous agreements and understandings between the parties with respect 

to the matters contemplated by this Agreement, including without limitation the 

letter agreement dated October 6, 1998 between the parties (which agreement is 

hereby terminated in its entirety) and the Term Sheet dated April 5, 1999. 

         (k) ACTIONS BY UNITED. All actions (or decisions to take no action) by 

UAL or UA in connection with this Agreement will be taken on behalf of UAL or UA 

by its Board of Directors (except as otherwise specifically provided in this 

Agreement), by a majority of such board (not including the Executive). 

         (l) NOTICES. All notices and other communications under this Agreement 

must be in writing and must be delivered personally sent by first class mail, 

certified or registered with return receipt requested, postage prepaid; if to 

United, to the attention of the General Counsel at 1200 East Algonquin Road, Elk 

Grove Township, Illinois 60007; and if to the Executive, at 29 Brandywine Road, 

South Barrington, IL 60010, or such other address as either party may specify by 

like notice. 

         United and the Executive have executed this Agreement as of the date 

first above written. 

 

 

UAL CORPORATION                                       EXECUTIVE 

 

 

By:  /s/ Gerald Greenwald                             /s/ James E. Goodwin 

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

                                                      James E. Goodwin 

 

Its: Chairman & Chief Executive Officer 

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

UNITED AIR LINES, INC. 

 

By:  /s/ Gerald Greenwald 

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

 

Its: Chairman & Chief Executive Officer 

    ---------------------------------------- 
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                                                                       Exhibit A 

 

            AGREEMENT WITH SENIOR OFFICERS OF UNITED AIR LINES, INC. 

                      NON-QUALIFIED STOCK OPTION UNDER 1981 

                     INCENTIVE STOCK PLAN OF UAL CORPORATION 

 

 

                  This Option, granted this 12th day of April, 1999 by UAL 

Corporation, a Delaware corporation (hereinafter called the "Company"), to James 

E. Goodwin, an employee of the Company or one of its subsidiaries (hereinafter 

called the "Employee"). 

 

                                   WITNESSETH: 

 

                  The object of this Option is to provide a means to permit the 

Employee to acquire shares of Common Stock, $.01 par value per share 

(hereinafter referred to as "Common Stock"), of the Company pursuant to a 

non-qualified option for the purposes set forth in the 1981 Incentive Stock 

Plan. 

 

                  NOW, THEREFORE, the Company hereby grants to the Employee an 

option (hereinafter called the "Option") to purchase, from time to time, all or 

any part of a total of 167,500 shares of Common Stock for a period of time 

beginning on April 12, 1999 and ending April 11, 2009, ten years after the date 

of the Option (hereinafter called the "Option Period"), upon and subject to the 

following terms and conditions: 

 

                  1. For any shares of Common Stock purchased at any time during 

the Option Period, the Employee shall pay to the Company Seventy-Eight Dollars 

and Forty-Six and Eighty-Eight Hundredths Cents ($78.4688) per share 

(hereinafter called the "Option Purchase Price"), being not less than 100% of 

the fair market value of the shares on the date hereof. 

 

                  2. The Option may be exercised, subject to provisions herein 

relative to its termination and to the provisions of Section 3 hereof, only 

within the Option Period and only (a) by notices in writing of intent to 

exercise the Option, each of which notices shall state the number of shares in 

respect of which the Option is exercised, delivered to the Corporate Secretary 

of UAL Corporation, or mailed by registered or certified mail addressed to the 

Corporate Secretary of UAL Corporation, P. O. Box 66919, Chicago, Illinois 

60666, from time to time, until said total of 167,500 shares has been purchased, 

and (b) by payment to the Company of the aggregate Option Purchase Price for the 

number of shares in respect of which the Option is exercised (together with any 

taxes required to be withheld) contemporaneously with its receipt of each such 

notice (provided that the Company may, in its sole discretion, permit a later 

payment). Payment of such aggregate Option Purchase Price may be made, in whole 

or in part, by the delivery of whole shares of Common Stock which (i) have a 

market value equal to such aggregate Option Purchase Price (or equal to the 

portion of such aggregate Option Purchase Price being paid with such shares), 

(ii) are held of record by the Employee, and (iii) have been owned by the 

Employee, either of record or beneficially through a broker or other nominee, 

for at least six months. The Company may require at the time the Option is 

exercised a written statement of the person exercising the Option that his or 

her intention is to acquire the shares for investment and without a view to 

their distribution. 
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                  3. The Option is subject to the following limitations upon its 

exercise: 

 

                           (a) No shares may be acquired until July 13, 2000. 

