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Worldwide Press Office: 312-997-8640 
  
 

UAL CORPORATION REPORTS YEAR-OVER-YEAR  
PRE-TAX INCOME GROWTH OF 127%  
FOR THE THIRD QUARTER OF 2007 

 
 

CHICAGO, October 23, 2007 – UAL Corporation (NASDAQ: UAUA), the holding 

company whose primary subsidiary is United Airlines, reported pre-tax income of $565 

million for the third quarter ended September 30, 2007. Pre-tax income, excluding 

special items, was $498 million, $279 million or 127 percent higher than the same 

period in 2006.  The company: 

 

• Reported basic and diluted earnings per share (EPS) of $2.82 and $2.21 
respectively. Excluding special items, basic and diluted EPS were $2.49 and 
$1.96 respectively. Diluted EPS excluding special items increased 75 percent 
versus last year. 

 
• Increased year-over-year mainline passenger unit revenue by 10.6 percent 

and by 9.7 percent excluding special items through its capacity discipline and 
aggressive revenue management. 

 
• Continued its focus on controlling costs, with operating expenses increasing 

only 0.6 percent versus the prior year.  
 
• Generated operating cash flow of $342 million, a 161 percent year-over-year 

improvement. Maintained a cash and short-term investments balance of $5.0 
billion at September 30, 2007, including $788 million of restricted cash, 
despite debt reductions during the quarter. 

 
• Strengthened its balance sheet by reducing total debt by $210 million during 

the quarter.  
 
• Was awarded a new direct route to China, making United the first U.S. carrier 

to offer daily, nonstop service between San Francisco and Guangzhou.  
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Earnings Growth Driven by Strong Revenue Performance 

UAL generated operating earnings of $656 million in the third quarter of 2007. 

Operating earnings, excluding special items, grew to $589 million, a year-over-year 

improvement of 93 percent, resulting in an operating margin of 10.7 percent.  The 

company had pre-tax income, excluding special items, of $498 million, 127 percent 

higher than the same period last year resulting in a pre-tax margin of 9.0 percent for the 

third quarter of 2007, more than double the margin in the comparable period last year. 

Despite a tax rate that was 17 points higher year-over-year, net income for the third 

quarter of 2007, excluding special items, increased by 81 percent or $132 million to 

$295 million. 

 

The company’s strong third quarter earnings improvement was fueled by 

passenger unit revenue growth that was among the best in the industry.  United 

continued to generate strong operating cash flow growth of $211 million or 161 percent 

year-over-year.  

 

“We delivered excellent results this quarter driven by fundamental improvements 

across our core business,” said Glenn Tilton, chairman, president and CEO. “The work 

of the management team and our employees across the company is building on the 

momentum from our second quarter which enabled us to outperform our domestic 

peers.” 

 

Operating expenses increased by $30 million, and excluding special items, 

increased by $22 million, or approximately 0.5 percent year-over-year driven mainly by 

regional affiliate expense, increased aircraft maintenance and purchased services 

expense. Mainline CASM, excluding fuel and special items, of 7.71 cents was up 5.8 

percent year-over-year. 



  News Release 
 

 

 
The United Building, 77 West Wacker Drive, Chicago, Illinois 60601 

 

3

 

 

Operating earnings benefited from special items associated with our bankruptcy 

case that were recorded during the quarter, as are more fully described in Note 5.  

These special items included (i) final resolution of certain administrative claims, 

resulting in an operating revenue credit of $45 million and an operating expense credit 

of $14 million; and (ii) an operating expense credit of $8 million relating to ongoing 

municipal bond litigation.  The company, consistent with past practice, has excluded 

these special items to provide a useful perspective on quarterly performance excluding 

special bankruptcy-related impacts. 

 

The change to deferred revenue accounting for the Mileage Plus program 

decreased passenger revenues by an estimated $35 million in the third quarter versus 

the previous incremental cost method. However, offsetting this was a $50 million 

revenue benefit from the change to the expiration period for inactive customer accounts 

from 36 to 18 months that was announced in January of this year.  Collectively, these 

two Mileage Plus accounting changes increased passenger revenues by $15 million this 

quarter. On a year-over-year basis, Mileage Plus accounting changes resulted in 

revenues increasing by $32 million. 

