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US Airways merged with America West on Sept. 27, 2005 to become the fifth largest
domestic airline employing 35,000 aviation professionals. US Airways, US Airways
Shuttle and US Airways Express operate approximately 3,800 flights per day and serve
more than 230 communities in the U.S., Canada, Europe, the Caribbean and Latin
America. US Airways is a member of the Star Alliance, the first global airline alliance
to offer customers worldwide reach.
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FoORWARD LOOKING STATEMENTS

Certain of the statements contained herein should be considered “forward-looking statements” within
the meaning of the Private Securities Litigation Reform Act of 1995. These forward looking statements

nu

may be identified by words such as “may,”“wil

I nu, mi 1 nu
!

expect,”“intend,”“anticipate,’“believe,”“estimate,”“plan,’
“could,”should,” “continue” and similar terms. Such statements include, but are not limited to, statements
about the outlook of US Airways Group, Inc. (the “Company”), expected fuel costs, the revenue and pric-
ing environment, expected financial performance, and the benefits of the business combination transac-
tion involving America West Holdings Corporation and US Airways Group, including future financial and
operating results, the combined companies’ plans, objectives, expectations and intentions, as well as
other statements that are not historical facts. These statements are based upon the current beliefs and
expectations of the Company’s management and are subject to significant risks and uncertainties that
could cause the Company’s actual results and financial position to differ materially from these statements.
These risks and additional factors that may affect the future results of the Company are set forth in detail
in the section entitled “Risk Factors”in the Company’s Annual Report on Form 10-K for the year ended
December 31,2005 and in the filings of the Company with the SEC, which are available at www.usairways.
com. The Company assumes no obligation to publicly update any forward-looking statement to reflect
actual results, changes in assumptions or changes in other factors affecting such estimates other than as

required by law.
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SELECTED CoNsOLIDATED FINANCIAL DATA

The selected consolidated financial data presented below under the captions “Consolidated Statements of Operations Data” and “Con-
solidated Balance Sheet Data” as of and for the years ended December 31, 2005, 2004, 2003, 2002 and 2001 are derived from the audited
consolidated financial statements of US Airways Group. The selected consolidated financial data should be read in conjunction with the
consolidated financial statements for the respective periods, the related notes and the related reports of US Airways Group’s independent

registered public accounting firms.

Year Ended December 31,

2005 2004 2003 2002 2001
(in millions except per share amounts)

Consolidated statements of operations data:
Operating revenues (a) $5,077 $2,748 $2,572 $2,337 $2,296
Operating expenses (a) 5,294 2,768 2,539 2,497 2,714
Operating income (loss) (a) (217) (20) 33 (160) (418)
Income (loss) before cumulative effect of

change in accounting principle (b) (335) (89) 57 (180) (250)
Cumulative effect of accounting change (c) 202 — — 208 —
Net income (loss) (537) (89) 57 (388) (250)
Earnings (loss) per share before cumulative

effect of change in accounting principle

Basic (10.65) (5.99) 4.03 (12.92) (17.99)

Diluted (10.65) (5.99) 3.07 (12.92) (17.99)
Cumulative effect of change in accounting principle

Basic (6.41) — — (14.97) —

Diluted (6.41) — — (14.97) —
Net income (loss) per share:

Basic (17.06) 5.99) 4,03 (27.89) (17.99)

Diluted (17.06) (5.99) 3.07 (27.89) (17.99)
Unaudited pro forma net income (loss)

(assuming change in method of accounting

was applied retroactively) (335) (142) 52 (386) (252)
Unaudited pro forma net income (loss) per share

Basic (10.65) (9.53) 3.71 (27.76) (18.12)

Diluted (10.65) 9.53) 2.87 (27.76) (18.12)
Shares used for computation:

Basic 31,488 14,861 14,252 13,911 13,889

Diluted 31,488 14,861 23,147 13,911 13,889
Consolidated balance sheet data
(at end of period):
Total assets $6,964 $1,475 $1,614 $1,439 $1,469
Long-term obligations, less current maturities (d) 2,749 640 697 713 225
Total stockholders’ equity 420 36 126 68 420
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SELECTED CONSOLIDATED FINANCIAL DATA (contn)

(a) Certain prior year amounts have been reclassified to conform

with the 2005 presentation. These reclassifications include reclassing:
fuel hedging activities from nonoperating to operating expenses,
fuel-related tax expenses from other expenses to aircraft fuel and
related taxes expense and the sale of frequent flier miles and related
marketing services to affinity partners from other operating expense
to mainline passenger and other revenue. The portion of the affin-

ity partner revenue related to passenger ticket sales is classified as
mainline passenger revenue and the marketing portion of the affinity
partner revenue is classified as other revenue.

The Company reclassified amounts related to settled fuel hedge trans-
actions and mark-to-market adjustments on open hedge instruments
from nonoperating income (expense) to operating. The amounts for
the years ended December 31, 2005, 2004 and 2003 reduced operating
expenses by $75 million, $24 million and $11 million, respectively. For
the years ended December 31, 2002 and 2001, the amounts increased
operating expenses by $1 million and $7 million, respectively.

The sale of frequent flier miles and related marketing services to af-
finity partners were reclassed from operating expenses to operating
revenues. The amounts for the years ended December 31, 2005, 2004,
2003, 2002 and 2001 were $20 million, $38 million, $32 million, $29
million and $24 million.

AWA Express expenses were reclassed from operating revenues to op-
erating expenses. See also Part II, Item 8A, Note 5 “Change in Method
of Reporting for America West Express Results and Other Reclassifica-
tions”in the Form 10-K included in this Annual Report.

The 2005 results include $121 million of special charges, including $13
million of merger related transition expenses, a $27 million loss on
the sale and leaseback of six 737-300 aircraft and two 757 aircraft, $7
million of power by the hour program penalties associated with the
return of certain leased aircraft and a $50 million charge related to an
amended Airbus purchase agreement, along with the write off of $7
million in capitalized interest. The Airbus restructuring fee was paid by
means of set-off against existing equipment purchase deposits held
by Airbus.

AWA's 2004 results include a $16 million net credit associated with

the termination of the rate per engine hour agreement with General
Electric Engine Services for overhaul maintenance services on V2500-
A1 engines. This credit was partially offset by $2 million of net charges
related to the return of certain Boeing 737-200 aircraft, which includes
termination payments of $2 million, the write-down of leasehold im-
provements and deferred rent of $3 million, offset by the net reversal
of maintenance reserves of $3 million related to the returned aircraft.

AWA's 2003 results include $16 million of changes resulting from the
elimination of AWA's hub operations in Columbus, Ohio ($11 million),
the reduction-in-force of certain management, professional and
administrative employees ($2 million) and the impairment of certain
owned Boeing 737-200 aircraft that have been grounded ($3 million),
offset by a $1 million reduction due to a revision of the estimated
costs related to the early termination of certain aircraft leases and a $1
million reduction related to the revision of estimated costs associated
with the sale and leaseback of certain aircraft.

The 2002 period includes $19 million of charges primarily related to
the restructuring completed on January 18, 2002, resulting from the
events of September 11, 2001.

The 2001 period includes $142 million of special charges related to the
impairment of reorganization value in excess of amounts allocable to
identifiable assets (“ERV”) and owned aircraft and engines, as well as
the earlier-than-planned return of seven leased aircraft and severance
expenses following a reduction-in-force in 2001. See Note 7, “Special
Charges”in US Airways Group’s notes to consolidated financial state-
ments included in Item 8A of this report.

(b) Nonoperating income (expense) in the 2005 period includes an

$8 million charge related to the write-off of the unamortized value

of the ATSB warrants upon their repurchase in October 2005 and an
aggregate $2 million write-off of debt issue costs associated with

the exchange of the 7.25% Senior Exchangeable Notes due 2023 and
retirement of a portion of the loan formerly guaranteed by the ATSB.

In the fourth quarter 2005 period, US Airways recorded $4 million of
derivative gain attributable to stock options in Sabre, and warrants in a
number of e-commerce companies.

The 2004 period includes a $1 million gain at AWA on the disposition
of property and equipment due principally to the sale of one Boeing

737-200 aircraft and a $1 million charge for the write-off of debt issue
costs in connection with the refinancing of the term loan.

The 2003 period includes federal government assistance of $81 million
recognized as nonoperating income under the Emergency Wartime
Supplemental Appropriations Act and $9 million and $108 million rec-
ognized in 2002 and 2001, respectively, as nonoperating income under
the Air Transportation Safety and System Stabilization Act.