 

                           (b) At the commencement of each of the four (4) 

         twelve (12) month periods immediately following July 12, 2000, the 

         Employee will be entitled to exercise the right to purchase one-fourth 

         (1/4) of the total number of shares specified in the Option. 

 

                  4. The Employee may elect, in accordance with the Option 

Deferral Policy as in effect from time to time, to defer receipt (such action to 

be known as "Deferral") of the shares that result from the exercise of the 

Option. The election to defer receipt of shares is irrevocable. 

 

                  5. Unless an election to transfer has been made, the Option is 

not transferable by the Employee, other than by will or the laws of descent and 

distribution, and may be exercised, during the lifetime of the Employee, only by 

the Employee. Upon election, Employee may transfer any part of or all of the 

Option, but only to persons provided by, and in a manner consistent with, the 

Option Transfer Policy. 

 

                  6. The Option shall terminate on the earlier to occur of April 

11, 2009 or, if the Employee's employment (by the Company or any of its 

Subsidiaries) shall cease under any circumstances except retirement or death, 

six (6) months after such cessation, and may be exercised only in respect of the 

number of shares which the Employee could have acquired under the Option by the 

exercise thereof immediately prior to such cessation of employment. If cessation 

of employment occurs due to Employee's Retirement, the Option may be exercised 

within the fixed expiration date set forth herein, and the right to purchase 

shares under this option shall continue to accrue, as provided in Section 3 

above, to the Employee. As used in this Agreement, Retirement shall mean an 

Employee's termination of employment (i) at any time the Employee is eligible to 

immediately receive early or normal benefits under his or her employer's defined 

benefit pension plan, including any supplemental defined benefit pension plan 

or, in all other cases, (ii) that is determined by the Company, in its sole 

discretion, to be a retirement for purposes of this Agreement. In the event (i) 

cessation of employment occurs by reason of death of the Employee or (ii) the 

death of the Employee occurs within six (6) months following such cessation of 

employment (other than cessation due to Retirement), the Option may be exercised 

within one year after the date of death (but not later than the fixed expiration 

date set forth herein) by his or her estate or by the person or persons to whom 

his or her rights under the Option shall pass by will or the laws of descent and 

distribution, but only in respect of the number of shares which the Employee 

could have acquired under the Option by the exercise thereof immediately prior 

to such cessation of employment. In the event of any disagreement as to whether 

for the purposes of this Option an Employee's employment has ceased, the 

Committee appointed to administer the 1981 Incentive Stock Plan shall have 

absolute and uncontrolled discretion to determine whether an Employee's 

employment has ceased, and the effective date of such cessation of employment, 

and its determination shall be final and conclusive on all persons affected 

thereby. 

 

                  7. The Company shall not be required to issue or deliver any 

certificate for its Common Stock purchased upon the exercise of this Option 

prior to compliance by the Company with any requirements of any stock exchange 

on which Common Stock of the Company may at that time be listed. If at any time 

during the Option Period the Company shall be advised by its counsel that the 

shares of Common Stock deliverable upon an exercise of the Option are 
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required to be registered under the Federal Securities Act of 1933, as amended, 

or any state securities law or that delivery of such Common Stock must be 

accompanied or preceded by a Prospectus meeting the requirements of such Act, 

the Company will use its best efforts to effect such registration or provide 

such Prospectus not later than a reasonable time following each exercise of this 

Option, but delivery of Common Stock by the Company may be deferred until such 

registration is effected or such Prospectus is available. If at any time during 

the Option Period the Company shall be advised by its counsel that the Common 

Stock deliverable upon exercise of this Option are subject to the restrictions 

on sale imposed on "affiliates" under Rule 144 of the Federal Securities Act of 

1933, the Employee will use his or her best efforts to comply with said Rule 

144. The Employee shall have no interest in Common Stock covered by this Option 

until certificates for said shares of Common Stock are issued. 

