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The Transport Workers Union of America, AFL-CIO (the “TWU”) submits this brief in 

opposition to the Motion (the “Motion”) of American Airlines, Inc. (“American” or the 

“Company”), one of the above-captioned debtors (collectively, the “Debtors”), to reject its 

collective bargaining agreements pursuant to 11 U.S.C. § 1113(c). 

PRELIMINARY STATEMENT 

American’s Motion to reject its seven collective bargaining agreements with the TWU 

(“TWU CBAs”) should be denied because the Company failed to satisfy the strict procedural 

and substantive requirements of section 1113(c) of title 11 of the United States Code (the 

“Bankruptcy Code”).   

The imposition of draconian modifications to the TWU CBAs that will result in the loss 

of nearly 9,000 TWU jobs and a sub-standard collective bargaining agreement is so excessive as 

to be unconscionable.  The modifications clearly are not “necessary modifications. . . that are 

necessary to permit the reorganization” of American as required by section 1113(b)(1) (A).   

American seeks $1.25 billion in average annual cost savings over a six year period from 

all labor groups.  Of the purported cost savings, $390 million will be imposed on the TWU 

workforce through a combination of measures that would decimate the workforce and, for those 

fortunate enough to remain employed, significantly reduce healthcare and other benefits and 

drive overall compensation levels to the lowest in the industry.  American seeks these excessive 

concessions without need as it failed to first fully explore all of its restructuring options, 

including consolidation or merger. The Debtors’ proposed financial targets are premised on a 

faulty stand-alone business plan model that ignores the consolidation that has taken place in the 

industry over the past decade.  Indeed, the Debtors and their financial advisors acknowledge that 

they must consider consolidation, yet they premise their excessive labor modifications on a dead 
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on arrival stand-alone business model.1  It is inconceivable that American would seek to impose 

destructive, draconian “cost-savings” on its employee groups without first exploring all of its 

available options.  Instead, American seeks to reduce labor costs below the level needed to 

merge or consolidate, which has the result of giving the benefit of any synergies or upside 

created by any consolidation or merger to its non-labor stakeholders.  Thus, beyond being 

unnecessary, the proposals do not treat the TWU and other labor groups fairly or equitably.    

Furthermore, the Debtors’ contention that it is necessary to obtain $1.25 billion in labor 

cost savings to establish a profitable, competitive, and sustainable business is not supported by 

the evidence. In fact, the Debtors’ own investment banker acknowledges that it did not analyze 

alternative targets before opining that the Debtors’ labor cost savings targets supplied by the 

Debtors were necessary to achieve the earning targets selected by American’s management.  

Instead, the investment banker simply relied on the Debtors’ business model revenue, earnings 

and other targets and concluded that massive labor costs savings were necessary to achieve them.    

The Company’s assertions that the proposed modifications to the TWU CBAs are 

necessary to achieve a competitive cost structure are also not supported by the record and are, in 

fact, objectively false.  Although the Debtors’ labor cost expert from F&H Solutions cherry-

picks a few provisions from certain of the TWU CBAs and argues that they are not industry 

norm, neither he nor any other witness offered by American has presented evidence establishing 

that, on a whole, the existing TWU CBAs are above industry averages. The Debtors’ expert 

conveniently ignores the fact that pay rates of the largest TWU-represented workgroup 

(consisting of approximately 11,500 mechanics and related employees) are the lowest among 

                                                 
1The Committee has stated that it supports the Motion but it has not endorsed the business plan upon which 

the section 1113 proposals were made and made clear in the section 1113 scheduling order and on the record during 
the section 1113 hearing that nothing in the section 1113 hearing record  will have a preclusive effect on other 
aspects of this case. 
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American’s competitors.  Since pay rates drive 75% of total compensation, this is a serious 

omission.  Moreover, the Debtors failed to present any evidence that the proposed modifications 

leave those TWU workers who remain employed with industry competitive wages, benefits and 

work rules when viewed in their entirety.  To the contrary, the proposed changes would leave 

TWU-represented workers at American, not with competitive contracts, but with contracts at the 

lowest end among its peers.  Therefore, the proposed modifications are not necessary, as 

suggested by the Debtors, to achieve a competitive cost structure. 

Assuming, arguendo, that $390 million in cost savings from the TWU are somehow 

necessary, the modifications proposed by American are not necessary to achieve that goal.  

Viable alternatives exist that could achieve sustainable cost savings in the range sought by the 

Company without terminating nearly 9,000 members of the TWU workforce.  The Company, 

however, rejected these proposals.  In addition, the Company has significantly understated the 

value of certain of its alleged cost savings measures.  This effectively means that the Company is 

seeking concessions with a value far greater than $390 million.  Therefore, assuming the 

Company’s target of $390 million is somehow necessary, the modifications it proposes exceed 

that amount and, therefore, are not necessary.      

Rejection of the TWU CBAs is also prohibited because the concessions sought from the 

TWU are not fair and equitable as required by section 1113(b)(1) of the Bankruptcy Code.    

In addition, (i) the TWU has good cause to reject American’s proposals and (ii) the 

balance of the equities clearly does not favor rejection of the TWU CBAs.  Accordingly, the 

Debtors have failed to meet their burden of satisfying section 1113(c)(2) and (3) of the 

Bankruptcy Code and, therefore, the Motion must be denied.  
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STATEMENT OF THE FACTS2 

The TWU and the Employees It Represents 

The TWU represents approximately 23,500 employees at American, or nearly 40% of the 

workforce.  The TWU is the largest bargaining unit at American.  TWU-represented employees 

work in seven crafts or classes:  (i) Maintenance & Related Employees (“M&R”); (ii) Fleet 

Service Employees and Ground Service Employees (“Fleet”); (iii) Stock Clerk and Crew Chief 

Stock Clerk Employees (“Stock Clerks”); (iv) Maintenance Control Technicians (“MCT”); (v) 

Ground School Flight Engineer Simulator and Pilot Simulator Instructors (“Instructors”); (v) 

(vi) Flight Dispatchers and Dispatcher’s Assistants (“Dispatch”); and (vii) Flight Simulator 

Technicians, Associate Simulator Technicians and Technical Coordinators (“Sim Techs”).  

There are approximately 11,500 M&R employees, 10,200 Fleet employees, 1305 Stock Clerks, 

175 Dispatchers, 170 Instructors, 87 MCTs, and 76 Sim Techs.  The terms and conditions of 

employment for each employee craft or class are governed by separate collective bargaining 

agreements between American and the TWU.  See AA Exhibits 1103-1111. 

The TWU has a long history of representing workers at American going back as far as the 

1940’s.  Over the past 60 plus years of representing members at American, the TWU  made great 

strides in balancing the goal of good quality jobs while understanding the Company’s need to be 

profitable.  The TWU is well aware that a labor agreement must be a living document that 

evolves over time and that during negotiations the constantly changing business environment 

                                                 
2  Unless otherwise stated, the facts contained in this Statement of the Facts are drawn from the Declaration 

of Donald M. Videtich In Opposition to the Motion of the Debtors for Entry of an Order Pursuant to 11 U.S.C. § 

1113 Authorizing the Debtors to Reject the Collective Bargaining Agreements with the Transport Workers Union of 

America, AFL-CIO (hereinafter the “Videtich Decl. at ¶___”); the Declaration of Timothy J. Gillespie in Opposition 

to the Motion of the Debtors for Entry of an Order Pursuant to 11 U.S.C. § 1113 Authorizing the Debtors to Reject 

the Collective Bargaining Agreements with the Transport Workers Union of America, AFL-CIO (hereinafter the 
“Gillespie Decl. at ¶___”); and the Declaration of Thomas R. Roth In Opposition to the Motion of to Reject 

Collective Bargaining Agreements Covering Employees Represented by the Transport Workers Union of America, 

AFL-CIO Pursuant to 11 U.S.C. Section 1113(c) (hereinafter the “Roth Decl. at ¶___”). 
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should be taken into consideration.  While no agreement is perfect, the TWU membership 

reached agreements that helped build American into the largest airline in the world.   

The men and women represented by the TWU are and will continue to be on the front 

lines for American every day.  In the past, the TWU has been mindful of American’s financial 

situation and made decisions and created opportunities based on the belief that a healthy, 

financially viable company is the best solution for everyone, including its members and their 

families in the long run.  However, after decades of hard work attempting to build an 

environment of mutual respect and understanding, the Debtors’ bankruptcy filing seeks to undo 

all that has been built by honest, hard working employees.   

In contrast to the financial creditors in these chapter 11 cases, for whom American is just 

another investment in their portfolio, American is the life-blood of the TWU-represented 

employees.  The hardships that the Company is seeking to impose on TWU-represented 

employees through the section 1113 process will cause severe and irreparable harm to the well-

being of the employees and their families and dependents, who depend on American not just for 

their wages, but also for health insurance, retirement, community and security.  The vast majority 

of the TWU-represented employees dedicated twenty years of service (or more) to American.  In 

recognition of their long and dedicated service, American proposes to terminate 9,000 of these 

employees in pursuit of an absurd business plan that is not viable on its face.  Labor unrest is the 

only thing assured by American’s business plan. 

The TWU members are not wealthy. They are not the highest paid in the industry in their 

respective crafts.  The average take home pay for a TWU-represented employee, adjusted for 

inflation, is below what it was over ten years ago.  While the TWU membership is dedicated and 

loyal, nothing in the Bankruptcy Code or any other federal statute mandates the use of a debtor’s 
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workforce as a bargaining chip.  If, as it appears, it is inevitable that the Debtors will eventually 

merge with another airline, the TWU should not be required to make vast concessions now for 

the benefit of other stakeholders who will benefit in the future from the concessions.  

The TWU-represented employees understand the concept of sacrifice and proved that by 

accepting $620 million in concessions in 2003.  But the men and women represented by the 

TWU know the difference between fairly sharing sacrifices and being “filleted” to provide a 

better opportunity for other constituents.  They do not deserve to be the proverbial ox that is 

gored.      

The TWU continues to focus on making the right business decisions that support a 

healthier airline and its members’ interests.  However, the TWU will not let its members and 

their families unduly bear an unfair burden or sit on the curb while American marches in pursuit 

of a business plan that is neither viable on its face nor equitable in the disproportionate sacrifice 

it seeks from labor.  

History of Pre-Bankruptcy Events and Negotiations 

In 2001, the TWU was in negotiations and sent out certain tentative agreements for 

ratification by its members when the tragic events of 9/11 occurred.  TWU members ratified the 

agreements but knew that difficult economic times were ahead.  American, along with every 

other airline, experienced a sharp decline in passengers. The industry was in uncharted territory 

and the TWU worked hard to find solutions to cut costs.  In October 2001, as the demand for 

flying decreased, aircraft were parked, and lower utilization of aircraft drove less need for 

maintenance, American began the lay off of maintenance and engineering staff in record 

numbers.  To mitigate job loss and better position American for quick resumption of higher 

service levels, the TWU increased its efforts to work more productively.  
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During this time, distrust of management grew among both organized and unorganized 

labor groups because, while labor and support staff were being laid off in record numbers, direct 

and indirect management did not share in similar headcount reductions.   

By mid-2002, passenger traffic started to improve. Some TWU-represented employee 

recalls were initiated in certain locations and aircraft were reactivated.  Revenue, however, did 

not return to pre-9/11 levels and airlines trying to recover losses and win traffic back lowered 

airfares to unprofitable levels.  By the end of 2002 it was clear that, after burning through cash 

reserves, mortgaging assets to unprecedented levels, and failing to adapt their business models 

fast enough, drastic structural changes were on the horizon for the airline industry. 

In early 2003, at the request of American’s management, and in response to the 

deteriorating financial condition of the Company, each of the seven TWU workgroups entered 

into new collective bargaining agreements (collectively, the “2003 CBAs”) as part of the 

Company’s out-of-court restructuring.  The 2003 CBAs resulted in approximately $620 million 

in aggregate annual labor concessions from TWU-represented employees and an immediate 

layoff of approximately 1,300 M&R employees alone.  Since 2003, the M&R work force alone 

has been reduced dramatically from approximately 16,000 to 11,500 employees. 

The M&R group contributed approximately $315 million in concessions as part of the 

2003 restructuring, including a staggering 17.5% reduction in base wage rates and another 

approximately 10% in various vacation, sick leave and other benefit concessions.  Similarly, the 

Fleet service employees, who combined with M&R employees, represent nearly 95% percent of 

TWU-represented employees at American, contributed approximately $300 million in 

concessions, including a 16% reduction in base wage rates and similar cuts in benefits.  These 

drastic changes, contrary to the assertions of the Company, have placed M&R and other TWU-
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represented employees at the bottom end of the overall compensation scale compared to similar 

employees at American’s competitors.  

After the TWU ratified the 2003 CBAs and made extraordinary sacrifices to save the 

Company, it was revealed that at the same time that the Company was asking TWU for drastic 

concessions to avoid bankruptcy, senior management established a Supplemental Executive 

Retirement Plan for then chief executive officer, Donald Carty, and forty-four other executives to 

protect their retirement funds in the event of a bankruptcy filing. 

Moreover, contrary to representations made during the negotiations leading up to the 

2003 CBAs, the TWU learned that senior management did not reduce their wages and other 

benefits to the same degree as the TWU and other unions.  For example, while the TWU agreed 

to wage reductions of up to 17.5%, management compensation was reduced only 6-8%, and 

while TWU-represented employees agreed to reduce holidays from 10 days to 5 days, 

management’s holidays remained at 10 days.  Thus, while the TWU recognized - as it does now 

and always has - the need for fair, equitable and shared sacrifice and honest negotiations, the 

Company’s senior management did not.   

Notwithstanding the distrust and tension created by the actions of the Company’s 

management, the TWU understood the need to improve efficiency and productivity.  By way of 

example, the TWU participated in collaborative labor/management efforts as part of the 

Company’s Performance Leadership Initiative (“PLI”) that was established in 2005.  As part of 

the PLI, a Maintenance Task Team (“MTT”) of approximately 25 frontline TWU and 

management employees was formed.  Working with the Boston Consulting Group, the MTT 

determined, among other things, that approximately $170 million in annual maintenance related 

cost savings could be achieved if the Company improved training and implemented other 
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improved business procedures.  No layoffs were needed to achieve these savings.  The Company, 

however, chose not to implement the key drivers of these cost savings. 

Notwithstanding management’s decision to reject significant cost savings proposals 

(while at the same time accepting hundreds of millions of dollars in bonuses as described below), 

M&R employees recognized the need to improve efficiencies and implemented numerous cost 

savings initiatives that have resulted in more than $1 billion in added value since 2004.  Among 

these initiatives is the implementation of a new method for performing “C” checks (a type of 

overhaul maintenance function) on MD80 aircraft at the Company’s Tulsa Maintenance Base.  

This improvement reduced the number of aircraft maintenance technicians (“AMTs”) necessary 

to perform the overhaul from approximately 770 to approximately 350.  This and other efforts at 

the Tulsa Maintenance Base resulted in added value totaling $500 million.   

In addition, starting in 2007, the M&R group at Alliance Fort Worth Overhaul Base 

(“AFW”) set and reached a goal of $300 million in added value through procedures designed to 

improve the deployment of workers and parts.  These groundbreaking procedures at AFW 

allowed the Company to add an entire line of new aircraft modification work without adding any 

new maintenance or other staff.  At the Kansas City Maintenance Base (“MCIE”), employees 

contributed another $150 million in value creation.  These are just a few of the many initiatives 

that TWU-represented employees have taken to dramatically improve the efficiency of 

American’s maintenance operations since 2003. 

In or about August 2007, the TWU exercised early open provisions of the 2003 CBAs 

(each of which was amendable as of April 15, 2008) and the parties engaged in bargaining 

sessions pursuant to section 6 of the Railway Labor Act on various dates between November 

2007 and 2009.  These negotiations were conducted in a difficult negotiating environment, 
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especially after American paid approximately $200 million in Performance Share Unit Plan 

payouts to hundreds of executives in 2006 and subsequent years, while TWU employees were 

still living under the terms of the deeply concessionary 2003 CBAs. During the Section 6 

negotiations American offered proposals to the TWU that would increase the non-competitive 

wage rates and related improvements in exchange for certain modifications to work rules and 

retirement benefits. 

When negotiations did not lead to agreements, the TWU sought mediation with respect to 

the M&R, Stock Clerks and MCT groups and the TWU and American jointly sought mediation 

through the National Mediation Board pursuant to section 5 of the Railway Labor Act, 45 U.S.C. 

§§ 151 et seq. (“RLA”), with respect to the Fleet, Dispatch, Instructors and Sim Techs groups.  

Various mediation sessions took place with respect to each group between October 2008 and 

July 2011.  Those negotiations resulted in a new collective bargaining agreement with (i) the 

MCT group which became effective May 5, 2010 and (ii) the Instructors which became effective 

October 1, 2011. 

In 2010 and 2011, the TWU also reached tentative agreements (“TAs”), which were 

subject to ratification by the membership of each TWU group, with respect to M&R, Stock 

Clerks, Fleet (on two occasions), Dispatchers and Sim Techs.  None of those TAs became 

effective. 

The negotiations leading up to the TAs concerned mainly pay increases, improvements to 

vacation, holiday and sick leave and concessions related to retirement benefits (moving from a 

defined benefit pension plan to a 401(k) plan for new hires), retiree medical benefits, and certain 

work rules). 
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Post-Petition Negotiations 

On November 29, 2011 (the “Petition Date”), the Company filed for bankruptcy and the 

TWU was told that the Company was going to make proposals for modifications to the CBAs in 

the future. 

The nature and extent of the Company’s proposals were not disclosed until February 1, 

2012, when American presented its new business plan (which it labels Plan For Success) and 

term sheets containing proposed modifications to the TWU CBAs (the “February Term 

Sheets”).  Copies of the February Term Sheets are marked as AA Exhibits 1126-1129 and 1202 

-1204.   

During the initial informational session at which the February Terms Sheets were 

provided, American informed TWU representatives that it was seeking average annual savings 

over the six year life of its business plan of $1.25 billion from all labor groups combined.  The 

Company explained that its proposals to all labor groups sought 20% reductions of each group’s 

respective labor costs. 

Using this allocation methodology, the Company seeks average annual cost savings of 

$390 million from the TWU work groups over the next six years.  In particular, the Company 

seeks cost savings of approximately $212 million from M&R, $150 million from Fleet, $20 

million from Stock Clerks, $3.4 million from MCT, $3.2 million form Dispatch, $2.1 million 

from Instructors and $750,000 from Sim Techs.  See AA Exhibits 1140-1143, 1205 -1207 and 

1212-1214.  The Company informed the TWU that it would not move off the $390 million “ask” 

- and it has not done so to date.  

The labor cost savings that the Debtors seek are premised on its existing stand-alone 

“Cornerstone” business strategy, which has long proven unworkable.  In particular, to arrive at 

the aggregate target cost savings number for labor, the Debtors’ management first identified 
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anticipated revenue improvements and non-labor cost savings and then targeted a projected level 

of profitability and a projected EBITDAR margin of 17%.  In order to achieve these metrics, 

American simply plugged in a labor cost savings that would yield the desired result.  It then 

allocated the cost savings measures by asking each labor group to reduce its percentage of the 

Company’s overall labor costs by 20%, which in the case of the TWU groups as a whole, 

approximates $390 million.  

American seeks these excessive concessions based on a stand-alone business strategy 

model that ignores the consolidation that has taken place in the industry over the past decade.  

Indeed, the Debtors and their own investment banker acknowledge that the Debtors have a 

fiduciary duty to consider consolidation, yet they premise their excessive labor modification 

proposals on an outdated stand-alone business model without first exploring all its available 

options, including a merger or consolidation that would require far less labor concessions.   

In response to cross examination by the TWU, the Debtors’ investment banker testified as 

follows: 

10 In addition to reviewing the debtor's stand-alone plan 

11 is it your expectation that the debtor will be reviewing 

12 consolidation, merger, M&A or other options prior to a plan 

13 of reorganization? 

14 A I think that would be likely because the debtor's 

15 obligation is to maximize value for stakeholders, and my 

16 sense is, is that the stakeholders would want to insure that 

17 they are getting the highest possible value, so they would 

18 want the debtor to look at all alternatives to a stand-alone 

19 plan before supporting a plan of reorganization based around 

20 the stand-alone plan. 

21 Q So that would be yes? 

22 A That would be yes. 

 

Transcript of hearing April 25 174:10 to 174:22.3  

 

                                                 
3  Citations to the transcript of the hearing on the Motion commencing on April 23, 2102 
will hereinafter adhere to the following format: Tr. Apr. ___ Page:Line to Page: Line. 
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And then again at page 176: 
 

3 Q I believe you testified that a -- as a debtor you have 

4 a fiduciary duty to all of the company's stakeholders, 

5 correct? 

6 A Yes. 

 

Tr. Apr. 25 176:3 to 176:6. 

In response to cross examination by the TWU of the Debtors’ industry expert, he testified 

as follows: 

5 Q Now, Your Honor -- I'm sorry. Mr. Kasper, Exhibit 30, 

6 that shows that both United and Delta have larger networks 

7 than American; is that right? 

8 A Correct. 

9 Q And it compares the size of the networks presently to 

10 the size of the networks in 2002, correct? 

11 A That's correct. 

12 Q And if you look at 2002, American was the biggest one 

13 with 263 shares, correct? 

14 A Yes. 

15 Q And you see that -- that Delta, Northwest, United and 

16 -- and Continental, on a stand-alone basis, were all behind 

17 American, right? 

18 A That's correct. 

19 Q But due to mergers, you have United, Continental and 

20 Delta now ahead of American, right? 

21 A That is correct. 

22 Q And I -- I believe that -- that you would agree, would 

23 you not, that the Delta and United mergers created bigger 

24 networks than exist presently at American, correct? 

25 A I would -- I would agree with that. 

 

1 Q And you would agree that those mergers were beneficial 

2 to their -- those airlines? 

3 A I think so far they've worked out reasonably well for 

4 the carriers. 

 

**** 

14 Q And it's your understanding, is it not, that American 

15 will be competing with United and Delta in the future, 

16 correct? 

17 A With any luck in a successful reorganization. 

18 Q And in the -- in the context of that competition, will 
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19 -- will it be important for American to increase its 

20 network? 

21 A I believe it will. Yes. 

22 Q And I think you've said on -- on direct that a network 

23 carrier likes a larger footprint because it enables the 

24 carrier to attract highly valued business customers? 

25 A That is correct. 

 

Tr. Apr. 23 235:5 to 236:25. 

The TWU membership should not be compelled to bear the cost of American’s 

experiments or to accept life altering proposals based on a faulty business plan strategy that in all 

likelihood will not exist in the very near future and was designed for purposes of extracting 

unnecessary labor concessions that will benefit all other stakeholders at the expense of the TWU 

and other organized labor groups.    

In contrast to the proposals discussed prior to the Debtors’ bankruptcy, the proposals 

contained in the February Term Sheets would have a devastating impact on TWU-represented 

employees and their families.  In fact, the proposals the Company made would eliminate (i) 

approximately 4,370 jobs, or nearly 40% of the entire M&R workforce; and (ii) approximately 

4,200 Fleet jobs, or nearly 40%, of the Fleet workforce. The proposals made to the Stock Clerks 

would result in the termination of 270, or approximately 20%, of its 1,305 members. 

