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PARTI

ITEM 1. BUSINESS.

Overview

Continental Airlines, Inc., a Delaware corporation incorporated in 1980, is a major United States air carrier engaged

in the business of transporting passengers, cargo and mail. The terms "Continental,” "we," "us," "our" and similar
terms refer to Continental Airlines, Inc. and, unless the context indicates otherwise, its consolidated subsidiaries.

We are the world's fifth largest airline as measured by the number of scheduled miles flown by revenue passengers
in 2006. Including our wholly-owned subsidiary, Continental Micronesia, Inc. ("CMI"), and regional flights operated
on our behalf under capacity purchase agreements with other carriers, we operate more than 2,700 daily departures. As
of December 31, 2006, we flew to 136 domestic and 126 international destinations and offered additional connecting
service through alliances with domestic and foreign carriers. We directly served 26 European cities, nine South
American cities, Tel Aviv, Delhi, Hong Kong, Beijing and Tokyo as of December 31, 2006. In addition, we provide
service to more destinations in Mexico and Central America than any other U.S. airline, serving 40 cities. Through our
Guam hub, CMI provides extensive service in the western Pacific, including service to more Japanese cities than any
other U.S. carrier.

General information about us, including our Corporate Governance Guidelines and the charters for the committees of
our Board of Directors, can be found on our website, continental.com. Our Board has adopted the "Ethics and
Compliance Guidelines," which apply to all directors, officers and employees of Continental and its subsidiaries and
serve as our "Code of Ethics" under Item 406 of Regulation S-K and as our "Code of Business Conduct and Ethics" as
required by Section 303A.10 of the New York Stock Exchange ("NYSE") Listed Company Manual. These Ethics and
Compliance Guidelines are also available on our website, and future amendments to or waivers from compliance with
these guidelines will be disclosed on our website as required by Item 5.05 of Form 8-K. Our Board has also adopted a
separate "Directors' Code of Ethics" for our directors, which is similarly available on our website.

Copies of these charters, codes and guidelines are available in print to any stockholder who requests them. Written
requests for such copies may be directed to our Secretary at Continental Airlines, Inc., P.O. Box 4607, Houston, Texas
77210-4607. Electronic copies of our annual reports on Form 10-K, quarterly reports on Form 10-Q and current
reports on Form 8-K, as well as any amendments and exhibits to those reports, are available free of charge through our
website as soon as reasonably practicable after we file them with, or furnish them to, the U.S. Securities and Exchange
Commission ("SEC").

Information on our website is not incorporated into this Form 10-K or our other securities filings and is not a part of
them.
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Forward-Looking Statements

This Form 10-K contains forward-looking statements that are not limited to historical facts, but reflect our current
beliefs, expectations or intentions regarding future events. All forward-looking statements involve risks and
uncertainties that could cause actual results to differ materially from those in the forward-looking statements. For
examples of those risks and uncertainties, see the cautionary statements contained in Item 1A. "Risk Factors." See
Item 1A. "Risk Factors" and Item 7. "Management's Discussion and Analysis of Financial Condition and Results of
Operations - Overview" for a discussion of trends and factors affecting us and our industry. Also see Item 8.
"Financial Statements and Supplementary Data, Note 17 - Segment Reporting" for financial information about each of
our business segments. We undertake no obligation to publicly update or revise any forward-looking statements to
reflect events or circumstances that may arise after the date of this report, except as required by applicable law.

Domestic Operations

We operate our domestic route system primarily through our hubs in the New York metropolitan area at Newark
Liberty International Airport ("New York Liberty"), in Houston, Texas at George Bush Intercontinental Airport
("Houston Bush") and in Cleveland, Ohio at Hopkins International Airport ("Cleveland Hopkins"). Each of our
domestic hubs is located in a large business and population center, contributing to a large amount of "origin and
destination" traffic. Our hub system allows us to transport passengers between a large number of destinations with
substantially more frequent service than if each route were served directly. The hub system also allows us to add
service to a new destination from a large number of cities using only one or a limited number of aircraft. As of
December 31, 2006, we operated 73% of the average daily departures from New York Liberty, 85% of the average
daily departures from Houston Bush and 68% of the average daily departures from Cleveland Hopkins, in each case
based on scheduled commercial passenger departures and including regional flights flown for us under capacity
purchase agreements.

International Operations

We directly serve destinations throughout Europe, Canada, Mexico, Central and South America and the Caribbean,
as well as Tel Aviv, Delhi, Hong Kong, Beijing and Tokyo. We also provide service to numerous other destinations
through codesharing arrangements with other carriers and have extensive operations in the western Pacific conducted
by CMI. As measured by 2006 available seat miles, approximately 47% of our mainline operations (flights using jets
with a capacity of greater than 100 seats) is dedicated to international traffic.

