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Notes and Assumptions to Hypothetical Liquidation Analyses

A. Introduction

As to each holder of a claim or interest in or against a Chapter 11 bankruptcy
estate that does not vote to accept a plan of reorganization, Section 1129(a)(7) of the
Bankruptcy Code provides that the Bankruptcy Court shall not confirm the proposed plan
unless the plan provides such holders at least as much as they would have received if the
debtor liquidated under Chapter 7, a/k/a the “best interests of creditors” test. To that end,
the Debtors have prepared the following hypothetical liquidation analyses in connection
with the Plan and Disclosure Statement.

In reviewing potential Chapter 7 liquidation scenarios, the Debtors have prepared
separate analyses that, on the one hand, assume substantive consolidation of the Estates
of all of the Debtors (the “Consolidated Liquidation Analysis”) and, on the other hand,
assume that the Estates of the Debtors are not substantively consolidated and are
separately liquidated (each, a “Non-Consolidated Liquidation Analysis” and collectively
with the Consolidated Liquidation Analysis, the “Liquidation Analyses”). The Debtors’
management assembled the following Liquidation Analyses with the assistance of Huron
and Rothschild.

The Liquidation Analyses are based upon the assumptions discussed herein.
Unless otherwise specifically set forth in the Liquidation Analyses, all capitalized terms
not defined herein or in the Liquidation Analyses shall have the same meanings ascribed
to them in the Plan and the Disclosure Statement. The Liquidation Analyses estimate
potential cash distributions to Holders of Allowed Claims upon a hypothetical Chapter 7
liquidation of the assets of each Debtor, and it is assumed that there are no sales of the
Debtors’ businesses as “going concerns.” Accordingly, asset values discussed herein
may differ from amounts referred to in the Plan and Disclosure Statement.

B. Reservations

The determination of the costs and hypothetical proceeds from the liquidation of
the Debtors’ assets is an uncertain process involving the extensive use of estimates and
assumptions that, although considered reasonable by management, are inherently subject
to significant business, economic and competitive uncertainties and contingencies beyond
the control of the Debtors, their management, and their advisors. ACCORDINGLY,
NEITHER THE DEBTORS NOR THEIR ADVISORS MAKE ANY
REPRESENTATION OR WARRANTY THAT THE ACTUAL RESULTS WOULD OR
WOULD NOT APPROXIMATE THE ESTIMATES AND ASSUMPTIONS
REPRESENTED HEREIN. ACTUAL RESULTS COULD VARY MATERIALLY.

In preparing the Liquidation Analyses, the Debtors have estimated the amount of
Allowed Claims based upon a review of their scheduled claims and all proofs of claim
associated with prepetition and postpetition obligations. Additional claims were estimated
to include certain postpetition obligations on account of which claims have not yet been
asserted (but which would be asserted in a Chapter 7 liquidation), including but not
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limited to administrative expense priority claims, unused passenger ticket liability, claims
arising in connection with pension and related obligations, other employee-related
obligations, federal and state tax liability, unsecured deficiency claims, certain unexpired
lease and executory contract rejection claims, and other Allowed Claims. The
Bankruptcy Court has not estimated or otherwise fixed the aggregate amount of Allowed
Claims at the estimated amounts contained in the Liquidation Analyses. THE
ESTIMATED AMOUNT OF AGGREGATE ALLOWED CLAIMS SET FORTH IN
THE LIQUIDATION ANALYSES SHOULD NOT BE RELIED UPON FOR ANY
PURPOSE OTHER THAN FOR VOTING IN CONNECTION WITH THE PLAN. NO
ASSUMPTION BY THE DEBTORS IN THESE LIQUIDATION ANALYSES
REGARDING ANY SETOFF, RECOUPMENT, OR OTHER OFFSET BY A DEBTOR
OR NON-DEBTOR PARTY SHALL BE DEEMED AS AN ADMISSION
REGARDING THE VALIDITY OF SUCH OFFSET RIGHT. NOTHING
CONTAINED IN THE LIQUIDATION ANALYSES IS INTENDED TO BE OR
CONSTITUTES A CONCESSION OR ADMISSION OF THE DEBTORS. THE
ACTUAL AMOUNT OF ALLOWED CLAIMS IN THE DEBTORS’ CASES COULD
MATERIALLY AND SIGNIFICANTLY DIFFER FROM THE ESTIMATED
AMOUNTS SET FORTH IN THE LIQUIDATION ANALYSES.