 

                  8. In the event the outstanding shares of Common Stock of the 

Company shall be changed into an increased number of shares, through a stock 

dividend or a split-up of shares, or into a decreased number of shares, through 

a combination of shares, then immediately after the record date for such change, 

the number of shares of Common Stock then subject to the Option shall be 

proportionately increased, in case of such stock dividend or split-up of shares, 

or proportionately decreased, in case of such combination of shares, and the 

Option Purchase Price under such Option shall be adjusted to such amount that 

the aggregate cost of the shares subject to such Option immediately after such 

increase or decrease in shares shall be the same as the aggregate cost of the 

shares subject to such Option immediately prior to such increase or decrease in 

shares. 

 

                  In the event that, as a result of a reorganization, sale, 

merger, consolidation or similar occurrence, there shall be any other change in 

the shares of Common Stock of the Company, or of any stock or other securities 

into which such Common Stock shall have been changed, or for which it shall have 

been exchanged, then the Board of Directors of the Company shall make such 

equitable adjustments to the Option (including, but not limited to, changes in 

the number or kind, or the Option Purchase Price, of shares then subject to the 

Option), as it shall deem appropriate, and any such adjustments shall be 

effective and binding on the Employee for all purposes of the Option. 

 

                  9. Notwithstanding anything in this Agreement to the contrary, 

the Employee may elect, prior to delivery of the shares arising from exercise of 

the Option, to satisfy any Federal, State, local, FICA, Medicare or other tax 

withholding obligation attributable to the exercise of the Option by having the 

Company withhold from the Common Stock a number of whole shares of Common Stock 

with a fair market value equal to the amount of such tax withholding obligations 

with respect to which such election is made (with the Employee to pay in cash 

any remaining amount of such tax withholding obligation which is less than the 

fair market value of a whole share). The amount withheld pursuant to this 

Section shall be calculated based upon the minimum tax rate or rates at which 

the Company is required to withhold under applicable law. 

 

                  10. This Option shall be binding upon and inure to the benefit 

of the parties hereto and the successors and assigns of the Company and the 

heirs and personal representatives of the Employee. 

 

                  11. This Option shall be governed by the laws of the State of 

Illinois applicable to agreements made and to be performed entirely within such 

State. 
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                  12. Except as expressly provided herein, this Option may not 

be altered, modified, changed or discharged, except by a writing signed by or on 

behalf of both the Company and the Employee. 

 

                  13. I acknowledge and agree to comply with the legal 

requirements and Company's policies applicable to trading in UAL securities by 

me, as described in the United Airlines Code of Conduct and Securities Trading 

Policy, as they appear in Regulations 5-4. 

 

                  IN WITNESS WHEREOF, the Company has executed this Option on 

the day and year first above written. 

 

 

                                 UAL CORPORATION 

 

 

 

 

                                 By /s/ Gerald Greenwald 

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

                                    Chairman and 

                                    Chief Executive Officer 

 

 

                                 ACCEPTED: 

 

 

 

                                 /s/ James E. Goodwin 

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

                                 (Signature of Employee) 
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                                                                       Exhibit B 

 

                            RESTRICTED UNIT AGREEMENT 

         THIS RESTRICTED UNIT AGREEMENT is entered into this 12th day of April, 

1999 (the "Award Date") by and between UAL Corporation (the "Company") and James 

E. Goodwin (the "Executive"). 

         A. The Executive and the Company have entered into an Employment 

Agreement effective as of the date of this Agreement (the "Employment 

Agreement") pursuant to which the Company has agreed to provide the Executive 

with 50,000 restricted units (the "Restricted Units"). 

         B. Executive and the Company desire to enter into an agreement 

establishing the terms of the grant of the Restricted Units under the Employment 

Agreement. 

         C. This Restricted Unit Agreement is intended to form an integral part 

of the Executive's Employment Agreement. 

         In consideration of the premises and the mutual covenants contained 

herein and in the Employment Agreement, and intending to be legally bound, the 

Company and Executive agree as follows: 

1.       RESTRICTED SHARE UNIT AWARD. 

         Pursuant to action by the Board of Directors of the Company (the 

"Board"), the Company hereby grants to the Executive, as of the Award Date, 

50,000 restricted share units (the "Share Units"). This award is in all respects 

made subject to the terms and conditions of the Employment Agreement. 

