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2 for Entry of Order Pursuant to U.S.C. 1113 Authorizing
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9

10 Doc. #1244 Motion To Stay Filed By Nathan Davidovich On

11 Behalf of Renee Rios-O'Donnell

12

13 Doc. #2213 Joinder of the Official Committee of Unsecured

14 Creditors to the Debtors Objection to Motion of Renee Rios-

15 O'Donnell for Relief from the Automatic Stay (related

16 document(s)1854, 1244)

17

18 Doc. #2240 Motion to Reject Lease or Executory Contract -

19 Eighth Omnibus Motion of Debtors for Entry of Order Pursuant

20 to 11 U.S.C. 365 and Fed. R. Bankr. P. 6006 to Reject

21 Certain Aircraft Leases

22

23 Doc. #2189 Application to Employ/Application of Debtors

24 Pursuant to 11 U.S.C. §327(e) and Fed. R. Bankr. P. 2014(a)

25 for Authority to Employ and Retain Brinks Hofer Gilson &

Page 2

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 2 of 315]



AMR CORPORATION

1 Lione as Intellectual Property Counsel for the Debtors Nunc

2 Pro Tunc to the Commencement Date

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 Transcribed by:  Dawn South, Sherri L. Breach

Page 3

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 3 of 315]



AMR CORPORATION

1 A P P E A R A N C E S :

2 PAUL, HASTINGS, JANOFSKY & WALKER LLP

3      Attorneys for the Debtor

4      875 15th Street, NW

5      Washington, DC 20005

6

7 BY:  JACK GALLAGHER, ESQ.

8      SCOTT M. FLICKER, ESQ.

9      JEAN M. GUTIERREZ, ESQ.

10      MARK D. POLLACK, ESQ.

11

12 WEIL, GOTSHAL & MANGES LLP

13      Attorneys for the Debtor

14      767 Fifth Avenue

15      New York, NY 10153-0119

16

17 BY:  LAWRENCE J. BAER, ESQ.

18      ALFREDO R. PEREZ, ESQ.

19

20

21

22

23

24

25

Page 4

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 4 of 315]



AMR CORPORATION

1 SKADDEN, ARPS, SLATE, MEAGHER & FLOM LLP

2      Attorneys for the Unsecured Creditors' Committee

3      Four Times Square

4      New York, NY 10036

5

6 BY:  JOHN WM. BUTLER, JR., ESQ.

7      JAY M. GOFFMAN, ESQ.

8

9 JAMES & HOFFMAN

10      Attorneys for APA

11      1130 Connecticut Avenue, NY

12      Suite 950

13      Washington, D.C. 20036-3904

14

15 BY:  DAVID P. DEAN, ESQ.

16      KATHY L. KRIEGER, ESQ.

17      EDGAR N. JAMES, ESQ.

18

19 STEPTOE & JOHNSON LLP

20      Bankruptcy Counsel for James & Hoffman

21      201 E. Washington, Ste., #1600

22      Phoenix, AZ 85004

23

24 BY:  JOSHUA R. TAYLOR, ESQ.

25

Page 5

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 5 of 315]



AMR CORPORATION

1 GUERRIERI, CALYMAN, BARTOS & PARCELLI, P.C.

2      Attorneys for APFA

3      1625 Massachusetts Avenue, N.W.

4      Suite 700

5      Washington, D.C. 20096-2248

6

7 BY:  ROBERT S. CLAYMAN, ESQ.

8      CARMEN R. PARCELLI, ESQ.

9      PAUL E. KNUPP, III, ESQ.

10

11 SNR DENTON US LLP

12      Attorneys for PBGC

13      1221 Avenue of the Americas

14      New York, NY 10020-1089

15

16 BY:  CAROLE NEVILLE, ESQ.

17      GARY MEYEHOFF, ESQ.

18

19

20

21

22

23

24

25

Page 6

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 6 of 315]



AMR CORPORATION

1 LOWENSTEIN SANDLER PC

2      Attorneys for TWU

3      65 Livingston Avenue

4      Roseland, NJ 07068

5

6 BY:  SHARON L. LEVINE, ESQ.

7      S. JASON TEELE, ESQ.

8      JOHN K. SHERWOOD, ESQ.

9

10 DEBEVOISE & PLIMPTON LLP

11      Special Aircraft Counsel to Debtors

12      919 Third Avenue

13      New York, NY 10022

14

15 BY:  RICHARD F. HAHN, ESQ.

16

17 KAYE SCHOLER LLP

18      Attorney for AT&T, HMB, and NCC Charlie Company

19      425 Park Avenue

20      New York, NY 10022-3598

21

22 BY:  SCOTT D. TAIMADGE, ESQ.

23

24

25

Page 7

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 7 of 315]



AMR CORPORATION

1 VEDDER PRICE P.C.

2      1633 Broadway, 47th Floor

3      New York, NY 10019

4

5 BY:  MICHAEL J. EDELMAN, ESQ.

6

7 TOGUT, SEGAL & SEGAL LLP

8      Co-Counsel for the Committee

9      One Penn Plaza

10      New York, NY 10119

11

12 BY:  NEIL BERGER, ESQ.

13

14 U.S. DEPARTMENT OF JUSTICE

15      Attorney for the U.S. Trustee

16      33 Whitehall Street, 21st Floor

17      New York, NY 10004

18

19 BY:  BRIAN MASUMOTO, ESQ.

20

21

22

23

24

25

Page 8

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 8 of 315]



AMR CORPORATION

1 DAVIDOVICH LAW FIRM, L.L.C.

2      Attorney for Renee Rios-O'Donnell

3      219 S. Holly Street

4      Denver, CO 80246

5

6 BY:  NATHAN DAVIDOVICH, ESQ.

7

8 ALSO PRESENT:

9

10 MICHAEL EDELMAN, ESQ. (PH)

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Page 9

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 9 of 315]
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1                     P R O C E E D I N G S

2           THE CLERK:  All rise.

3           THE COURT:  Good morning, please be seated.

4           Are there any preliminary matters before we

5 proceed with the next witness who I believe is Mr. Resnick?

6           MR. POLLACK:  None from us, Judge.

7           THE COURT:  All right.

8           MR. POLLACK:  The debtors will call David Resnick

9 as our next witness.

10           THE COURT:  If you would swear the witness.

11           THE CLERK:  Please raise your right hand.

12      (Witness Sworn)

13           THE CLERK:  Can you please state and spell your

14 name for the record.

15           THE WITNESS:  David Resnick, R-E-S-N-I-C-K.

16           MR. POLLACK:  And for the record, I'm Mark Pollack

17 of Paul Hastings on behalf of the debtors.

18           As this is my first appearance of record I just

19 want to say I'm pleased to be here, Your Honor.

20           THE COURT:  Pleased to have you.  Good morning.

21           MR. POLLACK:  And before I get started I want to

22 tell you that we heard your message loud and clear

23 yesterday, and we have all attempted to truncate our

24 remaining examinations, and as you'll see there are a couple

25 of conventions I hope to adopt a streamline presentation
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1 this morning.

2 DIRECT EXAMINATION

3 BY MR. POLLACK:

4 Q    Mr. Resnick, can you tell us how you're currently

5 employed?

6 A    I'm a managing director and chairman of the global

7 financial advisory group at Rothschild.

8 Q    And what is the nature of Rothschild's business?

9 A    Rothschild is an investment bank that focuses on

10 assisting clients on advisory assignments, principally in

11 mergers, acquisitions, recapitalization, and restructurings.

12 Q    How long have you been working at Rothschild?

13 A    I've been at Rothschild since 2000.

14 Q    And can you brief tell the Court your particular

15 position and areas of responsibility there?

16 A    Yes.  I started running the global restructuring

17 business at Rothschild, and several years ago my

18 responsibilities increased to include overseeing two other

19 businesses, our debt advisory business and equity advisory

20 business globally along with restructuring.

21 Q    Are your background and experience more fully detailed

22 in the biography that was appended to your declaration

23 submitted in this case?

24 A    Yes.

25           MR. POLLACK:  And for the record I'm referring to
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1 Exhibit 301, which we will tender at the appropriate time,

2 that lays out the background and qualifications of the

3 witness.

4 BY MR. POLLACK:

5 Q    Beyond the information as described in your biography

6 in Exhibit 301, sir, have you previously had occasion to

7 testify as an expert witness?

8 A    Yes.

9 Q    Can you estimate approximately how many times you so

10 testified?

11 A    Including submitting declarations as part of

12 restructurings which, I've advised, I would say a dozen plus

13 times.

14 Q    Have some of those cases involved the airline industry?

15 A    Yes.

16 Q    Have some of those cases involved comparable motions to

17 reject collective bargaining agreements under Section 1113?

18 A    Yes.

19           MR. POLLACK:  Judge, absent objection I'm going to

20 tender Mr. Resnick as an expert based on this truncated

21 record.  Obviously if there is concern we will more fully

22 examine him on his background and qualifications.

23           THE COURT:  All right.  And I don't know how

24 truncated the record is, obviously these -- you've proffered

25 all his qualifications in the -- in his declaration, which
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1 we've alternatively been referring to these things as

2 reports or directs.  Any objection?

3           MS. LEVINE:  Your Honor, I'm not sure if it's an

4 objection or clarification.

5           One of the questions was with regard to the fact

6 that he's testified in connection with 1113 matters.  I just

7 want to confirm that Mr. Resnick is being offered as an

8 investment banker with regard to financing, not as an

9 airline expert and not as a labor expert.

10           MR. POLLACK:  Absolutely, it's a helpful

11 clarification, we adopt it.  Thank you.

12           THE COURT:  All right.  With that any objection?

13           All right.  Be so witnessed as a witness in that

14 capacity.

15           MR. POLLACK:  Thank you.

16 BY MR. POLLACK:

17 Q    Mr. Resnick, was Rothschild retained by American

18 Airlines in connection with its bankruptcy proceeding?

19 A    Yes.

20 Q    Can you tell us approximately when?

21 A    Mid October of 2011.

22 Q    And what was the nature of that engagement?

23 A    The engagement was to advise American on alternatives

24 with respect to its capital structure, including evaluating

25 a possible reorganization or restructuring of the business.
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1 Q    Did Rothschild have any role in connection with the

2 review of American's business plan?

3 A    Yes.

4 Q    And would you describe the nature of that work?

5 A    Yes.  As part of our engagement we worked closely with

6 the company, with McKinsey when they became involved, and

7 with respect to our role helping set the financial metrics

8 that we believe outside analysts and the financial markets

9 would evaluate in terms of assessing American's viability

10 upon its reorganization.

11 Q    Okay.  You mentioned that you worked both with the

12 company and McKinsey.  Can you explain briefly the

13 respective roles and the functions that you and McKinsey

14 adopted?

15 A    Yes.  With respect to the -- to the business plan our

16 role was to work with the company and help develop the set

17 of financial metrics as I mentioned that we believe would be

18 important for research analysts, the capital markets to

19 evaluate a reorganized American.

20           McKinsey's focus -- and those financial metrics as

21 I mention in my declaration are EBITDAR, the operating --

22 operating profit, cash flow, liquidity, some of the credit

23 metrics.

24           McKinsey's focus in working with the company was

25 on the operational issues with respect to the airline,
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1 particularly the revenue and some of the non-labor cost

2 issues.

3 Q    Who are the principal points of contact within the

4 company that you worked most closely with?

5 A    Our primary point of contact was with Ms. Goulet.

6 Q    You were here in court yesterday and heard Ms. Goulet's

7 testimony?

8 A    Yes.

9 Q    Now you mention a few of the metrics that you reviewed

10 in connection with your engagement.  Can you explain why it

11 was important consider a variety of financial metrics?

12 A    Yes.  In our -- in my view looking at a range of the

13 key financial metrics is how outside analysts view the

14 company, they're not going to focus just on one because

15 there are a number that are important in the airline

16 industry, and the key financial metrics on which we focus

17 were EBITDAR, the -- essentially the earnings before

18 interest taxes, depreciation, amortization, and aircraft

19 rent, which is a good way to benchmark airlines without

20 respect to their capital structure in decisions relating to

21 financing, particularly with respect to aircraft as well as

22 taxes and interest.

23           So it's an apples to apples type comparison with

24 respect to profitability and cash flow, which can also be

25 effective with respect to evaluating leverage ratios.

Page 15

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 15 of 315]



AMR CORPORATION

1           And then we also focused on liquidity, because

2 this is an industry where fixed costs are high and the

3 industry is often affected by exogenous events beyond their

4 control, so maintaining a sufficient cash cushion is a

5 financial metric outside observes focus in evaluating the

6 business.

7 Q    And you prepared a declaration in this case?

8 A    Yes.

9 Q    Okay.  You have a binder in front of you, I believe the

10 Court has the same binder as do counsel.  If you'd open that

11 up to the first tab, which is your updated declaration.  Do

12 you have that in front of you?

13 A    I do.

14 Q    And that for the record is going to be marked as

15 Exhibit 300A.  If you'll flip to the signature page, does

16 this bear your signature, sir?

17 A    Yes.

18 Q    You signed it on April 9th; is that correct?

19 A    That's correct.

20 Q    Okay.  Do you adopt your testimony as described in this

21 declaration hear in court today?

22 A    I do.

23 Q    Sorry.  Now the declaration is styled is an update; is

24 that right?

25 A    Yes.
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1 Q    Had you previously submitted a prior declaration in

2 this case?

3 A    Yes.

4 Q    What occasion -- without getting into any specific

5 confidential information, what occasioned the revisions

6 leading to your updated declaration?

7 A    The revisions resulted from an update to the business

8 plan that the company made.  The company presented the

9 business plan to its stakeholders in early February, and as

10 typical, particularly with a large complex reorganization

11 and the financial model that exists in this case, the

12 company had noted a number of changes it would make to the

13 business plan since it presented the plan just because of

14 the change in time and events that had occurred since

15 presenting the business plan.

16           In addition the financial advisors for all of the

17 stakeholders had the opportunity to diligence the plan and

18 were continuing to do so, had indicated some issues that the

19 company went back and reviewed.

20           We had a number of those items that we felt were

21 meaningful, and when that happens in a case you typically

22 revise the business plan and update it, which we did in

23 between the time I submitted my original declaration to the

24 date of this updated declaration, and that led to a change

25 in some of the numbers in the declaration.
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1 Q    And did you incorporate those changes in your updated

2 declaration 300A?

3 A    Yes.

4 Q    All right.

5 A    I did.

6 Q    Now you described briefly your prior experience in the

7 restructuring industry.  In that experience is it -- did you

8 find it uncommon that companies update their business plans?

9 A    No, it happens all the time.

10 Q    In your experience do changes in underlying assumptions

11 sometimes as occasion change as to business plans?

12 A    Sometimes.

13 Q    You were here yesterday, you heard Ms. Goulet describe

14 the company's decision to freeze rather than terminate some

15 of its pension plans?

16 A    Yes.

17 Q    You're familiar with that decision?

18 A    I am.

19 Q    And you're aware, are you not, that that decision

20 occasioned a prior change in the company's business plan?

21 A    Correct.

22 Q    What was -- again, without getting into confidential

23 details, what was the impact of that change on the company's

24 business plan?

25 A    The impact of the change to freeze rather than
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1 terminate the pension plans had a significant impact on the

2 business plan, and most importantly it -- it led to an

3 increase in the need for cash, the uses of cash to pay

4 ongoing obligations to the plan.

5           Second it led to the company assuming a

6 significant amount of obligations -- financial obligations

7 in the unfunded pension liabilities, so those came onto the

8 company's balance sheet compared to the original plan, which

9 had an impact on the credit profile of the company.

10           And then in addition the -- because of the

11 increased cash costs the payments on the pension plan also

12 affected the EBITDAR.

13 Q    Now the increased cash demands occasioned by the

14 decision to freeze the pension plans, did that cause the

15 company to adjust in any fashion the amount of labor savings

16 it was seeking in this proceeding?

17 A    No.  The company made a decision that it felt that the

18 labor savings, it presented its original plan were necessary

19 for the reorganization and it -- the company made other

20 adjustments to the business plan rather than increase the

21 labor saving ask.

22 Q    Okay.  I'd like to direct your attention to paragraph 8

23 of your declaration.  Does that provide a summary of the

24 principal opinions you've rendered in your testimony?

25 A    Yes.
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1 Q    And I don't intend today to review each of these

2 conclusions in court, but I do want to highlight just a few.

3           MR. POLLACK:  And Your Honor, I want to note that

4 a series of foundational and other types of evidentiary

5 objections have been raised with respect to various

6 paragraphs in Mr. Resnick's declaration, so I hope to treat

7 with those in a quick and summary fashion, and obviously to

8 the extent that counsel has specific objections we'll deal

9 with those further on redirect.

10           THE COURT:  All right.

11           MR. POLLACK:  But I will try to do that

12 collectively to save some time.

13           THE COURT:  That's fine.  I did take a look at the

14 objections, and to the extent that they've been raised and

15 you need to address them that's fine.

16 BY MR. POLLACK:

17 Q    So let me wade into some of that now briefly, sir.

18           Have you summarized the various materials that you

19 reviewed and considered in forming the opinions and

20 conclusions in this case?

21 A    Yes.

22 Q    And does that summary appear as an Appendix B to your

23 declaration?

24 A    Yes.

25 Q    Okay.  And more particularly your declaration includes
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1 a variety of exhibits which graphically demonstrate some of

2 the conclusions you've reached; is that correct?

3 A    Correct.

4 Q    And in every case where there's an exhibit illustrated

5 in -- a graphic -- excuse me -- exhibited in your

6 declaration do you footnote and identify the source data

7 that you relied upon in reaching that conclusion?

8 A    Yes.

9 Q    Is the type of source data that that you considered in

10 reaching your conclusions the type of information that

11 financial analysts typically review in assessing the credit

12 profiles of businesses?

13 A    Yes.

14 Q    Can you generally and briefly explain how you and your

15 team went about identifying the particular metrics used for

16 the American business plan?

17 A    Yes.  Our approach was I believe consistent with the

18 approach all investment bankers use for evaluating companies

19 and their businesses.  We looked at a group of comparable

20 publicly-traded companies, we focus on publicly-traded

21 companies because the financial information on those

22 companies is available and we can analyze that data.  We

23 look at the public filings, the 10K's and the 10 Q's.  And

24 in addition because most companies do not project their

25 financial performance publicly beyond the current quarter in
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1 which they file we utilize research reports provided by Wall

2 Street analysts that often project out in the future based

3 on their judgment and experience on the company's

4 performance.

5           We try to obtain as many of those research reports

6 as would be available through sources that we have and the

7 company has.  We evaluate them, and what we wanted to do was

8 find a subset where the analysts were consistent in looking

9 at the key financial metrics and projecting them out.

10           So we had data on all of the companies in our

11 comparable -- our group of comparable companies from an

12 array of analysts and that's how we aggregated the data.

13           So there may be some research reports that had

14 information on several companies but not all, some research

15 analysts that had research on all the companies but only on

16 one or two of the metrics but not all that we were looking,

17 and that's how we -- we determined the data that we used.

18 Q    And to be clear the companies in the industry that you

19 focused on was the airline industry, right?

20 A    Yes.  Yes.

21 Q    Did you also review any historical data related to any

22 of the airlines?

23 A    Yes, we did look at historical data in two contexts.

24 We looked at our comparable subset on current performance,

25 so past quarter, latest 12 months.
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1           We also looked at the plans of reorganization from

2 other -- the other large network carriers that had filed for

3 bankruptcy, because we felt in providing the analysis to the

4 company on financial metrics that an assessment of how those

5 carriers develop their plans of reorganization and which

6 financial metrics they use was helpful data to consider.

7 Q    The plans of reorganization associated with the other

8 airlines, those dated back to the first half of this decade;

9 is that right?

10 A    That's correct.

11 Q    All right.  You nonetheless found those to be relevant.

12 Can you explain to the Court why?

13 A    Well in many cases one of the challenges bankers have

14 in doing analysis is you have to take the data that's

15 available to you.

16           So we looked back at the filings of the other

17 airlines at particularly United, Delta, Northwest, and US

18 Air, they filed several years ago, it would have been ideal

19 to have them in the similar point in time but that's --

20 that's not the case, but nonetheless because they face many

21 of the same issues of American how those management teams

22 developed their plans of reorganization, what financial

23 metrics they focused on and projected -- because you have to

24 provide projections in your disclosure statement -- that

25 data is useful to consider.
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1 Q    Okay.  So now for illustrative purposes I want to focus

2 on a few of the analyses that you detail in your

3 declaration.  And I'm going to start with the EBITBAR margin

4 metric, which I will direct your attention to paragraphs 26

5 and 27.

6           MR. POLLACK:  Your Honor, may I approach?

7           THE COURT:  Yes.

8      (Pause)

9 BY MR. POLLACK:

10 Q    Now, before I ask you any questions about that

11 particular document I just do want to caution you that this

12 exhibit like many in your declaration were redacted because

13 it contains forward looking, non-public information.  So I

14 want to be sensitive in your examination of this document

15 and the others this morning to protect the confidentiality

16 of that information.

17           First, can you explain why you believe EBITDAR

18 margin is an appropriate metric to evaluate airline

19 performance?

20 A    Yes.  As I mentioned earlier, EBITDAR, because it is

21 the operating performance of the company before interest,

22 taxes, depreciation, and amortization, aircraft rent, it

23 adjusts out, it excludes items that vary from airline to

24 airline.

25           So it's in our view and I think in financial
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1 analyst's view, generally the cleanest financial metric to

2 utilize to compare performance among airlines.

3 Q    And does that Exhibit 305 purport to compare American's

4 performance against the other airlines that are denoted on

5 the exhibit?

6 A    Yes.

7 Q    I see that there are two different charts shaded in

8 yellow for American airlines.  Can you explain the

9 difference -- again, without getting into the specific

10 numbers -- can you explain what those bars represent?

11 A    Yes.  We -- we looked at the projected in this case

12 2013 EBITDAR with the labor cost reductions.

13 Q    And that number is public?

14 A    And that number is public, yes.  With the one and a

15 half billion of labor cost reductions and then without labor

16 savings so you could see the differential and the impact of

17 the labor savings.

18 Q    Okay.  So let me first direct your attention to the bar

19 in the middle of the chart.  For the record that's the bar

20 with the labor savings projected in the business plan; is

21 that right?

22 A    Correct.

23 Q    And what did your analysis determine with respect to

24 how American would compare to the peer group that you've

25 identified under the business plan model?
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1 A    In our -- in our view we felt that the projected

2 EBITDAR margin for American for 2013 was reasonable, it's in

3 the middle of the pack, it's comparable to the other large

4 network carriers for the most part, it's less than some of

5 the low cost carriers that American competes with and we

6 think will increasingly compete with, and we felt that was

7 -- that was reasonable, particularly because the business

8 plan projects improvement in EBITDAR and the margin growing

9 over the period of the business plan.

10 Q    Okay.  And for the record to be clear this chart

11 depicts the EBITDAR margins estimated in 2013; is that

12 right?

13 A    Yes.  The first year -- assuming the company emerges

14 from Chapter 11 at the end of 2012 this would be the first

15 year that the company has emerged.

16 Q    Now you mentioned that this chart includes in the

17 comparator sects several of the low cost carriers?

18 A    Correct.

19 Q    Why did you deem that appropriate?

20 A    When -- when we developed the comparable set of

21 companies to compare American's performance we felt it was

22 appropriate to look at both large network carries and some

23 of the low cost carriers that American is increasingly

24 competing against.  In our view over the period of the

25 business plan and reflecting the changes in the airline
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1 industry that Mr. Kasper had discussed the large network

2 carrier such as American are increasingly competing with the

3 low cost carriers at many of their locations.

4           So as you look forward -- and this is the job of

5 the company in developing a credible business plan, to look

6 forward into the future, you never can project it perfectly,

7 you have to look at the competitive environment, and the

8 view if the company is going to be viable is that it has to

9 have the financial strength with respect to the balance

10 sheet and also the operating profit to be able to compete

11 successfully not just against the historic legacy carriers,

12 but also the low cost carriers that are in its market.

13 Q    And does this exhibit also reflect your findings with

14 respect to how American would relatively perform without the

15 one and a half billion dollars in labor savings requested in

16 its motion?

17 A    Yes.

18 Q    And what was your conclusion with respect to that?

19 Again without getting into the specific numbers.

20 A    Making that adjustment American's EBITDAR margin is at

21 the very low end of the chart to which you're referring me.

22 Q    And that's column depicted on the far right of the

23 chart?

24 A    On the far right of the chart.

25 Q    Based on your experience --
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1           THE COURT:  Counsel, can I ask just exactly what

2 information in this chart is confidential?

3           MR. POLLACK:  Yes.  Thank you, Judge.  The actual

4 EBITDAR numbers that appear at the end -- the lower portion

5 of the chart as well as the margin percentages as they

6 relate to American Airlines have not but publicly disclosed

7 as those are forward looking projections.

8           THE COURT:  All right.  So we're really talking

9 about two hard numbers and two percentages.

10           MR. POLLACK:  Correct.  Thank you.

11           THE COURT:  Thank you.

12 BY MR. POLLACK:

13 Q    Now with respect to the latter analysis -- or excuse me

14 -- the latter modeling without the labor savings in your

15 opinion, Mr. Resnick, would an EBITDAR margin at that level

16 be sufficient for American Airlines --

17           THE COURT:  Excuse me, somebody is live on the

18 line and shouldn't be.  So if you would fix that problem

19 we're in the middle of a witness examination here.

20           Thank you.  Proceed.

21 BY MR. POLLACK:

22 Q    Let me restate the question.

23           With regard to your analysis of American's

24 projected margin absent the requested labor savings in your

25 opinion would such a margin be sufficient for American
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1 Airlines to successfully reorganize?

2 A    No, it would not.

3 Q    Can you explain the basis for your view?

4 A    Yes.  It's important when a company reorganize to have

5 a set of financial metrics that outside observers and from

6 my perspective, the capital markets, financial analysts who

7 will evaluate the company's business plan and also parties

8 that in the future will need to provide capital to the

9 company can do a very similar analysis to what we're doing

10 here.  That's part of the reason why we do it, they will do

11 it as well to understand are the financial metrics of the

12 company both current and projected reasonable relative to

13 its competitors, do they indicate that the company will be

14 profitable going forward, have a balance sheet that will

15 give it the flexibility to absorb particularly in this

16 industry the exogenous events the companies have experienced

17 in the past?

18           And if when you reorganize a company in my

19 experience, this is what I do, you want to make sure when

20 the company emerges they are certainly as strong as they can

21 be financially, you don't want them at the low end of the

22 chart, that's not a recipe for a successful reorganization

23 and you risk like with US Air one the company goes back into

24 Chapter 11, that's not what you want to have happen.

25 Q    In the course of your work did you also compare the
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1 projected EBITDAR margins from American's business plan with

2 those contained within the plans of reorganization of the

3 other airlines you referenced earlier?

4 A    Yes, that notwithstanding they had reorganized several

5 years before we thought that was a useful data point to look

6 at when the company prepared its business plan.

7 Q    And what did you determine when you looked at those

8 points of data?

9 A    That the -- in this case the EBITDAR margins for those

10 airlines were generally in the range that American was using

11 for its business plan.

12 Q    Okay.  I want to talk to you about one additional

13 metric and then we'll wrap up, Mr. Resnick, and that is

14 liquidity.  And before I put an exhibit before you can you

15 briefly explain why from your perspective liquidity is an

16 important and relevant metric to assess?

17 A    Yes.  As I mentioned we looked at a range of financial

18 metrics.  Liquidity is a very important one for the airline

19 industry, and what we looked at there was the amount of cash

20 on the company's balance sheet, and to the extent it would

21 have a revolving credit facility that gave it availability

22 to borrow.  We looked at that number as a percentage of

23 revenue.  That's a common financial metric that companies in

24 the industry and analysts use to assess whether or not an

25 airline has sufficient liquidity to withstand the challenges
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1 that they face in their business every day.  Rising fuel

2 costs, exogenous events, all items that are beyond their

3 control, but in the past they've had a significant impact on

4 a company's financial performance.

5 Q    I want to draw your attention to Exhibit 310A in your

6 declaration.

7           MR. POLLACK:  Your Honor, may I approach again?

8           THE COURT:  Certainly.  Thank you.

9      (Pause)

10           MR. POLLACK:  And again for the record, Judge,

11 this exhibit likewise was filed in redacted fashion as it

12 contains forward looking data, non-public information

13 associated with the American Airlines projections.

14           THE COURT:  All right.  And what precisely is the

15 data?  Is it the number for American Airlines at the bottom

16 as well as the percentage?

17           MR. POLLACK:  Precisely.

18           THE COURT:  All right.

19 BY MR. POLLACK:

20 Q    So with that restriction in mind can you tell us what's

21 depicted in Exhibit 310A?

22 A    Yes.  This exhibit displays the ratio that I described

23 for 2013 in this case, projected cash, plus revolver

24 availability as a percentage of revenue.

25           This is that liquidity metric that companies in
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1 the industry outside parties evaluate and it shows that

2 American is slightly below the middle of the peer group for

3 2013.

4           I'd note also it's important in evaluating this

5 exhibit to look at footnote 26, because American's number

6 assumes that the company does go forward and obtain new

7 capital as --

8 Q    I don't want to discuss --

9 A    Right.

10 Q    -- the amount of new capital --

11 A    Right.

12 Q    -- okay.

13 A    So -- but I just wanted to point out that American's

14 number does include that.  So obviously if they change that

15 approach the ratio would change.

16 Q    I'm not sure we all heard your answer there.

17 A    Right.

18 Q    Can you -- can you elaborate on the effect of your

19 analysis without any capital assumed?

20 A    Yes.  Again, I was just pointing out you need to look

21 at this exhibit in the context of footnote 26 with respect

22 to American because it assumes new capital.  We've said the

23 company may, may not do that.  If it would not do that, does

24 a lower number, then obviously the ratio that's presented

25 here would decrease.
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1 Q    And --

2           THE COURT:  Counsel, the number in new capital is

3 likewise confidential --

4           MR. POLLACK:  It is, Your Honor.

5           THE COURT:  -- in footnote 26.

6           MR. POLLACK:  Thank you.

7           THE COURT:  All right.

8           MR. POLLACK:  And it's my understanding, and I --

9 the versions that we have filed publicly have the

10 appropriate redactions, the versions in the binders should

11 have highlighted those redactions so it'll be evidence upon

12 review.

13 BY MR. POLLACK:

14 Q    The projection that is portrayed in this exhibit, that

15 is the projection assuming American implements its business

16 plan; is that right?

17 A    Yes, with the requested labor savings as reflected in

18 the number in this exhibit.

19 Q    Okay.  If American does not obtain the labor savings

20 that it's requesting how would that impact liquidity levels?

21 A    If the labor savings are not included in that number

22 then the number would be meaningfully less and American

23 would -- would end up at the very right side of that chart.

24 Q    In that circumstance in your opinion would the result

25 in liquidity levels be sufficient for American to
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1 successfully reorganize?

2 A    I -- I do not believe so.

3           The general metric that most airlines and analysts

4 look to with respect to liquidity is on average about 20

5 percent, is kind of the target that -- that most airlines

6 look to, and if we made the change to exclude the labor

7 savings American's number would be below 20 percent, and

8 that -- that liquidity percentage was one of the financial

9 metrics, as I mentioned, that we evaluated along with

10 EBITDAR and several others as I mentioned in my declaration.

11 Q    Okay.  Lastly and very briefly, Mr. Resnick, you spoke

12 about the potential need to access the capital markets.

13           In your experience does a company's cost profile

14 impact the ability of that company to competitively access

15 capital?

16 A    Yes.

17 Q    Can you explain that relationship?

18 A    Yes.  The providers of capital, just like financial

19 analysts, will before deciding to provide capital the

20 companies will do the same type of financial analysis and

21 they will want to be certain given, they'll be taking a risk

22 whether they're investing debtor equity but certainly with

23 respect to unsecured debt or equity, that that the company

24 is a viable business, and if its financial metrics are

25 stronger consistent with its peer group that's a positive,
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1 if they're at the low end companies may not be able to

2 obtain capital, or if they do so it would be at a

3 significant cost to reflect the much greater risk of the

4 business.

5 Q    Thank you.

6           MR. POLLACK:  Judge, I have nothing further at

7 this time.

8           THE COURT:  All right.  It is 20 to 10:00 so I

9 think we have enough time to start doing cross, then we'll

10 take a break at 10 o'clock.

11      (Pause)

12 CROSS-EXAMINATION

13 BY MS. KRIEGER:

14 Q    Good morning, Mr. Resnick.

15 A    Good morning.

16 Q    It's good to see you again.

17           MS. KRIEGER:  Kathy Krieger from James & Hoffman

18 for the Allied Pilots Association.  Good morning, Your

19 Honor.

20           THE COURT:  Good morning.

21 BY MS. KRIEGER:

22 Q    I believe that you've previously testified you were

23 involved in the TWA restructuring as that financial

24 advisor --

25 A    Correct.
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1 Q    -- restructuring advisor?  And you testified at that

2 time that you evaluated TWA's business plan options as part

3 of the restructuring?

4 A    Correct.

5 Q    Specifically you focused on whether or not M&A, that is

6 acquisition by another carrier, for example, was going to

7 maximize value to the estate and your compared that to a

8 stand-alone plan?

9 A    Correct.

10 Q    And you said that that would be typical, you typically

11 compare a sale, for example, to a stand-alone as part of

12 reorganization?

13 A    Often if that -- if a sale is an alternative when we

14 evaluate alternatives we would compare it to a stand-alone

15 plan.

16 Q    And you also said that it's very typical to look at

17 synergies and other aspects of value coming from a

18 transaction with a third party that you wouldn't have in a

19 stand-alone?

20 A    Correct.

21 Q    And as I understand your testimony previously

22 Rothschild you stated has been working with American for

23 some period of time around consolidation opportunities?

24 A    Correct.

25 Q    And you've been doing so in a holistic process I think
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1 you described it?  I believe you use --

2 A    If that's -- if that's what I said then that's --

3 Q    That was your terminology, I don't know the holistic

4 process.  And considering alternatives such as merger and

5 consolidation all along?

6 A    Yes, that was part of our engagement.

7 Q    But that engagement is not the engagement for which

8 you're here in this restructuring proceeding?

9 A    Correct.

10 Q    What other engagement is that?

11 A    At the time I mentioned to Mr. Pollack in October

12 American reached out to us to seek additional advice with

13 respect to a possible restructuring of the company, and --

14 Q    And when you say additional advice that was advice in

15 addition to the consolidation evaluation you were doing all

16 along with them?

17 A    Correct.  At the time Rothschild and American had an

18 engagement letter that was operative and outstanding with

19 respect to a broad array of what we call strategic advice.

20 Q    And who were you intersecting with at American on that

21 strategic advice?

22 A    I was not involved in that engagement --

23 Q    When I say you I'm saying --

24 A    --  but --

25 Q    -- Rothschild.
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1 A    Yes.  In the prior engagement my colleague,

2 Mr. Lawrence, was working most closely with Ms. Goulet, with

3 Mr. Horton principally, as well as a number of senior

4 executives at American, but they were the two points of

5 contact.

6 Q    Do you happen to know whether Rothschild was also

7 working with Mr. Vahidi in the planning department?

8 A    Yes, he was someone that was involved in discussions.

9 Q    Okay.  And I believe that you've previously testified

10 that beginning in late October, that is October 27th, the

11 formal engagement you've been heading up involving this

12 restructuring proceeding here, the Chapter 11, at that time

13 the company already had a business plan?

14 A    Correct.

15 Q    And that was a plan that had been generated on an

16 ongoing basis by the internal financial planning group?

17 A    Yes, that was part of the ordinary course work that any

18 major company would -- would do in terms of looking at its

19 business plan and projecting for the future.

20 Q    Okay.  And do you know under whose direction that has

21 been going on?

22 A    Ms. Goulet.

23 Q    Okay.  And was Candice Irvin (ph) also involved in

24 that?

25 A    I'm sorry, could you repeat that?
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1 Q    Candice Irvin, I think is her name.

2 A    Yes, Ms. Irvin --

3 Q    Okay.

4 A    -- works with Ms. Goulet and she was also involved.

5 Q    Okay.  And I believe that you described your assessment

6 of AMR's internal work up to that point as thorough and

7 detailed?

8 A    I'm sorry, could you repeat that again?

9 Q    I believe you testified that in you view American's

10 internal planning and business planning work was thorough

11 and detailed?

12 A    Yes, correct.

13 Q    And at that time when you began your part of the

14 engagement in late October 2011 is it my understanding that

15 the existing company business plan you testified did not

16 reflect that the company would be filing for bankruptcy?

17 A    Correct.

18 Q    Did it reflect that that was one of the options that

19 had been modeled or considered?

20 A    I do not believe so.

21 Q    Okay.  And between the date that your engagement began

22 and November 29th, the date of the filing for bankruptcy,

23 that was about one month, as I understand it your initial

24 work was not to review the business plan but to help the

25 company make the decision whether or not to file for
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1 Chapter 11?

2 A    Correct, to assess the company's alternatives, which

3 included deciding whether or not to file to Chapter 11.

4 Q    Okay.  And when was that decision made?

5 A    It was made at a board meeting I believe on

6 November 28th or 29th of last year.

7 Q    And what recommendations did you make?

8 A    We presented a -- a presentation evaluating the

9 alternatives for the company, including looking at a filing,

10 and we presented to the board the advantages and

11 disadvantages of filing or not filing, and the board made

12 the decision to file.

13 Q    And what were the alternatives that you presented to

14 them to filing?

15 A    Well, what we compared to filing obviously was not

16 filing and looking at the risk of continuing on the path

17 that the company currently was on, which -- which we found

18 had significant risks going forward.

19 Q    And was that path that the company was currently on at

20 that time, was that the product of their business plan model

21 since Mr. Horton was the president of the company?

22 A    I would describe that the business plan on which the

23 company was analyzing alternatives and that we were using at

24 the time for our financial analysis was the business plan

25 that the company had in place.  What we tried to do was to
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1 look more broadly in the sense --

2           THE COURT:  Excuse me, somebody has an open line

3 again.  Would you please fix that immediately, and thank

4 you.  Sorry.

