
Northwest vVirlines Corporation
1995 ANNUAL REPORT



About the Company

Northwest Airlines is the world’s fourth largestairline with domestic hubs in Detroit,

Minneapolis/St. Paul and Memphis, and
.Ajian hubs in Tokyo and Osaka.
Northwest Airlines, together with major airline
alliances and Northwest Airlink partners, serv'es more
than 390 cities in 80 countries on six continents. The

airline has more destinations in Asia than any other
U.S. airline, including the most nonstop flights

between the U.S. and Japan. With KLM Royal Dutch
Airlines, Northwest Airlines serves more than 80 cities
in Europe, Africa and the Middle East from 11 U.S.
gateways through a European hub in Amsterdam.
With Alaska Airlines and its Airlink partners. Northwest
Airlines serves more than 240 U.S. cities.

Northwest Airlines is one of the world’s largest
international air freight carriers with a dedicated fleet
of eight main-deck freighter aircraft.

The Vision of Northwest Airlines

To build together the world’s most preferred airline with the best people;
each committed to exceeding our customers’ expectations every day.

The Mission of Northwest Airlines

The people of Northwest Airlines will provide reliable, convenient and
consistent air transportation that meets or exceeds customer expectations and

earns a sustainable profit.

Reliable means safe, clean, on-time air transportation created by the best people
providing friendly, professional, consistent and caring service. A cornerstone

of Northwest’s reliability is prompt and appropriate service recovery when, despite
our best efforts, something goes wrong.

Convenient means making it as easy as possible for customers in the markets
we serve to do business with us, with the best schedules and the simplest

access to our network.

Consistent means delivering reliable and convenient service every time
the customer flies or ships on our airline.



Condensed Financial Highlights
Year Ended December 31

(Dollar amounts in millions, except per share data) 1995 1994
Percent

Change

Financial

Operating Revenues $ 9,084.9 $ 8,324.9 9.1

Operating Expenses (Excluding Stock-Based Compensation) 7,704.7 7,387.3 4.3

Stock-Based Compensation 478.0 107.2 345.9

Operating Expenses $ 8,182.7 $ 7,494.5 9.2

Operating Income $ 902.2 S 830.4 8.6

-\mounts Before Extraordinarv Item:
Income $ 342.1 $ 295.5 15.8

Earnings Per Common Share:
Primarv $ 3.02 $ 2.92
Fullv Diluted $ 2.85 $ 2.87

Xumber of Common Shares Outstanding 91.3 84.3

Operating Statistics
Scheduled Seiuice;

Available Seat Miles (ASM) (millions)
Revenue Passenger Miles (RPM) (millions)
Passenger Load Factor
Revenue Passengers (millions)
Revenue Yield Per Passenger Mile

Cargo Ton Miles (millions)
Operating Revenue Per Total ASM (R.\SM)
Operating Expense Per Total ASM (CASM)
Operating Expense Excluding Stock-Based Compensation Per Total ASM

,472.0 85,015.6 2.9

,515.2 57,873.2 8.0

71.5% 68.1% 3.4 pts.
49.3 45.5 8.4

12.42c 12.lie 2.6

,246.3 2,322.3 (3.3)
9.58c 8.93c 7.3

8.66c 8.08C 7.2
8.11c 7.95c 2.0
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Alfred A. Checchi
Co-Chairman

Gary L. Wilson
Co-Chairman

In 1994, after five years of private ownership, Northwest
Airlines Corporation was reintroduced to the public
equity market. Our remarks in the 1994 Annual Report
described the wide ranging efforts of our 45,000
employees to develop the company’s strategic assets
and create the New Northwest.

Last year’s discussion focused on past achievements.
This year we focus on the future — specifically the
philosophy underhing the decisions by which your

company’s resources will be directed.

A large corporation, particularly one providing a vital public service like air
transportation, has many constituencies with differing interests;

T Customers seek safe, clean, reliable, convenient, consistent and competitively
priced air service.

▼ Employees seek job security, fair wages and a good work environment.

▼ Investors seek market-level financial returns.

T Municipalities seek reliable access to the world air transportation neuvork.

▼ Government seeks tax and fee based revenues and compliance with federal, state,
and local laws and regulations.

To meet all these interests requires that we pursue strategies that strengthen
Northwest financially and operationally and reduce its risk profile in the changing
air transportation industry. We seek to maximize the margin by which Northwest
can meet the claims of all of its various constituents through the application of
strategic, operational and financial management.
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Our employees focus their efforts on the following:

Efficiency - the margin created between revennes and the costs of the htiman,
material and financial resources necessary to produce the products we provide.

Stabilitv' - the certain^ of achieving future cash flows.

Growth - the rate at which we may increase these cash flows.

In directing Northwest for efficiency, we seek to make assets and capital
more productive and thereby maximize the spread between unit cost and
unit revenue.

To achieve stabilip’ we pursue operating and financial strategies that reduce
our risk profile making ns more competitive and prepared for changes in the
external emironment.

And we pursue strategies to maximize the long-term growth of the company’s
income stream always mindful that these strategies must produce adequate
returns on invested capital with below industry average risk.

Over the long term these strategies will best meet the objectives of our
constituents. Shareholder value will be created as a result of our abilitv to meet

the claims of Northwest’s employees, customers, the municipalities which we

serve, and federal, state and local governments.

Over the past six years the company paid SI4.2 billion in employee salaries and
benefits. Since the ownership change in July 1989, Northwest has increased
emplo\Tnent bv more than 19 percent and made large strides in impro\ing the
tvork emironment. The people of Northwest for their part produced measurably
better ser\'ice for the company’s customers who have become far more
discriminating and demanding in the qualitc of ser^ices which thev require.
Northwest met the high qualip- transportation requirements of 265 million
passengers while increasing its revenue per available seat mile above the
industry average.

Meeting the needs of municipalities, the company proMded transportation links
among 152 cities, a six percent increase over 1994 and was able to structure
innovative cooperative financial arrangements in its Detroit, Minneapolis/St. Paul
and Memphis hubs.
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During the past six years Northwest generated more than $4 billion of federal,
state and local taxes and nearly $500 million of user fees, conducting itself at all
times consistent with the responsibilities of a good corporate citizen.

Decisions at Northwest are measured against their ability to contribute to the
margin of meeting all of these diverse and demanding responsibilities.

We wish to thank you, our shareholders, for your support of our collective efforts
over the past year. We believe that Northwest is well positioned to continue its
growth trajectory and add substantial future value for all its constituents. We are

particularly excited by the prospective benefits from our planned 1996 and
1997 focus on our Pacific markets, and by the cooperative efforts to improve
producthity initiated by several of our employee groups.

As you read through this 1995 Annual Report we hope that you will agree that the
employees of Northwest are doing an extraordinary job building this company.

They are strengthening the three pillars of efficiency, stability and growth; the
foundation upon which long-term value is built. They continue to improve
product quality while maintaining capital investment discipline. They are

cooperating to develop more efficient ways to reduce the costs of doing business
while continuing to build upon the unique strategic assets of Northwest Airlines.
And they are targeting low risk, low-capital intensive growth opportunities which
strengthen the Northwest Airlines franchise and contribute to increasing the
growth and stability' of the company’s earnings stream.

0\’er the past year, the employees of Northwest added to their cumulative efforts
of prior years to make Northwest a better place for all the people and all the
constituencies who depend upon the continued health and growth of this
enterprise. We thank the 45,000 employees of Northwest Airlines and salute their
professionalism.

.-Vlfred A. Checchi

Co-Chairman

Gary L. Wilson
Co-Chairman
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John H. Dasburg
President and Chief Executive Officer

To Our Shareholders:

Northwest Airlines experienced another successful year
in 1995 as a result of our strategies, the commitment
and hard work of the people of Northwest Airlines, and
the strong demand for our product. Let’s examine
each of these three critical elements underlying
our success.

STRATEGIES

Product Strategy - Our customers tell us they want air transportation that is
consistently convenient and reliable. They define convenience as frequent
air service between easily accessible airports. To fill this need we manufacture
connections through our hubs where we have the competitive advantage of
convenient transfers and frequent service. Thus we have concentrated our

domestic flying through three large and efficient connecting hubs in Detroit,
Minneapolis/St. Paul and Memphis.

No other U.S. airline concentrates such a high percentage of flying through
its hubs. In 1995, more than 98 percent of all Northwest flights connected at
our domestic hubs compared with 89 percent in 1991.

We serve the high-growth Pacific market through our major hub in Tokyo.
Additionally, via our transatlantic alliance with K1.M, we make connections
with Europe, Africa, and the Middle East through our Amsterdam hub.

Increased service to hubs is key to our product strategy. Eor example, in
1995 we inaugurated service connecting our Detroit and Minneapolis/St. Paul
hubs with five new Canadian destinations. We now offer service to more

Canadian cities than any other U.S. carrier.
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Ope)-atiug Sti-ategy - Just as convenience is achieved through a focused
hub-and-spoke system, reliability is achieved by people. Our customers tell
us they want safe, clean air transportation that arrives on time, with luggage.
They want professional, friendly and caring service, and prompt and appropriate
service recovery when, despite our best efforts, something goes wrong. And
increasingly they are telling us they are delighted when we exceed their expectations.

People Strategy - \Miile it is natural to identif)' commercial aviation with aircraft,
our product is convenience and service. Therefore, our most important strateg)'
is to focus on the people of Northwest Airlines. We are investing in hiring the
best people, providing appropriate training, and creating an environment that
promotes high self-esteem and focuses on customer service.

The people of Northwest have achieved extraordinary ctistomer service results.
They have made their company — for an unprecedented six straight years —
the on-time leader among the seven largest U.S. network airlines. This
achievement is in part responsible for another first — the lowest number of
consumer complaints for 1995 among the seven largest U.S. network airlines.
On-time arrival is critical to customer satisfaction and to the efficient operation
of our hub-and-spoke system.

International Strategy - Commercial aviation is becoming increasingly global.
Therefore, we place great emphasis on our 48 years of experience doing business
in Japan, where we link the U.S. to Asia via hubs in Tokyo and Osaka. Northwest
provides more transpacific capacity between the U.S. mainland and Japan than
any other carrier. We are expanding our presence in other Pacific markets with
the first ever nonstop service between the U.S. and Beijing, beginning in
May, 1996.

In addition to the KLM alliance, our new alliances with Alaska Airlines and
Asiana Airlines also permit us to expand and attract additional passengers to our

international route system. Alliances remain a key opportunity to extend the
reach of our system.
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Financial Strategy - For the second consecutive year, Northwest Airlines had the
highest profit margins among the large U.S. network carriers.

In 1994 and 1995, Northwest Airlines generated substantial operating cash flow that
redticed debt and improved our balance sheet. During 1995, we redticed long-term
debt by more than 40 percent and significantly improved our debt amortization
schedule. Financial strength gives tis access to hinds to grow and provide increased
service to otir customers and growth opportunities for our jjeople.

To further improve otir balance sheet we will maintain our highly disciplined
investment strategy. We will make only those investments that earn superior
returns. Northwest has invested in markets where we have historic presence and
can provide frequent service. We also serve other markets with alliance partners
that can provide otir high standards of service and where no capital investment is
required. Return on capital improved from 7.70 percent in 1994 to 10.85 percent
in 1995, which we believe to be the highest among the seven largest U.S.
network carriers.

Investors have shown confidence in Northwest’s future prospects. Our stock price
more than tripled, to close 1995 at $51 per share.

COMMITMENT AND HARD WORK

Our return to profitability and financial strength was hard won. The
determination and discipline demonstrated by our people remain a key to

controlling costs. Excluding stock-based compensation, tinit cost increased only
two percent in 1995.

To maintain our focus on cost savings we have initiated several productivity
improvement initiatives that fall generally into three categories: investing in
technology that has a time-specific and measurable payback, improving our

processes by working smarter, and negotiating with our labor groups to update
contractual work rules that benefit everyone.

Credit for the company’s outstanding 1995 performance belongs to all the people
of Northwest Airlines who rose time and time again to the challenges of the past

year. 1 thank them all and commend them for their dedication and the restilts
they produced.

/



STRONG DEMAND FOR NORTHWEST AIRLINES PRODUCT

In general, 1995 was a good year for commercial aviation. Figures for the most
recent 12-month period show that indnstry demand in North America grew by
six percent while capacity grew by four percent. Our performance otitpaced the
indtistry. Demand (revenue passenger miles) for Northwest increased eight percent
while capacity grew by only three percent.

Creative marketing programs helped increase Northwest’s passenger unit
revenues 7.5 percent in 1995 which exceeded the average for our major
competitors for each of the last eight consecutive quarters. ConnectFirst is one of
onr programs to encourage connections through domestic hubs. ConnectFirst
offers free upgrades to First Class and extra WorldPerks Bonus Miles for each
connecting flight. Our World Business Class service, offering extra comfort and
amenities, has gained wide acceptance from our international customers.

We are also investing in facilities to make connecting through our hubs quicker
and more comfortable. We opened new WAiidClubs in Detroit and
Minneapolis/St. Paul, two new passenger lounges at Tokyo’s Narita International
Mrport, and a new terminal for our Airlink partners in Detroit. A new customs

facility in the main terminal at Minneapolis/St. Paul will open in 1996 to make
international connections even more convenient.

FUTURE PROSPECTS

Northwest Airlines will further develop our hub strategy, as a pure network
carrier, providing convenience and reliability to our customers. Particular focus
tvill be on further expansion in high growth Asian markets.

We will continue to develop alliances with other carriers as an important method
for adding convenience while minimizing capital commitments and eliminating
the risk of operating losses from expansion efforts outside our core hub markets.
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We will look to Northwest (iargo to expand significantly its contribution to our

profits by building on its strong presence in Asia. Already one of the leading
airfreight operators between the U.S. and Asia and within Asia, (iargo is well
positioned to grow with dynamic Asian economies.

And we will focus on technological advancements, process improvements and
work rule updates to become an ever more productive company.

The performance of Northwest Airlines over the prior two years forcefully
demonstrates the effectiveness of our strategies and our evolution into a high
quality service provider. All 45,000 of us share a commitment to building the
world’s most preferred global airline. The satisfaction we enjoy from last year’s
achievements will inspire new accomplishments in 1996.

Thank you for your interest and support.

John H. Dasburg

President and (ihief Executive Officer
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Focus on Productivity

11 1995, the U.S. airline iiulnsiry enjoyed a strong
recovery i'roni the billions o('dollars in losses

inenrred between 1990 and 1993. In I'acl, 1995 was

the most jirofitable year in airline industry history.

Sustainable, j^redietable growth in earnings and cash
Ihnv de])ends on continued strategic locns and
oj)erating discijiline; critical to increasing the margiti
between Revenue jier Available Seat Mile (R.VSM) and
(iost jier .Available Seat Mile (('ASM).

While Northwest’s lecent revenue growth has been
outstanding and I'nrther increases are anticipated, the
key to greater I'ntnie jirofit growth is inijjixning
productivity. Increasing prodnctiviU’ is the principal
means Iw which the company can continue to inijirove
serxice to customers while steadily decreasing the
real cost — and thus the price — of'that service.
Prodnctix'ilv improvement is essential to enable
Northxvest .Aii lines to achieve desired j^rofitahility levels
and deliver returns to investors that are snj^erior to
other air transportation companies and competitive
with other capital-intensive serxice industries.

Productivity Improvement at Northwest Airlines
Northxvest has led the U.S. airline industry in
restructuring its route system to concentrate resources

on markets xvhere it has distinct conij^etitixe adxantages
that produce sn])erior retnrns. d he route restriictnrings
tmdertaken oxer the jjrior three xears haxe largely
redeploxed existing resources to more profitable
routes, resulting in significantly increased unit rex’emie,
and inijtroxed asset prodnctixitx’. In addition, Northxvest
has aggressixelv managed expenses to realize one of the
loxvest unit oj^erating cost among the large U.S.
carriers, fhe 1993, 1994 and 1995 route restriictnrings,
implementation of creatixe and elTectix’e marketing
strategies and rigorous cost control haxe combined to

jtrodnce unit rexeniie and margin iticreases.

New Productivity Improvement Initiatives
The next xvaxe of proditctixity improx’ements xvill
emanate princijjally from three soitrces:

Inxestmenis in technologx' that improx'e efficiency.

Imjtroxements in xvork jtrocesses that reduce
nnjtrodnctixe time.

Modifications to contractual xvork rules through an

ongoing labor-management dialogue to adapt to
changing conditions.

Unit Operating Revenue and Cost
lO.OO

R.\SM9.50
(ASM

9.008.50
8.00

7.50
1993 1994 1995

Productivi ty-Enhandug Technology
ResNet, a nexv reserxations .system now being
dexeloped in Northxvest reserxation centers, is a

technology inxestment that increases reserx'ation sales
agent prodnctixity as xvell as customer service. ResNet
dramatically simplifies the jjrocess of getting flight and
fare information for customers, by significantly
reducing the ntimber of keystrokes required to execute

com])lex commands. Because the system requires
lexver, easier-io-remember commands, it saxes agents
(and customers) lime on the phone and alloxvs them
to concentrate on selling — by quickly offering
alternatix’e flights, for instance.
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Aircraft Situation Display (ASD) is another proclucti\’ity-
enhancing technology further developed at Northwest
last year. ASD is a real-time tracking tool used by flight
dispatch. It provides flight dispatchers with a snapshot
of a flight en route, including aircraft position, weather
information and critical flight operations data.

Dispatchers use the system to route planes around
inclement weather and to work with air traffic

controllers to minimize flight plan changes or landing
holds that inconvenience passengers and burn extra
fuel. To date, the airline’s investment of approximately
$100,000 in ASD has netted annual cost savings
approaching $2.5 million.

In 1996, Northwest will introduce electronic ticketing
(“ticketless travel”). Ultimately, electronic ticketing
will reduce distribution costs, improve operating
efficiency, speed airport check-in, reduce lost tickets
and enhance revenue reporting. When fully
implemented, electronic ticketing is expected to
save the airline in excess of $20 million annually.

Process hnprovements Increase Productivity
Northwest has also targeted work process

improvements as a major source of productivity gains,
f'or example, throughout 1995, the airline’s Technical
Operations grouj3 (Tech 0])s), the area responsible for
heavy maintenance of Northwest’s aircraft, has been
examining processes and workflows to identify
potential time and cost saving opportunities without
compromising safetv'. Among the jjrojjosed initiatives
are some that would dramatically reduce the time
required to conijilete engine overhauls, heavy
maintenance checks and other time and labor

intensive projects while maintaining safety and quality
standards. To date, with the active involvement of the
International Association of .Machinists (lA.M) and all
Technical Operations employees, significant j)otential
annual savings have been identified.

The heavy maintenance check is an exhaustive process
which involves stripping the aircraft to bare metal,
inspecting it for defects, performing scheduled
maintenance, making necessary repairs and rebuilding
the airplane. During 1995, in a joint lAM-company
effort, the people at Northwest’s Atlanta maintenance
base completed heavy maintenance checks on three
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DC-9 aircraft in 45 days — a 29 percent improvement
in a process that previously required 63 days. By
adopting many of the process improvements and
techniques used in Atlanta, Northwest’s Minneapolis/
St. Paul maintenance base completed a DC-10 major
maintenance check in 18 days, half the time
previously required.

Changing to Meet New Challenges
Modifying work rules to reflect changing conditions
and new challenges is a third source of productivity
improvement at Northwest. Many work rule changes
are contract issues gov’erned by the collectwe
bargaining process and therefore must be negotiated.
Northwest and its unions hav'e negotiated a number of
changes in work rules that have resulted in revenue

growth, improved productivity and new positions.

In Atlanta, for example, the successful trial period that
produced three DC-9 heavy maintenance checks also
resulted in a letter of agreement to implement an
employee recommended operating pattern of four
ten-hour days per week.