2.       SHARE UNITS; DIVIDEND UNIT; AND UNITS. 

         (a) SHARE UNITS. A "Share Unit" means an obligation (subject to the 

restrictions and limitations provided in this Agreement) accrued on the books of 

the Company in an amount equal to and measured by the value of one share of 

common stock of the Company, par value $.01 per share ("Stock"). A Share Unit 

shall not have any characteristics or legal rights associated with shares of 

Stock or other equity interests in the Company, and the Executive shall not be 

entitled to any voting rights or to receive any dividends, provided, however, 

the Executive will accrue rights to Dividend Units as provided under Section 

2(b) of this Agreement. 

         (b) DIVIDEND UNITS. Beginning on the Award Date, a "Dividend Unit", 

equal in amount to the dividends paid on a share of Stock, will be accrued on 

the books of the Company at the same time and in the same amount actual 

dividends are paid to owners of Stock (the "Dividend Date"), whether in the form 

of Stock, cash or other property. Dividend Units will be allocated to the Share 

Units to which such Dividend Units relate and the vesting restrictions on such 

Share Units will also apply to its corresponding Dividend Units. If the Company 

pays a cash dividend to owners of Stock, then, on the Dividend Date, the Company 

shall credit as Dividend Units share units equal to the amount of such dividend 

divided by the Fair Market Value (as defined in Section 4(a)(i)) of a share of 

Stock on the Dividend Date. If the Company pays a dividend to owners of its 

Stock in a form other than cash or its Stock (referred to herein as "Other 

Property"), then a Dividend Unit shall be credited with units of the Other 

Property, the value of which shall be determined by reference to the Fair Market 

Value of Other Property (defined below). 

         (c) UNIT. A "Unit" under this Agreement includes a Share Unit and 

Dividend Units corresponding to such Share Unit. 

3.       RIGHT TO PAYMENT RESTRICTED. 

         (a) VESTING SCHEDULE. The Executive shall have no right to receive 

payment for the value of any Units until such Unit has become vested. The 

Executive will become vested in the Units based on the following schedule, 

provided Executive remains employed on such dates: 
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                Date                             Number of Units 

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

                                               

               July 13, 2000                      10,000 Units 

               July 13, 2001                      10,000 Units 

               July 13, 2002                      10,000 Units 

               July 13, 2003                      10,000 Units 

               July 13, 2004                      10,000 Units 

 

         (b) ACCELERATION OF VESTING. Notwithstanding the vesting schedule 

provided in Section 3(a), the Executive shall become fully vested with respect 

to all 50,000 Units (i) if the Company terminates the Executive's employment 

under the Employment Agreement (A) other than for "Cause," (B) for "Disability," 

or (C) for death or (ii) if the Executive terminates his employment under the 

Employment Agreement for "Good Reason," all as provided under the Employment 

Agreement. 

         (c) FORFEITURE. Subject to Section 3(b), upon Executive's termination 

of employment under the Employment Agreement the right to Units which are not 

vested shall be forfeited. 

4.       DISTRIBUTION. 

         (a) PAYMENT FOR UNITS. Upon termination of employment from the Company, 

the Executive shall receive payment in full for those Units that are vested. 

Executive's termination of employment shall be determined under the Employment 

Agreement, or if the Employment Agreement has been renegotiated, as determined 

under such renegotiated employment agreement. 

                  (i) All Share Units and Dividend Units will be paid in the 

         form of Stock of the Company, with any fractional share of Stock 

         distributed to the Executive in cash, provided if any Dividend Units 

         are denoted in the form of Other Property, payment will be made in the 

         form of such Other Property, if available; otherwise, payment will be 

         made in the form of cash in an amount equal to the Fair Market Value of 

         Other Property. The "Fair Market Value of Other Property" shall be 

         determined by the Committee (as defined below) in its sole discretion. 

                  (ii) If by operation of law or otherwise, the Company is 

         unable to deliver Stock at the time of distribution, the value of the 

         Share Units and Dividend Units will be distributed in cash in an amount 

         equal to the Fair Market Value of the Stock. The "Fair Market Value" of 

         a share of Stock on any date shall be equal to the average of the high 

         and low prices of a share of Stock reported for New York Stock Exchange 

         Composite Transactions for the applicable date or, if there are no such 

         reported trades for such date, for the last previous date for which 

         trades were reported, provided, if the Stock is not publicly traded, 

         the Fair Market Value shall be as determined by the Committee (as 

         defined below) in its sole discretion. 