(c) The 2005 period includes a $202 million adjustment which repre-
sents the cumulative effect on retained earnings of the adoption of the
direct expense method for accounting for major scheduled airframe,
engine and certain component overhaul costs as of January 1, 2005.
(See Part Il, Item 8A, Note 4 “Change in Accounting Policy for Mainte-
nance Costs”in the Form 10-K included in this Annual Report).

The 2002 period includes a $208 million adjustment which represents
the cumulative effect on retained earnings of the adoption of SFAS
No. 142, “Goodwill and other Intangible Assets” which was issued by
the FASB in June 2001. SFAS No. 142 primarily addresses the account-
ing for goodwill and intangible assets subsequent to their acquisition.
Under SFAS No. 142, ERV is reported as goodwill and accounted for

in the same manner as goodwill. SFAS No. 142 was effective for fiscal
years beginning after December 15, 2001.

(d) Includes debt, capital leases and postretirement benefits other
than pensions (noncurrent).
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HoNORING THE PAsST
PREPARING FOR THE FUTURE

CHAIRMAN’S MESSAGE TO SHAREHOLDERS

2005 was quite a year for US Airways and America West Airlines. We began the year as two separate air-
lines struggling through a very difficult airline environment and ended the year as one merged airline
with dramatically improved financial strength and a bright outlook for our future. Although there were
other exciting achievements for America West in 2005 - such as the return to Hawaii in December - clear-

ly the merger was the highlight for all of our constituents this past year.

We have long believed there was a need for industry consolidation and knew America West needed to
play a role in that process. America West’s strengths included our strong networks in Phoenix and Las
Vegas, and a cost structure that provided the foundation of our competitive advantage. But as more
legacy competitors restructured their costs, we became concerned that our strategic advantage was not

sustainable for the long-term.

Enter US Airways: A carrier with an impressive east coast presence and strong network but with some of
the highest costs in our industry. After going through two reorganizations in three years, the hard work
and sacrifices of US Airways’ employees and other stakeholders had resulted in a competitive cost struc-
ture. With significantly reduced labor cost savings, decreased overhead, increased aircraft efficiency and a

rationalized fleet, US Airways made a terrific potential merger partner.
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As we realized that a merger between our two air-
lines could produce $600 million in synergies and
create the nation’s fifth largest airline, others also
began to see the potential. With new equity of $867
million from a strong slate of investors, and another
$830 million in partner and other support, we closed
our merger with US Airways in late September. By
the end of October, we had over $2.5 billion in total

cash (including restricted and unrestricted).

Once closed, the real work of any merger begins

and this one has proven no different. However, with
established integration teams for every major func-
tion, and an executive steering committee oversee-
ing the process, we are making great progress thus

far.

From our customers’ perspective, we are in the process of combining our frequent flyer programs and Web
sites, and plan to migrate to one platform in May 2006. Through the merger, customers will also have access
to the premier global airline alliance, Star, and we've improved our network of airport clubs. Customers

now enjoy fantastic benefits from two US Airways credit cards, one issued through Juniper Bank, a member
of the Barclays Group, and the other through Bank of America. We've consolidated ticketing policies and
procedures, and facilities have been combined in all but eight airports. Perhaps most importantly, we've
allocated capital expenditures in key markets that require additional infrastructure to provide the kind of

service our employees want to give, and that our customers deserve to experience when they fly with us.
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Recognizing culture integration is one of the hardest parts of any merger; we're working hard to build
an environment of open, two-way communication. We've reached transition agreements with three of
our labor groups (pilots, flight attendants and customer service representatives), and continue to make
progress with the other groups. Former furloughed US Airways employees are being offered opportuni-
ties to come back to work as openings provide, and we are planning to bring back 55 pilots as we add
new international flying this summer from our Philadelphia hub to Lisbon, Portugal; Milan, Italy; and,
Stockholm, Sweden. Additionally, we plan to recall approximately 400 flight attendants for the June
schedule. Lastly, we reached an agreement with our pilots and flight attendants that helped facilitate a
recent amendment to our Embraer 190 regional jet order. Featuring two classes of service, its comforts
and amenities are popular with customers, and mainline pilots and flight attendants will operate those

aircraft.

With improved tools to do their jobs, our employees have done a fantastic job of providing reliable, on-
time service for our customers. For the fourth quarter 2005, the new US Airways (America West and US
Airways combined) placed number one amongst major airlines in on-time arrivals as measured by the
Department of Transportation. In fact, we've paid employee bonuses in every month since the merger
closed through an incentive program that measures our on-time performance against other airlines,

paying $50 to every eligible employee when we place among the top three.

With our integration well underway, we have also enjoyed significant revenue per available seat mile
(RASM) improvements. The industry has finally begun to right-size itself as a result of decreased capac-
ity, especially on the east coast. The RASM upturn at the new US Airways is being achieved, in part,
because of the revenue synergies that have come about from code-share benefits, an improved fre-
quent flyer program and rationalized route network. For the fourth quarter of 2005, both America West
and US Airways produced some of the highest RASM improvements in the industry. We believe this

trend has continued for the first two months of 2006.

6

US Airways Group, Inc.



i\
U-S l
&

\

\

[

We're pleased to report that shareholders of the former America West did well in 2005 also.
Shareholders of America West, who converted their shares into new US Airways stock, realized an
industry-leading 132 percent return in 2005. Those shareholders who purchased the stock of the new
US Airways on the date of our merger in late September realized a 92 percent return in just over three

months.

Next steps include maintaining our focus on integrating two cultures so that uncertainties for our
employees are diminished; migrating towards a single reservations systems and frequent flyer pro-
gram so that our customers fully enjoy the benefits of this new combined airline; and lastly, combining
our two operating certificates onto one sole operating certificate, which we anticipate will occur in
2007. Central to all of this is that we must maintain our low cost discipline - something all US Airways
employees are conscious of and that is reflected in the ticker symbol we selected for the new US

Airways: “LCC" for low cost carrier.

Completing the merger between America West and US Airways was only the beginning, and we fully
recognize that the important part is the execution of the integration. But from 30,000 feet to ground
level, the integration is on track. Customers have access to a much wider network and employees from
both airlines have greater job stability and bright futures ahead of them. While we have much work yet
to do, we are extremely pleased with our progress thus far, and we look forward to seeing you on board

the new US Airways.

\o-ﬁ

W. Douglas Parker
Chairman, President and Chief Executive Officer
US Airways Group, Inc.
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This combined Annual Report on Form 10-K is filed by US Airways Group, Inc. (“US Airways
Group”) and its direct and indirect wholly owned subsidiaries US Airways, Inc. (“US Airways”) and
America West Airlines, Inc. (“AWA”). AWA is a wholly owned subsidiary of America West Holdings
Corporation (“America West Holdings™), which is a wholly owned subsidiary of US Airways Group.

References in this Form 10-K to “we,” “us,” “our” and the “Company” refer to US Airways Group and
its consolidated subsidiaries.

Note Concerning Forward-Looking Statements

Certain of the statements contained in this report should be considered “forward-looking statements”
within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking
statements may be identified by words such as “may,” “will,” “expect,” “intend,” “anticipate,” “believe,”
“estimate,” “plan,” “project,” “could,” “should,” and “continue” and similar terms used in connection
with statements regarding the Company’s outlook, expected fuel costs, the revenue environment, and the
Company’s expected financial performance. These statements include, but are not limited to, statements
about the benefits of the business combination transaction involving America West Holdings and
US Airways Group, including future financial and operating results, the Company’s plans, objectives,
expectations and intentions and other statements that are not historical facts. These statements are based
upon the current beliefs and expectations of management and are subject to significant risks and
uncertainties that could cause the Company’s actual results and financial position to differ materially from
these statements. These risks and uncertainties include, but are not limited to, those described below under
Item 1A. “Risk Factors™ and the following:

EEINTS

« the impact of significant disruptions in the supply of aircraft fuel and historically high fuel prices;
« our high level of fixed obligations;

* our ability to integrate the management, operations and labor groups of US Airways Group and
America West Holdings;

« our ability to achieve the synergies anticipated as a result of the merger and to achieve those
synergies in a timely manner;

* the impact of continued significant operating losses;

* labor costs and relations with unionized employees generally and the impact and outcome of labor
negotiations;

 changes in prevailing interest rates;

« reliance on automated systems and the impact of any failure of these systems;

* our ability to obtain and maintain normal terms with vendors and service providers;
* security-related and insurance costs;

* the impact of global instability including the continuing impact of the military presence in Iraq and
Afghanistan and the terrorist attacks of September 11, 2001 and the potential impact of future
hostilities, terrorist attacks, infectious disease outbreaks or other global events;

 changes in government legislation and regulation;
* our ability to use pre-merger NOLs and certain other tax attributes;

» competitive practices in the industry, including significant fare restructuring activities, capacity
reductions and in court or out of court restructuring by major airlines;

* continued existence of prepetition liabilities;
» weather conditions;

* our ability to obtain and maintain any necessary financing for operations and other purposes;
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* our ability to maintain adequate liquidity;
* our ability to maintain contracts that are critical to our operations;

* our ability to operate pursuant to the terms of our financing facilities (particularly the financial
covenants);

* our ability to attract and retain customers;

« the cyclical nature of the airline industry;

* our ability to attract and retain qualified personnel;
e economic conditions; and

« other risks and uncertainties listed from time to time in our reports to the Securities and Exchange
Commission.