5           THE WITNESS:  And we tried to assess the -- the

6 issues of considering on the out-of-court path, what that --

7 BY MS. KRIEGER:

8 Q    I'm sorry, I didn't hear that word, the what path?

9 A    The out-of-court path --

10 Q    Out-of-court path.

11 A    -- and compare that to a Chapter 11 filing.

12 Q    And did both of those alternatives to Chapter 11 did

13 that involve a stand-alone business plan?

14 A    No, the business plan was already in place, it was what

15 the company had at the time.

16 Q    And what I'm saying is was that modeling only a stand-

17 alone business plan?

18 A    At that time it was the company's stand-alone business

19 plan, and the alternative that we were comparing was a

20 Chapter 11 filing versus continuing in the -- in the -- on

21 the path the company was on not filing for Chapter 11.

22 Q    And then the third alternative you mentioned was an

23 out-of-court restructuring to avert bankruptcy.  Was that

24 also one of the alternatives?

25 A    Well, that was the path the company was on, it was
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1 negotiating with its labor unions on -- on new contracts, it

2 was working internally as Ms. Goulet described to identify

3 whatever other non-labor cost savings it could achieve, and

4 moving forward to implement its business plan on the revenue

5 side.

6 Q    And I guess I'm confused because we have not heard of

7 an -- what the company was doing up until that point was an

8 attempt to work out of an out-of-court restructuring with

9 its unions as it did in 2002/2003.  Are you familiar with

10 that out-of-court restructuring?

11 A    I am.

12 Q    And that was not what American was doing in the time

13 leading up to your October engagement was it?

14 A    Well, I think you may be using the term out-of-court

15 restructuring differently.

16           What the company was considering at the time we

17 were involved was negotiating new agreements with its unions

18 that would generate cost savings which were important to the

19 company's viability going forward if you looked at the

20 business plan that existed at the time.  The company's

21 current business plan had significant challenges.

22           As Ms. Goulet mentioned the other day the company

23 had lost money for most of the past decade, I think with the

24 exception of two years, so the company was seeking to try to

25 identify where it was out of line with it competitors, it
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1 had identified its labor costs as a significant area where

2 it was out of line and was working not in a court proceeding

3 to negotiate new labor agreements.  That was the point I was

4 making.

5 Q    I see.

6 A    So that was the path the company was on.  And at the

7 board meeting what we compared that to was a different path,

8 and that was a path that involved a Chapter 11 proceeding.

9 Q    And as I said the path that the -- you described the

10 company was currently on at that time then was seeking the

11 types of labor cost reductions that would be necessary to

12 avert bankruptcy?

13 A    Well, I would say that would be necessary to produce a

14 successful and viable business.

15 Q    A success and viable business for the long run?

16 A    Yes.

17 Q    Okay.  And you were in court yesterday when Ms. Goulet

18 testified about the I guess late 2009 business plan that was

19 rolled out called Flight Plan 2020?

20 A    Yes, I heard that testimony.

21 Q    Okay.  And that that was -- the pillars of that plan

22 involved flying profitably and becoming viable for the long

23 run.  Is that the business plan that was in place at the

24 time that you came into your engagement in October?

25 A    I -- I don't know if that was the exact business plan.
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1 Q    Okay.  But you had not been told that they had changed

2 their plan from what had been previously filed in the SEC

3 filing?

4 A    No.

5 Q    Okay.  Now just so I understand, and you made the

6 recommendation -- or excuse me -- you presented

7 alternatives, and did you recommend in favor of the

8 alternative of an in-court restructuring?

9 A    Our -- our job was to analyze for the board the

10 alternatives, including a Chapter 11 filing, and we did that

11 in our presentation.  The board, using its business

12 judgment, made the decision to file.

13 Q    Okay.  So just so I'm clear, there was not an expert

14 recommendation, for example, an opinion given to the board

15 as to which would be the better course by Rothschild?

16 A    Correct.

17 Q    Okay.  And again so I'm clear, you mentioned another

18 consultant in the picture, McKinsey, which we've talked

19 about.  Had McKinsey been engaged at that time as part of

20 this decision making process whether or not to file for

21 Chapter 11?

22 A    No, they had not.

23 Q    And at what point did McKinsey come into the picture?

24 A    McKinsey became involved after the company filed my

25 general recollection is in November -- I'm sorry -- in
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1 December.

2 Q    Okay.  Now as I understand then following the petition

3 there was work on a business plan that ultimately became --

4 called the plan for success that was embodied in the

5 February 1st, 2012 presentation Ms. Goulet testified about

6 yesterday?

7 A    Correct.

8 Q    And was that plan for success model in development

9 during the period October 2011 to the date of the filing, do

10 you know had that started, had work on that plan started?

11 A    No.

12 Q    So it was not until after the petition was filed that

13 anybody began to envisage or work on what a restructuring

14 business plan might look like?

15 A    That's -- that's correct.  Although elements of the

16 previous business plan were utilized for the process, but

17 the effort began in earnest as you describe after the

18 filing.

19 Q    Okay.  And I believe you described the plan for

20 success, the post petition plan as having at least three key

21 components.  One was revenue improvement over the period of

22 the plan?

23 A    Correct.

24 Q    Another one was bringing labor costs to what the

25 company believes is benchmarked to it competitors?
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1 A    No, I think I said reasonable -- necessary for the

2 company to emerge from -- from Chapter 11 to restructure.

3 Q    Okay.  I'm -- do you recall testifying in your

4 deposition that --

5           MR. POLLACK:  Where at, counsel?

6           MS. KRIEGER:  Page 41 of the deposition transcript

7 that --

8           THE COURT:  I don't think he has the deposition in

9 front of him.  I just mention that because he was looking

10 for a binder.  I was looking through the binder and you

11 won't find it there.

12 BY MS. KRIEGER:

13 Q    Let me just ask you if you recall stating --

14      (Pause)

15 BY MS. KRIEGER:

16 Q    -- at page 41 of the deposition transcript.

17      (Pause.)

18           THE COURT:  All right.  If it's going to be a

19 delay if you just want to read it out loud I'll just listen

20 very carefully.

21           MS. KRIEGER:  I apologize.

22           THE COURT:  All right.  What page?

23 BY MS. KRIEGER:

24 Q    At the bottom of page 40 and the top of page 41.  And

25 top of page 41 beginning on line 2.
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1           MR. POLLACK:  Judge, excuse me, I would just ask

2 that the -- counsel would ask the witness to read the full

3 question and read the full answer and given the opportunity

4 to assess the full answer and question.

5           THE COURT:  All right.  What line on 40?

6 BY MS. KRIEGER:

7 Q    The question begins on line 16.  "What is it made up

8 of?"  And I was referring to the business plan.  "What does

9 that business plan consist of?  Does it have formulas,

10 programs, documents associated with it?"

11           And the witness answered:

12           "The business plan the company presented is a very

13 complex and detailed financial model that brings together

14 the many of the assumptions that the company uses to manage

15 its business in terms of fleet and scheduling and marketing,

16 assumptions of the industry and growth potential, and it has

17 several key assumptions.  One is around revenue improvement

18 over the six-year period, the other is bringing its labor

19 cost for both its union and non-union employees to what it

20 believes is benchmarked to its competitors.  And then it has

21 the other component of obtaining other cost savings in the

22 company, and those are what it describes as the three key

23 components of its plan."

24 A    Okay.  Can you just tell me where -- where you're

25 reading?  Just which -- is there like the page number from
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1 the deposition on there?

2 Q    Yes, page 40 and 41, beginning at the bottom of page 40

3 I read your answer, which begins as line 20 and continued

4 over to line 11 on page 41.

5 A    Okay.  It doesn't -- it doesn't look like that's in

6 this -- the same line in this version, but --

7           THE COURT:  You may be looking -- if it's a mini

8 transcript you may be looking at the bottom page.  There are

9 internal pages as well.

10 BY MS. KRIEGER:

11 Q    Forty, page 40?

12 A    Oh, page 40.

13 Q    I apologize.

14 A    Oh, that's what your handed me?

15 Q    Yes.

16 A    Right.

17 Q    Okay.  Yes.

18 A    Okay.  So got it.

19 Q    I apologize

20           THE COURT:  I made the same mistake initially as

21 well.

22           THE WITNESS:  Okay.  Well then I'm in good

23 company.

24           THE COURT:  Well, I don't know if I'd go there.

25      (Laughter)
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1 A    Okay.

2           MR. POLLACK:  Judge, while the witness is

3 reviewing the reference passage, I just want to reflect, I

4 don't think this is an appropriate line of questioning for

5 impeachment purposes.  The predicate question focused on his

6 testimony and it was vague at the time.  My assumption is

7 that the witness was keying on his testimony here this

8 morning.

9           THE COURT:  All right.  Well --

10           MR. POLLACK:  I think that's the basis --

11           THE COURT:  -- it's cross-examination --

12           MS. KRIEGER:  Yes.

13           THE COURT:  -- I'll let it --

14           MS. KRIEGER:  I was merely attempting and I was

15 not trying to impeach, but I originally was reading into

16 saying that you described the company's business plan as

17 having the three key components, and then read him his

18 description essentially, and I didn't expect to have to

19 impeach on that.

20           THE COURT:  All right.

21           MS. KRIEGER:  I understand it's 10 o'clock, are we

22 scheduled to do take a break?

23           THE COURT:  Yes, but I don't want to cut you off

24 in the middle of a thought, so at the next appropriate

25 opportunity in the next couple of minutes, if now is fine,
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1 but if you're in the --

2           MS. KRIEGER:  I'm fine to break right now.

3           THE COURT:  All right.  Mr. Resnick, you're

4 excused, you're still under oath.  We're going to do some

5 other business in the same case.  And thank you for the

6 courtesy of that, I didn't read any of the highlighting that

7 was in there.  And we'll reconvene at 11:00.

8           And so let me get appearances for anyone who is

9 going to be speaking at this hearing.

10           MR. PEREZ:  Good morning, Your Honor, Alfredo

11 Perez for Weil, Gotshal on behalf of the debtors.

12           MR. BERGER:  Good morning, Your Honor, Neil

13 Berger, Togut, Segal & Segal, co-counsel for the official

14 committee of unsecured creditors in the first matter on the

15 morning's calendar.

16           MR. DAVIDOVICH:  Good morning, Your Honor, Nathan

17 Davidovich behalf of Renee Rios-O'Donnell, the movant to set

18 aside the (indiscernible - 10:05:56.)

19           MR. HAHN:  Good morning, Your Honor, Richard Hahn,

20 special aircraft counsel for --

21           THE COURT:  All right, we can't hear you from back

22 there.  And hold on one second.  We have air on in various

23 places in the courtroom just so it doesn't get too hot, but

24 I think we can probably -- it's cool enough outside that we

25 can give it a rest for a little bit.  I know it presents
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1 challenges for trying to hear everyone.

2           Mr. Hahn, if you would state your appearance

3 again.

4           MR. HAHN:  Good morning, Your Honor, Richard Hahn

5 of Debevoise & Plimpton, special aircraft counsel for the

6 debtors.

7           MR. TALMADGE:  Good morning, Your Honor, Scott

8 Talmadge, counsel for AT&T, HNB, and NCC Charlie Company.

9           MR. MASUMOTO:  Good morning, Your Honor, Brian

10 Masumoto and Elizabeth Agasberni (ph) for the Office of the

11 United States Trustee.

12           MR. EDELMAN:  Good morning, Your Honor, Michael

13 Edelman (ph) from Better Price (ph) as special counsel for

14 U.S. Bank, N610, N620, N650, and 616.

15           THE COURT:  All right.  Good morning to you all.

16           Mr. Perez?

17           MR. PEREZ:  Yes, Your Honor.  Your Honor, we have

18 four matters on the agenda.

19           The first matter is a contested matter involving

20 Ms. Rios-O'Donnell.

21           The second matter, which is being handled by

22 Mr. Hahn I believe has been resolved, they just need to put

23 the agreement on the record.

24           And then the last two matters are the -- we're

25 present thing motion to reject the seventh omnibus motion to
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1 reject --

2           THE COURT:  All right.

3           MR. PEREZ:  -- and then the final is the -- is the

4 retention -- one of the retentions.

5           And Your Honor, for some reason I was told that I

6 needed to bring an extra copy of the order on the bar date

7 order, so I just wanted to make sure I didn't forget that.

8           THE COURT:  All right.  If you want -- do me the

9 favor of handing that up.  I know I've seen that, I don't

10 remember whether I've seen the electronic version, but thank

11 you very much for that.

12           MR. PEREZ:  Thank you, Your Honor.

13           The first matter is Mr. -- the motion to lift

14 stay.

15           THE COURT:  All right.

16           MR. DAVIDOVICH:  Good morning again, Your Honor,

17 Nathan Davidovich.

18           First of all I appreciate your continuing with

19 this hearing.  I received a call late -- which I only saw

20 late Saturday night -- that you wanted to adjourn it and I

21 was flying in from Israel, so I appreciate you not

22 continuing the matter.

23           THE COURT:  Certainly, I understand people set up

24 their schedule ands that's fine.

25           MR. DAVIDOVICH:  Thank you so much.
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1           Just very briefly this -- this motion to set aside

2 the automatic stay relates to a case that we've had pending

3 in the United States District Court for the Northern

4 District of Illinois on a hybrid proceeding.  It's a case

5 that's pending against American Airlines as well as the

6 APFA, and it's very briefly -- I've outlined it in my motion

7 -- but --

8           THE COURT:  I've read all the papers, I understand

9 that there's an allegation that she failed to pay dues and

10 that resulted in a termination.  There's a question about

11 whether she was given whatever appropriate warnings, there

12 should have been an opportunity to fix that.

13           MR. DAVIDOVICH:  More than that.  More than that

14 is that she actually had a bank card on file.  Our

15 contention is that they had the opportunity to take -- and

16 they were taking for a while -- the dues out when they

17 stopped taking it, and she didn't get the notice.

18           THE COURT:  All right.

19           MR. DAVIDOVICH:  And the relief -- the relief I'm

20 asking -- I understand the difficulty in trying to set aside

21 and I guess spending the first few minutes at the last

22 hearing I can see what you're going through and what

23 American is going through, it's not an easy task.

24           What we're asking is to avoid the duplicity of

25 having two different trials.  The trial in the Illinois
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1 court, the stage that we're at the judge is -- Judge

2 Kennelly has put a lot of time in this case.  There were

3 very hotly contested motions to dismiss.  Judge Kennelly

4 entered a memorandum order as I've indicated in my brief.

5           The case is -- we've taken a number of

6 depositions, we've taken all of the factual depositions that

7 need to be taken.  The APFA filed a motion for summary

8 judgment, which Judge Kennelly put on hold pending the --

9 your determination on this.  American obviously hasn't filed

10 -- hasn't filed that yet.

11           The other only fact issue to take up in that case

12 is with the -- with the bankruptcy filing we didn't endorse

13 our expert because everything stopped.  So once an expert is

14 endorsed there may -- either one of the parties may want to

15 take that position.  That's all.

16           The -- to have a trial there against APFA and then

17 a separate trial here against American I think is just a

18 waste of time because you already have a judge who's

19 thoroughly familiar with the issues.

20           The other important thing to --

21           THE COURT:  Well, let me ask you this question.

22           MR. DAVIDOVICH:  Yes.

23           THE COURT:  And I'll ask the same question to

24 debtor's counsel about the number of these cases.

25           Obviously bankruptcy is designed to give a debtor

Page 54

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 54 of 315]



AMR CORPORATION

1 some breathing room from litigation, and the concern

2 obviously here is that this is not the only case.  It's a

3 much easier motion to deal with if it is the only case then

4 there's some efficiencies, but there clearly, as I

5 understand from debtor's papers, there's no insurance here,

6 the cost of the litigation whether it be a judgment which

7 wouldn't -- which would have to come back here, but even the

8 cost of defending the action and proceeding there -- is

9 there anything about this case that particularly

10 distinguishes it other than your argument about efficiency?

11           Because obviously I think there are -- debtors say

12 there are a lot of these cases, they don't give an exact

13 number, but that that's the concern.

14           MR. DAVIDOVICH:  Right.  First of all to my

15 knowledge I'm not aware of a specific dues case on this kind

16 of set of facts.

17           THE COURT:  Well, I guess I'm really talking about

18 the parties.  It could be really any cause of action, but

19 where you have American, this debtor as one of a defendants

20 in a case, and again, I imagine there are a lot of these,

21 and what you're saying is I guess this case has its own

22 unique set of facts of how far you've gone and you're not at

23 the trial level yet, you're somewhere in discovery, maybe

24 past the 50 yard line, but not in the end zone yet.

25           MR. DAVIDOVICH:  We're at the 90 yard line.  We're
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1 past discovery.  The only discovery possible is --

2           THE COURT:  Well, but there'd be expert discovery

3 I presume on down --

4           MR. DAVIDOVICH:  Maybe.  Maybe.

5           There's another factor that sets this aside.  If I

6 may -- I had sent to counsel a copy of Article 31 that -- if

7 you want to use an exhibit, if I can just give another copy

8 -- if I can present a copy to the Court.

9           THE COURT:  Certainly.

10           MR. DAVIDOVICH:  And under Section I, Article 31,

11 that's the -- that's the whole basis -- the law that

12 Illinois is based on -- you'll note an indemnity provision

13 whereby the union has agreed to indemnify American from any

14 harm -- any claims brought under this -- this Article 31.

15           Our whole lawsuit is based on the fact that under

16 our position the union did not -- neither the union or

17 American followed the provisions of Article 31.

18           So if there was a monetary judgment or even

19 attorneys' fees against American I think APFA would have to

20 pay it.  That's at least my reading of that indemnification

21 clause.

22           THE COURT:  So you're saying it functions

23 essentially like insurance.

24           MR. DAVIDOVICH:  Exactly.

25           THE COURT:  All right.
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1           MR. DAVIDOVICH:  Exactly right.  So I think that's

2 one very important thing.

3           One other thing I'd just like to call to the

4 Court's attention is some interesting language in a case

5 from the -- from this district, it's the In re: Laventhol &

6 Horwith (ph) at 149 B.R. 109, a 1992 case.  I think the

7 language in this case is very instructive, and if I may just

8 quote from the case briefly:

9           "Obviously as the Court knows the facts of each

10 request will determine whether relief is appropriate under

11 the circumstances."

12           Obviously you have to discretion either way to do

13 what you feel is best.  But the Court there went on to say,

14 and they're talking about the Sonnax Factors and in my brief

15 I refer to the Curtis, which was the precursor to Sonnax,

16 and the Court said:

17           "The factors that apply in this case most clearly

18 are the interests of judicial economy and the expeditious

19 and economical resolution of litigation.

20           And two, the party's readiness for trial in the

21 other proceeding.

22           Judge McMillian's extensive commitment to an

23 intimate knowledge of the case and the fact that the parties

24 were ready a year ago to proceed and they did proceed before

25 Judge McMillian weigh heavily in favor of allowing the case
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1 to go forward in North Carolina."

2           The Court went on to say that:

3           "Furthermore we note that in at least one case

4 decided before In re: Sonnax the Court had devised a method

5 for lifting the stay that would nullify most of the factors

6 that may otherwise weigh against lifting the stay.

7           The record of the lawsuit in the District Court

8 should include findings of fact by the District Court or the

9 answers by jury to special interrogatories.  And where the

10 North Carolina court after a jury trial to submit to the

11 Bankruptcy Court the answers to the jury's special

12 interrogatories and refrain from entering judgment against

13 LNH should one be necessary.  Such an outcome could not

14 prejudice LNH or the other parties involved in the

15 bankruptcy action."

16           The other thing I want to point out to the Court

17 is obviously if you permit the case to continue forward in

18 Illinois we're not asking that any judgment obviously be

19 entered in Illinois.

20           One of the -- one of the claims for relief is

21 reinstatement.  We can't -- if we try the case separately

22 against APFA we can't have reinstatement ordered, it's not

23 possible, we have to have American as a party to do that.

24           THE COURT:  And am I -- do you have a jury demand

25 in the case?
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1           MR. DAVIDOVICH:  We do.

2           THE COURT:  But I guess the reinstatement would be

3 a court remedy.

4           MR. DAVIDOVICH:  Would be an equity remedy.

5           THE COURT:  Right.

6           MR. DAVIDOVICH:  Correct.  So that's something

7 that we can't do without -- if we can get judgment against

8 APFA, this lady who worked for American for so many years

9 really wants her job back.  This whole thing is about $790

10 that she tried to pay as soon as she found out about it and

11 she wants her job back, and the only way we can get that is

12 to have American as part of that proceeding.

13           And I think those factors differentiate it, and I

14 know there are lots -- there's lots of litigation obviously

15 against American, but I don't think there's any that deal

16 with these specific facts, and I think the notes I just read

17 from the other case give us a way of dealing with this so

18 it's not going affect the debtor.

19           In terms of resources, you know, resources are

20 going to be used here.  It's not going to cost any more or

21 less to try the case here than it is in Illinois where

22 you've got the attorneys who are already familiar with it.

23 It probably would cost more here because the attorneys would

24 have to refamiliarize themselves.

25           THE COURT:  Well -- well not -- denying you motion
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1 doesn't necessarily mean the case is going to be tried here.

2 It may be appropriate to deny it for a certain period of

3 time given where we are in the case and then allow -- allow

4 the case to move forward when the smoke begins to clear.

5           Cases are in different states at different times,

6 and particularly early on as you can see by virtue of the

7 trial there's some this threshold issues that are

8 particularly crucial to the survival of the company that are

9 teed up.  So it doesn't --

10           MR. DAVIDOVICH:  Yeah, the problem --

11           THE COURT:  -- it doesn't necessarily mean that it

12 would be tried here, it might mean that it would simply be

13 tried in Illinois later.  But we'll -- we'll cross that

14 bridge when we --

15           MR. DAVIDOVICH:  Right.

16           THE COURT:  -- come to it.

17           MR. DAVIDOVICH:  The only problem I have now in

18 terms of immediacy is Judge Kennelly has ordered us back

19 into court on May 5th I believe -- 5th of 9th, I forget

20 which -- next week -- to let him know what's going to

21 happen, and I think --

22           THE COURT:  No, that's fair enough, my -- I'll let

23 you know by the end of the hearing what -- what my decision

24 is.

25           So I realize that like any good judge the judge is
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1 keeping things on a schedule to move forward, so we'll

2 figure it out today.

3           MR. DAVIDOVICH:  He is in deed.  Thank you, Your

4 Honor.

5           THE COURT:  All right.

6           MR. PEREZ:  Thank you, Your Honor.  Your Honor, a

7 couple of comments.

8           Number one, you know, we have lifted the stay in

9 70 or 80 cases that fit that criteria that they're either an

10 affirmative case or there's a counterclaim or there is

11 insurance.

12           Counsel did bring to our attention about a week

13 ago this provision of the collective bargaining agreement.

14 Again it's not insurance.  I mean it basically says that if

15 there's a wrongful application or misapplication of this

16 section that we'd be entitled to indemnity.

17           So if we go forward and we win then there's no --

18 there is no -- there's no --

19           THE COURT:  But what he's saying is there's really

20 -- would be -- his theory of the case is that such that this

21 provision would kick in, so all we're -- the only burden to

22 the estate is the burden of defending the case as opposed to

23 the burden of getting a judgment.

24           MR. PEREZ:  I understand that's what he's saying,

25 Your Honor, but it's very different than the insurance cases
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1 that we're allowing to go forward.  In those cases I mean

2 it's handled by separate counsel, you don't see that, it's

3 paid directly, any judgment is paid directly, it really

4 doesn't impact American other than to the extent that they

5 need to provide whatever underlying information.  This is

6 very different.

7           THE COURT:  All right.  Well, let me ask you how

8 many of these kind of cases are there where American is one

9 of many defendants?

10           MR. PEREZ:  Your Honor, I can't say exactly, but

11 we have -- you know, we have like over 2,000 cases that we

12 are a party to either individually or with another

13 defendant.  So I have to believe that there's got to be at

14 least hundreds.

15           THE COURT:  All right.

16           MR. PEREZ:  There's a lot of cases -- I mean the

17 -- it was that thick, although a lot of them are small --

18 are small matters, but there's lots of litigation

19 associated.

20           THE COURT:  Well, let me ask, if the case moves

21 forward against the remaining defendant in Illinois, what,

22 if anything, does that do -- what is debtor's position on

23 how that affects the case against American?  Are there

24 issues of issue preclusion, collateral estoppel, are there

25 -- is the intend to try the case again because you weren't
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1 party to those proceedings?  What are we looking at?

2           MR. PEREZ:  Well, Your Honor, I don't think that

3 -- I mean the way this started was an action by the flight

4 attendants union to either have the person discharged or

5 have the fees paid.  Apparently that went through its own

6 process, there was a grievance filed, the grievance was

7 decided against the claimant, then there was an appeal to

8 the board of adjustment, that was decided against the

9 claimant.  Then it was brought to -- to Federal Court.

10           THE COURT:  No, I understand.

11           MR. PEREZ:  To some extent, Your Honor, we're --

12 we are the -- you know, to some extent we're the bystander

13 here.

14           THE COURT:  No, I understand that, but what I'm

15 trying to get at is I think this is the first of these stay

16 motions where we've had this instance of American being one

17 of many -- one of more than two or more defendants --

18           MR. PEREZ:  Right.

19           THE COURT:  -- and then you have a question of

20 what happens.  Are there issues of collateral estoppel, is

21 there intent to try the case twice?  What are we talking

22 about?  Because it raises questions of judicial efficiency,

23 and judges certainly aren't going to prejudge issues of

24 issue preclusion, collateral estoppel in a vacuum.

25      (Pause)
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1           THE COURT:  And let me say this before you give me

2 an answer.  I realize that you're chatting now because you

3 may be trying to figure out what your position is and the

4 position in this particular motion may impact other cases,

5 so I don't want to put you on the spot unnecessarily.  If

6 you feel like you'd like to think about it a little bit I

7 could take this under advisement and issue a ruling very

8 quickly.  But I think this is liable to come up again and I

9 just want to have some sense of what we're looking at,

10 because I do think two trials is -- it sounds like not the

11 world's greatest idea to put it mildly.

12           MR. PEREZ:  Absolutely, Your Honor.  And let me --

13 let me respond in theoretical fashion as opposed to directly

14 on the case.

15           But we were in essence as a result of our contract

16 we were told that they hadn't paid the dues so we had to

17 fire them.  If that's not the case there's no -- there was

18 no other issue that I'm aware of that would have prevented

19 -- that would have resulted in the person being discharged.

20 That's it.

21           THE COURT:  All right.

22           MR. PEREZ:  So there's no -- there's no -- we

23 would have nothing to --

24           THE COURT:  You have no other skin in the game

25 really.
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1           MR. PEREZ:  Absolutely.

2           THE COURT:  But I guess under those circumstances

3 doesn't it make sense to lift the stay?  Because essentially

4 it's not your decision to defend.

5           MR. PEREZ:  But -- well, yes and no.

6           THE COURT:  Right?  In other words they made a

7 decision if it's -- there was no other basis to fire the

8 person the union came to you and said, hasn't been paid,

9 we've gone through the process, we should terminate them,

10 and you've said that's consistent with what we understand

11 and how the agreement is supposed to work.

12           So if the union came back and said we made a

13 mistake there's no basis to have terminated the person, the

14 person should be reinstated you really don't have skin in

15 the game either way.

16           So again, each of these things has to be decided

17 under the facts and circumstances that are in front of me.

18           If you need a second.

19      (Pause)

20           THE COURT:  I guess the reason why I'm having this

21 discussion is, is it seems like it may be different than a

22 case where say the union and American are sued, someone has

23 alleged that folks at the union and folks at American have

24 done something that was unlawful and there was -- someone

25 spoke to this one, this one spoke to that one, they
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1 collectively made a decision, but it sounds like as you said

2 American is sort of in a bystander role.

3           MR. PEREZ:  Yes, Your Honor.  But the main issue

4 is -- is whatever back pay award would be -- would be

5 rendered against us.  So to the extent that they say take

6 her back on a perspective basis I don't think that's the

7 issue, it's really the back pay award, and you know --

8           THE COURT:  But that's where the indemnity kicks

9 in I believe.

10           MR. PEREZ:  Maybe.  Maybe.  You know, there is an

11 indemnity provision and I would imagine that it would --

12 that it would kick in, but it's not -- I mean they're not

13 saying they're indemnifying us from everything, they're

14 saying, you know, by virtue of the wrongful application or

15 misapplication under the terms of this article.

16           So if -- if there's determined that there is no

17 wrongful application or misapplication of the terms of this

18 article then there is no -- then there is no indemnity.

19           THE COURT:  Well, it seems like we're -- but we're

20 fairly close.  I understand you're saying it's not

21 necessarily the case, but it would seem to be just as a --

22 again from -- it's always hard enough for me to deal with

23 the cases in front of me and this was is not in front of me,

24 so -- but from what I understand it would seem that at least

25 what plaintiff's counsel is saying is that's the only
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1 circumstance where there would be back pay.

2           So maybe there's some sort of stipulation that the

3 parties could enter into that would make it appropriate to

4 lift the stay if essentially after discussion the union

5 says, well, it's our decision, we'll either stand by her or

6 not, and yes, it would fall under the indemnity clause and

7 the plaintiffs aren't seeking anything from American other

8 than what they would get by virtue of the indemnity clause.

9           MR. PEREZ:  You know, if that's -- if we can work

10 something out like that where there's kind of an upfront

11 stipulation that it's -- that -- you know, that they are in

12 essence taking over the defense, if you will --

13           THE COURT:  Right.

14           MR. PEREZ:  -- and our only obligation would be to

15 -- to reinstate that might be --

16           THE COURT:  All right.  Well, let me ask

17 plaintiff's counsel if that's something that would make some

18 sense here.

19           MR. DAVIDOVICH:  I'd be happy to talk about it for

20 sure.

21           You know, as counsel said, the back pay award that

22 would come back here any way to determine if it's

23 appropriate or not.  So they could just --

24           THE COURT:  Well, but I think what he's saying is,

25 is once someone makes a determination about back pay if the
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1 stay has been lifted they're going say, well, we're stuck

2 with that number, we can talk about what kind of claim it

3 is.

4           So I think that that's -- you know, lawyers are

5 paid to worry, right, so you're not exactly sure how it's

6 going to work out so you say, well, but I'd have this number

7 and I'm not sure if the indemnity clause covers everything.

8           But if you think it would be productive to have a

9 short conversation -- I don't want to put this off if in

10 fact there's nothing to talk about -- but if what -- so I'm

11 really going on what you said when you stood up about the

12 indemnity clause meaning American sort of is along for the

13 ride, which I get that that's actually the case here, which

14 would make it -- if true would make it different than other

15 instances where American has a need to vigorously

16 participate to protect all its rights, and in which case

17 it's much more like the bucket of other cases where I think

18 a stay is -- a continuation of the stay is appropriate.

19           So one option is to put this off for a short

20 period of time to the next omnibus to see if the parties can

21 work something out.  If that's consistent with how you see

22 the -- essentially if your view of the case is consistent

23 with what I'm saying then maybe you can enter into some

24 stipulation.

25           It also I think by necessity would involve a
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1 discussion with the union, because the union may say, no,

2 we're not signing on to that, you're a defendant and that

3 means you -- you may share equally in whatever the burdens

4 -- financial burden is imposed and that would make it closer

5 to your standard case where a stay is appropriate because

6 you're really fighting about what your exposure is.

7           MR. DAVIDOVICH:  I'm certainly happy to talk about

8 it.  I think -- isn't the unsecured creditors' committee,

9 one of their people that they represent is the union, so I

10 don't think if they can even speak to that or not at this

11 point.

12           THE COURT:  Well, I'm sure there's particular

13 counsel to the union in your litigation that may be a -- you

14 know, the quickest way to resolve that problem, but I don't

15 -- you know, certainly I know there are plenty of counsel

16 for the union who are present in this courthouse, so I can't

17 imagine that we can't find one to chat about this.

18           But I -- remind me if I'm missing something, but I

19 don't think giving you a small opportunity till the next

20 omnibus to work something out would do any harm to anyone

21 one way or the other.

22           MR. DAVIDOVICH:  Not a problem, although I have a

23 problem being here for the next omnibus, because if --

24           THE COURT:  Well, if you --

25           MR. DAVIDOVICH:  If we work it out we don't have
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1 to I'm assuming.

2           THE COURT:  -- yeah, if you work it out you don't

3 have to be here, and I think we've had argument, so if you

4 don't work it out I'll make a decision at the next omnibus,

5 and you're -- I'm happy to have you on the phone.

6           MR. DAVIDOVICH:  That's fine.  Excellent.

7           THE COURT:  So, all right, let's do that.

8 And Mr. Perez, anything else you want to say on that

9 particular topic?

10           MR. PEREZ:  No, Your Honor.  That's perfectly

11 appropriate.  But I do want the highlight the fact that it's

12 really the union that's going to have to be the third party

13 that's the key to this.

14           THE COURT:  No, I think that that's right.  So --

15 and I can't -- I can't make this happen, so it's going to

16 depend on whether -- whether this provision provides really

17 for indemnity almost in the form of insurance where American

18 can sort of sit it out, then I think lifting the stay would

19 be appropriate.

20           I don't -- and I wouldn't prejudge any issues of

21 collateral estoppel or issue preclusions so we might be

22 talking about second trials.

23           But in the meantime I do think it would be

24 worthwhile to get some sense of how many other cases there

25 are like -- like this.  I'm not going to announce any sort
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1 of rule that covers every case because every case is

2 different.  This case has its own wrinkles.  But it just

3 would be helpful for me to know that, just a general

4 ballpark number, I won't hold you to the specifics, but just

5 to get a sense, because we'll keep getting these motions and

6 I just want to try to find the most equitable sort of point

7 at which to draw distinctions.

8           MR. DAVIDOVICH:  The only other thing I'd like to

9 add if I may.  If the union does not want to go along with

10 it you I think would be in a position of having to determine

11 the applicability of the indemnity clause.

12           THE COURT:  Well, that's where I think I'm not

13 going to go, because then I think I'm getting into the

14 merits of that case.  So then we may need to have a

15 discussion about what is efficient for purposes of dealing

16 with cases like this, because then I think we're in sort of

17 the traditional bucket of American as one of one or more

18 defendants in a case, and that's why I'm curious how many of

19 these cases there are, and you know, we'll deal with it.

20           But I don't -- I don't think consistent with sort

21 of my role in a lift stay motion that I'm going to construe

22 the indemnity provision one way or another against --

23 against a party.  I don't think I have enough here to do

24 that and that's litigation, otherwise I might as well take

25 the case, you know, it's just one of those things where then
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1 we're really getting into the weeds, so.

2           MR. DAVIDOVICH:  Right.  One of the -- you know,

3 I'd be interested in knowing, and I'm sure you would, how

4 many of the cases pending also have an indemnification

5 clause.  If this is the only one --

6           THE COURT:  Well, I'm just trying to get a sense

7 of cases generally.  Each one of these motions has to be

8 decided on its own merits, and your case is a pretty good

9 example that each -- each case has its own set of surprises.

10 So we'll deal with them one at a time.  But I'm just trying

11 to get a sense of generally ballpark.

12           But all right, so I will trust that you'll have a

13 conversation, and what I would ask is I think the first

14 conversation with union counsel would be with counsel who

15 represents union in that case, but I certainly think you can

16 give them Mr. Perez' name and phone number and ask them to

17 reach out to him so that -- and it's -- I think it's on the

18 pleadings, it's on the papers that were filed as to the

19 opposing motion -- and ask them to reach out to him to have

20 that discussion.

21           MR. PEREZ:  Good.

22           MR. DAVIDOVICH:  Thank you very much, Your Honor.

23           THE COURT:  Thank you.

24           MR. PEREZ:  And obviously they're going to be

25 filing a proof of claim here momentarily.
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1           MR. DAVIDOVICH:  Yes.

2           THE COURT:  Yes.

3           MR. PEREZ:  Which would also bring it before the

4 Court.

5           THE COURT:  Right.  Well, and then we can have a

6 lovely Stern versus Marshall discussion, so the gift that

7 keeps on giving.  So we'll get there if we have to.

8           MR. BERGER:  Thank you, Judge.

9           On behalf of the committee for Mr. Davidovich --

10 the defendant, that we don't represent the union, they do

11 have counsel, but we'd be happy to work with the parties on

12 the stipulation that's discussed.

13           THE COURT:  All right, thank you.

14           MR. DAVIDOVICH:  Thank you.

15           THE COURT:  Thank you very much.

16           MR. BERGER:  Judge, that's my only matter on the

17 calendar if I can be excused.

18           THE COURT:  Absolutely.

19           MR. BERGER:  Thank you.

20           MR. DAVIDOVICH:  And that's my only matter too.

21           THE COURT:  All right, well off you go.

22           All right, on to the next matter.

23           MR. HAHN:  Good morning, Your Honor, Richard Hahn

24 of Debevoise & Plimpton, special aircraft counsel for the

25 debtors.
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1           The next item is the debtor's eighth omnibus

2 motion to reject certain leases of the aircraft equipment.

3           This motion in contrast to the earlier ones

4 involves seven leases that are the subject of 1110(b)

5 stipulations and ordered and related restructuring

6 proposals.

7           Those orders and restructuring proposals

8 envisioned that the restructuring that they describe would

9 be implemented by a more detailed term sheet to be entered

10 into by the parties.

11           They also envision however that the aircraft in

12 question would be returned and the debtor's obligations to

13 continue with respect to the lease would be terminated on

14 May 1st of this year.

15           So when that date approached and we weren't quite

16 done with negotiating the term sheets with respect to these

17 aircrafts we filed the motion to reject to preserve that

18 deadline.

19           A number of objections were filed in response to

20 the motion.  Happily we've been able I believe to resolve

21 all of them.

22           That resolution is based on part by the debtor's

23 agreement to represent on the record today first that the

24 debtor continues to intend to negotiate and ultimately enter

25 into these detailed term sheets, and it is not seeking to
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1 free itself by the rejection motion from the undertakings in

2 the proposals.