         (b) SHARES SUBJECT TO DISTRIBUTION. The shares of Stock which shall be 

available for distribution pursuant to this Agreement shall be treasury shares 

(including, in the discretion of the Company, shares purchased in the open 

market) and shall be delivered to the Executive pursuant to an exemption from 

registration under the Securities Act of 1933. Such Stock may not be sold or 

transferred by the Executive in the absence of registration under the Securities 

Act of 1933 unless the Company receives an opinion of counsel or other evidence 

reasonably acceptable to it that such sale or transfer is exempt from the 

registration requirements of said Act, provided, however, if the Executive is 

unable to sell or transfer such shares of Stock under Rule 144 of the Securities 

Act of 1933 or other private placement exemption from registration, then, upon 

Executive's written request, the Company will use its reasonable, good faith 

efforts to register, as soon as is reasonably practicable, such shares of Stock 

the Executive is unable to sell or transfer. No shares of Stock shall be 

earmarked for Executive prior to the date of distribution of shares of Stock to 

the Executive under this Agreement. 
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         (c) CHANGE IN CAPITAL STRUCTURE. In the event of any merger, 

consolidation, reorganization, recapitalization, spin off, stock split, reverse 

stock split, rights offering, exchange or other change in corporate structure or 

capitalization of the Company affecting the Stock, appropriate adjustment shall 

be made in the aggregate number of Share Units awarded under this Agreement. 

Such adjustment shall be made by the Compensation Committee or Compensation 

Administration Committee (the "Committee") in its sole discretion. In 

determining what adjustment, if any, is appropriate the Committee may rely on 

the advice of such experts, as they deem appropriate, including legal counsel, 

investment bankers and the accountants of the Company. 

         (d) COMPLIANCE WITH APPLICABLE LAWS. Notwithstanding any other 

provision of this Agreement, the Company shall have no obligation to deliver any 

shares of Stock under this Agreement unless such delivery would comply with all 

applicable laws and the applicable requirements of any securities exchange or 

similar entity. 

         (e) REPRESENTATION BY EXECUTIVE. Executive represents that the shares 

of Stock are being acquired by him for investment and that he has no present 

intention to transfer, sell or otherwise dispose of the Stock, except in 

compliance with applicable securities laws, and the parties agree that the Stock 

is being acquired in accordance with and subject to the terms, provisions and 

conditions of the Employment Agreement. 

         (f) PAYMENTS IN THE EVENT OF DEATH. If Executive dies before payment of 

his Units, then such Units shall be distributed to his Beneficiary (as described 

below), as soon as practicable after his death, in the manner provided in 4(a). 

The Executive's "Beneficiary" is the person or persons the Executive designates, 

which designation shall be in writing, signed by the Executive and filed with 

the Committee prior to the Executive's death. A Beneficiary designation shall be 

effective when filed with the Committee in accordance with the preceding 

sentence. If more than one Beneficiary has been designated, the payment for the 

Units shall be distributed to each such Beneficiary per capita (with cash 

distributed in lieu of any fractional share of Stock). In the absence of a 

Beneficiary designation or if no Beneficiary survives the Executive, the 

Beneficiary shall be the Executive's estate. 

6.       TAXES; WITHHOLDING. 

         The Company shall be entitled to withhold the amount of taxes which the 

Company deems necessary to satisfy any applicable federal, state and local tax 

withholding obligations arising from the vesting of Units under this Agreement, 

the payment of amounts due under the Agreement, or to make other appropriate 

arrangements with the Executive to satisfy such obligations. At the discretion 

of the Committee, the Company may deduct or withhold from any transfer or 

payment to the Executive, or may receive payment from the Executive, in the form 

of cash or other property, including shares of Stock of the Company. 

7.       NONTRANSFERABILITY. 

         Share Units awarded under the Agreement, Dividend Units allocated to 

such Share Units, and any rights and privileges pertaining thereto, may not be 

transferred, assigned, pledged or hypothecated in any manner, by operation of 

law or otherwise, other than by will or by the laws of descent and distribution, 

and shall not be subject to execution, attachment or similar process. Any 

attempted sale, conveyance, transfer, assignment, pledge or encumbrance of any 

rights, interest or benefits under this Agreement contrary to the prohibition 

herein provided, or the levy, attachment or garnishment by Executive's creditors 

or any similar process thereon, shall be null and void and without effect. 