All of the forward-looking statements are qualified in their entirety by reference to the factors
discussed below under Item 1A. “Risk Factors.” There may be other factors not identified above of which
we are not currently aware that may affect matters discussed in the forward-looking statements and may
also cause actual results to differ materially from those discussed. We assume no obligation to publicly
update any forward-looking statement to reflect actual results, changes in assumptions or changes in other
factors affecting these estimates other than as required by law. Any forward-looking statements speak only
as of the date of this Form 10-K.
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PART I

Item 1. Business
Overview

US Airways Group, a Delaware corporation, is a holding company formed in 1982 and whose origins
trace back to the formation of All American Aviation in 1939. US Airways Group’s principal executive
offices are located at 111 West Rio Salado Parkway, Tempe, Arizona 85281. US Airways Group’s
telephone number is (480) 693-0800, and its internet address is www.usairways.com.

On September 12, 2004, US Airways Group and its domestic subsidiaries US Airways, Piedmont
Airlines, Inc. (“Piedmont”), PSA Airlines, Inc. (“PSA”) and Material Services Company, Inc., which at
the time accounted for substantially all of the operations of US Airways Group, filed voluntary petitions
for relief under Chapter 11 of the United States Bankruptcy Code (the “Bankruptcy Code”) in the United
States Bankruptcy Court for the Eastern District of Virginia, Alexandria Division (the “Bankruptcy
Court”). On May 19, 2005, US Airways Group signed a merger agreement with America West Holdings,
pursuant to which America West Holdings agreed to merge with a wholly owned subsidiary of US Airways
Group. Following the merger, America West Holdings continued as a wholly owned subsidiary of
US Airways Group.

The plan of reorganization of US Airways Group and its domestic subsidiaries was confirmed by the
Bankruptcy Court on September 16, 2005, and the plan of reorganization and the merger became effective
on September 27, 2005. Critical to US Airways Group’s emergence from bankruptcy and the merger with
America West Holdings was additional financing and liquidity to fund operations. The financing and
liquidity was provided through a combination of new equity investments, new and restructured debt
instruments and agreements with significant stakeholders. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” for a full description of the equity and debt instruments.

US Airways Group’s primary business activity prior to the merger was the operation of a major
network air carrier through its ownership of the common stock of US Airways, Piedmont, PSA, Material
Services Company and Airways Assurance Limited. US Airways, along with a network of US Airways
Group’s regional airline subsidiaries, affiliated carriers and its MidAtlantic division flying as US Airways
Express, was a hub-and-spoke carrier with a substantial presence in the eastern United States and with
service to Canada, the Caribbean, Latin America and Europe. US Airways had approximately 42 million
passengers boarding its planes in 2005 and, prior to the merger, was the seventh largest U.S. air carrier
based on available seat miles (“ASMs”) and revenue passenger miles (“RPMs”). As of December 31,
2005, US Airways operated 232 jet aircraft and 18 regional jet aircraft. During 2005, US Airways provided
regularly scheduled service or seasonal service at 91 airports in the continental United States, Canada, the
Caribbean, Latin America and Europe. As of December 31, 2005, the US Airways Express network served
130 airports in the United States, Canada and the Bahamas, including approximately 39 airports also
served by US Airways. During 2005, US Airways Express air carriers had approximately 18.7 million
passengers boarding their planes, including 1.9 million passengers on US Airways’ MidAtlantic division.
For the years ended December 31, 2005, 2004 and 2003, passenger revenues accounted for approximately
90%, 90% and 91%, respectively, of US Airways’ operating revenues. Cargo revenues and other sources
accounted for 10%, 10% and 9% of US Airways’ operating revenues in 2005, 2004 and 2003, respectively.

America West Holdings, a Delaware corporation formed in 1996, is a holding company that owns all
of the stock of AWA, a Delaware corporation formed in 1981. AWA accounted for most of America West
Holdings’ revenues and expenses prior to the merger in September 2005. Prior to the merger and based on
2005 ASMs and RPMs, AWA was the eighth largest passenger airline and the second largest low-cost
carrier in the United States. AWA was the largest low-cost carrier operating a hub-and-spoke network
before the merger, with hubs in Phoenix, Arizona and Las Vegas, Nevada. As of December 31, 2005,
AWA operated a fleet of 141 aircraft and served 64 destinations in North America, including eight in
Mexico, two in Hawaii, four in Canada and one in Costa Rica. For the year ended December 31, 2005,
AWA had approximately 22 million passengers boarding its planes and generated mainline revenues of

1



approximately $2.5 billion. Passenger revenues accounted for approximately 93% of AWA’s operating
revenues in each of the three years ended December 31, 2005, 2004 and 2003. Cargo revenues and other
sources accounted for 7% of AWA'’s operating revenues in 2005, 2004 and 2003.

Following the merger, US Airways Group began moving toward operating under the single brand
name of “US Airways” through its two principal subsidiaries: US Airways and AWA. US Airways Group
expects to integrate the two principal subsidiaries into one operation over the first 24 months following the
merger. As a result of the merger, US Airways Group, through its two principal operating subsidiaries,
operates the fifth largest airline in the United States as measured by domestic RPMs and ASMs. For the
years ended December 31, 2005, 2004 and 2003, passenger revenues accounted for approximately 92%,
93% and 93%, respectively, of US Airways Group’s operating revenues. Cargo revenues and other sources
accounted for 8%, 7% and 7% of US Airways Group’s operating revenues in 2005, 2004 and 2003,
respectively. The Company has primary hubs in Charlotte, Philadelphia and Phoenix and secondary
hubs/focus cities in Pittsburgh, Las Vegas, New York, Washington, D.C. and Boston. The Company is a
low-cost carrier offering scheduled passenger service on approximately 3,700 flights daily to 233 cities in
the U.S., Canada, the Caribbean, Latin America and Europe, making it the only low-cost carrier with a
significant international route presence. The Company is also the only low-cost carrier with an established
East Coast route network, including the US Airways Shuttle service, with substantial presence at capacity
constrained airports including New York’s LaGuardia Airport (“LaGuardia”) and the Washington, D.C.
area’s Ronald Reagan Washington National Airport (‘“Reagan National”). Starting in December 2005, we
expanded our route network to include Hawaii. As of December 31, 2005, US Airways Group’s two
principal subsidiaries operate 373 mainline jets and are supported by its regional airline subsidiaries and
affiliates operating as US Airways Express, which operate approximately 255 regional jets, of which 80
have 70 or more seats, and approximately 107 turboprops.

The Company’s results are seasonal. Operating results are typically highest in the second and third
quarters due to greater demand for air and leisure travel during the summer months and US Airways’ and
AWA'’s combination of business traffic and North-South leisure traffic in the eastern and western United
States during those periods.

Material Services Company and Airways Assurance Limited operate in support of US Airways
Group’s airline subsidiaries in areas such as the procurement of aviation fuel and insurance.

You may read and copy any materials US Airways Group, AWA or US Airways files with the
Securities and Exchange Commission (“SEC”) at the SEC’s Public Reference Room at 100 F Street,
NE, Washington, DC 20549. You may obtain information on the operation of the Public Reference Room
by calling the SEC at 1-800-SEC-0330. A copy of this Annual Report on Form 10-K, as well as other
Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
amendments to those reports are accessible free of charge at www.usairways.com and at the SEC’s website
at www.sec.gov as soon as reasonably possible after the report is filed with or furnished to the SEC.

Airline Industry

In 2005, passenger travel finally regained the levels seen before the terrorist attacks of September 11,
2001. Despite strong passenger demand, and significant efforts by carriers to contain costs, the industry
remained largely mired with excess capacity, high fuel prices, fierce competition, and high costs. No
carriers were immune to these pressures with the traditional low cost carriers posting virtually no operating
profits and in many cases, outright losses. Two traditional legacy carriers — Delta Air Lines and Northwest
Airlines — were forced into bankruptcy despite having earlier achieved significant cost reductions from
their employees. Strong competition and the large spike in fuel costs in light of the damage caused by the
Gulf Coast hurricanes have particularly impacted smaller carriers, and led to Independence Air’s complete
shut down in January 2006.