The Company’s proposal to allow it to outsource up to 40% of aircraft related 

maintenance man-hours of work currently performed “in-house,” in addition to what is already 

outsourced, is the most radical proposal that would trigger most of the layoffs of M&R 

employees.  Significantly, while the Company assumes that outsourcing maintenance will result 

in significant cost savings, it has not provided any data or analysis to support this assumption.   

American’s own experience with outsourcing aircraft maintenance functions illustrates 

that outsourcing is not necessarily more efficient or less costly.  American previously outsourced 
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maintenance on 757 aircraft to TIMCO, a large maintenance and repair organization (“MRO”).  

The time it took to perform the maintenance functions (or “turn times”) proved to be longer than 

when performed in-house by TWU M&R personnel.  This is extremely significant because the 

longer the “turn time” the longer the aircraft is out of service and not generating revenue.  It does 

not appear that the Company took these factors into consideration when formulating its proposal.  

MROs also do not have effective troubleshooting capability which, like slower “turn 

times,” results in longer downtime for the aircraft.  The TWU has sent TWU Technical Crew 

Chiefs with test pilots who observed American on-site managers themselves attempting to 

troubleshoot American’s airplanes that were sent out for maintenance.  Data has shown that the 

reliability of the aircraft leaving TIMCO is poor.  

Other airlines are also learning that lower labor costs at MROs do not necessarily 

translate to overall lower maintenance costs.  For example, Continental is working 

collaboratively with its mechanics and has one of the lowest maintenance costs in the industry 

while performing all 737 and most 757 heavy airframe work in-house. 

Terminating approximately 9,000 jobs and causing major upheaval in the lives of the 

employees and their families in the hope of achieving uncertain cost savings is an untenable 

proposal, especially when credible alternatives exist.  The Company could not, and cannot, in 

good faith expect that the TWU would ever accept such a draconian and unfair proposal. 

Another example of the Company’s harsh proposals is the modification of the TWU 

health insurance coverage and the implementation of a plan common to all employees.  The 

TWU already contributes 19% towards member healthcare coverage.  The Company’s proposal 

contemplates a diminished medical plan design as well as an increased employee contribution 

level of 21% of the cost of coverage.  Under the proposal set forth in its term sheets, the 

11-15463-shl    Doc 2726    Filed 05/11/12    Entered 05/11/12 20:19:51    Main Document 
     Pg 21 of 67



 
 

-16- 

Company will offer a 3-option program with family annual deductibles ranging from $900 to 

$4000 and co-insurance of either 20/80 or 20/70 for in-network services.  For the plan with the 

best coverage, the monthly employee contribution for family subscribers is $460; the lesser plan 

is $232.  For part-time workers, monthly employee contribution for family subscribers would 

nearly double at $805 per month for the best plan, $406 for the lower plan and $473 for the 

standard plan.  This one-size fits-all approach creates a disproportionate burden on lower paid 

workers, such as many of those represented by the TWU.  The unaffordable cost of healthcare 

coverage may prevent many employees from participating in the correct health plan for their 

family’s needs or force them to pay an unduly burdensome price in order to maintain coverage. 

Given the high cost of healthcare, this proposal is intolerable.   

Subsequent to the delivery of the February Term Sheets and through March 22, 2012, the 

date on which American delivered its second round of term sheets to the TWU, each of the seven 

TWU work groups delivered a series of proposals to American.  As reflected in the TWU 

Proposals, TWU made counterproposals to the February Term Sheets that included acquiescence 

to several of American’s proposals, including certain provisions that would result in some 

employee reductions and cost savings in the range requested by American.  For example, the first 

counterproposal made on behalf of the M&R group dated February 24, 2012, accepted the 

Company’s proposal to (i) outsource some maintenance work, (ii) outsource Title II High 

Voltage work at the Tulsa maintenance base, and (iii) outsource other maintenance functions.  

See Videvitch Decl, Exhibit A (M&R Proposal dated February 24, 2012).  

In addition to delivering its written proposals, the TWU informed the Company’s 

negotiators that, among other things, the TWU recognized, as it had in the past, the need to make 

concessions but that proposals designed to eliminate the enormous amount of jobs envisioned by 
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the Company was not and would not be acceptable in light of the fact that other viable options 

were available to achieve cost savings without causing upheaval to thousands of families.  

Moreover, the Company’s proposals to reduce vacation, sick leave and other benefits as 

described in the February Term Sheets are additional examples of excessive and overreaching 

cost cutting measures.  M&R employees are already at the bottom of the industry in pay rates, 

holidays and sick leave.  The Company’s attempt to reduce these benefits to even lower levels, 

while keeping its wages at the bottom of the industry, is outrageous and unfair and the TWU 

made that clear to the Company during negotiations conducted after receipt of the February Term 

Sheets.   

On March 22, 2012, the Company delivered new term sheets to the TWU (the “March 

Term Sheets”).  The March Term Sheets contain the proposals that are attached to and described 

in the Motion.  See AA Exhibits 1136-1139 and 1209 -1211. 

Notwithstanding the meaningful TWU counterproposals and the serious concerns and 

objections raised by the TWU, the March Term Sheets did not alter American’s fundamental 

proposals that would lead to mass layoffs and reduce compensation levels to the lowest level 

among its competitors. Moreover, the Company stuck to its take-it or leave-it approach and did 

not make any concessions whatsoever with respect to the $390 million aggregate cost savings 

that it was seeking to extract from the TWU. 

In essence, on March 22, 2012, only days before filing its Motion, and after nearly two 

months of discussions and negotiations, the Company presented the TWU with essentially the 

same proposals it made on February 1, 2012.  This is not a fairly shared sacrifice but a 

disproportionate labor sacrifice for the benefit of other constituents.  The proposals contained in 

the March Term Sheets and described in the Motion are (i) not reflective of good faith 
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negotiations, (ii) not necessary, (iii) not fair and equitable and (iv) the TWU has good reasons 

not to accept them.  

ARGUMENT 

I. THE DEBTORS FAIL TO SATISFY THE REQUIREMENTS FOR REJECTION 
UNDER 11 U.S.C. § 1113  

The Debtors have not met their burden of proving compliance with the statutory 

requirements of section 1113 of the Bankruptcy Code.  Section 1113 of the Bankruptcy Code 

provides, in pertinent part, as follows: 

(b)(1)  Subsequent to filing a petition and prior to filing an 
application seeking rejection of a collective bargaining agreement, 
the debtor in possession or trustee (hereinafter in this section 
“trustee” shall include a debtor in possession), shall -- 

 (A) make a proposal to the authorized representative of the 
employees covered by such agreement, based on the most 
complete and reliable information available at the time of such 
proposal, which provides for those necessary modifications in the 
employees benefits and protections that are necessary to permit the 
reorganization of the debtor and assured that all creditors, the 
debtor and all of the affected parties are treated fairly and 
equitably; and 

 (B) provide, subject to subsection (d)(3), the representative 
of the employees with such relevant information as is necessary to 
evaluate the proposal. 

(2) During the period beginning on the ate of the making of a 
proposal provided for in paragraph (1) and ending on the date of 
the hearing provided for in subsection (d)(1), the trustee shall meet, 
at reasonable times, with the authorized representative to confer in 
good faith in attempting to reach mutually satisfactory 
modifications of such agreement. 

(c) The court shall approve an application for rejection of a 
collective bargaining agreement only if the court finds that -- 

 (1) the trustee has, prior to the hearing, made a proposal 
that fulfills the requirements of subsection (b)(1); 
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 (2) the authorized representative of the employees has 
refused to accept such proposal without good cause; and 

 (3) the balance of the equities clearly favors rejection of 
such agreement. 

Section 1113 “encourages the collective bargaining process as a means of solving a 

debtor’s financial problems insofar as they affect its union employees.”  In re Century Brass 

Prods., Inc., 795 F.2d 265, 272 (2d Cir. 1986).  “Knowing that it cannot turn down an 

employer’s proposal without good cause gives the union an incentive to compromise on 

modifications of the collective bargaining agreement, so as to prevent its complete rejection.  

Because the employer has the burden of proving its proposals are necessary, the union is 

protected from an employer whose proposals may be offered in bad faith.”  In re Maxwell 

Newspapers, Inc., 981 F.2d 85, 90 (2d Cir. 1992) (citations omitted). 

Courts in this Circuit have parsed the statutory language into seven elements.  See In re 

Carey Transp., Inc., 50 B.R. 203, 207-213 (Bankr. S.D.N.Y. 1985), aff’d, Truck Driver’s Local 

807 v. Carey Transp., 816 F.2d 82, 90-91 (2d Cir. 1987).  These seven elements are: 

(1) The debtor must make a proposal to modify the collective 
bargaining agreement or obtain concessions from the union, which 
is based on the most complete and reliable information available at 
the time the proposal is made.  The debtor’s failure to supply 
complete and reliable information is fatal to a motion to modify or 
terminate a collective bargaining agreement.  See In re Liberty Cab 

& Limousine Co., 194 B.R. 770 (Bankr. E.D. Pa. 1996).   

(2) The proposal must be necessary to the debtor’s 
reorganization;   

(3) The proposal must treat all creditors, the debtors and all 
other affected parties fairly and equitably;   

(4) The debtor must meet at reasonable times with the union; 

(5) The debtor must negotiate in good faith with the union in 
an attempt to reach mutually satisfactory modifications of the 
collective bargaining agreement.  This factor requires actual 
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negotiating; a “take it or leave it” bargaining session is not 
sufficient.  See In re S.A. Mech., Inc., 51 B.R. 130, 132 (Bankr. D. 
Ariz. 1985); 

(6) The union has refused to accept the debtor’s proposal 
without good cause.  “Where the union makes compromise 
proposals during the negotiating process that meet its needs while 
preserving the debtor’s savings, its rejection of the debtor’s 
proposal would be with good cause.”  In re Maxwell Newspapers, 
981 F.2d 85, 90-91 (2d Cir. 1992); 

(7) The balance of the equities clearly favors rejection of the 
collective bargaining agreement.   

The Debtors bear the burden of persuasion by a preponderance of the evidence on the 

first six elements and must prove the seventh element, that balancing the equities clearly favors 

the requested relief, by a standard greater than a preponderance of the evidence.  See In re 

Walway, 69 B.R. 972, 974 n.18 (Bankr. E.D. Mich. 1987) (holding that the word “clearly” in the 

final factor indicates a higher standard of proof is required).  The Debtors bear the burden of 

proof and must satisfy all seven of these elements for relief pursuant to Bankruptcy Code section 

1113.  See United Food and Commercial Workers Union, Local 211 v. Family Snacks, Inc. (In re 

Family Snacks, Inc.), 257 B.R. 884, 892 (8th Cir. BAP 2001).  If the Debtors fail to meet the 

burden on even one element, the Motion must be denied.   

The nature and extent of the modifications proposed by the Debtors exceed those that are 

necessary to permit the Debtors to successfully reorganize. Furthermore, the Debtors have failed 

to negotiate in good faith.  In addition, the TWU has good cause to refuse to accept the Debtors’ 

proposals, and the balance of the equities clearly does not support the proposed modifications.  

Simply put, the Debtors fail to meet their burden of proof under section 1113.  Therefore, the 

Motion must be denied.  
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A. The 1113 Proposals Are Not Necessary Modifications That Are Necessary To Permit 
A Successful Reorganization 

Section 1113 requires that a debtor propose only those modifications that are “necessary” 

to permit its reorganization.  The necessity inquiry is fact-sensitive and “the impetus of small or 

subtle changes in the circumstances may alter [the Court’s] perspective and conclusions.  Every 

fact and circumstance is relative to some unspecified and undefinable benchmark in the context 

of what is necessary . .  .”  In re Delta Air Lines, 342 B.R. 685, 691 (Bankr. S.D.N.Y. 2006).  As 

recognized for over twenty-five years,  

“There can be no pat formula.  Any analysis must be undertaken 
on a case by case basis with due consideration given to the nature 
of the business and industry patterns.  In this way provisions 
dealing with wages and benefits that have a disproportionate 
impact on the debtor’s business can be selectively addressed 
without the need for wholesale revision of every provision 
developed in prior bargaining.  In other words, the § 1113 process 
is designed to encourage selective, necessary contract modification 
rather than a total elimination of all provisions in the collective 
bargaining agreement.  Complete de novo negotiations would be 
wasteful and counterproductive.”   

Carey, 50 B.R. 203, 209 (Bankr. S.D.N.Y.), aff’d, 816 F.2d 82 (1985) (emphasis in original). 

Necessity is a relative concept that is denominated in degrees and must be determined in 

reference to a particular outcome.  A provision may be necessary in the sense that it is absolutely 

required for a company to survive and successfully restructure.  The Second Circuit has found 

that definition to be too restrictive.  On the other hand, a debtor may not use a claim of necessity 

“as a medicine to rid themselves of corporate indigestion.”  In re Century Brass Prods., Inc., 795 

F.2d 265, 272 (2d Cir. 1986).  The less actually necessary a proposal is, the more a debtors’ 

insistence on it calls the debtor’s good faith into question.  In re Maxwell, 981 F.2d at 90-91 

(“Because the employer has the burden of proving its proposals are necessary, the union is 

protected from an employer whose proposals may be offered in bad faith.” (citation omitted)).  If 
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it is more likely than not that a debtor can successfully reorganize without the requested 

modifications to the collective bargaining agreements, then the debtor has not met its burden for 

rejection of those agreements. 

Moreover, it is not sufficient for the Debtors to show that, as a general matter, some 

changes are necessary.  The Debtors must show by a preponderance of the evidence that the 

entire proposal, taken as a whole, is necessary.  In re Royal Composing Room, Inc., 848 F.2d 

345, 348 (2d Cir.1988).  Where, as here, a proposal, taken as a whole, exceeds the Debtors’ 

stated needs by millions and the Debtors’ stated needs are themselves overstated by millions, the 

Court should find that the proposal, as a whole, is unnecessary. 

1. The Debtors’ Business Plan Is Flawed On Its Face. 

The Debtors’ business plan is a follow-on plan to the failed Cornerstone Strategy.  There 

is little new in the current Plan for Success that was not contemplated, directly or indirectly, in 

the previous plan.  In other words, the gravamen of the Plan for Success is reducing expenses 

and enhancing revenue to present credit metrics that may attract new capital so the Debtors can 

invest in their fleet.  See Goulet Decl. at ¶ 46.  The two features present in the Plan for Success 

that were not present in the Cornerstone Strategy are the unprecedented level of new aircraft 

ordered by the Debtors, but not justified by the Debtors’ route structure or financial capability, 

and the unprecedented labor cost reductions made available under section 1113.  Neither of these 

features is justifiable, and the labor cost savings are so enormous in relation to the Debtors’ need, 

as to be unnecessary for the Debtors’ reorganization.  These facts alone could lead the Court to 

conclude that the Plan for Success is a flawed plan for American’s future.  But there is an even 

more fundamental defect, which gives rise to the inescapable conclusion that the Plan for 

Success is incurably flawed: it is predicated upon a stand-alone American emerging from these 

chapter 11 cases. 
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It is axiomatic that the Debtors have missed out on the multiple waves of consolidation 

that have swept through the airline industry over the last decade. The fact that American must 

merge with another airline with a complementary route structure and fleet to compete effectively 

with its peer group is equally axiomatic.  As a result of the consolidations, American lost its 

place as the world’s largest airline, falling to third.  At the same time, during 2006 and 2007, two 

years of minimal profitability, American failed to invest in its fleet, choosing instead to pay 

hundreds of millions of dollars in bonuses to its executives.  American, however, chooses to 

ignore the competitive advantages of consolidation and, concomitantly, the competitive 

challenges that American’s merged peers pose for American’s ability to compete in the future. 

The Debtors’ investment banking expert, agrees that American has a fiduciary duty to consider 

alternatives to the so-called stand-alone plan and that has not happened.  See Tr. Apr. 25 111:11 

to 113:9. 

The importance of American’s fulfilling its fiduciary duties and considering all available 

alternatives cannot be overstated.  The Plan for Success, inconceivably the only plan considered 

by American’s management in the context of section 1113 negotiations, calls for draconian 

modifications to the TWU CBAs, which likely would not be required under a different plan. As 

it is, the modifications proposed by American are unnecessary.  The level of labor cost savings 

required in a consolidation scenario would emanate from a multitude of factors, including 

revenue enhancements and operating synergies the merged carrier could be expected to achieve. 

Yet this Court will never be told the extent of those modifications because the Debtors have 

utterly failed to consider any alternatives to the stand-alone plan.  That is not a Plan for Success; 

it is a recipe for financial ruin.  The fact is that American cannot survive as a stand alone airline.  
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No one, other than Tom Horton, thinks that it can and no one, perhaps other than Tom Horton, 

believes that it will.  

Despite its dead on arrival business plan, American asks this Court to authorize the 

rejection of the TWU CBAs- an act that will directly result in the loss of almost 9,000 jobs, 

significant reductions in pay for the few surviving employees, and the total loss of any security 

the TWU-represented employees have sacrificed for in the past.  American should be required to 

present a viable business plan before being allowed to take such drastic measures. 

2. The Debtors Do Not Need $1.25 Billion In Labor Savings 

The Debtors’ contention that it requires $390 million of cost savings from the TWU is 

based on the Debtors’ underlying premise that it is necessary to obtain $1.5 billion in annual 

employee cost savings (which includes $1.25 billion from American and the balance from 

American Eagle) to establish a profitable and sustainable business.  This underlying premise, 

however, is not supported by the evidence.  

To arrive at the aggregate target cost savings from labor, the Company did not focus on 

whether their proposals to each labor group was market-based.  Rather, the Debtors’ 

management simply backed into the number by first making assumptions regarding the 

profitability metrics it wanted to reach.  See Goulet Decl. ¶ 54 and fn. 21. In particular, the 

Company targeted an EBITDAR Margin of 17% by 2017 (the final year of its six year business 

plan) and a profitability level based on the projected EBITDAR target.  In order to achieve those 

metrics, the Company made assumptions that it would achieve them by realizing $3.1 billion in 

profitability improvements, including $1 billion annually through revenue and network 

enhancements, $600 million in annual savings through restructuring initiatives and, to fill in the 

remaining gap, $1.5 billion in annual employee cost savings (which includes $1.25 billion from 

American and the balance from American Eagle).  Id.  
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There is no evidence, however, that the Debtors considered modestly lower financial 

metrics to ascertain whether achieving lower metrics would result in a sustainable business while 

at the same time reducing the cost savings ask from labor.  Moreover, while the Debtors’ 

financial advisor and investment banker opines in conclusory fashion that the metrics selected by 

the Company’s management would result in a sustainable business enterprise and that the cost 

savings requested by the Company are necessary to reach them, he acknowledges that he was not 

involved in selecting the amount of the labor cost reductions and was not asked to consider, and 

did not consider, whether any lower cost savings number would result in a sustainable business.  

See Tr. Apr. 25 89:21 – 90:16, 94:1- 95:3. 

Given the failure of the Debtors and their financial advisor and investment banker to 

consider whether more modest labor cost savings could result in a profitable and sustainable 

business, the Court should not find that the Debtors’ proposed modifications which seek $390 

million in cost savings, are necessary modifications that are necessary to permit the 

reorganization of the Debtors.  The Debtors should not be permitted to assert that such drastic 

concessions are necessary unless less oppressive alternatives have been fully reviewed and 

analyzed.   

3. The Debtors Undervalue Their Proposals To Extract Even More Concessions From 
The TWU-Represented Employees  

The Debtors’ proposal is not necessary because the Debtors either undervalue or ascribe 

no value to substantial portions of their proposals. As discussed more fully below, applying the 

Debtors’ own outsourcing valuation methodology, the Debtors vastly underestimate the value 

that they will obtain from outsourcing.  Second, and equally as egregious, the Company demands 

contract changes which, if implemented, would fundamentally alter employee protections, but 

attribute no dollar value to these changes.  In other words, the Debtors insist on sweeping 
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contractual changes, such as increasing the amount of part-time employees, that they assert have 

no value.  As an initial matter it is difficult to see how changes with a zero value could be 

necessary to the Debtors’ reorganization.  But, even if arguably necessary, the Debtors must 

properly value the modifications insisted upon.  

As a result of the Debtors’ improper valuations, the 1113 Proposal which is alleged to 

achieve the $390 million ask, would, if implemented, extract substantially more value from the 

TWU.  This result is unnecessary by any measure. 

The Debtors Undervalue The Savings From Outsourcing 

More than 50 percent of the labor cost savings demanded of the TWU come directly from 

proposed modifications that will result in the outsourcing of thousands of jobs.  AA Exs. 1212, 

1213, 1140.  The Debtors’ valuation of the cost savings from outsourcing is generated pursuant 

to flawed metrics being applied to an arithmetic formula.  The Debtors measure cost savings 

from outsourcing by subtracting the labor rates of outside vendors from the cost of the work 

performed in-house.  The Debtors, however, acknowledge that they have not obtained actual bids 

from vendors for much of the work they seek to outsource.  Instead, the Debtors use estimates to 

calculate the amount of their supposed savings.  As discussed more fully below, the assumed 

rates the Debtors’ utilize are not accurate and reliable.  By applying improper vendor rates, the 

Debtors significantly undervalue the cost savings they contend will result from outsourcing, 

thereby overstating the amount of concessions that are purportedly “necessary.” 
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Value of Cost Savings From Outsourcing 

The Debtors measure the value derived from outsourcing pursuant to a simple arithmetic 

formula:   

The cost of the TWU-represented employee (“C-TWU”)  

MINUS  The cost of the replacement vendor (“C-RV”) 

=    Debtor Saving (per employee) (“Debtor Savings”) 

 

Thus, for example, if the C-TWU rate is $7/hr and the C-RV rate is $5/hr, the Debtor 

Savings is $2/hr.  If, by contrast, the C-TWU rate is $9/hr and the C-RV rate is $5/hr, the Debtor 

Savings is $4/hr.  Similarly, if the C-TWU rate is $9/hr and the C-RV rate is $3/hr, the Debtor 

savings is $6/hr.  In other words, Debtor Savings, which is the difference between the TWU rate 

and the vendor rate, will be greatest when the TWU number is high and the vendor rate is low 

(indeed, this is the argument that the Debtors use to justify outsourcing).  In determining the 

value of outsourcing, however, the Debtors artificially manufacture a Debtor Savings rate that is 

too low, i.e., the C-TWU number is artificially low and/or the C-RV rate is artificially high.  The 

result is that the Debtors, based on their own valuation methodology, derive more benefit from 

outsourcing then they give the TWU credit for. 

The Debtors Underestimate The C-TWU  

The Company prices the difference between the cost of performing a function in-house 

and outsourcing by comparing the vendor’s hourly rate with the rate of compensation for an 

American employee.  For example, in calculating the price savings for outsourcing Fleet service 

employees, the Debtors compare the assumed vendor rate against the cost of a junior level 

American employee who earns less that an average employee.  The proper approach is to use the 

cost of an average American employee. 
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Under the TWU agreements, employees are subject to a wage progression. A new hire 

starts at the bottom wage rate and progresses over several years to the top of the scale.  Under the 

existing Fleet agreement for example, an employee starts at $8.64 hourly wage rate and 

progresses to $21.16 per hour after nine years of service.  The average rate for the 2,000 most 

junior employees is $18.67.  Adding benefit and other costs to the base rate brings the American 

in-house rate to approximately $33.58 per hour.  The Debtors compare this base rate total cost to 

the assumed vendor rate of $19.21 per hour.  This is the average vendor rate used by the 

Company which includes a 2% annual adjustment over the term of the business plan.  Under the 

Company’s approach, this $14.37 difference is the hourly saving from outsourcing for the Fleet 

employee.   