3           And that second should Your Honor enter the

4 rejection motion today that that would not affect the

5 reservations of rights that appear in a number of these

6 stipulations and orders at the request of the owner

7 participants in those transactions and that are referenced

8 in a number of objections.

9           THE COURT:  All right.  That sounds like a very

10 sensible solution, and certainly I have no desire to parse

11 the meaning of those reservations of rights, so I was going

12 suggest language just along the lines of what you mentioned,

13 which is whatever those rights are they are and people

14 preserve them.

15           So I'm happy to hear you've worked it out, and

16 I'll await a -- oh, you have revised order?

17           MR. HAHN:  I should note there are a couple -- in

18 addition to a couple of revisions, with your permission I'll

19 bring that up.

20           THE COURT:  Certainly.  Just watch yourself in

21 terms of tripping over wires.  All right.

22           MR. HAHN:  The revisions relate to the lengthy

23 reservation of rights paragraph that I believe begins at the

24 bottom of page 4, and that they are designed to I think

25 clarify that that paragraph preserves the rights of owner
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1 participants and owner trustees in these transactions, and

2 that those reserved rights are not affected by the so-called

3 agreed arrangements that the debtor may in certain cases

4 enter into with certain control of parties in the

5 transaction.

6           THE COURT:  All right.  That's the language I was

7 going to suggest.  Prejudice -- without prejudice to any

8 rights, if any, possessed by those parties.  That's -- I

9 will be happy to enter the order, and thank you for

10 resolving the matter.

11           MR. HAHN:  Thank you, Your Honor.

12           THE COURT:  And I just need an electronic version

13 of the revised order, so if you'd be so kind to drop one off

14 in chambers at your convenience.

15           MR. HAHN:  We will do that.

16           MR. GOFFMAN:  Your Honor, just for the record, Jay

17 Goffman, Skadden, Arps on behalf of the creditors'

18 committee.

19           Just for the record, my partner, Mr. Lyons, has

20 reviewed the form of the order, we find it acceptable.

21           THE COURT:  All right.

22      (Pause)

23           MR. PEREZ:  Thank you, Your Honor.

24           The next matter, Your Honor, is the seventh

25 omnibus motion to reject.  And Your Honor, we had filed last
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1 week a certificate of no objection.

2           And just kind of as a way to expedite matters and

3 just trying to avoid court time it's obviously not going

4 take any -- a lot of time, but there's basically seven

5 leases.  The first one is a Pitney Bowes postage meter lease

6 that's going to run its useful life.  The next five are

7 leases at airports where we would no longer have any

8 service.  And the very last one, Pittsburgh, is an airport

9 where we do have service, and the lease will be rejected as

10 of the end of the month and then we're entering into a new

11 lease.

12           THE COURT:  All right.  Yeah, I just left it alone

13 to leave it on the calendar in case as sometimes happens

14 some party shows up with something to say --

15           MR. PEREZ:  Right.

16           THE COURT:  -- since it was listed on the

17 calendar.

18           But that's fine, I don't see anyone here to

19 address the seventh omnibus motion.

20           MR. GOFFMAN:  Again for the record the committee

21 supports the debtor's position on this.

22           THE COURT:  All right.  So I'm happy to grant the

23 request and enter into the order.

24           MR. PEREZ:  Thank you, Your Honor.

25           And then the very last one, Your Honor, is the --
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1 is the motion to employ the Brinks Hofer law firm.  They do

2 intellectual property work.  They had been retained as an

3 ordinary course professional, but they went through the caps

4 in connection with the work that they -- that they did, so

5 we've retained them as a 327(e) professional with respect to

6 the intellectual property trademark and that type of work.

7           THE COURT:  All right.  Does anyone want to be

8 heard in connection with that motion?

9           MR. GOFFMAN:  Again, no objection by the

10 committee.

11           MR. MASUMOTO:  No objection from the U.S.

12 Trustee's Office, Your Honor.

13           THE COURT:  All right.  I did have one persnickety

14 question.  I saw that the retention order was nunc pro tunc,

15 and I was wondering if that meant that they were going to be

16 filling applications for amounts going back to the petition

17 date because I know they've been paid certain amounts as

18 ordinary course professionals.  I would assume it's only for

19 things above the cap.

20           MR. PEREZ:  Correct, Your Honor.  We actually --

21 this is -- this has been the subject of some discussion with

22 the U.S. Trustee's Office.

23           What we had proposed originally was that their

24 retention continue under the OCP order and then go forward,

25 you know, as of the time of the retention and therefore it
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1 would only -- then there would be like a little modified fee

2 app for the amounts in excess of the cap.

3           In discussions with the U.S. Trustee they really

4 kind of wanted us to kind of go to the beginning, but

5 they've obviously been paid.  So we're still kind of working

6 out exactly --

7           THE COURT:  Actually --

8           MR. PEREZ:  -- how it works.

9           THE COURT:  -- because once you've gone over the

10 amount essentially it triggers the they should be

11 retained --

12           MR. PEREZ:  Correct, Your Honor.

13           THE COURT:  -- and they are subject to the Court.

14           MR. PEREZ:  So, you know, we're -- this is going

15 to happen during the case, so while today it's not that big

16 an issue because we're not talking about that many months,

17 if this happens, you know, three or four months from now

18 we'll maybe have to revisit exactly how we handle that, and

19 we're still -- we're still --

20           THE COURT:  All right.

21           MR. PEREZ:  -- it's kind of a practical problem as

22 to how --

23           THE COURT:  Right.

24           MR. PEREZ:  -- what happens when you go from OCP

25 to 327(e) and how does that work.
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1           THE COURT:  Right.

2           MR. MASUMOTO:  Your Honor, again, counsel is

3 correct, part of the problems that sometimes that they just

4 go over the cap by a de minimis amount, filing an

5 application for the de minimis amount out of context makes

6 no sense.

7           THE COURT:  Right.

8           MR. MASUMOTO:  So we do have a practical problem

9 of being able to review what's filed as part of a fee

10 application in it's appropriate context.

11           THE COURT:  All right.  Well, I'll leave it to you

12 all to work out what's appropriate in each individual case,

13 and if you arrive upon a -- sort of a standard as to how you

14 want to handle it that's fine as well.  I just -- when I saw

15 the nunc pro tunc claim, which that same issue pops into my

16 head as well.

17           MR. PEREZ:  And it's obviously going come up

18 again, so --

19           THE COURT:  All right.

20           MR. PEREZ:  -- I think the Court -- and you know,

21 the further we go the more odd it looks.

22           THE COURT:  Right.  All right.  Well, it doesn't

23 sound like it's a problem for purposes of this order, but

24 something that you'll be dealing with in the future.

25           MR. PEREZ:  Correct.
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1           THE COURT:  So I await your wise counsel on how to

2 address that problem.

3           MR. PEREZ:  Yeah.  Your Honor, and I know the

4 Court is very busy, but the Pittsburgh order on the 7th, we

5 would really like for the Court to enter it before the end

6 of the month otherwise we have to pay rent.

7           THE COURT:  Well, my intent is to get these --

8           MR. PEREZ:  Yeah.

9           THE COURT:  -- entered this afternoon, so.

10           MR. PEREZ:  And Your Honor, with respect to the

11 bar date motion we've got people kind of lined up to start

12 publishing.

13           THE COURT:  That's in that pile.

14           So all right, and then I also did see that the

15 U.S. Trustee handed up on order and I just did -- I don't

16 know if Mr. Masumoto had wanted to address this briefly?

17           MR. MASUMOTO:  No, Your Honor.  Just we did file

18 the report, I'm not sure if we handed up a disk at the time

19 we filed a copy with Your Honor.

20           THE COURT:  All right.

21           MR. MASUMOTO:  I know it's not on the calendar,

22 but if Your Honor had any questions regarding the report

23 we'd be happy to try to answer them.

24           THE COURT:  All right, thank you.

25           All right, anything else that needs to be
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1 addressed in the context of this hearing?

2           MR. PEREZ:  No, Your Honor.

3           THE COURT:  All right.  Well, I think we're

4 adjourned till 11:00, so I'll actually use the opportunity

5 to get some orders entered and I'll see you all back in

6 about 17 minutes.

7           MR. PEREZ:  Thank you, Your Honor.

8      (Recess at 10:42 a.m.)

9           THE CLERK:  All rise.

10           THE COURT:  Please be seated.

11           All right, I think we're ready to resume with

12 cross-examination.  Thank you for everyone's patience in

13 waiting till the omnibus hearing was concluded.  Proceed.

14 CROSS-EXAMINATION (Resumed)

15 BY MS. KRIEGER:

16 Q    Resuming.  Mr. Resnick, when we left off we had just

17 gone through refreshing recollection on testimony from your

18 deposition.  And let me just ask the portions of your -- of

19 the deposition testimony that were shown to you and read

20 into the record.  You were testifying under oath at that

21 time?

22 A    I was.

23 Q    And you were testifying truthfully at that time?

24 A    Yes.

25           MR. POLLACK:  Your Honor, I'm going to object to
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1 this line of questioning.  It's not for impeachment.

2           THE COURT:  I mean are you impeaching -- you just

3 said your weren't impeaching --

4           MS. KRIEGER:  Oh, okay.

5           THE COURT:  -- and now you're asking him if he

6 testified truthfully.

7           MS. KRIEGER:  Is that -- is that still --

8           THE COURT:  I mean --

9           MS. KRIEGER:  Okay.

10           THE COURT:  -- I heard the testimony, I don't

11 think he disputes the testimony --

12           MS. KRIEGER:  Okay.

13           THE COURT:  -- so I think we can move on because

14 there's really no impeachment here.

15           MS. KRIEGER:  Okay, thank you.

16           THE COURT:  I don't think we --

17 BY MS. KRIEGER:

18 Q    And when you testified about the board meeting in

19 November 2011 at which Rothschild presented alternatives to

20 the board of directors, just to be clear, where there only

21 two alternatives presented out of court continue on the

22 existing business plan or file for Chapter 11 restructuring?

23 A    In that presentation what we presented was compare

24 continuing on the existing path to file for Chapter 11.

25 Q    Okay.  And no other alternatives were presented?
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1 A    Those were the two alternatives we analyzed.

2 Q    Okay.  Now moving to -- again to your role following

3 the petition as part of your engagement.  Is it correct that

4 your role was solely with respect to reviewing the financial

5 metrics of the company's business plan?

6 A    Is that what our engagement related to, is that the

7 question?

8 Q    Yes.

9 A    No.

10 Q    What was your role with respect to the business plan?

11 A    Well, now you're asking a different question.  Are you

12 talking about what our engagement was or what we did with

13 respect to the business plan?  Because your first point was

14 our engagement.

15 Q    Okay.  What was your engagement?

16 A    Our engagement is described in our engagement letter,

17 it's very broadly defined in terms of the services we're

18 providing to American.

19 Q    Okay.  In your direct testimony you testified that with

20 respect to the business plan Rothschild role was to review

21 or assist with a set of financial metrics?

22 A    Correct, with respect to the business plan, yes.

23 Q    Right.  And that a different consulting firm, McKinsey,

24 was to focus on operational issues?

25 A    Correct.
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1 Q    And those issues included -- you describe them as being

2 revenue in particular?

3 A    I believe I described them as focusing on the broader

4 operational issues, including revenue and non-labor

5 expenses.

6 Q    Okay.  And as to labor expense issues was that also

7 part of McKinsey's role to your knowledge?

8 A    Not to my knowledge.

9 Q    Okay.  Thank you.

10           So with respect to the business plan and your

11 testimony here today are you testifying here regarding the

12 business plan or are you testifying regarding the broader

13 engagement that you described?

14 A    I think it states in the beginning of my declaration

15 what our role was with respect to the business plan and the

16 basis for my testimony.  I'm happy to read the section of

17 the declaration --

18 Q    No, I just wanted to make sure --

19 A    -- that describes that specifically.

20 Q    -- we were -- we were aligned.

21           So as I understand it that role did not include to

22 independently review the appropriateness of the assumptions

23 that went into the plan?

24 A    If they were financially related we were involved in

25 looking at those assumptions because they would address the
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1 financial metrics of the plan.

2 Q    Let me get more basic.

3           You stated that Rothschild did not look at the

4 components that went into the build up of the revenue

5 assumptions that underlay the business plan?

6 A    Rothschild's role was to work with the company and the

7 other professionals broadly on the development of the

8 business plan.  So we were part of a team that worked on the

9 business plan.

10           Our specific expertise was relating to the

11 financial metrics underlying the plan, but I and my team

12 were involved broadly in the business plan evaluating the

13 assumptions.  Other people had specific expertise that they

14 brought to the process just as we brought the financial

15 expertise to the process, but it was an integrated approach

16 among the professionals involved and the company.

17 Q    Okay.  And your review of the company's business plan

18 for Rothschild in the course of that review you did not in

19 fact -- that is Rothschild -- evaluate the underlying

20 detailed build up to the revenue assumptions, that was

21 McKinsey's role?

22 A    Again, we looked at the revenue assumptions, the

23 company retained McKinsey specifically, as I believe

24 Ms. Goulet testified, to challenge some of the revenue

25 assumptions, to test them, to engage with the company to
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1 insure that they were robust, if there were any issues to

2 point them out, to address them as part of the process of

3 developing the business plan.

4 Q    Okay.  And -- and it was McKinsey who was able to

5 provide an expert opinion to American in this proceeding as

6 to whether those assumptions that went into the revenue part

7 of the business plan model are appropriate?

8 A    Yes.

9 Q    And that is not Rothschild's opinion here?

10 A    That's correct, other than we look at revenue because

11 it's a component of some of the financial metrics --

12 Q    Right.  It's an out --

13 A    -- that I discussed earlier.

14 Q    -- it's on output that you take into account.

15 A    It's an element of the plan that we look to in

16 constructing the financial metrics.

17 Q    Okay.  And Rothschild, and you as Rothschild's

18 representative, are not in a position to express an opinion

19 of the achievability of the revenue assumptions in the

20 business plan?

21 A    Well we -- again, we've looked broadly as part of our

22 -- our work at the business plan and believe the business

23 plan is -- is reasonable in the whole.

24 Q    But as to the revenue assumptions, for example, that --

25 the amount of increased revenue that Ms. Goulet testified is
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1 built into the business plan is an assumption and the

2 components that go into that, those projections, Rothschild

3 has not independently evaluated whether those are accurate

4 or achievable assumptions?

5 A    That was an area of McKinsey's focus.

6 Q    Correct.  Okay.

7           And the same is true of the non-labor cost savings

8 component built into the business plan assumptions.  You do

9 not -- you are not here expressing an opinion today about

10 the accuracy achievabilities of those non-labor cost

11 reductions?

12 A    Again, we reviewed those assumptions because we

13 diligenced and worked on the business plan as a whole and

14 those were assumptions for them, so we needed to understand

15 the basis of those assumptions.

16           We're not the 1110 experts, for example, in the

17 case, renegotiating the aircraft leases, but we did look to

18 understand the assumptions and the basis of those

19 assumptions so that when they came into the financial model,

20 because they affect the output, they affect cash flow, for

21 example, that we felt that they were reasonable and a basis

22 for us to look again at the aggregate financial metrics

23 where we were involved giving the company advice on those

24 metrics.

25 Q    And Rothschild today is not expressing an opinion that

Page 88

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 88 of 315]



AMR CORPORATION

1 the amount of non-labor cost reductions shown in the plan

2 for success is the maximum amount achievable?

3 A    Correct, other than that they are a reasonable

4 component of the business plan as a whole.

5 A    And a business plan would need to have that component

6 -- would need to have --

7 A    Yes.

8 Q    And it's American's own analysis that went into

9 building up that component?

10           THE COURT:  I think we've gone as far --

11           MS. KRIEGER:  Okay.

12           THE COURT:  -- as we can with this.  I understand

13 he didn't prepare those numbers --

14           MS. KRIEGER:  Right.

15           THE COURT:  -- and those assumptions, he looked at

16 them as part of a general overview.

17           MS. KRIEGER:  Okay.

18           THE COURT:  So I think I've got that point.

19           MS. KRIEGER:  Okay.

20 BY MS. KRIEGER:

21 Q    And then with respect to the labor cost reductions,

22 Rothschild did not select the amount of the targeted labor

23 cost reductions, correct?

24 A    Correct.

25 Q    And you did not recommend that number to American,
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1 correct?

2 A    Correct.

3 Q    And you did not independently cost out what labor cost

4 reductions were available or achievable?

5 A    Correct.

6 Q    And as to the total 3.1 billion target for financial

7 improvement that's shown in the plan for success on average

8 over the term of the plan you did not determine that number

9 and give that number to American Airlines did you?

10 A    That number came out of the work on the -- on

11 developing the business plan.

12 Q    Okay.  And in the allocation of that total 3.1 billion

13 targeted improvement figure you did not recommend the

14 allocation of that between revenue, non-labor cost, and

15 labor cost reductions?

16 A    No, again, that came out of the work to develop the

17 business plan.

18 Q    And you're not expressing an opinion on how that's

19 allocated and whether the numbers assigned to each are the

20 only configuration that could be workable for the company?

21 A    I'm saying that what American is seeking is reasonable

22 and necessary for its successful emergence from Chapter 11.

23 Q    And that total 3.1 billion target?

24 A    And the -- the amounts that they have identified in

25 each of those groups is also reasonable and necessary for
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1 the company's successful emergence.

2 Q    Okay.  So I'm confused.  The way in which you divide

3 3.1 billion you -- are you expressing an opinion that that's

4 the only way to divide it, the way they have allocated it?

5 A    Well, what I'm saying is there was extensive work to

6 develop a business plan.  The goal of that business plan was

7 to insure that the company was successful and viable upon

8 emerge against.  Our focus was helping the company target

9 financial metrics that we thought the capital markets and

10 financial analysts would address.  We worked with the

11 company McKinsey on producing the business plan.

12           The result of that work was to identify roughly

13 $1 million annually in revenue improvements, about

14 600 million in non-labor cost savings, and a billion and a

15 half in labor cost saving that were components of the

16 business plan that produced the financial metrics that we

17 would look at and say was a viable -- was a viable company.

18 Q    And is it your understanding that the total number of

19 labor cost reductions came to fill the gap left after

20 looking at a one billion revenue figure and a figure for

21 non-labor cost restructuring?

22 A    I wouldn't describe it that way, that it just filled

23 the gap.

24 Q    How would you describe it then?

25 A    Well again, I'd describe the process of identifying
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1 through an iterative effort, which is typical for developing

2 a business plan.

3           The company had from us key financial metrics that

4 we believed were important to demonstrate the availability

5 of an airline emerging from Chapter 11, the EBITDAR margins,

6 liquidity.  I mention others in my declaration.

7           The company, along with some help from McKinsey,

8 focused on non-labor cost savings and revenue improvements

9 giving the fleet the assets which the company had to

10 operate, and the labor team looked at the labor cost, and

11 what came out of the business plan was an amount with

12 respect to labor expenses that the company believed was

13 necessary and reasonable to enable them to emerge from

14 Chapter 11.

15 Q    But it was not a mathematical calculation subtracting

16 the amount they identified for revenue and the amount they

17 identified for non-labor to come up with the remaining

18 1.5 billion that they then had to allocate among the union

19 and non-union appropriately?

20 A    Well, I think it was a more -- the business plan

21 development process was a bit more complex in looking at the

22 components.  There was clearly a need for labor cost

23 savings.  As I mentioned, we were not involved in that, that

24 was done by a labor team that --

25 Q    And who was the labor team who did that?
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1 A    I'm sorry?

2 Q    What labor team did that?

3 A    That was -- the head of that was Mr. Brundage.

4 Q    Okay.  And did that number then evolve at 1. -- did

5 Mr. Brundage build up a model or assumptions that came out

6 to less than 1.5 billion at an earlier stage of the business

7 plan development?

8 A    I am not sure, but -- I don't know.

9 Q    Do you recall whether there -- whether the 3.1 billion

10 number changed or evolved from the time you began your

11 engagement on this project to the point where it was

12 finalized in the plan for success?

13 A    I know certainly with respect to revenue part of the

14 reason to involve McKinsey was to insure the revenue plan

15 was as robust as possible, and bringing in an outside third

16 party with considerable experience in the airline industry

17 was the approach the company took to test and challenge

18 their assumptions with respect to revenue.  Because before

19 looking at where to go for cost the company's approach was

20 to look and see what -- how high they could generate revenue

21 emerging from Chapter 11.  And then they looked -- I think

22 as Ms. Goulet described yesterday -- at other cost savings,

23 again utilize -- non-labor cost savings -- utilize McKinsey

24 to challenge some of the work they had done.  And then

25 Mr. Brundage's team looked at the labor components.
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1 Q    And so if you had come up with 1.4 billion, for

2 example, in achievable labor cost reductions rather than

3 1.5 billion would that have been a plan that worked?

4 A    I -- I don't know, I can address the 1.5 that he

5 determined.

6 Q    And that's -- that's what he determined on the first

7 shot?  He didn't have that as a target to meet, he just gave

8 that number as this is what I think I could do?

9           MR. POLLACK:  Objection, calls for speculation at

10 this point.

11 BY MS. KRIEGER:

12 Q    Do you know?

13 A    I do not -- I do not now.

14 Q    Okay.

15 A    I was not involved, as I said, in the back and forth

16 work, I saw the final product.

17 Q    Okay.  And did you see any earlier versions where -- I

18 mean we have a final version that shows 3.1 billion as the

19 total target that we must achieve and then it'll divided up

20 1.0 billion in revenue, .6 billion in non-labor cost

21 reductions, and 1.5 in labor cost reductions.  Did you ever

22 see earlier versions that had a different set of numbers and

23 a different -- whether a different title target or different

24 allocations?

25 A    I did not.
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1 Q    You did not.  Do you know whether there were earlier

2 versions?

3 A    I do not.

4 Q    Okay.  Thank you.

5           Now getting to the financial metrics.  You

6 presented in one of your exhibits, Exhibit 305A, showing an

7 EBITDAR target, which we won't speak of by specific number,

8 for 2013.

9           And let me ask you, was the specific number that's

10 shown there for AMR in its business plan model, was that a

11 number that Rothschild gave to the company and said this is

12 the number you have to hit, figure out what the total cash

13 improvements are needed to get there?

14 A    No.

15 Q    Okay.  And did McKinsey to your knowledge give them

16 that number that they needed to hit?

17 A    I do not know.

18 Q    Okay.  But to the best of your knowledge that number

19 came from the company?

20 A    This knowledge -- I'm sorry -- this number came from

21 the business plan we provided as I described earlier, data

22 for the company looking at its competitor's financial

23 performance in EBITDAR margins both currently, and where we

24 had data as we did here projected for the upcoming year for

25 2013.
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1           We looked at these key financial metrics of other

2 airlines when they reorganized, and the purpose of that was

3 to give the company some financial guidelines of what in the

4 past had been deemed to be a viable business plan for an

5 airline reorganizing from Chapter 11, and that was data,

6 those were benchmarks and guidance that the company used as

7 they iterated through developments of their business plan.

8           And what the company was doing when they ran their

9 financial model was to see was with all the inputs on

10 revenue and on cost generating an EBITDAR that was in the

11 range of its competitors.

12 Q    And they could have tweaked it several times just to

13 run different projections and see where it put them?

14 A    That's the way you develop a business plan.

15 Q    Okay.  And who was responsible for doing that, to your

16 knowledge, at the company?

17 A    Again, a team of us worked in developing the business

18 plan led by the company, because it's the company's plan --

19 Q    And who in the company was leading the -- coming up

20 with the appropriate metrics finally and the numbers that

21 added up to those metrics?

22 A    Ms. Goulet was the senior person, and then I think as I

23 mentioned before working with her was Ms. Irvin, and a group

24 of us from Rothschild and a group from McKinsey on various

25 elements of the plan based on the expertise we brought to
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1 the process.

2 Q    Okay.  Now looking at the comparator airlines that's

3 reflected in Exhibit 305A, Rothschild didn't independently

4 select that set of comparators did it, that was a product of

5 your ongoing work with American in the area of M&A?

6 A    It evolved out of our work that we had done for

7 American on M&A.

8 Q    And so that was the set that American had been looking

9 at in evaluating M&A issues?

10 A    I cannot say if it was this exact set, but the starting

11 point was to look at some of the comparable analysis we had

12 done on M&A, this process is a bit different so there I'm

13 sure was a substantial overlap.  I don't -- I cannot tell

14 you if it was exactly the same.

15 Q    Okay.  So you're not sure whether your partner,

16 Mr. Lawrence, for example, was using the same set of

17 comparators for his ongoing engagement relating to M&A?

18 A    I don't recall.  I know some of the work he did, for

19 example, was internationally --

20 Q    Uh-huh.

21 A    -- related.

22 Q    Okay.

23 A    You wouldn't have used this comparable set --

24 Q    Okay.

25 A    -- it wouldn't have made sense.  This obviously is a
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1 group of domestic carriers, which is our focus here.

2 Q    Okay.  And if you look on that chart the first four

3 airlines reading from the left to the right, are those what

4 generally you consider the low cost carriers?

5 A    Correct.

6 Q    And then to right of AMR are what we've heard referred

7 to as a legacy carriers or the large network carriers?

8 A    We would refer to them as the large network carriers,

9 yes.

10 Q    Okay.  And so if you were looking just at the

11 comparators to the right of AMR the median of all those

12 EBITDAR percentages would be approximately --

13           MR. POLLACK:  Excuse me.  Excuse me.  If to

14 protect confidentiality here I think we can get to these

15 points by rather than giving the median number perhaps

16 identifying the differential of the median to the AMR

17 number.

18           THE COURT:  Well, I think she was asking about the

19 median number for those one, two, three, four network

20 carriers?

21           MS. KRIEGER:  Right, to the right of the AMR --

22           THE COURT:  Which would not be confidential.

23           MS. KRIEGER:  -- excluding AMR.

24           MR. POLLACK:  Right.  Right.  I mean we can

25 stipulate that it's --
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1           MS. KRIEGER:  Okay.

2           MR. POLLACK:  -- going to be lower by a certain

3 amount and just -- once we get too fine here --

4           MS. KRIEGER:  Okay.

5           THE COURT:  Yeah, no --

6           MR. POLLACK:  -- (indiscernible - 11:32:45) the

7 numbers.

8 BY MS. KRIEGER:

9 Q    It would be in the range of between Delta and

10 Southwest, correct?

11 A    If you were looking only at the -- at those four,

12 correct.

13 Q    Yes.  And if AMR had achieved a few hundred dollar -- a

14 few hundred million dollars less annually in labor cost

15 reductions would it -- EBITDAR still be in the middle of the

16 pact roughly looking at those carriers to the right?

17 A    I'm sorry, I'm not sure I follow the question.  Can you

18 just repeat that again, please?

19 Q    Again.  If the balance sheet instead of targeting --

20 well, let's start with the pilots.

21           You know that the pilot cost reductions were set

22 at (redacted).  If they were set at (redacted) annually, and

23 that was -- that result was run through the model, the

24 EBITDAR that resulted from that would be in the middle --

25 would still be in the range of EBITDARs for the mainline
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1 carriers, correct?

2 A    Well, it's -- I don't think it's that simplistic.  The

3 number would certainly be less, but the implications could

4 be greater.

5           For example, if that cost structure meant that the

6 company couldn't fly certain routes because they were no

7 longer profitable that would affect the model on --

8 Q    Okay.

9 A    -- some of the revenue assumptions, and it's --

10 Q    Okay.  I'm just -- yeah --

11 A    I just want to say I don't think you could --

12           MR. POLLACK:  Excuse me.

13           MS. KRIEGER:  Okay.

14           THE COURT:  Let him finish the -- you asked him a

15 question, he's giving you an answer.

16           MS. KRIEGER:  Sorry.

17 BY MS. KRIEGER:

18 Q    And I understand there are --

19           THE COURT:  I think he was still giving an answer.

20           MS. KRIEGER:  Apology.

21           THE WITNESS:  Right, yes.  Thank you.

22           What I was saying was I just don't think the way

23 the financial model is built you can just simply subtract

24 off 100 million from this number and then say where does it

25 fall out.  There -- it's a much more complicated model that
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1 costs can have other impacts which affect revenue which are

2 then going affect EBITDAR.

3 BY MS. KRIEGER:

4 Q    But in the business plan presentation the allocation of

5 labor cost reductions is a number?

6 A    Yes.

7 Q    And it produced an EBITDAR?

8 A    Correct.

9 Q    And that's what you're showing here on this chart?

10 A    Yes, along with a whole host of other assumptions.

11 Q    Right.  But you're -- but on the EBITDAR chart that was

12 a mathematical one of that particular amount of labor cost

13 reductions and whether it yielded 3.1 billion, it was that

14 number that produced this EBITDAR, correct?

15 A    Well, this EBITDAR is produced with a range of inputs,

16 one of which was the labor cost savings that the company

17 had, but that was also tied to the impact on revenue.  It's

18 -- think of it as a multivariable equation you needed, and

19 that's what the company was doing in its balance plan to --

20 I'm sorry -- in its business plan to balance those elements,

21 and that's what generated this number.

22 Q    Okay.

23 A    So if you change one it may have implications on others

24 and you're going to are to iterate that to get to what the

25 EBITDAR would be.
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1 Q    Okay.  Do you believe that the EBITDAR would be below

2 the median?

3 A    Do I believe the EBITDAR would be below the median if

4 what?

5 Q    If for example the pilot side of the labor cost

6 reductions -- and again, I'm not talking about revenue

7 changes, changes in scope or anything else that go into the

8 revenue side, just the pure labor cost reduction side.  If

9 that were (redacted) instead of (redacted) would that put

10 the EBITDAR away from -- or greatly below the median?

11           MR. POLLACK:  Objection to the form of the

12 question.  He's testify that had you can't isolate --

13           THE COURT:  No speaking objections.  I'm going to

14 allow it.

15           THE WITNESS:  So my answer would be that I don't

16 know because I don't know what the other implications to

17 EBITDAR would be of that change.

18 BY MS. KRIEGER:

19 Q    Okay.  And the same the true if they change the amount

20 of non-labor cost reduction?

21 A    Correct, yes.

22 Q    Okay.  And did you run other models to figure out

23 whether any different numbers or amount of configuration

24 would have a different impact on the financial metric?

25 A    I know again in the development of the business plan
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1 the process was running a model with many different

2 assumptions as the various teams looking at elements of the

3 business plan were thinking through the various alternatives

4 with respect to revenue, other cost savings, fleet issues,

5 for example, the 1110 questions of what planes to keep --

6 Q    Okay.

7 A    -- and ultimately we arrived at the business plan we

8 presented.

9 Q    Okay.  But as I understand it today you can't testify

10 that a particular -- a lower amount of cost reductions from

11 the pilot contract, for example, from (redacted), that's the

12 target currently so some number below that, whether that --

13 whether or not that would have any adverse affect on the

14 EBITDAR profile, if you will, and being in the mainstream?

15 A    It would lower the EBITDAR, but I can't say that it

16 would be exactly by the amount of the reduction because --

17 Q    Okay.

18 A    -- it would have other implications I would need to

19 analyze before I could answer your question.

20 Q    Okay.  And to your knowledge though nobody did an

21 analysis of those other implications -- or you did not do

22 such an analysis looking at a potentially lower cost

23 reduction from the pilots?

24 A    I did not do the analysis of that $100 million dollar

25 difference.
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1 Q    Okay.  So you can't say that that would produce an

2 unsustainable EBITDAR financial profile today?

3 A    As I said, I'd have to go back and understand the other

4 implications of that change.

5 Q    Okay.  Now you expressed the opinion that American will

6 not have the need for a revolving credit facility during the

7 period of a business plan?

8 A    Correct.

9 Q    That's your conclusion today?

10 A    At the present time, yes.

11 Q    And that's because the company will be emerging with a

12 significant amount of cash?

13 A    With an amount of cash that puts it within the

14 financial metric we identified with respect to liquidity as

15 I testified earlier that was in the range that we would like

16 to see and that third-party analysts like to see.

17 Q    Okay.

18 A    So because of the cash it has it doesn't need a

19 revolving credit facility.

20 Q    Right.  That's because it's sufficient to fund its

21 operations with the cash on hand and with the -- whatever

22 cash it might generate from its business?

23 A    Yes.

24 Q    Okay.  And that's at least right now $4 million of

25 more, close the $5 million cash on hand?
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1 A    A bit over $4 billion.

2 Q    A billion, excuse me.

3           And is it also the case that American could

4 increase its liquidity and decrease its leverage by changing

5 somewhat the timing or magnitude of its planned capital

6 expenditures?

7 A    Again, I don't think it's that simple because the whole

8 business plan is premised around a certain amount of capital

9 expenditures relating primarily to fleet, and if you do not

10 have those planes or the other major areas product

11 improvement where American has lagged behind, so if you

12 don't have the fleet and you don't have the product

13 improvements that's going to have an impact on the revenue

14 and that's going to -- if revenue is less it's going to

15 reduce the cash flow.

16 Q    And have you done an analysis of the fleet plan for

17 capital expenditures and what variations in the timing

18 magnitude would do to AMR's liquidity and to the viability

19 of its business plan?

20 A    We've -- we've looked at the fleet plan to understand

21 how it relates to the business plan and the revenue the

22 business plan produces, again, as part of our diligence on

23 the business plan.

24 Q    But what you looked at was the existing plan for making

25 a certain amount of capital expenditures at a certain time
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1 not any alternatives that might stretch them out over a

2 different period of time or change the magnitude in each

3 year?

4 A    We looked at the capital expenditures that were

5 developed as part of the business plan process.

6 Q    Okay.

7 A    Again by the fleet team --

8 Q    Right.

9 A    -- that worked on that part of the effort.

10 Q    Oh, and you did not challenge that or ask for

11 alternatives or look at different models?

12 A    That was not part of our specific assignment with

13 respect to the business plan --

14 Q    Okay.

15 A    -- at least the financial metrics of the plan.

16 Q    What came out of that capital expenditure plan?

17 A    Well, the -- again, capital expenditures affects

18 liquidity --

19 Q    Right.

20 A    -- and what we were looking at was the -- what was the

21 liquidity based on a level of revenue and costs and capital

22 expenditures.

23 Q    Right.  And that was a given to you from AMR that that

24 level of capital expenditures would be made?

25 A    The -- correct.
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1 Q    Okay.

2 A    And that was developed as part of the business plan --

3 Q    Okay.

4 A    -- process.

5 Q    And do I understand that -- or you testified that the

6 refleeting capital expenditure plan was a key component of

7 American's business plan even prior to the Chapter 11

8 filing, correct?

9 A    Yes, I think Ms. Goulet mentioned yesterday about the

10 company's important plane order that it made.

11 Q    Right.  And your understanding was that that was the

12 subject of an analysis presented to the board of directors

13 back in around July 2011 when the first major fleet purchase

14 order was unveiled?

15           MR. POLLACK:  Objection, foundation.

16           THE COURT:  Could you state that again, counsel?

17           MS. KRIEGER:  Yes.

18 BY MS. KRIEGER:

19 Q    Was it your understanding that there had been some kind

20 of an analysis done -- a business analysis, financial

21 analysis underlying the planned refleeting expenditures?

22 A    Yes.

23           UNIDENTIFIED SPEAKER:  All out --

24           THE WITNESS:  Oh, sorry.

25           THE COURT:  No, that's all right.
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1           MS. KRIEGER:  Okay.

2 BY MS. KRIEGER:

3 Q    And you're understanding was that that had gone to the

4 company's board of directors?

5 A    Yes.

6 Q    And that was more or less contemporaneous with the

7 July 2011 period when that order was announced?

8 A    That's my understanding, yes.

9 Q    Okay.  And -- and you also do not know whether the

10 underlying analysis supporting the timing magnitude of the

11 refleeting expenditure over the period of the business plan

12 was shared with the unions?

13 A    I do not, no.

14 Q    And you do not know whether that analysis has been

15 posted to Rothschild's interlinks data sharing or data room?

16 A    I do not -- I do not know.

17 Q    Okay.  What was your understanding based on that there

18 had been an analysis underlying the -- again, the magnitude

19 scope timing of the capital expenditure plan?

20 A    In what context?

21 Q    Yes.  How do you know or how did you come to understand

22 that that had been done by the company and that that had

23 been shared with their board of directors?

24 A    As part of our work when we became involved in October

25 as is typical we do diligence to get us up on the current
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1 issues facing the company, we usually request recent board

2 of director presentations, we look at the current business

3 plan as it existed and had been presented by management to

4 the board, and the presentation on refleeting was a

5 presentation that our team obtained and reviewed.

6 Q    Now, I understand that -- or is it correct to -- for us

7 to assume that the -- the channel for the unions requesting

8 information from the company in this 1113 proceeding is to

9 go -- for our financial advisors to go to Rothschild?

10 A    Yes.  The protocol we established after filing was to

11 funnel all financial requests through the respective

12 financial advisors to one of my -- several of my colleagues,

13 it's a considerable amount of work -- and we post all the

14 information on an interlinks data sharing site and are

15 responsive to questions working with the company, either

16 post the information or arrange a call or meeting to go

17 through the data requests.

18 Q    And are you aware that the union's financial advisors

19 have been requesting for a long period of time for

20 Rothschild to get that financial analysis underlying the

21 magnitude and timing and the capital expenditures for

22 refleeting?

23 A    I do not recall.  We've provided huge amounts of

24 information, and anything we might not have provided would

25 have been because counsel had a concern over what we -- what
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1 might have been requested.

2 Q    And are you aware that they still have received no

3 response from Rothschild?

4 A    I'm not aware.

5 Q    And do you know today of any reason why this

6 information is being held -- withheld?

7           MR. POLLACK:  Objection.

8 BY MS. KRIEGER:

9 Q    Do you know that there's any reason?

10           THE COURT:  I think you have a foundation problem,

11 but I'll allow the question.

12           THE WITNESS:  As I -- as I said, I don't know that

13 our protocol is to as directed by the company to be

14 responsive promptly to all requests.  We also have counsel

15 review those requests in case there's a particular issue.