C. Baseline for Liquidation Analysis

The Liquidation Analyses assume conversion of the Debtors’ Chapter 11 cases to
Chapter 7 on August 31, 2005 (the “Liquidation Date”). On the Liquidation Date, the
Bankruptcy Court would appoint a Chapter 7 trustee (the “Trustee”). The Trustee would
then suspend all of the Debtors’ operations and immediately commence the liquidation of
all of the Debtors’ assets. The Liquidation Analyses are based on the Debtors’ unaudited
book values as of June 30, 2005, which are used as an estimate of the Debtors’ assets and
liabilities as of the Liquidation Date. While the Debtors’ operations have continued
beyond the Liquidation Date, the Debtors’ actual financial results for the period after
June 30, 2005 do not materially deviate from the net assets and liabilities reflected in the
Debtors’ unaudited June 30, 2005 books and records. The Liquidation Analyses reflect
net realization rates that are percentages of net book values of the Debtors’ assets as of
June 30, 2005. In establishing an estimated range of liquidation proceeds, it is assumed
that the Trustee would conduct a forced liquidation over a 12-month period and an
orderly liquidation extended to 18 months. In either case, the liquidation period shall be
referred to herein as the “Wind-Down Period.”

The Liquidation Analyses assume that PBGC would assert its unfunded benefit
liability claims on account of termination of the Debtors’ defined benefit pension plans
against all of the Debtors and the Debtors’ wholly-owned non-Debtor subsidiaries -- i.e.,
Covia LLC, Four Star Insurance Co. Ltd., United Airlines Ventures, Inc., and Kion de
Mexico, S.A. de C.V (collectively, the “Non-Debtor Affiliates™).! Because it is likely

" Each of the Debtors and Non-Debtor Affiliates, as members of the UAL “controlled group,” would be

jointly and severally liable for PBGC’s claims for unfunded benefits upon termination of the Debtors’
defined benefit pension plans. See 29 U.S.C. § 1301(a)(14); 26 U.S.C. § 1563(a) (entities are in the
same “controlled group” if such entities are part of a chain of corporations, or unincorporated entities
engaged in a trade or business, connected by common ownership of 80% or more).

2

K&E 1062477715



PBGC would argue that these non-Debtor Affiliates are members of the Debtors’
“controlled group,” as defined under the Employee Retirement Income Security Act of
1974 (“ERISA”) and the Internal Revenue Code, PBGC likely would assert a statutory
lien against each of the Non-Debtor Affiliates in a liquidation.? As a result, the
Liquidation Analyses assume that the Debtors will not realize any value from the Non-
Debtor Affiliates.

As stated above, the Liquidation Analyses present an estimate of liquidation costs
during the Wind-Down Period (“Liquidation Costs”) and realization rates based upon
hypothetical liquidations whereby the Trustee converts the Debtors’ assets into proceeds
available to creditors. The Debtors relied upon third-party appraisals and/or internal
analyses to estimate liquidation values and realization rates for the Debtors” assets. The
Consolidated Liquidation Analysis provides for liquidation costs during the Wind-Down
Period and realization rates based on a composite for all filing entities. The costs and
realization rates for each Non-Consolidated Liquidation Analysis depend upon specific
entity-by-entity factors.

D. Principal Assumptions

The Liquidation Analyses refer to certain categories of “Assets,” “Liquidation
Costs,” and “Claims.” The numerical designation of each category below corresponds
with the line items (each a “Line Item”) contained in the Liquidation Analyses.

1. DIP Repayment. In a liquidation, the Debtors’ debtor-in-possession lenders (the
“DIP Lenders”) would have a senior secured and joint and several superpriority
claim (the “DIP Claim™) against each of the Debtors for the outstanding balance
of the debtor’s postpetition credit facility (the “DIP Facility””). The Liquidation
Analyses assume that the DIP Lenders will satisfy the DIP Claim from the
Debtors’ liquidity pool accounts (the “Liquidity Pool”) maintained with the DIP
Lenders prior to the Trustee’s use of the Liquidity Pool to satisfy the Claims of
the Debtors’ other creditors. In the Non-Consolidated Liquidation Analyses, the
remaining cash and cash equivalents (collectively, “Cash”) in the Liquidity Pool
after satisfaction of the DIP Claim is allocated to each Debtor in accordance with
the percentage of Cash attributed to each Debtor in the Debtors’ books and
records.> For purposes of the Non-Consolidated Liquidation Analyses, any Cash
accounts not maintained with the DIP Lenders are assumed to be property of the
bankruptcy estates of the individual Debtors holding interests in any such
accounts and are not shared with other Debtors.

As of June 30, 2005, the DIP Claim was approximately $907 million, which
includes the outstanding balance of the DIP Facility, letters of credit issued under
the DIP Facility, and any penalties under the DIP Facility associated with

See 29 U.S.C. §1368(a) (allowing PBGC to assert lien against members of controlled group for
unfunded pension liabilities upon plan’s termination).