Yet, it is beyond doubt that a junior employee, if retained, would over  the 6 year period 

of the contract term gradually move up the progression ladder and become the average 

employee.  In fact, based on the current demographics of Fleet employees, the average hourly 

rate for an eliminated employee is significantly higher than the rate the Debtors’ assume for a 

terminated employee.  Thus, a major structural change which enables the Company to avoid the 

cost of performing the work in-house, avoids the cost of the average employee, not the near-term 

new hire.  The hourly cost differential resulting from the Debtors’ use of the cost of the junior 

employee, as opposed to the average employee, is more than $16 million per year for which the 

TWU is not being given credit against the Company’s $150 million demand from Fleet 

employees.   

The Debtors Overestimate The Cost Of The Replacement Vendor (C-RV) 

In addition to under-estimating the cost of the existing TWU-represented employee, the 

Debtors’ over-estimate the cost of vendor rates and thereby fail to give the TWU significant 

credit against the $390 million target.  For instance, with respect to Fleet work that American 
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wants to outsource, the Debtors use an estimated hourly vendor cost of approximately $19.21.  

However, the Company’s own analysis of outsourcing experience indicates that vendor rates are 

actually much lower, closer to $13.42 per hour.  The difference is significant.  The appropriate 

estimate reduces the cost savings required under the Company’s request by $16.4 million per 

year for the TWU’s Fleet group alone.  

The Debtors also over-estimate the vendor cost for M&R outsourcing.  For valuation 

purposes the all-in hourly rate used by American for aircraft maintenance performed by a vendor 

is estimated at $57.00.4 This estimate is reportedly based upon known rates charged by TIMCO 

— a major domestic MRO.  This might be a reasonable basis for estimating the “heavy 

maintenance” (“C” and “D” checks) involving the B757 fleet.  However, under the Company’s 

proposal, at least 250 mechanic jobs are directly eliminated by outsourcing the B777 and B767 

fleets.  These are wide-body aircraft deployed in international service.  The comparator airlines 

with similar aircraft, to the extent they outsource, outsource to vendors in China or Singapore at 

substantially lower costs.  Although management recognizes this possibility, the higher 

assumption – which results in undervaluing TWU concessions – was used.  Again, by using too 

high a cost estimate for outsourced maintenance labor, the Company devalues the cost savings 

resulting in the demand for additional concessions that are not necessary to meet its $390 million 

cost savings target from the TWU.   Put another way, assuming arguendo that the $390 million is 

an appropriate cost savings target (which it is not), the modifications requested by the Debtors 

are not necessary because, based on their own valuation methodology, the Debtors will obtain 

more than $390 in cost savings. 

                                                 
4  This is the first year rate which is assumed to be $2 higher due to start-up charges; the rate in the second and 

third years is $55.00 and $53.00 respectively, then adjusted thereafter by an assumed inflation rate of 2% per 
year.  
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The Debtors Undervalue the Savings From Other Proposals 

There are many forms of contract concessions, such as wage and benefit reductions, 

which can be implemented immediately, and once implemented produce a level stream of 

savings throughout the 6-year duration of the plan.  Other changes, notably outsourcing, are 

assumed to be implemented gradually, presumably because the Company requires time to 

negotiate vendor contracts.  Under the Debtors’ model, the so-called “phase-in” of savings 

creates a discount to the steady-state savings which inevitably will be realized by the Company.  

And, under the Company’s approach, these saving are not credited to the TWU target of $390 

million.   

There are several types of “terminal value” for which the Debtors have neglected to give 

the TWU credit.  For example, the Debtors discount the value of outsourcing by over $21 million 

per year presumably due to delays in implementing the outsourcing program, but do not account 

for the fact that the Debtors will continue to benefit from outsourcing Fleet work past the 

proposed six year CBA period.  The delay in credit for the “phase-in” of outsourcing, over the 6-

year business plan, represents a discount of over $21 million per year.  In short, a major 

structural change resulting in the elimination of more than 1,000 jobs is underpriced by over 19 

percent because the Debtors have refused to recognize the terminal value which will be realized 

in all years following the 6-year business plan.    

Similarly, the Debtors’ demand to extend the wage progression period for Plant 

Maintenance Mechanics (a subset of M&R) (the “PMMs”) from 5 years to 9 years for new hires.  

See AA Exhibit 1209.  The effect of this change is that it would take a new hire almost 10 years 

to achieve the maximum pay rate.  The Debtors ascribe zero value to this change.  The Debtors 

reason that during the 6-year term of the CBA, there are unlikely to be any “new hire” PMMs.  

Under the business plan, headcounts for the TWU M&R group are assumed to decline over the 
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6-year period (due to terminations and outsourcing, etc).  Additionally, with all the outsourcing, 

hundreds of incumbent PMMs will have recall rights.  If the Company needs a new PMM it will 

be required under the CBA to rehire a laid-off PMM, who is likely to have already achieved the 

maximum rate.  Thus, the Company assumes that there will be no new PMMs hired during this 

6-year period that will be subject to its progression demand over the contract term and thus no 

value is assigned.  The Debtors have acknowledged in negotiations that this change in the wage 

structure will reduce average pay in the classification and drive significant savings in the future.  

On the one hand, the Debtors insist on the change; but on the other hand, insist the change has no 

value.  If the change has no value, how can it possibly be necessary to the reorganization?  The 

position is untenable and out of line with market norms.   

The Debtors Ascribe Zero Value to Wide Scale Changes  

Numerous Company proposals are designed to expand management prerogatives but, 

according to American, have no economic value that is appropriately credited to the TWU 

concession target.  These items represent a grab-bag of contractual provisions which the 

Company argues are necessary, but it fails to attribute any economic value towards the cost 

savings target.  As with the items described above, the Debtors take the untenable position that a 

change has no value but is necessary within the meaning of section 1113.   

i. The “40 Percent Rule – Principal among the examples is the Company’s position 

on the level of outsourcing under the M&R CBA.  American proposes to expand its right to 

outsource additional jobs “up to 40 percent of aircraft maintenance work currently done in 

house.”5 (emphasis added).  In valuing the cost savings, the Debtors have valued the level of 

outsourcing that they believe they will actually need now (a number less than 40%).  They have 

                                                 
5 AA Ex. 1209 
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not valued the potential cost savings that would be achieved if they reached the 40% target in the 

future.  In essence, the Debtors demand that they retain the option to terminate up to 40% of all 

M&R employees but they have not given the TWU any credit for that option.   

ii. Part-Time Caps – The Company proposes to eliminate all restrictions on the 

right to employ and utilize part-time employees.  The Company’s optimal staffing models for the 

relevant classifications, suggest a fixed number of additional part-time workers.  The Debtors, 

however, demand the option to employ and utilize part-time workers at will in the future, to 

preserve their flexibility.  Yet, the Debtors propose to preserve the option of increasing the use of 

part-time employees over time while at the same time ascribe it a zero value toward the 

aggregate savings target.  

iii. Control over the Qualifications Administrative Manual – Another example of 

Company overkill is the proposal to eliminate any restrictions on its right to change the 

Qualifications Administrative Manual.  Wage negotiations involve an equation between the pay 

level and the associated duties, responsibilities and qualifications of the classification.  Under the 

current collective-bargaining agreements, the Debtors and TWU negotiate these terms together.  

The Debtors insist that they control one side of this equation (i.e. the duties required for a 

specific pay level) but that the employees are locked into compensation levels.  In plain terms, 

American seeks the right to increase an employee’s duties without permitting a corresponding 

increase in the rate of pay.  This change dissolves the wage-effort bargain that is fundamental to 

wage negotiations.  The Debtors’ assertion that this proposal has minimal economic value is 

unsound.  If such a change has no economic value, the Company’s insistence on its inclusion is 

unwarranted.  
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4. The Debtors’ Claim That The TWU CBAs Are Above-Market Is Not 
Supported By The Facts Of These Cases  

The Debtors’ pleadings are rife with innuendo that the TWU CBAs are not competitive.  

See e.g., MOL Part IV pg. 9, Part V pg. 5.  But, as the Debtors acknowledge, “labor costs are a 

function of wages, work rules and benefits.”  MOL Part 1 pg. 69. On average, wages comprise 

three quarters of total compensation and the substantial majority of TWU-represented employees 

earn either the lowest or the near lowest wage rates (as compared to the comparator group).  The 

TWU measures the relative compensation of its members using a model that is designed to 

measure total compensation per hour worked.  The analysis is comprehensive and captures 

differences in cash compensation (base wages, license and skill premiums, longevity), 

supplemental benefits (pension, active health insurance, retiree health insurance, life insurance, 

short term disability benefits, long term disability insurance benefits, uniform/clothing 

allowances), and pay for time not worked (paid breaks, vacations, holidays, sick leave and on-

the -job-injury benefits).  

That measure is compared against the results of comparator airlines, Southwest, 

Continental, United, Delta and US Airways.  Measured by capacity (domestic and international), 

these airlines, together with American, are the 6 largest carriers representing 77 percent of the 

entire industry. Traditionally, American, Continental, United, Delta and US Airways are 

considered the “legacy” or “network” carriers. Southwest is included because it is the 3rd largest 

airline (largest in the domestic market) measured by available seat miles (“ASMs”), and the 

largest airline measured by passengers enplaned. Additionally, Southwest is the major 

competitor of American measured by revenue share on city pairs served. 
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Wage Rates 

Contrary to the Debtors’ suggestion, the TWU CBAs, when considered in their entirety, 

are eminently competitive - in the Debtors’ favor.  As described below, wage rates for the three 

largest TWU craft classifications have been at or near the bottom of the market for years.  Wage 

rates, which is the key driver of total compensation, have remained at the bottom of the scale 

even though United, Delta and US Airways have all gone through the chapter 11 process since 

2003.   

For the AMT at American, 73 percent of total compensation is driven by the base hourly 

wage rate.  The fact that American pays its top-of-scale mechanic more than $4.85 per hour less 

than the industry average ($27.20 versus $32.05) explains the TWU’s already 

unenviable position. Beyond the base rate – adding license, longevity, shift differentials and line 

premium – the wage gap persists. The all-in AMT/Line rate at top-of-scale at American is 

$32.75; compared to $37.06 for the other airlines – a $4.31 per hour difference. 

Table6 11– Comparative Wage Rates – 2012 

TOS Hourly Rate Including License, Line, and Longevity 

 Aviation Maintenance Tech   

Airline  Fleet Service Clerk Stock Clerk 

 Base Line   

American $32.20 $32.75 $21.46 $21.46 

United 36.42 36.92 21.22 21.17 

Continental 36.42 36.92 22.29 21.17 

Delta 33.98 34.73 21.16 21.46 

Southwest 43.89 43.89 25.97 27.30 

US Airways 32.83 32.83 20.57 21.26 

Average $36.71 $37.06 $22.24 $22.47 

AA Rank Last Last 3 3 

AA as % of Avg. 87.7% 88.4% 96.5% 95.5% 

                                                 
6 All tables referenced can be found in the Roth Declaration. 
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Pensions 

To support its proposed reduction in TWU pensions, the Company has repeatedly 

declared that the competitive airlines have frozen or terminated their traditional defined benefit 

pension plans (“DBP”) and replaced them with defined contribution plans (“DCP”), principally 

through the 1113(c) process.  See Wright Decl. at ¶ 11, citing Glass Decl. at ¶¶ 271-275.  

However, with respect to ground service employees, this at best, is only partially true.  The 

demise of the DBP for fleet service and M&R employees of the competitive airlines is greatly 

exaggerated.  Today Continental and US Airways continue to have DBP for their M&R 

employees; Continental, United, and US Airways continue to maintain DBP for Fleet. More 

importantly, all of the comparator airlines offer pension programs that provide retirement plans 

superior to that proposed by American.  The Company’s demands with respect to pensions are 

unnecessary and leave TWU members with pension benefits far below its competitors. 

11-15463-shl    Doc 2726    Filed 05/11/12    Entered 05/11/12 20:19:51    Main Document 
     Pg 41 of 67



 
 

-36- 

 

Table 12 – Summary of Retirement Plans — Comparative Airlines 2012 

 AA Prop. COA UAL SWA USA DAL 

DBP: None 
1.19% x FAE x 
YOS 

None None 
Yes; IAM 

- NPP 

None 

DCP: 
100% 
match up 
to 5.5% 

matching plan 

based on YOS: 
to 50% match 
up to 6% 

5%; no 

match 
required 

100% 
match 
up to 
7.3% 

None 2% plus 

100% match 
up to 5% 

Mech.& Related 

Cost: 
4.4% of 
straight 
time 

8.8% of 
Gross 

5.0% of 
gross 

5.8% of 
gross 

6.4% of 
gross 

6.0% of 
gross 

DBP: None 
1.19% x FAE x 
YOS 

Yes: IAM- 
NPP 

None 
Yes; IAM 

- NPP 

None 

DCP: 
100% 
match up 
to 5.5% 

matching plan 

based on YOS: 
to 50% match 
up to 6% 

None 
100% 
match 
up to 
7.3% 

None 2% plus 

100% match 
up to 5% 

Fleet Service 

Cost: 
4.4% of 
straight 
time 

8.8% of 
Gross 

6.5% of 
gross 

5.8% of 
gross 

5.0% of 
gross 

6.0% of 
gross 

Note: Cost to employer estimated assuming 80% participation to DCP. 

 

Medical Care  

A third major element of compensation is healthcare benefits.  The Company’s analysis 

of other airlines (conducted in mid-2011) revealed that contributions for active employees 

represented by the TWU were already on par with industry standards.  The reported composite 

employee contribution, as a percent of the total cost, was 19 percent — the same as Continental, 

and higher than United, Southwest, US Airways.  Only Delta was higher at 21 percent. Here, 

again, the Company’s demand for an “equivalent” employee contribution of 21 to 27 percent is 

unnecessary and goes beyond the competitive norm.  At US Airways for instance, the Fleet, 

M&R, and Stock Clerk groups agreed to a three-tiered Preferred Provider Organization (“PPO”) 

Plan.  Suffice to say that the plan option calling for the lowest contribution (7 percent) is far 
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superior in coverage than either of American’s proposed plans requiring 21 percent.  Similarly, at 

United, the ground service employees agreed to a PPO that initially requires a 20 percent 

employee contribution for single or family coverage. Significantly, the employee contribution 

increase is subject to a 7 percent annual cap. Accordingly, the contribution today is significantly 

less than 20 percent.  As with US Airways, the United plan design, with a fixed annual 

deductible of $250 and out-of-pocket maximum of $1,500, is superior to the best option (22% 

single/29% family) offered by American. 

When Northwest sought consensual agreements from its ground service employees in its 

2006 bankruptcy, it proposed that employees pay 15 percent of required contributions to a 

quality PPO.  The employee contribution was subject to a maximum annual increase of 8 

percent.  The plan called for an annual deductible for single/family of $350/$700 for both in-

network and out-of-network. The out-of-pocket employee maximums were $2000 and $4000 for 

single and family subscribers respectively. The cap on contributions caused the employee share 

to fall over the term. Apart from much lower contributions, the design features of the Northwest 

plan provided coverage far superior to that offered by American now. 
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Table 13 - Summary of Active Employee Health Insurance Plans - Comparative Airlines 2012 

Active Employees in Ground Service 

 AA Prop. COA UAL SWA USA DAL 

Annual Deductible: $300/ None $250/ $200/ $225/ $500/ 

Ind/Family $900  $500 $300 $450 $1,500 

Co-Insurance: 80/20 100% 80/20 80/20 90/10 80/20 

Out-of-Pocket Max: $2,750/ NA $1,500/ $2,500/ $1,500/ $2,500/ 

Ind./Family $8,250  $3,000 $2,500 $3,000 $5,000 

Drug Co-Pay:      

Generic (min/max) $10 ($20/$75) $5 20% $0 $15 $10 
Formulary (min/max) 30% ($40/$150) $25 credited to 20% $30 25% ($30/$75) 
Non-Form (min/max) 50% ($70/$180) $50 Deductible credited 

to 
deductible 

$50 25% ($50/$125) 

Employee Cont. Share: 22% Ind. 20% 13% 0% 14%  

 29% Fam.     

Notes: AA proposal for “Value” Plan which is most popular plan with TWU members (90%); features are for in- 

network where applicable for plans most comparable to AA “Value” Plan. 

 
Total Compensation 

 AMT is the largest classification in TWU’s M&R group.  This class represents 36 

percent (approximately 8,400 employees) of all TWU members at American.  Prior to any 

proposed concessions in compensation, AMTs at American were the lowest paid in the 

comparison group at $46.88 per hour.  After reducing shift differentials, pensions, health care, 

vacations and sick leave the AMT’s compensation falls to $44.00 per hour – 12 percent below 

US Airways, the next lowest in the group. 
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Fleet makes up 43 percent of the TWU membership and is  the sole classification 

under the TWU Fleet Service contract.  Today, Fleet is paid $30.61 per hour, slightly above US 

Airways. For Fleet the base rate is 82 percent of total compensation.  At $21.16, the Fleet is 

already $1.00 below the average.  But after the additional cuts in compensation demanded by the 

Company, the Fleet rate will be $27.86 – 8.5 percent below the next lowest rate. 

 

Stock Clerks, representing 6 percent of the TWU population at American, is the only 

classification under the TWU Stock Clerk agreement.  Stock Clerk’s compensation level is 
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currently the lowest among the comparative airlines.  With the additional concessions, they will 

be paid $28.73 per hour, 13.3 percent below the next lowest rate of $32.54 at Delta. 

 
 
Conclusions On Compensation Comparisons  

With respect to the TWU group, the Company’s demands for changes in scope alone 

eliminate any competitive labor cost disadvantage.  The additional demands for reduced 

compensation are completely unnecessary to achieve the competitive labor cost objective 

contemplated by the section 1113(c) process.  The cuts in compensation – including pensions, 

health insurance, vacations, sick leave and shift differentials – drive the key TWU classifications 

to the absolute bottom of the competitive airline market.  This is plainly overkill and goes well 

beyond necessity by any measure. 

 Pay Levels Upon Exit From Bankruptcy  

As discussed above, it is clear that overall compensation levels for TWU-represented 

employees is not above market and that the proposals demanded by American would push 

the levels to the low end of American’s competitors.  The Company, through its airline labor 

expert, argues that this result is consistent with prior airline bankruptcy experience.  As set forth 

in the declaration of Thomas R. Roth In Opposition To The Motion To Reject The Collective 

11-15463-shl    Doc 2726    Filed 05/11/12    Entered 05/11/12 20:19:51    Main Document 
     Pg 46 of 67



 
 

-41- 

Bargaining Agreements Covering Employees Represented By The Transport Workers Union of 

America, AFL-CIO (the “Roth Decl.”), this assertion is not accurate.  Moreover, even if it was, 

the test for whether modifications are necessary is not whether the proposals are necessary to 

drive compensation levels to the ground, but whether they are necessary to permit 

reorganization.  Those proposed by American are clearly excessive and beyond what is necessary 

to permit reorganization.  

5. The Debtors’ 1113 Proposal Is Not Necessary Because The TWU Proposed 
An Alternative That Meets The Debtors’ Cost-Savings Targets 

The Debtors’ 1113 Proposal is not necessary for their reorganization because there is a 

different, viable, less oppressive alternative available to the Debtors.  From the time it was 

presented the February Term Sheets through the day American filed the Motion, the TWU made 

several proposals to the Company that would achieve substantially all of the Debtors’ target 

labor cost-savings without the massive headcount reductions and certain other modifications 

included in the Debtors’ February Term Sheets.  A detailed discussion of the TWU’s proposals 

and how they meet the Debtors’ cost-savings targets is set forth in the Roth Decl.    

Across all TWU bargaining units, TWU negotiators focused on contract changes that 

would produce hard-dollar savings while preserving headcount to the greatest extent possible. 

The TWU position, collectively, would generate approximately ninety percent of the $390 

million target set by the Debtors even if the Debtors’ flawed valuations were utilized.  If the  

proposals were properly valued, the TWU proposals would reach one-hundred percent of the 

Debtors’ objective.  And, significantly, the TWU’s proposals would have preserved many more 

jobs.  Roth Decl. at ¶¶ 45, 81 and Tables 16 and 17 therein. 
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Thus, the Debtors could achieve their target savings from the TWU-represented 

employees without resorting to the drastic measures (including almost 9,000 job cuts) requested 

by the Debtors’ proposals. 

B. The Debtors Failed to Make Their Proposals Based on the Most Complete and 
Reliable Information 

One of the requirements that a debtor must satisfy before a court can authorize the 

rejection of a collective bargaining agreement is that the debtor provide the union with the most 

complete and reliable information available at the time the debtor makes its proposal.  11 U.S.C. 

1113(b)(1).  American has failed to satisfy this element because it has provided little, if any, 

information regarding its analysis and strategy with respect to future merger/consolidation 

opportunities.   

The Debtors’ and their investment bankers acknowledge that a consolidation transaction 

is something that American has explored and should explore.  Indeed, American has a fiduciary 

duty to maximize value during this chapter 11 proceeding by exploring all alternatives.  Yet, in 

the context of section 1113 proposals and negotiations, American has ignored, and not provided 

information regarding, any analysis of how a merger transaction may impact the need for the 

labor concessions it is requesting.  Instead, it focuses exclusively on the stand-alone strategy and 

contends that information regarding consolidation transactions has no relevance to the necessity 

of the proposals that is has made to the TWU.  This contention is wrong because in order for the 

TWU to fully assess the necessity of concessions that are premised on a stand-alone plan, the 

Debtors should be required to provide information concerning the amount and form of 

concessions that might be necessary in the event American merged with another airline.  This is 

especially the case where, as here, American’s industry competitors have experienced a wave of 

consolidations that have resulted in improved financial performance.   
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C. The 1113 Proposal Does Not Treat the TWU-Members Fairly And Equitably  

Section 1113(b)(1)(A) mandates that the Debtors’ proposals treat all creditors, the 

debtors, and all affected parties fairly and equitably.  The Debtors may not seek to place a 

disproportionate share of the financial burden of avoiding liquidation upon labor unions.  See In 

re Nat’l Forge Co., 279 B.R. 493, 501 (Bankr. W.D.Pa. 2002).  The burden must be spread fairly 

and equitably among all affected parties.  See Wheeling-Pittsburgh Steel, 791 F.2d at 1091. The 

focus of the inquiry is whether the proposed sacrifices will be borne disproportionately by 

members of the bargaining unit or will be spread among all affected parties.  See id.  Moreover, 

the concessions sought from various parties “must be examined from a realistic standpoint.”  See 

id. at 1093.  

Despite the clear requirement of the statute and the admonitions of the courts, the 

Debtors’ proposal foists substantially all of their cost savings on their labor unions. 