16 So I -- I don't -- I don't know.

17      (Pause)

18 BY MS. KRIEGER:

19 Q    I believe you've testified that business plans

20 frequently change on an ongoing basis?

21 A    Yes.

22 Q    And as of today we don't know what American's final

23 business plan will look like?

24 A    I think we have a very good basis for what the final

25 business plan is based on what the company has presented to
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1 it stakeholders with the recent adjustments we made, which I

2 don't think were material.  The foundation of the business

3 plan remains the same.

4 Q    And as I understand it, or tell me if I'm wrong,

5 Rothschild believes that this is a business plan -- a stand-

6 alone business plan that you're willing to vouch for?

7 A    Correct.

8 Q    And that this is a business plan that's suitable to be

9 evaluated and compared with other alternatives such as M&A?

10 A    Correct.

11 Q    Okay.  And you've stated that American will compare any

12 alternatives that it receives and that it will on its own

13 initiative evaluate whether or not the current stand-alone

14 plan or some alternative business plan maximizes value for

15 the stakeholders?

16 A    Yes, I think that's the company's fiduciary obligation.

17 Q    But that hasn't happened yet.

18 A    I'm sorry, what has not happened yet?

19 Q    That hasn't happened yet, there has been no evaluation

20 of the current sustained-alone plan compared to alternatives

21 -- alternative business plans?

22 A    Well, our focus to date has been on the sustained-alone

23 plan.

24 Q    And is that because you have been told not to do the

25 comparison?
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1 A    No.  As I mentioned, we've been working with American

2 on strategic alternatives for some time prior to our

3 engagement on the restructuring assignment.  We have an

4 integrated team working on the engagement that includes some

5 of the people who have worked previously with American.

6 Q    So you have this work going on evaluating strategic

7 alternatives and then you have this business plan which

8 you're confident in, and you say you just haven't focused it

9 -- what's along side it?  You haven't looked at the two in

10 comparison?

11           MR. POLLACK:  Object to the characterization.

12 BY MS. KRIEGER:

13 Q    Well, you did say you haven't focused on it, but you

14 said that Rothschild has also been working all alone on

15 looking at strategic alternatives, so I'm just trying to

16 understand --

17           THE COURT:  All right, let --

18 BY MS. KRIEGER:

19 Q    -- what you mean when you say you haven't focused on

20 the alternatives.

21           THE COURT:  Let's ask a new question.  I'm not --

22 I think that's a little difficult to follow.  So let's try

23 it again.

24 BY MS. KRIEGER:

25 Q    Your answer was when I asked have you looked at
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1 alternatives, you said you haven't focused on them.  I don't

2 think that answers my question.

3           Have you considered alternatives to the current

4 sustain-alone plan that you believe is ready and suitable to

5 be compared with alternatives?

6 A    My focus has been on working with the company on its

7 stand-alone business plan and the development of that plan

8 and in engaging with all of our stakeholders on they

9 diligence on the plan to answer their -- their questions.

10           The point I was making is that our broader team at

11 Rothschild has a background and a history of working with

12 American management on a whole host of strategic

13 alternatives, and we are familiar with those issues.

14           We were concentrating in the near term when you

15 were asking me the question on the development of the stand-

16 alone plan.

17 Q    But you have the capabilities to do what you said

18 American will do, which is compare alternatives to see

19 whether they versus the stand-alone plan would maximize

20 value to the stakeholders?

21 A    Yes, I think Rothschild is very familiar with those

22 issues from having worked with American.

23 Q    And so it's only up to American to ask you to focus on

24 that?

25 A    I think again I've said that that issue is something
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1 American itself is very focused on, and I think when you

2 provide advice to a client there are ebbs and flows of what

3 -- what your work is, it's not an on off switch.

4 Q    Okay.  And as I said I think you described it as a

5 holistic process previously?

6 A    For the advice that we provide, yes.

7 Q    Okay.

8           MS. KRIEGER:  Your Honor, for a moment I just want

9 to get a hard copy of two exhibits to show the witness --

10           THE COURT:  All right.

11           MS. KRIEGER:  -- and distribute around.

12      (Pause)

13           THE COURT:  Are those exhibits currently in the

14 courtroom or -- all right, I just was -- I just wanted to

15 make sure it wasn't the person who was leaving.

16      (Laughter)

17      (Pause)

18           MR. POLLACK:  Judge, excuse me.

19           MS. KRIEGER:  Yes.

20           MR. POLLACK:  As counsel has acknowledged this is

21 a confidential document and so we're not going put it on the

22 screens.

23           We have noted that it has been widely distributed

24 in the room and we just want to make sure that the

25 distribution is limited to counsel subject to the protective
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1 order.

2           MR. MEYERHOFF:  Yeah, we're subject to the

3 protective order.  I think we're the only ones that

4 (indiscernible - 11:55:34).

5 BY MS. KRIEGER:

6 Q    The two exhibits, I'm not going to get into the numbers

7 hopefully and breach any confidentiality here, but taking

8 them in reverse order they are APA Exhibit 6 and APA

9 Exhibit 5, and could you identify APA Exhibit 6 first for

10 us?

11 A    Exhibit 6 is a document entitled update pension freeze

12 economics.

13 Q    Okay.  And is this the document that underlay your

14 direct testimony about quantifying an equity that was

15 required by the decision to freeze the pension plan?  And if

16 you turn to the last page of that document.

17 A    Yes, this is a document that compares the impact on

18 cash and on leverage to freezing the plan versus terminating

19 the plan, and is the basis for the comments on the final

20 page that the company would need additional capital to

21 offset the increase in leverage and cash from a plan freeze.

22 Q    And is this the business plan that has sometimes been

23 referred to as version 2.0 or in the interlinks documents

24 it's sometimes referred to as 2.0?

25 A    I -- I believe so.
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1 Q    Okay.  It's an amendment to the plan?

2 A    To the original plan that was presented in February.

3 Q    The plan for success document Exhibit 1505 -- American

4 Airlines 1505.

5           And is this the version of the business plan as

6 amended as of March 14th, 2012 that was the plan you

7 referred to in your original declaration, which I believe is

8 -- was exhibit -- American Airlines Exhibit 300 in the

9 binder tab?

10 A    I believe so.

11 Q    Okay.

12 A    It would have been at the time of my declaration,

13 whatever the most current business plan was that we had up

14 on interlinks.

15 Q    Okay.  And then turning to APA Exhibit 5 dated April 6,

16 2012.  Is this a document you're familiar with?

17 A    Yes.

18 Q    And does this reflect a change in your opinion as to

19 the amount of the equity raise that AMR was seeking in its

20 business plan?

21 A    Yes, this document summarizes, as I believe I mentioned

22 in my direct testimony, the update made to the business plan

23 from the time of my original declaration to what we refer to

24 as my updated declaration, and a consequence of the update

25 was that cash had increased.  And consistent with the logic
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1 of adding a rights offering to the business plan when we --

2 when the company made the decision to freeze the pension

3 rather than terminate we reduced the amount of the rights

4 offering because there was an increase in cash so we needed

5 less cash we thought again at the time for the rights

6 offering.

7 Q    And did you run it through the model to come up with --

8 to reach the same EBITDAR you had targeted how much less

9 cash would be needed?  Is that the math that went into it?

10 A    Well, the methodology as is explained in this Exhibit 5

11 was -- and again, this underlies the point I was making

12 earlier about the complexity of the model -- that we took

13 each of -- each of the changes that are described here on

14 page 2, that was run through the model, and then as you'll

15 see we explain what each was, we explain the impact to cash,

16 we explain the impact to EBITDAR, and we show the impact on

17 the balance sheet.  We also show all the key financial

18 metrics, and we evaluated them.

19           And the reason the company decided to reduce the

20 rights offering is we were -- we were using the number as a

21 place holder at the time for the model, the cash had

22 increased, we could reduce the cash provided bid the rights

23 offering, and the key metric, which was the liquidity

24 metric, which was why we put the rights offering in with the

25 pension freeze because it would -- the pension freeze uses
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1 cash, was higher than what we were targeting so we could

2 reduce cash and still be within that key financial metric.

3           On the other hand EBITDAR decreased with these

4 changes.  So it was lower, so the margin that the company

5 was targeting was now lower.

6           But again, we looked at that within the range of

7 the financial metrics and it was still within the range.  It

8 was down several points and there was no need to make any

9 change to address that.

10 Q    Okay.  So with the several points lower EBITDAR at

11 least as you've projected it it's still a viable business

12 plan?

13 A    The EBITDAR margins were within the range that we felt

14 were -- were reasonable, yes.

15 Q    Okay.  And the magnitude -- again, I'm not going to --

16 A    I mean it was a -- I'm sorry.

17 Q    Okay.

18 A    You can see the differential on page 4, it was roughly,

19 you know, a tenth of a point, two-tenths of a point, in out-

20 years maybe three-tenths of a point.  So again, not a

21 meaningful change.

22 Q    Okay.  And just looking at that page 4, looking at the

23 farthest column on the right in the EBITDAR margin, that is

24 the EBITDAR projection that AMR's business plan has targeted

25 for -- to achieve by the end of the business plan 2017?
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1 A    Yes.  If you're -- if you're looking at the 2017

2 column, go to the very bottom, (redacted), the margin --

3 Q    And again, I don't want to mention specific numbers,

4 but the number --

5 A    Sorry --

6 Q    -- that's there is --

7 A    Yes.

8 Q    -- the number that's --

9 A    Yes.

10 Q    -- been targeted.

11 A    Sorry.

12 Q    And it is several points higher than the target for the

13 -- the first year on emergence?

14 A    Yes, correct.

15 Q    Okay.  And -- and that also is a target or a profile

16 achievement that in your opinion is necessary for American

17 to emerge and have a viable future?

18 A    With respect to this financial metric you can't look at

19 them in isolation, that's why we look at a group, but on the

20 EBITDAR margin this is in the range that we think is -- is

21 reasonable for a viable business plan.

22 Q    Okay.  And turning to an exhibit that your counsel

23 showed -- or that the debtor's counsel showed as American

24 Airlines Exhibit 310A.

25 A    Yes.

Page 119

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 119 of 315]



AMR CORPORATION

1 Q    I think your direct testimony was that -- that if you

2 did not achieve the labor cost reductions targeted in the

3 business plan that it would put the number some place way to

4 the right of that chart?

5 A    Yes.

6 Q    Could you explain to me what the magnitude of the

7 reduction if you can that would be the case if you did not

8 achieve say (redacted) million in pilot cost reductions and

9 it was only (redacted) million say for this?

10 A    Right.  We did not do that analysis.  We looked at the

11 aggregate of labor savings.

12 Q    Okay.  And when you looked at the aggregate how did it

13 affect the number that's shown there in the yellow bar on

14 this chart for AMR?  What was the order of magnitude of the

15 difference, if you know?

16 A    I don't remember the exact number, but I know it was

17 below the -- the carrier in the farthest right.

18 Q    And can you say how far below?

19 A    It was several points below.

20 Q    Okay.  And that was again looking if you didn't achieve

21 the entire 1.5 million in labor cost reductions?

22 A    It was -- it was running the model without the labor

23 cost savings.

24 Q    As zero?

25 A    In the aggregate.
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1 Q    Yeah, in the aggregate.

2 A    Correct, yes.

3 Q    And to your knowledge has American or Rothschild run a

4 model that would show what would happen if only (redacted)

5 in annual pilot cost reductions were achieved as opposed to

6 (redacted)?

7           MR. POLLACK:  Asked and answered.

8           THE COURT:  Sustained.

9           MS. KRIEGER:  Okay.

10 BY MS. KRIEGER:

11 Q    You have no opinion on what the affect of that would be

12 on this particular metric?

13 A    I -- no, we have not done analysis.  I think I said

14 it's a much more complicated analysis than just subtracting

15 a number.

16 Q    Right.  And so you cannot express an opinion on whether

17 any lower amount of cost reductions would be -- make a

18 viable plan?

19           MR. POLLACK:  Objection.

20           THE COURT:  Sustained.

21           MS. KRIEGER:  Okay.

22 BY MS. KRIEGER:

23 Q    In your direct testimony I believe you said that you

24 used a -- you gave the company some of its comparator

25 financial metrics and financial information, the information
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1 about the plans of reorganizations of other large network

2 carriers that had gone through bankruptcy since 2000?

3 A    Yes, that was part of the information we provided.

4 Q    Okay.  And as I understand it -- or maybe you can tell

5 me -- is it correct that the information you gave them and

6 the plans of restructuring that you provided them were based

7 on a model of those carriers emerging as a stand-alone

8 business plan?

9 A    Yes, it was what those carriers provided and disclosed

10 publicly at the time of their plan of reorganization --

11 Q    Okay.

12 A    -- and I believe the carriers that we identify in my

13 declaration emerged as stand-alone businesses.

14 Q    Okay.  And then what happened to them?  Did they -- did

15 they survive as stand-alone carriers?

16 A    For several years in some -- in some cases.  United

17 ultimately combined with Continental, and then Delta and

18 Northwest merged.  After merging US Air continued an as

19 independent.

20 Q    But it has also undergone some consolidation has it

21 not?

22 A    Yes, you're right.  They combined with another carrier

23 that was -- did not emerge from Chapter 11.

24 Q    Okay.  And do you know what the longest period of time

25 any of those comparators survived as stand-alone business
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1 model carriers after emerging from Chapter 11?

2 A    United emerged with a disclosure statement as we

3 mention on 2005, I don't remember the exact date on when it

4 combined with Continental, but I think it was maybe a year

5 or so ago, I mean I'd have to look.

6 Q    Okay.

7           MS. KRIEGER:  Could I ask that American Airlines

8 Exhibit 1505 and the slide that's page 9 be projected.

9 We've determined that that's not confidential information in

10 that exhibit.

11           MR. FLICKER:  Your Honor, to make clear, 1505

12 itself is a confidential --

13           MS. KRIEGER:  Right --

14           MR. FLICKER:  -- exhibit, but again Ms. Krieger

15 checked with us on this page.

16           THE COURT:  All right.  Thank you.

17           MS. KRIEGER:  Okay.  Thank you, Jeanie.

18 BY MS. KRIEGER:

19 Q    And to your knowledge is that an accurate reflection of

20 the timeline that you've described of making a plan of

21 reorganization to emerge and then consolidating in the wake

22 of emergence?

23 A    Yes.

24 Q    Okay.  Thank you.

25           MS. KRIEGER:  Okay.  One moment, Your Honor, and I
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1 think I can wrap up here.

2           THE COURT:  All right.

3 BY MS. KRIEGER:

4 Q    One final question about going back to the issue of

5 comparing alternatives in the Rothschild -- I think you

6 called it the broader team -- is looking at alternatives

7 including consolidation.  Who's on that broader team?

8 A    The -- we have approximately nine or ten bankers

9 involved.  The engagement for American is run by myself and

10 my colleague, Mr. Lawrence, Mr. Lawrence is the banker who

11 has worked previously with American on other strategic

12 options and he continues to be involved for just that

13 reason.  Some members of the team have worked with

14 Mr. Lawrence, some are new to the team, but there's -- as I

15 said, we formed an integrated team because of our

16 preexisting relationship with the company.

17 Q    When you say integrated are you talking about

18 integrated across Rothschild between the restructuring and

19 the M&A side?

20 A    Yes.

21 Q    Okay.

22 A    We call it strategic advisory, but yes.

23 Q    Okay.  And -- and is the M&A side of it focusing on

24 alternatives such as consolidation?

25 A    Well, that's what -- as I said, that's what they had
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1 been doing before --

2 Q    Okay.

3 A    -- and they bring to our team a knowledge of the

4 company, so those bankers were helpful, including

5 Mr. Lawrence, in the development of the business plan

6 because they bring a history and a knowledge of the company

7 and the industry as well.

8 Q    Okay.  And the people that you mentioned who had

9 previously been from American working with Mr. Lawrence and

10 his M&A side, are those same people interacting with the

11 members of this broader team you've described, that is

12 Ms. Goulet, Mr. Horton, and Mr. Vahidi?

13 A    Correct.

14 Q    Okay.

15           MS. KRIEGER:  No further questions at this time.

16           THE COURT:  All right.

17           MS. KRIEGER:  Oh, may I move the admission of the

18 APA exhibits on this cross?

19           THE COURT:  All right.

20           MS. KRIEGER:  Subject to working out the

21 redactions.

22           THE COURT:  All right.  And that would be

23 Exhibits 5 and 6.  What about the one page -- it's going to

24 be in -- is it American --

25           MS. KRIEGER:  It's already American's exhibit.
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1           THE COURT:  All right.

2           MS. KRIEGER:  And for the purposes of redaction as

3 I understand there will obviously be nothing in the public

4 record that would show this, but the under seal part of this

5 trial record would have the full exhibit in it.

6           MR. POLLACK:  That's correct, Judge.  These

7 Exhibits 5 and 6 have been redacted in their entirely

8 because they contain exclusively financial confidential

9 information, so for purposes of the public record there'll

10 be --

11           THE COURT:  We just make a notation --

12           MS. KRIEGER:  Yes.

13           THE COURT:  -- that they're --

14           MS. KRIEGER:  Just as currently there are

15 exhibits --

16           THE COURT:  All right.

17           MS. KRIEGER:  -- that are listed as completely

18 redacted.  Thank you.

19           THE COURT:  And just while we're on the subject of

20 exhibits, I assume that what the three unions intend to do

21 is to file a public version of your set of exhibits so

22 that's it's on the public record and that will be the

23 appropriately redacted versions, which in this case will

24 actually have nothing for 5 and 6 --

25           MS. KRIEGER:  Right.
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1           THE COURT:  -- but for other ones may have just

2 blacked out whatever the particular information is and

3 you'll work with --

4           MS. KRIEGER:  Right.

5           THE COURT:  -- the interested stakeholders to make

6 sure that's right.  Because I don't know --

7           MS. KRIEGER:  Right.

8           THE COURT:  -- I think I had asked debtors earlier

9 whether they had their information on the public record and

10 I just want to make sure we get --

11           MS. KRIEGER:  Right.

12           THE COURT:  -- all of your information on the

13 public record for anybody who is interested in seeing it.

14           MS. KRIEGER:  Yeah.  And I assume that would be

15 part of the contemplated truing up process --

16           MS. KRIEGER:  Yes, I think that's right.

17           MS. KRIEGER:  -- we had talked about making sure

18 we have an accurate list and then making sure we have things

19 behind barriers --

20           THE COURT:  Right.

21           MS. KRIEGER:  -- that need to stay behind.

22           THE COURT:  And that's how you know you're in

23 bankruptcy Court when litigators refer to it as the truing

24 up process.

25           MS. KRIEGER:  Thank you.
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1           MR. BUTLER:  Your Honor, Jack Butler for the

2 unsecured committee.  I don't know if the committee agrees

3 on all the information in APA 5 and 6 is confidential, we'll

4 have to consult with the debtors about that about when the

5 mark up is actually done.

6           THE COURT:  All right.  I'll leave that to your --

7           MR. POLLACK:  Be happy to do so.

8           THE COURT:  -- to your professional wisdom to work

9 that out in the first instance.

10      (APA Exhibit Nos. 5 and 6 were admitted)

11           THE COURT:  All right.

12           MS. LEVINE:  Good afternoon, Your Honor, Sharon

13 Levine, Lowenstein Sandler for the Transport Workers Union.

14 CROSS-EXAMINATION

15 BY MS. LEVINE:

16 Q    Good afternoon, Mr. Resnick.

17 A    Good afternoon, Ms. Levine.

18 Q    Mr. Resnick, just as a preliminary matter.  One of the

19 issues that you're addressing and looking for financing is

20 how the capital markets are going to react to American

21 Airlines on a emergence, correct?

22 A    Correct.

23 Q    And as part of that interaction one of the things I

24 suspect you're considering is whether or not there's labor

25 peace on emergence?
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1 A    We're assuming for purposes of our analysis that the

2 company has achieved a consensual plan.

3 Q    And if there is labor peace or a consensual plan as you

4 call it do you believe that will facilitate exit financing

5 and stability in the marketplace?

6 A    First the company is probably not going to be looking

7 for exit financing because it has sufficient cash to emerge,

8 so again, we have to evaluate that.

9           As I said in my declaration at the time we develop

10 a plan of reorganization, but if the numbers are consistent

11 with the numbers in the company's business plan we would not

12 need exit financing, that would be point one.

13           And point two would be yes, the markets will --

14           THE COURT:  Excuse me, please put that on mute.

15 If I keep getting interruptions I'm going to cut some people

16 loose.  So if you can't manage to work the phone properly

17 please get off the phone.

18           Sorry about that.

19 BY MS. LEVINE:

20 Q    I think Mr. Resnick was speaking.

21 A    Yes.  So the second part of your question is yes, I

22 think the capital marks would evaluate that issue.

23 Q    So you mention that you may not need to do a capital

24 raise at closing.  In your original declaration you were

25 looking at (redacted) in a capital --
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1           MR. POLLACK:  Excuse me.  We'll ask that that be

2 stricken from the record, Judge.

3           THE COURT:  People have to be aware of what's

4 confidential and what's not, and that's confidential.

5           MS. LEVINE:  Sorry, Your Honor.  We accept the

6 motion to strike, I didn't realize it.

7           THE COURT:  If there's any questions about what's

8 confidential and what's not those need to be addressed

9 before the words come out obviously because you can't put

10 the cow back in the barn despite -- I've always noticed if

11 people say strike it from the record the transcript says

12 strike it from the record, so it just shows you that

13 somewhat futility of that exercise.

14           Are there any line of questioning here where you

15 have a question about that?  I'm happy to take a five-minute

16 break so that those issues --

17           MS. LEVINE:  We won't use any numbers going

18 forward until we check with debtor's counsel.

19           THE COURT:  All right.  But I'm saying if you -- I

20 don't want to -- I don't want to interrupt your examination

21 either if it would be helpful to have a five-minute break to

22 do that --

23           MS. LEVINE:  We won't use any numbers, Your Honor.

24 I didn't realize.

25           THE COURT:  All right.
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1 BY MS. LEVINE:

2 Q    In your original declaration there was --

3           THE COURT:  Just to make it very clear, because I

4 understand the importance of some of these things, I'm going

5 order that it be stricken from the record and that anybody

6 whose heard the information is -- now understands and

7 retains it in their head, understands that it's confidential

8 and is not to be used outside this courtroom proceeding

9 without specific requests and leave of the Court to do so.

10           MR. POLLACK:  Thank you, Judge.

11           THE COURT:  Proceed.

12           MS. LEVINE:  Thank you, Your Honor.

13 BY MS. LEVINE:

14 Q    In your original declaration there was a number with

15 regard to capital raised, correct?

16 A    Correct, yes.

17 Q    And in your follow-up declaration the determination was

18 made that that amount of funding may not be necessary at all

19 in connection with coming out of bankruptcy; is that

20 correct?

21 A    Yes, we had indicated that the number would be one to

22 evaluate at the time of developing a plan of reorganization

23 when the company had, if necessary, updated its business

24 plan, that would be the appropriate time to make that

25 judgment.
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1 Q    And did the change in your analysis come after

2 conversations with the committee?

3 A    We had feedback from committee members with respect to

4 clarifying that portion of the declaration.

5 Q    And was one of the concerns raised by the committee

6 that if there was a capital raise it could be dilutive of

7 the committees -- of the unsecured creditor distributions in

8 these cases?

9 A    The -- well, certainly any capital raised -- and I've

10 distinguish just from the beginning of our discussion exit

11 financing from a capital raise, I look in the world of

12 restructuring exit financing is generally debt to finance a

13 company, we're using the term capital as it could be debt,

14 it could be equity, but it's not the -- it's not on ongoing

15 revolving credit facility or something to that extent.

16           So this new capital that we were discussing, any

17 amount would be dilutive unless -- because we were

18 considering as a rights offering -- parties would

19 participate in the rights offering.

20 Q    And I believe the question was did part of -- was one

21 of the things that you considered in reconsidering your

22 opinion with regard to the amount of capital raised

23 consultation with the committee?

24 A    The consultation with the committee was with respect to

25 clarifying and elaborating in greater detail the comment
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1 regarding the new capital raised than we had in our -- in my

2 original declaration.

3 Q    And is there an expectation that the outstanding

4 unsecured debt under a plan of reorganization, if there's a

5 stand-alone plan of reorganization here, will likely receive

6 some kind of distribution in the form of equity as opposed

7 to actually cash?

8 A    Yes, I think that's contemplated.

9 Q    And the -- so the public bond debt which is currently

10 trading now is likely to receive in lieu of additional debt

11 equity in the reorganized debtor, correct?

12 A    Correct.

13 Q    Now the public -- do you know what the public bond debt

14 is trading at today?

15 A    I have not looked at it recently.

16 Q    Do you know whether it's trading -- well, isn't it true

17 that it's trading today higher than it was on let's say

18 December 1?

19 A    Yes.

20 Q    And is the increase in the -- actually let me take a

21 step back.  But it's still trading at a discount, correct?

22 A    Discount to par, correct.

23 Q    And by discount to par, just to clarify a little bit,

24 par is the face value of the debt?

25 A    Correct.
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1 Q    And discount to par means you're paying less for the

2 debt than the par or face value?

3 A    Correct.

4 Q    But when you get a distribution under the plan of

5 reorganization you would likely receive your distribution on

6 the face amount of the debt, correct -- pro rata share on

7 the face amount of the debt?

8 A    Yes.

9      (Pause)

10 Q    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.

23 Q    Taking a look at American Airlines Exhibit 305A all the

24 way to the right -- all the way to the right is -- it says

25 American Airlines without labor savings; is that correct?
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1 A    Yes.

2 Q    Actually isn't it true that this analysis includes the

3 labor savings achieved in 2003 which for the TWU was

4 $620 million a year annually since that time?

5 A    I do not know that specifically.

6 Q    So when -- so then when you look at AMR in the middle,

7 which I believe you testified previously, contemplates the

8 current second round of labor savings that would mean the TW

9 -- you're looking at a target where the TWU was not only

10 sacrificing 620 million, but an additional 390 million or

11 over $1 billion a year --

12           MR. POLLACK:  Objection.

13 BY MS. LEVINE:

14 Q    -- in labor savings?

15           MR. POLLACK:  We're into argument now, the witness

16 said he just doesn't know.

17           THE COURT:  I think that's right, so I don't know

18 that we can put those numbers together if he doesn't know

19 what that number was in the first --

20 BY MS. LEVINE:

21 Q    Mr. Resnick, are you aware of whether or not the debtor

22 achieved labor savings back in 2003?

23 A    I know that the company reached agreement on -- with

24 its -- with its unions in 2003 that resulted in some labor

25 savings.
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1 Q    And in connection with your analysis of the debtor's

2 business plan and its financeability do you -- have you

3 looked at what those labor savings were purported to be?

4 A    Not at the 2003 period.  The focus as we say in the

5 footnote here when we do the analysis without the labor

6 savings refers specifically to the proposed one and a half

7 billion in labor cost reductions.

8 Q    So the -- so the designation all the way to the right

9 that says without labor savings actually does take into

10 account whatever labor savings existed as of 2003, you're

11 not adding them back in, you're just not referring to them;

12 is that correct?

13 A    I think analytically what's -- what's happening is we

14 are running the model that has the labor cost savings in it

15 and produce the middle column, we're now taking that out and

16 running the model again without the one and a half billion

17 in labor savings and produces the number to the far right.

18 That's what I can speak to as what we're -- what we're doing

19 and how that number was derived.

20 Q    So your analysis doesn't take into account one way or

21 the other the labor concessions that were given in 2003?

22           MR. POLLACK:  Objection, asked and answered.

23           THE COURT:  Sustained.

24 BY MS. LEVINE:

25 Q    Mr. Resnick, right now you indicated that you're
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1 looking at the debtor's current business model compared to

2 the other what I'll call legacy carriers -- or network

3 carriers in addition to the low cost carriers?

4 A    I think what I said was that part of the information we

5 provided to the company is one of a business plan process

6 was information on other airline bankruptcies of large

7 network carriers.

8 Q    Well, actually I'm referring more generally to their

9 business plans.  Is there any other carrier that currently

10 use a -- currently uses a cornerstone approach as its

11 revenue generation proposition?

12 A    Again, our focus was not on the revenue development

13 component of the business plan, that was a focus of

14 McKinsey.

15 Q    Is there any other carrier that currently has a

16 cornerstone configuration?  Let me try it a different way.

17           Isn't it true that there's no other carrier that

18 currently has a cornerstone approach to its business model

19 configuration?

20 A    I can't say I'm familiar with exactly how the other

21 carriers define their revenue models.

22 Q    Well the low cost carriers tend to operate point to

23 point, correct?

24 A    For the most part.

25 Q    And the network carriers have internal domestic
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1 networks and then expand into foreign networks, correct?

2           THE COURT:  Correct me if I'm wrong, I don't think

3 he's being offered as an expert on the airline industry, so

4 I'll allow a little of this, but I don't want to get

5 sidetracked.

6           MS. LEVINE:  I want to respect Your Honor's non-

7 speaking responses to objections, should I --

8           THE COURT:  No, I'm saying going ahead, ask it.

9           MS. LEVINE:  Okay.

10           THE COURT:  I'm not -- I'm not -- I'm just saying

11 I'll let you go a little bit, but I'm just conscience of the

12 fact that he's not --

13           MS. LEVINE:  Just a couple of questions.

14           THE COURT:  -- presented as an airline industry

15 expert.

16 BY MS. LEVINE:

17 Q    Well, looking at the financeability of the particular

18 business model and the credit -- and the market's reaction

19 to the financial business model, it is -- what we're -- the

20 network carriers tend to use a domestic route structure and

21 a foreign route structure, and isn't it true that the low

22 cost carriers tend to use point to point, correct?

23 A    I would say that the large network carriers typically

24 have like American key hubs to which they direct their

25 traffic and from which they fly domestically and
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1 internationally.

2 Q    Isn't it true, Mr. Resnick, that the last airline prior

3 to American that used just a cornerstone approach to launch

4 international air travel was PamAm?

5           MR. POLLACK:  Objection, foundation.

6           THE COURT:  I'm not sure where we're going with

7 this with this particular --

8           MS. LEVINE:  Your Honor, I'll move on.

9           THE COURT:  Again, when you ask -- when you tie it

10 to the financial metrics that's fine, but if it's just an

11 airline question I don't know that it's going ultimately

12 shed much light for anyone.

13 BY MS. LEVINE:

14 Q    Mr. Resnick, turning back to 305A for a minute.  The --

15 when you look at AMR just to the right of AMR is United,

16 correct?

17 A    Yes.

18 Q    That's United -- that's the United after United

19 Continental merger, correct?

20 A    Correct.

21 Q    When you look to Delta, that's Delta after the Delta

22 Northwest merger, correct?

23 A    Correct.

24 Q    When you look to US Air, that's US Air after the US Air

25 America West merger, correct?
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1 A    Yes.

2           MS. LEVINE:  Your Honor, one minute, please.

3           THE COURT:  Certainly.

4      (Pause)

5           MS. LEVINE:  No further questions, Your Honor.

6           THE COURT:  All right.

7           MS. PARCELLI:  Your Honor, I do have questions.

8 If we could take an early lunch break though I think I can

9 put them in a much more coherent form and hopefully

10 streamline them.  Right now it's a bit disjointed.

11           THE COURT:  All right.  No, that's fine, I asked

12 the parties to assist in -- in managing the case to do that,

13 so I think it would be unfair to me to then say no and you

14 don't get an opportunity to do that.

15           So let's -- let's make it -- let's make it 20 to

16 that way you have a chance to eat as well as streamline your

17 -- your presentation.

18           MS. PARCELLI:  Thank you.

19           MR. GALLAGHER:  Your Honor, Jack Gallagher again

20 for the record.

21           I have advised counsel that Mr. -- our next

22 witness, Mr. Vahidi, is only available today, so I want to

23 reemphasize that on the record that we do need to finish him

24 today.

25           THE COURT:  All right.  Well, almost ask whether
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1 that presents any logistical problems.  I mean that we

2 should tweak the order of witnesses or --

3           MS. PARCELLI:  Well, we -- I mean I'm amenable to

4 taking them out of order I believe and going ahead with

5 Mr. Vahidi after a break if that's what they want to do.

6           THE COURT:  Well, let me ask the question again.

7 I know it's hard to do that, but I'm just trying to get a

8 sense of the ballpark about of time Mr. Vahidi's cross will

9 take.  Because if we come back and it's 20 to 2:00, we

10 conclude this witness say 2:30, I would imagine we'd be able

11 to get him in without -- without working any violence, but

12 that assumes -- that makes -- I have -- speaking of

13 assumptions built into questions I have made several

14 assumptions there, and if there -- if we know that those

15 assumptions are wrong right now then we should tweak it, but

16 if we actually believe that that may work then I'm happy to

17 just continue on.

18           I'm sure this witness would prefer to have this

19 all done consecutively --

20           THE WITNESS:  Yes.

21           THE COURT:  -- and there is a certain efficiency

22 to that, so -- and I'm willing to stay later as necessary,

23 not that I'm inviting people to -- don't take that the wrong

24 way I guess is what I'm saying.

25           So how would you like to proceed?  Just status
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1 quo?

2           MS. PARCELLI:  I -- yeah, I think that will

3 possible.  My partner is taking care of the Vahidi examine,

4 but from my understanding it should be workable.

5           THE COURT:  All right.

6           MS. PARCELLI:  It should be able to get done.

7           THE COURT:  In other words, you don't sitting here

8 today except him to be different in kind in terms of the

9 amount of time he will take than say this witness this

10 morning, and we lost an hour this morning, so I think

11 basically if we didn't we would be right on track with the

12 morning afternoon witness.

13           All right, thank you for mentioning these issues,

14 I appreciate it, but I think we can continue on, and I will

15 see you all at 20 of.

16      (Recess at 12:32 p.m.)

17           THE CLERK:  All rise.

18           THE COURT:  Please be seated.

19           All right, I think we were ready to start the

20 third of the cross-examinations.

21           MS. PARCELLI:  Yes, thank you, Your Honor.  Carmen

22 Parcelli for the APFA.

23 CROSS-EXAMINATION

24 BY MS. PARCELLI:

25 Q    Good afternoon, Mr. Resnick.
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1           Now, Mr. Resnick, I believe you mentioned before

2 in your testimony that Rothschild had done prior work for

3 American Airlines before this engagement that began October

4 of 2011; is that correct?

5 A    Yes.

6 Q    And you also mentioned your partner, a Mr. Lawrence; is

7 that correct?

8 A    Yes.

9 Q    And at what point did Mr. Lawrence become involved in

10 doing work for American Airlines; do you recall?

11 A    I believe some time in the 2008/2009 time frame.

12 Q    Okay.  So was that in connection with Mr. Tom Horton's

13 return to American Airlines?

14 A    Yes.

15 Q    Okay.  Now, I also believe you testified earlier that

16 Rothschild has been consulting with American Airlines on

17 strategic matters which would include possible

18 consolidation; is that fair to say?

19 A    Yes.

20 Q    So when did that aspect of Rothschild's engagement

21 begin?

22 A    That aspect of the engagement really was the -- the

23 work that Mr. Lawrence began when Rothschild was first

24 engaged by American, it might have actually been before 2008

25 if -- I just don't remember the exact date.
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1 Q    Okay.  But it coincided with Mr. Horton's return to the

2 company, so whenever in time that was that would be it?

3 A    Correct.

4 Q    Okay.  So that's when that engagement began.  Has that

5 engagement been continuing and is it since that time?

6 A    I know we've worked on several matters, I don't know if

7 it was completely continuous or -- there were several

8 engagements over the period.

9 Q    Well, is it your understanding that Rothschild is still

10 engaged in that capacity as we sit here today?

11 A    When we negotiated our engagement letter that's part of

12 our work for this restructuring assignment what we did was

13 end the one that was currently outstanding, and a number of

14 the services that were in that engagement letter are now

15 included in our current letter.

16 Q    So let me just make sure I understand.  So that would

17 include the prior work regarding strategic matters, which

18 would also include evaluating possible consolidation; is

19 that correct?

20 A    Yes, continuing to advise on strategic alternatives

21 along side of advising on the restructuring is our current

22 engagement.

23 Q    Okay.  That -- all right.

24           Now if I can turn you back to Exhibit 305A that

25 was looked at previously.  You have it, sir?
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1 A    Yes, I have it.

2 Q    Oh, thank you.

3           So looking at this chart which carriers on the

4 chart do you consider to be large network carriers?

5 A    United, Southwest, Delta, US Airways.

6 Q    Okay.  And anyone that you didn't just mention now you

7 would consider to be a low cost carrier; is that correct?

8 A    Correct.

9 Q    Okay.  Thank you.

10           Now you are offering the opinion in your expert

11 report are you not that the labor cost reductions in the

12 business plan are necessary for American to emerge

13 successfully from reorganization; is that correct?

14 A    Yes.

15 Q    Okay.  And is it also your opinion that the modeled

16 labor cost reductions in the business plan are absolutely

17 the minimum necessary for American to survive and emerge; is

18 that correct?

19 A    I believe that's the standard for 1113.

20 Q    Okay.  But that's your opinion; is that correct,

21 statement of your opinion?

22 A    That the labor cost reductions asked for are necessary

23 for American to successfully reorganize.

24 Q    Sir, I don't believe that's exactly responsive to my

25 question.
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1           My question was this, is it your opinion that the

2 labor cost reductions modeled in the business plan are quote

3 "absolutely the minimum necessary for American to survive

4 and emerge?"  Is that your opinion, sir?

5 A    I think my opinion is summarized in paragraph 8 and --

6 I mean we can -- we can look at that, but that's where I

7 state what my -- my opinion is -- what my opinions are,

8 sorry.

9 Q    Okay.  Sir, your deposition was taken in this matter

10 was it not on April 13th of 2012?

11 A    Yes.

12 Q    Okay.  And during that deposition -- I'll read the

13 following exchange for you.

14 A    Do you have the page number?

15 Q    Oh, I'm very sorry.  I'm looking at page 147, and the

16 question beginning on line 3.