New York Liberty is a significant international gateway. From New York Liberty, we served 26 cities in Europe,
seven cities in Canada, six cities in Mexico, eight cities in Central America, five cities in South America, 18
Caribbean destinations, Tel Aviv, Delhi, Hong Kong, Beijing and Tokyo at December 31, 2006. During 2006, we
added service between New York Liberty and Barcelona, Spain; Copenhagen, Denmark and Cologne, Germany. In
June 2007, we expect to begin service between New York Liberty and Athens, Greece.

Houston Bush is the focus of our flights to destinations in Mexico and Central and South America. As of December
31, 2006, we flew from Houston Bush to 30 cities in Mexico, all seven countries in Central America, nine cities in
South America, six Caribbean destinations, three cities in Canada, three cities in Europe and Tokyo.

At December 31, 2006, we flew from Cleveland Hopkins to two cities in Canada, one Caribbean destination and one
city in Mexico. We also have seasonal service between Cleveland Hopkins and London, England and plan to begin
seasonal service between Cleveland Hopkins and Paris, France in 2008.



Edgar Filing: CONTINENTAL AIRLINES INC /DE/ - Form 10-K

From its hub operations based on the island of Guam, as of December 31, 2006, CMI provided service to eight cities
in Japan, more than any other United States carrier, as well as other Pacific rim destinations, including Manila in the
Philippines; Hong Kong; Cairns, Australia and Bali, Indonesia. CMI is the principal air carrier in the Micronesian
Islands, where it pioneered scheduled air service in 1968. CMI's route system is linked to the United States market
through Hong Kong, Tokyo and Honolulu, each of which CMI serves non-stop from Guam.

See Item 8. "Financial Statements and Supplementary Data, Note 17 - Segment Reporting," for operating revenue by
geographical area.

Alliances

We have alliance agreements, which are also referred to as codeshare agreements or cooperative marketing
agreements, with other carriers. These relationships may include (a) codesharing (one carrier placing its name and
flight number, or "code," on flights operated by the other carrier), (b) reciprocal frequent flyer program participation,
reciprocal airport lounge access and other joint activities (such as seamless check-in at airports) and (c) capacity
purchase agreements. Our most significant regional capacity purchase agreements are with ExpressJet Airlines, Inc.
("ExpressJet"), a wholly-owned subsidiary of ExpressJet Holdings, Inc. ("Holdings"), and, beginning in January 2007,
Chautauqua Airlines, Inc., ("Chautauqua"), a wholly-owned subsidiary of Republic Airways Holdings, Inc.

Except for our relationships with ExpressJet and Chautauqua and certain flights operated for us by Champlain
Enterprises, Inc. ("CommutAir"), all of our codeshare relationships are currently free-sell codeshares, where the
marketing carrier sells seats on the operating carrier's flights from the operating carrier's inventory, but takes no
inventory risk. In contrast, in capacity purchase agreements such as we have with ExpressJet, Chautauqua and
CommutAir, the marketing carrier purchases all seats on covered flights and is responsible for all scheduling, pricing
and seat inventories. Some of our alliance relationships include other cooperative undertakings such as joint
purchasing, joint corporate sales contracts, airport handling, facilities sharing or joint technology development.

See Item 8. "Financial Statements and Supplementary Data, Note 15 - Regional Capacity Purchase Agreements" for
further discussion of our capacity purchase agreements.

We are a member of SkyTeam, a global alliance of airlines that offers greater destination coverage and the potential
for increased revenue. SkyTeam members include Aeroflot, Aeromexico, Air France, Alitalia, CSA Czech, Delta Air
Lines, Inc. ("Delta"), KLM, Korean Air and Northwest Airlines, Inc. ("Northwest"). As of December 31, 20006,
SkyTeam members served 373 million passengers with over 14,600 daily departures to 728 global destinations in 149
countries. As a member of SkyTeam, we have bilateral codeshare, frequent flyer program participation and airport
lounge access agreements with each of the SkyTeam members.

We also have domestic codesharing agreements with Hawaiian Airlines, Alaska Airlines, and Horizon Airlines.
Additionally, we have codeshare agreements with Gulfstream International Airlines, CommutAir, Hyannis Air
Service, Inc. ("Cape Air"), Colgan Airlines, Inc. ("Colgan"), Hawaii Island Air, Inc. ("Island Air") and American
Eagle Airlines, who provide us with commuter feed traffic. We also have the first train-to-plane alliance in the United
States with Amtrak.