 

Mainline unit earnings for the third quarter, which is mainline revenue per 

available seat mile (RASM) minus mainline operating cost per available seat mile 

(CASM), increased 115 percent to 1.59 cents from 0.74 cents a year ago.  Mainline unit 

earnings excluding fuel and special items increased 16.4 percent to 5.05 cents from 

4.34 cents last year.  

 

Regional affiliate’s contribution to operating income, excluding special items, 

increased by $8 million or 13 percent year-over-year.  Regional affiliate’s revenue, 
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excluding special items, increased 6.0 percent or $46 million while regional affiliates 

expense increased by 5.3 percent. 

 

The company recorded a largely non-cash income tax expense in the third 

quarter of 2007 of $232 million. The effective tax rate for the quarter was 41 percent 

compared to an effective tax rate of 24 percent in the third quarter of 2006. Because of 

its Net Operating Loss carry-forwards, the company expects to pay minimal cash taxes 

for the foreseeable future. 

 

Focus on Balance Sheet Improvement Continues 

The company generated positive operating cash flow of $342 million, $211 

million or 161 percent higher than the comparable period in 2006 and ended the quarter 

with a total cash and short-term investments balance of $5.0 billion, including a 

restricted cash balance of $788 million.  

 

The company’s cash and short-term investments balance remained relatively 

unchanged from the second quarter of 2007, as its operating cash flow was used to 

fund planned non-aircraft capital investments, purchase aircraft in conjunction with 

refinancing activities, and repurchase debt on the open market. In order to refinance 

certain aircraft at a lower cost, the company purchased three aircraft that it had 

previously leased, for a total purchase price in excess of $150 million. The purchase of 

these aircraft was largely financed with the proceeds of the EETC transaction the 

company executed in the second quarter. These transactions did not result in any 

change in the company’s fleet count of 460 mainline aircraft. 

 

During the quarter the company also repurchased $76 million of debt securities 

that are classified as held-for-sale investments in the consolidated balance sheets since 
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the related debt issuances remain outstanding.  The company separately records 

interest income and interest expense on the repurchased notes; the related savings in 

financing costs from these investments are included in the total savings from debt 

repurchases noted below.  
 

   The company reduced its total on balance sheet debt during the quarter by 

$112 million. Including off balance sheet debt and deducting the debt securities the 

company repurchased during the quarter, our total debt balance declined by $210 

million versus the second quarter of 2007. On the same basis, year-to-date, the 

company has reduced total debt by $1.6 billion and expects to reduce net financing 

costs by approximately $100 million in 2008 through transactions implemented since the 

first of the year.  

 

Free cash flow, defined as operating cash flow less capital expenditures, 

increased to $60 million versus the third quarter of 2006. Excluding the impact of the 

aircraft transactions mentioned above during the quarter, free cash flow would have 

increased to more than $200 million from $38 million in the third quarter of 2006.   

 

"Our cash flow remains strong and we are using our cash wisely,” said Jake 

Brace, executive vice president and chief financial officer. "We delivered overall solid 

cost performance, impacted somewhat by increased profit sharing costs driven by our 

strong revenue performance.” 
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Revenue Growth Driven by Continued Strength in International Markets And 

Significantly Improved Domestic Performance  

Total passenger revenues, excluding special items, increased by 7.6 percent in 

the third quarter compared to the prior year.  The company’s continued focus on 

capacity discipline and revenue execution resulted in a significant improvement in 

domestic revenue performance. Mainline domestic passenger revenue per available 

seat mile (PRASM), excluding special items, increased by 9.0 percent from the third 

quarter of 2006 aided by a 4.6 percent reduction in capacity.  International markets 

continued to produce strong unit revenue growth with PRASM growth, excluding special 

items, of 10.8 percent over the same period last year despite a 3.2 percent increase in 

international capacity year-over-year.   