Preliminarily, there is a dearth of evidence in the record that financial creditors of the Debtors 

(i.e., bondholders) will share any part of the sacrifice of these chapter 11 cases.  In fact, those 

creditors (unsecured all) will likely receive all of the stock of the reorganized company under a 

plan of reorganization.  Other creditors (i.e., trade creditors and lessors) may be providing 

minimal concessions to aid the Debtors’ reorganization, but may reap enormous dividends in the 

form of the appreciation of equity that they may receive under a plan and a going-forward 

business partner for those concessions.  And, the Debtors’ management and support staff savings 

may turn out to be illusory.   

The Debtors allege that the 1113 Proposal is fair and equitable because, among other 

reasons, American’s non-union employees will shoulder their fair share of the burden.  While the 

precise nature of the cost-savings that these groups will contribute has not been determined, it is 

clear that “American simply cannot reduce significantly Management and Support Staff’s 
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compensation below their already uncompetitive levels and hope to attract and retain the talent 

necessary to allow it to successfully emerge from restructuring.”  MOL, Part I p. 54. The Debtors 

state further that: 

On January 24, 2012, American’s CEO, Tom Horton, announced a 
review and restructuring of American’s management workforce 
that is intended to reduce the total direct cost attributable to 
management and support staff by at least 15% through reductions 
in headcount. The reductions began at the top—at the Senior 
Officer level. They included four Executive and Senior Vice 
Presidents and the consolidation of their responsibilities with those 
of other executives. These reductions will continue progressively 
down through the Management and Support Staff ranks and are 
anticipated to account for the remaining $107 million in 
Management and Support Staff labor cost reductions. To the 
extent, however, that these headcount reductions fall short of that 
number, additional labor cost reductions will be achieved through 
other means in order to ensure that Management and Support Staff 
contribute fairly and equitably to the overall direct labor cost 
reductions. 

Id.  They go on to say that “. . . the remaining $55 million in cost reductions [needed to 

achieve their targets] will be realized through a combination of other changes” that will be 

determined as American finalizes its internal evaluation process.  See Wright Decl. at ¶ 67.  In 

other words, the Debtors have not yet identified the cuts, but will get there eventually, and the 

Court, TWU and all other parties in interest are supposed to just trust them.  TWU does not trust 

the Debtors on this score, having learned painful lessons in the past, and neither should the 

Court. In 2003, after obtaining staggering concessions from labor, including the TWU, including 

record numbers of layoffs, direct and indirect management staff suffered very few job losses. 

Management simply was protected, despite assurances by the Debtors that everyone would share 

the sacrifice.  

Simply put, the Debtors are looking to TWU and the other unions to bear the brunt of the 

so-called “shared sacrifices.” That is not fair and equitable to the TWU-represented workforce.  
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D. The TWU Has Good Cause to Refuse to Accept The Debtors’ Proposal  

Bankruptcy Code section 1113(c)(2) provides that the court may authorize the Debtors to 

reject a collective bargaining agreement only if the TWU has refused to accept the Debtors’ 

proposal without good cause.  The Debtors bear the burden of proving that the TWU rejected the 

proposed modifications without good cause.  See, e.g., In re Family Snacks, 257 B.R. 884, 892 

(8th Cir. B.A.P. 2001).  The Debtors concede that they must prove this element by a 

preponderance of the evidence.  When a labor union “seeks to negotiate compromises that meet 

its needs while preserving the debtor’s required savings, it would be unlikely that its rejection of 

the proposal could be found to be lacking good cause.”  Royal Composing Room, 848 F.2d at 

349; see also In re Maxwell, 981 F.2d at 90.  In other words, if the TWU proposed an alternative 

to the Debtors’ proposal that would achieve the same level of savings but in a form that was 

more palatable and less oppressive for the TWU-represented workforce, and the Debtors refused 

that proposal, that workforce would have good cause for rejecting the Debtors’ proposal.  

This is what happened here.  As detailed in section I.A.5 supra, the TWU delivered 

several proposals to the Debtors and engaged in discussions with the Debtors in an effort to 

reach mutually acceptable collective bargaining agreements. The proposals put 

forward by the TWU would achieve substantially all of the Debtors’ target labor cost-

savings without the draconian headcount reductions and other modifications included 

in both the February Term Sheets and the March Term Sheets. A detailed discussion of 

the TWU’s proposals and how they meet the Debtors’ cost-savings targets is set forth in the 

Roth Declaration submitted herewith. The Debtors refused these proposals, insisting on their 

more egregious, drastic proposals. Thus, the TWU-represented work force faced a Hobson’s 

choice: accept the oppressive proposals put forward by the Debtors or bear the brunt of the 

instant Motion to reject the TWU CBAs. In the face of such a choice, when a better, less 
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severe alternative was available to the Debtors, the TWU-represented workforce cannot be 

said to have refused the Debtors’ 1113 Proposal without good cause.   

Moreover, the TWU is justified in refusing to accept the Debtors’ proposals because the 

Debtors engaged in bad faith negotiations with the TWU.  For example, the Debtors have 

steadfastly refused to reduce their $390 million demand of the TWU (which is based on a 

fallacious business plan).  As another example, the Debtors’ proposal assumes outside vendor 

rates that it knows are significantly higher than rates the Debtors currently pay to outsource 

similar work and that are higher than rates generally obtained in the market.  The import of this 

is that the Debtors failed to provide the TWU with sufficient credit toward its savings target.    

In refusing to accept the TWU’s proposals, which would provide the Debtors with their 

target cost savings; by refusing to budge off the $390 million target, and by failing to properly 

credit the TWU for the actual value of the Debtors’ outsourcing proposals, it is clear that the 

Debtors’ true objective was never to engage in good faith negotiations with the TWU, but to 

fabricate a record of compliance with section 1113 as a subterfuge to convince this Court to grant 

the Motion.  See In re Royal Composing Room, Inc., 848 F.2d 345, 348 (2d Cir. 1988) (“If the 

debtor proposes an element objectionable to the union, the union . . . can argue that the part of 

the proposal it cannot accept was included by the employer in bad faith, in an attempt to 

stalemate negotiations and allow it to obtain outright rejection rather than a negotiated 

compromise.  If the union can make such a showing, the debtor would not be entitled to reject 

the labor contract under Carey Transportation, 816 F.2d at 90”).  

The Debtors behavior makes sense only as a tactic to ensure that negotiations fail. The 

rejection of the Debtors’ proposals by the TWU-represented workforce was therefore in good 
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faith.  Therefore, the Debtors have failed to carry this element of section 1113 and the Motion 

must therefore be denied. 

E. The Balance Of The Equities Does Not Clearly Favor Rejection Of The TWU CBAs   

The Debtors have not demonstrated that the balance of the equities favors rejection of the 

TWU CBAs -- let alone “clearly” favors rejection.  The Debtors argue that the equities clearly 

favor rejection “because the specter of liquidation is much worse for all constituencies.” MOL 

Part I pg. 95.  American goes on to state that “if American disappears, all of its employees would 

receive less than if the airline emerged as a going concern.” Id.  These arguments assume, 

without any evidentiary support, that American will liquidate if the Motion is denied.  That is 

simply not the case. 

If the TWU CBAs are not rejected, American will not be forced to liquidate.  Rather, it 

will be forced to make new reasonable proposals, unlike those embodied in the Company’s 

February Term Sheets and March Term Sheets.  Given that the Debtors entered chapter 11 with 

in excess of $4 billion in cash and their liquidity position remains stable, there is no reasonable 

likelihood of a liquidation pending negotiations that would occur after the Court denies the 

Motion. 

Moreover, as part of the balancing analysis, the Court should take the Debtors’ 

negotiating conduct into account.  Although the Debtors go to great lengths to document the fact 

that they were willing to met, discuss and respond to inquiries, it is the quality and content, not 

the quantity, of discussions that is most important.  As outlines above, from the time it issues the 

February Term Sheets on February 1, 2012, until it delivered the March Term Sheets on March 

22, 2012, American did not move off its take-it-or-leave-it approach and insisted on $390 million 

in cost savings from the TWU.  In fact, American actually insisted on more than $390 million in 

concessions because it undervalue or offered no credit for many of its proposals. 
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Furthermore, American knew, and was told by TWU negotiations that proposals that 

would result in the loss of 9,000 jobs were extremely oppressive, and would never be accepted.  

Nevertheless, just like it refused to lower its overall ask, American did not alter its position on 

outsourcing issues.  The TWU, on the other hand, many significant proposals designed to 

improve the financial condition of the Company while mitigating, to some degree, the hardships 

that the Debtors’ proposals would impose on TWU members and their families. 

In short, the balance of the equities does not clearly favor rejection of the TWU CBAs.  

Meaningful and viable alternatives are available that can both position American to become a 

profitable business without imposing unduly burdensome hardships on TWU represented 

employees and their families. 

II. ASSUMING REJECTION OF THE TWU COLLECTIVE BARGAINING 
AGREEMENTS, THE COURT LACKS THE POWER TO IMPOSE TERMS AND 
CONDITIONS OF EMPLOYMENT ON TWU-REPRESENTED EMPLOYEES. 

The proposed order filed with the Motion would grant the Debtors extraordinary relief 

that is not requested in the Motion itself, permitted under section 1113 of the Bankruptcy Code, 

or within the power of this Court to grant. In particular, the Motion requests only that the Court 

authorize the Debtors to reject their CBAs with the Unions: 

Pursuant to section 1113(c) of the Bankruptcy Code, the Debtors 
are seeking entry of an order authorizing them to reject the CBAs 
between the Debtors and the Allied Pilots Association, the 
Association of Professional Flight Attendants, and the Transport 
Workers Union of America, AFL-CIO (collectively, the “Unions”). 

Motion at ¶ 6. 

Nevertheless, the proposed order submitted with the Motion would grant the Debtors the 

unfettered and unilateral right to impose on the TWU-represented employees the terms of the 

1113 proposal: 
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ORDERED that the Debtors are authorized to implement and 
perform under the terms of the proposals under section 1113 of the 
Bankruptcy Code, as more fully described in the Motion, and to 
take any and all actions that may be reasonably necessary or 
appropriate to effectuate the same and perform all obligations 
contemplated under such proposals; and it is further 

Proposed Order at p. 2. 

The relief granted in the proposed order therefore is significantly broader that that 

requested by the Motion.  In fact, imposing terms of the 1113 Proposal on the TWU-represented 

employees is not discussed anywhere in the Motion.  Accordingly, the Debtors are not entitled to 

this relief, should the Court grant the Motion at all (which it should not). 

Assuming, arguendo, the Court determines that the Debtors have properly requested 

authority to impose the terms of the 1113 Proposal if the Motion is granted, such relief is outside 

the scope of section 1113 and cannot be granted by the Court.  Section 1113(a) limits the relief 

the Debtors may request to assumption or rejection of a CBA.  See 11 U.S.C. § 1113(a) (“The 

debtor in possession … may assume or reject a collective bargaining agreement only in 

accordance with the provisions of this section”).  Moreover, section 1113(c) grants the Court the 

power only to “approve an application for rejection of a collective bargaining agreement” if the 

Court finds that the statutory requirements have been satisfied.  See 11 U.S.C. § 1113(c); but see, 

11 U.S.C. § 1113(d)(2) (authorizing debtors to “terminate or alter” any provision of a CBA 

pending the court’s ruling only in cases where the court fails to rule within the statutory time 

period).  The power of the Court under section 1113 is clear and unambiguous: it can authorize 

the Debtors only to assume or reject a collective bargaining agreement. The Court cannot impose 

the terms of employment following the rejection of a CBA. 

Furthermore, the question of whether and which terms of employment the Court should 

impose is a non-core matter that the Court does not have the power to resolve on a final basis.   
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In Stern v. Marshall, 131 S.Ct. 2594 (2011), the Supreme Court ruled that Bankruptcy Courts, 

which derive their authority not from Article III of the U.S. Constitution but from Article I, lack 

the constitutional authority to adjudicate claims that properly can be decided only by an Article 

III court.  Stern v. Marshall, 131 S.Ct. at 2597.  Thus, while the Bankruptcy Court may have the 

statutory authority pursuant to 28 U.S.C. § 157 to determine “core” matters on a final basis, such 

authority may not be constitutional.  Id.  In Stern, the Supreme Court held that the Bankruptcy 

Court lacked the constitutional authority to enter a final judgment on a counterclaim that was 

asserted in connection with a claim filed against the bankruptcy estate, because the Bankruptcy 

Court’s determining that question “[withdrew] from judicial cognizance [a] matter which, from 

its nature, is subject of a suit in the common law, or in equity, or admiralty.”  Id. (citing 

Murray’s Lessee v. Hoboken Land & Improvement Co., 59 U.S. 272 (1856)).   

The Stern Court distinguished between matters involving “public rights” (matters 

involving a federal regulatory scheme) and “private rights” (matters arising out of state common 

law between two parties that do not depend on the will of Congress).  Id. at 2611-2614.  With 

respect to the latter, the Court held that “if a statutory right is not closely intertwined with a 

federal regulatory program Congress has power to enact, and if that right neither belongs to nor 

exists against the Federal Government, then it must be adjudicated by an Article III court.”  Id. at 

2614.  In order words, Article I courts may enter final judgments only in matters involving 

questions that are closely related to a statute constitutionally enacted and involving the federal 

government. Otherwise, a final judgment can be entered only by an Article III court. 

The issue of what terms of employment prevail following the rejection of a collective 

bargaining agreement is neither “closely intertwined” with a federal statutory scheme, nor does it 

involve, directly or indirectly, the federal government.  Rejection of a collective bargaining 
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agreement simply results in “terminating the parties’ agreed-to working conditions… .”  In re 

Northwest Airlines Corp., 483 F.3d 160, 174 (2d Cir. 2007).  Where, as here, the parties’ 

relationship is governed by a federal statute, such as the RLA, rejection has no effect on the 

parties’ duty “to make every reasonable effort to ‘make’ [an agreement].” Id.  Importantly, 

rejection of a collective bargaining agreement “absolves [the parties] of their status quo duties 

under the RLA,” id., making the dispute resolution procedures of the RLA inapplicable once the 

collective bargaining agreement has been rejected.  In any context, the RLA does not specify or 

impose terms and conditions of employment.  Rather, the terms and conditions of employment 

under the RLA are subject to private negotiations among private parties leading to private 

agreements.  In the context of a collective bargaining agreement that has been rejected pursuant 

to section 1113, the RLA both prevents the imposition of terms and conditions by proscribing an 

employer’s authority to unilaterally alter any term in a collective bargaining agreement and 

relieves the parties of the statute’s mediation procedures.  The parties are thus left to their private 

remedies which are at the heart of Article III.   

Accordingly, the sole remedy this Court may provide to the Debtors is authority to reject 

their collective bargaining agreements with the TWU.  This point is moot, however, because, as 

discussed herein, the Debtors have not satisfied the requirements of section 1113 and are not 

entitled to reject those agreements. 

III. POST STERN, THE RIGHT TO STRIKE CANNOT BE ENJOINED BY A 
BANKRUPTCY COURT 

The TWU does not consent to the jurisdiction of the Court to enjoin or in any way limit 

its right to strike in the event of an adverse ruling on the Debtors’ Motion.  Specifically, the 

TWU submits that the Supreme Court’s decision in Stern regarding the jurisdiction of a 
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bankruptcy court conflicts with the injunctive relief arguably permitted by the decision of the In 

re Northwest Airlines Corp., 483 F.3d 160 (2d Cir. 2007) regarding the right to strike. 

In Stern, the Supreme Court reviewed the jurisdiction of a bankruptcy court that calls into 

question whether a bankruptcy court has the jurisdiction to enjoin a strike. Stern observed that 

congress divided jurisdiction over bankruptcy cases into three categories: (i) those arising under 

title 11, (ii) those arising in a title 11 case, and (iii) those only related to a case under title 11.  

Stern, 131 S. Ct. at 2603-04.  Stern further recognized that under 28 U.S.C. § 157(b)(1), the 

bankruptcy court’s primary jurisdiction extends only to “all core proceedings arising under title 

11 or arising in a case under title 11.”  Stern, 131 S. Ct. at 2603 (quoting 28 U.S.C. § 157(b)(1)).  

However, with regard to “noncore” proceedings only “related to” a case under title 11, the 

bankruptcy court may only submit proposed findings of fact and conclusions of law to a district 

court for final consideration after de novo review.   Stern, 131 S. Ct. at 2604.  

In Stern, the Supreme Court concludes by observing that: (1) Article III of the 

Constitution provides that the judicial power of the United States may be vested only in courts 

whose judges enjoy the protections set forth in that Article; (2) in enacting section 157, Congress 

exceeded the limitation contained in Article III in “one isolated respect”; and (3) the bankruptcy 

court in Stern lacked the constitutional authority to enter a final judgment on a state law 

counterclaim that was not resolved in the process of ruling on a creditor’s proof of claim.  Stern, 

131 S. Ct. at 2620. 

The Second Circuit held that where a debtor has been authorized by a bankruptcy court to 

abrogate its CBA, such abrogation absolves the debtor of its status quo duties under the RLA.  

See In re Northwest Airlines Corp., 483 F.3d 160, 169-70 (2d Cir. 2007).  The Second Circuit 

noted that Northwest did not breach the CBA when it rejected the agreement, but rather by 
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following the section 1113 process to its conclusion had “abrogated” the agreement, after which 

the CBA ceased to exist.  In holding that rejection under section 1113 abrogates a CBA, the court 

noted that “[c]ontract rejection under § 1113, unlike contract rejection under § 365, permits more 

than non-performance; it allows one party, with the court’s approval, to establish new terms that 

were not mutually agreed upon, the antithesis of a status quo.”  Id. at 171.  The Court went on to 

state that “[i]f a rejected CBA were somehow to remain in force (to whatever extent), a carrier’s 

adherence to a new, bankruptcy-court-approved contract would surely violate Section 2 

(Seventh) of the RLA, which prohibits carriers from ‘chang[ing] the rates of pay, rules, or 

working conditions of its employees, as a class as embodied in agreements except in the manner 

prescribed in such agreements or in section 156 of this title.’”  Id.  In accord with the Supreme 

Court holding in Stern, in Northwest, the Second Circuit affirmed the district court’s strike 

injunction holding that the union there had not sufficiently pursued the RLA’s dispute resolution 

processes and that a strike would violate the union’s duty under §2 (First) of the RLA to make 

every reasonable effort to reach a new agreement.  Id. at 175.   

Section 1113 provides the exclusive mechanism by which a debtor may obtain authority 

to reject its CBAs with its unionized employees.  Chicago Dist. Council of Carpenters Pension 

Fund v. Cotter, 914 F. Supp. 237, 242 (N.D. Ill. 1996) (quoting In re Alabama Symphony Assoc., 

155 B.R. 556, 571 (Bankr. N.D. Ala. 1993 )) (“Section 1113 has been interpreted to mean that no 

other provision of the Code may be used to allow a debtor to bypass the requirements of Section 

1113.  In other words, a collective bargaining agreement cannot be rejected under Section 365.”); 

see also Tool & Die Makers Local Lodge Number 113 v. Buhrke Industs., Inc., 1996 WL 

131698, *8 (N.D. Ill. 1996) (“Section 1113 modifies or alters the result obtained under § 365 to 

the extent of the provision in §1113”).  Collective bargaining agreements remain in effect until 
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modified or rejected in accordance with the statute’s requirements.  See 11 U.S.C. § 1113(f) 

(“No provision of this title shall be construed to permit a trustee to unilaterally terminate or alter 

any provisions of a collective bargaining agreement prior to compliance with the provisions of 

this section.”); In re Ionosphere Clubs, Inc., 922 F.2d 984, 990 (2d Cir. 1990); In re Arrow 

Transp. Co. of Delaware, 224 B.R. 457, 460 (Bankr. D. Or. 1998).  Among other things, section 

1113 requires that the modifications sought by the Debtors be necessary for a successful 

reorganization and that the Debtors attempt to negotiate modifications to their CBAs with the 

union in good faith before they can be allowed to reject those agreements.  11 U.S.C. § 1113.   

Under the Railway Labor Act, 45 U.S.C. §§ 151 et seq., a union is authorized to exercise 

self-help remedies -- including the right to strike – arguably even after rejection of a collective 

bargaining agreement under section 1113 of the Bankruptcy Code.  The RLA, which applies to 

airlines by virtue of 45 U.S.C. § 181, establishes a comprehensive set of procedures for resolving 

disputes between carriers and their unionized work force to “avoid any interruption to commerce 

or to the operation of any carrier engaged therein” and “provide for the prompt and orderly 

settlement” of disputes over rates of pay, working conditions or the interpretation and application 

of collective bargaining agreements.  45 U.S.C. § 151(a).  As interpreted by the Supreme Court, 

the RLA distinguishes between “minor” and “major” disputes, and requires different dispute 

resolution mechanisms for each category of dispute.  Consolidated Rail Corp. v. Ry. Labor 

Execs. Ass’n, 491 U.S. 299, 302-04 (1989); Elgin, J. & E.R. Co. v. Burley, 325 U.S. 711, 722-26 

(1945).  Minor disputes -- which involve disagreements over whether employer or employee 

action is permitted under the terms of an existing collective bargaining agreement -- are subject 

to mandatory binding arbitration before the National Railroad Adjustment Board or an 

adjustment board established by the employer and union.  45 U.S.C. § 153; Conrail, 491 U.S. at 
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303-04.  Unions are not permitted to strike over minor disputes, and courts are free to enjoin 

such illegal strike activity.  Conrail, 491 U.S. at 304; Bhd. of R.R. Trainmen v. Chicago R. & Ind. 

R.R. Co., 353 U.S. 30, 42 (1957) (holding that NLGA does not deprive federal courts of 

jurisdiction to enjoin strikes over minor disputes because of specific provisions of RLA 

compelling unions to submit such disputes to binding arbitration).  In other words, Congress 

chose compulsory arbitration as “the statutory substitute for strikes and other work action by 

which unions in other industries have often tried to enforce their interpretation of a collective 

bargaining agreement (in the absence of a no-strike clause), but which are thought unduly 

disruptive in the transportation industry.”  Chicago & North Western Transp. Co. v. Ry. Labor 

Execs. Ass’n, 908 F.2d 144, 148 (7th Cir. 1990), cert. denied, 498 U.S. 1120 (1991).   

The RLA treats “major” disputes very differently.  A major dispute occurs where either 

the carrier or the union seeks to change the terms of an existing collective bargaining agreement.  

Rejecting compulsory arbitration for major disputes, Congress instead imposed upon carriers and 

their labor unions a lengthy series of mediation-type procedures set forth in section 6 of the RLA 

to facilitate consensual resolution of the dispute.  45 U.S.C. §§ 156, 157, 160; Bhd. of Ry. and 

S.S. Clerks v. Florida E. Coast Ry. Co., 384 U.S. 238, 246-47 (1966) (“[T]he procedures of the 

Act are purposely long and drawn out, based on the hope that reason and practical considerations 

will provide in time an agreement that resolves the dispute.”); Detroit & Toledo Shore Line R.R. 