8.       MISCELLANEOUS. 

         (a) FUNDING STATUS. The Agreement shall at all times be entirely 

unfunded and no provision shall at any time be made with respect to segregating 

assets of the Company for 
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payment of any benefits hereunder. The Executive shall not have any interest in 

any particular assets of the Company by reason of the right to receive a benefit 

under this Agreement or the earmarking of any assets or investments by the 

Company to meet its deferred obligations under the Agreement. Except for Stock 

actually delivered pursuant to the Agreement, the Agreement constitutes only an 

unfunded, unsecured promise by the Company to make payments or deliver Stock in 

the future to or for the benefit of the Executive in accordance with the terms 

of this Agreement, and the Executive shall have only the rights of a general 

unsecured creditor of the Company with respect to any distributions under this 

Agreement, including the right to receive payment in the form of Stock. 

         (b) NO TRUST. Nothing contained in this Agreement and no action taken 

by the Company pursuant to this Agreement shall create or be construed to create 

a trust of any kind. 

         (c) SUCCESSORS AND ASSIGNS. This Agreement is personal to the Executive 

and may not be assigned or delegated by the Executive or transferred in any 

manner whatsoever, nor are such obligations subject to involuntary alienation, 

assignment or transfer. This Agreement will inure to the benefit of and be 

enforceable by the Executive's legal representatives. This Agreement is binding 

on and inures to the benefit of the Company's successors and assigns. As used in 

this Agreement, the term "Company" includes any successor to the Company's 

business and/or assets which assumes and agrees to perform this Agreement by 

operation of law or otherwise. 

         (d) MODIFICATION. This Agreement may be modified or amended only by a 

writing signed by the Company and the Executive. 

         (e) GOVERNING LAW. The laws of the State of Illinois will govern the 

validity, construction, and performance of this Agreement (without regard to 

conflict of laws principles). 

         (f) DISPUTE RESOLUTION. The parties agree that any dispute arising out 

of or relating to this Agreement will be resolved in the manner provided under 

the Employment Agreement. 

         (g) CONSTRUCTION. Whenever possible, each provision of this Agreement 

will be interpreted so that it is valid under the applicable law. If any 

provision of this Agreement is to any extent declared invalid by a court of 

competent jurisdiction under the applicable law, that provision will remain 

effective to the extent not declared invalid. The remainder of this Agreement 

also will continue to be valid to the extent it is consistent with the essential 

intent and principles of the Agreement, and the entire Agreement will continue 

to be valid in other jurisdictions. 

         (h) WAIVERS. No failure or delay by the Company or the Executive in 

exercising any right or remedy under this Agreement will waive any provision of 

the Agreement nor will any single or partial exercise by either the Company or 

the Executive of any right or remedy under this Agreement preclude either of 

them from otherwise or further exercising these rights or remedies, or any other 

rights or remedies granted by any law or any related document. 

         (i) ENTIRE AGREEMENT. This Agreement and the Employment Agreement 

together embody the entire agreement and understanding of the parties hereto in 

respect of the matters contemplated by this Agreement. This Agreement supersedes 

all prior and contemporaneous agreements and understandings between the parties 

with respect to the matters contemplated by this Agreement, including without 

limitation the Term Sheet dated April 5, 1999. 

         (j) ACTIONS BY THE COMPANY. All actions (or decisions to take no 

action) by the Company in connection with this Agreement will be taken on behalf 

of the Company by the Committee. 

         (k) NOTICES. All notices and other communications under this Agreement 

must be in writing and must be delivered personally sent by first class mail, 

certified or registered with return receipt requested, postage prepaid or if to 

the Company, to the attention of the General Counsel at 1200 East Algonquin 

Road, Elk Grove Township, Illinois 60007; and if to the Executive, at 29 
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Brandywine Road, South Barrington, IL 60010, or such other address as either 

party may specify by like notice. 

         The Company and the Executive have executed this Agreement as of the 

date first above written. 