 

In total, mainline PRASM, excluding special items, increased by 9.7 percent on a 

0.3 percent decrease in traffic, a 1.5 percent decrease in capacity and an 8.2 percent 

increase in yield. Consolidated PRASM increased by 9.9 percent year-over-year and, 

excluding special items, increased by 8.9 percent.   

 

Total revenue, excluding special items, increased by 5.9 percent in the third 

quarter compared to the third quarter of 2006, driven by a 7.6 percent increase in 

passenger revenue and a 8.2 percent increase in cargo revenue partially offset by a 

decline in other operating revenues due entirely to the elimination of $85 million in pass-

through sales for our fuel subsidiary, UAFC.  

 

Mainline RASM increased by 8.4 percent, and mainline RASM excluding UAFC 

and special items increased by 9.7 percent from the comparable quarter in 2006 (Note 

11).  
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Comparison of 2007 Third Quarter Geographic Passenger Revenue  

Versus 2006 Third Quarter1 

Geographic Area  

3Q 2007 
Passenger  
Revenue         
(millions)  

Passenger 
Revenues 

% Increase/ 
(Decrease) 

PRASM        
% Increase/ 
(Decrease)  

 
ASM2         

% Increase/ 
(Decrease)  

        
North America  $2,532  4.0% 9.0%  (4.6)% 
Pacific  910  14.8% 9.2%  5.1% 
Atlantic  665  17.4% 12.2%  4.6% 
Latin America  118  (3.3)% 11.7%  (13.5)% 

Total Mainline  $4,225  7.9% 9.7%  (1.5)% 
        
Regional Affiliates  $819  6.0% 4.6%  1.3% 
        
Total Consolidated  $5,044  7.6% 8.9%  (1.3)% 
        
Adjusted 
Consolidated3  $5,029  6.9% 8.2%   

1Excludes special items 
2ASM (available seat miles) 
3Consolidated Passenger Revenue and PRASM adjusted for Mileage Plus effects (See Footnote 11(b)).  

 

Regional affiliate PRASM improved 5.6% and, excluding special items, improved 

4.6 percent compared to the third quarter of 2006, on a 1.3 percent increase in capacity, 

a 0.2 point decrease in load factor, and a 4.7 percent rise in yield. Stage length for 

regional affiliates was up 4.4 percent compared to the same period in 2006.  

 

"Continuing our discipline in capacity planning and allocation delivered results 

that are among the best in the industry,” said John Tague, executive vice president and 

chief revenue officer. “These results are quite encouraging against a particularly strong 

year-ago quarter, and speak to the quality of our execution.” 
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Focus on Cost Control Continues  

The company’s mainline CASM increased by 1.3 percent from the year-ago 

quarter to 11.28 cents. Excluding fuel and special items, mainline CASM increased by 

5.8 percent to 7.71 cents from the third quarter of 2006. 

 

 Third Quarter Increase 
   Mainline  Consolidated 

 2007 2006 
% 

Chg.   2007 2006 
% 

Chg. 
CASM (cents) 11.28 11.13 1.3%  11.96 11.74 1.9% 
CASM excluding fuel and special items 
(cents) 7.71 7.29 5.8%  8.19 7.74 5.8% 
 

As part of its performance agenda, the company continues to focus on 

implementing continuous improvement programs to improve the passenger experience, 

control costs, and mitigate inflationary pressures and is on-track to complete its 2007 

$400 million cost reduction program by year-end. 

 

The company has classified its various fuel hedging positions as economic 

hedges. The company recorded a net gain of $18 million on hedge contracts in the third 

quarter − a realized gain of $8 million relating to the current quarter and an unrealized 

gain of $10 million relating to contracts settling in future periods. These benefits were 

recorded in the third quarter’s mainline aircraft fuel expense.  

 

Implementation Of Continuous Improvement and Standard Work Enables Strong 

Employee Productivity 
Productivity continued to increase in the third quarter.  Employee productivity 

(available seat miles divided by employee equivalents) improved 0.9 percent for the 

quarter compared to the same period in 2006, driven by a 2.4 percent decrease in 

average full-time equivalent employees. Aircraft productivity, as measured by fleet 
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utilization, declined by 2.3 percent to an average of approximately 11 hours and 9 

minutes per day, compared to the third quarter of 2006 reflecting the company’s 

strategy of reducing domestic capacity to improve revenue performance. The company 

ranked third in DOT on-time arrival statistics for the twelve months ending August, the 

latest results available, among the six major U.S. network carriers, climbing the rankings 

by two positions since last year.  