In Memphis, the lAM worked creatively with Northwest
to submit a competitiv^e bid to ground-handle the KLM
MD-11 used to provide Memphis-Amsterdam service.
Northwest was able to win the business, gain the
revenue and put more people to work. During the year,
the lAM also helped boost productivity by
implementing a freeze on assignment bidding. This
helped redtice movement within the work force and
costly re-training that can disrupt work flow.

Similarly, since 1993, the Air Line Pilots Association
and Northwest have negotiated more than 40 side
agreements to their contract to improv'e pilot
scheduling and utilization.

Advances in technolog)', combined with the dedication
and imagination of the people of Northwest, will
continue to deliver improvements in productivity.
Northwest’s focus on productiv'ity reflects the sh.ared
understanding among its employee-owners that, to
attract the capital the company needs to prosper and
thus provide job security. Northwest must consistently
deliver profitable growth and attractive returns
to investors.
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1995 In Review

orthwest Airlines achieved record levels of

operating revenue and net income in 1995.
Operating revenue totaled $9.1 billion, up

9.1 percent from 1994. Net income, including
extraordinary item, totaled $392.0 million, up 32.7
percent from 1994. Reflecting a continuing focus
on hub-based flying. Northwest increased revenue

passenger miles 8.0 percent to 62.5 billion although
capacity increased only 2.9 percent to 87.5 billion
available seat miles (ASM). Throughout the year,

marketing and promotion programs focused on

increasing demand among price-sensitive leisure
travelers without diluting higher margin business
travel. As a result, revenue per ASM increased 7.3
percent to 9.58 cents from 8.93 cents in 1994 while
revenue yield per passenger mile improved to 12.42
cents from 12.11 cents in 1994. These revenue

increases were complemented by Northwest’s
continued emphasis on controlling costs. Excluding
non-cash, stock-based compensation expense,

operating expense per total ASM increased a modest
2.0 percent to 8.11 cents, primarily as a result of
increased revenue, passenger loads and changes
in currency exchange rates.

Through a variety of transactions completed in 1995,
Northwest reduced long-term debt by more than
40 percent, and substantially improved its debt
amortization schedule. Further information about the

company’s financial performance and position is
included in the Financial Review beginning on page 31
of this report.

Expanded service and successful marketing and
promotion programs helped increase traffic. New
flying to 15 domestic and international markets is
summarized in the operational re\4ews on the
following pages. Northwest continues to emphasize
alliances and code-share agreements with other
domestic and overseas carriers to provide travelers
seamless, convenient service to additional markets
while continuing to concentrate flying through
Northwest hubs and to minimize capital investment in
route system expansion.

In 1995, Northwest expanded service through its
partnership with KTM with the launch of the first
ever nonstop transatlantic service from Memphis.
Northwest also began operating daily Washington
Dulles-Amsterdam service, rescheduling the flight to
better accommodate travelers. Further enhancing
service to Europe, Northwest has added convenient
connecting service to eight (lerman cities through a
code-share agreement with Eurowings.

In North America, Northwest added Alaska Airlines as

a service partner under a comprehensive marketing
and code-share agreement announced in September
1995. The agreement brings together Alaska’s strong
route system in the Pacific Northwest, Alaska and the
West (loast of the U. S. with Northwest’s extensive

Pacific system, comprehensive U.S. route system and
service to Eurojie and beyond via Northwest’s alliance
with KTM.

Northwest significantly enhanced connections to Japan
with increased ser\ice between Tokyo, Osaka and the
U.S. A 1994 marketing and code-share agreement with
Asiana Airlines enabled Northwest to maintain a

significant portion of its Korean transpacific presence

despite a 1991 decision to downsize operations in
Seoul and redeploy the resources to Japan.

During 1995, Northwest received two of the 15
scheduled 757 aircraft from Boeing. Financing
commitments are already in place for all of these
aircraft. Northwest also took delivery of four DC-10-30s.
These used aircraft offer an economical means to

add long-range, widebody capacity to the fleet at
approximately one-fourth the capital cost of a
comparable new aircraft.

The airline undertook a major program to totally
refurbish all 106 DC-9-30 aircraft. The first 15 were

completed in 1995, at a cost far less than purchasing
new aircraft.
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North American Operations

Record-Setting Performance
Northwest Airlines' Nortli American operations took
industry lionors during' 1993 in safety, on-time ser\ice
and customer satisfaction.

Ntirthwest recehed an exceptional report from the
Federal .\yiation Administration (FAA) during the
most recent National A\iation Safety Inspection
Program (N.\S1P) audit. Northtyest's 1995 NASIP
repttrt was an improyement upon the airline's 1992
report, which at the time ^\■as the best in the history of
this FAA program. North\vest's performance on the
N.VSIP audit reflects ontstanding company-\\ide
commitment to Northwest's number one guiding
principle — Neyer (Compromise Safety.
For the sixth consecntiye year. Northwest's North
American route system was First in on-time

performance among the seyen largest F’.S. airlines,
based on statistics compiled by the U.S. Department ol
Transportation (DOT) for the domestic operations of
the ten reporting F'.S. airlines. In addition, in 1995
North\\est also reported the lowest incidence of
customer complaints among the seyen largest L'.S.
airlines, according to DOT data. In a year
characterized by record loads, tough competition and
seyeral periods of yery harsh weather, sustaining the
industry's best domestic on-time performance and
achieying First place finishes on key customer
satisfaction measures were truly remarkable

accomplishments. They resulted from the focus,
discipline and dedication of Northwest people on the
ground and in the air.

New Flying Leverages North American Hubs
In keeping with its strategy to build on the strength of
its North .Vmerican hub operations, Northtvest
significantly increased seryice from its domestic hubs
in Detroit, Minneapolis/St. Paul and Memphis.
Northwest added seyen new routes and fiye new

C'anadian destinations under the “open skies"
agreement between the U.S. and Uanada, making
Northwest the leading L'.S. carrier benceen the L'.S.
and Uanada. Ne\v nonstop seryice was initiated
between Minneapolis/St. Paul and Montreal,
\'anconyer, Regina, Saskatoon and Calgary.

Ne^v nonsto]) (lights connecting Detroit with Ottawa
and Halifax were also added.

.\t year-end. Northwest offered more than 4(14 daily
jet and Airlink departures from Detroit and more
than 401 daily dejxirtnres from Minneaj)olis/St. Paul,
tip from approximately 445 and 420 resj)ectiyely at
year-end 1994.

Additional ser\ice was initiated heuveen

Minneapolis/St. Paul and Raleigh-Dtirham, Colorado
Springs and Fairbanks. Northwest exj^anded its serxice
betxveen Minneapolis/St. Paul and Anchorage to daily
xear-rotmd.

In North America, our
strategy is to strengthen
and grow our hubs in
Detroit, Minneapolis/St.
Paul and Memphis.

The airline continued to build its position as Memphis’
“hometown” airline. A new flight schedtile initiated in
1994 and a series of successful marketing and local
presence ]:)rograms led to an increase of seyen percent
in N'orthxvest's share of local bookings for the year.

During 1995, Northwest initiated a major code-share
relationship with Alaska Airlines centered around both
airlines’ operations in Seattle. The new agreement
coyers some 290 flights each day serying 38 cities,
making it one of the largest such agreements exer
exectited hetxveen txvo major U.S. airlines. Fhe
agreement enhances Northxvest’s West Coast
transpacific operations, solidifying both airlines’
market positions in the Pacific Northxvest and in the
state of Alaska. Lhiderscoring its emphasis on Seattle as
a Pacific gatexxay, the agreement ftilfills Northxvest’s
ohjectixe to irnproxe its West Coast presence and
strengthen its feed for Japan and Asia rotites.
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Marketing luitiotives Build Traffic
North^vest continued to build revenues through
innovative marketing programs.

ConnectFirst"' offers special benefits, including
W’orldPerks mileage bonuses and confirmed first-
class upgrades, to passengers who connect through
Nortlnvest’s Detroit, Minneapolis/St. Paul and
Menijihis hubs.
MilesAbove'^'' offers \VorldPerks mileage for sale to
businesses for use in incentive and other promotions.

In addition, the airline offered a number of successful

promotions, including the 1995 summer sale that
generated more than four times the “normal” or base
number of bookings during tbe 11-day ticketing period.
Nc:)rthwest continued its strategA’ of offering brief,
frequent and carefully targeted leisure fare sales. This
allows Nortlnvest to maintain fare levels capable of
supporting frequent and convenient nenvork service
while still making air travel accessible to price-sensitive
leisure customers. ^Vhile making bargain fares
available, the strategy’ avoided significant dilution of
business travel revenue and resulted in a 5.62 percent
increase in domestic revenue per available seat mile.

Fleet Upgt'ade Underway
In May 1995, Northtvest began a comprehensive
process to refurbish its fleet of 106 DC-9-3()s. This
process involves replacemeut of all seats, lavatories,
overhead bins, sidewall panels, carpeting, ^vindo^\■s,
galleys, partitions and ceiling panels; hush-kitting of
the aircraft engines and new exterior paint. The first
completed aircraft entered ser\ice in August. The
remaining D(f9-3()s in the North^vest fleet are
scheduled to complete the thorough interior makeover
by December 1996. This refurbishment plan will bring
North^\'est’s entire D(i-9-3() fleet into Stage III noise
conij^liance and offer customers more comfortable
seats, larger overhead bins and wider aisles. While
manv of the chanties to the interior of the aircraft will
better accommodate people \sith disabilities, most of
the changes enhance aesthetics and increase
convenience for all passengers. Passengers snrveved on

the comfort and appearance of the new interiors have
responded verv positively.

New Minnesota and Detroit Facilities
North\\est lannched se\eral other projects to impnne
customer service.

These included a $23 million phvsical facilities
jirogram at the Detroit hub, a new Northwest
WorlcKilnb on the airport’s (’, (ioncourse and a new

regional airlines terminal.

The airline’s largest new W’orldCilnb (12,500 square
feet) also opened at Minneapolis/St. Paul, ^vith more
than double the space of the t\vo clubs it rejjlaced.

Northtvest also began construction of ttvo netv facilities
in the state of Minnesota: the Iron Range Reservations
(ienter, near (diisholm; and an achanced technology
aircraft heaw-maintenance base, to service the A320
fleet more efficientlv at the Duluth International

Airport. Both are scheduled to be comj)leted in 1996.
The (dhsholm reservations center, scheduled to begin
taking calls in Ajrril, is expected to emplov more than
250 jDeople bv the end of 1996 and more than 600 bv
the year 2000. Facilitv design, eqnijjiuent jDixwisioning
and work {process flow at the new maintenance base are

being designed to reduce cvcle times and maximize
efficiencv on routine aircraft maintenance.

Empkuiuent at the maintenance base is expected to
reach 350 bv the end of 1999.
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Pacific Region Operations

Northwest Airlines improved its profilalDility inthe Pacific Region in 1995 as it continned to
build on its strong competiti\'e position in

Japan based on nearly 50 years of ser\’ice to Asia.
Northwest has extensive atithorities to carry air traffic
between Japan and as many as 16 U.S. gateways and
between Japan and other Asian destinations. Over the
years, Northwest has worked diligently to maximize
its presence in the Japanese market. Today, in addition
to linking eight U.S. gateways and 10 Asian and
.Micronesian destinations via Tokyo, Northwest also
operates nonstop ser\ice from the U.S. to Osaka,
Fnktioka, and Nagoya. Its portfolio of 316 per week
takeoff and landing slots at New Tokyo International
Airport (Narita) exceeds that of its next largest non-
Japanese competitor. United Airlines, by almost 50
percent and is the largest of any non-Japanese airline.
Other Northwest nonstop destinations incltide Seotil,
Hong Kong and in May, Beijing.
Northwest in 1995 dotibled nonstop Detroit-Tokyo
flights to nvice daily. Weekly nonstop flights were
initiated between Minneapolis/St. Path and Tokyo.
Service at Osaka’s Kansai International Airport was
increased from 18 to 35 flights per week. And nonstop
flights were increased from three to four times per
week from Seattle to Osaka.

(aistomer usage of Northwest service continned
to grotv in 1995. For the fotirth year in a row,
Northwest’s Japan stations boarded more than one
million passengers, a milestone reached in October,

Total Passenger Segments (OOO’s)
1995 4,882 (11% Growth)

1994 4^400 (0% Growth)

Flight Segments (OOO’s)
1995 17.3 (3% Growth)

1994 16.8 (1% Growth)

one month earlier than in 1994. AbotU 10 percent of
all air travelers departing Japan fly Northwest, the
largest share among all foreign airlines ser\’ing Japan.

Our strategy in the
Pacific Region is to preserve
and enhance the market

position which Northwest
has developed duringfive
decades inJapan and
elsewhere in Asia.

Focused marketing activities attracted additional
passengers. Strong selling and service efforts during
the Japan “Oolden Week” holiday travel period helped
to realize a 17 percent increase in passenger boardings
and a 15 percent increase in revenue over Golden
Week 1994. Passengers continned to be attracted
to Northwest’s World Business Glass Service, first
latmched in the Pacific Region in 1994. World Business
Glass is an enhanced business class product which
feattires a roomier, more comfortable seat, greater
distance between seats and greater seat recline — all
condticive to more restftil long-hatil flights. The service
also features enhanced mentis, a personal video system,
an expanded library of in-flight reading materials and
other travel amenities.

Northwest also generated additional revenue by
reconfigtiring its 10 747-40()s to increase seat capaciU'
from 383 to 418 and increasing daily utilization of the
fleet. The 747-400 fleet is tised primarily on service
connecting Detroit and Tokyo, Osaka, Seoul and
Beijing.
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Noi'iliwost (.'iMUinuod to expand its serxiee to (ihina.
Fixe additional xxeeklx' liexjiieneic's to (ihina, axxardxHl
to tlie airline bx' the I’.S. ne[)artinent of IVansportation
in Idd 1. brought the airline's total to nine. On
Max’ 1, Iddb Northxvest xvill beeoine the First I'.S.
airline' to opc'iate sustained nonsto]) se'i xiee' to (ihina
when Detroit-beijing llights are' inangnrate'd.

nnring the' xear Nen thxxest established lU'xx' inarke'ting
agreements in adelitiein to enir .Vsiana |)artne'rship. xxith
txx’o internatiemal airline partners Inrthe'r seilielilxing its
presenee in the Faeilie’ Region. .Vn agre'enu'nt xxith
Paeilie’ Islanel ,\xi.ition enhanee's Northxve'st's presenee
as a preixider ol'serxiee' to C'niain. Saipan and Rot.i,
islanels loeated in the Northern Marianas that are'

peipnlar xxith japanese leisure traxelers. I’o proxide
additional eapae itx’ — anel iinproxe prolltabilitx — on
the' )apan-xaeation routes, Northxvest ree'onlignreel the

inle'i'iors ol thre'e' 717-100 aireralt to gain In additional
se'ats pe'i' plane'. An agre'einent xxith Air Nexx ’/e'aland
proxide's Northxvest xalnable marke't pre'se'iue' in the'
South Fae ifie. It e'xte'iids Northxve'st's W’orldFe'rks Ire'e

trave'l program to iiu hide' .\ir Ne'xv /e'aland's e'xtensive
South I’ae ille' ronie' .sxste'in and ealls lor the' txvo airline's

to share' air|)ort lae ilitie's and olle'r joint sale's and
inarke'ting snp|)oi t.

Noi ihwe'st's strategx in the' Raeilu Re'gion xvill e'oiitimu'
to loe'tis on maxinii/ing the' e'ompe'titixe' position
de'xelope'd oxe'i’ almost live' deeade's ol se'i'viee'. N’ital to
this strate'gx’ are' strong re'lationships xxith gox’e'nmie'iits.
allianee pai tiu'is, tour ope'i ators and airline' etistonu'is
— re'lationships built through se'nsiiixe ste'xvardship,
nmtnallv prodiu tive' xvorking agre'e'iiu'nts and e'xe e'lle'iit
e nstonu'r se'i'x ie e'.

Northwest Airlines Japan Route System

lo Minncapolii
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Atlantic Region Operations

orthwest Airlines in 1995 continued to

I strengthen its competitive position in the
Atlantic Region through its transatlantic

alliance with KLM Royal Dutch Airlines. Operating
with antitrust imnumit)' from the U.S. government, the
two airlines collaborate on all aspects of service,
including pricing, scheduling, prodtict development
and marketing. Under the airlines’ joint venttire
agreement. Northwest and KLM operate between
11 U.S. cities and Amsterdam, IvLAl’s hub airport.
Amsterdam is strategically well located as both a major
point of origin and destination for many people
traveling benveen Europe and North America and as a

connecting point to and from cities across Europe, the
Middle East and .Africa.

Joint routes linking Amsterdam with Northwest’s two
major North American hubs in Minneapolis/St. Paul
and Detroit have proven especially sticcessftil. During
1995, ser\'ice to Amsterdam was expanded to nvice
daily from Detroit and from Minneapolis/St. Paul
during the summer. Northwest and KLM launched
joint Memphis-Amsterdam nonstop service, the first
regularly scheduled intercontinental service out
of Memphis.
In 1995, Northwest assumed operation from KLM of
the Amsterdam-Washington Dulles route, increasing
ser\'ice frequency from three times per week to daily.
By re-schednling the flights. Northwest has provided a
more convenient Dulles departure time and better
connections to onward flights from Amsterdam. The
enhanced service links Washington to more than
65 destinations in Europe, the Middle East, Africa
and India.

Ser\ice connecting North America and Amsterdam will
be increased in 1996. Memphis-Amsterdam flights will
grow from four times a week to daily and joint service
between Amsterdam and San Erancisco will be expanded.

Other new^ Atlantic Region service launched during
1995 included w'eekly seasonal nonstop service
betw'een Minneapolis/St. Paul and Erankfurt and a
second daily nonstop flight between Detroit and
Erankfurt. New nonstop service beUveen Detroit and
London Gatwick w’as also initiated. Strong traffic on
this route led to an expansion from seven to nine
W'eekly Rights. Northwest implemented a no-smoking
policy on all transatlantic nonstop flights.

In the Atlantic Region,
Northwest Airlines ’ strategy
is to develop alliances and
code-share agreements to
maintain presence and
improve convenience.

further enhancing service to Europe, Northwest has
added convenient connecting service to eight German
cities through a code-share agreement w'ith Enrowings.
Northw'est’s flight codes appear on Enrowings’ service
beUveen Amsterdam and Nhrenberg, Stuttgart,
Dusseldorf, Leipzig, Hannover, Dortmund, Paderborn
and Dresden. Lhe code-share service is available for

travelers w'ho use Northw'est and KLM’s joint service to
Amsterdam from Minneapolis/St. Paul, Detroit,
Memphis, Boston, Washington Dulles and other
U.S. points.
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Northwest Cargo

orthwest Carffo had another strono- year,

finishing 1995 with its second best year in
history despite reduction of belly-freight

capacity in Northtvest passenger aircraft due to
record passenger loads. As a result, Northwest carried
1.2 billion pounds of cargo in 1995, a 1.8 percent
redtiction from 1994. Operating a fleet of eight Boeing
747 freighters and relying on the belly-freight capacity
of the world’s fourth largest airline, Northwest Cargo’s
1995 gross reyenne was $754 million (including charter
reyenne), accounting for 8.3 percent of the company’s
total reyennes. Total mail revenue increased to a

record $136 million.

Wliile domestic and transatlantic revenue were lower

than in 1994 due to high passenger loads. Northwest
Cargo realized strong gro^\'th during the year in two
key markets, intra-Asia and between North America
and Asia served primarily by main-deck freighters. In
the intra-Asia market, net revenue increased

18.7 percent, pounds carried grew 13.8 percent, and
vield increased 4.5 percent over 1994's strong results.
North America to Asia net reventies increased

7.8 percent, pounds carried increased 6.0 percent,
and net tield rose 1.6 percent over 1994.