A number of structural changes in the industry are taking shape. While all carriers are focusing on
lowering costs and increasing revenues, traditional legacy carriers and some newer carriers are reducing
domestic capacity and redeploying aircraft in international markets. A significant number of new
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international services has been started and/or announced by U.S. carriers. New international capacity is
being added in transoceanic markets, as well as to points in Latin America and the Caribbean.

Regional jets continue to play a large and growing role within the U.S. airline industry. The more
recent trend, however, is toward larger 70- and 90-plus seat regional jets rather than the 50-seat and
smaller jets that had dominated the marketplace in prior years. As carriers use the bankruptcy laws to
restructure and reduce their mainline fleets, replacement aircraft frequently are larger regional aircraft.

Fares remained at or near historically low levels, although the rising cost of fuel did lead to increased
fares toward the latter part of 2005. Whether demand can remain at historically high levels in the face of
rising fares is unclear, but as domestic capacity continues to rationalize through fleet reductions and the
redeployment of aircraft to international markets, the likelihood of further fare restructurings such as Delta
Air Lines’ Simplifare program, a pricing scheme introduced in January 2005 that generally lowered fares
significantly and reduced restrictions on discount fares, seems to be diminishing.

Finally, the differences between low-cost carriers and traditional legacy carriers is blurring. Traditional
carriers are restructuring with lower cost structures, greater labor flexibility, and new and innovative
products and thinking much like low-cost carriers, while still maintaining vast route networks, alliances,
and generous frequent flyer benefits. Low-cost carriers are adding amenities to their offerings, including
state-of-the-art inflight entertainment, co-branded credit cards, international service and more generous
frequent flyer programs that were traditionally the exclusive province of the legacy carriers.

Airline Operations

Prior to the merger, AWA operated its route system through a hub-and-spoke network centered in its
Phoenix and Las Vegas hubs. US Airways’ major connecting hubs prior to the merger were at airports in
Charlotte and Philadelphia. US Airways also had substantial operations at Logan International Airport
(“Logan Airport”), LaGuardia, Pittsburgh International Airport, and Reagan National. Following the
merger, the combined company has primary hubs in Charlotte, Philadelphia and Phoenix and secondary
hubs/focus cities in Pittsburgh, Las Vegas, New York, Washington, D.C. and Boston. In 2005, both AWA
and US Airways made significant strides in right-sizing their respective fleets for the overall benefit of the
combined airline. Despite the return of 55 aircraft in 2005, both carriers were able to increase service in
certain markets. In 2005, AWA launched Phoenix-Honolulu and Phoenix-Maui service with extended
over-water equipped Boeing 757 Aircraft. Additional Hawaii service is planned from Phoenix and Las
Vegas in 2006. AWA also started new service from Phoenix to Oklahoma City. The largest service
expansion by AWA was from Las Vegas, where service to seven new markets was started in 2005.

US Airways added new seasonal transatlantic service to Barcelona and Venice in May 2005, and
revamped its Philadelphia hub operations to improve connectivity. US Airways also added 15 70-seat
regional jets to its operation. After the merger, the combined airline began redeploying certain regional jet
capacity from the western United States to Charlotte to take advantage of market opportunities. For 2006,
further fleet efficiencies are being realized and implemented. In February 2006, US Airways announced
new service from Philadelphia to Stockholm, Sweden, Milan, Italy and Lisbon, Portugal. These services
were made possible by the acquisition of additional Boeing 757 aircraft.

Express Operations
US Airways Express Network

Certain air carriers have code share arrangements with US Airways to operate under the trade name
“US Airways Express.” Typically, under a code share arrangement, one air carrier places its designator
code and sells tickets on the flights of another air carrier, which is referred to generically as its code share
partner. US Airways Express carriers are an integral component of US Airways Group’s operating network.
US Airways relies heavily on feeder traffic from its US Airways Express partners, who carry passengers
from low-density markets that are uneconomical for US Airways to serve with large jets to US Airways’
hubs. As of December 2005, the US Airways Express network served 130 airports in the continental
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United States, Canada and the Bahamas, including 39 airports also served by US Airways. During 2005,
US Airways Express air carriers enplaned approximately 18.7 million passengers, approximately 53% of
whom connected to US Airways Group’s flights. Of these 18.7 million passengers, approximately

7.6 million were enplaned by US Airways Group’s wholly owned regional airlines, approximately

1.9 million were enplaned by US Airways’ MidAtlantic division, approximately 8.0 million were enplaned
by third-party carriers operating under capacity purchase agreements and approximately 1.2 million were
enplaned by carriers operating under prorate agreements, as described below. In addition, US Airways
Express operators offer complementary service in existing US Airways markets by operating flights during
off-peak periods between US Airways flights.

The US Airways Express code share arrangements are either in the form of capacity purchase or
prorate agreements. The capacity purchase agreements provide that all revenues, including passenger, mail
and freight revenues, go to US Airways. In return, US Airways agrees to pay predetermined fees to these
airlines for operating an agreed upon number of aircraft, without regard to the number of passengers on
board. In addition, these agreements provide that certain variable costs, such as fuel and airport landing
fees, will be reimbursed 100% by US Airways. US Airways controls marketing, scheduling, ticketing,
pricing and seat inventories. Under the prorate agreements, the prorate carriers pay certain service fees to
US Airways and receive a prorated share of ticket revenue paid for connecting customers. US Airways is
responsible for pricing and marketing of connecting services to and from the prorate carrier. The prorate
carrier is responsible for pricing and marketing the local, point to point markets, and is responsible for all
costs incurred operating the aircraft. All US Airways Express carriers use US Airways’ reservation
systems, and have logos, service marks, aircraft paint schemes and uniforms similar to those of
US Airways.

The following table sets forth US Airways Express code share agreements and the number and type
of aircraft operated under those agreements at December 31, 2005.

Number/Type
Carrier Agreement Type _of Aircraft
PSA (L) oo Capacity Purchase 49 regional jets
Piedmont(1) ... Capacity Purchase 59 turboprops
Chautauqua Airlines, Inc. (“Chautauqua™) .................. Capacity Purchase 30 regional jets
11 T Capacity Purchase 24 regional jets
Air Wisconsin Airlines Corporation (“Air Wisconsin”) ........ Capacity Purchase 60 regional jets
Republic Airways (“Republic”) ....... ... ... o it Capacity Purchase 10 regional jets
Colgan Airlines, Inc. ........ ... .. .. ... i Prorate 28 turboprops
Air Midwest, Inc. ... ... . Prorate 14 turboprops
Trans States Airlines, Inc. (“Trans States”).................. Prorate 8 regional jets(2)

(1) PSA and Piedmont are wholly-owned subsidiaries of US Airways Group.

(2) Prior to September 2005, Trans States operated up to eight turboprops under a prorate agreement and
13 regional jets under a capacity purchase agreement. In September 2005, Trans States began
operating under a prorate agreement and operated eight regional jets as US Airways Express as of
December 31, 2005.

In April 2004, MidAtlantic, US Airways’ regional jet division, began operating as part of the
US Airways Express network. As of December 31, 2005, MidAtlantic operated 18 Embraer ERJ-170
regional jets with 72 seats. MidAtlantic served approximately 1.9 million passengers in 2005. On June 23,
2005, US Airways exercised its option under its agreement with Republic and Wexford Capital LLC to
sell certain assets used by MidAtlantic, including the regional jets, a flight simulator and certain commuter
slots at Reagan National and LaGuardia. Under the terms of the agreement, Republic purchased ten
regional jets owned by US Airways and leased the ten purchased aircraft back to US Airways subject to
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their future transfer to Republic. Republic also assumed the leases of 15 additional regional jets. Republic
entered into a regional jet service agreement that continues the operation of the aircraft as a US Airways
Express carrier under a ten-year capacity purchase agreement. In addition to the aircraft, Republic
purchased commuter slots at Reagan National and LaGuardia and leases the slots back to US Airways.

America West Express

AWA has a regional airline code share agreement with Mesa. Mesa, operating regional jets and large
turboprop aircraft as America West Express, provides regional feeder service to and from Phoenix and Las
Vegas to destinations in the western United States, Canada and northern Mexico. AWA collects the
revenue and income generated from the services provided by Mesa and, in return, (1) reimburses Mesa for
actual non-controllable costs and costs and expenses incurred at stations maintained and operated by Mesa,
(2) pays Mesa for actual controllable non-maintenance costs, subject to a cap, and controllable
maintenance costs at fixed rates, and (3) shares with Mesa a percentage of the revenue allocated to the
flight segments flown by Mesa. Through this arrangement with Mesa, AWA offered America West
Express service to an additional 30 destinations as of December 31, 2005. As of December 31, 2005, the
America West Express fleet included 62 aircraft comprised of 38 86-seat CRJ 900s, 18 50-seat CRJ 200s
and six 37-seat Dash 8 turboprop aircraft.