For example, the Debtors’ books and records allocate 32.52% of Cash in the Liquidity Pool to United
Air Lines, Inc. (“United”). Thus, after repayment of the DIP Claim, United has $222,822,649 in Cash
(not including short-term investments) available to satisfy claims in a Non-Consolidated liquidation.
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conversion of the Debtors’ cases to Chapter 7. The Liquidation Analyses also
assume that, in a liquidation, the beneficiaries will draw any letters of credit
issued under the DIP Facility.

Assets

2. Cash and Short-Term Investments. Cash and Short-Term Investments include
remaining Cash in the Liquidity Pool after satisfaction of the DIP Claim
(allocated to each Debtor in accordance with the percentage of Cash attributed to
each Debtor in the Debtors’ books and records) and other domestic and foreign
bank accounts maintained by the Debtors, including overnight investment of
funds in foreign money market accounts. In the United Non-Consolidated
Liquidation Analysis and the Consolidated Liquidation Analyses, Cash set aside
to satisfy certain federal, state, and local trust fund tax liabilities is assumed offset
by such liabilities and is thus not reflected in the Debtors’ realization of assets for
this Line Item. The Liquidation Analyses otherwise assume a 100% realization
rate for Cash and Short-Term Investments based on the liquidity of these assets.

3. Restricted Cash. Restricted Cash primarily includes cash and/or security
deposits posted with third parties on account of various obligations, including
workers’ compensation claims, claims of credit card processors, claims asserted
by counterparties to fuel hedge contracts, claims of airport authorities, and
miscellaneous ticket and vacation deposit claims.

The Liquidation Analyses assume that workers’ compensation deposits would be
withheld to satisfy the Debtors’ accrued workers’ compensation liabilities, and
that state agencies would not return any workers’ compensation deposits that
exceed accrued workers’ compensation liabilities to the Trustee in a liquidation.
The Liquidation Analyses assume that these agencies will retain the deposits to
satisfy insurance tail liabilities not currently reflected in the Debtors’ books and
records.

It is assumed that there will be no realization from monies held by credit card

processors or any miscellaneous ticket and vacation deposits, which would be
offset against refund claims arising from unused post-petition passenger ticket
obligations.

The Liquidation Analyses assume that any security deposits held by airports
would be entirely offset by damages resulting from rejection of the underlying
lease or other contractual obligation.

Because the Debtors’ fuel hedges have a positive value as of June 30, 2005, the
Liquidation Analyses assume that certain deposits made in connection with such
hedges would be recovered. Otherwise, it is assumed that there will be no net
realization of any of the various other nominal deposits, which will, in part, be
offset against corresponding claims.

4, Accounts Receivable. Accounts Receivable, which include amounts owed to the
Debtors by various parties, are categorized into three main sub-groups: “traffic
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2% ¢

receivables,” “government receivables,” and “other accounts receivable.”
“Traffic receivables” primarily include receivables from the Airlines Clearing
House, the International Air Transport Association, domestic and international
travel agencies, passenger credit cards, the Universal Air Travel Plan, and
airfreight sales. “Government receivables” predominantly relate to transportation
of mail and government passengers and refundable taxes. “Other miscellaneous
receivables” primarily include employee-related receivables, sales, unbilled
receivables, notes, and related interest receivables.

As a practical matter, after realization, Accounts Receivable are assumed offset
against any corresponding liabilities before realization of assets in Line Item 4.*
As aresult, any corresponding liabilities netted against Accounts Receivable are
not reflected in Line Item 18 (Administrative Claims). The estimated realization
rates for those Accounts Receivable not completely offset by corresponding
liabilities are based on standard industry assumptions in a hypothetical liquidation
scenario and include the review and assessment of each receivable by type, age,
and quality.

5. Intercompany Receivables. Intercompany Receivables are the net Intercompany
Claims owed to a respective Debtor by another Debtor or Non-Debtor Affiliate.

The Consolidated Liquidation Analysis ignores Intercompany Receivables among
the Debtors because consolidation results in the combination of all assets and
liabilities of the Debtors.

The Non-Consolidated Liquidation Analyses assume that all prepetition
intercompany amounts owed among the Debtors are unsecured Claims. The Non-
Consolidated Liquidation Analyses do not reflect any realization for unsecured,
prepetition Intercompany Receivables because in a liquidation scenario there are
no recoveries on any prepetition, unsecured Claims, except in the case of ULS
where there is a de minimis recovery of approximately 2-3%.

The Non-Consolidated Liquidation Analyses afford super-priority administrative
claim status to any postpetition Intercompany Receivables under that certain
Bankruptcy Court Order dated December 9, 2002 Pursuant to Sections 363, 364,
1107 and 1108 of the Bankruptcy Code (A) Authorizing (I) Continued Use of
Existing Cash Management System, (II) Maintenance of Existing Bank Accounts,
(I1I) Continued Use of Existing Business Forms, and (IV) Continued Use of
Existing Investment Guidelines; and (B) According Superpriority Status of
Certain Intercompany Claims (the “Cash Management Order”) [Docket No. 157].