Overall, the Pacific region generates a significant
portion of Northwest Cargo’s total revenue. Operating
principally as a wholesaler of heaw lift cargo capacitv.
Cargo is focused on the international freight forwarder
commnnit)’ serving the U.S. and Asia. The unique
combination of fleet and network capabilitv permits
Northwest Cargo to offer extensive combinations of
U.S. and Asian market origins and destinations, which
are served by a variety of lift capabilities, routings, and
departure and arrival times, thus satisfving the needs
of most air freight shippers.
Several of Northwest Cargo’s products achieved record
performances in 1995. Cargo’s international cornier
product generated record revenue, topping 1994
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Northwest Cargo’s strategic advantages incltide:

Northwest Cargo has a
dedicated fleet of 747
freighters ajid twice the
international capacity
of any other U.S.
combination carrier.

results by 38.8 percent. Northwest’s domestic airport-
to-airport product, which is called V.I.P., had a record
year in 1995 with revennes increasing 10.7 percent and
pounds increasing 14.0 percent over 1994. During
1995, North\vest Cargo assumed cargo ground
handling responsibility for KLM in Hong Kong and for
United Parcel Service in Tokyo.

T A dedicated cargo fleet and the complementary
capacity and network scope of the Northwest
passenger fleet

T A favorable reputation as one of the most

experienced transpacific and intra-Asia cargo carriers

T Extensive authorities to fly into and beyond Japan

T Freighter crossloading and passenger aircraft cross
connection operations at the Narita hub.

Northwest Cargo’s future growth focuses on the Pacific
region. U.S. exports to Japan account for nearly half of
the airfreight industry’s total westbound traffic.
Northwest Cargo today is among the top two carriers in
tonnage flown between the U.S. and Japan. Historically
Hong Kong, too, is a major market for dedicated
freighter service. V\Tiile Hong Kong serves as a

significant export center for China’s explosive growth
in manufacturing. Northwest Cargo also seeks to
expand its operations in China through
commencement of freighter service to Shanghai, one
of China’s most advanced commercial centers.

22



Northwest Aerospace Training Corporation (NATCO)

orth^\•est Aerospace Training Ciorporation
(XAT(X)), a ^vholl^■-o\vned indirect subsidiary
of Northwest Airlines C'lorporation, continued

in 1993 to provide simulation for Northwest Airlines
pilot training as tvell as full service pilot and air crew
training programs on eight different aircraft t^■pes.
XAT(X)’s state-of-the-art “classrooms” inchide 26 ftill-

flight simulators and training devices at its Eagan,
Minnesota, headquarters and rwo MD82 simulators iit
Long Beach, (California.

Northtvest Airlines provided 60 percent of XATCXO’s
reventie in 1993. The other 40 percent came from
113 airlines, non-airline jet operators and go\ ernment

agencies — all of tvhich make tip XATCCO's growing
base of cnstomers. \Vorking to establish itself as a

leading training center for pilots and crew members
from around the tvorld, XATCCCO increased its revenues

from non-Xorihtvest sonrces bv six percent.

During the vear, XATCXO continued to expand its
Total Solntion^^' offering of airline training and
snpport products. In addition to its core pilot training
business, XAT(X4 markets Northwest Airlines' training
and snpport services. Its offerings include crew
resource management training, llight attendant
training, ground services training and snpport, and
systems operations control products and services.



NATCO, an industry
leader, provides training
and support solutions to
airlines around the world.

Other 1993 highlights included:
T The doubling of market share by NATCO’s
Technical Services Division, which markets simulator

support services;

T The continued importance of Asia as a growth
market for NATCO, which in 1995 provided airline
training ser\ices to six airlines in China and
five airlines in Taiwan. NATCO is working closely

NATCO Growth Chart

1995 ] ] 3 Companies Served

1994 100 Companies Served

1993 95 Companies Served

with Asian airlines and government agencies to
develop and implement a full range of safety and
efficiency programs modeled after Northwest
Airlines Flight Operations training curriculums.

▼ The signing of contracts to train pilots from three
Russian airlines. As Western manufacturers continue

to place aircraft in Russia, NATCO is well placed to
capture training and support contracts. In addition
to providing comprehensive pilot training programs
for Russian crews from NATCO’s Eagan, Minnesota
facility, the company is discussing development of
training facilities within Russia to help prepare crews
for NATCO’s simulators.

Looking ahead, NATCO is responding to the need for
better training facilities and safety programs for
regional airlines. Plans to provide a full range of
training and safety related programs to regional
carriers are being solidified.

Annual Simulator Utilization

1995 76.20/0

1994 67.2%

1993 68.4%
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MLT Inc

LT Inc., a wholly-owned indirect subsidiary
of Northwest Airlines Corporation, is
among the largest vacation wholesale

companies in the United States. Its two major
vacation package product lines. Northwest
WorldVacations and MLT Vacations, offer air

transportation, accommodations, car rentals, shows
and tours. Travelers can mix and match a variety of
components, such as lift tickets and equipment
rental at ski destinations, wedding packages in Las
Vegas and fixed-price, three-course meals in Paris,
to create personalized, pre-paid vacation packages
in one easy step.

MLT seeks to be the leading
provider of quality leisure
travel products and services,
recognized for excellence,
innovation and total
customer satisfaction.

MLT’s growth derives from two primary strategic
thrusts: supporting travel to new and expanding
leisure destinations offered by Northwest; and
identifying strategic charter routes and providing
complete land options at all charter destinations.

MLT in 1995 reported growth in vacation packages
to Europe, Hawaii, Mexico and ski destinations. Las
Vegas continued to rank as MLT’s top destination.
In addition, MLT introduced WorldVacations

packages to Nova Scotia and Vancouver, Canada,
building on Northwest’s new routes between the
U.S. and Canada. More growth is expected in 1996
with the addition of packages to Montreal, Toronto,
Ottawa, Edmonton and Calgary.

MLT offers Northwest WorldVacations packages to
138 destinations throughout Asia, Canada, the
Caribbean, Europe, Mexico and the U.S. MLT
Vacations feature year-round and seasonal charter
air vacations from 15 cities to 38 destinations.

Among those destinations are locations in the
Caribbean and Mexico and U.S. cities in Alaska,
Arizona, California, Elorida, Nevada and Utah. MLT
Vacations also offers Caribbean cruises, which

during the 1995-96 season are being expanded from
one to three itineraries.

MLT Inc. Operating Revenue ($000)

1995 $349718

1994 $341,462

1993 $312,530

1992 $281,906
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Northwest AirCares

hrough the Northwest AirCares charitable
support program, Northwest Airlines in 1995
demonstrated its ongoing commitment to

enrich the quality of life in the communities it serves.

Working with a different non-profit organization
during each quarter throughout the year, Northwest
AirCares builds awareness — and helps to raise funds
through on-board campaigns — for its charitable
partners. On every flight, a flight attendant or a video
describes the mission of the featured organization. An
article in Northwest’s in-flight magazine, WorldTraveler,
provides additional detail. An envelope is also included
for passenger contributions. To encourage donations.
Northwest offers 500 WoiidPerks bonus miles to

anyone who donates a WorldPerks FlyWrite ticket or
makes a cash contribution of $50 or more.

The four organizations benefiting from the Northwest
AirCares program in 1995 included:
The American Red Cross
The lAnerican Red Cross, which for over a century has
reacted quickly in times of crisis, is the largest private,
non-profit humanitarian organization in the U.S. Its
^\'ork has saved lives and restored hope to people in
local communities across the U.S. and around the world.

Epilepsy Foundation ofAmerica
The Epilepsy Foundation is dedicated to helping
families cope with the range of issues surrounding the
treatment, education and social development of
children with seizure disorders. Epilepsy is a common

neurological disorder that affects one of every
100 people, most of whom are children.
Share Our Strength (SOS)
Share Our Strength is one of the nation’s largest non¬
profit hunger relief organizations. Its goals are to
alleviate and prevent hunger in the United States and
around the world. During 1995, Northwest AirCares
helped sponsor two successful ‘Jam Against Hunger”
concerts in Minnesota to assist SOS’s mission.

Toys for Tots
Created by the U.S. Marine Corps Reserve in 1947,
Toys for Tots annually provides millions of toys to
needy children throughout the country. Northwest
AirCares assists the Toys for Tots campaign by
encouraging passengers to contribute to the cause and
promoting the organization through national
advertising. The annual Toys for Tots collection effort,
held ill nearly 200 communities nationwide, brings in
more than seven million new toys each year to kids
who otherwise might not enjoy a new toy at Christmas.
The 1995 Toys for Tots Foundation drive succeeded in

Toys for Tots
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gathering approximately 1.1 million more toys than
the previotis year.

In addition to its fotir in-llight charity partners,
Northtvest AirCares also stipports other projects. Early
in 1995, Northwest AirCares deliyered approximately
500,000 potmds of relief stipplies donated by
AmeriCares, a non-profit relief agency, to assist with
earthqtiake recoyery in Kobe, Japan. Donated items
ranged from temporary housing to canned sotip.
While AmeriCares proyided the supplies. Northwest

L
Kobe, Japan

800-48B

donated the tise of nvo freighter aircraft, and
North^vest empkn’ees yohmteered countless hotirs to
aid the relief effort. In addition, working together,
AmeriCares and Northwest AirCares condncted a

two-week fund-raising and awareness campaign that
inchided a full page achertisement in USA Today, fotir
teleyision annotmcements dtiring the Stiper Bowl

appealing for assistance for Kobe yictims; in-ilight
announcements and yideos; and a pledge by Northwest
to match all passenger contributions.
Other organizations benefited from Northwest
.\irCares' support during the year as well. A portion of
reyennes from a special fall fare sale was designated to
stipport a grotip of charitable organizations, including
Ctiide Dogs of .\merica. Share Onr Strength, the
.\merican Red Cross, the Ejjilepsy Eonndation of
■Vinerica and the Children's Cancer Research Etmd.

.\lso, in launching a partnership with UNICEE in
Erance, Nortlnvest donated $2 for eyery ticket sold on

Elight 51 in Erance to the organization during the last
nvo months of the year.

Initiated in 1992 as a way to help non-profit
organizations that rellect Northwest's yalnes and
commnnity concerns, the AirCares charitable stipport
program is increasingly kno\vn for its dedication and
inno\ation. In 1995, it received the “Ckilden Bell"
atvard, the top recognition in its category from the
1 lospitality Sales and Marketing Association
International.

Northwest's connmmity support is not limited to those
activ ities sponsored by AirCJares. Thronghont the year.
Northwest employees yohmteer thousands of hours to
commnnity catises. I'hey also give generously to the
Cnited Way, stipporting a broad range of organizations
that address society's needs.
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Employee Recognition

“Always support and inspire each other” is a guiding
principle of Northwest Airlines. The company’s employee
recognition programs support and inspire by singling out our
best. The major honors bestowed on Northwest employees in
1995 were:

Honor Roll, a quarterly publication that recognized all
13,576 employees who received a commendation from a
customer, co-worker or superHsor.
The Caring Award honored 10 employees for exceeding
the call of duty to deliver outstanding customer service.

Awards and

The Global Partner Award recognized six Northwest and
six KLM employees for providing outstanding service to
advance the Northwest/KLM alliance.

SerHce Anniversary Award Pins were presented to 1,130
employees who celebrated 23 to 25 years with Northwest
in 1995.

The Support and Inspiration Award was presented to five
employees who demonstrated Northwest’s Guiding
Principle by supporting and inspiring their colleagues.
The Excellence Award honored 13 employees who
contributed extraordinarily to Northwest’s profitability
and success.

Recognition

Summary of the most significant awards and recognition
earned by Northwest during 1995 in these categories:

Recognition from Customers
Best Frequent Flyer Program —J.D. Power survey of airline
customer satisfaction

“A-I-” for service to WorldPerks domestic and international

reservations agents from Inside Flyer md^gdizine

Ashington-Pickett Crystal Pyramid Award ofMerit for
Best Overall Service

The Los Angeles Business Travel Association’s first
biannual airline appreciation award

Recognition from Communities
“Company of the Year” award from the Memphis
Convention Bureau

The Memphis Convention and Visitors Bureau presented
Northwest with the President’s Award, recognizing the
airline for its omni-bank schedule and for the start-up of
Northwest/KLM service to Amsterdam

AmeriCares, the international disaster relief organization,
presented the Heroic Action Award to the employees of
Northwest for their lifesaving contributions to the relief
efforts in Kobe, Japan, following the devastating
earthquake
Citation from Mayor of Kobe, Japan

“Gift of Sight” Award from Guide Dogs of America
The Atlanta maintenance base received the Environmental

Achievement Award from the Georgia Water and Pollution
Control Association. The award was presented for
outstanding environmental achievement in the category of
indirect discharge physical/chemical treatment.

Recognition from Industry Peers
The Grand Prix Award presented by a panel ofJapanese
travel industry officials in Travel Management magazine,
named Northwest the best international airline serving
Japan for its numerous marketing activities in 1995 to
stimulate Japan’s out-bound tourism market

Sapphire Award for onboard safety video from Onboard
Services Magazine
Three Golden Bell Travel Industry Awards given by the
Hospitality Sales and Marketing Association International
to Northwest for the airline’s AirCares program and its
World Business Class marketing communications
A PATA Gold Award given by the Pacific Asia Travel
Association for Northwest’s World Business Glass marketing
communications program

Northwest’s Aircraft Situation Display (ASD) is a finalist in
the Apple Enterprise Awards. ASD provides flight
dispatchers with a real-time snapshot of a flight situation
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President's Award Winners

In 1995, President and (lEO John Dasburg presented the
President’s Award to eight Northwest people. This award
honors and recognizes employees who have contributed
significantly to Northwest’s mission, goals and guiding
principles. The honorees and their achievements were:

Ed Archer, Boston director-customer
service and ground operations. Archer led

challenging year and the aftermath of past
problems that could have distracted
employees without the right focus and
inspiration. Boston people came together

to reach all the station’s performance goals for the first
quarter of 1995.

million in savings.

Bryan Bourn, analyst in the Operations
Automation division. Bourn helped
develop the Aircraft Situation Display
(ASD). Flight Dispatch uses ASD, in part,
to re-route aircraft around inclement

weather. After investing SI00,000 in
ASD, Northwest has realized S2.5

Kathryn Cinkle, Minneapolis/St. Paul
reservations .sales agent. Cinkle mastered
the complexity of the marketing
promotions and programs targeting
specific customers to the point she is an

inspiration to her co-workers. She was
featured on a training video that highlights

her techniques and personal touches. And she sold
SI.8 million of tickets-by-mail, just short of her personal —
and ambitious — goal of S2 million.

t Lauretta Moritz-Crisler, Memphis flight
attendant. .After a mother stopped
breathing on her flight, some flight crew
members immediately applied emergency
aid. Moritz-Crisler, meanwhile, cared for
the woman’s 1- and 3-year-old children.

^ The plane diverted to Rochester, Minn.,
but doctors at the Mayo Clinic were unable to revive the
mother. Moritz-Crisler traveled with the father and children
to their Twin Cities’ home, where she continued to help and
console them.

Morris “Moe” Moultrie, Washington
National equipment .service chief. .Moultrie
played a key role in recruiting two other
airlines. Continental and America West, to
contract with Xfu thwest to handle their

ground service at Washington National
Airport. He repeatedly showed officials of

the.se two airlines around .Northwest’s station facilities and

introduced them to fellow employees. He showed them the
high quality of .service they could expect by contracting
with Northwest.

0Masao Suzuki, Japan director-Cargo.
W'ithin hours of the Kobe earthquake,
Suzuki flew to nearby Osaka. For several
days, he repeated every few hours to
Northwest offices in Tokyo and
.Minneapolis/St. Paul on damages and
injuries. .And Suzuki worked tirele.ssly to

coordinate with headquarters and Japanese customs to bring
and distribute 500,000 pounds of relief supplies to Kobe
shipped by Northwest.

Ronald Weldon, .Minneapolis/St. Paul
pilot. Weldon was the captain of a flight
when the plane experienced difficulties.
Under Weldon’s leadership, the three crew
members worked together to control the
aircraft. The effort required tremendous
coordination. They successfully landed the

plane safely, without harm to pa.ssengers, crew or aircraft.

Yoshinori Yamaguchi, Tokyo manager-
station operations. Yamaguchi worked with
the Japanese government and airport
authorities to gain approval for Northwest
to expand its Azuma lounge and increase
by 10 percent its gate u.se. He developed
good relations with Japanese officials that

resulted in better media relations for Northwest in Tokyo.
Yamaguchi led the effort to create a committee in Japan for
emergency preparedness that helped make Northwest the
first non-Japanese airline to participate in the airport’s
periodic emergency drill.
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Employee Profile

1995 1994 1993

Flight Attendants 8,844 8,603 8,688
Mechanics 6,640 6,495 6,413

Eqtiipnient Service Employees 5,682 5,378 5,092
Pilots 5,255 4,965 4,984
Customer Service Agents 5,162 4,997 4,849
Reservation Sales Agents 3,242 3,017 3,385

Management 3,094 3,020 2,808
Secretaries/Clerks 2,394 2,355 2,375
Others 1,827 1,805 1,955
Groomers/Cleaners 1,348 1,296 1,242
Subsidiaries — primarily MET 846 986 855

Technical — Non-contract 790 756 712

Total 45,124 43,673 43,358
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Financial Review

In 1995 Northwest Airlines Corporation continuedits complementary operating and financial
strategies to maximize shareholder value. Through

targeted deployment of assets into markets of
competitive advantage, cost effective fleet planning,
rigorous cost control, and strategic capital structure
management. Northwest has increased return on assets
while improving strategic and operating flexibility.

Maximize Return on As.sets

Northwest seeks to maximize return on assets by
deploying existing a.ssets where they can generate
maximum returns, and by investing in additional assets
only when they can produce superior returns. Since
1992, Northwest has led U.S. network carriers by
focusing on core strategic a.s,sets and expanding
international alliances and code-share agreements.
Some of the major 1995 highlights are di.scus.sed in
detail throughout this Annual Report.

Operating Activities - As we look forward, route
structure development has positioned Northwest well
for a planned 7% capacity growth for 1996.
Approximately half of this growth will be new flying.
The remainder of the incremental capacity will result
from the carryforward of 1995 growth and the
addition of incremental seating capacity to existing
.selected aircraft.

In the context of its continuing focus on areas of
competitive strength. Northwest is pursuing a number
of meaningful cost reduction and productivity
improvement opportunities. These initiatives in 1996,
which include process improvements, automation and
technological improvements, will help the Company
build upon the traffic and unit revenue advantage it
currently enjoys.

As a result of similar efforts in prior years. Northwest’s
operating cost per available seat mile (excluding stock-
ba.sed compen.sation) has increased only 2% from 1994
to 1995. This increa.se was entirely related to higher
revenues and load factors, and a stronger yen.

Fleet Initiatives - Northwest continued its strat(;gy of
identifying and employing the aircraft best suited to
the Caimpany’s route structure while making the most
efficient u.se of invested capital. Several major fleet
transactions were completed during the year.

▼ Northwest arranged the early delivery of 15 new
757-200 aircraft already on order from Boeing, two
of which were delivered in 1995, with the remainder
.scheduled for delivery in 1996. I’his tran.saction also
included the rescheduling of or the right tf) re.schedule
(with substitution rights), 25 Boeing 757-200 aircraft
and four Boeing 747-400 aircraft, from delivery in
the 1996-1999 period to 2002 and beyond.

▼ In February 1996, Northwest signed a memorandum
of understanding with Airbus that includes the
purcha.se of 20 highly efficient A320 aircraft to be
delivered in 1998 and 1999, and a revised delivery
schedule (with substitution rights) for 16 A.330
aircraft to 2004 and 2005.