 

 

 

UAL CORPORATION                                           EXECUTIVE 

 

By:  /s/ Gerald Greenwald                                 /s/ James E. Goodwin 

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

Its:  Chairman and                                        James E. Goodwin 

      Chief Executive Officer 
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                                                                    Exhibit 10.2 

 

 

                              EMPLOYMENT AGREEMENT 

                                 AMENDMENT NO. 2 

 

 

         THIS AMENDMENT, made as of the 5th day of April, 1999, by and between 

UAL Corporation, a Delaware corporation (the "Employer"), and GERALD GREENWALD 

(the "Employee"). 

 

                                WITNESSETH THAT: 

 

         WHEREAS, the parties hereto have executed an employment agreement, 

dated as of July 12, 1994 and amended July 12, 1994, providing for the 

employment by the Employer of the Employee (the "Employment Agreement"); and 

 

         WHEREAS, the parties hereto hereby desire to amend the Employment 

Agreement; 

 

         NOW, THEREFORE, the parties hereto hereby agree as follows: 

 

         1.                Section 4(d) shall be amended by the addition of the 

                  following: 

 

                  On the date of the end of the Period of Employment, stock 

                  awards made to Employee under the UAL Corporation 1988 

                  Restricted Stock Plan ("1988 Plan") will immediately vest. 

 

         2.                Section 5 shall be amended by the addition of the 

                  following paragraph (h): 

 

                  (h) Services/Perquisites after Period of Employment. Following 

                  the end of the Employee's Period of Employment, Employee shall 

                  provide assistance to Employer on an as needed basis with 

                  respect to issues and events originating during Employee's 

                  term as CEO of Employer. In order to enable Employee to 

                  respond to any requests by Employer on these matters, Employer 

                  will provide Employee with office and secretarial support for 

                  a period of five (5) years. Employer shall provide such office 

                  and secretarial support (A) by assigning to Employee an 

                  employee of Employer situated on Employer's premises and 

                  paying such employee's salary and benefit costs, or (B) if 

                  Employee elects, by reimbursing Employee his reasonable direct 

                  expenses for secretarial support and related office space. The 

                  annual reimbursement for office space and secretarial services 

                  (prorated for partial years) may not exceed eighty-five 

                  thousand dollars ($85,000) (which may be adjusted for annual 

                  increases but in no event to exceed 5% per year). 

 

 

                           Employer will also provide Employee with the 

                  following perquisites in addition to other post-retirement 

                  perquisites provided for under this Agreement: (i) For a 

                  period of three (3) years, the Employer shall reimburse 

                  Employee for club membership fees at approximately the same 

                  rate as Employer was reimbursing Employee as of the end of 

                  Employee's Period of Employment, (ii) Employer shall 
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                  convey the title to the two (2) automobiles Employee is being 

                  provided by the Employer as of the date of this Agreement and 

                  Employer will pay off all amounts due under any lease 

                  pertaining to such automobiles. To the extent there is any 

                  imputed income as a result of the conveyance of title to 

                  Employee or the liquidation of the lease, or both, Employee 

                  will be deemed to have received such imputed income and 

                  Employer may make withholdings for income taxes and other 

                  purposes as required by law. 

 

 

 

                  3.                Section 6 shall be deleted and the following 

                          section 6 shall be substituted therefor: 

 

 

 

                           6.       Non-Competition. Without the consent in 

                           writing of the Board of Directors of the Employer, 

                           upon termination of the Employee's employment 

                           hereunder (unless (i) the Employee's employment is 

                           terminated by the Employer without Cause or by the 

                           Employee for Good Reason, or (ii) the Employer is in 

                           material breach of its obligations hereunder), the 

                           Employee will not, for a period of two (2) years 

                           thereafter ("Non-Compete Period"), take a Competitive 

                           Position (as defined below) with a Competitor (as 

                           defined below). In the event Employee takes a 

                           Competitive Position with a Competitor within two (2) 

                           years after the termination of Employee's employment 

                           hereunder, in addition to the remedies set out in 

                           Section 6 of this Agreement, the benefits and 

                           payments described in Section 5 (h) of this Agreement 

                           shall terminate effective as of the day Employee 

                           becomes employed by such Competitor or such 

                           Competitive Position otherwise commences. Within five 

                           (5) business days of accepting such Competitive 

                           Position, Employee must so notify Employer in writing 

                           by registered mail addressed to the General Counsel 

                           of Employer at its principal World Headquarters 

                           offices. If Employee takes a Competitive Position 

                           with a Competitor after the end of the Non-Compete 

                           Period, any perquisites then being provided to 

                           Employee under paragraph 5(h) will cease. 