The Non-Consolidated Liquidation Analyses also assume that all Intercompany
Claims and Intercompany Receivables are subject to rights of setoff and
recoupment and, in each instance, the Intercompany Receivables and the
Intercompany Claims reflected in the Non-Consolidated Liquidation Analyses
incorporate such offset.

For example, traffic receivables are offset against unused post-petition passenger ticket obligations.
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For practical purposes, Line Item 5 in the Non-Consolidated Liquidation Analyses
does not account for any Debtor’s recovery on Intercompany Receivables because
each Debtor’s recovery on all other Assets must be assessed before any Debtor’s
recovery on Intercompany Receivables can be calculated. As a result, each
Debtor’s recovery, if any, on Intercompany Receivables is reflected in Line Item
16 (Super-Priority Administrative Claims), which, as explained below, nets each
particular Debtor’s postpetition Intercompany Receivables against postpetition
Intercompany Claims against that Debtor.

The Liquidation Analyses also assume that the Trustee will not pursue any
Intercompany Receivables against Non-Debtor Affiliates because PBGC’s
statutory liens and assertion of other claims against the Non-Debtor Affiliates will
substantially dilute any such claims asserted by the Debtors.

6. Aircraft Fuel Inventory. Aircraft Fuel Inventory includes the Debtors’
inventory of jet and ground fuel. Jet and ground fuel is assumed to be re-salable
at or near market value. As of June 30, 2005, the Debtors carried on average
approximately 7-10 days of fuel inventory at both United and UAFC. For
purposes of the Liquidation Analyses, it is assumed that fuel pricing at the time of
realization is consistent with the purchase price reflected in the Debtors’
accounting records. The Liquidation Analyses estimate a realization rate of 98%
of book-value for fuel, after netting a 2% transaction fee that the Trustee is
assumed to have to pay in a liquidation.

7. Prepaid Expenses and Other Current Assets. Prepaid Expenses and Other
Current Assets primarily include purchase commitments under fuel supply
agreements, credit card fees paid to agencies for passenger tickets purchased but
not yet flown, travel agency commissions, insurance, rent, and taxes.

The Liquidation Analyses assume a 98% realization rate on prepaid jet fuel, after
netting a 2% transaction fee, and a 98% realization rate on prepaid credit card fees
for which there is no corresponding offset, after netting a 2% contractual
transaction fee. The Liquidation Analyses also assume full recovery of prepaid
post-retirement benefits. However, these prepaid benefits are assumed offset by
accrued current liabilities for current and retired employees, as well as accrued
insurance obligations. The Liquidation Analyses assume varying realization rates
on account of the other aggregate prepaid expenses depending on the nature of the
prepaid expense. It is assumed that a large portion of such prepaid expenses will
be offset by corresponding liabilities arising in a hypothetical liquidation.

8. Flight Equipment. Flight Equipment includes all aircraft equipment, e.g.,
aircraft, spare engines, spare parts and rotables, leasehold improvements on leased
aircraft, deposits for aircraft, and prepayments on aircraft purchase contracts.
After repayment of the DIP Facility in a liquidation, the Debtors expect to own
certain Flight Equipment, including aircraft previously encumbered under the DIP
Facility (the “Unencumbered Aircraft”), as well as an inventory of spare engines,
rotables, and spare parts.
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Using recent third-party fair market value estimates, the Liquidation Analyses
assume the following realization rates for Flight Equipment: (i) between 50% and
68% of fair market value for Unencumbered Aircraft; (ii) between 50% and 57%
of fair market value for spare engines; and (iii) between 32% and 57% of fair
market value for spare parts and rotables. The Liquidation Analyses rely on the
Debtor’s extensive industry knowledge and certain third-party appraisals to
determine a forced or orderly liquidation value for each aircraft and engine type.
These realization estimates are also based on factors such as the number of
aircraft and engines anticipated to be in the market, the demand for a particular
aircraft type, and age and costs of replacement. The Liquidation Analyses assume
that the return of all of the aircraft in the Debtors’ fleet into the market will further
reduce expected liquidation proceeds on account of such aircraft.

The Liquidation Analyses assume that the liquidation proceeds from the
encumbered/mortgaged aircraft in United’s and Air Wisconsin’s respective fleets
would be exceeded by the outstanding debt obligations on such aircraft. The
Liquidation Analyses thus assume that the Trustee will abandon United’s and Air
Wisconsin’s encumbered aircraft, because the Debtors’ estates would not receive
any proceeds or other value from such encumbered aircraft. The Liquidation
Analyses assume that the Trustee will return all leased aircraft to the relevant
lessors rather than attempt to assign the leases to third parties. Therefore, the
Liquidation Analyses assume no realization on account of aircraft leasehold
improvements. Deficiency claims arising out of the Trustee’s abandonment of
mortgaged aircraft and rejection of aircraft leases is reflected in Line Item 22
below (Other Unsecured Claims).