17           THE COURT:  Thank you very much.  Give me a

18 second, counsel.  147?

19           MS. PARCELLI:  Oh, I'm sorry, I had tons of copies

20 up here.  Does anyone else need a copy?  Oh, no, I have

21 something else.  Okay.  I'm looking -- never mind.

22           THE WITNESS:  Okay.  So this is -- these are the

23 ones with four pages to the regular page.

24 BY MS. PARCELLI:

25 Q    Yes, it is.  So you have to look for the page number
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1 that's the smaller one in the corner of each box --

2 A    Right.

3 Q    -- on the page.  So it's page 147.  It's -- in the

4 larger page numbers it's page 38.

5 A    Okay.

6 Q    Okay?  So --

7           THE COURT:  What line?

8 BY MS. PARCELLI:

9 Q    Starting at line 3, the question, "Okay.  But if that's

10 not" -- I'm sorry, let me start again.

11           "Okay.  But if that's a moving target and is still

12 not final today you're here today though saying that it

13 doesn't matter.  These labor cost reductions are absolutely

14 the minimum necessary for American to survive and emerge?"

15           Answer, "That's right."

16           Do you see that, sir?

17 A    I do.

18 Q    Okay.  And that was your testimony was it not?

19 A    Yes.

20 Q    Okay.  So does that refresh your recollection that you

21 formed an opinion that the labor costs that are modeled in

22 the business plan are absolutely the minimum necessary for

23 American to survive and emerge?

24 A    Well, I think what I was saying in the testimony is

25 that the labor cost reductions that are included in the --
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1 in the business plan is what's necessary for the company to

2 have a viable business plan upon emergence.

3 Q    Necessary, but -- so you're not saying they are the

4 minimum necessary for the company to obtain?

5 A    Well, I mean we read back my testimony, that's what I

6 -- that's what I said.

7           I think the company has determined this is what is

8 the minimum necessary for it to successfully reorganize and

9 emerge.

10 Q    Okay.  The company has determined.  Do you agree with

11 that determination in your expert opinion?

12 A    I agree with the company's determination.  My expert

13 opinion is related, as we've said before, to the financial

14 metrics with respect to the plan.

15 Q    Okay.

16           MR. POLLACK:  Judge, excuse me.  Having had the

17 opportunity now to review this transcript and really just

18 for an efficiency objective here you might see that counsel

19 restated the question immediately after the Q and A that was

20 just answered --

21           THE COURT:  Yeah, I would just do it on redirect.

22           MR. POLLACK:  I'll do it then.

23           MS. PARCELLI:  Okay.

24           THE COURT:  Thank you.

25 BY MS. PARCELLI:
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1 Q    All right.  But you've reached these opinions that

2 we've discussed regarding the labor cost reductions that are

3 modeled in the business plan without having modeled the

4 impact of American Airlines receiving less in labor cost

5 reductions than the current target in the business plan

6 model; is that correct?

7 A    What I discussed earlier before lunch was that the way

8 the business plan was prepared was there was considerable

9 analysis, people looked at different alternatives to come to

10 the fundamental assumptions included in the business plan as

11 presented to the stakeholders.

12           So after the back and forth what ultimately the

13 Company arrived at was one of the components being the labor

14 reduction of (redacted).

15 Q    So are you saying you did or you did not model

16 alternatives through the business plan of lesser labor cost

17 reductions?

18 A    I cannot say I know we modeled because we didn't model,

19 we worked with the company that was doing the modeling, but

20 what I'm saying is there was a lot of work being done as the

21 business plan was prepared modeling many different

22 assumptions on a whole variety of factors, and that's

23 typical, that's how you put a business plan together, you

24 have to make sure all the pieces fit together.

25 Q    Okay.
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1 A    I don't know exactly what was modeled on each of the

2 components.

3 Q    Okay.  I think we're getting clarity.  So you haven't

4 seen that analysis; is that correct?

5 A    I have not, correct.

6 Q    Okay.  But you issued your expert report and the

7 opinions contained therein without having seen that

8 analysis, correct?

9 A    No, I know from my team that worked on it with the

10 company and some of my direct involvement as well that there

11 was a lot of work being done on a range of assumptions and

12 alternatives before arriving at the numbers included in the

13 business plan.

14 Q    Okay.  So when was the first time that you saw a number

15 for the labor cost reductions to be targeted?

16 A    I don't recall.

17 Q    Well --

18 A    We saw many, many numbers --

19 Q    Okay.  So --

20 A    -- in terms of preparing the business plan.

21 Q    Okay.  The -- well, I think you testified before that

22 work in the -- on the business plan didn't start until after

23 the bankruptcy filing; is that correct?

24 A    Correct.

25 Q    Okay.  So I mean was it within a week, two weeks, a
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1 month, two months of the bankruptcy filing that you first

2 saw a labor cost reduction target number?

3 A    I don't remember exactly when we saw the labor cost

4 reduction numbers.

5 Q    Is it your impression that it was towards the beginning

6 of the process or more towards the end of the process when

7 the business plan was presented to stakeholders on

8 February 1st?

9 A    I think somewhere in the middle of the process.

10 Q    Okay.  And do you recall what that number was that you

11 first saw?

12 A    The number that I recall was approximately on average

13 the (redacted).

14 Q    Okay.  So that's the first --

15 A    It would be --

16 Q    -- number that you saw?

17 A    That's the first number I recall.

18 Q    Okay.  And that continued to be the number that was

19 targeted in the business plan model throughout; is that

20 correct?

21 A    Roughly, yes.

22 Q    Okay.  So the number did not move that you saw?

23 A    That I saw, correct.

24 Q    Now I believe that you testified when you were being

25 cross-examined by Ms. Krieger that you would not describe
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1 how the labor cost reduction number was reached as quote

2 unquote "just filling a gap."  Do you recall that testimony?

3 A    Yes.

4 Q    Okay.  I'd like for you now read with me -- and I'll

5 give you a copy since it's a little long -- a portion from

6 the deposition that was taken in this case of Alex Dichter

7 -- and I'd simply like for you to look at it and see whether

8 you agree or disagree with what's stated there.

9           MR. POLLACK:  Judge, I'm going to object to this

10 cross.  Mr. Dichter will be testifying either this afternoon

11 or in the morning, there's no point in asking this witness.

12           THE COURT:  He's (sic) entitled to ask whether he

13 shares the same views as another witness in the case if he

14 has a view.

15           MS. PARCELLI:  And I'm simply -- I'm showing it

16 rather than reading it because it's a little lengthy and I

17 just think it'll be understood better that way.

18           THE COURT:  Well, let me see a copy and we'll --

19           MS. PARCELLI:  Sure.  Let me find the right page.

20           MR. POLLACK:  Counsel, what page?

21           THE COURT:  Ninety-three.

22           MR. POLLACK:  Thank you.

23      (Pause)

24           THE COURT:  So what -- what in particular are we

25 doing with this deposition transcript now?
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1           MS. PARCELLI:  What I would like to do, Your

2 Honor, is I would like to read with the witness starting at

3 line 6, or I can read the question too, that's fine to give

4 it some context starting at line 3, and then down through

5 the rest of the page and see if he agrees or disagrees with

6 the description that's given there.

7           THE COURT:  Well, I take it there to be a standing

8 objection to this.

9           MR. POLLACK:  There is.

10           THE COURT:  I don't have a problem asking him if

11 he agrees to the particular statement, I am more inclined to

12 agree with the objection if it's essentially a conversation,

13 and there's as couple of paragraphs of testimony here and

14 that I believe becomes more problematic.

15           So if there's a particular -- you can have him

16 read it and then ask a question, would you agree with this

17 proposition, but I don't want to have him try to adopt

18 wholesale paragraphs of someone's testimony.

19           MS. PARCELLI:  Your Honor, I understand that.  I'm

20 more than happy to sort of chunk it up a bit and sort of

21 assertion by assertion.  I mean again, not to expend too

22 much time either, but I think I can do that in fairly short

23 order, and I understand that's a fair way to proceed with

24 the question.  Is that acceptable?

25           THE COURT:  Well, let's -- let's give it a shot.
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1           MS. PARCELLI:  Okay.

2      (Pause)

3 BY MS. PARCELLI:

4 Q    Okay.  And starting on line 3, the question reads:

5           "And that gap came purely out of the (redacted)

6 starting target when you subtract the other opportunities

7 that were" -- interruption --

8           Answer:

9           "The starting point of the analysis is overall

10 revenue production, and so if revenue is going to be here"

11 -- indicating -- "and you're truing to reach a given EBITDAR

12 target that means costs need to be here."  He was indicating

13 with his hands.

14           "Sorry, I know you can't type what my hands are

15 doing, let me rephrase."

16           "If you they the revenue is going to be, for

17 example, 100 billion, just to keep round numbers and you

18 want a ten percent EBITDAR target then costs before rent,

19 depreciation, interest, taxes, et cetera, et cetera, would

20 need to be 90 billion."

21           Okay.  So thus far do you agree with this -- that

22 the first point here that the start point of the analysis is

23 overall revenue production?  Is that accord with your

24 understanding or do you agree with that statement by

25 Mr. Dichter?
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1           MR. POLLACK:  I'm going to continue my standing

2 objection.

3           MS. PARCELLI:  No, it's not working?

4           THE COURT:  Well, because it says the starting

5 point of the analysis, so we're sort of getting in

6 conversation midstream.

7           Again, if you want to use this for background for

8 rephrasing your own particular question that is -- can be

9 asked that's fine, but again, I think we just read three

10 paragraphs and I'm a little -- that have some things baked

11 into them, so --

12           MS. PARCELLI:  Okay.

13           THE COURT:  -- that's any concern.

14           MS. PARCELLI:  Fair enough.  Perhaps try and

15 revisit in some other fashion.

16           THE COURT:  I suspect Mr. Dichter may be getting

17 some questions on this as well, so.

18           MS. PARCELLI:  Sure.

19 BY MS. PARCELLI:

20 Q    Now since you're engagement that began in October of

21 2011 have you seen any modeling done by American Airlines of

22 any consolidation scenario?

23 A    Since October --

24 Q    Since October of 2011.

25 A    I have not.
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1 Q    You have not.  Have you seen any modeling since that

2 time of consolidation scenarios done by Rothschild?

3 A    I have not.

4 Q    Okay.  And since October 2011 engagement have you seen

5 any financial metrics that have been prepared by American

6 reflecting possible consolidation scenarios?

7 A    I have not seen any.

8 Q    Okay.  And since that time have you seen any financial

9 metrics prepared by Rothschild that would reflect possible

10 consolidation scenarios?

11 A    I have not seen any.

12 Q    Okay.  And since the October 2011 engagement have you

13 seen any document from American Airlines discussing possible

14 consolidation scenarios?

15 A    I've seen a presentation made to the unsecured

16 creditors' committee, I can't remember if it was Ms. Goulet

17 or Mr. Horton recently where they talked generally to the

18 committee about the review on consolidation opportunities.

19 Q    Okay.  But other than that?

20 A    I do not believe so.

21 Q    Now, I believe you testified earlier on cross-

22 examination that in Rothschild's view there was a

23 "reasonable range," quote unquote, for the target for

24 EBITDAR; is that a fair statement of your testimony?

25 A    Yes, we looked at comparable data, business plans of
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1 other carriers having emerged from Chapter 11, and indicated

2 to the company what we thought was appropriate EBITDAR

3 margin ranges.

4 Q    Okay.

5 A    And leverage and other -- other factors as well.

6 Q    Okay.  But my question was --

7 A    Yes, yes.

8 Q    -- specific to EBITDAR.

9           Okay.  Now without going into it in any way into

10 specifics of numbers, okay, can you tell me in terms of

11 percentage points what that reasonable range was?  You

12 understand what I'm trying to get at to avoid getting at a

13 real number?

14 A    Not -- not completely.

15 Q    Okay.  So if something were said to be at 10 percent,

16 okay, to basis points up from that would be 12, so I would

17 ask you to express that range in terms of 2 percentage and

18 not giving what it was based off of.

19           See what I'm trying to see?  I'm trying to see the

20 play that may exist off of a particular percentage, and if

21 you could express it in basis points I think we will avoid

22 the problem of talking about an actual number.  But I'm

23 trying to get a sense of what the reasonable range is.

24 A    Right.

25 Q    Is that clear enough?
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1 A    It is, but I think the way we approached providing that

2 information was slightly different, so I'll try to explain

3 that and then you can ask.

4           But what we did was we prepared an analysis of our

5 current comparable set of companies, the performance

6 currently today and some historical data and what the range

7 in the case you mentioned of the EBITDAR margin was and we

8 indicated that, we looked at highs, lows, that is what

9 bankers do, means, medians.

10           We did the same analysis for the plan -- the plans

11 for reorganization for companies that emerged from

12 Chapter 11, that's summarized in the declaration, a small

13 amount, we did it obviously more comprehensively, same set

14 of analysis, high, low, means, medians, and presented that

15 information to the company.  Talked about it with them, went

16 through it.

17           So we didn't necessarily say you have to be here,

18 we said, looking at the data this is how it -- it sets up --

19 Q    Okay.

20 A    -- and obviously to be in the middle of the range,

21 mean, median plus or minus as you say a couple of basis

22 points from that would be -- would be reasonable, that would

23 be the way financial analysts would assess the data.

24 Q    Okay.  So just to make sure I'm understanding, I

25 appreciate the explanation.
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1           So in terms of the range, the high, the low, that

2 you presented to American, if you took the median it would

3 be fair to say about two basis points on either side of that

4 would represent the range; is that correctly stated?

5 A    Well, you know, I think if you look at Exhibit 305 --

6 Q    Yeah.

7 A    -- as an example -- again, we did not tell the company

8 they need to be at the number that's in there, I think I've

9 said that before.  It's certainly within the range.

10 Exhibit 305 is one snapshot in time that's 2013 estimates --

11 Q    Uh-huh.

12 A    -- so you can see that American with the labor savings

13 is in the middle of the range.  You know the high is

14 considerably higher, it's, you know, (redacted) basis points

15 higher --

16 Q    Yeah.

17 A    -- and the -- you know, the low is about, you know --

18 I'm sorry, not -- right, not (redacted) basis points --

19 (redacted) percent.

20           THE COURT:  I would be careful, aren't you going

21 to get into some of these numbers -- percentages that are --

22           MS. PARCELLI:  Yeah, I was --

23           THE COURT:  -- confidential?  So --

24           MR. POLLACK:  I think that's a good cautious, Your

25 Honor.
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1           MS. PARCELLI:  -- trying to steer clear of that.

2           THE COURT:  So --

3           THE WITNESS:  Okay.

4           THE COURT:  -- I'll give the same admonishment

5 that to the extent anyone has derived a confidential

6 percentage number that that is confidential and cannot

7 without seeking leave of the Court.

8           And just relatedly we gave a direction to the

9 official court reporter to scrub the earlier mention of

10 confidential information and we'll give the same direction

11 for this afternoon.  So I think we just need to be --

12           THE WITNESS:  Yeah, I'm sorry.

13           THE COURT:  No, no, it's -- you're answering the

14 question as best you can and it's being asked as best she

15 can, it's just sort of a sticky situation for everybody to

16 be in.  So just let's all be careful.

17 BY MS. PARCELLI:

18 Q    Let's try and just get closure on this point and I

19 think perhaps your reference to Exhibit 305 will be helpful

20 -- or 305A I should say.

21           You're -- I'm not understanding you to say that

22 the reasonable range is represented by the ranges that

23 appear on this chart, right, that's not the reasonable range

24 is it?

25 A    That's -- that's the broad data set of the comparable
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1 companies for 2013.

2 Q    Okay.  But is that what you mean by reasonable range?

3 A    No.  Again, what I was saying was we -- we provided

4 data such as this to the company, historically from the

5 other plans of reorganization and we said, here's the high,

6 here's the low, the means, the medians.  So generally if

7 you're in the range of the mean median that's certainly

8 reasonable.

9 Q    Okay.

10 A    Okay.

11 Q    So the range of the --

12 A    So we didn't give a certain number of basis points, I

13 guess that's the point I'm trying to make, from --

14 Q    Okay.

15 A    -- the mean or median.

16 Q    Okay.  So -- but when -- so when you say reasonable

17 range though it wasn't really a range in the sense of a

18 series of numbers, right?  You're just saying the median of

19 the --

20 A    If you're in this vicinity --

21 Q    -- entire data set.

22 A    Right.

23 Q    Well, okay, vicinity, but how much is the vicinity?

24 Can you quantify without of course giving specifics of

25 numbers what the vicinity means?
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1 A    Right.

2           MR. POLLACK:  Objection, asked and answered.  I

3 think he's given his answer.

4           THE COURT:  Well, I think it's a challenging topic

5 so I'll allow it.  Again without reference to specific

6 numbers, which is why it's a challenging topic, so.

7           THE WITNESS:  I think investment bankers giving

8 advice to clients on issues of what are appropriate

9 financial benchmarks are going to provide extensive

10 analysis, which I think we did, look at the data with the

11 clients, and give their best judgment.

12           So if you're looking at what is a reasonable

13 target to use, general convention, kind of mean and median

14 is the starting place.  If you're in the range of the mean

15 and median -- and I'm not saying if you're in 200 basis

16 points of the range -- I'm saying if you are in the range

17 it's a judgment.

18           It's an art, not a science because companies,

19 particularly large complicated companies such as American

20 are not going to be able to tweak their business plans to

21 hit certain numbers, they're going to look at the inputs,

22 they're going to see the result of that, and they're going

23 to assess that.  And 2013 from the business plan is

24 resulting in this number that we're discussing.  If you look

25 at all the data we provided this is within the range.
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1           If you look at the company's business -- the

2 EBITDAR margin for 2014 -- 2015, it is within the range of

3 the broader data set we looked at.

4 BY MS. PARCELLI:

5 Q    So are you saying that the range or the vicinity from

6 the median can't be quantified by you or has not been?

7 Let's put it that way, has not been quantified by you?

8 A    Right, we did not say this specific range is the range

9 you have to be in.

10 Q    Okay.  So there would -- okay.

11           So looking at 305A then, would the figure

12 appearing for United be in the range, in the reasonable

13 range I should say?

14 A    Yes, I think so.

15 Q    Okay.  How about the figure appearing for Southwest,

16 would that be in the reasonable range?

17 A    Yes, looking at again --

18 Q    Okay.  How about US Airways, would that be in the

19 reasonable range?

20 A    Well, it's a -- it's -- I would characterize that at

21 the lower end of the range.

22 Q    Okay.

23 A    You know, relative to the group of data on that chart

24 and certainly relative to -- particularly with respect to

25 American, a company that's emerging from bankruptcy, and
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1 there's some inherent risk, so that's why we looked at the

2 plans of reorganizations of the other carriers --

3 Q    Uh-huh.

4 A    -- this is -- if we can go back and look at that data

5 from my declaration, that number --

6 Q    I really don't want --

7 A    -- is have much at the low end.  I wouldn't consider

8 that a target to shoot for.

9 Q    Okay.  Turning your attention to JetBlue on the chart.

10 Is the figure appearing for JetBlue in the reasonable range?

11 A    Yes, moving to the higher end of the range.

12 Q    Okay.  And for Allegiant, is that in the reasonable

13 range?

14 A    Yeah, I would say that's toward the higher end of the

15 range, particularly stepping back and looking at the broader

16 data set, you know, we've looked at.

17 Q    Okay.  Looking at Alaska is that in or out of the

18 reasonable range?

19 A    I would say the way I would describe that is that's at

20 the high end of the range.

21 Q    Okay.  And just for completeness what about Spirit?

22 A    You know, that's very much at the high end of the

23 range.

24 Q    Okay.

25 A    I mean if you look at -- it's a different type of --
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1 it's a low cost carrier compared to the companies whose

2 business plans we analyzed that emerged from Chapter 11,

3 they don't even target EBITDAR margins at that -- at that

4 level.  Again, their business models are different.

5 Q    Okay.  Thank you.

6           MS. PARCELLI:  Nothing further.

7           THE COURT:  All right.  Redirect?

8           MR. BUTLER:  Your Honor (indiscernible - 2:19:58)

9 said earlier, in light of the pretrial order (indiscernible

10 - 2:20:01) on the record the committee has no cross-

11 examination of Mr. Resnick in the context of the

12 Section 1113.

13 REDIRECT EXAMINATION

14 BY MR. POLLACK:

15 Q    Good afternoon.

16           Mr. Resnick, you've been asked this afternoon as

17 well as this morning a series of questions about

18 Rothschild's engagement by the airline in connection with

19 its assessment of strategic alternatives.  Do you have those

20 questions in mind?

21 A    Yes.

22 Q    All right.  Do you have an opinion based upon your

23 restructuring experience as to when in the sequence of a

24 Chapter 11 proceeding a company in American's position ought

25 to consider such strategic alternatives?
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1 A    Yes.

2 Q    What is your opinion?

3 A    In my view the sensible way to proceed and the way I've

4 worked in many other cases is to follow the path that we're

5 doing here, which is develop through the business plan that

6 we've been discussing what we would call a stand-alone plan

7 working with the company's stakeholders and use that as the

8 basis against which to analysis alternatives that would

9 produce maximum value for our stakeholders, and that could

10 include mergers, it -- some cases it includes acquisitions,

11 but you need the discipline of having your stand-alone plan

12 as essentially your base case.

13 Q    And more particularly, sir, with regard to the relief

14 requested of this Court in this proceeding, the rejection of

15 the collective bargaining agreements, do you have an opinion

16 as to the proper sequencing of strategic alternatives

17 relative to an 1113 proceeding?

18 A    Yes.

19 Q    And what is your view?

20 A    Well, I think to maximize value for the stakeholders

21 it's important to have the stand-alone plan as an

22 alternative, because in my view it makes no sense to

23 essentially put all your eggs in one basket and pursue one

24 alternative without having the ability of looking at an

25 array of options that can maximize value for the
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1 stakeholders.

2           One of those, and usually as I said, the base case

3 against which to compare alternatives is the stand-alone

4 plan, and that way stakeholders have that as an alternative

5 and then they can compare other options and pursue them if

6 they maximize value for all stakeholders.

7 Q    Ms. Krieger this morning asked you a series of

8 questions about your recollection, the familiarity with the

9 prefiling labor negotiations that the company was engaged in

10 as of last October.  Do you remember those questions?

11 A    Yes.

12 Q    And she asked you specifically whether in your view the

13 company's objective was to develop a viable business at that

14 time.  Do you remember that question?

15 A    Generally.

16 Q    All right.  Have that in mind.  And I want to focus on

17 that phrase, a viable business, and I want you to focus on

18 that phrase in the prefiling context of last October.

19           When you think about viability outside of a

20 Chapter 11 proceeding do you have a different view in mind

21 as once you're in a Chapter 11 proceeding?

22 A    Yes.

23 Q    Can you explain the differentiation in your view?

24 A    In Chapter 11 the debtor has a fiduciary responsibility

25 to all of its stakeholders to maximize value and has to
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1 assess alternatives and the risks related to those

2 alternatives in that context.

3           Outside of Chapter 11 the company was considering

4 alternatives, management, the board was evaluating those

5 options with a different perspective.

6 Q    Okay.  And you testified this morning about your role

7 in those discussions in the October into November time

8 period, right?

9 A    Yes.

10 Q    As a result of your role and observations did you form

11 a view as to management's relative risk tolerance last

12 October?

13 A    Yes.

14 Q    What was your view?

15 A    I believe what we included in the presentation we made

16 to the board in late November and analyzing the alternative

17 of continuing on the existing path to a Chapter 11 filing

18 identified what we believe were significant risks inherent

19 in continuing on the what I described as the out-of-court

20 alternative, and that was that the company was extremely

21 highly leveraged at the time, it really couldn't borrow

22 anymore, so if it continued to have losses as it had in the

23 past it would be dissipating its most important resource,

24 which was its cash balances.  And we noted that airlines are

25 susceptible to exogenous events, which in the past have had
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1 meaningful impact on cash, increase in fuel prices,

2 something happening in the world, and everything had to work

3 perfectly at best for the company to be successful in that

4 out-of-court path.

5 Q    Do you have APA Exhibit 5 in front of you?

6 A    Yes.

7           UNIDENTIFIED SPEAKER:  I'm sorry, what exhibit?

8           MR. POLLACK:  APA Exhibit 5.

9 BY MR. POLLACK:

10 Q    And I want to direct your attention to page 4 of the

11 exhibit, the bottom line which relates to the EBITDAR

12 numbers of the 3.0 version of the business plan.

13 A    Yes.

14 Q    Do you recall Ms. Krieger directed your attention to

15 the range that's depicted there?

16 A    Yes.

17 Q    Okay.  And again I want to be sensitive --

18           THE COURT:  And just in light of prior events

19 today we just want to remember that all these numbers --

20           MR. POLLACK:  We're not going to -- yes.

21           THE COURT:  -- are under wraps.  All right.

22           MR. POLLACK:  Yes, I'm not going to ask for any

23 specific numbers.

24 BY MR. POLLACK:

25 Q    But you do observe that from 2013 through 2017 the
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1 range increases?

2 A    Correct.

3 Q    So did Rothschild have an opinion in it advice to

4 American Airlines as to whether it should model for such an

5 increase over the six-year period of its business plan?

6 A    We did not tell them that they needed to model an

7 increase, if that's what your question is.

8 Q    Okay.  In your judgment, sir, is it reasonable to

9 expect an increase in earnings over a business plan in the

10 years following emergence from bankruptcy?

11 A    Yes, it's reasonable to assume that.

12 Q    Okay.  And with respect to the airline industry in

13 particular is there anything that informs your judgment?

14 A    Well, I think if you look at the other plans of

15 reorganization companies generally make the assumption of

16 the existing environment continuing as it is today.

17 Obviously if there's some unpredictable external shock it's

18 hard to model that, but if that continues and you have made

19 changes to your business you would expect and hope that your

20 performance would improve to reflect those changes, whether

21 they're in revenues or costs or other new capital

22 expenditures, for example.

23 Q    Do you recall that just before the lunch break

24 Ms. Krieger spoke with you about a chart that we put on the

25 screen that was a timeline of other activities related to
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1 some of the other airlines and their post emergence --

2 A    Yes.

3 Q    -- from bankruptcy?

4           And Ms. Krieger asked you specifically to focus on

5 the time period between their emergence and subsequent

6 consolidations.  Do you remember those questions?

7 A    Yes.

8 Q    And she asked you specifically with regard to a few of

9 the airlines, how long of a period there was between --

10 well, excuse me, let me be more precise.

11           She asked you how long those companies could

12 survive as stand-alone entities post emergence.  Do you

13 remember those questions?

14 A    Yes.

15 Q    Did you mean to suggest, Mr. Resnick, that

16 consolidation was necessary for the survival of any of those

17 airlines?

18 A    No.

19 Q    Now this afternoon Ms. Parcelli asked you several

20 questions about Exhibit 305A, if you can find that exhibit.

21 A    Yes.

22 Q    Okay.  And --

23 A    It's indelibly imprinted on me at this point.

24 Q    You may recall that she asked you about your

25 characterization of the airlines, which were low cost
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1 carriers, which were not.  And I want to direct your

2 attention to Southwest Airlines in particular and ask you if

3 you regard that to be a low cost carrier?

4 A    I think I indicated to her that it was in the range of

5 a large network carrier.  I think Southwest really straddles

6 the group, if we want to peel the onion back in a little

7 greater detail.  It's not a legacy carrier to the extend

8 United, Delta, USA -- US Air and American are viewed as

9 legacy carriers.  It has a very large network, its obviously

10 grown dramatically.  Its roots are as a low cost carrier.

11 It has indicia of what you see in low cost carriers in

12 flying directly point to point, but it has a scale now that

13 it has a pretty broad network.  So it really straddles the

14 two groups.

15 Q    Okay.  And lastly, Mr. Resnick, I want to direct your

16 attention to the portion of your deposition testimony that

17 you were asked about this afternoon, and that is page 147,

18 if you can take a moment to find that.

19 A    Okay.

20 Q    You were asked to review the question and answer that

21 began at line 3 of page 147.  Do you have that?

22 A    Yes.

23 Q    Okay.  Now I'd like to put in context that colloquy and

24 ask you to continue reading along with me the immediately

25 subsequent questions and answers.  After you said, "That's
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1 right," which was where Ms. Parcelli stopped, she then said,

2 "Okay.  And there are always going to be moving targets in

3 business plans."  "They're plans," was your answer.

4           Question, "And no matter what the plans change the

5 particular proposals that American has on the table for

6 labor are absolutely the minimum necessary to make that plan

7 achievable, although we don't know what that plan is."

8           I objected to the form of the question.

9           Your answer, "I think you have completely

10 misconstrued what I have said."

11           Question, "Okay.  Explain it."

12           Answer, "I said that this, from American's point

13 of view, this business plan we are very comfortable with to

14 use as the basis for a stand-alone plan.  It has some

15 assumptions in here as every plan has, but it's a business

16 plan, that it's a very reasonable basis for a stand-alone

17 reorganization.

18           The labor component that's in here is necessary

19 for this business plan to work and for the company to emerge

20 from Chapter 11 as a successful business."

21           Is that the complete answer to the question you

22 were asked of earlier today?

23 A    Yes, that is the complete answer.

24 Q    Thank you.

25           MR. POLLACK:  Nothing further, Judge.
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1           THE COURT:  All right, any recross?

2 RECROSS-EXAMINATION

3 BY MS. LEVINE:

4 Q    Mr. Resnick, Sharon Levine, Lowenstein Sandler for the

5 TWU, just a couple of questions.

6           MR. POLLACK:  Judge, excuse me, I did not ask any

7 redirect questions regarding her cross-examination.

8           THE COURT:  Well, let's hear the question and you

9 are certainly within your rights to object if it's outside

10 the scope of redirect.

11           MS. LEVINE:  On redirect the witness was asked --

12 BY MS. LEVINE:

13 Q    Mr. Resnick, on redirect you were asked about the

14 appropriateness of first doing a stand-alone plan of

15 reorganization and then looking at options with regard to

16 consolidation; is that right?

17 A    Yes.

18 Q    And you indicated that you thought it was appropriate

19 based upon looking at other airline Chapter 11 cases to

20 first look at a stand-alone plan and then to look at options

21 with regard to consolidation, correct?

22 A    No, I believe what I said was as a general matter my

23 experience advising companies on restructuring the starting

24 point is with a stand-alone plan, I don't believe I limited

25 it only to airline cases.
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1 Q    Well, at the time that United went through its first

2 and second set of 1113 motions at that time isn't it true

3 that American, Delta, Northwest, United, and Continental

4 were all stand-alone airlines?

5 A    I believe so, yes.

6 Q    And at the time that Northwest went through its chapter

7 -- it's 1113 Chapter 11 motions isn't it true that American,

8 Delta, Northwest, United, and Continental were all stand-

9 alone airlines?

10 A    They might have been, US Air might have done its

11 transaction with US West in that time period, I don't recall

12 exactly.

13 Q    Right.  But I said American, Delta, Northwest, United,

14 and Continental.

15 A    Okay.  So you left out one that time.  Yes.

16 Q    So the answer to my question is yes?

17 A    Yes.

18 Q    US Air -- I don't know when exactly US Air merged.

19           And with regard to Northwest at the time that

20 Northwest went through its Chapter 11, 113 progress

21 American, Delta, Northwest, United, and Continental were all

22 stand-alone airlines, correct?

23 A    Yes.

24 Q    And now that American is going through its 1113 process

25 Northwest and Delta are merged and United and Continental
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1 are merged, correct?

2 A    Yes.

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.

7 Q    If you do a stand-alone plan first and then consider --

8 actually and you also testified I believe that you would

9 consider consolidation and merger options prior to emerging

10 from Chapter 11 and potentially as part of a Chapter 11 plan

11 in this case, correct?

12 A    Yes.

13 Q    If you first go through a Chapter 11, 1113 process

14 marking labor to a stand-alone plan and then consider merger

15 and consolidation options in connection with a plan of

16 reorganization doesn't that put the interest of other

17 creditors ahead of the interests of labor in particular the

18 TWU?

19 A    I don't believe so because I think as part of any

20 negotiations in a merger the parties are going to have to

21 determine what to with combining the union agreements, so

22 that means there's probably going to have to be another

23 discussion.

24 Q    But you don't know that for a fact, because as we

25 previously established you're not an airline nor labor
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1 expert, you're just looking at the financing, correct?

2 A    I've -- I've observed other airline mergers in my

3 27-year career as an investment banker and I --

4 Q    Thank you, Mr. Resnick?

5 A    -- have done some merger and acquisition work as well.

6           THE COURT:  All right.  Any other recross?

7      (Pause)

8           MS. PARCELLI:  Sorry, Your Honor, just briefly.

9 RECROSS-EXAMINATION

10 BY MS. PARCELLI:

11 Q    So I believe you were just discussing and testified on

12 redirect as to your view of the proper sequence in which you

13 would develop a stand-alone business plan then go through

14 the 1113 process and then look at alternate scenarios to the

15 stand-alone business plan.  Is that a fair characterization

16 of how you view the scenario as moving forward?

17 A    Yes, to look at alternatives to the stand-alone.

18 Q    Okay.  But is it not possible that among the alternate

19 scenarios you may end up considering after the 1113 process

20 that perhaps labor cost reductions less than what were

21 required by the stand-alone plan would be required by some

22 alternate plan, correct?

23 A    I guess that could be possible.

24 Q    Yeah.  So don't you run the risk then that labor will

25 have been asked to give as necessary under the 1113 process
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1 more than what would be needed to make another alternate

2 plan work, correct?

3 A    Well, I think that's why I said the negotiation around

4 a merger is going to reopen potentially a number of issues

5 with respect to looking at value to all the stakeholders.

6 Q    Sir, are you a lawyer, do you have a law degree?

7 A    I do.

8 Q    Okay.  And you obviously have some understanding --

9      (Laughter)

10           THE COURT:  That's that old axium (sic) --

11           MS. PARCELLI:  Yeah.

12           THE COURT:  -- never ask the question that you

13 don't know the answer to.

14      (Laughter)

15           MS. PARCELLI:  No, that's a fine answer for me.

16 BY MS. PARCELLI:

17 Q    And you have some understanding clearly of the

18 Section 1113 process from your experience, right?

19 A    Yes.

20 Q    And you have training as a lawyer?

21 A    A long time ago.

22 Q    Okay.  Now I've lost my train of thought.

23      (Laughter)

24 Q    So is your understanding of 1113 that it causes the

25 rejection of the collective bargaining agreement in toto?
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1 A    Correct.

2 Q    Okay.  And is that fair, in your personal view, to

3 employees that their entire collective bargaining agreement

4 be rejected on the basis of a stand-alone plan and what that

5 dictates as necessary only to sequentially have a plan

6 potentially introduced that would require less of them?

7           MR. POLLACK:  Objection, form.

8           THE COURT:  I thought there'd be an objection, I

9 didn't think it'd be as to form.  I'll allow the question.

10           THE WITNESS:  Would you mind repeating the

11 question?  I'm sorry.

12 BY MS. PARCELLI:

13 Q    I'll try.

14 A    Or if she can read it back.

15           MS. PARCELLI:  Yes, if you could.

16           COURT REPORTER:  Stand?

17           THE COURT:  Certainly.

18           COURT REPORTER:  "And is that fair, your personal

19 view, to employees that their entire collective bargaining

20 agreement be rejected on the basis of a stand-alone plan and

21 what that dictates as necessary only to subsequently have a

22 plan potentially introduced and require less of them?"

23           THE WITNESS:  I think the process set forth in

24 1113 is -- is what the statute provides, and I think that

25 ultimately leads the parties hopefully to negotiate new
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1 collective bargaining agreements that would be the basis of

2 the stand-alone plan, and that is what the parties need, all

3 the parties need to evaluate compared to other alternatives

4 and what's going to lead to the maximum value and the best

5 reorganization for the company.

6 BY MS. PARCELLI:

7 Q    So is 1113 about gaining bargaining leverage against

8 the unions on the back end then?

9           MS. PARCELLI:  Objection now, Judge.

10           MS. PARCELLI:  All right.

11           THE COURT:  I think we've gone as far --

12           MS. PARCELLI:  I'll withdraw.

13           THE COURT:  -- we can with that.

14           MS. PARCELLI:  That's fine.

15           THE COURT:  All right.  Since it is 20 to I'm

16 beginning to get concerned about the witness that is only

17 available today, so how long do you have?  And again, if you

18 a certain period of --

19           MS. KRIEGER:  Maybe two questions.

20           THE COURT:  Okay all right.

21 RECROSS-EXAMINATION

22 BY MS. KREIGEL:

23 Q    Mr. Resnick, you mentioned that prior to the petition

24 the company had a different perspective on its business

25 plan.  Did it not also have a duty to its shareholders prior
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1 to filing the petition?

2 A    Yes.

3 Q    Okay.  And it now has a duty to its shareholders after

4 filing the petition?

5 A    After the petition my understanding is it has a duty to

6 all of its stakeholders.

7 Q    Okay.  So before it had a duty to its shareholders and

8 maybe not as high a duty to its employees, now it has a

9 heightened duty to everybody?

10           MR. POLLACK:  Objection to the form of that

11 question.  Mischaracterizes his testimony.

12           THE COURT:  If you can answer it I'll allow it.

13           THE WITNESS:  I think, Your Honor, I had answered

14 it previously what my view was.  I'm happy to repeat that if

15 that's that --

16           MS. KRIEGER:  Okay.

17           THE WITNESS:  -- Ms. Krieger would like.

18           MS. KRIEGER:  No.  Nothing further.

19 BY MS. KRIEGER:

20 Q    One other question about -- so I understand the basis

21 on which plans condition compared.

22           Are you testifying here today that in order to

23 model and evaluate one fully flushed out business plan model

24 against an alternative model you actually have to go so far

25 as to implement the stand-alone model and have it in
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1 operation in order to compare it and determine what's it is

2 better value for the stakeholders in this Chapter 11

3 proceeding?