 

“Despite a challenging summer, marked by severe air-traffic control delays, 

weather and high load factors, United outperformed our network peers in both on-time 

arrivals and fewest mishandled bags,” said Pete McDonald, executive vice president 

and chief operating officer. “Our employees did great work, focused on getting our 

customers where they need to be by improving our service.”  
 
Business Highlights 
 

• The company announced that it will offer new daily passenger and cargo service 
between Los Angeles and Frankfurt beginning December 15, 2007. This will be 
United’s eighth daily flight to Frankfurt, and the new service from Los Angeles 
means United now serves Frankfurt from all four of its international gateways, 
with service twice daily from its San Francisco and Chicago hubs and three times 
daily from its Washington, D.C. hub. 

 
• The U.S. Department of Transportation (DOT) awarded a new direct route to 

China to United Airlines, making it the first U.S. carrier to offer daily, nonstop 
service between San Francisco and Guangzhou. This brings to six the number of 
daily nonstop flights United provides to China, including daily nonstop flights to 
Beijing from San Francisco, Chicago and Washington, D.C.; and daily nonstop 
flights to Shanghai from Chicago and San Francisco.  

 
• The company will showcase the first of 97 international aircraft to be refitted with 

new premium seats, entertainment systems and other product enhancements 
with an inaugural flight shortly from Washington Dulles to Frankfurt. With this 
flight, United earns the distinction of becoming the first U.S. carrier to offer 180-
degree, lie-flat beds in business class on overseas flights. 
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"We are continuing to invest in improving the experience for our customers, on 

the ground and in the air,” said Graham Atkinson, executive vice president and chief 

customer officer. “We will shortly be introducing our customers to an industry-leading 

international premium product and will be the only U.S. carrier with a truly lie-flat seat in 

business class, with more service enhancements to be announced soon.”  
 

 

Fresh Start Reporting 

Upon emergence from its Chapter 11 reorganization in February 2006, the 

company adopted fresh-start reporting in accordance with SOP 90-7.  The company’s 

emergence resulted in a new reporting entity with no retained earnings or accumulated 

deficit as of February 1, 2006.  Accordingly, the company’s financial information shown 

for periods prior to February 1, 2006 is not comparable to consolidated financial 

statements presented on or after that date.  For further discussion on fresh-start 

reporting, please refer to the company’s 2006 Annual Report on Form 10-K as filed with 

the Securities and Exchange Commission.  

 

To offer additional information for investors, the company has identified certain 

items consisting only of major non-cash fresh-start reporting and exit-related credits and 

charges (Note 12).  While it is not practical for the company to present information for all 

items that are not comparable in the pre- and post-exit periods, the company believes 

that the items identified in Note 12 are the material non-cash fresh-start reporting and 

exit-related items and that such information is useful to investors in understanding year-

over-year performance.   These fresh-start and exit-related items were discussed in the 

company’s Form 8-K filed with the Securities and Exchange Commission on May 8, 

2006 and in the company’s 2006 10-K.   
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Outlook 

The company currently expects the following capacity for the fourth quarter of 

2007, full-year 2007 and full-year 2008: 

 
Capacity 

(Available Seat Miles) 
 

Fourth Quarter  
2007 

 

Full Year 
2007 

Full Year 
 2008 

 
North America -5.5% to -4.5% -3.5% to -2.5% -4.0% to -3.0% 

International +4.5% to +5.5% +2.5% to +3.5% +5.5% to +6.5% 

Mainline -1.5% to -0.5% -1.5% to -0.5 Flat to +1.0% 

Express +2.5% to +3.5% +3.5% to +4.5% +1.0% to +2.0% 

Consolidated -1.0% to Flat -1.0% to Flat Flat to +1.0% 
 

Including the effects of cost savings initiatives previously announced, the 

company estimates that mainline CASM, excluding fuel and special items, will increase 

by 6.0 percent to 6.5 percent for the fourth quarter versus the comparable period of 

2006. Approximately half of the year-over-year increase is driven by higher 

maintenance costs due to increased heavy maintenance volumes and rate increases in 

some of our outsourcing contracts.  Another 1 point of the increase is due to lower 

operating expenses in the fourth quarter of 2006 from two favorable insurance 

settlements. In addition, higher profit sharing expense is causing 1 point of the year-

over-year increase. 
 