The Liquidation Analyses assume that any cash deposits with aircraft lenders or
lessors will be offset against such parties’ claims in connection with relevant
aircraft. The Liquidation Analyses further assume that any Flight Equipment-
related claim that is not completely satisfied by the value of any underlying
collateral or deposits will result in an unsecured aircraft deficiency Claim
reflected in Line Item 22 (Other Unsecured Claims).” The Liquidation Analyses
assume that any prepayments associated with contracts for future aircraft
purchases will be offset against the corresponding alleged claims asserted by the
manufacturers for the rejection of such commitments. The Liquidation Analyses
account for all airframes and engines no longer in operation as Other Assets (Line
Item 11), not as Flight Equipment.

Other Property and Equipment. Other Property and Equipment includes land,
buildings, ground equipment, flight simulators, miscellaneous other equipment

~ (including furniture, fixtures and office equipment), leasehold improvements on

ground equipment, and leasehold improvements on real property.

The Liquidation Analyses rely on the Debtors’ extensive industry knowledge and
third party appraisals to determine realization rates for these assets. In general,

5

See 11 U.S.C. § 506(a) (bifurcating claims into secured and unsecured portions based on a valuation of
collateral).
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the Debtors have based their estimation of realization rates for Other Property and
Equipment on third-party appraisals. Realization on account of land and
buildings, ground equipment, and flight simulators is estimated to be between
32% and 90% of fair market value and is based on factors such as service date,
age, useful life, marketability, demand, and recent market transactions. The
remaining property and equipment is comprised primarily of computer and office
equipment for which an appraisal has not been performed due to the cost of
performing such analyses. Based on factors such as service date, age, and useful
life of the equipment, the Liquidation Analyses assume a realization range of 10%
to 20% of net book value for this miscellaneous equipment. The Liquidation
Analyses assume that all of United’s facility and equipment leases would be
rejected, resulting in no net realization on account of leasehold improvements.

10.  Intangible Assets. Intangible Assets include gates, arrival/departure slots,
foreign route authorities, customer databases, tradenames, and trademarks. The
Liquidation Analyses rely on the Debtors’ extensive industry knowledge and
third-party appraisals to determine the aggregate realization for customer
databases and trade names. In particular, the Liquidation Analyses assume, based
on a third-party appraisal, that the MileagePlus customer list has a recoverable
value of $75 million in a liquidation. The Non-Consolidated Liquidation
Analyses assume the MileagePlus customer list is solely an asset of ULS and thus
assigns such value to ULS’s estate. Given that the MileagePlus customer list was
developed by ULS, there is no net book value on ULS’s books and records as of
June 30, 2005 for this asset, resulting in significant recovery percentages for this
Line Item in the ULS Non-Consolidated Liquidation Analysis.

The Liquidation Analyses base the value of foreign route authorities and
arrival/departure slots at Dulles, John F. Kennedy, and LaGuardia airports on
factors such as location, time (peak versus non-peak), and usage (jet versus
commuter). The Liquidation Analyses rely on the Debtor’s extensive industry
knowledge and third party appraisals to determine a range of realization rates on
account of slots and foreign route authorities. The Liquidation Analyses estimate
realization on account of arrival and departure slots at between 85% and 100% of
recent fair market value estimates. The Liquidation Analyses estimate realization
on account of foreign route authorities, including any applicable gate value, at
65% of fair market value. The net book values as of June 30, 2005 for the
Debtors’ gates, slots, and foreign route authorities account only for those gates
and slots the Debtors have acquired, net of amortization. As a result of this low
net book value, significant recovery percentages are reflected for these assets in
the Liquidation Analyses. The Liquidation Analyses do not assume any recovery
on gate leases based on limited demand and marketability of such assets, which,
generally may not be sold individually under their relevant leases. In addition,
those gates for which the Debtors pay below-market lease rates are generally
located at less-traveled airports and thus would only provide a de minimis
recovery in a liquidation scenario.

11.  Investments and Other Assets. Investments and Other Assets primarily consist
of the Debtors’ investments in certain joint ventures, long-term restricted cash,
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capitalized software costs, non-operating property, deferred compensation, and
miscellaneous investments. The long-term restricted cash includes a fuel supply
agreement deposit and various escrow accounts for the payment of passenger
facility charges, taxes, and other fiduciary obligations. Other assets also include
construction fund deposits with airport authorities related to certain municipal
bond obligations.