4 A    No, I don't.  I think what I was saying is in

5 evaluating the alternatives you would be doing that before

6 the company would emerge from Chapter 11, which would

7 require proposing a plan of reorganization.

8           So I think the appropriate time to do the analysis

9 would be when the company can look at its stand-alone and

10 has addressed the issues that we're addressing today with

11 respect to the labor costs and then compare that stand-alone

12 plan against any --

13 Q    Okay.  I guess what I'm asking is given that it's

14 possible to do what in a sense is a virtual model of what

15 would be the case were all the labor cost to be brought down

16 exactly as in the current plan for success and all the other

17 costs to be brought down exactly to that number and the

18 revenue target to be met, that's in effect what you've done

19 so far, you've modeled that.

20           Is it possible to assume that that's the case and

21 then model that against alternative plans and what would be

22 required with those plans?

23 A    So you're saying assume that the unions have accepted

24 what the company has proposed --

25 Q    No, assume that you get it even -- just assume a
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1 hypothetical 1113 that you prevail but not actually go

2 through it, could you -- could you model the results of that

3 at the same time as you're modeling the results of an

4 alternative plan together at the same time while you're

5 considering restructuring options?

6           MR. POLLACK:  Judge, I'm going to object just to

7 the way this question is phrased.  There's an unlimited

8 universe of alternatives.

9           THE COURT:  Well --

10           MS. KRIEGER:  I'm just asking him about two.

11           THE COURT:  -- I'll allow it.

12           MS. KRIEGER:  Okay.

13           THE WITNESS:  Well, you can model an array of

14 alternatives making assumptions of course.

15 BY MS. KRIEGER:

16 Q    Right.  And the assumption underlying the plan for

17 success model would be you either get that result through

18 agreement or by prevailing in the 1113.

19 A    Correct.

20 Q    That that's the end result.  And so you could model

21 that today as if that were the case, and you have done that?

22 A    Yes, we -- we have modeled the current business plan.

23 Q    Right.  And then it is possible to model an alternative

24 scenario, a consolidation scenario in which the labor cost

25 reductions would be different and the other scales and so on
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1 would be looked at with the same inputs --

2           MR. POLLACK:  Objection, this question is unduly

3 speculative.

4 BY MS. KRIEGER:

5 Q    -- for network --

6           MS. KRIEGER:  Okay.  Well, I'm just asking him, I

7 mean he's an expert and he's the --

8           THE COURT:  I think it's been answered.

9           MS. KREIGER:  Okay.

10           THE COURT:  So I think -- I think he just said you

11 could model these things.  So --

12           MS. KRIEGER:  Okay.  Thank you very much.  No

13 further questions.

14           THE COURT:  All right.

15           MR. POLLACK:  Judge, I have no further questions,

16 but before we excuse the witness I just want to as a formal

17 matter offer into evidence the appropriate exhibits.

18           THE COURT:  All right.

19           MR. POLLACK:  So the declaration is Exhibit 300A.

20           THE COURT:  All right, any objection to

21 introduction of the direct testimony alternatively as we've

22 been referring to as the report that's in 300A?

23           MR. DEAN:  No objection.

24           THE COURT:  All right.

25           MR. MEYERHOFF:  Your Honor, the PBGC did have
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1 objections, but it's going to use the same procedure it used

2 yesterday to protect --

3           THE COURT:  All right.  Your rights are reserved.

4           All right.  So subject to that reservation of

5 rights I will accept 300A, which is the declaration.

6      (Debtor's Exhibit NO. 300A was admitted)

7           THE COURT:  And sir, I believe you can step down,

8 I think you're free.

9           THE WITNESS:  Thank you, Your Honor.

10           THE COURT:  Certainly.

11           MR. POLLACK:  In the interest of time, Judge, the

12 various additional exhibits are all tabulated in the binders

13 that we have.  They run from Exhibit 301 through 321A

14 inclusive, and where there has been an amendment it is

15 demarcated as Exhibit A, which you'll see applies in most

16 instances.

17           THE COURT:  That's fine.  I don't think we need to

18 identify them all individually, we'll have a true up as

19 we've been referring to it at various points in the

20 proceeding.

21           Any objection to the exhibits that are contained

22 in this binder which I believe everyone has?

23           All right, hearing no objection they are also

24 introduced as evidence in this proceeding.

25      (Debtor's Exhibit Nos. 301-321A were admitted)
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1           THE COURT:  All right, is your next witness in the

2 courtroom?

3           MR. FLICKER:  Your Honor, our next witness is in

4 the courtroom, it's Mr. Vahidi.

5           I would ask if we could have a very short comfort

6 break.  I do have a short direct so I believe that it won't

7 actually harm our schedule at all.

8           THE COURT:  All right.  Your lips to God's ears

9 we'll hope that that's true.

10           It is a quarter to 3:00, let's get back here in a

11 little less than ten minutes, eight or so minutes.

12           MR. FLICKER:  Thank you, sir.

13           THE CLERK:  All rise.

14      (Recess at 2:57 p.m.)

15           THE CLERK:  All rise.

16           THE COURT:  Please be seated.

17           All right.  Next witness.

18           MR. FLICKER:  Thank you, Your Honor.

19           The debtor calls Mr. Virasb Vahidi.

20           THE COURT:  All right.  Let's swear the witness.

21           THE CLERK:  Please stand and raise your right

22 hand.

23      (Witness Sworn)

24           THE CLERK:  Would you please state and spell your

25 name for the record.
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1           THE WITNESS:  Virasb, V-I-R-A-S-B, and the last

2 name is Vahidi, V-A-H-I-D-I.

3           MR. FLICKER:  Thank you, sir.

4 DIRECT EXAMINATION

5 BY MR. FLICKER:

6 Q    Sir, can you state your current position?

7 A    Senior vice-president of marketing and planning, and

8 chief commercial officer.

9 Q    Of which entity?

10 A    American Airlines.

11 Q    And what are you current duties?

12 A    I'm responsible for all the planning functions at

13 American Airlines, including network planning, fleet and

14 facilities, revenue management, sales and distribution, and

15 all of our marketing activities, including the advantage

16 program.

17 Q    And -- and when did you -- when did you take that

18 position at the company?

19 A    I've been in my current role since July of 2010.

20 Q    And you produced a written direct -- declaration in

21 this case; is that correct?

22 A    I did.

23 Q    All right.  And that declaration included certain

24 charts and exhibits in it; is that correct?

25 A    That's correct.
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1 Q    And your -- is your position at the company and duties

2 in history and background all set forth in that declaration

3 as well?

4 A    That's correct.

5 Q    Okay.  Do you adopt the declaration, which is American

6 Airlines' Exhibit 200 and the exhibits that were in there,

7 Exhibits 201 through 213 as your direct testimony in this

8 case?

9 A    I do.

10 Q    Thank you.

11           Now in your direct testimony you discuss the

12 concept of the high value customer as important -- as an

13 important feature of your business.  Can you please explain

14 for the Court what's a high value customer?

15 A    In our industry, a very small percentage of our

16 customers are responsible for a disproportionate share of

17 our revenue.  And these are customers who, similar to

18 corporate travelers or premium leisure travelers or the

19 travelers who are willing to pay a premium over the fair to

20 travel in the premium cabin or use special products and

21 services we offer them, are willing to pay a fare that's

22 above the average fare.

23 Q    And -- and I think you just touched on them, but what

24 aspects of your service do you believe are particularly

25 important for the high value customer?
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1 A    From a high value customer, the first and foremost,

2 what's most important is the network that we offer those

3 customers, and that has to do with the scope of our network,

4 the breadth and the depth as well as the frequency of the

5 flights we have in a specific market.

6           And then, secondarily, as the industry has become

7 more and more competitive, customer products and services

8 that differentiate our service from that of our competitors

9 become an equally important factor in their decision when

10 they make a decision to choose an airline.

11           And, thirdly, obviously, most importantly when

12 they begin their journey with us is the customer experience

13 that we can deliver for them.

14 Q    Now as a large network carrier with a high -- maybe a

15 higher cost structure than the lower cost carrier model, why

16 does American believe it is important to its business to

17 focus on the high value customer?

18 A    The reason that's important for us and it's important

19 for our competitors is that's what allows us to generate

20 what's called a revenue premium to the industry.  And there

21 are multiple ways of calculating a revenue premium in this

22 industry, and the way we look at it is very similar to the

23 way industry analysts look at it and that's based on a unit

24 of revenue and it's adjusted for stage length because

25 different airlines have different stage length.
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1           And when you look back at 2006 up to about first

2 quarter of 2011, American Airlines was very much its

3 performance in line with the rest of the industry from a

4 unit revenue perspective.  And beginning the first quarter

5 of 2011 we started under performing our industry -- the

6 industry average or that of our competitors.

7           And it's important to note that when -- certainly

8 in my role I think about our unit revenue performance versus

9 our competitors, I focus mostly on United and Delta because,

10 similar to American, they're global carriers who have

11 products and services that are designed and focused on

12 attracting a disproportionate share of high value customers

13 or corporate travelers, and that's evidenced by the fact

14 that since 2006 we have held a fifteen percent unit revenue

15 premium to US Airways and that's continued since that date.

16           So when we peeled back the revenue premium data

17 starting first quarter 2011 and started observing that we

18 have a deficit to the industry, it was primarily driven by a

19 deficit to United/Continental and Delta/Northwest.

20 Q    Thank you.

21           Now focusing on the service that you're trying to

22 present and the network that you're trying to build for the

23 high value customer and for all your customers, what gaps,

24 if any, in American's fleet in your view impede your ability

25 to optimize that network?
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1 A    So the first thing you look at when you create the

2 optimal network -- and by the "optimal network plan" I mean

3 the network plan that has both the scope, the breadth, the

4 depth of what high value customers desire.  Then you take it

5 to the next level and say, how am I going to actually fly

6 this network.

7           And one thing to realize in our industry, similar

8 to a lot of other industries, that it is very important to

9 be able to match supply and demand to make sure you have

10 (indiscernible) and you have a profitable industry and a

11 profitable airline.

12           And so when you think about the fleet plan of

13 American Airlines today, we have a number of aircrafts that

14 have seats under fifty seats.  We have forty-seven aircraft

15 that have seats between fifty and sixty-five, and then our

16 next size aircraft is what's referred to as an MD-80

17 aircraft that has 140 seats, and then after that the 737-800

18 which has 160 seats.

19           So there are two things that happen in here and I

20 think it's important to look at it from this perspective

21 because I certainly look at it from supply and demand

22 perspective.

23           One is that as we retire the MD-80 fleet, as part

24 of our fleet renewal and we're going to end this year having

25 more 737-800 aircraft than MD-80s, so we're doing away with
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1 aircraft that has a size of 140 seats.  And the gap is

2 starting to widen whereas we're going to end in a position

3 where we have aircraft with the size of 160, forty-seven

4 aircraft with the size of sixty-five, and then fifty-seat

5 and under.  And there's a very significant gap as to trying

6 to match the right size aircraft with the right-sized

7 market.

8           So last year when we were talking to both Boeing

9 and Airbus as part of our negotiations for the fleet deal

10 that we announced in July, one of our focus areas was how do

11 we start closing this gap and start acquiring aircraft

12 between 160 and sixty-seven -- sixty-five seats.  So we

13 focused our study with them on what is referred to as a

14 small narrow body, which on average has about 120 seats in

15 this industry, and that's where we ended up striking a deal

16 where we are starting taking delivery of the Airbus 319

17 aircraft that falls in that category.

18           But that still leaves a big gap between 120 and

19 what's currently at sixty-five seats, and that's the --

20 where the large regional jets come into play and allow us to

21 close that gap.

22 Q    So in your effort to, essentially, re-gage your fleet

23 and deal with this gap, is all of the gap-filling that

24 American is seeking to do, is it all at the regional

25 aircraft level?
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1 A    No.  That's not correct.  As I stated earlier, some of

2 that gap would be filled by flying the Airbus-319 or,

3 alternatively, the Boeing 737-700, which would be flown by

4 APA pilots.

5 Q    Okay.   Now the Court has heard from other witnesses

6 that American seeks the ability to operate more large

7 regional jets outside of the mainline.  If you could explain

8 why this is important from the standpoint of American's

9 network and its service offering.

10 A    Sure.  One of the -- when I first came back to American

11 in June of 2009 we worked on a network strategy and a

12 network plan to optimize our assets and concentrate them on

13 the five cities that mattered most to high value customers,

14 and there's a large concentration of high value customers,

15 four of which are the largest metropolitan areas in the

16 United States with also a large disproportioned share of

17 Fortune 500 companies.

18           As part of that exercise we were looking at how

19 can we put our assets in these five cities to optimize them,

20 but also start serving destinations that mattered most to

21 these customers that we're trying to attract.

22           I'll give you three examples of why regional jets

23 are important.

24           In a place like New York, out of LaGuardia, we

25 have attempted to operate in a very lucrative business
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1 market that's important to a lot of business travelers, and

2 that is LaGuardia to Atlanta, previously on multiple

3 occasions with a mainline jet.  And we have never been

4 successful to make that a profitable route and we have

5 exited the market.

6           We have since went back in and put large regional

7 jets, the CR-700, which is outfitted with the first class

8 cabin and an economy cabin with sixty-five sits -- seats in

9 that market since 2010, and that's been incremental flying

10 that we're accomplishing in LaGuardia and has been the basis

11 for us being able to win some corporate accounts and high

12 value customers where that route is important to them.

13           Another example of large regional jets that we

14 deployed as part of our strategy in Los Angeles is when we

15 announced the addition of Los Angeles Shanghai, which was a

16 new international route for us.  We announced that in

17 addition to our network with the addition of nine new cities

18 that we were planning to serve out of Los Angeles with

19 regional jets, two of which, as an example, are Houston

20 where there's a large concentration of business travelers,

21 and Denver.  And those are markets that, again, we serve

22 with the large regional jet.

23           And the role of those markets is obviously to feed

24 a new international service out of trans-specific gateway

25 and add incremental customers to that route.
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1           In Chicago, which is the third example of how we

2 use the regional jets and the large regional jets, I can

3 give you many examples where as our competitor, United in

4 Chicago offers service five, six times a day to a

5 destination that's important to a customer.  And the way

6 they do that is they fly the route with a mainline aircraft,

7 which is a larger capacity at eight o'clock in the morning,

8 one at about noon when there's a lot of demand, and one

9 about five or 6 p.m. when business travelers want to return.

10           And they fill out the rest of the gap throughout

11 the day with smaller aircrafts than the mainline aircraft

12 and that's where they put the large regional jets.  Given

13 the fact that we have access to a limited number of these

14 large regional jets, we have been forced to fly routes like

15 that with only mainline aircraft at 8 a.m., noon and about

16 five or 6 p.m.

17           So when a corporate customer looks at the schedule

18 of American versus United in that market, clearly they're

19 more attracted to the schedule of our competitor because

20 they offer more choices throughout the day, and because of

21 that they've been able to get a share of those high value

22 customers.  So that's the third use of -- incremental use of

23 those regional jets apart from launching new services,

24 feeding international operations.  They're also used to fill

25 the time of day where demand is lower so you can offer
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1 customers a better schedule.

2 Q    Now you used the phrase that American has limited

3 access to large regional jets.  Do you mean to say that

4 American has limited ability to obtain the jets?

5 A    We have limited ability.  There is a contractual

6 restriction in our APA agreement that limits the number of

7 large regional jets over fifty seats to forty-seven

8 aircraft.

9 Q    And does that cause you to need to -- to deploy the

10 ones that you're allowed to use outside of the market you

11 just described?

12 A    Could you repeat that question?

13 Q    Sure.  Does that mean that you're limited to deploying

14 the ones that you are allowed to use in markets other than

15 the one you just described to compete?

16 A    Correct.  We're limited in using them, and if we had

17 more of those large regional jets we could either introduce

18 more services or do more of what I just described earlier.

19 Q    Now in the LaGuardia to Atlanta example you were

20 talking about, you said that -- I believe you described that

21 as a route that's important to corporate accounts.  Can you

22 describe a little bit more for the Court what the concept of

23 a corporate account is and why that's important to American?

24 A    Well, when corporate accounts do an RFB and ask network

25 carriers to come and put a proposal on the table to be able
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1 to win the travel of their employees, they obviously look at

2 the network and what the destinations that airline serves

3 out of the cities that they either have headquarters or a

4 lot of business in those cities.

5           So for a company that's based on out New York,

6 Atlanta is an important city for them.  Obviously, to have

7 that product on the shelf and be able to have that product

8 is very important.

9           But what's equally important is to have a

10 frequency of service in that market with a first class

11 product with the amenities that corporate travelers are

12 willing to pay for and use so that you become a viable

13 player in that RFB and are able to secure a share of that

14 business travelers' --

15 Q    So does the --

16 A    -- dollars.

17 Q    I'm sorry.  So is the ability to service a market like

18 you described helpful in order to be able to leverage that

19 offering into a largr4e corporate account for more mainline

20 flying?

21 A    That's true.

22 Q    Okay.  The Court has heard that American is seeking to

23 operate regional jets that have a heavier maximum take-off

24 weight than other carriers are currently permitted to

25 operate.  Can you explain why that is?
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1 A    Well, when we're talking to the aircraft manufacturers

2 -- and the technology has evolved significantly since the

3 other carriers signed their agreements with their -- with

4 their employees and their unions.  Where the technology is

5 headed is in the direction of larger regional jets that

6 produce the economics that are desired by the airlines to

7 operate these thinner routes that have less demand or be

8 able to compliment the schedule by adding frequencies.

9           So looking out over the next six years, we see

10 technologies that are very different than what were

11 available back in the last or early part of the decade when

12 the other union -- union agreements were signed.

13 Q    The Court has also heard that changing the labor

14 agreements to permit more regional flying using large

15 regional jets will amount to outsourcing flying that would

16 otherwise occur at the mainline.  Is that correct?

17 A    I think that's a complete mischaracterization given the

18 three examples I just gave you, which were all incremental

19 flying to the flying that's being performed today.

20 Q    And when you -- when you use the term "incremental

21 flying," can you explain that?

22 A    Well, in the example of LaGuardia to Atlanta we were

23 clearly not flying that route in 2010 when we introduced new

24 service with regional jets.  In the case of Los Angeles to

25 Houston or Denver, those were routes that weren't flown and
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1 we would have not contemplated flying them had it not been

2 for the addition of LA Shanghai, which obviously needed some

3 feed traffic into Los Angeles to be able to make that a

4 viable service.

5 Q    So is the addition of the regional flying on occasions,

6 does that enable growth of mainline flying?

7 A    Absolutely.

8 Q    Okay.  And is the ability to conduct increased regional

9 jet operations necessary for American to compete

10 successfully in the marketplace?

11 A    Not under the current agreements.

12 Q    Yeah.  But if -- if you could -- in your view would the

13 ability to get that capability, is that necessary for

14 American to be able to compete?

15 A    Based on my personal understanding of having had

16 discussions with providers of this -- this type of aircraft

17 and it is possible for us to be able to implement such a

18 plan.

19 Q    Okay.  And in your view do -- does American need the

20 ability to -- to increase the use of large regional jets in

21 order to successfully compete?

22 A    Absolutely.  Yes.

23 Q    Now let's talk about domestic code-sharing.  Why does

24 American seek flexibility to engage in increased domestic

25 code-sharing at the airline?
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1 A    I think there are two important reasons for us to have

2 access to domestic code-sharing.  Number one, there are

3 cities that -- similar to previous example I used, both Los

4 Angeles and New York.  New York's the case of a city that is

5 slot-constrained.  So growth at airports are very

6 challenging because of the constraints on slots that are

7 controlled.  Los Angeles is a city that's actually gate-

8 constrained.  The facilities at Los Angeles International

9 Airport.

10           So there are instances that it would be helpful to

11 be able to leverage the network and the presence of another

12 airline and use that as a way to extend the reach of

13 American Airlines in those cities.  And that's done both to

14 enhance our local presence in that market, but also in the

15 -- in certain cases to feed more customers on our planes

16 that operate out of those cities, and that's very important

17 for us.

18           But more importantly, if you take a step back and

19 look, when we were the largest airline not long ago, and the

20 likes of Continental, Northwest and US Airways were number

21 four, five and six in the industry, they were able to

22 leverage significantly extending their network through these

23 domestic code-shares where, at times, about ninety percent

24 of their ASMs equivalent to that was operated through code-

25 share partnerships.
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1           So now that we're no longer the largest airline

2 domestic and globally, it is important for us to be able to

3 augment our presence through these code-share agreements and

4 through bilateral partnerships.

5 Q    Now you say it's important.  In your view, is it

6 necessary for American to compete successfully in the

7 marketplace to be able to have domestic code-sharing?

8 A    I think it's necessary.

9 Q    Now you discuss in your report that there is additional

10 capital investment in the business plan of -- of American;

11 is that correct?

12 A    That's correct.

13 Q    Now can you focus in on the non-aircraft or the non-

14 fleet items?  Can you explain why American's business plan

15 calls for substantial capital investment in these non-fleet

16 items?

17 A    I think it's fair to say that over the last decade,

18 which I would -- would call the decade of survival for our

19 company, we have under invested in our products and services

20 while the other carriers, and specifically United and Delta

21 that I was referencing earlier, have invested significantly

22 in their products and services.

23           And there are many examples of that being -- be

24 the lie-flat business class product on international

25 flights, Wi-Fi installation on the neurobody fleet, the
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1 introduction of a section in the economy with the main cabin

2 with extra pitch, and the list goes on.

3           So what is necessary for us to do as we think

4 about the future and be able to attract these high value

5 customers to our airline going forward is to start investing

6 in our products and services to be able to close that, what

7 we call the competitive gap with the other airlines and be

8 able to offer those products and services.

9           And, frankly, be able to offer leading and

10 innovative products and services to differentiate ourselves

11 from the marketplace.

12 Q    Has -- and hasn't American tried to do that over the

13 years, to offer leading and innovative experiences for the

14 customer?

15 A    I would say that over the last certainly five or six

16 years we've been extremely limited in our ability to do that

17 given our balance sheet and our high operating costs.

18 Q    Okay.  Thank you, sir.

19           MR. FLICKER:  I think at this point I'll pass the

20 witness.

21           THE WITNESS:  Thank you.

22           THE COURT:  All right.

23           Cross-examination.

24      (Pause)

25           THE COURT:  So there's no cross, then, I assume?
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1      (Laughter)

2           MS. KRIEGER:  I was just trying to make it

3 official.

4           THE COURT:  Oh, that's -- that's fine.  I couldn't

5 resist.

6           MR. FLICKER:  Nice try.

7           MS. KRIEGER:  But we will finish today.

8           THE COURT:  Fair enough.

9 CROSS-EXAMINATION

10 BY MS. KRIEGER:

11 Q    Mr. Vahidi, Kathy Krieger for the Allied Pilots

12 Association.

13           MS. KRIEGER:  And my colleague, David Dean, may

14 have a few questions having to do more particularly with the

15 nuances of scope and code-sharing --

16           THE COURT:  That's fine.  I --

17           MS. KRIEGER:  -- as has --

18           THE COURT:  I know people have talked about

19 dividing some things up in terms of subject matter and

20 that's fine.

21           MS. KRIEGER:  I think that would make it more

22 efficient for my -- my exam.

23 BY MS. KRIEGER:

24 Q    Mr. Vahidi, as I understand your background has been

25 responsible for the strategic input into American's revenue
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1 model prior to the bankruptcy petition?

2 A    The revenue management department that's under my

3 leadership produces the revenue plans for the company --

4 Q    Yeah.

5 A    -- if that's the question.

6 Q    Yes.  And as I understand that's -- that's part of the

7 company's business plan or it has been before the filing of

8 the bankruptcy petition?

9 A    I would like to differentiate between the word

10 "business plan" which is the word we use to reference the

11 restructuring business plan and what you're suggesting

12 because on an annual basis there is a planning cycle that we

13 create a plan --

14 Q    Uh-huh.

15 A    -- for the company, an overall plan, financial plan,

16 and one of the inputs into that financial plan is the

17 revenue plan for that specific year.

18 Q    Okay.  Were you here to hear the testimony of Ms.

19 Goulet --

20 A    No, I was not here.

21 Q    Oh, okay.  We were led to understand that there was an

22 ongoing business planning process and, in particular, that

23 as of late 2009 American had announced in its 10k filings a

24 -- a new or revised business plan that it referred to as

25 flight plan 20/20, and that included a number of five pillar
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1 -- five tenants including to fly profitably, and to create a

2 viable airline business.  Are you familiar with that plan?

3 A    I am familiar with flight plan 20/20, but flight plan

4 20/20 is not a business plan.  Flight plan 20/20 was a way

5 for us to be able to communicate the strategy of the company

6 to our employees, to our investors, and to the rest of the

7 constituents.  But it's -- it was not meant to be a business

8 plan.

9 Q    I see.  So -- but the tenant of that plan that -- the

10 number fie that was in -- referred to as fly profitably, as

11 I understand it, that means make sure you have a strategy to

12 earn revenue that exceeds your costs of operation?

13 A    Well, the way I would answer your question is,

14 obviously, as I stated earlier, our overall strategy,

15 certainly in the commercial organization, my organization,

16 is to ensure that we have the right set of products and

17 services, including the right network for our customers to

18 be able to attract the high value customers, which, on

19 average, produce higher revenue than the average customer.

20 Q    Okay.  And somebody at American is presumably watching

21 to see that you have a plan to generate enough revenue to

22 exceed the cost of operations at any given time and is

23 monitoring that?

24 A    Again, as I stated earlier, we very much focus on our

25 revenue performance versus our competitors on a quarterly

Page 205

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 205 of 315]



AMR CORPORATION

1 basis when the earnings calls are announced, and we measure

2 that.  And as I mentioned, since 2006, we have been

3 performing in line with the industry on -- from a revenue

4 perspective up to the first quarter of last year when we

5 started under performing versus the industry.

6 Q    Okay.

7 A    And that was driven by our underperformance versus

8 United and Delta, not versus US Airways where we've always

9 had a fifteen percent revenue premium.

10 Q    Okay.  Again, I'm talking about prior to the petition,

11 was there strategic coordination between the financial

12 monitoring and internal business planning side of American

13 that watched what was happening with American's profits or

14 losses quarter to quarter, month to month, and a strategy to

15 increase revenue or to make sure you're getting as much

16 revenue as possible so as to operate profitably?  Was there

17 any kind of coordination between those two aspects of the

18 company's planning?

19 A    I am really not sure I understand what the question is.

20 Q    If American is seeing that it has a certain amount of

21 revenue from doing what it's been doing for awhile and yet

22 it's -- it's operating at a loss because the revenues are

23 not exceeding the losses, is there some way that American's

24 executives have been strategizing together to figure out,

25 well, we need to cut costs here and we could -- if we could
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1 gain some more revenue here, we could operate more

2 profitably?  Are you part of any -- or were you part of any

3 such process?

4 A    My department and my responsibilities are to monitor

5 our revenue performance and I have all the various levers in

6 the group to be able to do so.  And if you're asking the

7 question, were we focused on maximizing our revenue

8 performance, we pulled all the levers and we adjusted them

9 at the appropriate times to be able --

10           THE COURT:  I think the question --

11           THE WITNESS:  -- to optimize --

12           THE COURT:  -- is different is how much

13 communication do you have with the people who are doing the

14 business planning which focuses on more than just revenue?

15           THE WITNESS:  That's done predominantly by the

16 finance department that looks at our costs and puts the

17 revenue on top of it and produces the profitability numbers

18 and -- and analyzes that.

19 BY MS. KRIEGER:

20 Q    Okay.  And is there a feedback loop?  I may be using

21 the term loosely, but you -- you provide the input that goes

22 into --

23 A    Correct.

24 Q    -- that analysis and when the output comes out and

25 says, this isn't working, is there some strategic process
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1 that goes back to you and says, can we do more to gain more

2 revenue; is there something more we should be doing on that

3 side at the same time as the labor people are looking at,

4 can we reduce costs and find other efficiencies?

5 A    What specifically we do in my group is that we have a

6 department that focuses on the profitability of the network,

7 so above and beyond just the revenue piece of it.  So on a

8 monthly basis we look at the profitability of our network by

9 hub, by route, and we look at that and make sure that we are

10 making the right adjustments based on the profitability of

11 routes, and if there are certain things that don't make

12 sense, you know, we make adjustments there.  Correct.  There

13 is a -- from a route profitability perspective there is that

14 loop that you're discussing.

15 Q    Okay.  And yesterday Ms. Goulet testified, I think,

16 that the principal input into I guess the -- into the

17 revenue model from looking at that came -- used to come from

18 Walter Oughwie (ph) and his team.  What function did he

19 have?

20 A    Walter Oughwie was the vice-president of network

21 planning.

22 Q    And was he your predecessor or --

23 A    No.  He reported to me.

24 Q    HE reported to you.  Okay.  So you have been overseeing

25 that -- that operation that Ms. Goulet referred to as --
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1 A    I don't know what Ms. -- Ms. Goulet referred to, but

2 Walter Oughwie used to work for me until he left the

3 company.

4 Q    Okay.  And so as part of either your work or overseeing

5 the work of others like Walter Oughwie's department that are

6 under you, you were, I guess, aware of the cost to American

7 Airlines in lost revenue, for example, that you've just --

8 from some of the restrictions you've described; that is,

9 limitations on flying regional jets appropriately or

10 limitations on code-sharing?

11 A    The reason I'm aware of the restrictions we have in our

12 collective bargaining agreements is because from my

13 perspective what I'm trying to do is create the best network

14 plan that optimizes our assets --

15 Q    Uh-huh.

16 A    -- and the profitability of the airline.  So there are

17 times, and the reason I explained, there is -- we need to

18 match supply and demand.  There are times when I'm in need

19 to deploy a certain aircraft size in the marketplace.

20 Q    And you're not able to do that?

21 A    And we're not able to do that.

22 Q    And there's a dollar value associated with that lost

23 opportunity?

24 A    I don't know if there's a dollar value associated with

25 that opportunity that I can share with you because I haven't
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1 analyzed it.

2 Q    Okay.  That was my question -- I guess getting to my

3 question, from the time you've -- you've -- you came to

4 American Airlines in 2009 up until the petition, are you

5 saying that you did not have any kind of financial analysis

6 of what it was you were losing in -- in revenue optimization

7 opportunities from not being able to fly the optimizing

8 schedules you're talking about with the aircraft you're

9 talking about?

10 A    I have not overseen or seen any analysis --

11 Q    Okay.

12 A    -- the way you're suggesting it.  No.

13 Q    And -- and has anybody asked you to assign any -- or

14 had anybody asked you prior to the petition to assign any

15 value to what could be achieved by relaxing some of the

16 scope restrictions or the code-sharing restrictions you're

17 aware of?

18 A    The answer is no, and, frankly, part of the reason the

19 answer is no is that's not my area of responsibility.

20 That's something that finance would probably perform.

21 Q    Okay.  So they would have the capability to cost the

22 lost revenue opportunities using some of the scheduling

23 information that comes out of your department?

24 A    I can't speak to that.  You can ask Brian McMenamy that

25 question.
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1 Q    I see.  Okay.  But you -- as I understand it you -- you

2 are saying that to your knowledge neither you nor anybody in

3 your department prior to the petition had modeled or

4 evaluated what -- what amount of revenue you were not being

5 able to achieve or that was a cost to American in lost

6 revenue?

7 A    I'm suggesting I have not seen that analysis and I have

8 not overseen the production of such analysis.

9 Q    Okay.  Fair enough.  And now moving to the after the

10 filing of the Chapter 11 petition, have you been involved in

11 the new business plan, the plan for success that's been

12 developed for purposes of restructuring?

13 A    I have been involved in the creation of the underlying

14 network plan and the revenue plan associated with the

15 network plan.

16 Q    Okay.  And as part of that work, were you asked to put

17 a dollar value -- and I'm not asking for a number because

18 we're keeping that information confidential.  But have you

19 been asked to do a financial analysis of the -- again, the

20 cost that American is suffering in the lost revenue that it

21 can't achieve and -- and the amount of an increased revenue

22 that it could achieve if it achieves certain changes in

23 scope and code-sharing?

24 A    Our department, in conjunction with McKinsey, was

25 charged to analyze the potential revenue opportunity of
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1 being able to implement the network plan that was designed

2 as part of the business plan.

3 Q    Okay.  And as I understand it this is the first time

4 that the company has been asked to do that or anybody has

5 been asked to do that in the company and the first time you

6 have done so, to model that and value that additional

7 revenue opportunity?

8 A    I would say this is the first time that I've been

9 directly involved with such an exercise or analysis.

10 Q    Okay.  And you're not aware of any prior such exercises

11 or analysis existing in the company?

12 A    I am personally not aware.  No.

13 Q    Okay.  And we understand that the input with the

14 McKinsey model and from your department has been quantified

15 as -- as some dollar values assigned to increased revenue

16 opportunities associated with pilot concessions, for

17 example?

18 A    We have assigned a revenue benefit that's confidential

19 to the -- our ability to fly more regional jets in the

20 network, if that's the question you're asking.

21 Q    Okay.  And is that a -- is that a new feature of the

22 analytical model that was added after the petition that did

23 not exist in your -- in your complex modeling system before?

24 A    Maybe -- maybe if I answer your question differently

25 and tell you about the process --
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1 Q    Thank you very much.

2 A    -- it would be helpful.

3 Q    That would be helpful.  Yes.

4 A    As I'm sure you're familiar, the basis for any business

5 plan in our industry is a network plan.  So the first thing

6 that you have to produce is -- is a network plan, which we

7 did, until 2017.  And then the second piece, as I mentioned

8 earlier, is you want to make sure that you're flying that

9 network with the right aircraft type and the right aircraft

10 size.  So there is a fleet plan that gets overlaid on top of

11 that network plan.

12 Q    And that's done through virtual modeling --

13 A    This is all a modeling --

14 Q    Yes.

15 A    -- exercise.  Correct.

16           And once you have the network plan, the fleet plan

17 and, obviously, you look at a number of other data sources,

18 then you develop a revenue plan associated with that network

19 and fleet plan, and that's the revenue plan I believe we're

20 discussing here.

21 Q    Yes.

22 A    So if embedded in the network plan and the fleet plan

23 are certain routes that are operated by a certain size

24 aircraft, the revenue plan would reflect that.

25 Q    Okay.  And you could then -- if you wanted to optimize

Page 213

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 213 of 315]



AMR CORPORATION

1 it, you could add to the model an assumption of some better

2 gauging or some -- the right size aircraft on the right

3 routes and model what would be the increased revenue from

4 doing it that way?

5 A    Again, I think it's important to understand the

6 process.  The aircraft size and type is determined by the

7 network plan.  So if -- flying from point A to B, the right

8 way to do that and the optimal way to do that would be X

9 times a day with such size aircraft --

10 Q    Right.

11 A    -- based on the market size, based on the competitive

12 landscape, based on a number of other factors, then you

13 produce a revenue plan associated with that.

14 Q    Right.  And so as part of the exercise for the -- prior

15 to the petition, as I understand, you didn't model

16 alternative network plans that you could do if you had the

17 optimal conditions, for example, you had the complete

18 flexibility you needed?

19 A    Again, I had not overseen or performed such analysis --

20 Q    Right.

21 A    -- myself --

22 Q    Okay.

23 A    -- prior to December of 2011.

24 Q    Okay.  And since December of 2011, then, as I

25 understand that, you have been modeling a network model that
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1 includes in its assumptions the flexibility that you would

2 like to achieve?

3 A    We have been, since -- in December of 2011 we modeled a

4 network plan that assumed we had flexibility to operate

5 large regional jets as well as enter into domestic code-

6 sharing agreements.  Correct.

7 Q    Thank you.

8           And -- and, again -- and that's -- that's the

9 first time you've -- you've done that with your model?

10 A    I think I've answered that --

11 Q    Yes.

12 A    -- multiple times.

13 Q    Okay.  Did the --

14 A    And the answer will not change --

15 Q    Okay.

16 A    -- but, yes.

17 Q    And did the model have the capability to do that prior

18 and you just weren't asked to do that or was there something

19 new -- a new component or a tweaking of the model that

20 allowed you to do this now?

21 A    I also need to clarify something else when you keep

22 referring to a model, would it have the capability.  We, in

23 conjunction with McKinsey -- and Alex can speak more to this

24 -- we built a very granular model to create this business

25 plan.
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1 Q    Uh-huh.

2 A    So the model was created specifically for the

3 production of this business plan.

4 Q    I see.  And the prior model that you were using,

5 whether it was the revenue model component or other

6 financial analytic components, were not capable of doing

7 that or were not tailored to do that?  Is -- is that what

8 your testimony is?

9 A     My testimony is that the model that we created in

10 December of 2011 to be able to create the business plan was

11 a model that was able to quantify the benefits of a network

12 plan that had no restrictions on it.

13 Q    Right.  And the prior model was not able to quantify

14 the benefits of a network plan that had no restrictions on

15 it?

16 A    Again, as I've told you, this model was created

17 specifically to develop the business plan.  So --

18 Q    To do that.

19 A    -- there was --

20 Q    Okay.

21 A    -- no model prior to that.

22 Q    There was no model that -- that was able to do that

23 prior to that.  Okay.

24           So let me just ask you a few final questions.

25 A    Sure.
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1 Q    Prior to the petition, were you aware of the fact that

2 during 2011 negotiations American was negotiating with its

3 pilots union seeking the kinds of flexibility that -- that

4 you're referring to, relaxation of scope restrictions and

5 relaxation of asserted restrictions on -- on code-sharing?

6 A    I was aware that throughout 2011 we were negotiating

7 with the APA to reach a consensual agreement with the APA on

8 a new pilot contract.  I was not aware of the details of

9 those negotiations.

10 Q    Okay.  And did you have any knowledge that as part of

11 those negotiations American was seeking the kind of

12 flexibility that you've said would be needed to optimize

13 your -- your network plan?

14 A    Again, I was not aware of the details of the

15 negotiations.  But I will tell you that from my perspective

16 to be able to create the optimal network for our high value

17 customers we certainly needed flexibilities to be able to do

18 that.