Co. v. United Transp. Union, 396 U.S. 142, 149 (1969) (noting that exhaustion of the Act’s 

remedies is an “almost interminable process”).  These procedures include providing written 

notice of the proposed contractual changes, direct negotiations between the parties, and 

mediation under the auspices of the National Mediation Board.  Detroit & Toledo, 396 U.S. at 

149-51, n.14.  If these efforts fail, the President has the power to create an Emergency Board to 
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investigate the dispute and submit a report.  45 U.S.C. § 160; Detroit & Toledo, 396 U.S. at 150-

51.  Throughout this process, and until 30 days have elapsed following closure of the National 

Mediation Board proceedings or, if one has been appointed, submission of the Emergency 

Board’s report, neither the carrier nor the union may unilaterally change the terms of 

employment or resort to self-help remedies.  45 U.S.C. § 152, Seventh; Detroit & Toledo, 396 

U.S. at 150-51.  Instead, both sides must “exert every reasonable effort” to settle the dispute “in 

order to avoid any interruption to commerce or to the operation of” the carrier.  45 U.S.C. § 152, 

First.  However, neither the President, the Emergency Board nor the National Mediation Board 

has the power to decide the dispute or impose a resolution on the parties.   

Once the parties have exhausted the section 6 procedures and still failed to resolve a 

major dispute, both sides are allowed to resort to self-help without judicial interference.  As put 

bluntly by Judge Posner, the “terminus of such a dispute, if the procedures set forth in section 6 

fail to produce agreement between the parties, is a strike.”  Chicago & North Western, 908 F.2d 

at 148.  Since Congress did not provide for compulsory arbitration, once the union “exhaust[s] 

all the procedures provided by Congress,” it is permitted to invoke the “ultimate sanction” of a 

strike.  Florida E. Coast, 384 U.S. at 244; Conrail, 491 U.S. at 303 (“Once [the RLA’s] 

protracted process ends and no agreement has been reached, the parties may resort to the use of 

economic force.”); Bhd. of R.R. Trainmen v. Jacksonville Terminal Co., 394 U.S. 369, 378-79 

(1969) (noting that Court had held in a “long line of decisions” that once the RLA’s major 

disputes procedures were exhausted the “ultimate right of the disputants to resort to self-help” 

could be invoked); Bhd. of Locomotive Eng’s v. Baltimore & Ohio R.R. Co., 372 U.S. 284, 291 

(1963) (“What is clear . . . is that both parties, having exhausted all of the statutory procedures, 

are relegated to self-help in adjusting this dispute. . . .”).  A strike is “‘the inevitable alternative 
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in a statutory scheme which deliberately denies the final power to compel arbitration.’”  

Jacksonville Terminal, 394 U.S. at 378 (quoting Florida E .Coast Ry. Co. v. Bhd. of R.R. 

Trainmen, 336 F.2d 172, 181 (5th Cir. 1964), cert. denied, 379 U.S. 990 (1965)).    

The coequal restraint on the use of self-help by labor and management is the critical 

element of the RLA’s mechanism for preventing strikes while still protecting employees from 

the superior bargaining power of management.  During the protracted section 6 process, self-help 

is not available to either side.  The carrier cannot modify the status quo by unilaterally changing 

the terms and conditions of employment, and the union cannot modify the status quo by striking.  

As explained by the Supreme Court, this “status quo” requirement encourages the parties to 

reach a consensual solution:   

Its immediate effect is to prevent the union from striking and 
management from doing anything that would justify a strike.  In 
the long run, delaying the time when the parties can resort to self-
help provides time for tempers to cool, helps create an atmosphere 
in which rational bargaining can occur, and permits the forces of 
public opinion to be mobilized in favor of a settlement without a 
strike or lockout.  Moreover, since disputes usually arise when one 
party wants to change the status quo without undue delay, the 
power which the Act gives the other party [the right] to preserve 
the status quo for a prolonged period will frequently make it 
worthwhile for the moving party to compromise with the interests 
of the other side and thus reach agreement without interruption to 
commerce.  

Detroit & Toledo, 396 U.S. at 150.  

However, the coequal lifting of restraints on the use of self-help by both sides when the 

section 6 procedures fail to produce a consensual agreement is no less important in achieving the 

RLA’s objectives.  Once the parties have exhausted section 6 procedures, the carrier must make 

the decision whether to try to continue negotiations or make unilateral changes to working 

conditions with the knowledge that the union is free to strike if it wishes.  Indeed, it “could 

hardly be expected that the union would sit idly by as the [carrier] rushed to accomplish the very 
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result the union was seeking to prohibit by agreement.”  Id. at 154.  Knowledge that the other 

side can resort to self-help is a further deterrent to actually engaging self help by either 

management or labor, and an inducement to return to the bargaining table without a commerce-

disrupting work stoppage.  See Burlington N. R.R. Co. v. Bhd. of Maint. of Way Employees, 481 

U.S. 429, 451-52 (1987) (reasoning that, because of both parties’ interest in avoiding a strike, the 

availability of self-help “may increase the effectiveness of the RLA in settling major disputes by 

creating an incentive for the parties to settle prior to exhaustion of the statutory procedures”).   

Moreover, maintaining the mutual availability of self-help under the RLA prevents one 

side from ever being completely at the economic mercy of the other, and permits negotiations 

between the airline and the union to be conducted fairly and freely.  As the Supreme Court has 

noted, if the airline is free to resort to self-help, “the union cannot be expected to hold back its 

own economic weapons, including the strike.”  Detroit & Toledo, 396 U.S. at 155; Jacksonville 

Terminal, 394 U.S. at 384 (“‘[W]hen the machinery of industrial peace fails, the policy in all 

national labor legislation is to let loose the full economic power of each (party).  On the side of 

labor, it is the cherished right to strike.’”) (quoting Florida E. Coast Ry., 336 F.2d at 181).  

Making self-help available to both sides ensures that whatever agreement is ultimately reached 

will be the product of arms-length negotiations, rather than a one-sided deal produced by 

economic coercion.  “Only if both sides are equally restrained can the Act’s remedies work 

effectively.”  Detroit & Toledo, 396 U.S. at 155; see also Jacksonville Terminal, 394 U.S. at 381, 

392-93 (holding that state courts have no power to enjoin peaceful strike activity and picketing 

protected under the RLA and noting that the “Railway Labor Act’s entire scheme for the 

resolution of major disputes would become meaningless if the States could prohibit the parties 

from engaging in any self-help.”).   
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Thus, while Congress clearly wanted to prevent strikes, the RLA does not seek that 

objective at the expense of disarming organized labor.  Rather, the RLA preserves the strike as a 

legitimate tool in industrial relations that unions are free to invoke when the RLA’s other 

procedures fail to resolve a major dispute.  Jacksonville Terminal, 394 U.S. at 384 

(“[E]mployees subject to the Railway Labor Act enjoy the right to engage in primary strikes over 

major disputes.”).  As explained by the Ninth Circuit, while Congress intended the RLA to be a 

“response to the perceived dangers of disruption in the transportation industry,” the  

policy of the statute is not that any act which disrupts the 
transportation industry may be enjoined.  Instead, after major 
disputes procedures are completely exhausted, with reasonable 
efforts having been made to reach an agreement, the policies 
peculiar to the RLA are also exhausted, and the parties are 
governed by general labor law principles.  

[Trans Int’l Airlines, Inc. v. Int’l Bhd. of Teamsters, 650 F.2d 949, 
962-63 (9th Cir. 1980) (where union struck after exhausting the 
major dispute resolution mechanisms under the RLA, the federal 
courts had no power to enjoin strike), cert. denied, 449 U.S. 1110 
(1981).]   

Thus, so long as it is consistent with the RLA, a strike is perfectly lawful even if it causes 

economic disruption to the carrier.  Jacksonville Terminal, 394 U.S. at 374-75, 393.   

Indeed, courts must not violate the RLA’s three key principles that (1) neither side can 

unilaterally alter the status quo while the section 6 procedures are ongoing, (2) self-help 

remedies must be available on equal terms to both sides, and (3) no outsider (whether a court, an 

arbitration panel or even the President) has the legal authority to impose a resolution of a major 

dispute on either the employer or the union.   

In Pan American World Airways, Inc. v. Int’l Bhd. of Teamsters, 894 F.2d 36, 37-38 (2d 

Cir. 1990), the parties exhausted the RLA’s major dispute resolution procedures without 

reaching agreement on a new contract following the expiration of the parties’ collective 
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bargaining agreement.  The airline then immediately (and lawfully) modified the employees’ 

rates of pay, rules and working conditions, while the employees continued working without a 

contract.  Id. at 38.  Over a year later, after further negotiations failed to produce a new contract, 

the union began a series of intermittent work stoppages.  Id.  The airline unsuccessfully sought 

an injunction on the grounds that its lawful unilateral modification of the terms of employment 

created a new “status quo” that could not be disrupted by the union until section 6’s dispute 

resolution procedures were exhausted a second time.  Id. at 38-39.  On appeal, the Second Circuit 

rejected this attempt by the airline to enforce working conditions “unilaterally imposed by Pan 

Am in the exercise of its right to self-help” and “deny that right to its adversary.”  Id.  Instead, 

the court held that a new “status quo” following a carrier’s unilateral imposition of new terms of 

employment only occurs when the carrier and the union reach a consensual resolution of the 

dispute.   

Until that happens, the union retains the right to strike.  Id. at 39.  The TWU does not 

consent to the jurisdiction of this Court to consider this issue or in any way to abrogate these 

rights. 

IV. STATEMENT PURSUANT TO RULE 7012 OF THE FEDERAL RULES OF 
BANKRUPTCY PROCEDURE 

The TWU asserts that the question of whether the Bankruptcy Court can impose terms of 

employment on the TWU-membership and whether the TWU-membership retains the right to 

strike in the event of rejection are non-core under 28 U.S.C. § 157, and the TWU does not 

consent to the entry of a final order by this Court. 
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V. RESERVATION OF RIGHTS 

Pursuant to the agreement between the Debtors and the TWU, because the TWU has sent 

the Debtors’ last and best proposals out to a vote by its membership, the TWU has not cross-

examined Debtors’ witnesses Jeffrey Brundage, James Weel and Mark Burdette and the TWU 

has reserved the right to cross-examine these witnesses.  The TWU preserves and reserves the 

right to raise any evidentiary objections to the testimony given by these three witnesses.  In 

addition, the TWU reserves the right to rely on the testimony of all witnesses whether called by 

the TWU or other parties and to rely upon any arguments raised by other parties.  

CONCLUSION 

For the reasons stated above, the portion of the Motion seeking to reject the TWU CBAs 

should be denied because American has not satisfied the requirements necessary for the rejection 

of collective bargaining agreements under section 1113 of the Bankruptcy Code.    

Dated: New York, New York 
 May 7, 2012 

 
Respectfully submitted, 
 

 
By:      
LOWENSTEIN SANDLER PC 
Sharon L. Levine  
S. Jason Teele 
Paul Kizel 
Tania Ingman 
1251 Avenue of the Americas 
New York, New York 10020 
 
-- and -- 
 
65 Livingston Avenue 
Roseland, New Jersey 07068 
Telephone:  973.597.2500 
Facsimile:   973.597.2400 
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UNITED STATES BANKRUPTCY COURT 
SOUTHERN DISTRICT OF NEW YORK 

------------------------------------------------------------- x 

In re 

AMR CORPORATION, et ai., 

Debtors 

------------------------------------------------------------- x 

Chapter 11 Case No. 

11-15463 (SHL) 

(Jointly Administered) 

DECLARATION OF HENRY F. OWSLEY III IN OPPOSITION TO THE MOTION 
OF THE DEBTORS FOR ENTRY OF ORDER PURSUANT TO 

11 U.S.c. § 1113 AUTHORIZING DEBTORS TO REJECT 
COLLECTIVE BARGAINING AGREEMENTS 

I, HENRY F. OWSLEY, III, subject to the penalties provided by law for perjury, do 

hereby declare the following to be true and correct on the basis of my personal knowledge and 

upon information from documents I have reviewed, and submit this Declaration (the 

"Declaration") on behalf of the Transport Workers Union of America, AFL-CIO (the "TWU"), 

in support of the TWU's Objection to The Motion O/The Debtors For Entry O/Order Pursuant 

To 11 Us.c. § 1113 Authorizing Debtors To Reject Collective Bargaining Agreements (the 

"Motion"). 

I. Background and Qualifications 

1. I am a Co-Founding Partner and Chief Executive Officer of Gordian Group, LLC 

("Gordian"), a New York-based investment banking firm specializing in fmancial 

restructurings, merger and acquisition ("M&A") transactions, financings, fairness opmlOns, 

solvency opinions and valuations, particularly as it relates to distress. Gordian is a FINRA­

regulated broker-dealer. During the past 24 years at Gordian, I have been involved in numerous 

assignments, representing companies, boards of directors, government agencies, creditors and 

other groups. 
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2. During my 32-year investment banking career, I have been involved in a wide 

variety of transactions. I have co-authored a book entitled Distressed Investment Banking - To 

the Abyss and Back. 1 In many of Gordian's financial restructuring, M&A, and financing 

assignments, I am called upon to address matters of valuation across a myriad of industries. I 

have been designated as an expert with respect to finance and valuation matters in various courts. 

I have also testified as an expert in connection with a number of disputes. 

3. My resume is attached as Exhibit A. The list of matters on which I have testified 

or delivered expert reports in the last four years is included as Exhibit B. 

4. Gordian has been retained by the TWU in connection with the chapter 11 and § 

1113 proceedings, and is being compensated for this work, including preparing this report. My 

professional fees for this service are not contingent upon my opinion here and I do not have a 

financial interest in the outcome of this matter. 

5. My work on this matter is ongoing, and I reserve the right to supplement or 

modify my conclusions as necessary as additional information comes to my attention that may 

affect the views and opinions I express herein. 

II. Summary of Conclusions 

6. In the Updated Declaration of David L. Resnick in Support of Debtors' Motion to 

Reject Collective Bargaining Agreements Pursuant to J J Us. C. § J J J 3 executed on April 9, 

2012 (the "Resnick Declaration"), Mr. Resnick conducts a series of analyses based upon the 

business plan promulgated by American Airlines, Inc. ("American" or the "Company"). Based 

upon such analyses, he concludes that, in order to successfully reorganize under Chapter 11, 

American must reject its union contracts. However, as I set forth below, his analysis is 

completely dependent upon assuming American's business plan, dated April 6, 2012. 

I Washington, D.C.: Beard Books, 2005. 
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7. There is no evidence in the record that American or Rothschild explored - or even 

considered - fundamentally different and likely viable business plans in connection with the § 

1113 process and their determination of the "required" union concessions, wherein such 

concessions might well be ameliorated.2 Certainly, there is nothing in the Resnick Declaration 

that addresses this issue. The rejection of union contracts under § 1113 is a drastic step. I 

believe that, from a business perspective, looking hard at alternatives is a prudent and necessary 

procedure before undertaking the radical surgery the debtors propose. 

8. One example of an alternative business plan that was not considered in the 

Resnick Declaration is one that contemplates the merger with another airline, despite the recent 

overtures made by US Airways, which reached a term sheet deal with the three unions. 

American is the only legacy airline that failed to merge during the industry-wide contraction that 

occurred in the last ten years. Most recently, in 2010, United Airlines merged with Continental 

Airlines; in 2008, Delta Airlines merged with Northwest Airlines; and in 2005, US Airways 

merged with America West Airlines. As a result of the consolidations, American lost its place as 

the world's largest airline. The Company's proposed stand-alone model is designed to achieve 

massive and unnecessary labor cost reductions and loss of jobs for the purpose of setting the 

Company up for a subsequent and inevitable merger transaction - such sequencing in which 

"required" labor concessions are derived through a stand-alone plan that contemplates a pension 

freeze (rather than a pension termination) may well improve future negotiation leverage of 

American's management team with a merger partner at the expense of TWU and other unions. 

The TWU membership should not be compelled to bear the immense burden of the proposed 

labor costs associated with a Business Plan that is not likely to succeed. The Debtors' use of a 

stand-alone business model to develop proposed labor cost savings, in light of the history of 

failed stand-alone models and prospects of the airline industry, is unreasonable and 

inappropriate. 

2 There is some evidence in the record that management, working with McKinsey & Company, considered a couple 
of alternate business plan scenarios. However, no analyses with respect to these alternatives have been made 
available, including with regard to the necessary labor concessions required under such alternatives. 
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9. I also observe that the $390 million in proposed cost savings to come from the 

TWU is premised on American's assumption that it needs an aggregate of $1.25 billion in 

average annual cost savings by 20173
, from all of its labor groups to achieve certain financial 

metrics contained in its proposed business plan for a reorganized American ("Business Plan"), 

which the Company calls its "Plan For Success." The Business Plan upon which the proposed 

TWU CBA modifications are based adopts a stand-alone business strategy and assumes that 

American should and would remain as a stand-alone business and will not merge or consolidate 

during the six-year course of the Business Plan, notwithstanding that all of its legacy competitors 

have done so. 

10. Additionally, the cost savings the debtors are seeking from the unions have been a 

movable feast. First, we were told that American needed about $1.25 billion in labor savings per 

annum. Then American told us that the "hole" grew by another one-time $1.5 billion (calculated 

on a net present value basis) due to additional costs stemming from a pension plan freeze vs. the 

earlier concept of plan termination.  

 

 

 

 

 

 

11. The credibility of these numbers is further eroded by Mr. Resnick's statement that 

because no airline has met its business plan after emerging from bankruptcy, American needs a 

cushion in order to be prudent. I believe American's management is seeking to have the unions 

3 Goulet Declaration ~ 54 
4 
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bear a major portion of the pam for past and potentially future management failings. I 

underscore that it is the unions that are paying a large cost for such "prudence". Were the TWU 

to accede to American's proposed compensation cuts, it is my understanding that the TWU's 

members would be at the bottom of market rates. See Thomas Roth In Opposition To The 

Debtor's Motion To Reject Collective Bargaining Agreements Covering Employees Represented 

By The Transport Workers Union of America, AFL-CIO. On a related note, the TWU is being 

asked to assume a significant portion of the pain through reductions in force - so called 

"outsourcing" to lower cost countries. The proposals seek modifications that the Company 

expects to generate average annual cost savings over a six-year period (2012-2017) of $390 

million from the seven TWU groups covered by the TWU CBA, including approximately $212 

million from the Mechanics and Related group and approximately $152 million from the fleet 

services group. The proposed modifications are expected to result in the loss of nearly 9 ,000 (or 

nearly one-third) of American's TWU employees. One of the key reasons American cites for the 

need for cost reductions is that capital markets will demand a profitable airline. While that may 

be true, the Resnick Declaration is vague as to why the cost savings need to be delivered in the 

way requested, both as to the TWU itself, as well as the sharing of pain among the various 

unions. It is not reasonable or appropriate to seek to impose extraordinary concessions on the 

TWU membership-and deem them necessary to permit reorganization- when the business plan 

upon which those concessions are based is fatally flawed and not likely to come to fruition. 

12. I also understand that one of the requirements of § 1113 is that the pain be spread 

"equitably". I believe that American's proposal fails on its face in this regard. While American 

has spun the presentation of the give-ups by the various unions as being the same 20% across the 

board, I believe that such characterization is willfully misleading. In order to arrive at the 20% 

figure for TWU give-ups, American offsets the huge TWU cuts with the costs of outsourcing 

work now performed by TWU. As a result, American artificially lowers the TWU cuts -

actually close to 40% - to the same 20% as the other unions in order to make the sharing of the 

pain among unions "equitable". It is anything but. 

S 
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I declare under penalty of peIjury that the foregoing is true and correct on the basis of my 

personal knowledge and upon information from documents that I have reviewed. 

Executed on May 4, 2012. 
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EXPERIENCE 

Exhibit A 

Curriculum Vitae 
HENRY F. OWSLEY 

1988 - Present Gordian Group, LLC, Partner 

1979 - 1988 

A founding partner of Gordian Group, a fmancial advisory finn specializing in 
complex capital raising and M&A activities, as well as the restructuring of 
financially-distressed businesses. Gordian has a proven track record in the 
representation of over 100 companies or their constituencies in successful 
financings, out-of-court restructurings, bankruptcies and M&A transactions. 

Representative engagements have included AmeriServe (representing Tricon), 
Bayou Steel Corp (representing the company), Ben & Jerry's (representing the 
company), Contech (representing Goldman Sachs), Crown Central Petroleum 
Corp (representing equity owner), Enron Corp (representing creditor to the 
Enron estate/defendant), Farmland Foods (representing Smithfield, the 
successful buyer), Heilig-Meyers (representing the plaintiff), Integrated 
Electrical Services (representing the company), LTV (representing Abbey 
National), Madoff (representing the trustee), Marsico (representing Goldman 
Sachs), Mayflower (representing the bondholders' committee), Merisel (in 
connection with litigation), MiniScribe Corporation (representing the successful 
buyer and in connection with litigation), Mississippi Chemical Corp 
(representing the company), Morrison Knudsen (opinion), Ogden Corporation 
(representing the company), Phar-Mor (in connection with litigation), Pocket 
Communications and General Wireless (representing the Federal 
Communications Commission), Olympia & York (in connection with 
litigation), Osyka Corporation (representing the company), RAB Food Group 
(representing the company), Safety-Kleen Corporation (representing the 
company), Pentacon (representing the company), Spansion (representing the 
company), Sudbury (representing the company), Summit Global Logistics, Inc. 
(representing the company), Tracor (representing the company), United 
Rentals (representing the Board of Directors), Waste Systems (representing the 
company) and Zale (representing the Gordon Jewelry committee). Mr. Owsley 
has extensive experience in a variety of financing, advisory and merger 
transactions. 

Goldman, Sachs & Co., Vice President 

Founded and ran Goldman Sachs' Workout Group. Representative transactions 
included Dome Petroleum (representing Amoco Canada), Equatorial 
Communications (representing the debtor), GCA Corporation (representing the 
debtor), LTV Corporation (representing the PBGC) and Storage Technology 
Corporation (representing the debtor). 
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EDUCATION 
1977 -1979 

1973 - 1977 

OTHER 

Previously, Mr. Owsley was a founding member of Goldman Sachs' 
Technology Group. Transactions included a number of initial public offerings, 
secondary equity offerings and mergers and acquisitions. Prior to that, Mr. 
Owsley was an associate in Corporate Finance, where he worked on a variety of 
financing, merger and restructuring transactions. 

Massachusetts Institute of Technology, Sloan School of Management, S.M. 

Princeton University, D.S.E. 
Summa cum laude, in Civil Engineering in 1977. Honors included Phi Beta 
Kappa, Tau Beta Pi and Sigma Xi. 

Co-author of Distressed Investment Banking: To the Abyss and Back, Beard 
Books LLC, May, 2005 

Co-author of "The Role of the Investment Banker", Bankruptcy Business 
Acquisitions, LexMed Publishing, 1999. 

Director, PineBrook Capital, Inc. 