In addition to our domestic alliances, we seek to develop international alliance relationships that complement our
own route system and permit expanded service through our hubs to major international destinations. International
alliances assist in the development of our route structure by enabling us to offer more frequencies in a market, provide
passengers connecting service from our international flights to other destinations beyond an alliance airline's hub and
expand the product line that we may offer in a foreign destination. In addition to our agreements with the SkyTeam
member airlines, we also currently have international codesharing agreements with Air Europa of Spain, Emirates (the
flag carrier of the United Arab Emirates), EVA Airways Corporation (an airline based in Taiwan), Virgin Atlantic
Airways, Copa Airlines of Panama ("Copa Airlines") and French rail operator SNCF. We own 10% of the common
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equity of Copa Holdings, S.A. ("Copa"), the parent of Copa Airlines and Aero Republica of Colombia.

Regional Operations

Our regional operations are conducted by other operators on our behalf, primarily under capacity purchase
agreements. Our regional operations using regional jet aircraft are conducted under the name "Continental Express"
and those using turboprop aircraft are conducted under the name "Continental Connection." Through December 31,
2006, Continental Express flights were operated by ExpressJet. Beginning in January 2007, a portion of our regional
jet capacity is being operated by Chautauqua. As of December 31, 2006, ExpressJet served 113 destinations in the
U.S., 27 cities in Mexico, seven cities in Canada and one Caribbean destination on our behalf. We believe this
regional jet service complements our operations by carrying traffic that connects onto our mainline jets and by
allowing more frequent flights to smaller cities than could be provided economically with larger jet aircraft.
Additional commuter feed traffic is currently provided to us by other alliance airlines, as discussed above.

We purchase available seat miles for a negotiated price under a capacity purchase agreement with ExpressJet (the
"ExpressJet CPA"). We are responsible for all scheduling, pricing and seat inventories of ExpressJet's flights covered
by the ExpressJet CPA. Therefore, we are entitled to all revenue associated with those flights and are responsible for
all revenue-related expenses, including commissions, reservations, catering and passenger ticket processing expenses.
In exchange for ExpressJet's operation of the flights and performance of other obligations under the ExpressJet CPA,
we pay ExpressJet based on scheduled block hours (the hours from gate departure to gate arrival) in accordance with a
formula designed to initially provide them with an operating margin of approximately 10% before taking into account
performance incentive payments and variations in some costs and expenses that are generally controllable by
Expresslet, primarily wages, salaries and related costs. We assume the risk of revenue volatility associated with fares
and passenger traffic, price volatility for specified expense items such as fuel and the cost of all distribution and
revenue-related costs. We are currently in negotiations with ExpressJet concerning the block hour rates for 2007 and
other related matters. We have been unable to reach agreement on 2007 rates and have initiated binding arbitration as
provided in the ExpressJet CPA.

Under the ExpressJet CPA, we have the right every three years, upon no less than 12 months' notice to ExpressJet, to
withdraw 25% of the then-remaining aircraft covered by the contract. In December 2005, we gave notice to ExpressJet
that we would withdraw 69 of the 274 regional jet aircraft from the ExpressJet CPA because we believe the rates
charged to us by ExpressJet for regional capacity are above the current market. The withdrawal of the 69 aircraft
began in December 2006 and is expected to be completed in August 2007. Two aircraft had been withdrawn as of
December 31, 2006. On May 5, 2006, ExpressJet notified us that it will retain all of the 69 regional jets (consisting of
44 ERJ-145XR and 25 ERJ-145 aircraft) covered by our withdrawal notice, as permitted by the ExpressJet CPA.
Accordingly, ExpressJet must retain each of those 69 regional jets for the remaining term of the applicable underlying
aircraft lease and, as each aircraft is withdrawn from the ExpressJet CPA, the implicit interest rate used to calculate
the scheduled lease payments that ExpressJet will make to us under the applicable aircraft sublease will automatically
increase by 200 basis points to compensate us for our continued participation in ExpressJet's lease financing
arrangements.

The ExpressJet CPA currently expires on December 31, 2010, but allows us to terminate the agreement at any time
upon 12 months' notice, or at any time without notice for cause (as defined in the agreement). We may also terminate
the agreement at any time upon a material breach by ExpressJet that does not constitute cause and continues for 90
days after notice of such breach, or without notice or opportunity to cure if we determine that there is a material safety
concern with ExpressJet's flight operations. We have the unilateral option to extend the term of the agreement with 24
months' notice for up to four additional five year terms through December 31, 2030.