19 Q    Okay.  And was that need communicated to the officials

20 or the representatives of American Airlines who do the

21 negotiations?  Are you -- are you aware of communications

22 saying, this is what we need, try to negotiate it?

23 A    I think it's fair to say that our employee relations

24 department, who manages our relationship with the unions was

25 aware that there was a need for us to be able to have more
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1 freedom with domestic code-sharing as well as regional jets

2 to be able to implement the network plan that optimized our

3 profitability.

4 Q    Okay.  And did they ever report back to you on what

5 they -- that they, in fact, were proposing that to the union

6 or proposing some version of scope relaxation and code-share

7 flexibility to the union?

8 A    No one reported personally back to me on the status of

9 the negotiations.

10 Q    Okay.  And -- and -- so you had -- you, to date, are

11 not aware of whether or not that was even a subject of -- of

12 management's proposals?

13 A    I -- I'm aware that it was a subject in the

14 negotiations.  I'm not aware of the details surrounding --

15 Q    Okay.

16 A    -- the proposals or the discussions or --

17 Q    Yeah.

18 A    -- the negotiations that occurred.

19 Q    And, again, not asking at the granular level, but just

20 overall. So it was communicated to you that -- that

21 management was, in fact, seeking changes of that nature

22 during 2011 negotiations?

23 A    Yes, it was communicated to me that we -- as part of

24 the new agreements we were trying to reach with the APA we

25 were seeking more flexibility on areas that we had

Page 218

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 218 of 315]



AMR CORPORATION

1 limitations on.  Correct.

2 Q    Okay.  And, finally, was it reported to you or did you

3 or anybody report to anybody at American that this would

4 potentially add revenue opportunities to American if you

5 achieved these -- these agreements?

6 A    No one -- I'm trying to understand your question.  No

7 one reported such things to me.  My -- my -- my position is

8 that if we had less restrictions on our collective

9 bargaining agreement, it is -- to the best of my knowledge

10 we will be able to implement a network plan that would

11 create more revenue and, hence, more profitability for the

12 airline.

13 Q    Okay.  And I was simply asking whether you -- and you

14 may not know this, but whether you know whether that was

15 ever commuted -- communicated to anybody at American,

16 whether in a board presentation or otherwise that, in fact,

17 this is what we're trying to do and -- and we're seeking --

18 and if we do this we'll get more revenue opportunities?

19           MR. FLICKER:  Objection.  The question is vague

20 and compound.  It's --

21           MS. KRIEGER:  Okay.

22           MR. FLICKER:  -- very difficult for the witness, I

23 think --

24           MS. KRIEGER:  Okay.  All right.

25           MR. FLICKER:  -- to follow it.
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1           MS. KRIEGER:  I'm sorry.

2           THE COURT:  Just give it another shot.

3           MS. KRIEGER:  Yeah.  I'll try to break it down.

4 BY MS. KRIEGER:

5 Q    Are you -- are you aware of the -- well, put it this

6 way.  You -- are you aware that anybody at American, other

7 than the labor relations people who were directly involved

8 in the negotiations, knew of the fact that American was

9 seeking changes in the pilots' contract that could

10 potentially yield more revenue opportunities of the kind

11 you've described?

12 A    I can't comment on what others knew or did not know.

13 Q    Okay.

14 A    But what I can tell you, I think you ask every industry

15 analyst, every industry expert who understands our business,

16 they will tell you that by removing such restrictions

17 American would be able to generate more revenue.  I think

18 that that's a well known fact --

19 Q    Okay.

20 A    -- in the industry.

21 Q    It's -- it's a belief or a fact, but it -- but it has

22 not yet been quantified or up until this business plan

23 you're saying?

24 A    I think we've quantified it now with the introduction

25 of the new business plan.  Correct.
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1 Q    Okay.  Thank you.

2           MS. KRIEGER:  I have no further -- I believe I've

3 -- oh, I have one other question, finally, to --

4           THE WITNESS:  Sure.

5 BY MS. KRIEGER:

6 Q    There's been testimony that Rothschild Consultants has

7 been working for some time, and this includes prior to the

8 petition, with teams of executives at American on some

9 strategic alternatives.  And are you aware of that?

10 A    Yes, I am.

11 Q    Are you -- have you been involved in such work?

12 A    I have worked with Rothschild with Mr. Christopher

13 Lawrence at Rothschild in the fall of 2009 working on our

14 specific strategy.

15 Q    Okay.  And has your work continued to -- up to the time

16 of the petition?

17 A    No.  The work ended sometime in the middle, I would

18 say, of 2010.

19 Q    Okay.  And subsequently, did you have any other

20 involvement with Rothschild's, I guess, strategic or

21 strategic advisory team?  I may have the term wrong, but the

22 group at Rothschild that's looking at ranges of strategic

23 alternatives, whether it's M&A or other alternatives at

24 American?

25 A    I have not personally been involved in any projects
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1 with them since the 2010 time frame.

2 Q    Okay.  And, finally, are you currently involved in

3 working with -- on strategic alternatives with Rothschild?

4 A    I'm not.

5 Q    Okay.

6           MS. KRIEGER:  No further questions.  Thank you.

7           THE WITNESS:  Thank you.

8      (Pause)

9 CROSS-EXAMINATION

10 BY MR. DEAN:

11 Q    Good afternoon.

12 A    Good afternoon.

13 Q    I'm David Dean.  I'm representing the Allied Pilots

14 Association.

15 A    Nice meeting you.

16 Q    You, too.

17           I wanted to ask you a few questions about the

18 scope-related matters that you testified on this afternoon.

19 A    Sure.

20 Q    You indicated that the company is looking at new

21 aircraft technologies and we're having a conversation here,

22 obviously largely, about the business plan that runs out to

23 2017.  I would like to ask you about the technologies that

24 the company is looking at.  I've been advised by your

25 attorney that you will know the lines on what's confidential
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1 and what is not confidential.

2 A    I do.

3 Q    All right.  And I'm -- I obviously don't want you to

4 disclose any confidential information in open court, but I

5 do want to ask you what aircraft technologies the company is

6 looking at or new aircraft, I guess, the company is looking

7 at that you would expect to come online and be utilized by

8 the company in the time frame of its business plan running

9 through 2017?

10 A    I can answer your question very broadly because of what

11 you exactly mentioned, the confidential nature of the

12 discussions.

13 Q    Okay.

14 A    But in our industry probably like any other industry

15 it's not uncommon for suppliers and vendors to come and make

16 sales pitches and talk about the technologies they're

17 developing and the products that they have in their

18 pipeline.

19           And as you know, there are a number of aircraft

20 manufacturers, predominantly that manufacture the large

21 regional jets, and there's some other manufacturers that are

22 looking into getting into that space that are not currently

23 in this space.  And they come and discuss with us what their

24 plans are over the next five, ten years and what type of

25 technologies they're looking at to either optimize the
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1 economics of this type of operation or new models that

2 they're producing.

3           So when we're thinking about our network plan and

4 a fleet plan associated with that network plan, we want to

5 make sure that we're positioning ourselves so that we're

6 able to leverage new technology and lower operating costs

7 and perhaps even lower purchase price on a go forward basis.

8 Q    Okay.  Do you know one way or the other whether or not

9 the new aircraft that the company would be considering as

10 part of that fleet planning has been disclosed to the pilot

11 association?

12 A    I am not aware of the discussions with the pilot

13 association.

14 Q    So you don't know one way or the other?

15 A    I do not know.

16 Q    Okay.  Again, you tell me when I'm asking you a

17 question that you can't answer on confidentiality.  But --

18 A    Sure.

19 Q    -- the fleet planning that you did for the business

20 plan running through 2017 involved the modeling of the use

21 of aircrafts?

22 A    The plan -- the fleet planning modeling that we did for

23 the business plan, as I was mentioning earlier to Ms.

24 Krieger, looked at a network plan and then, looking at that

25 network plan, we have to make a decision for each of those
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1 origin and destinations or the markets we serve what is the

2 right size aircraft and what type of performance measures

3 we're looking for from an aircraft manufacturer.

4           Fortunately, it's a very competitive marketplace.

5 Once we realize what our needs are, we can go and look in

6 the marketplace and look at a variety of manufacturers and

7 try to find out what is the best economics we can obtain.

8           So I can't comment on the specifics of models and

9 manufacturers, but the network plan was so -- the basis for

10 the creation of a fleet plan in terms of aircraft size and

11 type.

12 Q    And as far as the fleet plan is concerned, that was

13 driven by, if I understood you correctly, the size by which

14 you meant the number of seats and the economics by which you

15 meant certain performance characteristics?

16 A    Correct.

17 Q    And then you were free to shop that to different

18 manufacturers?

19 A    Let -- let me give you an example that's --

20 Q    Sure.

21 A    -- public.

22 Q    Thanks.

23 A    So maybe that puts it in perspective, and I understand

24 there is a lot of focus on large regional jets, so this is

25 using a non-large regional jet.  But when we were discussing
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1 our network needs with Airbus and Boeing back last summer

2 before we announced the landmark deal in July, the network

3 plan required us, as I mentioned earlier, given that the

4 MDA, these were being retired and our smallest narrow body

5 had the size of 160 seats, the network plan required us to

6 look at an option called a small narrow body.  So something

7 that had in the range of 120 to 125 seats.  That was sort of

8 the requirement for a fleet plan.

9           Now when you go and speak to the fleet

10 manufacturers, Airbus makes a model that's called the 319

11 and Boeing makes one that's called the 737-700, and they're

12 fairly comparable in terms of the aircraft size and the

13 performance.  And then depending on the negotiations with

14 those manufacturers, then you're able to determine which

15 type aircraft is the right aircraft for -- for the fleet.

16 And a lot of factors go into those negotiations.  It's not

17 just the purchase price and the operating costs, but it has

18 to be the synergies with the rest of the fleet from an

19 operational perspective, pilot training, so on and so forth.

20           So I don't know if that helps answer how we make

21 fleet decisions, but --

22 Q    No.  That is helpful.  Thank you.

23           And I am -- in part, what I'm attempting to

24 understand is the performance characteristics that are

25 dictated by the model or the -- I should say, you know, sort
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1 of the network plan versus sort of what the constraints are

2 on performance or what the criteria are for performance.

3 And I'm asking that in part because we, apparently, are in

4 an area where we can't talk about specific aircraft types.

5 But I want to have an understanding of sort of -- for the

6 pilots, in essence, for us so we will be able to continue

7 this, a range of aircraft types that are being dictated by

8 the fleet plan, if that --

9           THE COURT:  I'll throw this out, for what it's

10 worth.  Is it possible to use some examples as he's done

11 from the past to -- to get a better sense of -- of things

12 since you can't really talk in detail about the future?  I

13 don't know --

14           THE WITNESS:  I can cite an example that --

15           MR. DEAN:  Okay.

16           THE WITNESS:  -- from the past that's public that

17 is specific to the regional jets.  Would that --

18           MR. DEAN:  Okay.

19           THE WITNESS:  -- be helpful?

20           MR. DEAN:  Yes.  Thank you.

21           THE WITNESS:  Okay.

22           In -- around the fall, summer timeframe of 2009

23 when we made the decision to concentrate and optimize the

24 majority of our assets into the five cities that you are

25 familiar with and decided to put ninety-eight percent of our
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1 assets in those cities, as I mentioned earlier, one of the

2 factors was to be able to operate from those cities to the

3 most important markets that are desired by our high value

4 customers.

5           So I gave the specific example of in New York, as

6 part of our strategy of being relevant to those corporate

7 customers and high value customers, we, from a network

8 perspective, concluded that it was necessary for us to

9 operate in New York to Atlanta.  That's just an example.

10           At the -- when we looked at that market, given the

11 competitive nature of the market and the market size, the

12 conclusion we reached was it was best served by a large

13 regional jet.  So if you recall, in the -- if I recall

14 correctly sometime in the December timeframe of that year,

15 in 2009, we announced the agreement to purchase an

16 additional twenty-two CRJ 700s.  That brought us to our max

17 of forty-seven under the APA contract because that was the

18 right aircraft type and size that we needed in a place like

19 New York, in a place like Los Angeles to start Los

20 Angeles/Houston, Los Angeles/Denver, to be able to support

21 Los Angeles/Shanghai.

22           So it was a specific example of how that network

23 decision led to the purchase of a large regional jet, or

24 twenty-two of them, to be able to fly these markets that I

25 just mentioned.
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1 BY MR. DEAN:

2 Q    And the CRJ-700 clearly was an appropriate choice, both

3 because of fleet accommodation and because of the seats and

4 presumably it was sufficiently economic in terms of fuel

5 consumption to be the logical choice?

6 A    It was the logical choice at the time given the

7 constraints we had on our ability to fly large regional

8 jets.  Frankly, we didn't look at alternatives that weren't

9 available to us under our collective bargaining agreement

10 with the APA.  So I can't tell you from the universe of

11 large regional jets available at the time would that have

12 been my first choice.

13 Q    Can you tell me what would have been your first choice?

14

15 A    I --

16 Q    You -- you can't -- you didn't look --

17 A    I can't.  We did not do the analysis because it was --

18 it was not necessary.

19 Q    Okay.  I want to clarify one thing and it may be it's

20 terminological, perhaps.  But we agree that American

21 Airlines could fly any size jet with mainline pilots,

22 correct, as a matter of the contract?

23 A    I don't agree with that.

24 Q    Do you agree with --

25 A    Can --
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1 Q    I'm sorry.

2 A    Please repeat your question.

3 Q    All right.  I asked first whether American Airlines can

4 fly any size jet it wished as a matter of a contract?  We

5 agree that it could, correct?

6 A    That's a very general question.  It depends on what is

7 in that contract.

8 Q    Okay.

9 A    What are the rates, what are the productivity measures.

10 If you're referencing with the current APA contract, is that

11 what you're referencing?

12 Q    Yes.  We're talking about the current APA contract and

13 let's start with the scope clause.  It doesn't restrict you

14 from flying a large regional jet today at American Airlines,

15 correct?

16 A    My understanding of the scope clause, and I'm certainly

17 not the subject matter expert.  You may want to ask Jeff

18 Brundage.  My understanding of the current scope clause we

19 have with the APA is that we are limited in our ability to

20 operate large regional jets, and the number of large

21 regional jets we can operate is forty-seven.

22 Q    So it's your understanding that if you wanted to

23 operate, for instance, an Embraer 170 today, if you wanted

24 to buy a hundred and operate them in American you would be

25 contractually prohibited by the scope clause?
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1 A    There are limitations in our scope clause and that's my

2 understanding of the number of large regional jets and the

3 configuration of those large regional jets.

4 Q    Okay.

5 A    And the network -- the fleet plan that we operate today

6 maximizes that opportunity that's available to us under the

7 contract.

8 Q    Do you have any understanding one way or the other

9 about the constraints that the contract puts on outsourcing

10 of regional jet flying?

11 A    Would you please explain what that word means and  what

12 context?

13 Q    What that would mean would be subcontracting for the

14 flying from someone else as opposed to having an American

15 Airlines' jet -- excuse me -- an American Airlines' pilot do

16 the flying.

17 A    I'm not sure I understand the reference to outsourcing,

18 but what I would tell you is exactly what I told you

19 earlier.  My understanding is that we are limited in the

20 number and the size of the air -- large regional jets we can

21 operate under the current agreement.

22 Q    So I -- I'm going to take this as a logical consequence

23 of your beliefs on this.  You've -- you've never been asked,

24 then, to incorporate an assumption into your planning that

25 American Airlines would fly a large regional jet with
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1 mainline pilots?

2 A    I have never performed that analysis or seen that

3 analysis if it's been performed.

4 Q    Okay.  Let me ask you something.  You -- you brought up

5 several missions for large regional jets, launching new

6 service in a market, feeding international flying, and

7 filling times through the day, correct?

8 A    I did.

9 Q    Okay.  You're familiar with the Embraer 170 aircraft?

10 A    Very generally speaking I'm familiar with that

11 aircraft.

12 Q    Are you familiar with the CRJ 700 aircraft?

13 A    I am familiar with the CRJ 700 aircraft.

14 Q    Okay.  If you were allowed today to fly both the

15 Embraer 170, the CRJ 700, the CRJ 900, and let's say that

16 you could -- had access to 250 such aircraft, would that

17 meet your need in terms of being able to fill these missions

18 in the fleet plan?

19           MR. FLICKER:  Objection.

20           THE COURT:  I'll allow it.

21           MR. FLICKER:  Well, Your Honor, could I state my

22 objection?

23           THE COURT:  Sure.

24           MR. FLICKER:  It's an incomplete hypothetical.

25 It’s not clear whether he's proposing that be flown --
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1           THE COURT:  Well, I don't want speaking

2 objections.  So just --

3           MR. FLICKER:  Okay.

4           THE COURT:  -- incomplete hypothetical.  I'll

5 allow it to the extent that this witness can answer.

6           Could you restate the question, though?  There's

7 always a lapse between the question, the objection, the

8 colloquy and his answer.

9           MR. DEAN:  Sure.

10 BY MR. DEAN:

11 Q    If you were told or allowed to assume that you could

12 have access to flying by the Embraer 170, the CRJ 700 and

13 the CRJ 900, and you could have up to 250 such aircraft to

14 plug into your -- your network planning and your fleet

15 planning, would that meet the needs that you're articulating

16 in terms of these missions?

17 A    The network plan that we created over the time span of

18 the business model until 2017 assumes that we have access to

19 large regional jets at a very competitive cost structure

20 with the way they are flown in the industry today.  And as I

21 mentioned earlier, that resulted in the creation of a fleet

22 plan.  That fleet plan, I believe, it's my understanding,

23 that has been confidentially shared with the APA and perhaps

24 with the UCC.  I'm not a hundred percent sure of that.  And

25 that fleet plan outlines the type of fleet we need over the
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1 next six years to be able to implement the network plan that

2 we've created.

3 Q    When you say at a very competitive cost structure, can

4 you give me any further specifics about what you mean by

5 that?

6 A    The assumptions -- and by that I don't mean the

7 modeling assumption in terms of the cost side because I did

8 not perform that analysis.  But we made a series of

9 assumptions before we created a network plan.  One of the

10 assumptions was that, for example, we'll be able to assume

11 our contracts with Airbus and Boeing, so we have access to

12 the deals that were announced.

13           Another assumption was the fact that we will have

14 flexibility from the constraints in our collective

15 bargaining agreements with the APA so we can enter into

16 domestic code-sharing agreements or fly large regional jets.

17 And as part of that assumption, the assumption was that

18 those regional jets would be operated at the economics of

19 the operators of those large regional jets that operate that

20 aircraft today.

21 Q    So the technologies that you are actually -- or

22 aircraft that you were looking at for purposes of the fleet

23 planning are the ones that are in service today at other

24 carriers?

25 A    That's not what I mentioned.  I said that the

Page 234

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 234 of 315]



AMR CORPORATION

1 assumption was that the regional jets we would have access

2 to, we would have access to at the economics of the

3 operators of the regional jets as they're operated.

4 Q    Understood.

5           Has there been -- since you created that fleet

6 plan and made those assumptions has there been any iterative

7 process in which anyone has come back to you and asked you

8 to make any other assumption in terms of either the

9 economics of the operation or the aircraft that would be

10 available to you and asked you what the effect would be?

11 A    No.

12 Q    Okay.  If people wanted to know what the effect would

13 be, are you the person they would ask?

14 A    What would be the effect of --

15 Q    Operating the large regional jet either at a slightly

16 different economics or utilizing or having some constraint

17 on the particular aircraft that could be used?

18 A    To answer your hypothetical question, if somebody asked

19 me to analyze a different fleet plan, I'm in a position to

20 analyze the revenue impact of a different fleet plan on the

21 network plan we've created.  On the cost side, that would be

22 the finance department that determines that.

23 Q    Okay.  But if someone within American Airlines wanted

24 to know what the revenue impact would be of the constraints

25 that I articulated, you are the person within American
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1 Airlines that would be in charge of providing an answer to

2 that?

3 A    We would have to go through the same exercise that we

4 went through back in December in conjunction with McKinsey.

5 But I want to ensure that -- again, going back to the

6 process, if I had different assumptions creating a network

7 plan, the network plan itself could look very different.  So

8 you can't assume the same network plan and change the fleet

9 plan, and that's why it's important -- when we created that

10 network plan the assumption was that we have access to large

11 regional jets.  We have access to domestic code-sharing

12 agreements.  We have access to our Airbus and Boeing

13 aircraft orders.

14           If those assumptions change, we'll have to go and

15 create a brand new network plan and new fleet plan and a new

16 revenue plan.  But that work has not been done.

17 Q    Okay.  I -- if I understood correctly, you had no

18 involvement in the pre-filing labor negotiations?

19 A    I did not.

20 Q    Okay.

21 A    And to further that point I have had no involvement

22 post-filing with labor negotiations either.

23      (Laughter)

24 Q    Nor do you have any desire --

25           THE COURT:  Right.  The next -- the next question.
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1           MR. DEAN: -- to have such involvement.  I

2 understand.

3 BY MR. DEAN:

4 Q    The -- when you ran the network model and you made the

5 assumption that you had the ability to freely enter into

6 domestic code-sharing relationships, you modeled

7 relationships with particular other air carriers?

8 A    As you very well know, Alaska Airlines has been a very

9 long-standing partner of American Airlines.  It's probably,

10 I would say, one of the longest partnerships we've had.  And

11 one of the first meetings I had with Alaska Airlines when I

12 came back to American, they expressed a desire to expand the

13 scope of our code-share agreement and take full advantage of

14 leveraging both networks to be able to extend our presence

15 in key markets.

16           And we have been, as you very well know, unable to

17 do that because of the restrictions in the agreements that

18 we have.  As a matter of fact, given the fact that we're not

19 allowed to code-share under flight from Washington to Los

20 Angeles, from Washington Reagan Airport, they removed their

21 code from our flight from Washington Dallas to LA which was

22 harmful to our business as you can imagine.

23           So as part of the creation of this business plan,

24 to use that specific example, it contemplates that we're

25 able to expand that relationship and take full advantage of
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1 the relationship with Alaska Airlines.

2 Q    That -- so that particular domestic carrier

3 relationship was built in.  And I take it you probably built

4 in a specific carrier relationship in New York?

5 A    I think that's going into the arena of confidential

6 information.  That's why I was trying to keep to an example

7 of an existing relationship.

8 Q    Okay.  And I -- and, frankly, my question, the general

9 question that I was just trying to get to was that you, in

10 fact, modeled relationships with particular carriers was --

11 was when you created that plan and I would have assumed that

12 it was the relationships with those carriers that you would

13 have expected, at least, to have been addressed in the labor

14 negotiations?

15 A    I would say in addition to the relationship with Alaska

16 Airlines, the business plan contemplates us entering into

17 additional domestic code-sharing agreements.

18 Q    And I presume the plan running out through 2017

19 contemplates particular domestic carriers that you would

20 enter into such relationships with or not?

21 A    The plan contemplates specific markets and specific

22 carriers based on where the industry is today.

23 Q    Understood.

24           MR. DEAN:  Thank you.

25           THE WITNESS:  Thank you.
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1      (Pause)

2           MR. FLICKER:  Your Honor, can we have a short

3 break?

4           THE COURT:  All right.  Let me get a -- just a

5 ballpark figure of -- of where we are.  I guess we're done

6 with one -- I've lost track of how many cross-examinations

7 we've done with this witness.  I think just one, correct?

8 All right.

9           Any ballpark estimate of -- of how long?

10           MS. KRIEGER:  We're done.

11           MR. CLAYMAN:  Yeah.  No.  I think we've done two

12 and I -- I --

13           MS. KRIEGER:  One union.

14           MR. CLAYMAN:  One union.  Right.

15           THE COURT:  That's what I said, one union.  Right.

16 There's --

17           MR. CLAYMAN:  I'm sorry.

18           THE COURT:  -- two more to go, right?

19           MR. CLAYMAN:  Yeah.  I would say half an hour to

20 forty-five minutes.

21           THE COURT:  All right.  And what about TWU?

22           MR. SHERWOOD:  Maybe ten, twenty minutes.

23           THE COURT:  All right.  Then I think we'll -- we

24 will take a break.

25           MR. FLICKER:  Thank you, Your Honor.
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1           THE COURT:  Let's come back in ten minutes.

2      (Recess at 4:06 p.m.)

3           THE CLERK:  All rise.

4           THE COURT:  Please be seated.

5           All right.  Let's resume cross-examination.

6      (Pause)

7 CROSS-EXAMINATION

8 BY MR. CLAYMAN:

9 Q    Mr. Vahidi, my name is Rob Clayman.  I represent the

10 Association of Professional Flight Attendants.  I have a --

11 a few questions for you, or more than a few.

12           You said you started at American in your current

13 position in, was it the summer of 2010?

14 A    In my current position, correct.

15 Q    And then shortly after that wasn't there an

16 introduction of a new business plan in September of 2010?

17 A    Not an introduction of a business plan.  What are you

18 referencing?

19 Q    Well, let me -- let me show you what we'll mark as --

20           MR. FLICKER:  6.

21           MR. CLAYMAN:  6.

22      (Pause)

23           MR. CLAYMAN:  I have previewed these -- the pages

24 that I'm going to ask the witness to testify about with Mr.

25 Flicker.  And so I think we're in relatively alignment.
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1           MR. FLICKER:  Yeah.  And by that, the document

2 itself contains confidential business information.  Mr.

3 Clayman has previewed pages in order to ask what information

4 may be confidential and we've discussed it.

5           THE COURT:  All right.  Well, I appreciate that.

6 But let me ask, if you're trying to get the entire document

7 in, then I assume I'm going to get a -- a revised --

8           MR. CLAYMAN:   Yes.  I would --

9           THE COURT:  -- redacted copy?

10           MR. CLAYMAN:  -- like to have the whole document

11 in.

12 BY MR. CLAYMAN:

13 Q    Mr. Vahidi, could you please turn your attention to

14 Page 6 of -- of the document of Exhibit 6?  And do you

15 recall in September of 2010 unveiling the strategy that's

16 described on this page?

17 A    Correct.  In September of 2010 we unveiled a network

18 strategy.

19 Q    Okay.  And isn't that network strategy the same as the

20 strategy that exists for the plan of success?

21 A    No, it’s not.

22 Q    How is it --

23 A    It was --

24 Q    -- different?  Go ahead.  I'm sorry.

25 A    No.  Sorry to interrupt.  It was the -- it is -- I
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1 would consider it -- this network strategy a building block

2 to the current network strategy that's embedded in the

3 business plan.

4 Q    But the four bullet points that are shown there, would

5 you agree that those still apply to the plan for success?

6 A    Let me read it for a second.

7      (Pause)

8 Q    Yes.

9 A    Okay.

10 Q    And was there a fleet plan that accompanied this

11 network plan?

12 A    The fleet plan that was announced in July of 2011 was

13 based on this network plan that was unveiled in September of

14 2010.  However, it's important to recognize that the fleet

15 plan was developed -- and it took into consideration the

16 constraints that we had in our collective bargaining

17 agreements.

18 Q    Understood.  But you understood that with the launch of

19 this network plan, someone was -- would be putting together,

20 in your department I take it, a fleet plan?

21 A    Correct.  A fleet plan was developed to support the

22 network plan that was unveiled in September 2010.

23 Q    And do you recall any purchases or announcements of

24 orders or additional leases between September and July of

25 2011 that were made pursuant to this network plan?
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1 A    Well, I -- I don't know about announcements, but what I

2 would tell you as you -- and I'm not going to read the

3 bullet, but I just saw in -3 under Bullet 3 --

4 Q    This is -- you can -- you can go ahead and read it.

5 A    Can I?

6 Q    Yes.

7 A    Okay.  Build a long-term fleet plan sufficient for both

8 replacement and growth.  We had been in the process of

9 renewing the fleet between September 2010 and July 2011 when

10 the agreements with Boeing and Airbus were reached.

11 Q    Okay.  When was the first discussion that you had after

12 September of 2010 with an aircraft manufacturer with regard

13 to fulfilling this fleet plan?

14 A    We -- in -- in my position I have ongoing discussions

15 with all of the aircraft manufacturers, and so that's

16 discussions that are ongoing all the time.

17 Q    And when was the first discussion that you had with

18 Boeing that led to the order in July of 2011?

19 A    Again, as I mentioned, I talked to Boeing probably

20 every other week or, at a minimum, once a month and Boeing

21 had been well aware of our need to renew the fleet.  As I

22 mentioned earlier, we had embarked onto fleet renewal,

23 starting with the renewal of the MD-80 fleet and replacing

24 them with more efficient 737-800s that had lower operating

25 costs and better comfort and convenience for our customers.
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1 So we had ongoing dialogue with them about the fleet renewal

2 of that specific fleet, as well as our wide-body aircraft

3 fleet plan.

4 Q    And how long were you in actual negotiations with

5 Boeing over the order that you ultimately announced in July

6 of last year?

7 A    I would say the negotiations spanned probably the

8 period of two, three months prior to the announcement.  I

9 don't recall exactly.

10 Q    Would the same be true for Airbus or was that shorter

11 or -- or longer?

12 A    Given that we've had long-standing relationship with

13 Boeing and at the time, prior to the announcement, they were

14 a current partner of ours, the discussions with Boeing were

15 ongoing.  So by definition the discussions with Airbus would

16 have been shorter.

17 Q    Okay.  Now I think you described the components of a

18 revenue plan as being the network plan and the fleet plan

19 put together generates a revenue plan.  Is that the way I

20 should -- am I understanding it correctly?

21 A    I described that in the context of the business plan

22 that was developed in December 2011.

23 Q    Okay.  And when was the fleet plan completed, the fleet

24 plan that is referred to in APFA Exhibit 6?  When was that

25 fleet plan completed?
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1 A    Perhaps it would be helpful if I described the fleet

2 planning process.  It is a process by which we have a fleet

3 plan that incorporates all of our options and term orders,

4 the retirement dates of the current fleet, the renewal

5 process, and that is something that at a point in time is

6 created and is valid and it gets updated as external factors

7 change over time.

8 Q    Okay.

9 A    So between September in 2010 when we unveiled our

10 network strategy and July 2011 I am certain we had multiple

11 versions of a fleet plan between those two time periods.

12 Q    That's -- I understand.  That's helpful.  Let me -- am

13 I to understand, then, that by July of 2011 you also had a

14 more robust fleet plan or one that you intended to rely on

15 going forward?

16 A    After we completed those landmark agreements with

17 Airbus and Boeing, we created a new fleet plan that

18 incorporated the aircraft that was negotiated as part of

19 those deals.

20 Q    And when you had that fleet plan prepared, did you also

21 prepare a network plan to take into account the Airbus and

22 Boeing orders?

23 A    The fleet plan was based on the network plan that was

24 introduced --

25 Q    Okay.
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1 A    -- in September 2010.

2 Q    Okay.  Fair enough.  Okay.  And do you -- did you see a

3 cost side of the business -- of a business plan that was

4 associated with the revenue half of the business plan?

5 A    During which period of time?

6 Q    During the time that this -- during the time that this

7 revenue plan was being prepared in -- sometime after July of

8 2011?

9 A    The revenue plan was prepared in December 2011, after

10 we filed.

11 Q    So between July and December of 2011 there was no

12 network -- there was no revenue plan?

13 A    Between July and -- in December 2011 we created a

14 business plan and that's very different than what we're

15 talking about prior to --

16 Q    Well, let me just --

17 A    -- December 2011.

18 Q    Let me just -- let me just step back for a moment.

19 What -- when you say it is very different, what is the

20 closest document that -- that you would have that would be

21 guiding the company going forward that is -- if it's not a

22 business plan, what is it?  Is it just an annual budget or

23 is there something else that you prepare along the way that

24 is -- is either a business plan or something that is not --

25 not a complete business plan?
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1 A    Maybe we should -- or I should define the terms so

2 we're all on the same page here because the terms are being

3 used interchangeably here.

4           When I think of a business plan, I think of a plan

5 that is extremely granular and it is a plan that imbedded in

6 it has a network plan, a fleet plan over a long period of

7 time -- in this case over six years -- a revenue plan

8 associated with that, and then, obviously, layered on top of

9 that is a cost plan that gives you your P&L, your cash flow

10 statements, your balance sheet, et cetera, et cetera.

11 Q    Uh-huh.

12 A    That is a business plan.  What we're referencing prior

13 to the filing in November of 2011 was, as you pointed, we

14 unveiled a network strategy in September 2010, which was

15 supported by a fleet plan which evolved over time and became

16 a different fleet plan in July of 2011 when we announced the

17 deals with Boeing and Airbus.

18 Q    And what I'm asking is did you have any document that

19 showed projections of income prior to the business plan in

20 December of 2011?

21 A    I'm not aware of such documents.

22 Q    So the order that was placed for the Airbus -- the 460

23 aircraft that was placed in July, there is no underlying

24 projection as to how those aircrafts -- how -- how those

25 aircraft would be deployed?
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1 A    That's a different question than the question you asked

2 previously.  When we make a significant purchase, and we

3 have to go to our board of directors to request authority to

4 spend money for the purchase or to sign an agreement --

5 even though in this specific case the deal was pre-financed

6 by the manufacturers -- we build what I would refer to as a

7 business case for whether that project makes sense, either

8 based on the return on investment or return on the capital

9 invested in the project.

10           So there was a business case developed and built

11 as to why that aircraft -- those aircraft agreements that

12 were signed made economic sense.

13 Q    And in that business case were there any income

14 projections?

15 A    The business case was based on comparing the economics,

16 the cost of operating the current fleet at the time versus

17 the new fleet, so, clearly, as you very well know, there are

18 operating cost advantages of operating a new fleet, both

19 from a maintenance and a fuel perspective.

20           So from a cost perspective we did the analysis to

21 understand the cost advantages of having a new fleet versus

22 an older fleet that had a higher operating cost.

23 Q    And was there any other document that showed an income

24 projection for 2012 when -- at the time that you signed the

25 order for the Boeing and Airbus aircraft?
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1           MR. FLICKER:  I object to the form of the

2 question.  Foundation.

3           THE COURT:  Can you restate it, please?

4           MR. CLAYMAN:  I said, was there any other document

5 that showed projections for income for 2012 at the time that

6 the Airbus and Boeing --

7           THE COURT:  I'll -- I'll sustain the objection as

8 to foundation, the way the question is phrased.

9 BY MR. CLAYMAN:

10 Q    Are you involved -- do you commonly receive income

11 projections in your position at American?

12 A    No.

13 Q    You don't look at business cases that contain the

14 projections of the -- of what American expects to earn in

15 any given year?

16 A    Income projections for years going forward?

17 Q    Yes.

18 A    No, I don't.

19 Q    Now you sit on the executive board; is that right or

20 executive committee?

21 A    Executive committee.

22 Q    And who is comprised of the executive committee?

23 A    It's the leadership of the company.

24 Q    And made up of whom, at what level, vice-president,

25 senior --
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1 A    Senior --

2 Q    -- vice-president?

3 A    Senior officers.

4 Q    Senior officers, and how many are on that committee?

5 A    Currently, there are nine.

6 Q    And you -- how often are those meetings held?

7 A    They are regularly I would say once a week.

8 Q    Okay.  And during those meetings the company never

9 discusses with the top nine officers what the projections

10 are for income in future years?

11           MR. FLICKER:  Objection.

12           THE COURT:  Well, I'll -- I'll allow him to answer

13 the question.

14           THE WITNESS:  I don't recall having ever been at

15 one of those meetings where we looked at forward-looking

16 projections for income.

17 BY MR. CLAYMAN:

18 Q    Then it would surprise you that Ms. Goulet yesterday

19 testified that at the time of the order there was, in fact,

20 projections of income for three or four years going forward?

21 A    Ms. Goulet, in her capacity in the finance department,

22 would -- I wouldn't be surprised to hear they produced such

23 projections.

24 Q    That would not be shared with the executive committee?

25 A    Not all matters are shared with the executive
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1 committee.

2 Q    You would agree that the most important part of a

3 company's business is to generate profits, true?

4 A    I think the answer to your question --

5 Q    It's -- it's yes or no. I mean --

6 A    The most important --

7 Q    Or one of the most important parts or --

8 A    My --

9 Q    -- considerations?

10 A    Optimizing your assets and maximizing profitability  is

11 certainly one of the key objectives of any company.

12 Q    And wouldn't you expect the top nine officers to have

13 the information so that they could judge whether or not, in

14 fact, the assets were being maximized in such a way as to

15 generate the most revenue?

16 A    In the context of the fleet plan that was announced in

17 July 2010 (sic) and the business case that was built around

18 it, clearly, those were numbers that were shared and

19 reviewed.  But I understand your question to be a more

20 general question, whether Ms. Goulet comes to executive

21 committee on a regular basis --

22 Q    No.  That was not my question at all, Mr. Vahidi.  What

23 I'm trying to get at -- it's very simple -- at the time of

24 the order were there -- did you see in the business case

25 projections of income in the years beyond 2011?
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1 A    At the time of the order, as part of the business case

2 that was developed to justify the order, there were

3 projections and I don't necessarily recall at what level of

4 the income statement.  But there were projections on how

5 this specific order would impact the P&L of the company on a

6 go forward basis.  And that -- that was the basis for the

7 analysis that I referred to.

8 Q    Okay.  So there was a P&L statement going forward.  How

9 many years did that statement cover?

10 A    I don't recall.  I would -- maybe three, four, five

11 years.  I don’t recall the exact number.

12 Q    And do you recall if that statement had a line for

13 labor costs?

14 A    I don't.

15 Q    And this -- this business case, to whom was that

16 document distributed?

17 A    The summary of the business case was presented at the

18 executive committee.

19 Q    The summary, but did you see the whole business case?

20 A    No, I did not.

21 Q    Who saw the whole business case, do you know?

22 A    That would be -- I would be guessing.  I don't know

23 that, but that's a responsibility of the finance department

24 to create those business cases and financial statements.

25      (Pause)
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1 Q    Now just briefly let me try to summarize, if I can,

2 that the whole concept of capacity discipline.  You would

3 agree that several years ago the industry was plagued with

4 too much capacity?

5 A    I would agree that consolidation has helped over time

6 to rationalize capacity in the industry.