The company expects 2007 full-year CASM, excluding fuel, severance and 

special items, to increase by approximately 2.5 percent.  

 

As of October 22nd, the company had hedged 18 percent of forecasted fuel 

consumption for the fourth quarter of 2007 through heating oil three-way collars with 

upside protection on a weighted average basis beginning from $2.04 per gallon and 
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capped at $2.22 per gallon.  Payment obligations on a weighted average basis begin if 

heating oil drops below $1.86 per gallon.  

 

The company expects mainline jet fuel price per gallon, including the impact of 

hedges, to average $2.50 per gallon in the fourth quarter of 2007. 

 

Note 11 to the attached Statements of Consolidated Operations provides a 

reconciliation of net income or loss reported under GAAP to net income or loss 

excluding reorganization items for all periods presented, as well as a reconciliation of 

other non-GAAP financial measures, including special items. 

 

About United 
 
United Airlines (NASDAQ: UAUA) operates more than 3,600* flights a day on United, United 
Express and Ted to more than 200 U.S. domestic and international destinations from its hubs in 
Chicago, Denver, Los Angeles, San Francisco and Washington, D.C.  With global air rights in 
the Asia-Pacific region, Europe and Latin America, United is one of the largest international 
carriers based in the United States.  United also is a founding member of Star Alliance, which 
provides connections for our customers to 855 destinations in 155 countries worldwide.  
United's 55,000 employees reside in every U.S. state and in many countries around the world.  
News releases and other information about United can be found at the company's Web site at 
united.com. 
*Based on the flight schedule between Jan. 4, 2007 and Dec. 31, 2007. 

 
Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995:  Certain 
statements included in this press release are forward-looking and thus reflect the company’s current 
expectations and beliefs with respect to certain current and future events and financial performance.  
Such forward-looking statements are and will be subject to many risks and uncertainties relating to the 
operations and business environment of the company that may cause actual results to differ materially 
from any future results expressed or implied in such forward-looking statements.  Factors that could 
significantly affect net earnings, revenues, expenses, costs, load factor and capacity include, without 
limitation, the following: the company’s ability to comply with the terms of its credit facility; the costs and 
availability of financing; the company’s ability to execute its business plan; the company’s ability to attract, 
motivate and/or retain key employees; the company’s ability to attract and retain customers; demand for 
transportation in the markets in which the company operates; general economic conditions (including 
interest rates, foreign currency exchange rates, crude oil prices and refining capacity in relevant markets); 
the effects of any hostilities or act of war or any terrorist attack; the ability of other air carriers with whom 
the company has alliances or partnerships to provide the services contemplated by the respective 
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arrangements with such carriers; the costs and availability of aircraft insurance; the costs of jet fuel; our 
ability to cost-effectively hedge against increases in the price of jet fuel; the costs associated with security 
measures and practices; labor costs; competitive pressures on pricing and on demand; capacity 
decisions of United and/or its competitors; U.S. or foreign governmental legislation, regulation and other 
actions, including the effect of open skies agreements; the ability of the company to maintain satisfactory 
labor relations and our ability to avoid any disruptions to operations due to any potential actions by our 
labor groups; weather conditions; and other risks and uncertainties set forth from time to time in UAL’s 
reports to the United States Securities and Exchange Commission. Consequently, the forward-looking 
statements should not be regarded as representations or warranties by the company that such matters 
will be realized.  The company disclaims any intent or obligation to update or revise any of the forward-
looking statements, whether in response to new information, unforeseen events, changed circumstances 
or otherwise. 

 # # # 

 