10
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On July 21, 2006, we announced our selection of Chautauqua to provide and operate 44 50-seat regional jets as a
Continental Express carrier to be phased in during 2007, under a new capacity purchase agreement (the "Chautauqua
CPA"). We intend to use these aircraft to replace a portion of the capacity represented by the 69 regional jet aircraft
being retained by ExpressJet. Under the Chautauqua CPA, we will schedule and market all of our Continental Express
regional jet service provided thereunder. The Chautauqua CPA requires us to pay a fixed fee to Chautauqua, which is
subject to specified reconciliations and annual escalations, for its operation of the aircraft. Chautauqua will supply the
aircraft that it will operate under the agreement. The Chautauqua CPA has a five year term with respect to ten aircraft
and an average term of 2.5 years for the balance of the aircraft. In addition, we have the unilateral right to extend the
Chautauqua CPA on the same terms on an aircraft-by-aircraft basis for a period of up to five years in the aggregate for
20 aircraft and for up to three years in the aggregate for 24 aircraft, subject to the renewal terms of the related aircraft
lease.

On February 5, 2007, we announced the selection of Colgan, a subsidiary of Pinnacle Airlines Corp., to operate 15
74-seat Bombardier Q400 twin-turboprop aircraft on short and medium-distance routes from New York Liberty
starting in early 2008. Colgan will operate the flights as a Continental Connection carrier under a new capacity
purchase agreement. Colgan will supply the aircraft that it will operate under the agreement. The agreement has a ten
year term.

Marketing

As with other major domestic hub-and-spoke carriers, a majority of our revenue comes from tickets sold by travel
agents. Although we generally do not pay base commissions, we often negotiate compensation to travel agents based
on their performance in selling our tickets. A significant portion of our revenue, including a significant portion of our
higher yield traffic, is derived from bookings made through third party global distribution systems ("GDSs") used by
many travel agents and travel purchasers. Over the past several years, we have focused on reducing our distribution
costs, including GDS fees. During 2006, we entered into new four-to-five year content agreements with the operators
of the four major GDSs, reducing our distribution costs. The agreements provide that our fares, seat availability,
schedules and inventories will continue to be available through the GDSs.

We use the internet to provide travel-related services for our customers and to reduce our overall distribution costs.
We have marketing agreements with internet travel service companies such as Orbitz, Hotwire, Travelocity and
Expedia. Although customers' use of the internet has helped to reduce our distribution costs, it also has lowered our
yields because it has enhanced the visibility of low-cost carriers.

Our website, continental.com, is our lowest cost distribution channel and recorded approximately $2.9 billion in
ticket sales in 2006, a 40% increase over 2005. The site offers customers the ability to purchase and change tickets
on-line, to check-in on-line and to have direct access to information such as schedules, reservations, flight status,
frequent flyer account information (including the ability to redeem reward travel) and Continental travel specials.
Tickets purchased through our website accounted for 24% of our passenger revenue during 2006, compared with 19%
in 2005 and 16% in 2004.

In 2006, we continued to expand our electronic ticketing, or e-ticket, product. E-tickets enhance our access to
customer and revenue information. E-ticketed passengers have the ability to check-in at continental.com for all
domestic and international travel. On-line check-in allows customers to obtain a boarding pass from their home, office
or hotel up to 24 hours prior to departure and to proceed directly to security at the airport, bypassing the ticket counter
and saving time. Passengers with baggage who check-in on-line may use special kiosks at our hub airports to check
their bags rapidly. E-ticket passengers also can use self-service kiosks to check-in. We have approximately 1,050
Continental self-service kiosks at 163 airports throughout our system, including all domestic airports we serve.

We were one of the first U.S. airlines to implement interline e-ticketing, allowing customers to use electronic tickets
when their itineraries include travel on multiple carriers. At December 31, 2006, we had interline e-ticketing

11
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arrangements with 62 air carriers.
Frequent Flyer Program

We maintain our "OnePass" frequent flyer program to encourage repeat travel on our system. OnePass allows
passengers to earn mileage credits by flying us and certain other alliance carriers. We also sell mileage credits to
credit/debit card companies, hotels, car rental agencies, utilities and various shopping and gift merchants participating
in OnePass. Mileage credits can be redeemed for free, discounted or upgraded travel on Continental, Continental
Express, Continental Connection, CMI or alliance airlines. Most travel awards are subject to capacity limitations.

At December 31, 2006, we had an outstanding liability associated with approximately 2.4 million free travel awards
that were expected to be redeemed for free travel on Continental, Continental Express, Continental Connection, CMI
or alliance airlines. Our total liability for future OnePass award redemptions for free travel and unrecognized revenue
from sales of OnePass miles to other companies was approximately $270 million at December 31, 2006. This liability
is recognized as a component of air traffic and frequent flyer liability in our consolidated balance sheets.

During the year ended December 31, 2006, OnePass participants claimed approximately 1.5 million awards.
Frequent flyer awards accounted for an estimated 6.8% of our total revenue passenger miles ("RPMs"). We believe
displacement of revenue passengers by passengers who redeem rewards earned by flying on us is minimal given our
ability to manage frequent flyer inventory and the low ratio of OnePass award usage to revenue passenger miles.