The Debtors’ books and records reflect only a limited net book value for the
Debtors’ investments in various joint ventures due to such investments’ lack of
marketability and minority interest discounts. The Liquidation Analyses assume
100% realization of these investments to be consistent with the valuation in the
Debtors’ books and records. In the United Non-Consolidated Liquidation
Analysis and the Consolidated Liquidation Analysis, long-term restricted cash
escrowed under that certain Bankruptcy Court Order dated December 11, 2002
Authorizing the Assumption of a Certain Escrow Agreement [Docket No. 237] on
account of certain federal, state, and local trust fund tax liabilities is assumed
offset by such liabilities and is thus not reflected in the Debtors’ realization of
assets for this Line Item. The Liquidation Analyses assume that the Trustee will
prevail in outstanding municipal bond recharacterization litigation and thus will
fully realize long-term restricted cash escrowed for postpetition municipal bond
interest. The Liquidation Analyses also assume that capitalized software costs
have no realization value. In addition, recoveries on account of non-operating
property is consistent with net book values based on factors such as service date,
age of equipment, useful life, marketability, and demand for the product.

12. Preference and Avoidance Payment Recovery. Having operated in Chapter 11
for more than two and a half years, the Debtors have substantially completed their
recovery of preferential transfers. For the most part, preferential recoveries have
been converted to Cash and are reflected in Line Item 1 in the Liquidation
Analyses. As of June 30, 2005, only approximately $8 million remained to be
collected on account of preferences and other avoidance actions. As of July 31,
20035, the Debtors already recovered over $7 million of this balance. The Debtors
estimate a nominal recovery of less than $1 million with respect to pending
preference actions. In the Non-Consolidated Liquidation Analyses, United is the
only debtor for which a preference recovery is reflected.

Liquidation Costs

13.  Trustee Fees. Trustee Fees include all fees to be paid for the Chapter 7 Trustee’s
services in a liquidation in accordance with the fee structure under Section 326 of
the Bankruptcy Code. Based on certain benchmarks derived from the Debtors’
analysis of such rates in other mega-Chapter 11 cases, the Liquidation Analyses
generally allocate Trustee Fees to each of the Debtors at a rate of approximately
3.0% of estimated liquidation proceeds, excluding Cash and any of the Debtors’
recovery on Intercompany Receivables. However, based on the same
benchmarks, Trustee Fees are slightly discounted to 2.2% of estimated liquidation
proceeds, excluding Cash and Intercompany Receivables, in the United Non-
Consolidated Analysis and the Consolidated Liquidation Analysis.
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14. Counsel for the Trustee and Related Professional Fees. Counsel for the
Trustee and Related Professional Fees include an estimate of fees and expenses
incurred by the Trustee’s legal and other professionals associated with, among
other things, liquidation and realization of assets, the wind-down of the Debtors’
Estates, and Claims reconciliation. In the Consolidated Liquidation Analysis and
the United Non-Consolidated Liquidation Analysis, Counsel for the Trustee and
Related Professional Fees are assumed to be 1.6% of the estimated liquidation
proceeds, excluding Cash and Intercompany Receivables, based on certain
benchmarks derived from the Debtors’ analysis of such rates in other mega-
Chapter 11 cases. Based on the same benchmarks, all other Non-Consolidated
Liquidation Analyses ascribe a rate of 1.7-2.3% of the estimated liquidation
proceeds, excluding Cash and Intercompany Receivables, to account for Counsel
for the Trustee and Related Professional Fees.

15. Wind-Down Fees. Wind-Down Fees include expenses incurred during the Wind-
Down Period and primarily relate to the storage and transportation of owned
aircraft and flight equipment, auction fees, employee wages and benefits for
personnel employed during the Wind-Down Period and general overhead costs.

In determining Wind-Down Fees related to employee wages and benefits, the
Liquidation Analyses account for certain reductions in workforce and payment of
stay bonuses at various intervals of the Wind-Down Period.

Claims

16. Super-Priority Administrative Claims. Super-Priority Administrative Claims
include any Claims entitled to super-priority administrative expense claim status,
other than the DIP Facility Claim, including postpetition Intercompany Claims.
The Consolidated Liquidation Analysis assumes that there is no realization on
account of any Intercompany Claims, including Super-Priority Administrative
Claims, because consolidation of the Debtors’ Estates ignores intercompany
transactions.

As discussed above in Note 5, the Non-Consolidated Liquidation Analyses
assume that once the Debtors determine their recovery on all other Assets, they
then will account for any realization from Intercompany Receivables. Thus, in
the Non-Consolidated Liquidation Analyses, Line Item 16 illustrates the recovery
from each particular Debtor’s postpetition Intercompany Receivables and the
distributions that each particular Debtor must make for any postpetition
Intercompany Claims. Thus, to the extent postpetition Intercompany Receivables
exceed postpetition Intercompany Claims, the relevant Non-Consolidated
Liquidation Analysis reflects an increase in proceeds available for creditors. On
the other hand, to the extent postpetition Intercompany Claims exceed
postpetition Intercompany Receivables, the relevant Non-Consolidated
Liquidation Analysis reflects a decrease in proceeds available for creditors.