Marketing and Alliance Agreements with Other Airlines

AWA and US Airways maintain alliance agreements with each other and with several leading
domestic and international carriers to give customers a greater choice of destinations. Airline alliance
agreements provide an array of benefits that vary by partner. By code sharing, each airline is able to offer
additional destinations to its customers under its flight designator code without materially increasing
operating expenses and capital expenditures. Frequent flyer arrangements provide members with extended
networks for earning and redeeming miles on partner carriers. The Company’s club members also have
access to certain partner carriers’ airport lounges.

AWA

AWA has a variety of code share agreements with different carriers. Among international carriers,
AWA has code share relations with ALIA/Royal Jordanian, British Airways, EVA Airways and Virgin
Atlantic Airways. The code shares primarily funnel international traffic onto AWA’s domestic flights. The
agreement with British Airways terminated last year, and a complete end of AWA’s relationship with
British Airways is scheduled for 2006. AWA also has a code share agreement to feed Northwest Airlines
flights to Asia with Phoenix and Las Vegas passengers. This relationship also is scheduled to end in 2006.

Domestically, AWA code shares with Hawaiian Airlines on intra-Hawaii flights and with Big Sky
Airlines to smaller markets in Idaho, Montana, and Washington.

AWA and US Airways entered into a broad systemwide code share agreement that started soon after
the merger. This agreement permits passengers to travel throughout the combined route networks of both
carriers. The code share is fully implemented except in a few international markets.

US Airways

US Airways has entered into a number of bilateral and multilateral alliances with other airlines. In
May 2004, US Airways joined the Star Alliance, the world’s largest airline alliance, with 16 member
airlines serving approximately 790 destinations in 138 countries. Membership in the Star Alliance further
enhances the value of US Airways’ domestic and international route network by allowing customers wide
access to the global marketplace. Expanded benefits for customers include network expansion through code
share service, Dividend Miles benefits, airport lounge access, convenient single-ticket pricing, one-stop
check-in and coordinated baggage handling. US Airways also has bilateral marketing/code sharing
agreements with Lufthansa, Spanair, bmi and other Star Alliance carriers, as well as several smaller
regional carriers in the Caribbean that operate collectively as the “GoCaribbean” network.
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In addition, US Airways has comprehensive marketing agreements with United Airlines, a member of
the Star Alliance, which began in July 2002. United, as well as its parent company, UAL Corporation, and
certain of its affiliates, filed for protection under Chapter 11 of the Bankruptcy Code on December 9, 2002
and emerged on February 1, 2006. United assumed these marketing agreements in its bankruptcy
proceedings. On March 3, 2006, US Airways filed a motion with the Bankruptcy Court to assume its
agreements with United; however, the Company is continuing to negotiate with United concerning
revisions to the existing agreements. In the event the Company is unable to reach agreement with United,
the Company’s codeshare relationship with United and membership in Star Alliance could be terminated.

Competition in the Airline Industry

Most of the markets in which the Company operates are highly competitive. Price competition occurs
on a market-by-market basis through price discounts, changes in pricing structures, fare matching, target
promotions and frequent flyer initiatives. Airlines typically use discount fares and other promotions to
stimulate traffic during normally slack travel periods to generate cash flow and to maximize revenue per
ASM. Discount and promotional fares are often non-refundable and may be subject to various restrictions
such as minimum stay requirements, advance ticketing, limited seating and change fees. The Company has
often elected to match discount or promotional fares initiated by other air carriers in certain markets in
order to compete in those markets. Most airlines will quickly match price reductions in a particular
market. The Company’s ability to compete on the basis of price is limited by its fixed costs and depends
on its ability to maintain its operating costs.

The Company also competes on the basis of scheduling (frequency and flight times), availability of
nonstop flights, on-time performance, type of equipment, cabin configuration, amenities provided to
passengers, frequent flyer programs, the automation of travel agent reservation systems, on-board products,
markets served and other services. The Company competes with both major full service airlines and low-
cost airlines throughout its network of hubs and focus cities.

The Company believes the growth of low-fare low-cost competition will continue. Recent years have
seen the entrance and growth of low-fare low-cost competitors in many of the markets in which the
Company operates. These competitors include Southwest Airlines Co., which has steadily increased East
Coast operations, AirTran Airways, Inc. and JetBlue Airways. Some of these low cost carriers have lower
operating cost structures than the Company.

In addition, with its significant activity in the eastern United States, US Airways’ average trip
distance, or stage length, is shorter than those of other major airlines. This makes US Airways more
susceptible than other major airlines to competition from surface transportation such as automobiles and
trains.

Industry Regulation and Airport Access

The Company’s airline subsidiaries operate under certificates of public convenience and necessity or
certificates of commuter authority, both of which are issued by the Department of Transportation (the
“DOT”). These certificates may be altered, amended, modified or suspended by the DOT if the public
convenience and necessity so require, or may be revoked for failure to comply with the terms and
conditions of the certificates. US Airways and AWA currently operate under separate certificates, and are
in the process of obtaining DOT approval to combine the certificates. Approval is expected within two
years of the effective date of the merger.

Airlines are also regulated by the U.S. Federal Aviation Administration (the “FAA”), primarily in
the areas of flight operations, maintenance, ground facilities and other operational and safety areas.
Pursuant to these regulations, the Company’s airline subsidiaries have FAA-approved maintenance
programs for each type of aircraft they operate. The programs provide for the ongoing maintenance of such
aircraft, ranging from periodic routine inspections to major overhauls. From time to time, the FAA issues
airworthiness directives and other regulations affecting the Company’s airline subsidiaries or one or more
of the aircraft types they operate. In recent years, for example, the FAA has issued or proposed mandates
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relating to, among other things, enhanced ground proximity warning systems, fuselage pressure bulkhead
reinforcement, fuselage lap joint inspection rework, increased inspections and maintenance procedures to
be conducted on certain aircraft, increased cockpit security, fuel tank flammability reductions and domestic
reduced vertical separation. Regulations of this sort tend to enhance safety and increase operating costs.

The DOT allows local airport authorities to implement procedures designed to abate special noise
problems, provided such procedures do not unreasonably interfere with interstate or foreign commerce or
the national transportation system. Certain locales, including Boston, Washington, D.C., Chicago,

San Diego and San Francisco, among others, have established airport restrictions to limit noise, including
restrictions on aircraft types to be used and limits on the number of hourly or daily operations or the time
of these operations. In some instances these restrictions have caused curtailments in services or increases
in operating costs, and these restrictions could limit the ability of the Company’s airline subsidiaries to
expand their operations at the affected airports. Authorities at other airports may consider adopting similar
noise regulations.

The airline industry is also subject to increasingly stringent federal, state and local laws aimed at
protecting the environment. Future regulatory developments and actions could affect operations and
increase operating costs for the airline industry, including the Company’s airline subsidiaries.

The Company’s airline subsidiaries are obligated to collect a federal excise tax, commonly referred to
as the “ticket tax,” on domestic and international air transportation. The Company’s airline subsidiaries
collect the ticket tax, along with certain other U.S. and foreign taxes and user fees on air transportation,
and pass along the collected amounts to the appropriate governmental agencies. Although these taxes are
not operating expenses of the Company, they represent an additional cost to our customers.

The Aviation and Transportation Security Act (the “Aviation Security Act”’) was enacted in
November 2001. Under the Aviation Security Act, substantially all aspects of civil aviation security
screening were federalized, and a new Transportation Security Administration (the “TSA”) under the
DOT was created. TSA was then transferred to the Department of Homeland Security pursuant to the
Homeland Security Act of 2002. The Aviation Security Act, among other matters, mandates improved
flight deck security; carriage at no charge of federal air marshals; enhanced security screening of
passengers, baggage, cargo, mail, employees and vendors; enhanced security training; fingerprint-based
background checks of all employees and vendor employees with access to secure areas of airports pursuant
to regulations issued in connection with the Aviation Security Act; and the provision of passenger data to
U.S. Customs and Border Protection.