Our "EliteAccess" service is offered to OnePass members who hold Elite status, first class and BusinessFirst ticket
holders and travelers with high yield coach tickets who qualify as "Elite for the Day." EliteAccess passengers receive
preferential treatment in the check-in, boarding and baggage claim areas and have special security lanes at certain
airports. We also initiated a guarantee of no middle seat assignment for those passengers using a full-fare, unrestricted
ticket.

Employees

As of December 31, 2006, we had approximately 43,770 employees, or 41,090 full-time equivalent employees,
consisting of approximately 17,625 customer service agents, reservations agents, ramp and other airport personnel,
8,880 flight attendants, 6,095 management and clerical employees, 4,530 pilots, 3,835 mechanics and 125 dispatchers.
Approximately 44% of our employees are represented by unions. The following table reflects the principal collective
bargaining agreements, and their respective amendable dates, of Continental and CMI:

Approximate Number

of Full-time Contract
Employee Group Equivalent Employees Representing Union Amendable
Date
Continental Flight 8,540 International Association of December
Attendants Machinists and Aerospace 2009

Workers ("IAM")

Continental Pilots 4,530

12
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Air Line Pilots Association December
International ("ALPA") 2008

Continental Mechanics 3,740 International Brotherhood of December
Teamsters ("Teamsters") 2008

CMI Fleet and Passenger 475 Teamsters November
Service Employees 2011

CMI Flight Attendants 340 IAM December
2010

Continental Dispatchers 125 Transport Workers Union December
("TWU") 2008

CMI Mechanics 95 Teamsters December
2009

Continental Flight 50 TWU December
Simulator Technicians 2008

During 2006, our flight attendants and the three CMI work groups represented by unions ratified new contracts
containing benefit reductions and work rule changes. In October 2006, our field services employees rejected
representation sought by the Transport Workers Union of America. Although there can be no assurance that our
generally good labor relations and high labor productivity will continue, the preservation of good relations with our
employees is a significant component of our business strategy.

Industry Regulation and Airport Access

Federal Regulations. We operate under certificates of public convenience and necessity issued by the U.S.
Department of Transportation ("DOT"). These certificates may be altered, amended, modified or suspended by the
DOT if public convenience and necessity so require, or may be revoked for intentional failure by the holder of the
certificate to comply with the terms and conditions of a certificate.

Airlines are also regulated by the Federal Aviation Administration ("FAA"), primarily in the areas of flight
operations, maintenance, ground facilities and other technical matters. Pursuant to these regulations, we have
established, and the FAA has approved, a maintenance program for each type of aircraft we operate that provides for
the ongoing maintenance of our aircraft, ranging from frequent routine inspections to major overhauls.

13
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Under the Aviation and Transportation Security Act (the "Aviation Security Act") and related federal regulations,
substantially all security screeners at airports are federal employees and significant other elements of airline and
airport security are overseen and performed by federal employees, including federal security managers, federal law
enforcement officers, federal air marshals and federal security screeners. Among other matters, the law mandates
improved flight deck security, deployment of federal air marshals onboard flights, improved airport perimeter access
security, airline crew security training, enhanced security screening of passengers, baggage, cargo, mail, employees
and vendors, enhanced training and qualifications of security screening personnel, additional provision of passenger
data to U.S. Customs and Border Protection and enhanced background checks.

Airports from time to time seek to increase the rates charged to airlines, and the ability of airlines to contest such
increases has been restricted by federal statutes, DOT and FAA regulations and judicial decisions. Under the Aviation
Security Act, funding for passenger security is provided in part by a per enplanement ticket tax (passenger security
fee) of $2.50, subject to a $5 per one-way trip cap. The Aviation Security Act also allows the Transportation Security
Administration ("TSA") to assess an aviation security infrastructure fee on each airline up to the total amount spent by
that airline on passenger and property screening in calendar year 2000 and, starting in fiscal year 2005, to impose a
new methodology for calculating assessments. TSA has continued to assess this fee on airlines. Furthermore, because
of significantly higher security and other costs incurred by airports since September 11, 2001, many airports have
significantly increased their rates and charges to airlines, including us, and may do so again in the future. Most
airports where we operate impose passenger facility charges of up to $4.50 per segment, subject to an $18 per
roundtrip cap.