Director, Theatre for a New Audience 
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Exhibit B 

Within the past four years, Henry Owsley has testified as an expert by deposition or testimony in 
the following matters: 

Case name: In re Refco, Inc. Securities Litigation / Marc S. Kirschner v. Phillip R. Bennett, et al. 
Court: U.S. District Court, Southern District of New York 
Case #: 07 MDL 1902 (JSR) / 07 Civ. 8165 (JSR) 
Dates of Deposition: February 8, 2012 

Case name: Spansion Inc., et al 
Court: U.S. Bankruptcy Court, District of Delaware 
Case #: 09-10690 (KJC) 
Dates of Deposition: September 23,2009, November 25,2009 and February 2, 2010 
Dates of Testimony: February 25, 2010 and March 1,2010 

Case name: AIG Global Securities Lending Corp. et al v. Banc of America Securities LLC 
(Heilig-Meyers) 
Court: U.S. District Court, Southern District of New York 
Case #: 01 Civ. 11448 (JGK) 
Date of Deposition: April 20, 2007 
Date of Testimony: November 17 and 18, 2008 
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE SOUTHERN DISTRICT OF NEW YORK

__________________________________________
*

In re:                      *

* Chapter 11
AMR CORPORATION, et al., * Case No. 11-15463 (SHL)
Debtors. *

                                                                                    * (Jointly Administered)
__________________________________________*

DECLARATION OF THOMAS R. ROTH
 IN OPPOSITION TO THE MOTION TO REJECT THE COLLECTIVE BARGAINING

AGREEMENTS COVERING EMPLOYEES REPRESENTED BY THE
 TRANSPORT WORKERS UNION OF AMERICA, AFL-CIO

  PURSUANT TO 11 U.S.C. SECTION 1113(c)

I, Thomas R. Roth , do hereby declare that the following is true and correct:

I. QUALIFICATIONS OF DECLARANT

1. I am President of the Labor Bureau Inc., a private consulting firm

providing financial and economic consulting services to labor organizations in connection with

collective bargaining and related activities. I have been employed by the Labor Bureau Inc. since

1974 and over the past 38 years have served as financial and economic advisor in hundreds of

cases throughout the transportation sector. Specifically, my practice has focused on the airline,

railroad and urban transit sectors. 

2. I have been engaged as financial and economic advisor on behalf of the

labor organizations representing ground service employees on the major U.S. airlines

1
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continuously since 1992. In that connection, in addition to traditional collective bargaining

negotiations, I have been engaged in 14 airline labor cost “restructuring” cases in and out of the

Section 1113 process.  I have served as lead financial advisor to the principal labor organizations

representing mechanics, fleet service, customer service agents and other maintenance and ground

service employees in the Sections 1113 and 1114 cases involving US Airways (2002 and

2005),United Airlines (2003 and 2005), and Northwest Airlines (2006 and 2007).  In all cases I

was responsible for advising the union in several areas including: (a) the financial position of the

company and the viability of its plan of reorganization; (b) determining whether targeted savings

were properly allocated among the various stakeholders; (c) developing and applying costing

models to value changes made to collective bargaining agreements; (d) developing bargaining

positions and designing terms of financial returns such as profit sharing, stock plans and

bankruptcy claims; and (e) developing models to measure and compare compensation for

comparable jobs elsewhere in the airline industry.

3. My experience in appearing as an expert witness in labor and related cases

is extensive. I have prepared and presented economic evidence and testimony in over 200

interest arbitration cases in the urban transit industry including nearly all such proceedings over

the past thirty years on the major systems in the Northeast (New York, Boston, Baltimore,

Washington et. al.). I have appeared before 21 Presidential Emergency Boards (PEB) under the

Railroad Labor Act involving airlines, freight railroads, Amtrak, and commuter railroads. These

cases represent nearly half of all PEBs held over the past three decades and 80 percent of all

national (non-commuter) cases. Additionally, I have filed expert reports in over 150 judicial

cases, testifying at trial or deposition in approximately one-half of those cases. These have

2
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generally involved expert testimony relating to employee compensation or other employment-

related economic matters.

4. In connection with the AMR Corporation, et. al. bankruptcy and the

Debtors’ proposed business plan at American Airlines Inc.(“American” or “Company”), I was

retained by the Transport Workers Union of America, AFL-CIO (TWU) as financial and

economic advisor on January 31, 2012. The TWU presently represents nearly 23,500 employees

at American Airlines or approximately 40 percent of the workforce. The scope of my services in

this case include those cited above in connection with other 1113 cases. In providing support to

the TWU in these areas I have met with the TWU negotiating committees, their chief negotiators

and legal counsel, and attended many of the joint negotiating sessions with the Company

involving economic issues.

5. This Declaration is offered in opposition to the Debtors’ Motion to Reject

its Collective Bargaining Agreements with the TWU, Pursuant to Section 1113(c) of the

Bankruptcy Code. The facts asserted herein are based on my personal experience with the

Company, knowledge of the airline industry, and statistical analyses performed by me or by my

staff under my direct supervision.

II. INTRODUCTION

The TWU represents approximately 23,500 employees of American Airlines engaged in

wide range of maintenance and ground service functions. The TWU members are distributed

among 7 “crafts-or-classes” – i.e. bargaining units certified by the National Mediation Board.1

1  See Burdette Decl. at ¶¶ 3-9 and Weel Decl. at ¶¶ 3-5 for further description of jobs represented by the

TWU. 
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The TWU labor group, in the aggregate, comprise 31.5 percent of total American labor costs

projected over American’s 6-year business plan. The statistical profile of the TWU group is

shown in Table 1 below:

Table: 1 — Profile of TWU Labor Group At American Airlines — January 2012

Craft or Class/Job Title

Head

Count

Percent

of

Total

Hourly Rate – Base, License, Line,

 and Longevity

Starting Maximum Average*

Mechanic & Related

      Aviation Maintenance Technician -Base

      Aviation Maintenance Technician - Line

      Overhaul Support Mechanic

      Aircraft Cleaners

      Plant Maintenance mechanics

      Plant Maintenance Men

      Utilityman

      Building/Cabin Cleaners

      Partswasher

              Total M&R

4,915

3,446

787

193

1,756

78

44

96

142

11,457

20.9%

14.7%

3.4%

.8%

7.5%

.3%

.2%

.4%

.6%

48.8%

19.74

20.29

  9.58

  9.52

17.57

  9.18

  8.16

  6.91

  9.52

32.20

32.75

22.02

18.60

30.03

20.45

17.71

  8.25

19.11

32.17

32.75

20.40

12.19

29.73

17.48

18.27

  8.56

14.33

Fleet Service

     Fleet Service Clerk

     Ground Servicemen

             Total Fleet Service

10,130

78

10,208

43.1%

.3%

43.5%

8.64

8.64

21.46

21.46

20.90

20.90

Stock Clerks 1,305 5.6% 9.17 21.46 20.16

Ground Service and Simulator Instructors

      Instructor - Flight Equipment

      Instructor - Ground Service

      Instructor Pilot Simulator

             Total Instructors

7

70

93

170

0%

.3%

.4%

.7%

21.39

22.07

25.19

41.40

38.30

43.40

41.26

36.91

40.23

Dispatch

     Dispatcher

     Operations Specialists

             Total Dispatch

167

8

175

.7%

0%

.7%

22.51

15.98

49.13

16.28

47.46

18.53

Maintenance Control Technicians 90 .4% 36.16 41.90 41.49

Simulator Technicians 76 .3% 21.92 34.96 33.86

Total TWU Labor Group 23,481 100.0% $13.77 $26.38 $25.86

* Weighted Average includes Base, License Premium, Line Pay, Longevity, Shift and Crew Chief.
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 III. THE COMPANY’S PROPOSED ALLOCATION OF LABOR COST
REDUCTIONS PLACES A DISPROPORTIONATE AND UNREASONABLE
BURDEN ON THE TWU

A. The Company’s Approach to Allocation

6. By correspondence dated February 1, 2012 the Company served the TWU

with a Section 1113(c) proposal for modifications to the “basic” collective bargaining

agreements covering TWU members in seven bargaining units: Mechanic & Related, Fleet

service, Stock Clerks, Dispatchers, Maintenance Control Technicians, Simulator Technicians,

and Ground School and Pilot Simulator Instructors. The proposed modifications were intended

to produce average annual savings over the 2012-2017 calendar period of $390 million.  This2

represents approximately 31 percent of the total $1.25 billion sought from all labor groups.  The

allocation of the savings target among all labor groups is shown in Table 2:

Table 2 - AA 1113 Company Proposed Allocation of Labor Concessions

Labor Group

Share of Total

 Labor Cost

2012-2017

Share of Total

 Labor

Concession

Ratio: Concessions 

to Labor Costs

Pilots

Flight Attendants

Transport Workers Union

Res/Gate Agents

Management

29.2%

17.9%

31.5%

  7.9%

13.5%

29.6%

18.4%

31.2%

  7.6%

13.2%

1.0

1.0

1.0

1.0

1.0

Total 100.0% 100.0%

2 The savings targets for the TWU groups varied slightly over the 1113(c) process as proposals were

exchanged. However the Company was clear in explaining its interest in reaching an aggregate target of $390

million per year for the TWU regardless of the allocation among the TWU groups.
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7. As indicated, the savings target for each labor group is proportionate to its

share of total labor costs. This is accomplished by taking a uniform percent – approximately

20.4% – of each groups projected total labor cost over the 6-year business plan commencing in

2012.   In other words, the Company’s demand of $390 million from the TWU is approximately3

equal to 20.4 percent of the TWU’s projected annual labor cost over the next 6 years.

Approximately 20.4 percent of total American’s aggregate projected labor costs produces the

overall labor savings target of $1.25 billion per year.

8. There is a considerable body of experience regarding the allocation of

required concessions in airline labor cost restructuring cases. While the allocation construct has

varied from case to case, one principle has dominated the parties= (and the courts’) determination

of fair and equitable sacrifice – Competitive Position. The principal objective in labor cost

restructuring is to establish competitive wage, benefits and rules, and resulting competitive

aggregate labor costs. If it is determined that a company has a labor cost “problem@ – i.e.

uncompetitive labor costs – it follows that the contribution to the solution should be proportionate

to the contribution to the problem. A host of factors such as bargaining history, extent of

unionization and timing of wage and benefit adjustments, determine the competitive position of a

particular labor group relative to their cohorts elsewhere in the industry at any point in time. But

in determining the fair share of a cost reduction target the relative position of each group with

respect to wages, benefits and work rules has invariably controlled allocation decisions. 

3 The 20.4 percent factor is approximate and is based upon the Company’s calculations and representations to

the unions; actual percentages vary slightly among the groups.
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9. American Airlines claims to have current labor costs which prevent it from

competing successfully in the airline industry. The essence of its motion to reject labor

agreements is to effect reductions in overall labor costs which, under the business plan,

establishes a competitive cost structure. However, in allocating the alleged necessary labor cost

reduction, American totally ignored the controlling factor, instead assuming that the contribution

to the labor cost problem was the same for all groups.

B. Prior Airline Experience

10. United Airlines. In May, 2002 United approached its labor unions with a

plan to reduce labor costs by $900 million per year in an effort to avoid filing Chapter 11.

Although the bankruptcy in December 2002 was not averted, consensual agreements were

ultimately reached by November 2002 based on the United’s proposed allocation. 

Table 3 - UAL Preemptive Restructuring – November 2002

Labor Group

Share of Labor Cost 

2003 - 2008

Share of Concession

2003 - 2008

Ratio: Concession

to Cost

Pilots

Flight Attendants

Mechanics/Utility

PCE/Fleet Service/Stores

Salaried/Mgt./Other

31.6%

16.6%

15.3%

22.0%

14.6%

40.5%

  9.0%

13.2%

17.9%

19.4%

1.28

  .54

  .86

  .82

1.33

11. After entering bankruptcy in December 2002, United=s deteriorating

financial position called for more radical cuts in labor costs. Under Unite’s plan of reorganization,

labor costs were reduced  between 2003 and 2008 by an average annual sum of $2,564 million.

The Company=s proposed allocation of this concession formed the basis of ratified agreements

reached in April 2003 through the Section 1113(c) process.
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Table 4 - UAL Sec. 1113 Restructuring – April 2003

Labor Group

Share of Labor Cost 

2005 - 2010

Share of Concession

2005 - 2010

Ratio: Concession

to Cost

Pilots

Flight Attendants

Mechanics/Utility

PCE/Fleet Service/Stores

Salaried/Mgt./Other

31.6%

16.6%

15.3%

22.0%

14.6%

43.4%

 12.2%

13.7%

17.5%

13.1%

1.38

  .74

  .89

  .80

  .90

12. US Airways. in late 1994 US Air approached its labor groups with a proposal to

address a looming liquidity crisis. The unionized labor groups formed a Labor Coalition which

ultimately produced average annual savings of $483.9 million over a five-year term commencing

in May 1995 in exchange for a package of financial returns. The Coalition proposed, and the

company accepted, an allocation of concessions based on industry benchmarks:4

Table 5 - US Air Preemptive Restructuring – May 1995

Labor Group

Share of Labor Cost 

1995 - 1999

Share of Concession

1995 - 1999

Ratio: Concession

to Cost

Pilots

Flight Attendants

Mechanics/Utility

Ramp/Stores 

Salaried/Mgt./Other

29.7%

15.1%

18.5%

24.8%

11.9%

39.2%

 10.9%

18.6%

20.9%

10.4%

1.32

  .72

 1.01

  .84

  .88

13. In the spring of 2002 US Airways engaged its unions in the 1113 process

in an effort to reduce labor costs by an average annual amount of $1,024 million. Ultimately,

agreements were reached by August, 2002 which produced 85 percent of the company’s

demand. The allocation of the concessions were based upon US Airway’s original proposal. 

4 For reasons unrelated to allocation issues, the agreements were never presented for ratification and

implemented.
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Table 6 - US Airways Sec. 1113 Restructuring – August 2002

Labor Group

Share of Labor Cost 

2002 - 2008

Share of Concession

2002 - 2008

Ratio: Concession

to Cost

Pilots

Flight Attendants

Mechanics/Utility

PCE/Ramp/Stores 

Salaried/Mgt./Other

41.5%

12.7%

16.4%

18.1%

11.4%

53.5%

 8.7%

16.3%

16.8%

4.7%

1.29

  .69

 1.00

  .93

  .41

14. Within 18 months following emergence from its first bankruptcy, US

Airways again filed for Chapter 11 on September 12, 2004. This time the airline sought an

additional $950 million in labor concessions. In this instance the allocation of concessions

among the labor groups was specifically pegged to their economic relationship with America

West (with some reference in productivity areas to Jet Blue). Significantly, the agreements

which were ultimately reached did not reflect uniform percentage reductions in then existing

labor costs.
15. Northwest Airlines. On or about April 12, 2003, Northwest Airlines

served its labor groups with a proposal to restructure labor costs. The pilot group entered into the

“Bridge Agreement” in December 2004 providing an interim reduction in pay. Negotiations

ultimately resulted in voluntary agreements during the period from March 2006 and May 2007. 

The Northwest plan called  for average annual savings of $1.281 billion over the six year term

commencing January 2006. The following allocation was proposed and accepted by labor: 

Table 7 - NWA 1113  Restructuring – April 2005

Labor Group

Share of Labor Cost 

2005

Share of Concession

2005

Ratio: Concession

to Cost

Pilots

Flight Attendants

Mechanics/Utility

PCE/Ramp/Stores 

Salaried/Mgt./Other

32.2%

17.3%

14.6%

24.0%

12.0%

49.2%

 15.8%

16.4%

15.4%

 3.2%

1.53

  .91

 1.12

  .64

  .27
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C. The American Airlines Experience

16. 2003 American. In February 2003 American Airlines sought contract

concessions from its labor unions and non-union labor groups in an effort to avoid a liquidly

crisis and a Chapter 11 filing. The plan called for a reduction in labor costs of $1.8 billion per

year. The Company, on its own, allocated cost saving targets among the labor groups on the

basis of each groups competitive position in the industry. The Company chose Delta, Northwest,

Continental, Southwest, United and US Airways against which to benchmark pay benefits and

rules for key classifications within each labor group. Predictably, the resulting allocation of the

$1.8 billion target was not uniform among the groups — either in dollars or as a percent of

labor costs.  

17. American Eagle. In the current bankruptcy, AMR is pursuing

concessions from its labor groups at American Eagle. Changes are based on a blend of

comparisons with Pinnacle and Republic airlines regarded by AMR as American Eagle’s

principal competitors in the regional airline sector. The process of bench marking against these

two competitors led to proposed labor cost reductions which were not uniform across the labor

groups. I estimate that the Company’s proposals call for a 20 percent reduction in labor cost for

pilots and flight attendants and 10 percent for ground service crews.

18. The forgoing sample of airline labor cost restructurings is not complete.

Others including Northwest Airlines in 1992, United Airlines in 1993, Trans World Airlines in

1999, and Alaska Airlines in 2006 also involved management initiatives to restructure labor

costs to avoid financial crisis. In all cases the allocation of concessions was predicated on

10
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relative position in the industry; none resulted in uniform percentage cuts in labor costs as

suggested by American here.  5

D. The Company’s “GAP” Analysis

19. In mid 2011 American performed what management referred to as a labor

cost “Gap” analysis. This was an effort to compare and quantify the terms and conditions of

work applicable to American’s workforce with those employees in comparable positions on

other airlines with whom American sought to achieve competitive labor costs. Significantly, the

analysis was comprehensive of scope rules (outsourcing, small jet limits etc.) as well as all

elements of employee compensation.  The Company summarized the results by calculating an6

average weighted by capacity – available seat miles – for comparative airlines. Based on the

Company’s analysis, the gap between the other airlines and American for the labor groups

studied is shown below:

Table 8 - Labor Cost Gap Based Upon AA Analysis – July 2011

($millions)

Labor Group American Delta Continental United US Airways Average

Pilots

Flight Attendants

Agents

Transport Workers Union

$1,630

$1,051

   $490

$1,738

($116)

($126)

  ($31)

($285)

($248)

   ($7)

  ($53)

  ($64)

($343)

  ($143)

    ($9)

  ($172)

($547)

($145)

  ($70)

($144)

 ($261)

   ($110)

    ($35)

 ($193)

Total $4,909 ($558) ($372) ($372) ($906)  ($600)

5 The only exception to my knowledge occurred on United in 2005. However, this was round two of the

Section 1113(c) process which occurred in November 2004. Round one, recounted above, was completed in April

2003 and had resulted in the adjustment of UAL’s labor groups to industry norms. Once appropriately adjusted,

uniform percentage change was used to allocate round two concessions.

6 The Company’s method involves the application of the comparator airline’s terms to the demographics of

the American population thus controlling for differences in years of service, fleet composition etc. The method

accomplished captures differences in terms of employment.
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20. Table 8 shows that it would take a $600 million adjustment in the terms

and conditions of work for the four major labor groups at American to close the cost gap with

the other airlines.  The following Table 9 distributes the “gap” by labor group at American:7

Table 9 - Distribution of Labor Cost Gap Based Upon American’s Analysis – July 2011

($millions)

Delta Continental United US Airways Average

Pilots

Flight Attendants

Agents

Transport Workers Union

20.8%

22.6%

  5.6%

51.1%

66.7%

  1.9%

14.2%

17.2%

51.4%

 21.4%

   1.3%

 25.8%

60.4%

16.0%

  7.7%

15.9%

43.5%

18.3%

  5.9%

32.2%

Total 100.0% 100.0% 100.0% 100.0%

21. According to the Company’s own comparative analysis the TWU is

responsible for 32 percent of the labor cost problem associated with these four labor groups. Yet,

it has assigned the TWU 36 percent of the concessions demanded of these four groups. The

following table shows how the TWU’s savings target would change had the Company followed

the customary allocation approach:

Table 10 - Allocation of Labor Cost Savings Based Upon AA’s Cost Gap Analysis

Labor group AA 1113 Target Target Based on Gap 

Analysis

Variance with 1113

Target

Pilots

Flight Attendants

Agents

Transport Workers Union

$370.7

$229.9

  $95.0

$390.5

34.1%

21.2%

  8.7%

36.0%

$473

$199

  $64

$350

43.5%

18.3%

  5.9%

32.2%

($102)

   $31

   $31

   $41

Totals $1,086.1 100.0% $1,086.1 100.0%

7 This excludes management and support personnel who were excluded from the Company’s gap study.
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 E. Conclusions on Allocation

22. Based upon the forgoing analysis and my extensive direct experience in

airline labor cost restructuring matters, I have reached the following conclusions:

First, the Company=s proposed concession for the TWU Group, of $390

million per year, fails to recognize the principal which has customarily guided the parties,

similarly situated, to a fair and equitable distribution of required savings. With rare exception,

the fair and acceptable approach has been rooted in competitive cost analysis – resulting in a

contribution to the solution in proportion to the contribution to the problem. 

23. Second, the Company=s proposed allocation, in substance, is wholly

inconsistent with prior labor cost restructuring on this property. In this case the management has

failed to use the approach that it applied in 2003 which was found fair and acceptable by labor,

and lead to voluntary cost-cutting agreements. Moreover, in this very case the Debtor used the

bench marking approach in determining the fair distribution of labor savings among the groups

on American Eagle. There allocation was determined on the basis of labor cost comparisons with

Pinnacle and Republic airlines.

24. Third, the Company=s own competitive-position analysis (the Gap

analysis) if applied in this case would reduce the cost-savings target for the TWU by $41

million per year. The Company=s mistaken approach thus produces an unfair and

disproportionate burden on the TWU.
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IV. THE TERMS OF THE COMPANY’S PROPOSED AGREEMENT FOR THE
TWU ARE BOTH UNNECESSARY AND UNREASONABLE  IN FORM

25. The Company’s proposed agreement intends to reduce TWU related labor

costs by $390 million per year. The proposed terms make radical changes in six general areas: 

outsourcing, demotions, part-time restrictions, paid leave, health insurance and pensions.   With

respect to outsourcing and health insurance the Company proposal calls for changes that (a)

represent the most painful and least acceptable form of concession, and (b) in view of TWU’s

proposed alternatives, are wholly unnecessary in order to meet American’s stated financial

objectives for the TWU group.

A. Outsourcing

26. The Company asks the TWU to agree to the abolishment of over 8,500

jobs. This represents the elimination of 36 percent of the TWU’s population. More than half of

this is the direct result of outsourcing. The Company’s position presents the worst of all

alternatives. First, there is the obvious barrier to successful ratification inherent in asking

employees to vote for the elimination of their jobs – the same consequence as the airline’s

liquidation. Secondly, for all of the human carnage caused by outsourcing, the savings are

relatively small. Savings from outsourcing equal the difference between the employees’ cost and

the cost of the hired vendor, including not only labor but the vendor’s overhead and profit. 

Under the Company’s plan for instance, thousands of Aircraft Maintenance Technicians (AMTs)

will loose their jobs with the outsourcing of heavy aircraft maintenance. Based on the

Company’s assumed vendor costs, it saves less than $0.13 for every $1.00 spent on an AMT for

the same job performed in-house. With respect to other functions, such as Fleet Service at line
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stations, there is virtually no difference between the post-concession cost of the American

employee and the vendor cost under the Company’s valuation methods. There are still other

classifications where it actually costs more to outsource.

27. In contrast to outsourcing, some initiatives, such as reducing paid leave or

increasing part-time utilization, promote labor productivity and drive down staffing levels – i.e.

eliminate jobs. But productivity improvement, in stark contrast to outsourcing,  is valued at the

full cost of an employee – i.e. saving $1.00 for every $1.00 expended on a job abolished.

Productivity savings maximize dollar value for the Company by saving vendor expense while

preserving jobs otherwise sacrificed to meet the savings target.

28. The TWU has proposed massive rule changes designed to improve

productivity and thereby produce real savings to the Company. Although during negotiations,

these ideas were found to be workable, few if any of the productivity and/or efficiency proposals

of the TWU have found their way into the Company’s position. 