T Northwest has had success with the 1)09-30

refurbishment program begun in 1994. This
program allows the (Company to continue to operate
this highly reliable aircraft profitably, while foregoing
the substantial investment required for new aircraft.
During 199.5, significant new profitable flying for
100 seat aircraft was identified including the new
(Canadian routes. In 1995, Northwest exercised an

option to acquire an additional ten used DO9-30
aircraft, .scheduled for delivery in 1996 and 1997.
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Ill order to take advantage of additional profitable
route opportunities, Northwest acquired five used
D(f 10-30 aircraft. These aircraft will serve our new

India service, and additional frequencies to London
and Amsterdam.

Results - Operating results continued to improve. 1995
operating income of $902 million and net income of
$392 million were Company records. However, these
results were significantly impacted by the increase in
the market value of common stock earned by our
employees in 1995, and expensed to our 1995 financial
results. The Company’s wage savings period is
scheduled to end in late 1996 and stock will no longer
be given to employees in lieu of wages. If the wage

savings had ended on January 1, 1995, the Company’s
1995 operating income and net income would have
increased to approximately $1.1 billion and $514
million, respectively. This is because the value of the
stock charged to the 1995 financial results was worth
approximately $193 million more than the labor cost
savings. Excluding the impact of the employee stock
charge, operating margins improved 3.9 points or
35% over 1994.

Northwest Operating Margin Excluding
Stock Charge
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As in 1994, a major contributor to this strong
performance has been revenue per ASM which has
improved 26% since 1992.

Northwest Revenue per ASM
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Capital Structure Management
Northwest’s capitalization strategy is designed to
minimize capital costs while allowing the Company to
maintain adequate levels of liquidity and create a

prudent debt amortization schedule.

In 1994, Northwest accomplished several major
financings including a $265 million initial public equity
offering designed to strengthen our capital base and
expand our access to the public capital markets.

This momentum continued in 1995 as the Company
used $1.5 billion in operating cash flow and $2.5
billion in financing transactions to reduce total debt
(including capital leases) by $1.6 billion or 33%.
Highlights of 1995 financing activities include:

The prepayment of the $837 million balance of the
1989 initial acquisition loan, which was funded in
part by an unsecured $300 million bank facility with
favorable terms. This transaction also released

collateral with a market value of approximately
$6 billion.

The innovative restructuring of a non-recourse
obligation on certain of the Company’s Tokyo land
holdings which resulted in $696 million being
removed from long-term debt and reclassified as a

Mandatorily Redeemable Preferred Security.

C
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U

8.5

7.5
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Northwest recorded an extraordinary gain of
$62 million in this cross-border financing.

▼ The completion of a $247 million secondary offering
of common stock which increased the shares held by
the public, thereby improving the liquidity of the
Company’s stock.

▼ A $97 million preferred for common stock exchange
with Bankers Trust Corporation which strengthened
Northwest’s balance sheet by adding approximately
$97 million to common stockholders’ equity. It also
removed over $169 million of cash requirements
during the period 1998-2002.

▼ Syndication of a $.820 million 20-year bank bridge
revolving loan facility that will minimize the cost of
acquiring 15 757-200 aircraft.

▼ The Airbus and CFM International Memoranda of

Understanding (MOU) include the elimination or

rescheduling of $470 million of existing debt to
beyond 2000 at lower interest rates. Financing for
the 20 new A.820 aircraft on attractive terms was also

arranged.

Northwest’s strong cash flow generation and aggre.ssive
debt retirement served to further improve the
Company’s debt amortization schedule. The following
graph illustrates that the Company’s debt amortization
schedule has improved dramatically since 1993.

Northwest Amortization Schedule

Dec - '95 Assumes completion of Airbus/CF.MI MOU

Results - Northwest’s financial management is focused
upon maintaining adequate levels of liquidity, reducing
indebtedness and releasing encumbered as.sets which,
collectively, are intended to enhance overall financial
stability and flexibility, and increase the value of
commc:)n equity.

After the 1995 financing transactions, liquidity at year-
end was approximately $1.2 billion.

The major credit rating agencies responded well to
Northwest’s strong financial performance. Both Moody’s
Investors Service and Standard & Poor’s Corporation
raised Northwest’s long-term un.secured debt rating
two notches to Ba2 and BIT, respectively, while Fitch
and Investors Service raised Northwest to BB-.

Cash flow from operations improved from $337 million
in 1993 to $1.38 billion in 1994 and $1.46 billion in 1995.

Cash Flow from Operations

199.S 1994 1995
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In addition, fully distributed earnings per share has
significantly improved from 1993 through 1995 and
increased 85% from 1994 to 1995.

Fully Distributed EPS (1)
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(1) For further information see Management’s Discussion and Analysis.

Finally, total debt levels have declined markedly since
1993 from $5.37 billion at December 31, 1993 to

$3.31 billion at December 31, 1995.

Balance Sheet Debt and Capital Lease Obligations

6000

5,366.0

Oudook

Northwest has excellent opportunities to further
improve return on assets by continuing to focus on
areas of competitive strength, particularly our hubs.
Northwest’s greatest growth opportunity is in the
Pacific. As the largest carrier in the U.S.-Japan market,
the Company is well positioned to share in the
economic rebound that is occurring in Japan.
Furthermore, Northwest’s strategic Asian presence

provides an ideal opportunity to participate in high-
growth Pacific markets such as China, where the
Company recently gained authority to fly non-stop
from Detroit to Beijing.

Northwest is now well positioned with efficient aircraft,
rapidly decreasing debt, and relatively modest future
capital commitments. The Company will review future
capital investment opportunities as they arise and will
make additional investments if they are consistent with
the objective to produce superior returns. Cash flow
from operations in excess of that which the Company
believes can be invested at superior returns will be
used to reduce debt.
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Management's Discussion and Analysis of
Financial Condition and Results of Operations

Northwest .Airlines Corporation (“N\V.A Corp." or the
“Company”) reported income before extraordinary
item of S342.1 million and operating income of S902.2
million for the year ended December 31. 1995, the
highest annual levels in the Company's history. Income
before extraordinary item increased bv S46.b million

compared with 1994. Operating income \yas nnfayorabh'
impacted by an increase of S370.8 million (S233.1
million net of t^ix) in stock-based compensation
expense caused by a 224% increase in the price of the
Company's common stock. Excluding this increase,
1995 operating income ^^■onld have been Si.27 billion.

Northwest .Airlines, Inc. (“Northwest") is the principal
operating indirect subsidiary of NW'.A Corp.,
accounting for more than 96% of the Company’s 1995
consolidated operating reyeniies and expenses. The
Company’s operating results are significantly impacted
by both general and industry economic en\ironments.
Small fluctuations in Weld per reyenue passenger mile
(“RPM”) and cost per available seat mile (“.ASM") can
have a significant impact on profitabilirs'.

Results of Operations—
1995 Compared to 1994
Operating Rn’cnlies. Operating revenues were $9.08
billion, an improvement of $760.0 million (9.1%).
Revenue per total serWce ASM increased 7.3%. System
passenger revenue (which represented 85% of total
operating revenne) increased 10.7%. The increase was
due to a 2.9% increase in scheduled serWce .ASMs and
a 7.5% increase in passenger revenue per scheduled
serWce ASM which was attributable to a 2.6% increase

in system Weld and a 5.0% (3.4 points) increase in
passenger load factor.

The 1995 passenger revenue performance continued
to reflect Northwest’s focus on markets where the

Company has strategic advantage. Effective pricing
initiatives increased traffic along with successful serWce
introductions to seven Canadian cities and to London

Gatwick from Detroit. New Osaka flWng, further
development of domestic hubs and aircraft
reconfiguration allowed for increased traffic as well.
Despite traffic growth, Weld remained strong, because
capacits’ growth was concentrated in areas of strategic
advantage, factors contributing to Weld strength
include solid performance of Northwest’s World
Business Class product in international markets and
favorable Japanese yen exchange rates.

The composition of the Company’s operating revenues
in each of the past three years is summarized below;

1995 1994 1993

Passenger revenue
Domestic 56.1% 56.8% 55.7%
Pacific 23.8 22.0 23.4

Tran.satlantic 5.5 5.4 5.1

Cargo revenue 8.3 9.1 9.3

Other revenue 6.3 6.7 6.5

Total operating
revenues 100.0% 100.0% 100.0%

Domestic passenger revenne of $5.10 billion increased
$369.7 million (7.8%) primarily because scheduled
serWce .ASMs increased 2.1% and passenger load factor
increased by 5.4% (3.5 points) without negatively
impacting Weld. Pacific pas.senger revenue increa.sed
$325.9 million (17.8%) to $2.16 billion due to a 5.0%
(3.6 points) increase in pa.ssenger load factor, a 5.1%
increase in scheduled serWce .ASMs and a 6.8%
increase in yield (largely due to changes in the ven to
dollar rate of exchange). Transatlantic passenger
revenne increased $56.3 million (12.6%) to $504.6
million, primarily due to a 9.8% increase in Weld and a
1.8% (1.4 points) increase in passenger load factor.

Cargo revenue decreased $4.6 million (.6%) due to
3.3% fewer cargo ton miles. Cargo capacity was
reduced because of increased passenger loads. Other
revenne increased $12.7 million (2.3%) due primarily
to ticket exchange fee revenne and other incidental
serWces provided to third parties, offset bv decreased
charter actiWtv.

Operating E.xpenses. Operating expenses increa.sed
$688.2 million (9.2%). Wliile operating capacity
increased 2.1% to 87.6 billion total serWce ASMs,

operating expense per total serWce ASM increa.sed
7.2%. Excluding stock-based compen.sation in both
periods, operating expense per .ASM increased 2.0%
largely related to increa.ses in load factors and
strengthening of the Japane.se yen. Salaries, wages and
benefits increa.sed $86.5 million (3.7%) due to an

increa.se in average full-time equivalent entplovees of
2.4% and overtime, which were largely needed to
handle the increa.sed flying of 2.1% and increased
traffic, and was partially offset by decreased pension
expen.se. Non-cash stock-ba.sed employee
compensation expen.se was $478.0 million and $107.2



iiiillic)i\ during 1995 and 1994, respeclively. The stock-
based compensation expense is a function of shares
earned by employees during the period and the
period-ending common stock price, which increased to
$51.00 per share at December 29, 1995 from $15.75
per share at December 30, 1994. Commissions
increased $70.3 million (9.1%) as a result of a 10.7%
increase in passenger revenue and a higher Pacific
effective commission rate, offset by the favorable
impact of the new domestic commission structure
implemented in February 1995 by Northwest. Aircraft
fuel, oil and taxes increased $31.0 million (2.9%), due
primarily to a 3.0% increase in gallons consumed,
offset by lower prices. In October 1995, the United
States (“U.S.”) increased taxes on aircraft fuel by
4.3 cents per gallon. This new tax increased the
Company’s operating expenses for the fourth quarter
of 1995 by $12.1 million, and unless suspended by the
government will increase the Company’s annual
operating expenses by approximately $48 million based
on Northwest’s anticipated fuel consumption. Other
rentals and landing fees increased $40.2 million
(9.2%) due largely to changes in foreign currency

exchange rates and increased volume and rates for
landing fees. Other expenses (the principal
components of which include outside services,
passenger food, selling and marketing, personnel and
communication expenses) increased $88.2 million
(5.2%), due primarily to increased volume and rates
for selling and marketing fees and outside services.

Other Inconu’ and Expense. Investment income increased
by $30.5 million (72.3%) due to increased invested
cash. The foreign currency loss of $30.9 million was
attributable to a $27.0 million loss on the balance sheet
remeasurement of foreign currency-denominated
assets and liabilities and a $9.3 million charge for
Japanese yen collar option contracts. The $29.7 million
unfavorable change in other-net for 1995 was largely
due to miscellaneous licensing revenues received in
1994 and losses related to an equity investment in an
affiliate in 1995.

Net income for 1995 included a $49.9 million net

extraordinary gain which relates primarily to the
restructuring of the Cannpany’s financing arrangement
with respect to certain property owned in Japan. See
Note E to Ck)nsolidated Financial Statements.

Results of Operations—
1994 Compared to 1993
Operating results improved substantially with operating
income increasing $558.0 million to $830.4 million.
Net income increased $410.8 million to $295.5 million.
The improved profitability was primarily the result of a
$390.5 million increase in passenger revenue over 1993.

Operating Revenues. Operating revenues were $8.32
billion, an improvement of $460.0 million (5.8%).
Revenue per total service ASM increased 8.5%. System
passenger revenue increased 5.9%. The increase was
primarily attributable to a 6.3% increase in system yield
and a 2.1% (1.4 points) increase in passenger load
factor, partially offset by the impact of a 2.5% decrease
in capacity as measured by scheduled service ASMs.

Domestic passenger revenue of $4.73 billion increased
$351.4 million (8.0%) primarily because domestic yield
increased 6.7% to 13.98 cents and passenger load
factor increased by 2.2% (1.4 points). Pacific passenger
revenue decreased .5% to $1.83 billion, due to a 6.1%
decrease in scheduled service ASMs, offset by the
impact of a 4.2% increase in yield and a 1.7% (1.2
points) increase in passenger load factor. Transatlantic
pa.ssenger revenue increased 12.0% to $448.4 million,
primarily due to a 7.9% increase in yield and a 4.1%
(3.1 points) increase in passenger load factor.

Cargo revenue increased $21.0 million (2.9%) due to
an $18.0 million increase in freight revenue and a
$3.0 million increase in mail revenue. Other revenue
increased by $48.5 million (9.5%) due to increased
passenger charter revenue, transportation service
charges and other incidental services provided to
third parties.

Operating Expenses. Operating expenses declined
$98.0 million (1.3%) while operating capacity
decreased 2.6% to 85.8 billion total service ASMs and

operating expense per total service ASM increased
1.0%. Salaries, wages and benefits decreased $111.8
million (4.6%) primarily due to the labor cost savings
resulting from the labor agreements which became
effective August 1, 1993. Non-cash stock-based
employee compensation expense was $107.2 million
and $93.1 million during 1994 and 1993, respectively.
Commissions for 1994 increased $52.1 million (7.3%)
primarily as a result of a 5.9% increase in passenger
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revenue. Aircraft fuel, oil and taxe.s decreased $107.2
million (9.2%), due to a 9.4% decrease in average fuel
price per gallon to 56.23 cents and a .5% decrease in
gallons consumed. Aircraft maintenance materials and
repairs increased $28.0 million (7.6%) due to the
timing of maintenance activities and increased engine
parts usage. As a consequence of its DO9-30
enhancement program discussed below, effective
January 1, 1994, the Company extended the
depreciable lives of its DC-9-30 aircraft. The net effect
of the revision and certain other changes was to reduce
1994 depreciation as discussed in Note A to
Consolidated Financial Statements. Other expenses
increased $74.5 million (4.6%), due primarily to
increased advertising related to the launch of the
Northwest/KLM World Business Class product, and
increased computer reservation system fees.

Other Income and Expense. Interest expense increased
$12.8 million (3.4%), primarily due to an increa.se in
the weighted average interest cost of long-term debt
(from 6.7% in 1993 to 7.6% in 1994) caused by higher
market interest rates and an increase in fixed rate debt

from 32.8% to 51.2% of outstanding debt, partially
offset by the impact of a decrease in total outstanding
debt. Investment income increased by $22.8 million
due to increased invested cash. The foreign currency
loss of $20.2 million was primarily attributable to
balance sheet remeasurement of foreign currency-
denominated assets and liabilities. The $38.8 million
decrease in other-net income was largely due to a
$46.4 million foreign tax refund received in 1993
related to commissions.

Liquidity and Capital Resources
At December 31, 1995 the Company had cash and cash
equivalents of $850.9 million, unrestricted short-term
investments of $120.0 million and borrowing capacity
of $187.6 million under its revolving credit facility,
providing total available liquidity of $1.16 billion. Cash
flow from operating activities was $1.46 billion for
1995, $1.38 billion for 1994 and $337.3 million for
1993. Net cash used in investing and financing
activities during 1995, 1994 and 1993 was $1.08 billion,
$1.05 billion and $442.4 million, respectively.

Financing Activities. In October 1995 the Company
completed a restructuring of its financing arrangement
related to certain property the Company owns in

Japan. As a result, long-term debt decreased by $695.9
million and was replaced by a $622.0 million non¬
recourse obligation with longer maturities which is
reflected in the Ckjmpany’s balance sheet as a

Mandatorily Redeemable Preferred Security of
Subsidiary which holds solely non-recourse obligation
of Company. In December 1995 the Company al.so
retired the 1989 accjuisition loan by prepaying the
remaining $837 million loan outstanding using
proceeds from a new credit facility and available funds.
The new credit facility includes an unsecured $300
million term loan and an unsecured $200 million

revolving credit facility. The replacement of the
acquisition loan by the new credit facility resulted in
the relea.se of security interests on a substantial portion
of the Company’s a.s.sets as well as improved financial
terms and flexibility. As a result of 1995 financing
activities, long-term debt was reduced by $1.5 billion.
Also during 1995, Bankers Trust New York Corporation
exchanged 1,727 shares of the C>)mpany’s Series B
Preferred Stock for 2,050,000 shares of the (x^mpany’s
common stock. In November 1995, 5,937,525 shares of

existing Cla.ss A Common Stock were sold to the public
in a secondary offering by certain selling stockholders.
The Cxjmpany received no proceeds from this offering.
During 1994 the Cx)mpany completed more than $1.78
billion in capital market transactions, including an
initial public offering of common stock and refinancing
of existing indebtedne.ss, all of which re.sulted in
substantially rescheduling its debt maturities.

See Note C to Con,solidated Financial Statements for

maturities of long-term debt for the five years

.subsequent to December 31, 1995. At December 31,
1995 there were no borrowings outstanding under the
Company’s revolving credit facility; however, the
amount available to borrow has been reduced by $12.4
million due to the i,ssuance of letters of credit.

Investing Activities. Investing activities for 1995 resulted
in a $245.7 million use of cash and included $556.9
million of property additions. The property additions
pertain primarily to depo,sits and purcha.ses for .sale-
leaseback transactions related to Boeing 757 aircraft
and the modification of DC-9 aircraft. During 1994 and
1993, capital expenditures were primarily for aircraft
modifications, spare parts and non-aircraft property
and, in 1994, the acquisition of 21 u.sed DC79-30 aircraft.
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Capital Coynmitments. The current aircraft delivery
schedule provides for the acquisition of 78 aircraft,
including 13 Boeing 757-200 aircraft to be delivered in
1996. See Note 1 to Consolidated Financial Statements

for a discussion of aircraft capital commitments. Non¬
aircraft capital expenditures are projected to be $250
million for 1996, which the Company anticipates
funding primarily with cash from operations.

The Company adopted programs to hushkit and
modify its 106 DC-9-30 aircraft and 35 DC-9-50 aircraft
to meet noise and aging aircraft requirements. Capital
expenditures for engine hushkits and aging aircraft
modifications were $61 million in 1995 and are

expected to aggregate $264 million during the next
five years for these aircraft. The Company has also
elected to upgrade aircraft systems and refurbish
interiors for the 141 DC-9 aircraft. Capital
expenditures associated with upgrading systems and
interior refurbishment were $27 million in 1995 and
are expected to aggregate $261 million during the next
five years. The Company has arranged supplier
financing of up to $225 million for DC-9 engine
hushkit shipsets.

The Company anticipates hushkitting 20 Boeing
727-200 aircraft and is evaluating similar alternatives
in order to comply with noise and aging aircraft
regulatory requirements for 34 of its remaining
Stage 11 aircraft. If comparable programs are adopted
for all such aircraft, the Company estimates the
required additional costs over the next five years would
be approximately $225 million for engine hushkits
and aging aircraft modifications.