Funding for TSA is provided by a combination of air-carrier fees, passenger fees, and taxpayer
monies. The air-carrier fee, or Aviation Security Infrastructure Fee (“ASIF”) has an annual cap
equivalent to the amount that an individual air carrier paid in calendar year 2000 for the screening of
passengers and property. TSA may lift this cap at any time and set a new higher fee for air carriers. In
addition, TSA has recently assessed additional ASIF liability on 43 air carriers, including AWA,

US Airways, Piedmont, PSA and non-owned affiliates for whom AWA and US Airways pay ASIF. The
passenger fee, which is collected by air carriers from their passengers, is currently set at $2.50 per flight
segment but not more than $10.00 per round trip. A proposal is currently before Congress to increase the
fee to $5.00 per flight segment but not more than $10.00 per round trip.

In 2005, the Company incurred expenses of $16 million for the ASIF, including amounts related to
regional carriers. US Airways incurred expenses of $28 million including amounts paid by US Airways
Group’s wholly owned regional subsidiaries. Of this amount $21 million was for the period prior to the
merger. AWA incurred expenses of $9 million including amounts related to regional carriers. TSA has
also issued bills for an additional $9 million per year for US Airways, $4 million per year for AWA and
$2 million for US Airways Group’s other wholly owned subsidiaries retroactive to January 1, 2005. The
Company’s expenses will further increase for amounts assessed to non-owned regional affiliates who can
pass through their increased ASIF to US Airways. Implementation of the requirements of the Aviation
Security Act have resulted and will continue to result in increased costs for the Company and its
passengers and has and will likely continue to result in service disruptions and delays. As a result of

7



competitive pressure, AWA, US Airways and other airlines may be unable to recover all of these
additional security costs from passengers through increased fares. In addition, we cannot forecast what new
security and safety requirements may be imposed in the future or the costs or financial impact of
complying with any such requirements.

Most major U.S. airports impose passenger facility charges. The ability of airlines to contest increases
in these charges is restricted by federal legislation, DOT regulations and judicial decisions. With certain
exceptions, air carriers pass these charges on to passengers. However, our ability to pass-through security
fees and passenger facility charges to our customers is subject to various factors, including market
conditions and competitive factors.

At John F. Kennedy International Airport (“Kennedy”), LaGuardia and Reagan National, which are
designated “High Density Airports” by the FAA, there are restrictions that limit the number of departure
and arrival slots available to air carriers during peak hours. In April 2000, legislation was enacted that will
eliminate slot restrictions in 2007 at LaGuardia and Kennedy. Among other things, the legislation
encouraged the development of air service to smaller communities from slot-controlled airports. During the
interim period while slot restrictions remained in effect at LaGuardia, airlines could apply for slot
exemptions to serve smaller communities using aircraft with a maximum seating capacity of less than 71.
As a result of this legislation, airlines increased service from LaGuardia, and this led to excessive flight
delays. In response to these delays, the FAA implemented a slot lottery system in December 2000 limiting
the number of new flights at LaGuardia. As a result, several airlines were required to reduce the number
of flights added at LaGuardia. The resulting allocation of slots from the slot lottery system was initially
scheduled to expire on September 15, 2001, but was subsequently extended through 2006. As a result of
the 2007 slot elimination, the FAA has indicated an intent to rethink its approach to regulating operations
at LaGuardia. Several proposals, including auctions, congestion pricing and other market-based solutions,
are being considered along with more traditional regulatory approaches. The Company expects a rule-
making on this issue in spring 2006.

In the future, takeoff and landing time restrictions and other restrictions on the use of various airports
and their facilities may result in further curtailment of services by, and increased operating costs for,
individual airlines, including the Company’s airline subsidiaries, particularly in light of the increase in the
number of airlines operating at these airports. In general, FAA rules relating to allocated slots at High
Density Airports contain provisions requiring the relinquishment of slots for non-use and permit carriers,
under certain circumstances, to sell, lease or trade their slots to other carriers. All slots must be used on at
least 80% of the dates during each two-month reporting period. Failure to satisfy the use rate will result in
loss of the slot and reversion of the slot to the FAA for reassignment through a lottery arrangement.

US Airways and AWA exceed the minimum use rate.

There is a federal prohibition on flights exceeding 1,250 miles operating to or from Reagan National.
This prohibition, which is referred to as the “perimeter rule,” historically prevented the Company from
flying nonstop between Reagan National and its principal hubs or secondary hubs/focus cities of Phoenix
and Las Vegas. In 2000, Congress passed legislation that authorized the DOT to grant exceptions to the
1,250-mile perimeter rule for up to 12 slots per day. Subsequent legislation in 2004 entitled the Vision
100 — Century of Aviation Reauthorization Act (“Vision 100”’), among other things, authorized the DOT
to grant 12 additional slots exempted from the perimeter rule. AWA received exemptions permitting three
roundtrips between Reagan National and Phoenix and one roundtrip between Reagan National and Las
Vegas.

Where the FAA has seen congestion and delay increases, it has generally stepped in and worked with
the carriers to freeze operations at current or somewhat reduced levels. Specifically, incumbent carriers,
including US Airways and AWA, are not permitted to increase operations at Chicago O’Hare
International Airport (“Chicago O’Hare) as a result of an agreement reached between the FAA and
these airlines in August 2004. The industry is waiting for a final decision on restrictions at Chicago
O’Hare, which is expected in spring 2006.



The availability of international routes to domestic air carriers is regulated by agreements between the
U.S. and foreign governments. Changes in U.S. or foreign government aviation policy could result in the
alteration or termination of these agreements and affect the Company’s international operations.

The DOT has proposed far-reaching changes to the regulations that define what constitutes a
U.S. airline. The proposed rule, expected to be finalized in spring 2006, significantly increases the amount
of foreign influence/control permitted in the management of U.S. carriers than currently is allowed. These
changes could result in new competition and/or new airlines starting service. Additionally, the United
States and the European Union have agreed on a significant liberalization of transatlantic air service rights.
If implemented, US Airways could face new competition on many of its transatlantic routes.

Employees and Labor Relations

The Company’s businesses are labor intensive. In 2005, wages, salaries and benefits represented 20%
for US Airways Group, 21% of AWA'’s operating expenses and 19% of US Airways’ operating expenses.
As of December 31, 2005, the Company employed approximately 36,600 active full time equivalent
employees. As of December 31, 2005, AWA employed approximately 12,100 active full time equivalent
employees including approximately 1,900 pilots, 2,500 flight attendants, 2,600 passenger service personnel,
1,800 fleet service personnel, 800 maintenance personnel and 2,500 in administrative and various other job
categories. As of December 31, 2005, US Airways employed approximately 20,100 active full time
equivalent employees including approximately 2,700 pilots, 4,600 flight attendants, 3,800 passenger service
personnel, 4,200 fleet service personnel, 2,600 maintenance personnel and 2,200 in administrative and
various other job categories. As of December 31, 2005, US Airways Group’s remaining subsidiaries
employed approximately 4,400 active full time equivalent employees including approximately 900 pilots,
500 flight attendants, 1,500 customer service personnel, 400 maintenance personnel and 1,100 in
administrative and various other job categories.

A large majority of the employees of the major airlines in the United States are represented by labor
unions. As of December 31, 2005, approximately 80% of the Company’s active employees were represented
by various labor unions.

The status of AWA’s and US Airways’ labor agreements with its major domestic employee groups is
as follows:

Contract
Union Class or Craft Employees (1) Amendable
AWA:
Air Line Pilots Association (“ALPA”)........... Pilots 1,900 12/30/2006
Association of Flight Attendants-CWA (“AFA”) .. Flight Attendants 2,500 05/04/2004(2)
International Brotherhood of Teamsters (“IBT”) .. Mechanic and Related 800 10/07/2003(3)
Transport Workers Union (“TWU”)............. Fleet Service 1,800 06/12/2005(4)
TWU Dispatch 40 04/01/2008(5)
Airline Customer Service Employee Association —

IBT and CWA (the “Association”) ........... Passenger Service 2,600 12/31/2011(6)
IBT . Stock Clerks 60 04/04/2008
US Airways:

ALPA . Pilots 2,700 12/31/2009
AFA . Flight Attendants 4,600 12/31/2011
International Association of Machinists &

Aerospace Workers (“TIAM™) ................ Mechanic and Related 2,600 12/31/2009
TAM . .. Fleet Service 4,200 12/31/2009
TAM . Maintenance Training 30 12/31/2009

Specialists



Contract

Union Class or Craft Employees (1) Amendable

The Association ............... .. ... Passenger Service 3,800 12/31/2011(6)

TWU . Dispatch 130 12/31/2009

TWU . Flight Simulator 25 12/31/2011
Engineers

TWU L Flight Crew Training 50 12/31/2011
Instructors

(1) Approximate number of active full time equivalent employees covered by the contract as of
December 31, 2005.