29. Specifically with respect to the Fleet Service, the TWU has proposed to

reduce base wage rates by 5 percent in lieu of the more draconian changes proposed by the

Company. The pay cut produces annual hard-dollar savings of $25.4 million per year – 17

percent of the full FSC savings target. Moreover the TWU concession involves “high value,”

predictable savings compared to the marginal value produced by outsourcing. The 5 percent

wage cut generates annual savings  equal to outsourcing more than 1,550 jobs at line stations.

Yet, as indicated by the Company’s position as stated in its March 22, 2012 term sheet, the

TWU’s proposed alternative was flatly rejected.
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30. Another TWU effort rejected by the Company involved cabin service at

the gate. Presently, FSC perform this function at an average rate of $20.90. Total cost per

employee after the Company’s proposed compensation concessions is about $47,500 per

employee. The Company calculates that 865 Fleet Service jobs can be terminated and replaced

with a vendor at a cost of  per employee. The TWU proposed to transfer this work to

“Cabin Cleaners” under the M&R agreement. Even at the Cabin Cleaners maximum rate, the

total cost per employee is under $30,000; saving the Company more than outsourcing.

Inexplicably the Company refused to entertain this idea which would preserve hundreds of jobs

albeit at reduced rates of pay. 

B. Active Employee Health Insurance

31. The Company’s proposed agreement contemplates a diminished medical 

plan design as well as an increased employee contribution level. The proposed terms are

common to all employees of the Company.   Under the proposal the Company will offer a 3-8

option program with family annual deductibles ranging from $900 to $4000 and co-insurance

either 20/80 or 30/70 for in-network services. For the plan with the strongest design (best

coverage) the monthly employee contribution for family subscribers is $460; the lessor plan is

$232; and the “Standard” plan is $270. For part-time employees the contribution for family

subscribers would be $805 per month for the best plan, $406 for the lower plan and $473 for the

Standard plan.

8 See AA Ex. 607
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32. This one-size-fits-all approach creates an intolerable and disproportionate

burden on low paid workers. The TWU bargaining unit covers the lowest paid employees at the

Company. Hourly pay rates range from $8.16 to $49.13 within the TWU. The average rate

$25.86. For the TWU the contribution to the Standard plan will range from 19 percent to 3.2

percent. At the average rate, the contribution to the Standard plan represents 6.0 percent for the

TWU but only 2.2 percent for pilots. The averages mask the real problem however. The TWU

unit includes 2,567 part-time employees in the Fleet Service classification where monthly

earnings average only $2,288. Under the Company’s proposal the family contribution for the

Standard plan consumes 21 percent of pay for the average part-time worker. This unaffordable

cost of health care will undoubtably drive the part-time population out of plan participation. No

other employee group is similarly affected by the Company’s health insurance contribution

proposal.  

V. THE COMPANY HAS UNDERVALUED CONTRACT CHANGES

33. The Company’s focus on outsourcing and job abolishment exacerbates

problems associated with methods and assumptions used to value savings. Principal among these

problems are those involving the manner of accounting for savings which continue to grow

beyond the 6-year business plan – i.e. terminal values, and assumed vendor rates. Additionally,

there are other Company’s demands for contract change which are in the nature of expanded

management rights which under the Company’s modeling have no dollar value and thus make

no contribution to the savings target assigned to the TWU. 

A. Terminal Values

34. There are many contract concessions, such as wage and benefit reductions,
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which may be implemented immediately, and once implemented produce a level stream of

savings throughout the 6-year duration of the business plan and beyond the plan in perpetuity.9

Other changes have a different savings profile. These begin with minimal savings and grow

continuously until achieving a “steady state” of dollar value. Characteristic of this type of 

change is the continuous, incremental growth in savings well beyond the labor agreement. The

value of the provision, when fully implemented and realized, is referred to as “terminal value.”

35. Phase-In. The Company’s agenda for the TWU is highly focused on

outsourcing which amplifies the problem associated with ignoring terminal value. Outsourcing

TWU jobs, is assumed to be implemented gradually over time because, presumably, the

Company requires time to negotiate vendor contracts.  The so-called “phase-in” of savings

creates a discount to the steady-state savings which inevitably will be realized by the Company

but under the Company’s approach, are not credited to the TWU’s $390 million savings target. 

36. For example, the Company calculates that outsourcing aircraft

maintenance at the Alliance Fort Worth and Tulsa bases will save $133.1 million per year when

fully implemented. This initiative terminates 1,106 TWU members. However, because of the

phase-in assumptions, the credit to the TWU in the first 2 years is discounted to $68.7 million

per year. Over the 6-year business plan this represents a discount of over $21 million per year. In

short, a major structural change resulting in the elimination of 1,100 jobs is underpriced by over

19 percent because the Company has refused to recognize the terminal value which will be

realized in all years following the 6-year plan.    

9 Annual savings will vary with assumed changes in headcount, payroll, and with respect to outsourcing, with

assumed changes in vendor rates. But these fluctuations from the “steady-state” savings are unrelated to the terminal

value issue.
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37. Junior Verses Average Employee. A second source of terminal value

which is unaccounted for in the Company’s model deals with the cost-out of the TWU member

verses the replacement vendor.  The Company, again over the objection of the TWU, has insisted

in pricing the difference between the cost of performing a function in-house and outsourcing, by

comparing the vendor’s hourly rate with the rate of compensation for the junior American

employee. I believe the proper approach is to use the cost of the average American employee. 

38. Under TWU agreements employees are subject to a wage progression

whereby a new hire starts at the bottom wage rate and progresses over several years to the top of

scale. Under the FSC agreement for example, an employee starts at $8.64 and progresses to

$21.16 after nine years of service. When jobs are outsourced employees are severed in reverse

seniority order which means the lowest paid is removed first. The Company proposes to

eliminate 2,884 full-time-equivalent jobs under the FSC contract. Given the current

demographics of the population a large group of the first 2,000 of these employees are within the

progression period. In fact, the average rate for the first 2,000 eliminated employees is $18.67.

Adding the rest of labor costs to the base rate brings the American in-house rate to about $33.58

per hour.  This cost is compared to the vendor rate assumed to be per hour.  Under the10 11

Company’s approach, this delta drives the savings from outsourcing.

39. I believe that the more appropriate method is to value the in-house rate at

the average employee.  It is acknowledged that junior employees if retained would gradually12

10  Total labor costs include fixed (health insurance etc.) and variable benefits (pension, FICA etc.), plus

overtime.

11 

12 The average employee cost is $36.13 per hour in the example of the first 2,000 FSC outsourced.
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move up the progression ladder and become the average employee. Thus, a major structural

change which enables the Company to avoid the cost of performing the work in-house, avoids

the cost of the average employee, not the near-term new hire. The hourly cost difference, while

seemingly minor, is equal to over $16 million per year against the Company’s $150 million

demand for Fleet Service. By failing to recognize this $16 million, the Company, in essence, has

unreasonably increased the $150 million savings target for the FSC group.  The Company’s

refusal to recognize terminal value – i.e. incremental value which accrues to the Company’s

benefit beyond the 6-year business plan – explains in large part why Fleet Service, as well as

Mechanic & Related, are unable to agree to the Company’s offer.   13

40. Wage Progression. A third, and perhaps most egregious, example of the

Company’s refusal to acknowledge terminal value deals with its demand to extend the wage

progression period for Plant Maintenance Mechanics from 5 to 9 years for new hires.  Under14

American’s plan, headcounts for the TWU Mechanic and Related group are assumed to decline

over the 6-year period. Additionally, with all the outsourcing, hundreds of incumbent Plant

Maintenance Mechanics will have recall rights.  Accordingly, the Company assumes that there15

will be no PMMs subject to its progression demand over the contract term and thus no value is

assigned. Yet it is acknowledged that this change in the wage structure will reduce average pay

in the classification and drive significant savings in the future. Once again the Company’s makes

a demand for contract change which carries significantly terminal value for which the TWU is

13 This problem exists in the valuation of outsourcing under the M&R Agreement to the same degree.  

14 See AA Ex. 1209

15 TWU employees who are laid off retain a right to be recalled to their former position in seniority order for a

period of 5 years following layoff.
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not given credit for in reaching the $390 savings target. In this instance the TWU receives zero

credit. When this issue arose in the 1113 case at Northwest Airlines the union was credited with

value for the concession.      16

41. The logic in accounting for terminal value lies in the Company’s desire to

achieve “permanence” in its labor cost restructuring. American’s business plan contemplates

major structural changes in the TWU labor agreements which do not expire with the plan or the

labor contracts. If it were true that the real value of cost reduction was confined to the 6-year

period over which all concessions are priced, then it would follow that concessions could be

reversed at the end of the period without effect. Yet such proposals — referred to in airline labor

negotiations as “snap-backs” – were met with a rapid and absolute refusal by the Company.

Predictably, labor costs in year seven, eight, and nine matter to the Company today. The TWU

does not insist on snap-backs. However, where the savings produced by a concession continues

to grow incrementally over time, and when the year seven, eight and nine annual savings are

considerably greater than the average over the 6-year period of the plan, that value must be

accounted for.  17

B. Vendor Rate Assumptions

42. Over 50 percent of the labor cost savings demanded of the TWU comes

directly from the outsourcing of more than 4,200 jobs.  Yet the valuation of outsourcing rests on1 8

16 At Northwest the Company agreed to project savings beyond the contract term and credit the Union with

the net present value of the savings in the last year of the agreement. This suggested approach was summarily

dismissed by American.

17 Terminal value is recognized either by crediting savings on a steady-state basis, or by caculating savings in

the out years and crediting the savings in the current period on a net present value basis.

18 This number represents the approximate number of jobs back-filled by a vendor. Thousands of additional

positions are abolished or subject to transfer to lower paid classifications. The total number of positions eliminated

directly and indirectly is approximately 8,500. See AA Exs. 1212, 1213, 1140.
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rough estimates of vendor charges for the outsourced services. The Company acknowledged the

need to base the valuations on requests for proposals (RFP) from potential vendors but filed its

motion to reject labor contracts before any RFPs were received.

43. The estimated vendor rate for outsourced Fleet Service work is  per

hour. However, the Company’s own analysis of outsourcing experience indicates that vendor

rates are actually much lower. For example when Salt Lake City was outsourced the vendor’s

“turn rate” was 40 percent of American’s in-house rate; when Columbus was turned over to

American Eagle the cost was 41 percent of the in-house cost. The estimated vendor cost of

 is percent of the in-house cost calculated by the Company. Yet the Company’s own

experience  implies a vendor cost closer to . The difference is significant. The lower

estimate is worth $16.4 million per year for the TWU’s Fleet Service group. In other words,

additional concessions by FSC, outsourcing or otherwise, worth $16.4 million per year must be

made to account for this difference in the vendor assumption.

44. An expert called by American in this case testified that when the issue of

aircraft cleaning arose in the U.S. Airways 1113(c) case, the airline received bids from outside

vendors “which averaged between $7 and $9 per hour.” This was 42 percent of the in-house U.S.

Airways rate.  Again, illustrating that Americans’s estimate is unreasonably high, resulting in19

unnecessary additional demands of the FSC group by the Company in order to reach the TWU’s

cost savings target.

19 Declaration of Jerrold A. Glass at ¶ 189.
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45. In the 2005 United Airline 1113(c) case the parties agreed to outsource

mail processing and cargo running across the system. The total headcount reduction was 983. It

was assumed that United employees would be replaced in equal numbers by contractors working 

equivalent hours at an hourly cost of $13.00. Wage inflation does not explain the difference

between UAL’s cost of $13.00 and American’s assumed $18.10.

46. On June 9, 2006 the Fleet Service employees on Northwest Airlines

(called Equipment Service Employees) ratified an agreement as part of the Section 1113(c)

process. The agreement called for the outsourcing of all line stations except for the largest 40

which protected 91 percent of 5,394 ESE jobs. The 481 outsourced positions were valued at their

full cost to NWA less a vendor rate of $14.50.

47. For valuation purposes the all-in hourly rate for aircraft maintenance

performed by a vendor is estimated at .  This estimate is reportedly based upon known20

rates charged by  — a major domestic Maintenance and Repair Organization (MRO). 

This is a reasonable basis for estimating the “heavy maintenance” (“C” and “D” checks)

involving the B757 fleet. However, under the Company proposal at least 250 mechanic jobs are

directly eliminated by outsourcing the B777 and B767 fleets. These are wide-body aircraft

deployed in international service. The comparator airlines with similar aircraft outsource to

vendors in China or Singapore where costs are substantially lower. Although the management

has recognized this possibility, the higher assumption – more costly to the TWU – was used.

Once again, this faulty assumption undervalues American’s proposed contract changes which, in

20 
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turn, requires the Company to demand additional concessions which are not necessary to meet

the cost savings target.  

C. Management Rights

48. Numerous Company proposals are designed to expand management

prerogatives but, according to American, have no economic value that is appropriately credited

to the TWU concession target. These items represent a grab-bag of contractual provisions which

the Company argues make no quantifiable contribution to the labor cost reduction which, of

course, is the objective of the 1113 process. Under these circumstances it does not make any

sense for the TWU to agree to the changes – which in the end create more artificial and

unreasonable barriers to consensual restructuring.

49. The “40 Percent Rule – Principal among the examples is the Company

position on the level of outsourcing under the Mechanic and Related Agreement. Having

specified and priced the outsourcing necessary to establish the desired competitive position,

American proposes to expand its right to outsource additional jobs “up to 40 percent of aircraft

maintenance work currently done in house.”  This incremental level of outsourcing is not valued21

under the Company’s model.   

50. Part-Time Caps – The Company’s proposed agreement eliminates all

restrictions on the right to employ and utilize part-time employees. This solution amounts to

gross overkill of the problem. When the Company runs optimal staffing models for the relevant

classifications they suggest a fixed number of additional part-time workers. This number

21 AA Ex. 1209
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establishes the basis for the credit toward the aggregate savings target. The added “flexibility”

available by eliminating restrictions on part-time employment is unnecessary by the Company’s

own admission. There is no credit for the ability to increase the cap beyond the value driven by

the current staffing model.

51. Control over QAM – Another example of Company overkill is the

proposal to eliminate any restrictions on its right to change the Qualifications Administrative

Manual. Wage negotiations involve an equation between the pay level and the associated duties,

responsibilities and qualifications of the classification. The Company’s insistence that it control

one side of this equation while the employees are locked into compensation levels dissolves the

wage-effort bargain which is fundamental to wage negotiations. The notion that this proposal has

minimal economic value is unsound. Alternatively, if such a change has no economic value the

Company’s insistence on its inclusion is unwarranted. 

VI. THE COMPANY’S PROPOSED AGREEMENT(S) DRIVE TWU TERMS AND
CONDITIONS TO THE BOTTOM OF THE INDUSTRY 

52. As noted earlier over half of the TWU’s concession target is composed of

outsourcing jobs. These include outsourcing AMTs engaged in heavy maintenance at the AFW

and TULE bases; outsourcing PMMs engaged in facilities maintenance; outsourcing cabin

cleaning and building cleaning; and outsourcing FSCs engaged in turning aircraft at line stations

including cabin service, fueling, bag transfers, bus driving and cargo handling. The Company

initiatives in this area, once accomplished, completes the process of establishing competitive

labor costs with the relevant comparator airlines.  The additional cuts in compensation – health22

22 See Declaration of Jerrold A. Glass at ¶¶ 192-197, 199-202 and 228-231 for a review of industry practice re

scope and outsourcing. 
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insurance, pension, sick leave, and vacations – are completely unnecessary to establish a

competitive position and in fact, drive compensation for TWU members to the bottom of the

industry. 

53. I have developed a model which is designed to measure total

compensation per hour worked. Once populated with the elements of compensation paid by the

comparator airlines the differences in the cost of compensation is quantified. The comparison

airlines are Southwest, Continental, United, Delta and US Airways.  The analysis is23

comprehensive and captures differences in cash compensation (base wages, license and skill

premiums, longevity), supplemental benefits (pension, active health insurance, retiree health

insurance, life insurance, short term disability benefits, long term disability insurance benefits,

uniform/clothing allowances), and pay for time not worked (paid breaks, vacations, holidays,

sick leave and on-the-job-injury benefits). As noted the model does not measure differences in

labor costs associated with scope rules or outsourcing limitations which are neutralized by

Company initiatives before the proposed cuts in compensation. The analysis covers Aviation

Maintenance Technicians (AMT), Fleet Service Clerks (FSC), and Stock Clerks which together

represent more than 85 percent of TWU active employees at American.   

A. Aviation Maintenance Technicians

54. The AMT is the key classification in TWU’s M&R group. This class

represents 36 percent (approximately 8,400 employees) of all TWU members at American. Prior

23 Measured by capacity (domestic and international) these airlines, together with American, are the 6 largest

carriers representing 77 percent of the entire industry. Traditionally, American, Continental, United, Delta and US

Airways are considered the “legacy” or “network” carriers. Southwest is included because it is the 3rd largest airline

(largest in the domestic market) measured by ASMs, and largest airline measured by passengers enplaned.

Additionally, Southwest is the major competitor of American measure by revenue share on city pairs served.  
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to any proposed concessions in compensation, AMTs at American were the lowest paid in the

comparison group at $46.88 per hour. After reducing shift differentials, pensions, health care,

vacations and sick leave the AMT’s compensation falls to $44.00 per hour – 12 percent below

US Airways, the next lowest in the group.

B. Fleet Service Clerks

55. FSCs make-up 43 percent of the TWU membership and the sole

classification under the TWU Fleet Service contract. Today, the FSC is paid $30.61 per hour,

slightly above US Airways. But after the additional cuts in compensation demanded by the

Company, the FSC rate will be $27.86 – 8.5 percent below the next lowest rate.
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C. Stock Clerks

56. The Stock Clerk, representing 6 percent of the TWU population at

American,  is the only classification under the TWU Stock Clerk agreement.  The Stock Clerk’s

compensation level is currently the lowest among the comparative airlines. With the additional

concessions they will be paid $28.73 per hour, 13.3 percent below the next lowest rate of $32.54

at Delta. 
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D. Wage Rates

57. For the AMT at American, 73 percent of total compensation is driven by

the base hourly wage rate. The fact that AA pays its top-of-scale mechanic more than $4.85 per

hour less than the industry average ($27.20 verses $32.05) explains the TWU’s already

unenviable position. Beyond the base rate – adding license, longevity, shift differentials and line

premium – the wage gap persists. The all-in AMT/Line rate at top-of-scale at AA is $32.75;

compared to $37.06 for the other airlines – a $4.31 per hour difference. 

58. For the FSC the base rate is 82 percent of total compensation. The FSC

rates are similarly positioned. At $21.16, the FSC is already $1.00 below the average. With wage

differences of this magnitude, there is no reason to cut compensation elsewhere in order to reach

competitive labor costs. The Company’s efforts in this regard are completely unnecessary. 

Table 11– Comparative Wage Rates – 2012

TOS Hourly Rate Including License, Line, and Longevity

Airline

Aviation Maintenance Tech

Fleet Service Clerk Stock Clerk
Base Line

American $32.20 $32.75 $21.46 $21.46

United

Continental

Delta

Southwest

US Airways

36.42

36.42

33.98

43.89

32.83

36.92

36.92

34.73

43.89

32.83

21.22

22.29

21.16

25.97

20.57

21.17

21.17

21.46

27.30

21.26

Average

AA Rank

AA as % of Avg.

$36.71

Last

87.7%

$37.06

Last

88.4%

$22.24

3

96.5%

$22.47

3

95.5%

E. Pensions

59. To support its proposed reduction in TWU pensions the Company has

repeatedly declared that the competitive airlines have frozen or terminated their traditional
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defined benefit pension plans (DBP) and replaced them with defined contribution plans (DCP),

principally through the 1113(c) process.  But with respect to ground service employees this, at24

best, is only partially true. 

60. In 2005 United terminated its then existing DBP for Fleet Service

employees. The plan benefits were defined as a fixed dollar per month per year of service. Post-

1113 Fleet Service employees became participants in the IAM National Pension Plan – a multi-

employer DBP with benefits defined in terms of a dollar per month per year of service. The DBP

is financed exclusively with employer contributions presently equal to percent of gross

earnings (no employee match required). This is far superior to the DCP offered by American

which calls for a 100 percent match of employee contributions up to an employer maximum

contribution of 5.5 percent of straight-time pay.

61. In 2006 Northwest froze accruals under its DBP for Fleet Service

employees. As with United, the plan benefits were defined as a fixed dollars per month per year

of service. Post-1113 Fleet Service employees became participants in the IAM-NPP. The DBP is

financed exclusively with employer contributions which were pegged at 5 percent of the

maximum wage rate for the Customer Service Classification Agent (2.6 percent above the

maximum Fleet Service rate). Again this arrangement is superior to the matching DCP proposed

by American. 

62. The story on US Airways is similar. In 2005 the airline terminated the

existing DBP for its fleet service and mechanic and related employees. The employees

immediately became participants in the IAM-NPP providing defined benefits expressed as a

24 See Wright Decl. at ¶ 11, citing Glass Decl. at ¶¶ 271-275.
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dollar per month per year of service. The plan is financed with employer contributions originally

the equivalent of 5 percent of gross pay (no matching contribution required). Currently the

contribution for mechanics and related is approximately 6.5 percent of pay. 

63. In summary, the demise of the DBP for fleet service and M&R employees

on the competitive airlines is greatly exaggerated. Today Continental, and US Airways have

DBP for their M&R employees; Continental, United, and US. Airways maintain DBP for Fleet

Service. More importantly, all of the comparator airlines offer pension programs providing

retirement plans superior to that proposed by American. The Company’s demands with respect

to pension are unnecessary overkill leaving TWU members with pension benefits below the

competition.

Table 12 – Summary of Retirement Plans — Comparative Airlines 2012

AA Prop. COA UAL SWA USA DAL

Mech.& Related DBP: None 1.19% x FAE x

YOS 

None None Yes; IAM

- NPP

None

DCP: 100%

match up

to 5.5% 

matching plan

based on YOS:

to 50% match

up to 6%

5%; no

match

required

100%

match

up to

7.3%

None 2%  plus

100% match

up to 5%

Cost: 4.4% of

straight

time

8.8% of

gross

5.0% of

gross

5.8% of

gross

6.4% of

gross

6.0% of

 gross

Fleet Service DBP: None 1.19% x FAE x

YOS 

Yes: IAM-

NPP

None Yes; IAM

- NPP

None

DCP: 100%

match up

to 5.5% 

matching plan

based on YOS:

to 50% match

up to 6%

None 100%

match

up to

7.3%

None 2%  plus

100% match

up to 5%

Cost: 4.4% of

straight

time

8.8% of

gross

6.5% of

gross

5.8% of

gross

5.0% of

gross

6.0% of

 gross

 Note: Cost to employer estimated assuming 80% participation to DCP.
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F. Medical Care

64. A third major element of compensation is health care. The Company’s

analysis of other airlines conducted in mid-2011, revealed that contributions for active

employees represented by the TWU were already in line with industry standards. The reported

composite employee contribution as a percent of the total cost was 19 percent — the same as

Continental, and higher than United, Southwest, US Airways. Only Delta was higher at 21

percent. Here again, the Company demand for an “equivalent” employee contribution of 21 to 27

percent is unnecessary since it goes beyond the competitive norm.  25

65. The Company demand of the TWU exceeds, by a wide margin, that

required in the other (successful) 1113(c) cases in the airline industry. At US Airways for

instance,  the Fleet Service, M&R, and Stores groups agreed to a three-tiered Preferred Provider

Organization (PPO) Plan which varied employee contributions from 7, 14 or 19.4 percent of the

cost depending on the selected plan design (i.e. deductibles, co-insurance and out-of-pocket

maximums). Suffice to say that the plan option calling for the lowest contribution (7 percent) is

far superior in coverage than either of the American’s proposed plans requiring 21 percent. 