Labor Agreements. The labor cost savings agreements
discussed in Note B to Consolidated Financial

Statements improve the Company’s 1993 to 1996 cash
flow from operating activities and will expire on
various dates from August through November 1996. At
the end of the Wage Savings Period, wage scales will
revert to 1993 levels and may further increase pursuant
to formulas set forth in the labor cost savings
agreements which incorporate other airlines’ labor
rates. Had the labor cost sa\4ngs agreements not been
in effect for 1995, operating income would have
increased by approximately $193 million as die $478.0
million of stock-based compensation expense would
not have been incurred and salaries, wages and
benefits would have been approximately $285 million

higher. Additionally, the Company’s labor contract with
each of its unions becomes amendable as each labor
cost savings agreement expires. Consequently, future
labor wage rates and costs will be subject to collective
bargaining. While the Company cannot predict the
precise wage rates that will ultimately be in effect
(since such rates will be determined by the formulas
referenced above and by collective bargaining),
management believes that its labor costs will remain
competitive in comparison to the largest U.S. carriers.
The Company has identified and continues to identify
various work rule changes and productivity
improvements which, if incorporated into new labor
agreements and work processes, would mitigate some
of the effect of the wage rate increases. Management
believes that the good relations between the Company
and its employees and their representatives will provide
a constructive framework for the upcoming collective
bargaining.

Financial Position. At December 31, 1995 the Company
had a common stockholders’ equity deficit of
$818.8 million and, like its competitors, operated
with a working capital deficit which aggregated
$502.4 million. The working capital deficit is
attributable primarily to the air traffic liability for
advance ticket sales. The Company has taken a variety
of actions which have substantially improved operating
performance, financial position and liquidity over the
past four years.

Other Information

Fully Distributed Earnings Per Share. The effect of the
accounting for stock-based compensation on the
Company’s operating results and earnings per share
may make it difficult to compare its earnings with
other companies. Accordingly, management believes
the following pro forma “fully distributed” earnings
per share amount, which excludes stock-based
compensation and the unfavorable pro forma impact
of the expiration of the labor cost savings and includes
all the shares to be issued to its employees, provides
additional information and makes analysis between
years more comparable. On a fully distributed basis,
the Company’s net income applicable to common
stockholders would have been $701.4 million ($6.13
per share) in 1995. The fully distributed earnings per
share for 1995 includes the effect of $.51 per share
increase resulting from the January 1995 exchange of
the Company’s preferred stock for common stock and
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a $.44 per share increase resulting from the net gain
on the extingnishinent of'debt.

Income Taxes. Sections S82 and S8S of'the Internal

Revenue Code of' 1986 (the "C.ode") and the
regulations thereunder impose limitations on the
carr\for\\ard amounts of net operating losses
(“NOl.s”), alternative mininmm tax net operating-
losses (“.VMTNOLs") and credits that can he used to

offset taxable income (or used as a credit) in anv single
year if the corporation experiences more than a 50%
ownership change, as defined therein, o\er a three-
vear testing period ending on anv testing date. See
Note H to Consolidated Financial Statements for

information regarding income taxes and NOLs.
.\MTNC)Ls and credits.

Management believes that the of fering of outstanding
common stock bv existing stockholders in November
1995 triggered an otvnership change, but that no
ownership change occurred prior to such offering. If
such an ownership change in fact occurred as a result
of the November 1995 offering, management believes
that even as limited bv Sections 982 and 989 of the

Code, the NOl.s, AMTNOLs and credits would be used

significantlv earlier than their expiration, and the
annual limitations would not have a material adverse

impact on the Companv. However, if the Internal
Revenue Ser\ice were to snccessfnlly assert that an
ownership change had occurred on anv prior date,
including Angnst 1, 1999 (the date of the labor cost
savings agreements), the impairment of the Companv’s
abilitv to use its NOLs, AMTNOLs and credit
carrvforwards would be significant because the value of
the Company's stock on certain prior testing dates
(which adversely affects the annual limitations
described above) was relativelv low, and such low \alue
would be used in computing the annual limitations
with respect to losses incurred prior to the testing date.

Foreign Currency. In general, each time the yen
strengthens (weakens), the Company's on-going-
operating income is favorably (unfavorably) impacted
and a one-time luinoperating foreign cnrrency loss
(gain) is recognized due to the remeasnrement of net
yen liabilities. The Company's 1995 yen-denominated
revenues exceeded its yen-denominated expenses by
approximately 62.9 billion yen (approximately $644
million) and its yen-denominated liabilities exceeded
its yen-denominated assets at December 91, 1995 by

approximatelv 15.5 billion ven (approximatelv $150
million), fhe ven to If8. dollar exchange rate at
December 91, 1995, 1994 and 1999 was 109 \en to$L
100 ven to $1 and 112 ven to $1, respectivelv.

C.se ofFinancial Instnanents. In order to mitigate its
exposure to foreign exchange rate fluctuatioits, the
Companv began using a collar option strategv tti hedge
its anticipated ven-<fenominated net cash fltuvs in 1994.
Dnring 1995, the impact on earnings of the Japanese
ven collar optitm contiacts was a pretax realized loss of
$9.9 millimt. .\s of December 91, 1995, the Companv
had no ojnion collars initstanding; however, it mav
elect from time to time to hedge a poi tion of its 1996
ven cash flows as deemed appropriate. In the ordinarv
conrse (.)f business, the Companv manages the price
risk of fuel costs utilizing both regulated exchange
traded futnres contracts and fuel swap agreements.
Cains or losses on hedge contracts are deferred until
the related fuel inventorv is expensed. .As of Decembm
91, 1995, the C(mipanv had nt) material hedges for
future fuel requirements.

Pension Discount Rale. The decrease in the discount rate

used to determine the Companv's pension expense
from 9.15% for 1995 to 7.10% for 1996 is the primarv
cause i>f a projected $65 million increase in 1996
pension ex[>ense.

Commi.ssions. In Febrnarv 1995 Northwest implemented
a new domestic commission strnctnre which limits

standard commissions tt) a maximum of'$25 for each
one-wav ticket and $50 for each ronnd-ti ip ticket for
domestic travel, .\ntitrnst litigatit)n challenging the
new commission strnctnre is pending. See Note J to
Consolidated f inancial Statements.

U.S. Transportation Tax. The IfS. 10% passenger ticket
tax applicable to dcmiestic travel, the 6.25% domestic
cargo wavbill tax and the $6 per passenger
international departure tax exj^ired on December 91,
1995. Consequently, the Companv ceased collecting
these taxes (which aggregated $504.8 million in 1995)
on jannarv 1, 1996. Management believes that some
form of these taxes will likely be reinstated in 1996 on
a prospective basis and that it is nnlikelv that anv
reinstatement will be retuxictive.



Consolidated Balance Sheets

Northwest Airlines Corporation December 31

(in millions) 1995 1994

Assets

Current Assets

C'ash and cash equivalents
Short-term investments

Accounts receivable, less allowance
(1995-$21.5; 1994-$19.5)

Flight equipment spare parts, less allowance
(1995-$111.8; 1994-$86.2)

Deferred income taxes

Prepaid expenses and other

$ 850.9
260.7

700.3

268.0
82.8
175.5

$ 468.0
601.9

640.4

226.7
88.0

160.2

2,338.2 2,185.2

Property and Equipment
Flight equipment
Less accumulated depreciation

4,050.7
953.5

3,695.0
820.8

3,097.2 2,874.2

Other property and equipment
Less accumulated depreciation

1,487.4
505.2

1,465.9
435.5

982.2 1,030.4

4,079.4 3,904.6

Flight Equipment Under Capital Leases
Flight equipment
Less accumulated amortization

940.9

230.8
940.9
193.3

710.1 747.6

Other Assets
Investments in affiliated companies
International routes, less accumulated
amortization (1995-$192.0; 1994-$168.0)
Other

154.1

775.7
354.8

156.6

798.1
278.0

1,284.6 1,232.7

$ 8,412.3 $ 8,070.1

The accompanying notes are an integral part of these consolidated financial statements.
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December 31

(in millions, except share data) 1995 1994

Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities
Air traffic liability $ 888.4 $ 761.1
Accounts payable and other liabilities 790.8 607.4
Accrued compensation and benefits 361.6 418.2
Accrued commissions 214.7 172.0
Accrued aircraft rent 173.2 177.3
Current maturities of long-term debt 329.7 334.2
Current obligations under capital leases 62.1 52.7
Short-term borrowings 20.1 23.8

2,840.6 2,546.7

Long-Term Debt 2,137.4 3,679.3

Long-Term Obbgations Under Capital Leases 779.1 837.6

Deferred Credits and Other Liabilities
Deferred income taxes 772.5 768.5

Long-term pension and postretirement health care benefits 831.1 462.4
Other 306.5 351.3

1,910.1 1,582.2

Mandatorily Redeemable Preferred Security of Subsidiary Which
Holds Solely Non-Recourse Obligation of Company - Note E
(Redemption value - $715.4) 618.4 —

Redeemable Preferred Stock
Series A and B 656.9 703.7
Series C, liquidation value (1995-$322.4; 1994-$185.0) 288.6 91.3

945.5 795.0

Common Stockholders’ Equity (Deficit)
Common stock, $.01 par value; shares authorized-315,000,000;
shares issued and outstanding (1995-91,345,808; 1994—84,333,437) .9 .8

Additional paid-in capital 970.7 636.6

Accumulated deficit (1,517.8) (1,910.9)
Other (272.6) (97.2)

(818.8) (1,370.7)

$ 8,412.3 $ 8,070.1
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Consolidated Statements of Operations

Nortliwest Airlines Corporation ,, i- i j i^ Year Ended December ol

(In millions, except per share amounts) 1995 1994 1993

Operating Revenues
Passenger $ 7,762.0 $ 7,010.1 $ 6,619.6
Cargo 751.2 755.8 734.8
Other 571.7 559.0 510.5

9,084.9 8,324.9 7,864.9
Operating Expenses
Salaries, wages and benefits 2,412.1 2,325.6 2,437.4
Stock-based employee compensation 478.0 107.2 93.1
Aircraft fuel, oil and taxes 1,083.8 1,052.8 1,160.0
Commissions 840.5 770.2 718.1
Aircraft rentals 338.9 337.8 349.5
Other rentals and landing fees 476.2 436.0 412.1
Aircraft maintenance materials and repairs 395.4 396.0 368.0

Depreciation and amortization 358.1 357.4 417.3
Other 1,799.7 1,711.5 1,637.0

8,182.7 7,494.5 7,592.5

Operating Income 902.2 830.4 272.4
Other Income (Expense)
Interest expense (401.2) (387.2) (374.4)
Interest capitalized 13.9 3.5 2.4
Investment income 72.7 42.2 19.4

Foreign currency loss - net (36.9) (20.2) (37.1)
Other - net (0.1) 29.6 68.4

Nonrecurring special charges - - (74.3)
(351.6) (332.1) (395.6)

Income (Loss) Before Income Taxes, Interest of Preferred
Security Holder and Extraordinary Item 550.6 498.3 (123.2)
Income tax expense (benefit) 204.0 202.8 (7.9)
Interest of preferred security holder 4.5 - -

Income (Loss) Before Extraordinary Item 342.1 295.5 (115.3)
Net gain on extinguishment of debt (less applicable
income taxes of $29.4) 49.9 - -

Net Income (Loss) 392.0 295.5 (115.3)
Preferred stock requirements (57.8) (59.3) (92.2)
Exchange of preferred stock 58.9 - -

Net Income (Loss) Applicable to Common Stockholders $ 393.1 $ 236.2 $ (207.5)
Earnings (Loss) Per Common Share:
Primary
Before effects of extraordinary item and exchange
of preferred stock $ 3.02 $ 2.92 $ (2.82)
Net gain on extinguishment of debt .53 - -

Exchange of preferred stock .62 - -

Earnings (loss) per common share $ 4.17 $ 2.92 $ (2.82)
Fully diluted
Before effects of extraordinary item and exchange
of preferred stock $ 2.85 $ 2.87 $ (2.82)

Net gain on extinguishment of debt .49 - -

Exchange of preferred stock .58 - -

Earnings (loss) per common share $ 3.92 $ 2.87 $ (2.82)
Tlie accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cask Flows

Northwest Airlines Corporation
Year Ended December 31

(In millions) 1995 1994 1993

Cash Flows From Operating Activities
Net income (loss)
Adjustments to reconcile net income (loss) to net cash

$ 392.0 $ 295.5 $ (115.3)

provided by operating activities;
Depreciation and amortization 358.1 357.4 417.3
Income tax expense (benefit) 204.0 202.8 (7.9)
Net refund (payment) of income taxes (116.9) (22.2) 15.4
Stock-based employee compensation
Pension and other postretirement benefit payments

478.0 107.2 93.1

(in excess of) less than expense (97.6) 33.2 87.2
Nonrecurring special charges - - 68.5
Other - net

Changes in certain assets and liabilities:
(62.0) 18.8 38.7

Decrease (increase) in accounts receivable (56.0) 89.8 (14.6)
Increase in flight equipment spare parts (59.7) (45.2) (.3)
Decrease (increase) in prepaid expenses and other 28.3 233.9 (155.0)
Increase (decrease) in air traffic liability 127.3 (35.2) 77.4
Increase (decrease) in accounts payable and other liabilities 243.3 149.7 (143.9)
Increase (decrease) in accrued compensation and benefits 21.8 (6.5) (23.3)

Net cash provided by operating activities 1,460.6 1,379.2 337.3

Cash Flows From Investing Activities
Capital expenditures (556.9) (152.5) (81.1)
Purchases of short-term investments (659.3) (992.1) -

Proceeds from maturities of short-term investments 991.4 452.2 -

Other - net (20.9) (2.3) (4.3)

Net cash used in investing activities (245.7) (694.7) (85.4)

Cash Flows From Financing Activities
Payment of long-term debt and capital lease obligations (1,279.3) (1,493.7) (124.8)
Proceeds from long-term debt 352.1 1,182.0 -

Proceeds from sale and leaseback transactions 100.0 10.9 -

Issuance of common stock - 249.1 -

Decrease in borrowings under revolving credit facility - (272.2) (221.0)
Other - net (4.8) (32.2) (11.2)

Net cash used in financing activities (832.0) (356.1) (357.0)

Increase (Decrease) In Cash And Cash Equivalents 382.9 328.4 (105.1)

Cash and cash equivalents at beginning of period 468.0 139.6 244.7

Cash and cash equivalents at end of period $ 850.9 $ 468.0 $ 139.6

Cash and cash equivalents and unrestricted short-term
investments at end of period $ 970.9 $ 968.3 $ 139.6

Available to be borrowed under revolving credit facility $ 187.6 $ 290.8 $ 240.1

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Common Stockholders' Equity (Deficit)

Northwest Airlines Corporation

Additional
(In millions) Common Stock Paid-In Accumulated

Shares Amount Capital Deficit Other Total

Balance January 1, 1993 52.7 $ .5 $ 232.2 $ (1,924.7) $ (40.5) $ (1,732.5)
Net loss (115.3) (115.3)
Accrued cumulative dividends
on Series A, B and C
Preferred Stock (63.3) (63.3)
In-kind dividends on Series B
Preferred Stock, 14% (26.6) (26.6)

Accretion of discount on Series
C Preferred Stock (.8) (.8)

Translation adjustments, net
of income taxes (13.4) (13.4)

Pension liability adjustment.
net of income taxes (78.7) (78.7)

Shares issued to Series A and B
Preferred stockholders 5.3 .1 16.3 (16.4) —

Other 4.7 (4.6) .1

Balance December 31, 1993 58.0 .6 253.2 (2,147.1) (137.2) (2,030.5)
Net income 295.5 295.5
Issuance of common stock 20.4 .2 248.9 249.1
Shares earned hy employees
including shares issued to
employee benefit plans 5.8 121.4 121.4

Accrued cumulative dividends
on Series A and B
Preferred Stock (54.5) (54.5)

Accretion of discount on
Series C Preferred Stock (4.8) (4.8)

Tax benefit related to stock
issued to employees 10.0 10.0

Translation adjustments, net
of income taxes (14.1) (14.1)

Pension liability adjustment,
net of income taxes 53.9 53.9
Other .1 3.1 .2 3.3

Balance December 31, 1994 84.3 .8 636.6 (1,910.9) (97.2) (1,370.7)
Net income 392.0 392.0
Exchange of preferred stock
for common stock 2.0 37.9 58.9 96.8

Shares earned by employees
including shares issued to
employee benefit plans 3.4 280.3 280.3

Accrued cumulative dividends
on Series A and B
Preferred Stock (50.3) (50.3)

Accretion of discount on
Series C Preferred Stock (7.7) (7.7)

Tax benefit related to stock
issued to employees 2.1 2.1

Translation adjustments, net
of income taxes 1.7 1.7

Pension liability adjustment,
net of income taxes (179.1) (179.1)

Series C Preferred Stock
converted to common stock .5 8.1 8.1
Other 1.1 .1 5.7 .2 2.0 8.0
Balance December 31, 1995 91.3 $ .9 $ 970.7 $ (1,517.8) $ (272.6) $ (818.8)
The accompanying notes are an in tegral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements

Northwest Airlines Corporation

Note A— Summary of Significant Accounting Policies

Basis OfPresentation: Northwest Airlines Corporation
(“NWA Corp.”) is a holding company whose principal
operating indirect subsidiary is Northwest Airlines, Inc.
(“Northwest”). The consolidated financial statements
include the accounts of NWA (iorp. and all .subsidiaries
(collectively, the “Ciompany”). All significant
intercompany tran.sactions have been eliminated.
Investments in 20% to 50% owned companies are
accounted for by the equity method. Other
investments are accounted for by the cost method.

Certain amounts for 1994 and 1993 have been

recla.s.sified to conform with the 1995 financial

statement presentation.

Operations: Northwest’s operations compri.se more than
96% of the Company’s consolidated operating
revenues and expen.ses. Northwest is a major air carrier
engaged principally in the commercial tran.sportation
of pa.s.sengers and cargo, directly serving more than
150 cities in 18 countries in North America, Asia and

Europe. Northwest’s global airline network includes
domestic hubs at Detroit, Minneapolis/.St. Paul and
Memphis, an extensive Pacific route system with a hub
at Tokyo, and a transatlantic alliance with KLM Royal
Dutch Airlines. Operating revenues from foreign
operations, primarily in the Pacific region, totaled
approximately $3.17 billion, $2.83 billion and $2.81
billion in 1995, 1994 and 1993, respectively.

Flight Equipment Spare Parts: Flight equipment spare
parts are carried at average cost. An allowance for
depreciation is provided at rates which depreciate cost,
le.ss residual value, over the estimated u.seful lives of
the related aircraft.

FS-operty, Equipment And Depreciation: Owned property
and equipment are stated at cost Property and
equipment acquired under capital lea.ses are stated at
the lower of the present value of minimum lea.se
payments or fair market value at the inception of the
lea.se. Property and equipment are depreciated to
residual values using the straight-line method over the
estimated useful lives of the a.sseLs. Estimated useful

lives generally range from 4 to 25 years for flight

equipment and 3 to 32 years for other property and
equipment. Lea.sehold improvements are amortized
over the remaining period of the lea.se or the estimated
service life of the related a.s.set, whichever is le.ss.

Property and equipment under capital lea.ses are
amortized over the lea.se terms or the estimated useful

lives of the a.ssets. Effective January 1, 1994, the
(Company revi.sed estimated salvage values and
depreciable lives for certain aircraft to better reflect
current estimates, principally as a result of its DO9-30
enhancement program. The net effect was to reduce
depreciation expen.se for the twelve months ended
December 31, 1994, by $49.7 million ($31.1 million net
of tax or $.38 per share).

Airframe And Engine Maintenance: Rfmtine maintenance
and airframe and engine overhauls are charged to

expense as incurred. Modifications that enhance the
operating performance or extend the useful lives of
airframes or engines are capitalized and amortized
over the remaining useful life of the a.s.set.

International Routes: International routes are amortized

on a straight-line ba.sis, generally over 40 years.