The Bush Administration has proposed changing the current funding mechanism for the FAA air traffic control
system and the airport improvement program, which involves the imposition of certain taxes and fees, by introducing
a cost-based user fee to be collected from all users of the system, including additional fees charged to users of highly
congested airports. The Administration also proposed that Congress authorize the FAA to borrow $5 billion to fund
capital improvements necessary to upgrade the air traffic control system and reduce costly delays, which would
require additional user fees between 2013 and 2017, and allow airports to increase their passenger facility charges
from $4.50 to $6 per segment. We cannot predict what future actions Congress may take in response to the proposal or
whether any such actions will have a material effect on our costs or revenue.

In time of war or during a national emergency or defense-oriented situation, we and other air carriers could be
required to provide airlift services to the Air Mobility Command under the Civil Reserve Air Fleet program
("CRAF"). If we were required in the future to provide a substantial number of aircraft and crew to the Air Mobility
Command under CRAF, our operations could be materially adversely affected.

The FAA has designated John F. Kennedy International Airport ("Kennedy") and LaGuardia Airport ("LaGuardia")
in New York, O'Hare International Airport in Chicago ("O'Hare") and Ronald Reagan Washington National Airport in
Washington, D.C. ("Washington National") as "high density traffic airports" and has limited the number of departure
and arrival slots at those airports. Because of statutory mandate passed by Congress in 2000 in the Wendell H. Ford
Aviation Investment and Reform Act for the 215t Century, however, the FAA currently lacks authority to enforce
regulatory slot restrictions at Kennedy, LaGuardia and O'Hare. To address concerns about congestion at LaGuardia
and O'Hare, the FAA has since issued orders to impose new operating restrictions at LaGuardia and O'Hare. Given
that we expect to be able to continue operating out of these airports with our existing access to gates and related
facilities, the elimination of slot restrictions and the imposition of new operating restrictions are not expected to have a
material effect on us.

International Regulations. The availability of international routes to U.S. carriers is regulated by treaties and related
agreements between the United States and foreign governments. The United States typically follows the practice of
encouraging foreign governments to accept multiple carrier designation on foreign routes, although certain countries
have sought to limit the number of carriers allowed to fly these routes. Certain foreign governments impose
limitations on the ability of air carriers to serve a particular city and/or airport within their country from the U.S.
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Bilateral agreements between the United States and foreign governments often include restrictions on the number of
carriers (designations), operations (frequencies), or airports (points) that can be served. When designations are limited,
only a certain number of airlines of each country may provide service between the countries. When frequencies are
limited, operations are restricted to a certain number of weekly flights (as awarded by the United States to the
domestic carrier, based on the bilateral limits). When points are limited, only certain airports within a country can be
served.

One example of these limits is the bilateral agreement between the United States and the United Kingdom.
Designations between the United States and Heathrow airport in London are limited to two for each country and
because both designations are already taken, we cannot serve London Heathrow, even though we desire to do so.
Additionally, the bilateral agreement limits frequencies. As a result, even if we received a Heathrow designation, we
would be prevented from expanding our service above a predefined number of weekly frequencies. Finally, even if we
received a Heathrow designation, we could not serve it from Houston or Cleveland because of point limits. However,
the U.S. and the European Union continue to negotiate an "open skies" agreement (meaning all carriers have access to
a destination) which would allow U.S. and European carriers to operate between any U.S. and European points.
Although the proposed treaty, which has not been executed by the European Union, technically would permit us to fly
to London Heathrow, we would not necessarily be able to fly there as a sufficient quantity of commercially viable
slots or other facilities is not available to us at Heathrow. However, if an "open skies" treaty were to go into force,
certain of our competitors with these assets could introduce service between London Heathrow and our hubs at
Houston and Cleveland or new or increased service at our hub at Newark, which could have a material adverse effect
on us.

For a U.S. carrier to fly to any international destination that is not subject to an open skies agreement, it must first
obtain approval from both the U.S. and the foreign country where the destination is located, which is referred to as a
"foreign route authority." Route authorities to some international destinations can be sold between carriers, and their
value can vary because of limits on accessibility. For those international routes where there is a limit to the number of
carriers or frequency of flights (such as London Heathrow), studies have shown that these routes have more value than
those without restrictions. Such limitations may be harmful to us, as in the case of London Heathrow, or be beneficial
to us, as is the case with our flights to China and Argentina. To the extent foreign countries adopt open skies policies
or otherwise liberalize or eliminate restrictions on international routes, those actions would increase competition and
potentially decrease the value of a route. We cannot predict what laws, treaties and regulations relating to international
routes will be adopted or their resulting impact on us, but the overall trend in recent years has been an increase in the
number of open skies agreements and the impact of any future changes in governmental regulation of international
routes could be significant.

