AIR TRANSPORTATION STARILIZATION BOARD
1120 VERMDNT AVENUE, SUITE D70
WaAsHINGTEN, DL 20005

December 4, 2002

Mr, Fredericl Braca

Exeoutive Vice President
and Chief Financial Qftioar

United Alr Lines, Ite.

P.0.Rox 66100

Chicagn, 11 60666

Donr Mr, Brace;

This lertar refers ta the application of Uniled Alr Lines, Inc, (“United”), dated Jung 21,
2002 =5 supplemented (tho “Application”) to the Alr Transportation Stebilization Board (tha
“Board™), for 2 Federal logn guaxanlen under the Alr Transportztion Safety and System,
Stahillzation Act, Fub. L, No. 107-42, 115 Stat, 230 {the “Act™) and the mgylations promulgated
thersunder, 14 CEFR Part 1300 (the “Ragolations”), -

The Board siaff and the brordar warking group, conslsting of representatives of the
Board's voting members, have reviewed and consldered all the materials submitred by United, a8
well g5 the explanatory information presénted by United at our meetings beginnlng in April
2002, throughout the summer, and on October 28, Novembar 5, Novamber 11, Novsmber 12,
November 20 and November 26, The Bomd staff asked United 1 serfes of questions {as
referenced in your lerar of November 27) and carefully considered the company’s answers,
Alsa, the Board's financial, industry and Jegal copsyltants have submitted their reports and
analyses which have been taken into consideration. In adrition, the Board stnfl has propared for
the Bord mombers a comprehensive analysis of al] theso materials. The voting Board members
held discussions of thess materlals af mectings on November 4, November 26 and December 4,
002,

Brsed on this informsation and applying tha ctiteris set fosth in the Act and the
Regulations, the Board canno approve the propogal subimitied by United. The Board believas
that the busjness plan proposad by Unired is not financially sound. In the Board's view, United's
management presented a business plan that deey not position the company o mest the challenges
of the current airline fndusiry envirenment and to uchiove long-term financial stability. The-
Bonrd believes that, even if the company were {o recelve the procesds of a guarantoed Joen, there
{s a high probebility that United would frce another liquidity arss within the neyct few years,
The Board's finenelal conautant assigned the proposed loan an extramely low credit rating,
implying that United is more Jikely than not to defanlt, The Board bolieves that the compeny's



proposal poses an unadesprably high sk o 1., taxpayers and doeg not support the conelisign
that thers js a reasanable assurangs of repaymant of the proposed lono, The Board would ke 1o
meke you aware of the following fundamental deficlencies in United*s Proposal:

Fisst, the Board hae concluded that Unjted’s revenug projections are unreasonghiy
optimiste,

* Unlend's business plan is predicated upon 2 significant sear-temm rebound i5 revemme, In
particolar, United forecasts that its passenger unit revenus (revenius par available seat 1mile)
will xise sharply in the near-tegm dus g 2 significant incrense in yields, This forecast fop unit
fevenue growth in the next faw years is subAtantinlly more optimistic fhan forzeants of
industry chservers and the Board’s constltants, The Board does not concur with United®s
explanation for this divergence.

= The more copservative altarnative projections submitied by United, which assume delayad
industry revenue fecovery, unticipeie near-term unit revenue grawth that Is sulll in excess of
tha base case expeciations of industry obscrvers,

» The Board alan believos that the company's revanne forecast doss not make stufficiant
allowance for the Hkely effects of confinuod expancion by Jow-coet carrisrs in Unjted's
matkets a1 well as ofher potential structurm] changes affecting Indvatry revenue.

Second, the Baard Baltoves that more reasonable revegue forecasts for Unitad would not
support the eompany’s cost stracture ag presentcd in the buginess plan. The Board nomms thst
aven with the benefit of United's praposed cost reduction initiatlves, United would temain
among the highest nost carriers In the industry. If competitors are snccessfinl in achieving
edditional cogr sovings, United's relative cost position could wenken fuurthar,

Third, the Board has substantial concoms about the underfivndad status of Ugited's
penslon plen. Bven if Unired obtains 2 watver to reduce nenr-tsrm funding vequitements,
I=quired cash outfiows will likely remain aubstansial over the fery of the proposed loan, The
Board is concermed abaut United’s ability to generatr sufficient cash flows to mest its Pension
fonding obligations concurrent with ather obllgations, including repryment of the guaragtaed
Joan,

The praposed oollatera] puckage does not overcome the deficiencles of fha business play and
associated defanlr fgk, Analysls by the Board's consultents and staff indicates that the collaters]
package is lkely to have substentially less value in the event of default than i1 estimated by

Finally, the Bonrd considered United's propasal of November 25, 2002 for a Atageered
draw og the Joan fneility. The Board did not view the alternative Structurs as 4 marerial changs
to Unitod’s proposal, The Board's financial consnltant assessed this proposal and nffirmed the
credit rating it had previously asslgned, Two membars of the Board algo belicyo that the




suggested revisions that Tnited proposed by exmail and fax on the evening of Daceraber 3 are
highly tlikely to change thelr assessment of United’s proposal.

Considering 8]l of the foregoing factars, Governor Gramlich and Under Secretary Flsher
votad not to spprove this proposal. Mr. Van Tine, General Cotinsel of the Department of
Transportatlon, voted to defer a decision on the Application vl December 9 to allow nited 1o
submit addirlopal financie] informarion.

Sinearsly,

Aocl &7

Dagls] Montgomeary