Frequent Flyer FS-ogram: The estimated incremental cost
of providing travel awards earned under Ncmthwest’s
WorldPerks frequent flyer program is accrued. The
Company .sells mileage credits to participating
companies in its frequent flyer program. A portion of
such revenue is deferred and amortized as

transportation is provided.

Postretirement Health Care Benefits: The Company
provides medical, dental and life insurance benefits to
certain eligible retirees and their dependents. The
expected future cost of providing such postretirement
benefits is accrued over the .service life of active

employees.

Foreign Currency: Assets and liabilities denominated in
foreign currency are remeasured at current exchange
rates with resulting gains and lo.s.se.s generally included
in net income.
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The Preferred Security (see Note E) and other assets
and liabilities of certain properties located outside of
the United States (“U.S.”) whose cash flows are

primarily in the local functional currency are
translated at current exchange rates, and translation
gains and losses are recorded directly to common
stockholders’ equity deficit. The cumulative foreign
translation loss net of tax was $39.3 million as of
December 31, 1995.

Operating Revenues: Passenger and cargo revenues are

recognized when the transportation is provided. The
air traffic liability represents the estimated value of sold
but unused tickets which is regularly evaluated by the
Company.

Effective with the first quarter of 1995, certain air
transportation discounts to customers, previously
classified as commissions, are classified as reductions to

passenger revenue. The reclassifications have no

impact on either operating income or net income and
conform the Company’s financial reporting with the
reporting practices of other U.S. airlines. The
commission reclassifications were $818 million and

$784 million for the twelve months ended December

31, 1994 and 1993, respectively.

Advertising: Advertising costs, included in other
operating expenses, are expensed as incurred and were

$119.4 million, $120.4 million and $95.2 million in

1995, 1994 and 1993, respectively.

Other Income (Expense): The 1993 financial results
included $94.3 million of nonrecurring special
charges, ofwhich $74.3 million was classified as other
income (expense) and $20.0 million was classified as

salaries, wages and benefits. These charges included
aircraft order cancellations of $48.7 million, financing
fees of $13.7 million, write-downs of other assets of
$11.9 million and early retirement pension benefits of
$20.0 million.

Income Taxes: The Company accounts for income taxes

utilizing the liability method. Deferred income taxes
are primarily recorded to reflect the tax consequences
of differences between the tax and financial reporting
bases of assets and liabilities.

Earnings (Loss) Per Share: Primary earnings per share is
based on the weighted average number of common
and common stock equivalent shares outstanding and
includes the common stock shares earned by
employees. Common stock equivalents include the
dilutive effect of the assumed exercise of stock options
using the treasury stock method. Primary earnings per
share in 1995 and 1994 is based on 94,302,528 shares
and 80,888,543 shares, respectively. For fully diluted
earnings per share, both net income applicable to
common stockholders and weighted average shares
outstanding are adjusted as if the Series C Preferred
Stock earned by employees was converted to common
stock. Fully diluted earnings per share in 1995 and
1994 is based on 102,241,106 shares and 84,492,067
shares, respectively.

Pursuant to Securities and Exchange Commission
rules, common shares and stock options issued by the
Company and the Series C Preferred Stock and
common shares earned by employees within one year

prior to an initial public offering have been included
in the earnings per share calculation as if they were
outstanding for all prior periods using the treasury
stock method. Weighted average shares were
65,494,013 in 1993.

Use ofEstimates: The preparation of consolidated
financial statements in conformity with generally
accepted accounting principles requires management
to make estimates and assumptions that affect the
amounts reported in its consolidated financial
statements and accompanying notes. Actual results
could differ from those estimates.

New Accounting Standard: Effective January 1, 1996, the
Company will adopt Statement of Financial Accounting
Standards No. 121, “Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of’ (“SEAS 121”). The Company does not
expect the adoption of SEAS 121 to have a material
effect on its consolidated financial statements.
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Note B — Labor Cost Savings Agreements

The Company’s employee unions ratified amended
labor agreements which provide for wage and other
compensation savings (the “Actual Savings”) by
domestic employees, including management, and
other cost reductions aggregating approximately $886
million over a 36 to 39 month period (depending on
the labor group) (the “Wage Savings Period”)
commencing August 1993. As part of an overall revised
compensation plan provided by the amended labor
agreements, the Company agreed, among other things,
to issue to trusts for the benefit of participating
employees 18,214,419 shares of a new class of Series C
cumulative, voting, convertible, redeemable preferred
stock (the “Series C Preferred Stock”) and to provide

the union groups with three positions on the Board of
Directors. The Company has authorized 25,000,000
shares of Series C Preferred Stock, par value $.01 per
share. Although these shares will be issued to trusts for
the benefit of employees in seven installments, the
holders have the right to vote as if all shares were
issued.

Pursuant to a one-time special conversion right
exercised in February 1994, the Company will issue to
certain of such trusts approximately 17.8 million shares
of common stock (in lieu of approximately 9.3 million
of the shares of Series C Preferred Stock that would

have otherwise been issued). Information with respect
to the shares issued to trusts for the benefits of

employees is as follows (in millions):

Series C Preferred Stock Common Stock

Shares
to be

Shares
Out- Shares

Financial
Statement

Shares
to be

Shares
Out- Shares

Financial
Statement

Issued standing Earned Amount Issued standing Earned Amount

Balance January 1, 1993 - - - $ -
- - - $ -

Stock to be issued to trusts for
the benefit of employees 18.2 — —

Shares earned by employees - - 2.5 93.1 - - - -

Accretion and other - - - 6.2 - - - -

Balance December 31, 1993 18.2 - 2.5 99.3 - - - -

Exercise of special conversion
option (9.3) - (1.4) (62.7) 17.8 - 2.8 62.7

Shares earned by employees - - 2.9 48.5 - - 5.0 58.7

Shares issued to trusts (3.0) 3.0 - - (5.8) 5.8 - -

Accretion and other - - - 6.2 - - - -

Balance December 31, 1994 5.9 3.0 4.0 91.3 12.0 5.8 7.8 121.4

Shares earned by employees - - 2.9 197.7 - - 5.5 280.3

Shares issued to trusts (1.8) 1.8 - - (3.4) 3.4 - -

Series C Preferred Stock
converted to common stock (•4) _ (8.1) .5 8.1

Withdrawals from trusts - - - - - (2.0) - -

Accretion - - - 7.7 - - - -

Balance December 31, 1995 4.1 4.4 6.9 $ 288.6 8.6 7.7 13.3 $ 409.8
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The Series C Preferred Stock ranks junior to Series A
and B Preferred Stock and senior to common stock

with respect to liquidation and certain dividend rights.
As long as the Class A Common Stock is publicly
traded, no dividends accrue on the Series C Preferred
Stock. Each share of the Series C Preferred Stock is

convertible at any time into 1.364 shares of common
stock. Consequently, at December 31, 1995 the
aggregate 8.5 million shares of Series C Preferred
Stock outstanding and to be issued are convertible into
approximately 11.6 million shares of common stock.

Series C Preferred Stock is redeemable in 2003 for a

pro rata share of Actual Savings (projected to

approximate $404 million in total for the Series C
Preferred Stock which has not yet been converted,
including shares which have not yet been earned).
The financial statement carrying value of the Series C
Preferred Stock is being accreted over ten years

commencing August 1993 to the ultimate redemption
amount for the Series C Preferred Stock. The

Company has the option to redeem in cash, issue
additional common stock, or use a combination

thereof, to satisfy the redemption requirements. A
decision to issue only additional common stock must
be approved by a majority of the three directors
elected by the holders of the Series C Preferred Stock.
If the Company fails to redeem the Series C Preferred
Stock, dividends accrue at the higher of (i) 12% or (ii)
the highest penalty rate on any then outstanding series
of preferred stock, and the employee unions receive
three additional Board of Directors positions.
Commencing at the end of the Wage Savings Period in
1996, the Actual Savings cease and the Company at its
option may redeem in whole or in part the Series C
Preferred Stock. The consent of the holders of the

Series A and B Preferred Stock, if still outstanding,
must be received in order to redeem the Series C

Preferred Stock.

Because of applicable accounting requirements, the
Company must recognize compensation expense for
each year based on the values at the measurement date
of the Series C Preferred Stock and the common stock

earned by employees. The final measurement date for
1995 and 1994 was December 31, 1995 and 1994,

respectively, and the final measurement date for 1996
will be November 30, 1996. Such non-cash stock-based

compensation expense is calculated each month by (1)
determining the aggregate current value of all Series C
Preferred Stock and common stock earned by
employees since the previous January 1 using current
per share values as of the balance sheet date and then
(2) subtracting the non-cash compensation previously
recognized since January 1. Any increase (decrease) in
share value will increase (decrease) non-cash
compensation expense and the recorded effect in any
month of a change in share prices will be a function of
all shares earned since the previous January 1. Such
changes in share values may be unrelated to the
period’s performance or cash flows.

48



Note C — Long-Term Debt and Short-Term Borrowings

Long-term debt consisted of the following (in millions, with interest rates as of December 31, 1995):
December 31

1995 1994

Term loan due through 1999, 7.1% (a) $ 300.0 $ -

Term loans due through 2000 (a) - 964.8

Land mortgages due 2000 (b) - 695.9

Secured notes due through 2000, 8.3% weighted average rate (c) 348.9 435.3

NAVA Trust No. 2 aircraft notes due through 2012, 10.6% weighted average rate (d) 345.0 352.0

Equipment pledge notes due through 2013, 9.8% weighted average rate 307.9 326.6

Sale-leaseback financing obligations due through 2020, 9.9% imputed rate (e) 263.0 263.5

NAVA Trust No. 1 aircraft notes due through 2006, 8.6% weighted average rate (f) 230.4 239.1

8.625% unsecured notes due 1996, net of discount (1995—33.8; 1994—S9.7) 196.2 190.3

Term certificates due 1999, 6.7% (g) 175.0 175.0

Unsecured notes due through 1999, 12.1% 89.0 140.0

Hushkit financing due through 2001, 7.6% (h) 12.3 12.3

Other 199.4 218.7

Total long-term debt 2,467.1 4,013.5

Less current maturities 329.7 334.2

$ 2,137.4 $ 3,679.3

(a) In December 1995, the Company entered into a
new credit agreement (the “Credit Agreement”) that
pro\ided an unsecnred S300 million floating rate term
loan. The principal under the term loan is payable in
semiannual installments throtigh December 1999. The
proceeds of the term loan, together with other funds
of the Company, were used to prepay the remaining
S837 million of outstanding indebtedness under the
Company’s 1989 bank credit facility which financed the
original leveraged buy-out of the Company.

The Credit Agreement also proxides an unsecured
S200 million revohing credit facility scheduled to

expire in December 1998. A commitment fee (.25% at
December 31, 1995) is payable by the Company on the
unused portion of the revolving credit facility' at a
floating rate per annum determined with reference to
the Company’s unsecured debt rating. At December
31, 1995, SI87.6 million remained available to be
borrowed, as a result of the issuance on behalf of the
Company of S12.4 million of letters of credit.

(b) In October 1995, the Company restructured the
non-recourse financing arrangement related to certain

propertv it owns in Japan. The restructured obligation
is reflected on the Company’s Consolidated Balance
Sheet as “Mandatorily Redeemable Preferred Security'
of Subsidiary which holds solely non-recourse
obligation of Company.” See Note E.

(c) In 1990 the Company issued floating rate notes to
certain manufacturers. Principal repayments are due
quarterly through 2000.

(d) In December 1994, the Company completed a
structured aircraft financing transaction in which 13
.\irbus A320 aircraft were transferred from Northwest

(subject to existing indebtedness) to an owner trust
(NAVA Trust No. 2). A limited partnership of which
Northwest is the limited partner and Norbus, Inc. (an
affiliate of .Airbus Industrie A.l.E.) is the general
partner, is the sole equity' participant in the owner
trust. All proceeds from the transaction were used to

repay equipment pledge notes which had prexiously
been issued to finance the acquisition of these aircraft
by Northwest. The aircraft were simultaneously leased
back to Northwest.
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Financing of $352 million was obtained through the
issuance of $176 million of 9.25% Class A Senior
Aircraft Notes, $66 million of 10.23% Class B
Mezzanine Aircraft Notes, $44 million of 11.30% Class
C Mezzanine Aircraft Notes and $66 million of
13.875% Class D Subordinated Aircraft Notes. The

notes are payable semiannually from rental payments
made by Northwest under the lease and are secured by
the aircraft subject to the lease as well as the lease
itself.(e)In March 1992, the Company completed
agreements ^vith the Minneapolis-St. Paul Metropolitan
Airports Commission (“MAC”) for the sale and
leaseback of various corporate assets. The sale-
leaseback agreements, which are accounted for as debt,
call for increasing quarterly payments over a 30-year
term and include a proMsion which gives the Company
the option to repurchase the assets.

The agreements with the MAC are part of a group of
financing arrangements with the State of Minnesota
and other government agencies. In December 1994,
the Company and the State of Minnesota entered into
agreements whereby the Company will build and
operate a reservations center in Chisholm, Minnesota,
and a maintenance facility in Duluth, Minnesota. Both
facilities were under construction at December 31,
1995 and are expected to become operational in
April 1996 and October 1996, respectively. The state of
Minnesota and other government entities have agreed
to proMde debt and lease financing of approximately
$52 million related to these facilities.

(f) In March 1994, Northwest consummated a

financing transaction in which six Boeing 747-200 and
four Boeing 757-200 aircraft were sold to an owner
trust (NWA Trust No. 1) of which NWA Aircraft
Finance, Inc., an indirect subsidiary of the Company, is
the sole equity participant. A portion of the purchase
price was financed through the issuance of $177
million of 8.26% Class A Senior Aircraft Notes and $66
million of 9.36% Class B Subordinated Aircraft Notes.

The aircraft were simultaneously leased back to
Northwest. The notes are payable semiannually from
rental payments made by Northwest under the lease
and are secured by the aircraft subject to the lease as
well as the lease itself.

(g) In March 1994, Northwest agreed to sell certain
receivables on an ongoing basis to Northwest Capital
Funding Corp., an indirect subsidiary of the Company,
which has issued through a master trust $175 million
of floating rate Term Certificates. These privately
placed certificates require payment of interest only
during their term with the principal due in 1999 and
are secured by the purchased receivables and restricted
cash.

(h) In August 1994, the Company entered into a credit
agreement to finance engine hushkit shipsets for DC-9
aircraft. The credit facility allows for borrowings up to
$225 million prior to December 31, 1998. Interest is
payable quarterly. Generally, amounts borrowed during
each annual period through 1998 are payable in
quarterly installments over the six years following each
such annual period.

In February 1996, the Company entered into
memoranda of understanding (“MOU”) providing for,
among other things, the rescheduling of certain debt
maturities. The consummation of the transactions set

forth in the MOU is subject to the satisfaction of
certain conditions. Maturities of long-term debt for
the five years subsequent to December 31, 1995, and
the re\ised maturities as impacted by the MOU are
as follows (in millions):
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As of
December 31,

1995

Adjusted
for
MOU

1996 $ 329.7 1996 $ 279.7
1997 218.7 1997 143.7

1998 397.1 1998 211.7

1999 455.2 1999 350.2

2000 102.1 2000 60.5

The debt and lease agreements of the Company
contain certain restrictive covenants, including
limitations on indebtedness, capital expenditures,
equity redemptions and the declaration of dividends,
as well as requirements to maintain certain financial
ratios, including collateral coverage ratios. At
December 31, 1995, the Company was in compliance
with the covenants of all of its debt and lease

agreements. Various assets, principally aircraft, having
an aggregate book value of $2.2 billion at December
31, 1995, were pledged under various loan agreements.

Cash payments of interest, net of capitalized interest,
aggregated $365.6 million in 1995, $332.7 million in
1994, and $322.9 million in 1993.

The maximum and average outstanding balances of
short-term borrowings, used primarily for financing
fuel hedging activities and aircraft insurance
premiums, and the weighted average interest rates
during 1995, 1994 and 1993 were as follows (dollars in
millions):

1995 1994 1993

Maximum amount of

borrowings outstanding
during period $50.5 $46.4 $10.0

Average daily borrowings
during period $23.1 $17.8 $ 4.8

Weighted average interest
rate on borrowings
during period 5.81% 5.95% 4.18%

Note D — Leases

The Company leases certain aircraft; space in airport
terminals; land and buildings at airports; ticket, sales
and reservations offices; and other property and
equipment under noncancelable operating leases
which expire in various years through 2025. Portions of
certain facilities are subleased under noncancelable

operating leases expiring in various years through 2020.

At December 31, 1995, the Company leased 142 of the
380 aircraft it operates. Of these, 34 were capital leases
and 108 were operating leases. Expiration dates range
from 1997 to 2008 for aircraft under capital leases, and
from 1996 to 2016 for aircraft under operating leases.
The Company’s aircraft leases can generally be
renewed for terms ranging from one to three years at
rates based on the aircraft’s fair market value at the

end of the lease term. Eighty-three of the 142 aircraft
lease agreements provide the Company with purchase
options at the end of the lease term which
approximate fair market value.

Rental expense for all operating leases consisted of
(in millions):

Year Ended December 31

1995 1994 1993

Gross rental expense $ 601.9 $ 578.8 $ 583.3
Sublease rental income (57.6) (57.2) (57.9)

Net rental expense $ 544.3 $ 521.6 $ 525.4
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At December 31, 1995, future minimum lease

payments under capital leases and noncancelable
operating leases with initial or remaining terms of
more than one year were as follows (in millions):

Capital
Leases

Operating
Leases

1996 $ 122.0 $ 469.1
1997 124.6 466.0
1998 115.1 422.9
1999 106.2 385.5
2000 104.1 372.9
Thereafter 697.6 4,361.5

1,269.6 6,477.9
Less sublease rental income 53.5

Total minimum operating
lease payments $ 6,424.4

L.ess amounts

representing interest 428.4

Present value of future
minimum capital
lease patyuents 841.2

Less current obligations
under capital leases 62.1

Long-term obligations
under capital leases $ 779.1

Note E — Mandatorily Redeemable Preferred Security
of Subsidiary Which Holds Solely Non-Recourse
Obligation of Company

In October 1995, the Company completed a

restructuring of its yen-denominated non-recourse

obligation due in full in 2000 and secured by land and
buildings the Company owns in Tokyo. A newly formed
consolidated subsidiary of the Company (the
“Subsidiary”) entered into a Japanese business
arrangement designated under Japanese law as a
tokumei kumiai (“TK”). Pursuant to the TK

arrangement, the holder of the non-recourse

obligation restructured such obligation and then
assigned title to and ownership of such obligation to
the Subsidiary as operator under the TK arrangement
in exchange for a preferred interest in the profits and
returns of capital from the business of the Subsidiary
(the “Preferred Security”). The restructured non¬

recourse obligation is the sole as.set of the Subsidiary.
As a result of this restructuring, the original holder of
such non-recourse obligation is no longer a direct
creditor of the Company and the Company’s
obligation is reflected in the Consolidated Balance
Sheet as “Mandatorily Redeemable Preferred Security
of Subsidiary which holds solely non-recourse
obligation of Company.” NWA Corp. has guaranteed
the obligation of the Subsidiary to distribute payments
on the Preferred Security pursuant to the TK
arrangement if and to the extent payments are
received by the Subsidiary.

The maturity of the restructured obligation has been
extended to three approximately equal annual
installments each due in 2005, 2006 and 2007. In
addition to these installments, cash payments on the
restructured obligation will be payable semiannually at
the rate of 4% per annum until March 31, 2000 and at
a rate based upon a floating long-term Japanese prime
rate (capped at 6%) thereafter. During the first three
years, one-fourth of the cash payments will be applied
to reduce the obligation. The obligation remains non¬
recourse to the Company. In addition, the Company
retains the ability (exercisable at any time after
September 30, 2001) to transfer the property in full
satisfaction of all Company obligation related to the
financing.