(2) In contract negotiations. On September 21, 2005, AFA filed for mediation with the National
Mediation Board (“NMB”). On December 15, 2005, the NMB recessed the negotiations indefinitely.

(3) In contract negotiations.
(4) In contract negotiations. On January 19, 2006, TWU filed for mediation with the NMB.

(5) On February 17, 2006, TWU served notice that it is invoking a contract provision that allows it to re-
open negotiations only on the issues of wage rates and hours of service as a result of changes to
AWA’s loan formerly guaranteed by the ATSB.

(6) On December 5, 2005, US Airways and AWA reached an Interim Transition Agreement with the
Association, an alliance created by the IBT, who formerly represented passenger service employees at
AWA, and the Communication Workers of America (“CWA”), who formerly represented passenger
service employees at US Airways. Pursuant to the Interim Transition Agreement, US Airways and
AWA voluntarily recognized the Association as the collective bargaining representative of the AWA
and US Airways passenger service employees. The parties agreed that AWA passenger service
employees would transition to the US Airways-CWA collective bargaining agreement and thus
AWA'’s separate contract negotiations with IBT were terminated.

Since the merger, the Company has been in the process of integrating the labor unions of its two
principal airline subsidiaries. On September 23, 2005, US Airways and AWA reached a Transition
Agreement with ALPA governing many merger-related aspects of the parties’ relationship until there is a
single collective bargaining agreement covering all pilots. US Airways and AWA currently are negotiating
the single collective bargaining agreement with ALPA.

On December 5, 2005, US Airways and AWA reached an Interim Transition Agreement with the
Association as described above in note (5). US Airways and AWA currently are negotiating rules to
transition the AWA passenger service employees to the US Airways-CWA collective bargaining
agreement.

On January 18, 2006, US Airways and AWA reached a transition agreement with AFA governing
many merger-related aspects of the parties’ relationship until there is a single collective bargaining
agreement covering all flight attendants. US Airways and AWA currently are negotiating the single
collective bargaining agreement with AFA.

On January 30, 2006, the NMB issued a finding that US Airways and AWA are a single
transportation system for representation purposes for mechanics and related employees, fleet service
personnel and maintenance training specialists.

Although there are few remaining employee groups who could engage in organization efforts, we
cannot predict the outcome of any future efforts to organize those remaining employees or the terms of
any future labor agreements or the effect, if any, on US Airways’ or AWA’s operations or financial
performance. For more discussion, see Item 1A “Risk Factors — Risk Factors Relating to the Company
and Industry Related Risks — Union disputes, employee strikes and other labor-related disruptions may
adversely affect our operations.”

10



Aviation Fuel

Aviation fuel has historically been the Company’s second largest expense, but in 2005, aviation fuel
was the largest expense. The average cost of a gallon of aviation fuel increased 33% from 2004 to 2005.
Because the operations of the airlines are dependent upon aviation fuel, increases in aviation fuel costs
could materially and adversely affect liquidity, results of operations and financial condition.

The following table shows aircraft fuel consumption and costs for US Airways mainline 2003 through
2005 (gallons and aircraft fuel expense in millions):

Average Price Aircraft Fuel Percentage of Total

Year Gallons per Gallon(1) Expense (1) Operating Expenses
2005 .. 842 $1.766 $1,486 20.0%
2004 .. 884 $1.121 $ 991 13.4%
2003 . 873 $0.883 $ 771 11.0%

(1) Includes fuel taxes and the impact of fuel hedges.

In addition, US Airways incurs fuel expense related to its US Airways Express operations. For the
years ended December 31, 2005, 2004, and 2003, total fuel expense for MidAtlantic, US Airways Group’s
wholly owned subsidiaries and affiliate carriers was $504 million, $285 million, and $170 million
respectively.

The following table shows aircraft fuel consumption and costs for AWA mainline for 2003 through
2005 (gallons and aircraft fuel expense in millions):

Percentage of
Average Price Aircraft Fuel Total Operating

Year Gallons per Gallon(1) Expense (1) Expenses
2005 . . 450 $1.636 $736 21.8%
2004 . .. 450 $1.257 $566 20.5%
2003 . . 423 $0.930 $393 15.5%

(1) Includes fuel taxes and the impact of fuel hedges.

In addition, AWA incurs fuel expense for its regional airline alliance with Mesa. For the years ended
December 31, 2005, 2004 and 2003, total fuel expense for the Mesa alliance was $182 million,
$102 million and $61 million, respectively.

Prices and availability of all petroleum products are subject to political, economic and market factors
that are generally outside of the Company’s control. Accordingly, the price and availability of aviation fuel,
as well as other petroleum products can be unpredictable. Prices may be affected by many factors,
including:

« the impact of global political instability on crude production;

» unexpected changes to the availability of petroleum products due to disruptions in distribution
systems or refineries, as evidenced in the third quarter of 2005 when Hurricane Katrina and
Hurricane Rita caused widespread disruption to oil production, refinery operations and pipeline
capacity along certain portions of the U.S. Gulf Coast. As a result of these disruptions, the price of
jet fuel increased significantly and the availability of jet fuel supplies was diminished;

» unpredicted increases to oil demand due to weather or the pace of economic growth;
« inventory levels of crude, refined products and natural gas; and

« other factors, such as the relative fluctuation between the U.S. dollar and other major currencies
and influence of speculative positions on the futures exchanges.
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To reduce the exposure to changes in fuel prices, AWA has periodically entered into certain fixed
price swaps, collar structures and other similar derivative contracts. US Airways’ recent financial position
and credit rating have negatively affected its ability to enter into these kinds of arrangements.

Insurance

US Airways Group and its subsidiaries maintain insurance of the types and in amounts deemed
adequate to protect themselves and their property. Principal coverage includes:

« liability for injury to members of the public, including passengers;

» damage to property of US Airways Group, its subsidiaries and others;

* loss of or damage to flight equipment, whether on the ground or in flight;
« fire and extended coverage;

 directors and officers;

« travel agents’ errors and omissions;

o advertiser’s and media liability;

* fiduciary; and

» workers’ compensation and employer’s liability.

Since September 11, 2001, US Airways Group and other airlines have been unable to obtain coverage
for liability to persons other than employees and passengers for claims resulting from acts of terrorism, war
or similar events, which is called war risk coverage, at reasonable rates from the commercial insurance
market. US Airways and AWA therefore purchased their war risk coverage through a special program
administered by the FAA, as have most other U.S. airlines. The Emergency Wartime Supplemental
Appropriations Act extended this insurance protection until August 2005. The program was subsequently
extended, with the same conditions and premiums, until August 31, 2006. Under Vision 100, the President
may continue the insurance program until March 30, 2008. If the federal insurance program terminates,
we would likely face a material increase in the cost of war risk coverage, and because of competitive
pressures in the industry, our ability to pass this additional cost to passengers may be limited.

Frequent Traveler Program

All major United States airlines offer frequent flyer programs to encourage travel on their respective
airlines and customer loyalty. Prior to the merger, US Airways and AWA operated separate frequent flyer
programs, known as “Dividend Miles” and “FlightFund,” respectively.

FlightFund

AWA'’s FlightFund program allows members to earn mileage credit by flying AWA and America
West Express, by flying on certain partner airlines and by using the services of a wide variety of other
program participants such as hotels, rental car agencies and other specialty services. AWA also sells
mileage credits to credit card companies, telephone companies, hotels, car rental agencies and others that
participate in the FlightFund program.

Through the FlightFund program, accumulated mileage credits can be redeemed for free travel on
AWA, America West Express and certain partner airlines and for first class upgrades on AWA. Use of
mileage credits is subject to industry standard restrictions including availability and blackout dates. AWA
must purchase space on other airlines to accommodate FlightFund redemption travel on those airlines.
AWA reserves the right to terminate the FlightFund program or portions of the program at any time.
Program rules, partners, special offers, blackout dates, awards and requisite mileage levels for awards are
subject to change.
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Dividend Miles

US Airways’ Dividend Miles frequent flyer program allows participants to earn mileage credits for
each paid flight segment on US Airways, US Airways Shuttle, US Airways Express, Star Alliance carriers,
and certain other airlines that participate in the program. Participants flying on first class or Envoy class
tickets receive additional mileage credits. Participants can also receive mileage credits through special
promotions periodically offered by US Airways and may also earn mileage credits by utilizing certain
credit cards and purchasing services from various non-airline partners. Mileage credits can be redeemed for
various free, discounted or upgraded travel awards on US Airways, Star Alliance carriers or other
participating airlines.