66. At United, the ground service employees agreed to a PPO initially

requiring a 20 percent employee contribution for single or family coverage. Significantly, the

employee contribution increase is subject to a 7 percent annual cap. Accordingly, the

contribution today is significantly less than 20 percent. As with US Airways the United plan

design with a fixed annual deductible of $250 and out-of-pocket maximum of $1,500, is superior

25 The Company proposes a 3-option program. The top level (“Value” Plan) requires the employee to pay

22% for single coverage and 29% for family coverage – a composite of 27%; the “Standard” and “Core” plan

options require 17% for single subscribers and 22% for families — or a composite of 21%. See Wright Decl. at ¶ 27.
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to the best option (22% single/29% family) offered by American.

67. When Northwest sought consensual agreements from its ground service

employees in the 2006 bankruptcy it proposed that employees pay 15 percent of required

contributions to a quality PPO. The employee contribution was subject to a maximum annual

increase of 8 percent. The plan called for an annual deductible for single/family of $350/$700 for

both in-network and out-of-network. The out-of-pocket employee maximums were $2000 and

$4000 for single and family subscribers respectively. The cap on contributions caused the

employee share to fall over the term. Apart from much lower contributions, the design features

of the Northwest Plan provided coverage far superior to that offered by American in this case.

Table 13 - Summary of Active Employee Health Insurance Plans - Comparative Airlines 2012

Active Employees in Ground Service

AA Prop. COA UAL SWA USA DAL

Annual Deductible:

Ind/Family

$300/

$900

None $250/

$500

$200/

$300

$225/

$450

$500/

$1,500

Co-Insurance: 80/20 100% 80/20 80/20 90/10 80/20

Out-of-Pocket Max:

Ind./Family

$2,750/

$8,250

NA $1,500/

$3,000

$2,500/

$2,500

$1,500/

$3,000

$2,500/

$5,000

Drug Co-Pay:

   Generic (min/max)

   Formulary (min/max)

   Non-Form (min/max)

$10 ($20/$75)

30% ($40/$150)

50% ($70/$180)

$5

$25

$50

20%

credited to

deductible

$0

20%

credited

to

deductible

$15

$30

$50

$10

25% ($30/$75)

25% ($50/$125)

Employee Cont. Share: 22% Ind.

29% Fam.

20% 13% 0% 14%

Notes: AA proposal for “Value” Plan which is most popular plan with TWU members (90%); features are for in-

network where applicable for plans most comparable to AA “Value” Plan.
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 G. Pay Levels Upon Exit From Bankruptcy

68. It is clear that under the Company’s present demands the pay, pensions,

medical and overall compensation for TWU-represented employees will be well below the

airline market. The Company, through expert Jerrold A. Glass, seems to argue that this result is

consistent with prior airline bankruptcy experience.  This conclusion is false with respect to26

ground service employees. The United example cited by Mr. Glass relating to the Mechanic &

Related and Fleet Service workers uses UAL wage rates which are inaccurate.  

69. On January 31, 2005, the court granted United interim relief from the

Mechanic & Related Agreement under Section 1113(e), following the Aircraft Mechanics

Fraternal Association, (AMFA) membership’s rejection of the tentative agreement reached on

January 28, 2005. That relief, by the Court’s order, ran from February 1, 2005 through May 31,

2005, and imposed a 9.8 percent pay reduction plus a reduction in sick leave pay. The pay

reduction applied to base rates, license and skill premiums. United and AMFA ultimately ratified

an agreement which became effective July 1, 2005. The agreement reversed the interim pay cuts

by increasing base rates, skill pay, and license premiums in 2 steps by 8.17 percent effective

January 1, 2006. When United emerged from bankruptcy in February 2006, the aircraft mechanic

rate was $30.24 – not the $26.74 reported by American’s expert. The rate cited by Mr. Glass

excludes skill pay which at UAL is built into the base rate, and reflects the rate pursuant to the

temporary 1113(e) relief which expired well before United exited from bankruptcy. The

accurate before and after picture on United is illustrated in Table 14.

26 See Glass Decl. at ¶ 42
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Table 14

A&P Mechanic – TOS Hourly Rate Including License, Skill, and Longevity

Airline Prior To UAL Rsx

Ch. 11 Filing Dec. 2002

Following UAL Rsx

Ch. Exit Feb. 2006

United $35.04 $30.24

Alaska

American

Continental

Delta

Northwest

US Airways East

27.87

34.52

32.80

33.47

33.39

28.21

31.12

31.01

31.51

27.64

36.14

24.77

Average

UAL Rank

UAL as % of Avg.

31.71

1

110.5%

30.37

5

99.6%

Note: The CO Rate of $32.80 was effective January 1, 2003.

 

70. It is apparent that entering the 1113(c) process United mechanics were at

the top of the industry. Following restructuring through the bankruptcy process United

mechanics emerged with average pay levels which put them in the middle of the competitive

range. As noted above this is in sharp contract with the American situation where AMTs go into

bankruptcy with the lowest pay levels among their peers in the industry as defined by the

Company’s expert.   

71. I have also analyzed the wage data for fleet service employees at United

before and after Section 1113 restructuring. Again I have found that the Company’s expert

applied the wrong rates in his analysis.

72. On January 6, 2005, the Court granted United interim relief under Section

1113(e) from the International Association of Machinists and Aerospace Workers (IAM)

Agreements which included Fleet Service workers (titled Ramp Serviceman on UAL). That

relief which began on January 6, 2005 was extended to May 31, 2005. The 1113(e) process
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imposed a 11.5 percent pay reduction and reduced sick leave compensation. United and the IAM

ultimately reached a tentative agreement on June 16, 2005 which was ratified by the members.

The agreement became effective July 1, 2005 and reversed the interim pay cuts by increasing

longevity and line premiums to pre-bankruptcy levels, and rolling back the 11.5 percent cut to

5.5 percent – an effective wage increase of 6.78 percent. When United emerged from bankruptcy

in February 2006, the Ramp Serviceman rate (excluding line premium) was $19.82 – not the

$18.55 reported by American’s expert which, once again, was the rate imposed pursuant to the

temporary 1113(e) relief which expired well before United exited from bankruptcy. The

accurate before and after picture at United is illustrated in Table 15.

Table 15

Fleet Service – TOS Hourly Rate Including Longevity

Airline Prior To UAL Rsx

Ch. 11 Filing Dec. 2002

Following UAL Rsx

Ch. Exit Feb. 2006

United $23.69 $19.82

Alaska

American

Continental

Delta

Northwest

US Airways East

19.70

23.01

20.65

21.77

20.35

19.64

20.80

20.54

20.64

19.58

20.35

17.00

Average

UAL Rank

UAL as % of Avg.

$20.85

1

113.6%

$19.82

5

100.0%

Note: CO rates reduced April 2005 by estimated 4%

H. Conclusions On Compensation Comparisons

73. With respect to the TWU group, the Company’s demands for changes in

scope alone eliminate any competitive labor cost disadvantage. The additional demands for

reduced compensation are completely unnecessary to achieve the competitive labor cost
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objective contemplated by the Section 1113(c) process. The cuts in compensation – including

pensions, health insurance, vacations, sick leave and shift differentials – drive the key TWU

classifications to the absolute bottom of the competitive airline market. This overkill has created

an ill-conceived and unfortunate obstacle to a voluntary settlement. 

74. Contrary to the TWU experience in this case, pay levels for ground

service employees in other airline bankruptcies were at the very top of competitive peer group

when entering the 1113(c) process. Such was the case with United and Northwest as recounted

above.  Following restructuring in bankruptcy United mechanics and fleet service workers were27

placed at a normative – or average – level within the industry. By contrast the Company’s

demand for compensation cuts in this case, which places the TWU at the very bottom of the

industry, is both unreasonable and unnecessary and provides good cause for rejecting the

Company’s proposal.

VI. THE COMPANY HAS IGNORED TWU PROPOSALS FOR FINANCIAL
R E T U R NS  C H A R A C T E R I S T I C  O F  S U C C E S S FU L  A I R L I N E
RESTRUCTURINGS

75. The Company has relied heavily on precedent and practice established in

prior airline bankruptcies in support of concessions such as pensions and outsourcing. Yet it has

ignored terms of these prior agreements favorable to employees. For example, in all prior

Section 1113(c) proceedings involving ground service employees, the airline had agreed to terms

which (a) softened the impact of outsourcing on affected individuals, and (b) provided “up-side”

27 Northwest filed in September 2005. At that time the AMT total rate was $36.69, number one in the industry

with the exception of Southwest at $37.30.
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financial returns to surviving employees. In this case American has rebuffed all such proposals

by the TWU except for the continuation of a profit sharing plan.

A. Early-Out/Enhanced Severance

76. US Airways, United and Northwest each provided an “early-out” or

enhanced severance package to ground service employees displaced as a result of the terms of

the  restructuring agreement(s). The terms are briefly summarized as follows:

US Airways — Eligible employees must have at least 15 years of service;
received $17,500 in cash, one-year of health insurance coverage at active
employee contribution rate, and lifetime travel pass for self and
dependents.

United — Eligible employees must be at least age 45 with 15 years of
service; received $500 per year of service up to $12,500, lifetime travel
pass same as retiree.

Northwest — Eligible employees (no age or service requirement) receive
4 week’s pay after completion of 1-3 years plus 2 week’s pay for each
additional year of service up to 20 week’s pay after 10 years of service. 

By contrast, as evident by American’s March 22, 2012 proposals, the Company has not only

refused to enhance severance benefits, they proposes to eliminate the existing benefit which

calls for a $12,500 moving allowance to laid off employees forced to move from their home

station.  28

B. Financial Returns

77. In all prior cases resulting in consensual agreements arising out of the

1113(c) process, the employees were granted some form of financial return in consideration for

concessions:

28 AA Ex. 1209, 1136 et. al.
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US Airways — M&R employees received equity equal to 4.4 percent (Fleet
Service 1.9 percent) of common stock issued by US Airways Group Inc. upon
consummation of its Plan of Reorganization; plus profit sharing equal to 10
percent for pre-tax margin between .1 percent and 5 percent, plus 25 percent of
pre-tax profit above a 5 percent margin. 

United — Ground employees received profit sharing equal to 15 percent of pre-
tax profit beyond $10 million; convertible notes equal to $60 million (IAM only);
Success Sharing Plan based on executive program with payout from .5 percent to
2.0 percent; a claim equal to equity or any other consideration received by any
general unsecured creditor equal to 30 months of concessions divided by the total
amount of pre-petition general unsecured claims.

Northwest — Profit sharing equal to 10 percent of pre-tax profit after $1 million;
and a claim of $181 million (IAM only), 20 percent sold and distributed before
Northwest’s exit from bankruptcy.

VII. THE TWU HAS RESPONDED WITH PROPOSED AGREEMENTS WHICH
MEET THE COMPANY’S FINANCIAL IMPERATIVE 

78. The TWU has engaged the Company in intense negotiations in an effort to

reach mutually acceptable agreements. Commencing on or about February 1, 2012 and

continuing throughout the post-petition period, the TWU has set forth terms of an agreement

which in its best judgment would be ratified by TWU members. The last iteration of the TWU

position, when reasonably valued, will produce savings to American averaging over $350

million over a 6-year contract term. The distribution of the savings proposed by TWU bargaining

unit is summarized in Table 16.
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Table 16  – TWU Proposal

Average Annual Savings Over 6-Year Period in $Millions

Unit Date Valuation A* Valuation B** Valuation C*** Job

Reduction

Mechanic & Related

Fleet Service

Stock Clerks

Dispatchers

Maintenance Control Techs.

Instructors

Simulator Technicians

March 21

March 9

March 29

March 23

March 22

February 28

February 28

$164.70

$126.30

  $16.60

    $3.27

    $2.27

    $1.83

    $0.58

$181.30

$136.80

  $18.00

    $3.27

    $2.27

    $1.83

    $0.58

$181.30

$143.30

  $18.00

    $3.27

    $2.27

    $1.83

   $0.58

2,079

2,202

   228

       1

     12

       0

       7

Totals

Percent of AA Demand

Difference from AA Demand

$315.7

81%

($74)

$344.1

88%

($46)

$350.6

90%

($39)

4,529

51%

Notes:

* Values using Company assumed vendor rates and Company assumption re junior employee outsourced

** Values using Company assumed vendor rates and average employee outsourced

***Values using Company vendor rates for M&R; vendor rate of $15.00 for FSC; avg employee outsourced

For comparison purposes the Company’s proposal of March 22, 2012 is summarized in Table

17: 

Table 17  – American Airline Proposal

Annual Savings Over 6-Year Period in $Millions

Unit Date Valuation A* Valuation B** Valuation C*** Job

Reduction

Mechanic & Related

Fleet Service

Stock Clerks

Dispatchers

Maintenance Control Techs.

Instructors

Simulator Technicians

March 22

March 22

March 22

March 22

March 22

March 22

March 22

$213.1

$152.0

 $21.0

   $3.2

   $3.5

   $2.2

   $0.7

$247.2

$171.3

 $22.2

   $3.2

   $3.5

   $2.2

   $0.7

$247.2

$186.8

  $22.2

   $3.2

   $3.5

   $2.2

   $0.7

4,620

3,903

   267

     14

     17

       0

       7

Totals

Percent of AA Demand

Difference from AA Demand

$395.7

101.5%

$5.7

$450.3

115.5%

$60.3

$465.8

119.4%

$75.8

8,828

Notes:

* Values using Company assumed vendor rates and Company assumption re junior employee outsourced

** Values using Company assumed vendor rates and average employee outsourced

***Values using Company vendor rates for M&R; vendor rate of $15.00 for FSC; avg employee outsourced
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79. Across all units, the TWU negotiators focused on contract changes which

produced hard-dollar savings while protecting as many positions as possible. In the end, the

TWU position, collectively, will generate 90 percent of the $390 million savings target set by

American for the TWU — a target which was inappropriately and arbitrarily set, at least, $40

per year too high. If the savings target were properly set, the TWU offer would reach 100

percent of the savings objective. 

80. Even if all fundamental differences in valuation assumptions and methods

are ignored and the TWU position is priced completely on the Company’s terms, the proposal

meets 74 percent of the  $390 million target, and 90 percent of the target properly adjusted by

$40 million. 

81. The TWU effort, as noted, involves the adoption of a form of concession

which preserves as many jobs as possible. This approach not only protects the working lives of

individual members, it also maximizes the value of jobs which ultimately are abolished and thus

prevents further carnage. Focusing on productivity and efficiency improvement lowers staffing

requirements. The redundant positions are abolished at the full cost of the employee as compared

with the smaller, net savings occurring when the position is back-filled by a outsourced

employee. The approach pursued by the TWU saved 50 percent of the jobs otherwise sacrificed

under the Company’s specific demands.   

A. Mechanic & Related

82. Negotiations over changes in the M&R agreement are complex. It is the

contract with the most individual classifications, covering the most diverse functions and wage

levels. Additionally the M&R group is confronted with the most radical parts of the Company’s

agenda for labor cost reductions — the Company proposed to terminate over 4,600 jobs or 40
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percent of the entire unit. The TWU’s alternatives to outsourcing involve complicated

operational change in the manner of organizing work crews, schedules and work stations. The

proposed complex of contract changes were demonstrably sound and workable, but ultimately

rejected by the Company as indicated by its March 22nd term sheet. 

83. The differences between the parties are detailed in Attachments A and B.

The nature and magnitude of the differences are summarized below in Table 18:  

Table 18 - TWU and American – Differences in Positions – Mechanic & Related

Average Annual Savings (cost) over 6-year Period in $Millions

Item TWU American Difference

Pension

Wage Increase

Health Insurance

Outsourcing

$31.5

($11.1)

$2.6

$63.1

$40.6

0

$14.8

$80.3

 $9.1

$11.1

$12.2

$18.2

Valuations $16.6

Note: Values are those under Company’s assumptions and methods; valuation difference is difference under

TWU proposal with respect to the use of the junior verses the average employee.

84. Table 18 indicates that — under the Company’s pricing — $32.4 million,

or 67 percent, of the $48.4 million deterrence between the M&R negotiators is explained by the

pension, wage and health insurance issues. Recall that the Company position on theses is wholly

unnecessary to establish competitive compensation with industry peers.  About 38 percent of the2 9

difference is attributable to the outsourcing issue. But nearly all of that is erased by accounting

for the “permeant” value to the Company associated with outsourcing major maintenance

functions.

29 The TWU has agreed to freeze the defined benefit plan and replace it with a defined contribution plan with

company contribution levels comparable to the airline peer group.
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B. Fleet Service

85. The FSC negotiations have been less complicated than others only

because they involve a singular classification, with significant, but simpler issues. The Company

demands savings from the FSC group averaging $150 million per year. I believe that if the TWU

proposals were properly priced, the TWU offer would generate $143 million, or 95 percent of

the savings target. The Company proposed outsourcing of FSC functions creates the main

obstacle to a consensual agreement. The Company asks to terminate over 3,900 jobs – 38 percent

of the FSC population. No function is spared under the Company proposal which includes all of

cabin service, cargo handling, aircraft fueling, bag transferring and expediting, bus driving, and

the complete abandonment of line stations with fewer than 20 daily departures.  

In an effort to reach agreement the TWU consented to 56 percent (in terms of jobs) of the

Company outsourcing proposal. Nevertheless, there is a perceived difference of $24 million

which is explained in major part by the pension and health insurance issues and differences in

valuation. See Attachments C and D.

Table 19 - TWU and American – Differences in Positions – Fleet Service

Average Annual Savings (cost) over 6-year Period in $Millions

Item TWU American Difference

Pension

Health Insurance

Outsourcing

Wage Reduction

$17.7

$2.5

$41.1

25.4

$24.5

$15.9

$66.7

0

 $6.8

$13.4

$25.6

$25.4

Valuations $17.0

Note: Values are those under Company’s assumptions and methods; valuation difference is the difference under

TWU proposal with respect to the use of the junior verses the average employee, and vendor rate.

86. As indicated in Table 19, the TWU has agreed to close the gap between

the parties with respect to the outsourcing issue by reducing base wages by an equivalent amount
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savings (5 percent wage reduction). The Company’s’s insistence that the savings be produced

exclusively by outsourcing is unnecessary to reach the economic objective, and obviously

threatens ratification by those whose jobs are terminated. The balance of the $24 million

difference (using the Company’s price-outs) is explained by the Company’s position on pension

and health insurance — cuts in compensation which drive the FSC to the bottom of the industry,

and accordingly, are unnecessary to achieve a labor cost competitive position with this group. 

87. In the last analysis, the difference between the parties with regard to the

Fleet Service group could be resolved if the Company took a more reasonable be approach in

pricing the outsourced jobs. First, as noted above, the assumed vendor rate of s artificial.

Given industry precedent the rate is closer to $15.00. The difference drives another $6.5 million

per year, and saves 104 FSC jobs. In my opinion, it is imprudent to terminate 104 employees

without receiving actual vendor bids for the work. Secondly, pricing a lost job at the minimum

rate under the FSC contract ignores the long-term value to American in abandoning the fleet

service business. Accounting for this value adds another $10 million per year under the TWU

proposal and saves another 160 TWU members. 

C. Store Clerks

88. Notwithstanding the Company’s March 22, 2012 proposal (which is

priced at over $21 million per year), the savings target for the Store Clerk Group is $18.8 per

year. The TWU’s last offer produces $16.6 million or 88 percent using the Company valuation

and $18.0 million or 96 percent using my valuation. See Attachments E and F Again, the TWU

has attempted to reach the Company’s demand for outsourcing — 85 percent has been agreed to.

As indicated below, the entire difference between the parties is accounted for by the wage,

pension and health insurance issues.
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Table 20 - TWU and American – Differences in Positions – Store Clerks

Average Annual Savings (cost) over 6-year Period in $Millions

Item TWU American Difference

Pension

Health Insurance

Outsourcing

Wage Increase

$2.4

$0.3

$11.2

($1.9)

$3.1

$1.7

$12.5

0

 $0.7

$1.4

$1.3

$1.9

Valuations $1.4

Note: Values are those under Company’s assumptions and methods; valuation difference is the difference under

TWU proposal with respect to the use of the junior verses the average employee.

89. Based on the Company valuations there is an apparent gap between the

TWU and American of $2.2 million per year. It is clear that all of this is caused by the

Company’s proposed replacement DC plan and health insurance – both of which are below

airline market levels. Alternatively, the difference is nearly eliminated by recognition of the

valuation difference discussed above and common to all groups subject to outsourcing.

D. Dispatchers, Maintenance Control Technicians, Instructors and Simulator
Technicians

90. The remaining four TWU bargaining units make up 2 percent of the TWU

members and accordingly, are asked to deliver a proportionate amount of the total savings. The

specialized occupations covered by these agreements are not subject to outsourcing under

American’s proposal. Negotiations have led to differences – with regard to values – fully

explained by the pension and health insurance issues. In fact, the TWU’s position excluding

pension and health insurance, would result in savings from theses groups which meet or exceed

the original savings targets set under the Section 1113(c) petition. 
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Table 21  – Comparison of Proposals Against Targets

Annual Savings Over 6-Year Period in $Millions

TWU Unit

Original 

Savings

Target

TWU Proposal American Proposal

$Millions % of Target $Millions % of Target

Mechanic & Related

Fleet Service

Stock Clerks

Dispatchers

Maintenance Control Techs.

Instructors

Simulator Technicians

$212.0

$150.0

  $18.8

    $3.2

    $3.4

    $2.2

    $0.7

$181.30

$143.30

  $18.00

    $3.27

    $2.27

    $1.83

   $0.58

86%

96%

96%

102%

67%

83%

83%

$247.2

$186.8

  $22.2

   $3.2

   $3.5

   $2.2

   $0.7

117%

130%

118%

100%

103%

100%

100%

Totals $390.3 $350.6 90% $465.8 119%

Notes: Values based on Company vendor rates for M&R; vendor rate of $15.00 for FSC; and average employee

outsourced.

VIII. CONCLUSION

91. The TWU has bargained in a good faith in an effort to reach consensual

agreements which could potentially be ratified by its members. The proposed agreements in the

aggregate produce $350 million in annual labor cost savings which represent 90 percent of the

original savings target demanded by American. These savings are based on calculations which

account for only part of the legitimate valuation issues that I have raised with the Company. 

92. Moreover, the Company erred in its original determination of the savings

target requested of the TWU. If the Company were to apply the methodology which has been

characteristic of prior airline labor cost restructurings – both in and out of the Section 1113(c)

process – the demand of the TWU would be, at least, $40 million per year less. If the savings

target were fairly and properly determined, the TWU’s proposal would meet 100 percent of the

amount necessary to meet its fair contribution to the business plan’s labor cost objective.

American’s demand for more is unfair and excessive.  
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I declare under penalty of perjury that the foregoing is true and accurate to the best of my

knowledge and belief.

Thomas R. Roth
President,
The Labor Bureau, Inc.

May 3, 2012
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