 

                           For purposes of this Agreement, (i) "Competitor" 

                           means Southwest Airlines, Delta Airlines, American 

                           Airlines, US Airways, Alaska Air, America West, 

                           Continental Airlines, British Airways, Quantas, KLM, 

                           Northwest Airlines, Japan Airlines, Trans World 

                           Airways, and Air France or any company affiliated 

                           through stock ownership, directly or indirectly, with 

                           any of the named airlines or air carriers, (ii) 

                           "Competitive Position" means becoming employed by, a 

                           member of the board of directors of, a consultant to, 

                           a partner or substantial owner of, or otherwise 

                           providing services of any nature to a Competitor 

                           directly or indirectly, and (iii) "Competitive 

                           Position with a Competitor" shall also include 

                           advising or consulting with any airline or air 

                           carrier (even if not listed in clause (i)) in 
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                           any capacity regarding negotiations with Employer or 

                           any of its affiliates or subsidiaries. 

 

 

                  4.       No Other Changes.In all other respects, the 

                           provisions of the Employment Agreement shall remain 

                           unchanged and in full force and effect. 

 

 

 

                  IN WITNESS WHEREOF, the parties hereto have executed this 

         Amendment No. 2 as of the date first written above. 

 

 

 

                                                      UAL CORPORATION 

 

 

 

         /s/ Gerald Greenwald                         By  /s/ Francesca M. Maher 

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

         Gerald Greenwald                               Francesca M. Maher 

                                                        Senior Vice President, 

                                                        General Counsel and 

                                                        Secretary 
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                                                                      Exhibit 12 

 

 

 

                    UAL Corporation and Subsidiary Companies 

 

                Computation of Ratio of Earnings to Fixed Charges 

 

 

 

 

                                                          Six Months Ended 

                                                              June 30 

 

                                                         1999          1998 

                                                            (In Millions) 

                                                               

Earnings: 

   Earnings before income taxes and extraordinary item   $ 1,176    $   525 

   Fixed charges, from below                                 501        475 

   Undistributed earnings of affiliates                      (27)       (37) 

   Interest capitalized                                      (36)       (56) 

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

       Earnings                                          $ 1,614    $   907 

                                                         =======    ======= 

 

Fixed charges: 

 

   Interest expense                                      $   184    $   173 

   Portion of rental expense representative 

       of the interest factor                                317        302 

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

       Fixed charges                                     $   501    $   475 

                                                         =======    ======= 

 

Ratio of earnings to fixed charges                          3.22       1.91 

                                                         =======    ======= 
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                                                                    Exhibit 12.1 

 

                    UAL Corporation and Subsidiary Companies 

 

                Computation of Ratio of Earnings to Fixed Charges 

 

                    and Preferred Stock Dividend Requirements 

 

 

 

 

 

                                                          Six Months Ended 

                                                              June 30 

 

                                                          1999         1998 

                                                          (In Millions) 

                                                               

Earnings: 

   Earnings before income taxes and extraordinary item   $ 1,176    $   525 

   Fixed charges, from below                                 598        560 

   Undistributed earnings of affiliates                      (27)       (37) 

   Interest capitalized                                      (36)       (56) 

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

       Earnings                                          $ 1,711    $   992 

                                                         =======    ======= 

 

Fixed charges: 

 

   Interest expense                                      $   184    $   173 

   Preferred stock dividend requirements                      97         85 

   Portion of rental expense representative 

       of the interest factor                                317        302 

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

       Fixed charges                                     $   598    $   560 

                                                         =======    ======= 

 

Ratio of earnings to fixed charges                          2.86       1.77 

                                                         =======    ======= 
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THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM UAL 

CORPORATION'S STATEMENT OF CONSOLIDATED OPERATIONS FOR THE SIX MONTHS ENDED JUNE 

30, 1999 AND CONDENSED STATEMENT OF CONSOLIDATED FINANCIAL POSITION AS OF JUNE 

30, 1999 AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL 

STATEMENTS. 
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