US Airways and the other participating airline partners limit the number of seats allocated per flight
for award recipients by using various inventory management techniques. Award travel for all but the
highest-level Dividend Miles participants is generally not permitted on blackout dates, which correspond to
certain holiday periods or peak travel dates. US Airways reserves the right to terminate Dividend Miles or
portions of the program at any time. Program rules, partners, special offers, blackout dates, awards and
requisite mileage levels for awards are subject to change.

Combined Post-Merger Dividend Miles Program

Following the merger, the two frequent flyer programs were modified to allow customers of each
airline to earn and use miles on the other airline. In addition, elite members in either program are offered
unlimited complimentary upgrades to first class, when available, on either airline. We expect to complete
the combination of the two programs under the “Dividend Miles” name in spring 2006, and plan to merge
customer accounts belonging to the same individual into one Dividend Miles account. We plan to
implement an automatic Elite/Preferred upgrade program for travel to North America, Latin America and
the Caribbean; provide one web site for members to book award travel and service accounts; permit former
FlightFund members, as new Dividend Miles members, the ability to earn and redeem miles on Star
Alliance flights, and for Star Alliance partners to earn and redeem miles on AW A-operated flights; and
provide reciprocal Star Alliance Silver and Star Alliance Gold recognition on AW A-operated flights.

Travel Packages

US Airways Vacations (“USV”), a division of the Company that prior to the merger was called
America West Vacations, sells individual and group travel packages to destinations throughout the U.S.,
Latin America, the Caribbean and Europe. Packages include air transportation on US Airways,

US Airways Express, AWA, America West Express and Hawaiian Airlines, hotel accommodations, car
rentals and other travel products, and are marketed directly to consumers and through retail travel agencies
in several countries.

USYV is one of the largest tour packagers to Las Vegas in the United States, contracting for volume
blocks of rooms with 35 Las Vegas hotels and resorts in 2005. USV has also expanded its offerings by
selling vacation packages to four Hawaiian Islands — Oahu, Maui, Kauai, and the Big Island — in
conjunction with the addition of nonstop service to these destinations from Phoenix and Las Vegas.
Although USV has sold Hawaii vacations since fall 2002, until December 2005, air transportation had
been provided exclusively through partner Hawaiian Airlines.

Key recent milestones for USV include the December 2005 launch of a new, more consumer-friendly
online booking engine that utilizes AWA’s Low Fare Finder technology, the January 2006 rebranding of
America West Vacations as US Airways Vacations, and the concurrent addition of Florida as an internally
marketed and hosted destination. At the same time, USV also began marketing vacations to the
Caribbean, Bermuda and Europe, all of which will be fulfilled by The Mark Travel Corporation until June
2006, when these destinations will be managed in-house by USV.

USYV is focused on high-volume leisure travel products that have traditionally provided high profit
margins. USV negotiated several strategic partnerships with hotels, Internet travel sites and media
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companies to capitalize on the continued growth in online travel sales. USV sells vacation packages and
hotel rooms through its call center, via the Internet and its websites, www.usairwaysvacations.com,
www.usvtravelagents.com and www.awvcruises.com (to become www.usvcruises.com later in 2006), through
global distribution systems Sabre TourGuide, Sabre Vacations, WorldSpan Tour Source and VAX, and
through third-party websites on a co-branded or private-label basis. In 2005, approximately 61% of USV’s
total bookings were made electronically compared to 55% in 2004.

USYV competes in a fragmented travel industry, which is highly competitive, price-sensitive and has
relatively low barriers to entry. USV competes for customers with other wholesale travel companies,
consolidators and e-travel companies through national mass media, preferred supplier agreements and
Internet distribution agreements.

During 2005, USV operated co-branded websites for 15 partner companies, including Costco Travel,
Vegas.com, BestFares.com, MandalayBay.com, and Aladdin.com. These co-branded sites allow USV to
gain a retail presence via distribution channels such as Costco wholesale warehouses and other company
websites where the Company and USV may not otherwise be a part of the consumer’s consideration set.
USY intends to continue to add new co-branded websites as opportunities present themselves.

Ticket Distribution

The now common usage of electronic tickets within North America, and the rapid expansion of
electronic ticketing in Europe and elsewhere, has allowed for the streamlining of processes and the
increased efficiency of customer servicing and support. During 2005, electronic tickets represented 98% and
96% of all tickets issued to customers flying AWA and US Airways, respectively. The addition of a $50
surcharge to most customers requiring paper tickets has allowed AWA and US Airways to continue to
support the exceptional requests, while offsetting any cost variance associated with the issuance and postal
fulfillment of paper tickets. Airlines based in North America have recently proposed a mandate that
airlines move to 100% electronic ticketing over the next couple of years, which we believe would, if
enacted, serve to enhance customer service and control costs for ticketing services supported by the airline
and distribution partners.

The shift of consumer bookings that began several years ago from traditional travel agents, airline
ticket offices and reservation centers to online travel agent sites (e.g., Orbitz, Travelocity, Expedia and
others) as well as airline direct websites (e.g., www.usairways.com) has continued to occur within the
industry. Historically, traditional and online travel agencies used Global Distribution Systems (“GDSs”),
such as Sabre, to obtain their fare and inventory data from airlines. Bookings made through these agencies
result in a fee, referred to as a “GDS fee,” that is charged to the airline. Bookings made directly with an
airline, through its reservation call centers or website, do not generate a GDS fee. The growth of the
airline direct websites and travel agent sites that connect directly to airline host systems, effectively by-
passing the traditional connection via GDSs, helps AWA and US Airways reduce distribution costs. In
2005, AWA and US Airways received over 57% and 33%, respectively, of their sales from internet sites.
AWA'’s direct website www.americawest.com accounted for 31% of AWA’s sales, while other internet sites
accounted for 26% of AWA'’s sales. US Airways’ direct website, www.usairways.com, accounted for over
13% of US Airways sales, while other internet sites accounted for 20% of US Airways’ sales.

Due to the continued pressure on legacy airlines to lower distribution fees more aggressively than
anytime in the past in order to compete with low-cost airlines, many new low-cost GDSs have entered the
distribution industry, such as ITA Software, G2 Switchworks, Navitaire and others. These new entrants
are providing airlines with alternative economic models to do business with traditional travel agents by
charging substantially lower GDS fees.

In an effort to further reduce distribution costs through internal channels, AWA and US Airways
have joined other airlines in instituting service fees for customer interaction in the following internal
distribution channels: reservation call centers ($5.00 per ticket), airline ticket offices ($10.00 per ticket)
and city ticket offices ($10.00). Other services provided through these channels remain available with no
extra fees. The goals of these service fees are to reduce the cost to the Company to provide customer
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service as required by the traveler and promote the continued goal of shifting customers to the Company’s
lowest cost distribution channel, www.usairways.com. Internal channels of distribution account for 25% and
47% of all US Airways’ and AWA’s sales, respectively.

Pre-merger US Airways Group’s Second Chapter 11 Bankruptcy Proceedings

In connection with and as a part of emergence from its prior bankruptcy in 2003, pre-merger
US Airways Group undertook a thorough review of its operations and significantly reduced its costs. Pre-
merger US Airways Group also reduced its mainline capacity, realigned its network to maximize yield,
initiated a business plan to use more regional jets and procured financing for these aircraft, and expanded
its alliances with other carriers. However, after emerging from the prior bankruptcy, pre-merger
US Airways Group continued to incur substantial losses from operations. The primary factors contributing
to these losses included the reduction in domestic industry unit revenue and significant increases in fuel
prices. The downward pressure on domestic industry revenue is a result of the rapid growth of low-fare,
low-cost airlines, the increased transparency of fares through Internet sources and other changes in fare
structures that have resulted in substantially lower fares for many business and leisure travelers. The
competitive environment continued to intensify throughout 2004, particularly in key markets such as
Philadelphia, Washington, D.C., Boston and New York.

Throughout the spring and summer of 2004, pre-merger US Airways Group communicated with key
stakeholders and the public its plan, referred to as the transformation plan, to transform US Airways into a
fully competitive and profitable airline. A key element of the transformation plan was significant reductions
in labor costs through changes to US Airways Group’s collective bargaining agreements. Pre-merger
US Airways Group aggressively sought the necessary agreements to allow full implementation of the
transformation plan without the need for filing new Chapter 11 cases, but was unable to do so in a timely
manner. As a result of the recurring losses, declining available cash and risk of defaults or cross defaults
under certain key financing and operating agreements, it was necessary for the pre-merger US Airways
Group and its domestic subsidiaries (the “Debtors™) to file voluntary petitions for reorganization under
Chapter 11 of the Bankruptcy Code in the Bankruptcy Court on September 12, 2004.

After filing for bankruptcy, US Airways achieved cost-savings agreements with all of its collective
bargaining groups. Through a motion filed under Section 1113(e) of the Bank