The United and ULS Non-Consolidated Liquidation Analyses reflect ULS’s
assertion of a $242 million Super-Priority Administrative Claim against United
pursuant to the Court’s Order Pursuant to 11 U.S.C. § 363 Authorizing Sale of
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Orbitz Stock Free and Clear of Liens, Claims and Encumbrances dated October
31, 2003 [Docket No. 4394].

17. Secured Claims. Secured Claims include certain Secured Claims relating to
Aircraft Equipment, but only to the extent of the value of the underlying
collateral. In general, the allowed Secured Claim for any encumbered Aircraft
Equipment is assumed to be equal to the liquidation proceeds realized from the
sale of underlying aircraft collateral. Upon repossession and liquidation of such
Aircraft Equipment, the secured creditors’ only remaining Claim against the
Debtors’ Estates will be an unsecured deficiency claim for any shortfall from the
sale of such collateral reflected in Line Item 22 (Other Unsecured Claims). See
11 U.S.C. § 506(a).

18.  Administrative Claims. Administrative Claims include Allowed Claims entitled
to administrative expense priority under Section 503 of the Bankruptcy Code.
Significant types of Administrative Claims include estimated unpaid post-petition
employee wages and benefits, trade payables, environmental clean-up costs,
accrued aircraft rent and interest, taxes, reclamation claims, claims arising under
Postpetition Aircraft Agreements, the PBGC Administrative Claims (defined
below), and damages under assumed or postpetition contracts and leases that the
Trustee subsequently rejects or terminates.

The Liquidation Analyses assume that PBGC will assert joint and several claims
for administrative priority based respectively on: (i) PBGC’s unfunded benefit
liability claims, which under that certain Stipulation and Agreed Order Under
Fed. R. Bank. P. 9019 Approving the Settlement of Controversy Between the
Debtors and the United States of America [Adv. Pro. No. 03-A-00652, Docket
No. 7] would be entitled to an administrative priority up to $366 million, and (ii)
PBGC’s claims for the Debtors’ missed minimum funding contributions
attributable to services provided by employees postpetition (collectively, the
“PBGC Administrative Claims”). The Non-Consolidated Liquidation Analyses
assume that PBGC first will net against its PBGC Administrative Claims any
recovery from all Debtors other than United and ULS, because these Debtors have
few administrative creditors and PBGC will receive a higher allocation of
proceeds available for administrative creditors by proceeding in this manner.
After accounting for PBGC’s recovery from all Debtors other than United and
ULS, the Non-Consolidated Liquidation Analyses assume that ULS, as an
administratively solvent Debtor, satisfies the remainder of the PBGC
Administrative Claims.

The Liquidation Analyses assume that all assumed or postpetition executory
contracts and unexpired leases are rejected by the Trustee, resulting in
administrative claims based on breach of such contracts and leases. The
Liquidation Analyses reflect that the following assumed and postpetition leases
and contracts will generate significant administrative claim liabilities: those
certain non-residential real property leases for Denver International Airport (the
“Denver Lease”), Newark International Airport (the “Newark Lease”), San
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Francisco International Airport (the “San Francisco Lease”), Metropolitan
Washington Airport Authority (the “Dulles / Reagan Leases”); those certain
Mileage Plus frequent flyer agreements with Bank One, N.A. (the “Mileage Plus
Contracts™); and those certain Star Alliance Contracts and Code Share
Agreements with US Airways (the “Star Alliance and Code Share Agreements”);
and several Postpetition Aircraft Agreements.

Breach of contract damages associated with the Trustee’s repudiation of the
Denver Lease, the Newark Lease, the San Francisco Lease, and Dulles / Reagan
Leases (after accounting for mitigation) are currently estimated at $1.5 billion, but
could be significantly higher based on annual rental payments under the
outstanding term of the leases. Breach of contract damages associated with the
MileagePlus Contracts currently are estimated at $700 million, plus an additional
$336 million based on net prepaid miles. The Non-Consolidated Liquidation
Analyses assume that damages associated with the Trustees’ rejection of the
MileagePlus Contracts will be asserted against United and ULS (each of which is
liable thereunder) to ensure full recovery of these administrative claims. Breach
of contract damages associated with the Trustee’s repudiation of the Debtors’ Star
Alliance and Code Share Agreements total approximately $65 million. The
Liquidation Analyses currently estimate approximately $89 million in other
breach of contract damages arising from the Trustee’s repudiation of other
assumed and postpetition contracts and leases, including a services contract with
Pratt & Whitney. However, the Liquidation Analyses do not take into account
potential administrative claims for damages resulting from the Trustee’s breach of
certain other postpetition contracts entered into by the Debtors in the ordinary
course of their business during the pendency of these Chapter 11 Cases. Breach
of these postpetition agreements would increase the amount of administrative
claims in a Chapter 7 liquidation.