The initial financial statement carrying value of the
Preferred Security reflects the fair value as of the
closing date of the transaction and is being accreted
over 12 years to the ultimate maturity value of 73.1
billion yen ($710.1 million based on the December 31,
1995 exchange rate). Such accretion is included in the
Consolidated Statements of Operations as “Interest of
preferred security holder.” The excess of the financial
statement carrying value of the original non-recourse
obligation over the fair value of the Preferred Security
under the TK arrangement at the date of the
restructuring restilted in a gain of $62 million net of
tax. This gain, together with losses on other debt
extinguishments, is shown as an extraordinary item.
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Note F — Series A and Series B Redeemable Preferred Stock

Series A and Series B Preferred Stock issued and outstanding consisted of the following (dollars in millions):

Series A

Shares Amount

Series B

Shares Amount

Accrued
Cumulative
Dividends Total

Balance January 1, 1993 5,000 $ 250.0 6,321 $ 316.1 $ - $ 566.1
Stock dividends - - 532 26.6 - 26.6

Accrued dividends - - - - 57.9 57.9

Balance December 31, 1993 5,000 250.0 6,853 342.7 57.9 650.6

Accrued dividends - - - - 53.1 53.1

Balance December 31, 1994 5,000 250.0 6,853 342.7 111.0 703.7

Exchange of preferred stock
for common stock - - (1,727) (86.4) (10.7) (97.1)

Accrued dividends - - - - 50.3 50.3

Balance December 31, 1995 5,000 $ 250.0 5,126 $ 256.3 $ 150.6 $ 656.9

For each of the above series of preferred stock, 10,000
shares are authorized, par value is $.01 per share and
the stated value is $50,000 per share. Both series are
entitled to a preference in voluntary and involuntary
liquidation, in the amount of $50,000 per share, plus
accrued and unpaid dividends. Holders of the Series A
and Series B Preferred Stock have voting rights for the
election of directors.

In 1993, the holders of Series A and Series B Preferred
Stock agreed to extend the final mandatory
redemption dates to August 1, 2002 for Series A and to
August 1, 2003 for Series B Preferred Stock and reduce
the dividend rates. The Series A and Series B Preferred

Stock, including accrued and unpaid dividends, must
be redeemed in three equal installments starting two
years prior to the respective final redemption dates.
The Company issued simultaneously 5,270,038 shares
of common stock to the holders of the Series A and

Series B Preferred Stock, which was accounted for at
fair value as a transfer from accumulated deficit.

Commencing July 31, 1993, the Series A and Series B
dividends accrue semiannually at 8% per year and for
the next five years dividends are deferred until
redemption and payable in cash thereafter. Dividends
are cumulative if unpaid, and beginning August 1,
1998, to the extent cash dividends are not paid, the

annual dividend rate will increase every six months by
1/2% up to a maximum of 10%.
The Series A Preferred Stock ranks senior to the

Series B and Series C Preferred Stock and all classes of

common stock with respect to liquidation and dividend
rights. The Series B Preferred Stock ranks senior to the
Series C Preferred Stock and all classes of common

stock with respect to liquidation and dividend rights.
At any time, at the option of the Company, the
Series A (in whole) and Series B (in whole or in
$50 million increments) Preferred Stock are

redeemable. All outstanding shares of Series A
Preferred Stock must have been previously redeemed
before an optional redemption of any Series B
Preferred Stock is permitted.

In January 1995, the Company consummated an

agreement with Bankers Trust New York Corporation
to exchange 1,727 shares of the Company’s Series B
Preferred Stock for 2,050,000 shares of newly issued
Class B Common Stock. This transaction resulted in a

transfer from redeemable preferred stock to common
stockholders’ equity deficit of $96.8 million, net of
expenses, and an increase to net income applicable to
common stockholders of $58.9 million.

53



Note G — Common Stockholders’ Equity (Deficit)

The Company’s classes of common stock consisted of (shares in millions):

Class A voting Cla.ss B non-voting
Par value $.01 Par value $.01 Total

Balance at January 1, 1993 38.6 14.1 52.7

Shares issued to Series A and B Preferred stockholders 1.1 4.2 5.3

Balance at December 31, 1993 39.7 18.3 58.0

Issuance of common stock 20.4 — 20.4

Shares issued to employee trusts 5.1 .7 5.8

Conversion of Class B to Class A 11.8 (11.8) -

Other .1 - .1

Balance at December 31, 1994 77.1 7.2 84.3

Exchange of preferred stock for common stock - 2.0 2.0

Shares issued to employee trusts 3.0 .4 3.4

Conversion of Class B to Class A 6.2 (6.2) -

Conversion of Series C Preferred Stock .4 .1 .5

Other 1.1 - 1.1

Balance at December 31, 1995 87.8 3.5 91.3

All classes of common stock rank junior to all classes of
preferred stock with respect to liquidation rights.
Shares of Class B Common Stock are convertible at any
time into an equal number of shares of Class A
Common Stock and vice versa. The Company is
effectively precluded from declaring a dividend on or

repurchasing for cash its common stock by the terms
of the Series A and Series B Preferred Stock.

Authorized shares are 250.0 million and 65.0 million of

Class A and Class B Common Stock, respectively.

In November 1995, the Company adopted a
Stockholder Rights Plan (the “Rights Plan”) pursuant
to which the Company distributed one preferred share
purchase right as a dividend for each share of common
stock outstanding. As a result, each share of common
stock has attached thereto a right and, until the rights
expire or are redeemed, each new share of common
stock issued by the Company, including the shares of
common stock into which the Series C Preferred Stock

is convertible, will include one right. Upon the
occurrence of certain events, each right entitles the
holder to ptirchase one one-hundredth of a share of

Series D Junior Participating Preferred Stock at an
exercise price of $150, subject to adjustment. The
rights become exercisable only after any person or

group (other than the trusts holding common stock
for the benefit of employees) acquires beneficial
ownership of 19% or more of the Company’s
“outstanding” common stock (as defined in the Rights
Plan) or commences a tender or exchange offer that
would result in such person or group acquiring
beneficial ownership of 19% or more of the Company’s
outstanding common stock. If any person or group

acquires beneficial ownership of 19% or more of the
Company’s outstanding common stock, the holders of
the rights (other than the acquiring person or group)
will be entitled to receive upon exercise of the rights.
Class A Common Stock of the Company having a
market value of two times the exercise price of the
right. In addition, if after the rights become
exercisable the Company is involved in a merger or
other business combination or sells more than 50% of

its assets or earning power, each right will entitle its
holder (other than the acquiring person or group) to
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receive eoniinon stock of the acquiring company

having a market value ot two times the exercise pi ice
ot the rights. The rights expire on November Ih, 2005
and may he redeemed hv the C\>mpanv at a price ot'
$.01 per right prior to the time thev become
exercisable.

The C’ompany has stt>ck option plans h>r olhcers and
key employees. At December 51, 1995 and 1991, the
T.ompany had 4,947,927 shares ot'Cdass .\ (\>mmon
Stock reserved lor issuance under the plans, riiere
were 204,750 and 245,047 shares available for Intnre

grants at December 51, 1995 and 1994, respectivelv.
riie Ca>mpanv tollows Accounting Principles Hoard
Opinion No. 25 , “Accenmting for Stock Issued tt>

Fanployees” (“APB 25") in accenmting for its employee
stock options. Ihuler .\PB 25, compensation expen.se is
recogni/ed to the extent that the market [)rice of the
common stock exceeds the option price e>n the date of
grant. It is generally the ('.ompany’s policy to grant

options with the exercise [nice e([nal to the mai ket
price of the common stock on the date of grant. To the
extent that o[)tions are granted with an exerci.se [)rice
less than the market price of the common stenk,
com[)en.sation ex[)en.se is recogni/ed over the vesting
period of the grant, which is generally four years. All
stock options ex[)ire ten years after their grant date.
Kt)llowing is activity with res[)ect to stock o[)tions (in
thon.sands, exce[)t [)er share amounts):

Shares Price Per Shart'

Outstanding at
jannary 1, 1994, ofWhich
1,15.5 were exercisable 2,S91 .$4.74 - $28.40
(Granted 1,852
Forfeited (hi)
(Cancelled (19)
Fxercised (1.58) .$4.74

Outstanding at
December .51, 1994, of which
1,85.5 were exerci.sahle 4,525 $4.74 - .$28.40)
('.ranted 20(i

f'orfeited (105)
Fxercised (1,057) $4.74 - .$28.40

Outstanding at
December 51, 199.5, of which
1,594 were exercisable 5,509 $4.74 - .$59..50

Note 11 — Incoiiie Taxe.s

Income tax ex[Hm.se (benefit) cojisisted of the
folUnving (in millions):

5’ear Fnded Decemhi'r 51

1995 1994 1995

(airrent:

Federal

Foreign
State

$ 89.1
5.9

15.0

$ 1 1.9
5.5

5.5

$ .1
5.8

.7

Deferred:

Fedet al

Ft)reign
State

100.0

95.8

.7
5.5

22.5

108.1

(5.5)
17.5

4.0

(0.4)
(8.8)
(2.5)

98.0 180.5 (12.5)

I’otal income tax

ex[)en.se (benefit) $204.0 $ 202.8 $ (7.9)

Reconciliation of the statntorv rate

income tax ex[)en.se (benefit) is as

' to tin' (\)m[)anv'.s
follows (in millions):

5’ear Fnded December 51

1995 1994 1995

Statutory rate a[)j)lied
to income (loss) before
income taxe.s, interest
of [)referred .security
holder and extia-

ordinary item $192.7 $174.4 $(45.1)

Add (dt'dnct):
State income tax net

of federal benefit 1.5.0 10.0 (1.2)

Non-de<lnctihle meals

and entei tainnumt 9.0 8.9 5.5

F,fleet of f'edeial rate

increa.se on deferix'd
tax balances 12.0

Adjustment to valuation
allowance and othei

income tax accruals (12.5) 5.0 20.8

Other 1.0 .5 .1

I’otal income tax

ex[)en.se (himt'fit) $204.0 $202.8 $ (7.9)



The net deferred tax liabilities listed below include a

current net deferred tax asset of $82.8 million and
$88.0 million and a long-term net deferred tax liability
of $772.5 million and $768.5 million as of December
31, 1995 and 1994, respectively.

Significant components of the Company’s net deferred
tax liability were as follows (in millions):

December 31

1995 1994

Deferred tax liabilities:

Financial accounting basis
of assets in excess of tax

basis $ 1,362.2 $ 1,327.3

Expenses other than
depreciation accelerated
for tax purposes 275.1 264.7

Other 14.2 55.3

Total deferred tax liabilities 1,651.5 1,647.3

Deferred tax assets:

Pension and postretirement
benefits 281.4 229.6

Expenses accelerated for
financial reporting
purposes

Leases capitalized for
344.2 213.5

financial reporting
purposes
Net operating loss

132.1 155.1

carryforwards
Alternative minimum tax

38.2 304.3

credit carryforwards 148.9 36.7

Investment tax credit

carryforwards
foreign tax credit

- 24.1

carryforwards 17.0 16.0

Total deferred tax assets 961.8 979.3

Valuation allowance for

deferred tax assets - (12.5)

Net deferred tax assets 961.8 966.8

Net deferred tax liability $ 689.7 $ 680.5

As of December 31, 1995, the Company has regular net
operating loss carryforwards (“NOLs”) of $102.8
million available for carryforward to future years’
returns, which will expire in 2008. For tax purposes,
the Company utilized NOLs of $711.1 million and
$394.4 million in 1995 and 1994, respectively, and
utilized alternative minimum tax net operating losses
(“AMTNOLs”) of $105.1 million, $446.7 million and
$35.8 million in 1995, 1994 and 1993, respectively. The
Company has alternative minimum tax and regular
foreign tax credits of $148.9 million and $17.0 million,
respectively, available for carryforward to future years’
tax returns. The alternative minimum tax credit has an

unlimited carryforward period while the regular
foreign tax credits expire through 2000. The Company
utilized its remaining AMTNOL carryforwards in 1995,
as well as its remaining investment credit carryforward
and its remaining foreign tax credits available for
alternative minimum tax purposes.

Sections 382 and 383 of the Internal Revenue Code of

1986 (the “Code”) and the regulations thereunder
impose limitations on the carryforward amounts of
NOLs, AMTNOLs and credits that can be used to

offset taxable income (or used as a credit) in any single
year if the corporation experiences more than a 50%
ownership change, as defined therein, over a three-
year testing period ending on any testing date. The
annual limitation on the amount of such NOLs,
AMTNOLs and credits is calculated in part based on
the value of the Company’s stock. Management
believes that the offering of outstanding common stock
by existing stockholders in November 1995 triggered
an ownership change, but that no ownership change
occurred prior to the offering. If such an ownership
change in fact occurred as a result of the November
1995 offering, management believes that even as
limited by Sections 382 and 383 of the Code, the
NOLs, AMTNOLs and credits would be used

significantly earlier than their expiration, and the
annual limitations would not have an adverse impact
on the Company. However, if the Internal Revenue
Service (the “IRS”) were to successfully assert that an
ownership change had occurred on any prior date,
including August 1, 1993 (the date of the labor cost
savings agreements), the impairment of the Company’s
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ability to use its NOLs, AMTNOLs and credit
carryforwards would be significant because the value of
the Company’s stock on certain prior testing dates
(which adversely affects the annual limitation
described above) was relatively low.

In November 1995, the IRS issued proposed
adjustments to the tax returns of the Company for the
1988 through 1991 tax years. Certain of these
proposed adjustments result from a disagreement
between the Company and the IRS as to the timing of
the recognition of approximately $385 million of
taxable income. The IRS has also proposed that the
Company recognize additional taxable income of
approximately $375 million. The Company disagrees
with the IRS’ proposals. The Company will vigorously
contest all of the proposed adjustments and believes its
positions are correct. To the extent the IRS were to

prevail on any of these issues, the Company would
recognize taxable income and utilize net operating loss
carryforwards sooner than otherwise scheduled. For
financial reporting purposes, any adjustments to
taxable income would largely be accounted for as

temporary differences and would not result in a
material charge to income tax expense.

Note I — Commitments

The Company’s aircraft orders as of December 31,
1995 included commitments to acquire 38 Boeing 757-
200 aircraft, 13 in 1996 and 25 in 2003 through 2005,
and 16 Airbus A330 aircraft, eight each in 1999 and
2000. In February 1996, the Company has entered into
memoranda of understanding which provide for the
purchase and financing of 20 Airbus A320 aircraft (ten
in each of 1998 and 1999). The MOU also provide for
the rescheduling of deliveries of the 16 Airbus A330
aircraft (eight in each of 2004 and 2005) and gives the
Company substitution rights with respect to these
aircraft. The MOU are subject to the satisfaction of
certain conditions. Committed expenditures for these
aircraft and related equipment, including estimated
amounts for contractual predelivery deposits and price
escalations will be approximately (in millions):

As of

December 31, 1995
Adjusted
for MOU

1996 $ 663 $ 672
1997 156 87

1998 95 406

1999 811 384

2000 847 -

Thereafter 1,889 3,911

Total $ 4,461 $ 5,460

Assumes no conversion of A33() aircraft into other Airbus products.

In addition to the above, the Company has ordered
four Boeing 747-400 aircraft at an aggregate cost,

including related equipment and contractual price
escalations, of approximately $750 million. The
Company may elect to take delivery of these aircraft
as early as 1998 or as late as 2002 and 2003.

Financing has been arranged for all 1996 aircraft
deliveries. Deposits, primarily related to Boeing 757
aircraft to be delivered in 1996, of $103.5 million at

December 31, 1995 have been made toward the

purchase of all aircraft on order. Consistent with prior
practice, the Company intends to finance its aircraft
deliveries through a combination of debt and lease
financing.

Note J — Litigation

The Company is involved in a variety of legal actions
relating to antitrust, contract, trade practice,
environmental and other legal matters relating to the
Company’s business. While the Company is unable to

predict the ultimate outcome of these legal actions, it
is the opinion ofmanagement that the disposition of
these matters will not have a material adverse effect on

the Company’s Consolidated Financial Statements
taken as a whole.
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Note K— Pension Benefits

The Company has several noncontributory pension plans covering substantially all of its employees. The benefits
for these plans are based primarily on years of service and/or employee compensation. It is the Company’s policy
to annually fund at least the minimum contribution as required by the Employee Retirement Income Security Act
of 1974.

The net periodic pension cost of defined benefit pension plans included the following (in millions):

Year Ended December 31

1995 1994 1993

Service cost - benefits earned during the period $ 77.3 $ 89.0 $ 90.0
Interest cost on projected benefit obligadons 237.0 216.9 207.7
Actual loss (gain) on plan assets (564.8) 23.4 (197.9)
Net amortization and deferral 361.8 (188.6) 42.3

Net periodic pension cost $ 111.3 $ 140.7 $ 142.1

The following table sets forth the defined benefit pension plans’ funded status and amounts recognized in the
Company’s Consolidated Balance Sheets as of December 31 (in millions):

1995 1994

Assets Accumulated Assets Accumulated
Exceed Benefits Exceed Benefits

Accumulated Exceed Accumulated Exceed

Benefits Assets Benefits Assets

Actuarial present value of:
Vested benefit obligations $ 221.9 $ 2,702.8 $ 175.8 $ 1,960.2
Nonvested benefit obligations 30.0 277.9 12.1 110.5

Accumulated benefit obligations 251.9 2,980.7 187.9 2,070.7
Effect of projected future salary increases 35.5 435.9 20.6 353.0

Projected benefit obligations $ 287.4 $ 3,416.6 $ 208.5 $ 2,423.7

Plan assets at fair value $ 268.5 $ 2,285.1 $ 220.4 $ 1,667.8
Less projected benefit obligadons 287.4 3,416.6 208.5 2,423.7

Projected benefit obligations (in excess of)
less than plan assets (18.9) (1,131.5) 11.9 (755.9)
Unrecognized prior service cost 4.9 218.6 4.6 233.6

Unrecognized net loss 39.7 727.7 9.2 229.0

Adjustment required to recognize minimum liability - (528.5) - (138.6)

Prepaid (accrued) pension cost at December 31 $ 25.7 $ (713.7) $ 25.7 $ (431.9)
As of December 31, 1995 and 1994, plan assets were invested primarily in equity and debt securities.

Assumptions used in the accounting for the defined benefit plans as of December 31 were as follows:

1995 1994 1993

Weighted average discount rate 7.10% 9.15% 7.75%
Rate of increase in future compensation levels 3.50% 3.75% 3.10%

Expected long-term rate of return on plan assets 10.50% 10.50% 10.50%
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The projected and accumulated benefit obligations
increased substantially between December 31, 1994
and December 31, 1995 in large part because of the
decrease in the weighted average discount rate which is
attributable to a decline in long-term interest rates. An
additional minimum liability is required to be recorded
to the extent that a plan’s accumulated benefit
obligation less the accrued pension liability exceeds
plan assets. The minimum liability is recorded as a

long-term liability with a corresponding intangible
asset (to the extent of unrecognized prior service cost)
with the difference betw'een the minimum liability and
the intangible asset recorded as a reduction to equity
(net of tax). The cumulative minimum pension liability
adjustment of $528.5 million has resulted in a $161.2
million intangible asset included in other assets and a

$231.0 million net of tax adjustment to common
stockholders’ equity deficit at December 31, 1995.

Note L— Postretirement Health Care Benefits

The Company sponsors various contributory and
noncontributory medical, dental and life insurance
benefit plans covering certain eligible retirees and
their dependents. Retired employees are not offered
Company-paid medical and dental benefits after age
64, with the exception of certain employees who
retired prior to 1987 and receive lifetime Company-
paid medical and dental benefits. Prior to age 65, the
retiree share of the cost of medical and dental

coverage is based on a combination of years of service
and age at retirement. Medical and dental benefit
plans are unfunded and costs are paid as incurred. The
pilot group is provided Company-paid life insurance
coverage in amounts which decrease based on age at
retirement and age at time of death.