Environmental Regulations. Many aspects of airlines' operations are subject to increasingly stringent federal, state
and local laws protecting the environment. Future regulatory developments in the U.S. and abroad could adversely
affect operations and increase operating costs in the airline industry. Future regulatory actions that may be taken by
the U.S. government, foreign governments (including the European Union), or the International Civil Aviation
Organization to address climate change or limit the emission of greenhouse gases by the aviation sector are unknown
at this time, but the impact to us and our industry is likely to be adverse and could be significant, particularly if
regulators were to conclude that emissions from commercial aircraft cause significant harm to the upper atmosphere or
have a greater impact on climate change than other industries. Potential actions may include the imposition of
requirements to purchase emission offsets or credits, which could require participation in emission trading (such as
proposed in the European Union), substantial taxes on emissions and growth restrictions on airline operations, among
other potential regulatory actions.

The DOT allows local airport authorities to implement procedures designed to abate special noise problems,

provided those procedures do not unreasonably interfere with interstate or foreign commerce or the national
transportation system. Some airports, including the major airports at Boston, Chicago, Los Angeles, San Diego,
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Orange County (California), Washington National, Denver and San Francisco, have established airport restrictions to
limit noise, including restrictions on aircraft types to be used and limits on the number and scheduling of hourly or
daily operations. In some instances, these restrictions have caused curtailments in services or increased operating
costs, and could limit our ability to expand our operations at the affected airports. Local authorities at other airports
could consider adopting similar noise regulations. Some foreign airports, including major airports in countries such as
the United Kingdom, France, Germany and Japan, have adopted similar restrictions to limit noise, and in some
instances our operations and costs have been adversely affected in the same manner as described above.

ITEM 1A. RISK FACTORS.

Overview

Although we achieved profitability during 2006, we have suffered substantial losses since September 11, 2001. Our
ability to sustain our profitability depends, among other factors, on continuing our efforts to implement and maintain a
more competitive cost structure, retaining our domestic length-of-haul adjusted revenue per available seat mile
premium to the industry and responding effectively to the factors that threaten the airline industry as a whole.
Although the U.S. domestic network carrier environment improved in 2006 as several of our network competitors
reduced domestic capacity and as carriers increased fares in response to record-high fuel prices, a number of factors
continue to pressure the industry. Among the many factors that threaten us are the continued rapid growth of low-cost
carriers and resulting pressure on domestic fares, high fuel costs, excessive taxation and significant pension liabilities.
Additionally, a number of our competitors are increasing their international capacity, which is resulting in pressure on
yields and load factors in impacted markets.

Risk Factors Relating to the Company

Future increases in fuel prices or disruptions in fuel supplies could have a material adverse effect on us. Our
operations depend on the availability of jet fuel supplies, and our results are significantly impacted by changes in the

cost of fuel. Although fuel prices have declined from record highs and we experienced more success raising ticket
prices in response to higher fuel costs in 2006 than we had in 2005, we may not be able to raise fares further to offset
future increases in fuel prices. Conversely, lower fuel prices may result in lower fares and the reduction or elimination
of fuel surcharges. Additionally, lower fuel prices may result in increased industry capacity, especially to the extent
that reduced fuel costs justify increased utilization by airlines of less fuel-efficient aircraft that are unprofitable during
periods of higher fuel prices. We are also at risk for all of our regional carriers' fuel costs on flights flown for us under
capacity purchase agreements, as well as a margin on ExpressJet's fuel costs (up to a negotiated cap of 71.2 cents per
gallon) on flights flown for us under the ExpressJet CPA and a related fuel purchase agreement with ExpressJet.

Fuel prices and supplies are influenced significantly by international political and economic circumstances, such as
increasing demand by developing nations, conflicts or instability in the Middle East or other oil producing regions and
diplomatic tensions between the U.S. and oil producing nations, as well as OPEC production curtailments, disruptions
of oil imports, environmental concerns, weather and other unpredictable events. For example, a major hurricane
making landfall along the U.S. Gulf Coast could cause widespread disruption to oil production, refinery operations
and pipeline capacity in that region, possibly resulting in significant increases in the price of jet fuel and diminished
availability of jet fuel supplies.

Future increases in jet fuel prices or disruptions in fuel supplies, whether as a result of natural disasters or otherwise,
could have a material adverse effect on our results of operations, financial condition and liquidity.
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Our high leverage may affect our ability to satisfy our significant financing needs or meet our obligations. As
is the case with our principal competitors, we have a high proportion of debt compared to our capital. We have a

significant amount of fixed obligations, including debt, aircraft leases and financings, leases of airport property and
other facilities and pension funding obligations. At December 31, 2006, we had approximately $5.4 billion (including
current maturities) of long-term debt and capital lease obligations.