The Liquidation Analyses also assume that the Trustee will have to satisfy
administrative claims on account of environmental clean-up costs at certain
facilities at which the Debtors have operated since the Petition Date.

The Liquidation Analyses do not take into account the administrative and other
claims asserted by certain aircraft lessors under sections 503, 507, 365(d)(10), and
1110(a) of the Bankruptcy Code. If these aircraft lessors prevailed in litigation
involving such claims, the estimate of administrative claims could increase by
several hundred million dollars.

19. Priority Claims. Priority Claims include state tax Claims in the aggregate
amount of approximately $57 million against United, as estimated by the Debtors.
The Liquidation Analyses do not contain any estimate for any priority wage-
related claims because those claims have been satisfied pursuant to the authority
granted the Debtors under the Order (A) Authorizing but not Directing the
Debtors to Continue to Pay Wages, Salaries and Other Compensation in the
Ordinary Course of Business Including the Payment of Prepetition Obligations
and (B) Authorizing but not Directing the Debtors to Continue to Maintain Their
Benefit Programs in the Ordinary Course of Business Including the Payment of
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Prepetition Obligations and (C) Authorizing and Directing Applicable Banks and
Other Financial Institutions to Receive, Process, Honor and Pay All Checks
Presented for Payment and to Honor All Funds Transfer Requests Made by the
Debtors Relating to the Foregoing [Docket No. 149].

20.  PBGC Unsecured Claims. The Liquidation Analyses assume that PBGC would
assert a $9.9 billion, joint and several claim against all of the Debtors in a
liquidation based on application of the discount rate set forth in PBGC’s
regulations for determining the unfunded status of a terminated defined benefit
pension plan.’ Although the unsecured Claims of PBGC for termination of the
Debtors’ defined benefit pension plans are listed as a separate line item in the
Liquidation Analyses, they are afforded the same priority as are other unsecured
Claims.

21.  Intercompany Unsecured Claims. Intercompany Unsecured Claims include all
prepetition Intercompany Claims against any of the Debtors. The Consolidated
Liquidation Analysis ignores Intercompany Unsecured Claims because
consolidation results in the combination of all assets and liabilities of the Debtors.
In the Non-Consolidated Liquidation Analyses, all pre-petition intercompany
activity, net of offsets, is treated as an unsecured claim for which there is no
recovery in a liquidation scenario, except for the case of ULS.

In addition, the Liquidation Analyses assume that the prepetition Claims of Non-
Debtor Affiliates will not be asserted in a Chapter 7 Liquidation, because there
will be no recovery on unsecured Claims against the Debtors in a liquidation
scenario. Moreover, with PBGC asserting liens and claims against the Non-
Debtor Affiliates on account of the Debtors’ terminated pension plans, any
recovery that the Non-Debtor Affiliates might obtain would simply revert to
PBGC. In the UAL Non-Consolidated Liquidation Analysis, Intercompany
Claims against UAL are subordinate to all other Unsecured Claims and rank pari
passu with TOPrS Claims (as defined and discussed in Line Item 23).

22. Other Unsecured Claims. Significant additional Unsecured Claims include
aircraft deficiency and lease rejection Claims, prepetition trade payables, non-
residential lease and executory contract rejection claims, and Claims in a Chapter
7 liquidation on account of the Section 1113 Restructuring Agreements.
Significant Other Unsecured Claims consist primarily of certain UAL’s
guarantees of municipal bond and aircraft-related obligations of United and Air
Wisconsin, Inc.

8 See Inre U.S. Airways Group, Inc., 303 B.R. 784 (Bankr. E.D. Va. 2003) (applying discount rate
provided for in PBGC regulations to determine unfunded status of terminated defined benefit pension
plan); but see In re CSC Indus., Inc., 232 F.3d 505 (6th Cir. 2001) (applying prudent investor rate to
value unfunded status of terminated plan); In re CF&I Fabricators of Utah, Inc., 150 F.3d 1293 (10th
Cir. 1998) (same). Application of the “prudent investor” discount rate would not affect the recovery of
Holders of Unsecured Claims in the Consolidated Liquidation Analysis, and would only affect the
recovery of Holders of Unsecured Claims against ULS in the Non-Consolidated Liquidation Analyses.
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23.  Trust Originated Preferred Securities (“TOPrS”) Claims. TOPrS Claims
arise from UAL’s guarantee of the TOPrS Preferred Securities or the 13.25%
Junior Subordinated Debenture. TOPrS Claims are subordinate to general
unsecured Claims. In the Non-Consolidated Liquidation Analysis, the TOPrS
Claims are asserted against only UAL and rank pari passu with any Intercompany
claims against UAL.
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