Net periodic postretirement benefit cost included the
following components (in millions):

Year Ended December 31

1995 1994 1993

Service cost $ 7.3 $ 6.8 $ 6.1
Interest cost 20.8 15.1 16.3

Actual gain on plan assets (.2) (.4) (.4)

Net periodic
postretirement
benefit cost $ 27.9 $ 21.5 $ 22.0

The following table sets forth the plans’ combined
funded status and amounts recognized in the
Company’s Consolidated Balance Sheets as of
December 31 (in millions):

1995 1994

Accumulated postretirement
benefit obligation:
Retirees $ 116.8 $ 81.7
Fully eligible active plan
participants 52.7 13.4

Other active plan
participants 116.6 102.2

286.1 197.3

Plan assets at fair value 5.1 5.0

Accumulated postretirement
benefit obligation in excess
of plan assets 281.0 192.3

Unrecognized net gain (loss) (65.7) 10.7

Accrued postretirement
benefit cost $ 215.3 $ 203.0

At December 31, 1995, the weighted average annual
assumed rate of increase in the per capita cost of
covered benefits (i.e., health care cost trend rate) is
7.5% for 1996 and is assumed to decrease gradually to
4.5% for 2002 and remain at that level thereafter (a
rate of 8.0% was assumed for 1995). This health care

cost trend assumption has a significant impact on the
amounts reported. For example, increasing the
assumed health care cost trend rates by one percentage
point would increase the accumulated postretirement
benefit obligation as of December 31, 1995, by $32.5
million and the aggregate of the service and interest
cost components of net periodic postretirement
benefit cost for 1995 by $3.6 million. The weighted
average discount rate used in determining the
accumulated postretirement benefit obligation was
7.10% at December 31, 1995, and 9.15% at December
31, 1994.
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Note M — Related Party Transactions

KLM Royal Dutch Airlines (“Kl.M”) owns 21,684,099
shares of (4ass A Common Stock of the Company at
December 31, 1995. During 1992, Northwest and KLM
signed a Commercial Cooperation and Integradon
Agreement. The intent of the agreement is to enhance
the Joint presence of each airline in the U.S., Europe
and other desdnations by integrating the systems and
ser\ices of each carrier. Northwest and KLM have been

granted antitrust immunity by the DeparUnent of
Transportadon, enabling them to coordinate pricing,
scheduling, product development and marketing.
Northwest and KI.M have implemented code-sharing
(the joint designation of flights under the Northwest
“NW” code and the KLM “KL” code) on flights to
certain European, Middle Eastern, African and U.S.
cities, with additional cides planned for 1996. In
addition. Northwest and KLM jointly operate their
transatlantic routes. Net settlements, other than
normal interline ticket settlements, related to the joint
transatlantic operations have not been material in any

period. The Company recorded net expenses related
to engine maintenance, airport handling and other

transportation-related services provided by K1.M of
$12.3 million, $28.8 million and $33.6 million in 1995,
1994 and 1993, respectively.

The Company has an investment in WORLDSPAN, an
affiliate that provides computer reservations services,
which it accounts for using the equity method. The
Company recorded expenses for certain reservation
system services provided by this affiliate totaling $87.7
million, $86.4 million and $63.6 million in 1995, 1994
and 1993, respectively.

In August 1995, the Company increased its ownership
to 29.7% of the common stock of Mesaba Holdings,
Inc., the holding company of Mesaba Aviation, Inc.
(“Mesaba”), which operates as a Northwest Airlink.
Northwest has a marketing agreement with Mesaba
under which Northwest determines Mesaba’s

scheduling and aircraft routing. In return. Northwest
has agreed to guarantee Mesaba certain pre-tax profit
levels for the years ending March 31, 1996 and 1997.
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Note N — Financial Instruments and Risk Management

Fair Values ofFinancial Instruments. The financial statement carrying values and estimated fair values of the
Company’s financial instruments, including current maturities, as of December 31 were (in millions):

1995 1994

Carrying
Value

Fair

Value
Carrying
Value

Fair

Value

Cash and Cash Equivalents:
Held-Uvmaturity debt securities:
Commercial paper $ 604.7 $ 604.7 $ 436.2 $ 436.2
Other 161.7 161.7 .3 .3

Available-for-sale debt securides 70.1 70.1 20.5 20.5
Cash 14.4 14.4 11.0 11.0

$ 850.9 $ 850.9 $ 468.0 $ 468.0

Short-term Investments

Held-to-maturity debt securities:
Commercial paper $ 1.0 $ 1.0 $ 490.3 $ 490.3

Other 259.7 259.7 111.6 111.6

$ 260.7 $ 260.7 $ 601.9 $ 601.9

Long-term Debt $ 2,467.1 $ 2,738.8 $ 4,013.5 $ 3,827.0
Mandatorily Redeemable Preferred
Security of Subsidiary 618.4 611.4 - -

Series A and B Preferred Stock 656.9 522.9 703.7 520.0

Series C Preferred Stock 288.6 309.3 91.3 87.0

The Company considers all unrestricted investments
with an original maturity of three months or less on
their acquisition date to be cash equivalents. The
Company classifies investments with an original
maturity of more than three months that are expected
to be sold or called by the issuer within the next year,
and those temporarily restricted, as short-term
investments. At December 31, 1995 and 1994, short¬
term investments included $140.7 and $101.6 million,

respectively, of temporarily restricted investments. The
temporarily restricted investments were pledged as
collateral under various agreements.

The fair values of the Company’s long-term debt were
estimated using quoted market prices, where available.
For long-term debt and preferred securities, other
than Series C Preferred Stock, not actively traded, fair
values were estimated using discounted cash flow
analyses, based on the Company’s current incremental

borrowing rates for similar types of securities. The fair
value of the Series C Preferred Stock is based on the

assumed conversion to common stock for the shares

earned through December 31, 1995, and valuing such
shares at the closing quoted market price for Class A
Common Stock.

Foreign Exchange Risk Management. The Company is
exposed to the effect of foreign exchange rate
fluctuations on the value of foreign currency-
denominated operating revenues and expenses. The
Company’s largest exposure to foreign currency
fluctuations comes from Japanese yen representing
approximately 57% of foreign currency-denominated
net cash flow. In 1994, the Company began periodically
using a collar option strategy to hedge its anticipated
yen-denominated net cash flows. The collars involve
the purchase ofJapanese yen put options coupled with
the simultaneous sale ofJapanese call options with
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identical expiration dates and notional yen amounts.
Realized and unrealized gains and losses on Japanese
yen collar option contracts are recognized currently in
net income. Open contracts are marked to market
based on current forward rates since they do not
qualify as hedges for financial accounting purposes. As
of December 31, 1995, there were no outstanding yen
collar option contracts.

Fuel Price Risk Management. The Company manages the
price risk of fuel costs utilizing both regulated
exchange traded futures contracts and fuel swap
agreements. Gains or losses on hedge contracts are
deferred until the related fuel inventory is expensed.
As of December 31, 1995, the Company had no
material hedges for future fuel requirements.

Note O — Quarterly Financial Data (Unaudited)

Unaudited quarterly results of operations for the years ended December 31, 1995 and 1994, are summarized below
(in millions, except per share amounts);

1st 2nd 3rd 4th

Quarter Quarter Quarter Quarter
1995:

Operating revenues $ 2,043.0 $ 2,279.4 $ 2,561.0 $ 2,201.5
Operating income 135.1 247.6 427.0 92.5
Income before extraordinary item 2.6 104.8 231.1 3.6

Net gain on extinguishment of debt - - - 49.9

Net income $ 2.6 $ 104.8 $ 231.1 $ 53.5

Primary:
Before effects of extraordinary item
and exchange ofpreferred stock $ (.13) $ .96 $ 2.27 $ (.10)

Net gain on extinguishment of debt - - - .51

Exchange ofpreferred stock .65 - - -

Earnings per common share $ .52 $ .96 $ 2.27 $ .41

Eully diluted:
Before effects ofextraordinary item
and exchange ofpreferred stock $ (.10) $ .92 $ 2.11 $ (.09)

Net gain on extinguishment of debt - - - .47

Exchange ofpreferred stock .61 - - -

Earnings per common share $ .51 $ .92 $ 2.11 $ .38

1994:

Operating revenues $ 1,918.4 $ 2,095.9 $ 2,298.4 $ 2,012.2
Operating income 120.5 207.8 359.2 142.9
Net income $ 18.3 $ 71.3 $ 170.0 $ 35.9

Earnings per common share:
Primary $ .05 $ .68 $ 1.80 $ .23

Eully diluted $ .05 $ .67 $ 1.73 $ .23

The sum of the quarterly earnings per share amounts does not equal the annual amount reported since per share
amounts are computed independently for each quarter and for the full year based on respective weighted average
common share equivalents outstanding.
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Note P — Condensed Consolidated Financial Information of Northwest Airlines, Inc.

Northwest .\irlines Corp. (formerly Wings Holdings Inc.) and its wholly OANTied subsidiary, \Vings Acquisition
Corp., were formed and incorporated by a grotip of investors in order to acquire all of the outstanding stock of
NWA Inc. (the “Acquisition”), the parent company of Northwest .\irlines, Inc. In 1989, Wings Acquisition Corp.
was merged with and into NWA Inc., \\'ith NAVA Inc. being the surHHng entity. The Acquisition was recorded using
the purchase method of accounting and, accordingly, the purchase price was allocated to the assets and liabilities
acquired based on their estimated fair market value at the date ofAcqtiisition, determined primarily by
independent appraisals. The estimated fair market value of net assets acquired was in excess of the purchase price,
which resulted in noncurrent assets being recorded at 65% of the estimated fair market value on the date of
Acquisidon.

.After reflecting these new values and the related Acquisition indebtedness of NA\A Inc. in the financial statements
of Northwest, condensed financial information of Northwest consists of the following (in millions):

Condensed Consolidated Statements Of Operations
Year Ended December 31

1995 1994 1993

Operating revenues $ 8,806.6 $ 8,057.0 $ 7,631.6

Operating expenses 7,948.2 7,266.9 7,374.6

Operating income 858.4 790.1 257.0

Other income (expense) (298.1) (288.9) (265.2)
Nonrecurring special charges - - (71.9)

Income (loss) before income taxes, interest of
preferred security holder and extraordinary item 560.3 501.2 (80.1)
Income tax expense (benefit) 218.5 198.2 (25.6)
Interest of preferred security' holder 4.5 - -

Income (loss) before exmaordinary item 337.3 303.0 (54.5)
Net gain on extinguishment of debt 50.4 - -

Net income (loss) $ 387.7 $ 303.0 $ (54.5)

Condensed Consolidated Balance Sheet Data

December 31

1995 1994

Current assets $ 1,861.1 $ 1,752.4
Noncurrent assets 5,460.9 5,242.1
Current liabilities 2,535.6 2,511.5

Long-term debt and obligations under capital leases 2,351.8 3,751.7
Deferred credits and other liabilities 1,277.3 967.6

Mandatorily redeemable preferred security of subsidiary 618.4 -
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Report of Ernst & Young LLP, Independent Auditors

To the Stockholders and Board of Directors

Northwest Airlines Corporation

We have audited the accompanying consolidated
balance sheets of Northwest Airlines Corporation as of
December 31, 1995 and 1994, and the related
consolidated statements of operations, common
stockholders’ equity (deficit), and cash flows for each
of the three years in the period ended December 31,
1995. These financial statements are the responsibility
of the Company’s management. Our responsibility is to
express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require
that we plan and perform the audit to obtain
reasonable assurance about whether the financial

statements are free of material misstatement. An audit

includes examining, on a test basis, evidence
supporting the amounts and disclosures in the
financial statements. An audit also includes assessing
the accounting principles used and significant
estimates made by management, as well as evaluating
the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the
consolidated financial position of Northwest Airlines
Corporation at December 31, 1995 and 1994, and the
consolidated results of its operations and its cash flows
for each of the three years in the period ended
December 31, 1995, in confo/mity with generally
accepted accounting principles.

Minneapolis, Minnesota
February 23, 1996

64



Five-Year Summary

Northwest .Airlines Corporation
Year Ended December 31

1995 1994 1993 1992 1991

Statement Of Operations
(in millions, except per share data)

Operadng revenues
Passenger $ 7,762.0 $ 7,010.1 $ 6,619.6 $ 6,277.3 $ 5,861.8
Cargo 751.2 755.8 734.8 736.2 696.8
Other 571.7 559.0 510.5 446.5 465.8

Total revenue 9,084.9 8,324.9 7,864.9 7,460.0 7,024.4
Operating expenses 8,182.7 7,494.5 7,592.5 7,836.2 7,134.3

Operating income (loss) 902.2 830.4 272.4 (376.2) (109.9)

.■Amounts before 1995 extraordinary item
and 1992 cumulative effect of accounting
change*^’:
Income (loss)
Earnings (loss) per common share:

$ 342.1 $ 295.5 $ (115.3) $ (970.7) $ (320.2)

Primary $ 3.02"’ $ 2.92 $ (2.82) $ (16.11) $ (5.97)
Fully diluted $ 2.85"’ $ 2.87 $ (2.82) $ (16.11) $ (5.97)

Balance Sheet (in millions)
Cash, cash equivalents & unrestricted
short-term investments $ 970.9 $ 968.3 $ 139.6 $ 244.7 $ 16.7

Total assets 8,412.3 8,070.1 7,571.3 7,545.4 7,956.7
Long-term debt, including
current maturities 2,467.1 4,013.5 4,437.9 4,271.4 3,252.6
Long-term obligations under capital
leases, including current obligations 841.2 890.3 928.1 966.0 1,004.3
Mandatorily redeemable preferred security
of subsidiary 618.4 - - - -

Redeemable preferred stock 945.5 795.0 749.9 566.1 519.8
Common stockholders’ equity' (deficit)**’ (818.8) (1,370.7) (2,030.5) (1,732.5) (545.7)

Operating Statistics
Scheduled ser\ice:

Available seat miles (ASM) (millions) 87,472.0 85,015.6 87,212.5 89,647.3 80,937.7
Revenue passenger miles (millions) 62,515.2 57,873.2 58,130.1 58,624.9 53,283.3
Passenger load factor 71.5% 68.1% 66.7% 65.4% 65.8%
Revenue passengers (millions) 49.3 45.5 44.1 43.5 41.1

Revenue yield per passenger mile 12.42(? 12.1U 11.39(f 10.7) i ll.OOi

Passenger revenue per scheduled ASM 8.87<t 8.25 7mi 7.00i 7.24i

Operating revenue per total ASM*"” 9.58 8m t 8mi 7.59 i 7.86i

Operating expense per total ASM''”
Operating expense excluding stock-based

8.66(J 8M<t 8m <f S.lOi S.lSi

compensation per total ASM'” 8AIC imi 7.89 i S.lOi 8.)8i

Cargo ton miles (millions) 2,246.3 2,322.3 2,188.0 2,106.9 1,925.8
Average fuel cost per gallon 55.66^ 56.23^ 62.09 i 64.48 69.75
Number of operating aircraft at year end 380 361 358 366 340

Full-dme equivalent employees at year end 45,124 43,673 43,358 45,455 45,620

The 1995 extraordinary item was S49.9 million (S.53 per primary share and S.49 per fully diluted share) and the 1992 cumulative effect of accounting change
was S108.8 million (SI.67 per share).
Excludes effect of the gain on exchange of preferred stock of S.62 per primary share and $.58 per fully diluted share.
No di\idends have been paid on common stock for any period presented.
Excludes the estimated revenues and expenses associated with the operation of Northwest’s fleet of eight 747 freighter aircraft and MET Inc.
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Stockholders' Information

Cotjimon Stock Prices

1995 1994

Quarter High Low High Low

1st 28 1/2 15 7/8 13 1/2 11 7/8
2nd 35 3/4 24 3/4 16 1/2 11 1/2
3rd 42 7/8 33 1/4 20 1/8 13 3/8
4th 52 1/2 39 3/8 21 3/8 14 3/8

No dmdends were declared during the years
ended 1995 or 1994.

Stock Listing
The Company’s common stock is quoted on the
Nasdaq National Market under symbol NTW’AC.
There were approximately 5,335 stockholders of
record as of February 29, 1996.

Registrar and Transfer Agent
Norwest Bank Minnesota, N.A.
Post Office Box 738
South St. Paul, Minnesota 55075-0738
(800) 468-9716

Annual Meeting
The 1996 Annual Meeting of Stockholders will
be held at the Equitable Life Building
New York, New York on Friday, April 26, 1996
at 9:30 AM

Independent Auditors
Ernst & Young LLP
1400 Pillsbury Center
200 South Sixth Street

Minneapolis, Minnesota 55402

Financial Information
A copy of the Company’s Annual Report on Form
10-K, without exhibits, will be provided without
charge by directing inquiries to:
Northwest Airlines Distribution Center
Phone (800) 358-3100
Fax (612) 885-8851

Direct all other inquiries to:
Investor Relations

Department A4110
5101 Northwest Drive
St. Paul, Minnesota 55111
(612) 726-2111

66



Board of Directors Senior Officers

.-Ufred A. Checchi
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Gary L. Wilson
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Richard C. Blum
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Richard C. Blum Associates, Inc.

John H. Dasburg
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Nortluvest Airlines Corporation
Thomas Ducy
Retired Genercd Secretary csf Treasurer
International Association ofMachinists
and Aerospace Workers
Marvin L. Gris^vold
Retired International Director
Teamsters Airline Division
International Brotherhood of Teamsters
Thomas L. Kempner
Chairman Cff ChiefExecutive Officer
Eoeb Partners Corporation
Frederic V. Malek
Chairman

Thayer Capital Partners
\. A. Ravindran
President
Paracor Einance Inc.

George J. Vojta
Vice Chairman
Bankers Trust Netv York Corporation
Duane E. Woerth
Eirst Vice President
Air Line Pilots Association

Melvin R. Laird
Director Emeritus

John H. Dasburg
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Mickey Foret
Executive Vice President -

ChiefEinancial Officer
Michael E. Levine
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Marketing CP Internationcd
William D. Slattery
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Donald A. Washburn
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Richard H. .\nderson
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Ghristopher E. Clouser
Senior Vice President - Coynmunications,
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Joseph E. Francht,Jr.
Senior Vice President -
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J. Timothy Griffin
Senior Vice President - Market
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Philip G. Haan
Senior Vice President — International

Richard B. Hirst
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The Guiding Principles of Northwest Airlines
Never compromise safety.

Always emphasize cleanliness.

Always put customers first.
Learn what makes a difference to each customer and deliver it.

Resolve customer problems on the spot whenever possible.
Obtain the training and tools we need to seiwe our customers.

Always support and inspire each other.
Work together to achieve common goals.

Recognize the good work of others.
Recruit and promote to the highest standards of

performance and professionalism.
Build self-esteem and pride in each other.

Always strive to improve.
Measure against the best.

Solicit and offer ideas for improvement.
Search out and break down barriers that get in the way.

The Values of Northwest Airlines

Safety First...
in all the services we provide to each other and to our customers

Honesty and Integrity...
in all we say and do

Trustworthiness...

honoring our commitments and doing all that we say we’re going to do

Respectfor Self, Others, and Property...
in our behavior toward each other and for company or personal property

Caring...
for our customers, for each other, and for the communities we serve

Resourcefulness and Innovation...
the quality of our services, processes and technology to increase productivity

and revenue, and control costs

Commitment to Profitability...
to ensure financial stability and our careers

Enthusiasm and Camaraderie...
in our contributions to the success of each other and Northwest Airlines

Our Values are — Beliefs we share that guide our behavior.
Standards we are expected to uphold.

The foundation for our global business strategy.
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