In addition, we have substantial commitments for capital expenditures, including the acquisition of new aircraft and
related spare engines. Although we have entered into agreements to finance the two 777-200ER aircraft scheduled to
be delivered in 2007 and have backstop financing for some of the 737 aircraft scheduled to be delivered in 2008 and
2009, we do not have backstop financing or any other financing currently in place for the remaining aircraft on order.
Further financing will be needed to satisfy our capital commitments for our firm aircraft and other related capital
expenditures. We can provide no assurance that sufficient financing will be available for the aircraft on order or other
related capital expenditures, or for our capital expenditures in general.

Credit rating downgrades could have a material adverse effect on our liquidity. Reductions in our credit ratings
may increase the cost and reduce the availability of financing to us in the future. We do not have any debt obligations

that would be accelerated as a result of a credit rating downgrade. However, we would have to post additional
collateral under our bank-issued credit card processing agreement and our workers' compensation program if our debt
rating falls below specified levels.

Failure to meet our financial covenants would adversely affect our liquidity. Our bank-issued credit card
processing agreement contains financial covenants which require, among other things, that we maintain a minimum

EBITDAR (generally, earnings before interest, taxes, depreciation, amortization, aircraft rentals and income from
other companies, adjusted for certain special items) to fixed charges (interest and aircraft rentals) ratio for the
preceding 12 months. The liquidity covenant requires us to maintain a minimum level of unrestricted cash and
short-term investments and a minimum ratio of unrestricted cash and short-term investments to current liabilities. The
agreement also requires us to maintain a minimum senior unsecured debt rating. Although we are currently in
compliance with all of the covenants, failure to maintain compliance would result in our being required to post
additional cash collateral, which would adversely affect our liquidity. Depending on our unrestricted cash and
short-term investments balance at the time, the posting of a significant amount of cash collateral could cause our
unrestricted cash and short-term investments balance to fall below the minimum balance requirement under our $350
million secured term loan facility, resulting in a default under that facility.

QOur labor costs may not be competitive and could threaten our future liquidity. Labor costs constitute a
significant percentage of our total operating costs. All of the major hub-and-spoke carriers with whom we compete

have achieved significant labor cost reductions, whether in or out of bankruptcy. Even given the effect of pay and
benefit cost reductions we implemented beginning in April 2005, we believe that our wages, salaries and benefits cost
per available seat mile, measured on a stage length adjusted basis, will continue to be higher than that of many of our
competitors. These higher labor costs may adversely affect our ability to sustain our profitability while competing
with other airlines that have achieved lower relative labor costs.

Labor disruptions could adversely affect our operations. Although we enjoy generally good relations with our
employees, we can provide no assurance that we will be able to maintain these good relations in the future or avoid
labor disruptions. Any labor disruption that results in a prolonged significant reduction in flights would have a
material adverse effect on our results of operations and financial condition.

Our obligations for funding our defined benefit pension plans are significant and are affected by factors
beyond our control. We have defined benefit pension plans covering substantially all U.S. employees other than

employees of Chelsea Food Services and CMI. We estimate that our minimum required contributions to our defined
benefit pension plans will total approximately $1.3 billion over the next ten years, after giving effect to the Pension
Protection Act of 2006. The timing and amount of funding requirements depend upon a number of factors, including
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labor negotiations and changes to pension plan benefits as well as factors outside our control, such as asset returns,
interest rates and changes in pension laws.

Interruptions or disruptions in service at one of our hub airports could have a material adverse effect on our
operations. We operate principally through our hub operations at New York Liberty, Houston Bush, Cleveland

Hopkins and Guam. A majority of our flights either originate from or fly into one of these locations, contributing to a
large amount of "origin and destination" traffic. A significant interruption or disruption in service at one of our hubs
resulting from air traffic control delays, weather conditions, growth constraints, relations with third party service
providers, failure of computer systems, labor relations, fuel supplies, terrorist activities or otherwise could result in the
cancellation or delay of a significant portion of our flights and, as a result, our business could be materially adversely
affected.

A significant failure or disruption of the computer systems on which we rely could adversely affect our business

. We depend heavily on computer systems and technology to operate our business, such as flight operations systems,
communications systems, airport systems and reservations systems (including continental.com and third party global
distribution systems). These systems could suffer substantial or repeated disruptions due to events beyond our control,
including natural disasters, power failures, terrorist attacks, equipment or software failures and computer viruses and
hackers. Any such disruptions could materially impair our flight and airport operations and our ability to market our
services, and could result in increased costs, lost revenue and the loss or compromise of important data. Although we
have taken measures in an effort to reduce the adverse effects of certain potential failures or disruptions, if these steps
are not adequate to prevent or remedy the risks, our business may be materially adversely affected.

Our net operating loss carryforwards may be limited

. At December 31, 2006, we had estimated net operating loss carryforwards ("NOLs") of $4.1 billion for federal
income tax purposes that will expire beginning in 2007 through 2