7 Q    But prior to those mergers, was there too much

8 capacity?

9 A    Sir, I was away from the industry between 2002 and

10 2009, so I looked at it from an outside perspective.  I --

11 Q    Okay.

12 A    -- I can't comment on that period of time.

13 Q    Is that when you were at AT&T with Mr. Horton?

14 A    I was at AT&T and, subsequently to that, at a company

15 called FORM.

16 Q    Okay.

17 A    Correct.

18 Q    Would you agree, though, that because of the capacity

19 discipline that has arisen from these mergers that airlines

20 are better able to charge fares that will generate a profit?

21 A    I wouldn't necessarily agree with that.  I think the

22 marketplace is a very competitive marketplace and the

23 ability for the airlines to charge fares depends on more

24 factors than just capacity.

25 Q    I'm going to hand you a document that we'll mark as
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1 APFA Exhibit 7 and --

2      (Pause)

3 Q    And maybe I -- I didn't state it or explain it or ask

4 the question artfully enough.  But if you could turn your

5 attention to Page 17.

6           MR. FLICKER:  Of which document?

7           MR. CLAYMAN:  Of Union Exhibit 7.

8           MR. FLICKER:  Your Honor, Union Exhibit 7, again,

9 is a document that we believe contains confidential

10 information.  Mr. Clayman has shown me the page that he's

11 referring to and we've discussed the confidential

12 information in that paper.

13           THE COURT:  All right.

14           MR. CLAYMAN:  Your Honor, I would also like to

15 move for the admission of APFA Exhibit 6.

16           THE COURT:  Any objection?

17           MR. FLICKER:  No objection, subject --

18           THE COURT:  Subject to redaction of confidential

19 information as appropriate.

20           MR. FLICKER:  That's right.

21           THE COURT:  All right.

22       (APFA's Exhibit Number 6 was admitted)

23 BY MR. CLAYMAN:

24 Q    Could you just tell us what the title of this document

25 is?
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1           THE COURT:  Are we on Page 17 where he was asked

2 to look or --

3           MR. CLAYMAN:  Yes.

4           THE COURT:  -- are we on the first page?

5           MR. CLAYMAN:  We're on the very -- the cover

6 sheet, I'm sorry.

7           THE WITNESS:  Domestic code-sharing value

8 proposition.

9           MR. CLAYMAN:  Okay.

10 BY MR. CLAYMAN:

11 Q    Were you involved in the preparation of this document?

12 A    This is the first time I'm looking at the document.

13 Q    Okay.  Well, let me turn your attention to Page 17 in

14 the --

15           MR. FLICKER:  For the record -- I'm sorry.  For

16 the record, Page 17 has confidential information in it, but

17 we've discussed how to handle it.

18           THE COURT:  All right.  So let's -- again, so we

19 don't --

20           MR. CLAYMAN:  Right.

21           THE COURT:  -- have to make any more emails or

22 calls to the court reporter --

23           MR. CLAYMAN:  Okay.

24           THE COURT:  -- let's be very careful about

25 numbers.
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1           MR. CLAYMAN:  Right.  Just to be absolutely sure I

2 --

3      (Pause)

4 BY MR. CLAYMAN:

5 Q    The document on Page 17, the second dash which begins,

6 "Also" --

7 A    Correct.

8 Q    -- it reads, "additional growth rather than sharing

9 capacity already in the market would put downward pressure

10 on unit revenue."  That's a pretty basic statement that I --

11 would you agree with that?

12 A    That's a very general statement.  Correct.

13 Q    Okay.  And aren't airlines very sensitive to how much

14 capacity is in a particular market so that the supply does

15 not outstrip the demand?

16 A    I think airlines have -- before I answer that question,

17 I would note that there are three specific dashes underneath

18 what you just mentioned, which are obviously confidential.

19 So I believe the statement that I read needs to be put in

20 the context of what's underneath it.  It was specific to the

21 points made in that presentation.

22 Q    Understood.  But what was -- what it was talking about

23 or what this page is talking about is the advantages of

24 growing externally in one market or particular markets

25 versus growing internally; is that not correct?
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1 A    I'm trying to answer your question generally speaking.

2 I think it -- there's -- it's important to put it in the

3 context of the specific example because capacity growth in

4 markets that have constraints, as we discussed earlier, it's

5 very different than capacity growth in certain other --

6 Q    It --

7 A    -- markets.

8 Q    Mr. Vahidi, isn't that just another factor in

9 considering how much capacity a market can bear is that if

10 it's coming into a slot control or a gate controlled

11 airport, then it may not -- you may not be able to have as

12 much capacity as you would otherwise have in airports that

13 are not restrained in those ways?

14 A    Those constraints put, at times, an artificial barrier

15 to capacity growth.

16 Q    But every root, Mr. Vahidi, you would agree has a limit

17 on the amount of capacity that it can bear before it

18 outstrips demand?

19 A    Generally speaking, yes.

20 Q    Thank you.

21           Okay.  I would like to turn your attention if --

22 if we could to your declaration.  Is that in front of you?

23 A    Yes.

24 Q    Okay.  I would like -- Paragraph 35 of your

25 declaration, which I believe is a confidential chart.
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1 A    What page number again?

2 Q    It's --

3           THE COURT:  Page 31.

4 BY MR. CLAYMAN:

5 Q    -- the chart that follows -- it's on Page 22.

6 A    Correct.  Are you referencing the chart?

7 Q    I'm -- I'm referencing the chart.

8 A    Correct.

9 Q    Could you just explain briefly what this chart

10 represents?

11 A    It represents the confidential details of our network

12 plan that's the basis for the business plan, and it shows

13 growth over the period of the plan in each of our hubs.

14 Q    Now when you referenced in the note beneath the chart

15 that it is based upon, for example, that LAX equals the LA

16 Basin airports.  Is that right?

17 A    Correct.

18 Q    So that you're measuring not only what's happening in

19 Los Angeles, but also what may be happening in Orange

20 County?

21 A    The specific reference there is to Ontario, Burbank and

22 Los Angeles and Long Beach.

23 Q    And that's -- and that's all pertaining --

24 A    They --

25 Q    -- to the growth of American in those markets?
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1 A    Not necessarily.  So what it -- what -- what the

2 footnote -- let me explain.  What the footnote references,

3 given that the chart uses airport codes, whereas the reality

4 is it's the encashment area of the city.  So, for example,

5 the chart references JFK and the footnote clarifies that

6 it's really New York City.  So it's all three airports in

7 New York City.  That's what the footnote is for.

8 Q    But in terms of what it's reflecting, it shows the

9 growth American anticipates in the three airports that are

10 listed under JFK?

11 A    That's correct, although, by definition the footnote

12 doesn't necessary mean that growth will occur at all three

13 airports is the point I'm trying to make.

14 Q    And I -- I guess it's then safe to say that virtually

15 all of the growth will be at the airport that has the

16 designator code shown on this page?

17 A    That's incorrect.

18 Q    It won't be the large majority of the growth in the --

19 like -- for example, in Los Angeles, the cornerstone city,

20 most of the growth in the cornerstone city is not going to

21 occur in Los Angeles?

22 A    That's confidential information I can't share.

23 Q    Okay.  I see.  When you say that ninety-eight percent

24 of your assets are allocated to the cornerstone cities, are

25 you also including these outlying airports?
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1 A    Yes.

2 Q    Okay.  Looking at page -- or Paragraph 13 of your

3 declaration, which is on page, I believe, 8, and just

4 turning your attention to the last sentence on that page

5 that begins, "Until the early part," do you see that?

6 A    Correct.

7 Q    Could you just read that into the record?

8 A    "Until the early part of the previous decade, i.e.

9 before 2005, American was able to drive and maintain a

10 health revenue premium by providing the largest network and

11 investing in its frequent flyer program, products and

12 branding. American's loyalty program, Advantage, was the

13 industry's first frequent flyer program.  It now has 69

14 million members."

15 Q    Okay.  And you're saying -- in this declaration you're

16 indicating that after 2005 your revenue premium began to

17 erode?

18 A    As I stated earlier, starting -- if you go to 2006 we

19 have been -- the way we measure revenue premium internally

20 on a unit revenue basis adjusted for stage length, we have

21 been in line with the industry since 2006 all the way up to

22 the first quarter of 2011.

23 Q    But let's -- let's move off of revenue premium.  What

24 about in terms of maintaining average RASM of your

25 competitors, have you been maintaining the average RASM of
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1 Delta and United, do you know?

2 A    Perhaps I should redefine revenue premium because

3 that's how it's measured.

4 Q    I'm not asking -- it's measured by RASM?

5 A    It is measured by unit revenue, which is RASM, and it's

6 adjusted for stage length because the airlines operate at

7 different stage lengths.  So it's a stage length adjusted

8 PRASM.

9 Q    Stage length adjusted PRASM, and you're saying that

10 your revenue in the years from 2006 to -- up to the first

11 quarter was matching that of the other airlines?

12 A    As I stated earlier, our revenue versus the industry,

13 and by the industry I mean the network carriers -- United,

14 Delta, in their current form consolidated -- and, obviously,

15 we restate for the data all the way back to 2006, and US

16 Airways, our revenue performance on that metric of stage

17 length adjusted PRASM has been in line with the industry up

18 to first quarter 2011.

19 Q    Okay.  I just want to be clear because I wasn't sure if

20 I heard you correctly.  Obviously, Delta and Northwest did

21 not merge until 2008.  In looking at what the record was in

22 2007, did you assume that that was two carriers or one?

23 A    So when you do analysis that dates back to 2006 and

24 consolidations occurred, during the period, what we do is we

25 go and restate and assume that those two airlines were one.
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1 At the time they were not, so you actually have an apples to

2 apples comparison.

3 Q    So -- so, in fact, if Continental had a substantially

4 higher RASM than American in 2007 and United was

5 substantially below or however it was, you would not be --

6 how would you be doing that, just averaging the two?

7 A    I think mathematically when you look at the industry

8 and you're measuring yourself versus the industry average,

9 all those airlines, whether they've consolidated or

10 operating separately, are in that pool of industry.

11 Q    I guess -- let's turn your attention because you're

12 claiming today that this revenue premium did not begin to

13 erode until the first quarter of 2011.  Let's look at the

14 first sentence of page -- on Page 9 of Paragraph 14.  Could

15 you read that into the record?

16 A    "As noted above in recent years American has seen its

17 revenue premium share erode not only due to rising LCC

18 competition, but also due to the fact that the other larger

19 network carriers have restructured in bankruptcy and then

20 consolidated their networks using their new financial

21 strength, increased operational flexibility, and revised

22 networks to invest in their service offerings."

23 Q    Let me turn your attention to Union Exhibit 7, and

24 could you just look at Page 24?

25 A    In the appendix?
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1 Q    Yes.  Now I take it that you did not write any portion

2 of this page?

3 A    I did not.

4 Q    Okay.  Would you agree that the -- in the last bullet

5 that the lack of network breadth compared to Delta and

6 United Continental has made it increasingly difficult for AA

7 to maintain and win the high value customer?

8 A    I agree with that statement.

9 Q    And turning to Page 4 --

10 A    Of which exhibit?

11 Q    I'm sorry.  Exhibit 7.  Would you read the first -- let

12 me read the first bullet and ask you if you agree with this:

13 "To win a greater share of the high value customer, we must

14 offer a domestic network that is comparable to that of our

15 larger competitors in a product that is on par or better

16 than that of our peers."  Would you agree with that

17 statement?

18 A    I do.

19 Q    Now could I turn your attention to Paragraph 14 of your

20 declaration on Page 9?  And looking at the chart that is on

21 that page, do you have it?

22 A    Yes.

23 Q    Did you prepare this chart?

24 A    Yes.

25 Q    Okay.  And in looking at this chart is it -- is it fair

Page 263

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 263 of 315]



AMR CORPORATION

1 to say that starting -- that almost continuously from 2003

2 until today American has been losing or its capacity versus

3 the other networks has been getting worse?

4 A    I don't agree with the way you characterized that

5 statement.  What I would say is that due to our high cost

6 structure and --

7 Q    Mr. Vahidi, it's a -- it's a yes or no.  I mean, I am

8 --

9 A    No.

10 Q    I'm not asking you --

11 A    The answer is no.

12 Q    I'm not asking --

13 A    The answer is no.

14 Q    Okay.  That's fine.  Okay.  It speaks for itself.

15 That's fine.

16           Let's -- let's turn your attention to 2009.  In

17 looking at 2009, '10 and '11, from my observation it looks

18 relatively -- the spread is relatively the same between the

19 top line and the bottom line.  Would you agree with that?

20 A    Yes.

21 Q    Okay.  Now in terms of the fleet plan -- excuse me --

22 the business plan that is before the Court, is it true that

23 it assumes an industry average growth of 4.1 percent per

24 year?

25 A    The business plan on average assumes that American
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1 would grow on average four -- four percent a year.

2 Q    And what about the industry as a whole, isn't it true

3 that it also assumes four percent growth?

4 A    I don't believe that's the case.  No.

5 Q    What is the assumption with regard to the growth of the

6 industry?

7 A    The exact numbers behind those assumptions are

8 confidential, but we modeled it based on the available fleet

9 information for the rest of the industry players.

10 Q    Okay.  And what is the percentage that you have for the

11 -- for the rest of the industry?

12 A    It's -- I believe it's confidential information.

13 Q    Well, I think your -- your attorney can tell you that.

14 But if Ms. Goulet revealed the percentage growth --

15           THE COURT:  Well, let's find out.  Is that in your

16 view confidential or not?

17           MR. FLICKER:  Let me -- let me confer, please.

18      (Pause)

19           THE WITNESS:  Perhaps to help save some time here,

20 even if it weren't confidential information I don't have

21 that number in front of me.

22           MR. CLAYMAN:  Well, you have no idea what the

23 assumed growth is?

24           MR. FLICKER:  Your Honor, I'm going to object.

25 This is argumentative.
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1           MR. CLAYMAN:  No.  No.  Just --

2           THE COURT:  It -- this is beginning to devolve

3 into something that's less productive than --

4           MR. CLAYMAN:  Okay.

5           THE COURT:  -- it could be.  If there's a question

6 about whether something is confidential, I don't want to

7 start testing the witnesses on that.  So that's why I --

8 let's -- is that number confidential or not, and if it --

9 it's probably an undisputed fact, whatever it is.

10           So is it confidential or not?

11           MR. FLICKER:  Your Honor, best I can tell it's --

12 the industry growth rate is not.

13           THE COURT:  All right.

14 BY MR. CLAYMAN:

15 Q    And I'm sorry, Mr. Vahidi.  You said you don't have

16 that number.  Do you have any recollection in the ballpark?

17 Is it within a -- like three to five percent or do you have

18 any idea whatsoever from your memory as to what that number

19 would be?

20 A    What I can tell you is that our rate of growth in the

21 specific markets that we are growing is in line with the

22 growth and demand.

23 Q    Again, Mr. Vahidi, I'm sorry, but that was not the

24 question I had.  I just want to know if you have any idea as

25 to what the industry growth rate is from 2012 to 2017?
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1 A    No.  I think Mr. Dichter may be able to answer that

2 question.

3 Q    Okay.  That's fine.  Thank you.

4           Turning to Paragraph 9 of your declaration, and

5 looking on Page 6, if you would, I just want to find out

6 some information about each of these bullets.

7           With regard to the first bullet, which read --

8 talks about scaling operations to the five key hub markets,

9 how many years will it take from exit from bankruptcy,

10 assuming we were to exit sometime before the end of the

11 year, how many years will it take for American to scale its

12 operations to these five hubs?

13 A    I think what we've said publicly is the rate of growth

14 is about four percent a year across those five, on average.

15 Q    On average, but that doesn't necessarily reflect what

16 will happen in the first few years, does it?

17 A    No, it does not.

18 Q    Okay.  So is -- I'm not sure if it's confidential.

19           MR. FLICKER:  It is.

20           MR. CLAYMAN:  It is.  Okay.

21           MR. FLICKER:  Sorry.

22      (Pause)

23 BY MR. CLAYMAN:

24 Q    Now I think you say in your declaration that code-

25 sharing is vitally important; is that right?
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1 A    What language are you referring to?

2 Q    I think -- let me -- hold on one second.

3      (Pause)

4 Q    Well, I'm not sure I'm going to be able to find it, and

5 I apologize.  But would you agree that code-sharing is

6 vitally important to provide feed needed to grow operations

7 out of New York and Los Angeles markets where organic growth

8 is not possible?

9 A    I would say that domestic code-sharing is a necessary

10 component of our business plan.  Correct.

11 Q    Okay.  And have you been told what any of the

12 prospective candidates positions are with regard to

13 expanding or entering into a code-share relationship with

14 American?

15 A    As I stated earlier, the one public case that I can

16 reference is that Alaska Airlines has a desire to expand the

17 scope of our partnership.

18 Q    Okay.  And who are the candidates -- of all -- the

19 universe of candidates on the -- for the New York market?

20 Who comprises that universe, what airlines?

21           THE COURT:  Are we getting into confidential --

22           THE WITNESS:  Yes, we are.

23           THE COURT:  -- information here or --

24           THE WITNESS:  Yes, we are.

25           MR. FLICKER:  I believe we are, Your Honor.
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1           MR. CLAYMAN:  But, Your Honor, if I may, we're not

2 saying which ones he is going to -- or which ones American

3 will be trying to code-share with.  I -- and he says --

4           THE COURT:  But you're asking him to identify

5 candidates.  So if -- if, for example, the answer to that

6 question is there one -- there's one candidate, then you

7 are.  If there are twelve candidates, maybe you aren't.

8 Again, I don't want to be the police on what's confidential

9 because of all the people in this room, I know the least

10 amount of details.  So please don't put me in that position

11 because I'm -- I'm really not qualified.

12           But I'm just going by the nature of the question

13 that I hear and -- and I admit I'm being cautious because

14 we've already had --

15           MR. CLAYMAN:  Okay.

16           THE COURT:  -- two -- two -- I wouldn't say slip

17 ups because I don't -- that's -- that sounds pejorative and

18 it's not.

19           MR. CLAYMAN:  Yeah.

20           THE COURT:  But it's -- it's a difficult --

21           MR. CLAYMAN:  Yeah.  I --

22           THE COURT:  -- problem.

23           MR. CLAYMAN:  -- I appreciate that.

24 BY MR. CLAYMAN:

25 Q    The paragraph, Mr. Vahidi, that I was referring to is
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1 Paragraph 20 where that sentence I just read comes from.

2           MR. FLICKER:  Your Honor, Mr. Clayman, I just want

3 to take note of the time.  I mean, I'm -- I'm a little

4 concerned that we get this witness on and off.

5           MR. CLAYMAN:  Yeah.  I'm -- I'm going to try to --

6 I've tried to comprise -- you know, condense my cross here.

7           MR. FLICKER:  Thank you very much.

8 BY MR. CLAYMAN:

9 Q    Are you aware of what position -- if -- if Jet Blue has

10 taken a public position with regard to entering into a code

11 share arrangement with Jet Blue?

12 A    Public records would show that Jet blue has entered

13 into code-sharing relationship with other airlines.

14 Q    And now I'm asking have they publicly stated what their

15 position is about entering into a code-sharing arrangement

16 with American?

17 A    I don’t believe they've publicly stated that.

18 Q    Okay.   Let me hand you what will be APFA Exhibit 8.

19      (Pause)

20 Q    And just have you, if you would --

21           MR. CLAYMAN:  And before I do that I don't know if

22 I've moved for the admission of Exhibit 7, Your Honor.

23           THE COURT:  No.  You have, but you -- you have

24 not, but you have now.  Any objection subject to the need

25 for any redacted version to reflect confidential
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1 information?

2           MR. FLICKER:  No, Your Honor.

3           THE COURT:  All right.

4      (APFA's Exhibit Number 7 was admitted)

5 BY MR. CLAYMAN:

6 Q    Mr. Vahidi, could you just read the first sentence of

7 that article?

8 A    "The head of Jet Blue Airways Corporation said Tuesday

9 there were no plans to refocus its marketing pact with

10 American Airlines."

11 Q    And what is the date that appears at the top of that

12 page?

13 A    March 13, 2012.

14 Q    Thank you, Mr. Vahidi.

15           Have you been engaged in any --

16           THE COURT:  Just -- just for my own benefit, what

17 -- what -- the relevance of this particular statement is,

18 just so I can understand.

19           MR. CLAYMAN:  Well --

20           THE COURT:  I mean, I'm --

21           MR. CLAYMAN:  -- because it goes to --

22           THE COURT:  -- I'm not quibbling with the

23 question.  I just want to understand the -- sort of the

24 narrative here.

25           MR. CLAYMAN:  The narrative is without trying to
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1 reveal any confidential information, I think it -- for me to

2 explain its relevance would be revealing confidential

3 information.

4           THE COURT:  All right.  I'll -- I'll take it for

5 what it's worth.

6           MR. CLAYMAN:  Let me just say this; that if -- if

7 in the -- if -- if Jet Blue were one of the candidates that

8 American is relying on to provide the code-share that is

9 vital to their business plan, and the head of Jet Blue has

10 said he is not interested, that has some relevance.

11           MR. FLICKER:  Objection.  Mischaracterizes --

12           THE WITNESS:  Yes.

13           MR. FLICKER:  -- the statement.

14           THE WITNESS:  You have mischaracterized the

15 statement.

16           THE COURT:  So -- all right.  Let -- you know

17 what?  It's my question and I'm sorry I asked it so we'll

18 move on.

19      (Laughter)

20           THE WITNESS:  They have said they have no plans.

21           THE COURT:  All right.  I -- I think let's just --

22           MR. CLAYMAN:  Okay.  That's fine.

23           THE COURT:  Just move on.

24 BY MR. CLAYMAN:

25 Q    Have you looked at the effect that Delta airlines
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1 having -- is of the possibility of Delta entering into a

2 code-share arrangement with Jet Blue?

3 A    Have I looked at the effect of --

4 Q    Of a code-share arrangement between Jet Blue and Delta?

5 A    I have not.

6 Q    Have you considered that as a possibility?

7 A    There is a potential that could happen.  I can't

8 comment on that.

9 Q    Now let me just go back to some of the questions that

10 Ms. Krieger had with regard to consolidation.  You mentioned

11 that you had worked with Mr. Lawrence, I believe starting in

12 2010; is that correct?

13 A    Starting in the fall of 2009.

14 Q    I'm sorry.  And then after the bankruptcy filing have

15 you had any conversations with Mr. Lawrence?

16 A    I meet Mr. Lawrence quite often.  When we're in the

17 same room I've had conversations with him, but about what

18 topics specifically.

19 Q    And what cases have you been in the same room with Mr.

20 Lawrence?

21           MR. FLICKER:  Your Honor --

22           MR. CLAYMAN:  This -- this is --

23           THE COURT:  I've learned not to ask questions, so

24 let's just get this over with.  Question, answer.

25           MR. CLAYMAN:  This is -- this is critical.  It

Page 273

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 273 of 315]



AMR CORPORATION

1 goes to the issue of whether --

2           THE COURT:  No.  No.  Go ahead.  Please just

3 answer the question.

4           THE WITNESS:  When -- when Mr. Lawrence comes to

5 visit us in the office, sometimes he stops by my office and

6 says hello.

7           MR. CLAYMAN:  That's fair.

8 BY MR. CLAYMAN:

9 Q    And have you been -- and you have not been in any

10 meetings with Mr. Lawrence since the bankruptcy?

11 A    I do not believe I've been in any meetings in our

12 offices or his offices since we filed for Chapter 11.  I do

13 not believe that.

14 Q    And about how many times has he stopped by to say

15 hello, how many times in the course of the bankruptcy has he

16 come down, if you know, at least in terms of the visits to

17 you --

18 A    I --

19 Q    -- how many times has he come in to Dallas do -- do you

20 know?

21 A    I --

22           MR. FLICKER:  Objection.  Relevance.

23           THE WITNESS:  -- don't know that.

24           MR. CLAYMAN:  Well, I’m talking just to say hello

25 to you.  I --
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1           MR. FLICKER:  Objection.  Relevance.

2           MR. CLAYMAN:  -- mean, is it once, twice, three

3 times?

4           THE COURT:  All right.  There's -- there is an

5 objection and I'm going to let you go a little while longer

6 on this before I lose my patience.

7           MR. CLAYMAN:  Okay.  All right.

8 BY MR. CLAYMAN:

9 Q    Let me ask you this.  Do you know if Mr. Lawrence has

10 met with any of the corporate officers of American --

11 A    Yes.

12 Q    -- during the course of the bankruptcy?

13 A    Mr. Lawrence has met with Ms. Goulet on several

14 occasions.

15 Q    How -- when was the last time Mr. Lawrence met with Ms.

16 Goulet?

17 A    I'm not aware of that.

18 Q    Okay.  Do you know any of the times when -- when, in

19 fact, Mr. Lawrence met with Ms. Goulet?

20 A    I don't --

21           THE COURT:  Didn't we have Ms. Goulet here?

22           MR. CLAYMAN:  What?  I'm sorry.

23           THE COURT:  Didn't -- didn't we have Ms. Goulet

24 here?

25           MR. CLAYMAN:  We did.
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1           THE COURT:  All right.  It's unclear to me why

2 we're asking this witness this line of questions.

3           MR. CLAYMAN:  Okay.

4           THE COURT:  Unless he -- his job is to shadow her

5 around as a matter --

6           MR. CLAYMAN:  That's not --

7           THE COURT:  -- of keeping track --

8           MR. CLAYMAN:  No.  I -- I just --

9           THE COURT:  -- of her calendar.

10           MR. CLAYMAN:  I -- I would ask the witness --

11 BY MR. CLAYMAN:

12 Q    Are you aware --

13           THE COURT:  Well, I'm just -- I'm just saying to

14 make something relevant it has to make some material fact

15 more or less likely, and unless his job is to shadow her

16 around --

17           MR. CLAYMAN:  I understand.

18           THE COURT:  -- I can't see that that is going to

19 lead to relevant evidence.

20 BY MR. CLAYMAN:

21 Q    Have you received any communications from Ms. Goulet or

22 Mr. Lawrence regarding consolidation?

23 A    No, I have not.

24 Q    You introduced regional jet service between LaGuardia

25 and Atlanta.  When was that?
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1 A    I believe it was in the spring of 2010, spring/summer

2 of 2010.

3 Q    And are you aware that Delta has initiated service on

4 regional jets between Dallas and LaGuardia?

5 A    I'm aware they announced their plan to initiate.  I

6 don’t recall the exact date the service commenced or will

7 commence.

8 Q    And when you announced your service to Shanghai from

9 Los Angeles, isn't it true that shortly thereafter United

10 also announced service on the same route?

11 A    United announced service on the same route, I believe,

12 after we announced the service.  Correct.

13 Q    Are you -- are you both still flying that route?

14 A    We are flying it.  I don't know if United is still

15 flying it or not.

16      (Pause)

17 Q    Now you've testified that the network plan, the one

18 that's part of the business plan, has -- designates routes

19 that the aircraft will be flying on.  Is that -- am I

20 correct in understanding that?

21 A    Correct.

22 Q    And isn't it true, though, that that analysis only goes

23 through 2012?

24 A    I'm not sure I understand your question.  What analysis

25 goes to 2012?
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1 Q    That the assignment of planes to routes, is that for

2 the entire duration of the business plan, that analysis?

3 A    I do not believe the network plan has -- is at a route

4 level -- at that granular of a level for the duration of the

5 plan, but I don't know if 2012 is the right cutoff.

6 Q    All right.  So at some point what happens when it's not

7 at the route level?  What level does it go to?

8 A    It could be at the entity level in the case of

9 international markets.  It could be at the country level.

10 It could be in --

11 Q    When -- excuse me.

12 A    -- domestic cases.

13 Q    When you said "entity," what did you mean the entity

14 level?

15 A    Latin America as an --

16 Q    I --

17 A    -- entity.

18 Q    I see.

19 A    It could be at the country level.  Brazil is a country.

20 It could be at the hub level.  It could be more aggregated

21 in the outer years.

22 Q    All right.

23           MR. CLAYMAN:  I have no further questions, Your

24 Honor.

25           THE COURT:  All right.
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1           MR. SHERWOOD:  Good evening, Your Honor.  Jack

2 Sherwood, Lowenstein Sandler for the TWU.

3           THE WITNESS:  Good evening.

4           MR. SHERWOOD:  Should I --

5           THE COURT:  Proceed.

6           MR. SHERWOOD:  -- go ahead.

7 CROSS-EXAMINATION

8 BY MR. SHERWOOD:

9 Q    Good evening.

10           Mr. Vahidi, in your declaration it indicates that

11 you left American in 2002; is that right?

12 A    That's correct.

13 Q    And at the time that you left the airline in 2002 your

14 job, I believe, was the managing director of airline

15 profitability and financial analysis; is that right?

16 A    That's correct.

17 Q    Now I don't know if you've heard, but there has been

18 some testimony about the fact that in 2003 there was out of

19 court restructuring at American that involved, among other

20 things, $1.6 billion of labor give backs.  Are you familiar,

21 generally, with -- with that?

22 A    No.

23 Q    Okay.  So is it fair to say that -- so I'm -- I'm just

24 asking.  As managing director of airline profitability and

25 financial analysis from 2000 -- the year 2000 to the year
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1 2002, you didn’t do any work on a -- an out of court

2 restructuring?

3 A    No.  I was not involved during that period of time on

4 any out of court restructuring.

5 Q    And you're not -- and you're not aware of -- of

6 anything concerning the restructuring that -- that took

7 place in 2003?

8 A    No.  I wasn't directly involved with any of that.

9 Q    When you're at the airline was -- was -- in 2002 before

10 you left the airline was -- was operating out of its -- the

11 same five major cities as it is now; is that right?

12 A    We had operations in those five cities.  Correct.

13 Q    Were you -- were you operating in more than those five

14 cities?

15 A    Uh-huh.  We were operating in other focus cities or

16 hubs as well.

17 Q    What were the other hubs in 2002?

18 A    We had significant operations in Raleigh, in Nashville,

19 St. Louis, San Juan, San Jose, California, just to name a

20 few.

21 Q    And you would consider those hub cities in 2002?

22 A    Depending on the size of the operations internally we

23 refer to them as either hubs or focus cities.

24 Q    Okay.  And did -- did the five major cities that the

25 airline is now focused on, did they have a name as well in
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1 2002?

2 A    I don't recall what we would reference them back in

3 2002.

4 Q    Back in 2002 was -- was part of the company's business

5 plan to seek these high -- high level corporate accounts?

6 A    That's -- that's been the case.  Correct.

7 Q    Now when you came back in -- in 2009, there was some

8 discussion about flight plan 20/20 and, specifically, there

9 was some testimony about a September 2010 plan in your prior

10 testimony.  Do you remember that generally, anyway?

11 A    Yes, generally.

12 Q    And -- and I believe that one of the -- one of the

13 elements of that plan was to obtain a competitive cost

14 structure.  Do you remember that?

15 A    One of the tenants of flight plan 20/20 was to have a

16 competitive cost structure.  I don't know if it was actually

17 one of the five tenants or if it was sort of the line

18 underneath flight plan 20/20.

19 Q    Okay.  As part of obtaining that competitive cost

20 structure, were -- were you -- was American seeking labor

21 concessions in -- in September of 2010?

22 A    I would say that when I returned back to American in

23 2009 what I observed during that period of time was American

24 was trying to meet consensual agreements with the union.

25 Q    Do you know what the -- what the amount of the -- of
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1 the ask was in terms of how much labor would have to give on

2 a -- on a total basis?

3 A    No.

4 Q    Do you know whether or not in September of 2010 there

5 was a -- a number that the airline was seeking in terms of

6 give backs from the union?

7 A    In September 2010?

8 Q    That's right.

9 A    No.

10 Q    Let me ask you a question about -- sort of a new issue

11 about -- about marketing.  In the -- since you -- since you

12 came back to American has there been any discussion about

13 in-sourcing aircraft maintenance?

14 A    What -- what do you exactly mean by that question?  Can

15 you clarify --

16 Q    Yeah.

17 A    -- because that's not a marketing question.

18 Q    Well, does American have the capacity to use its labor

19 force, its maintenance force to service aircraft that don't

20 belong to American?

21 A    I don't know the answer to that question.

22 Q    Have you ever heard of a -- of Delta tech-ops?  Do you

23 know what that is?

24 A    No.  Just -- just so we're clear, those are not -- they

25 are outside of my areas of responsibilities, so.
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1 Q    Okay.  I just thought as a marketing guy you might, you

2 know, be involved in marketing something other than the

3 flights.  But that's not the case?

4 A    Marketing refers to advertising, promotions, loyalty,

5 customer loyalty.  Those are the type of marketing

6 activities I'm involved with.

7 Q    Okay.  In the context of your marketing activities do

8 you -- or are you aware of any -- any effort on the part of

9 the airline to show -- show the high quality of maintenance

10 that American employees do day after day on -- on the fleet?

11 A    No.  That's not part of the marketing strategy for the

12 company, nor for the industry I would say.

13 Q    Do you know whether any of American's maintenance

14 operations are considered best in class?

15 A    I'm not in a position to comment on that.

16 Q    Let me ask you a few questions about your -- your

17 declaration starting on -- with Paragraph 14.  And -- and

18 I'm just looking at the sentence, the last sentence of

19 Paragraph 14 which is on Page 9.

20 A    Correct.

21 Q    And you talk about the fact that -- that "American

22 struggled with disproportionately high debt and cost

23 structure and amounting losses, leaving it no choice but to

24 under-invest in its fleet."  Do you see that?

25 A    Yes.
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1 Q    Now that -- you're not personally familiar with that

2 fact, are you?

3 A    I am personally familiar with it.

4 Q    All right.  And is that based on things that you

5 learned since 2009 since you weren't with the company

6 between 2002 and 2009?  I assume you got that from some

7 other source.

8 A    That's correct.

9 Q    And what -- and what source was that?

10 A    I think when you look at the chart below that

11 statement, the fact that we've had to -- and before I

12 comment on the chart, is that chart redacted or --

13           MR. FLICKER:  It's not.

14           THE WITNESS:  It's not.  It's public.

15           MR. FLICKER:  It's fine.

16           THE WITNESS:  The fact that we've had to shrunk

17 the airline given our balance sheet, our operating costs and

18 the fact that we've not had the chance to invest in our

19 fleet and service and products, it's an indication of that.

20           Part of the shrinking has to do with exiting on

21 profitable markets, and given our high cost structure, we

22 were not able to operate in a number of these markets.

23 BY MR. SHERWOOD:

24 Q    You're aware that -- that at least two years -- well, I

25 think it was actually up through 2006-2007, American
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1 Airlines made a profit, right?

2 A    I would say we made a modest profit.

3 Q    And -- and American was able to tap the equity markets

4 during -- during those years; is that right?

5 A    I can't comment about those years, but at times we have

6 had success tapping the equity markets -- the capital

7 markets.  Sorry.

8 Q    Is it possible that they might -- might actually have

9 had a chance to invest in its fleet during '06 and '07?

10 A    I can't comment on that.

11 Q    Now you -- let's look at Paragraph 19.  You say in that

12 paragraph that "Third party operators commonly have lower

13 cost structure than mainline operators in most areas of

14 their operations.  For example, crew expenses, maintenance

15 expense, and ground handling expenses."  Do you see that?

16 A    Yes.

17 Q    Now were you -- is part of your job to -- to analyze

18 maintenance expenses at American versus maintenance expenses

19 that might be obtained at other airlines or by outsourcing?

20 A    That's not part of my job.  No.

21 Q    So this -- this statement is not based on your personal

22 knowledge; is that fair to say?

23 A    It is based on my personal job -- knowledge.  My job is

24 not to analyze the information, but I have access to

25 information on unit costs of various operators in the

Page 285

VERITEXT REPORTING COMPANY
212-267-6868 www.veritext.com 516-608-2400[16.5.3] [AMR Section 1113 Trial Day 3 Transcript (Complete).pdf] [Page 285 of 315]



AMR CORPORATION

1 industry.

2 Q    Okay.  And did you compare those unit costs to those at

3 -- at American?

4 A    Absolutely.

5 Q    Okay.  And this 1113 motion, do you know how many TWU

6 employees will lose jobs as a result of the 1113 proposals

7 of -- of management?

8 A    I don't know the answer to that question.  I believe

9 it's being currently discussed with the TWU.

10 Q    But sitting here you -- you don't know how many jobs

11 will be lost?

12 A    I don't know the exact number.  No.

13 Q    Do you know, even though you don't know the exact

14 number, do you know whether the company considered

15 alternatives that -- that would reach the target savings,

16 but result in a loss of fewer jobs for the TWU?

17           MR. FLICKER:  Your Honor --

18           THE WITNESS:  I'm not familiar with --

19           MR. FLICKER:  Objection.  This is getting beyond

20 the scope of his opinion -- I mean, his testimony.

21           THE COURT:  Could -- could you say -- state the

22 question again?

23           MR. SHERWOOD:  The question, Your Honor, was did

24 the -- are you aware of any alternatives considered by the

25 company that -- where target savings could be reached
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1 without cutting so many jobs, and if I -- if I may --

2           THE COURT:  As it's -- as it's cross-examination

3 I'm going to give him a little bit of latitude on -- on the

4 question.  So you can answer.

5           THE WITNESS:  No, I'm not aware.  That's not under

6 my area of responsibility.

7           MR. SHERWOOD:  Okay.

8 BY MR. SHERWOOD:

9 Q    You did indicate that, in Paragraph 19, that -- that

10 it's your view that third party operators have lower

11 maintenance and expenses, right?

12 A    Correct.

13 Q    Okay.  Do you know how much lower those maintenance

14 expenses are?

15 A    The statement you're referencing says that they

16 commonly have a lower cost structure and that references

17 their total cost structure and on a unit basis CASM.  Then

18 it's followed by four examples:  Crew expenses, maintenance

19 expenses, ground handling expenses, those are examples of

20 why they have a lower cost structure.

21           So as I mentioned earlier, I have observed

22 overview their unit cost structure that is significantly

23 lower.  I do not have specifics around the examples in that

24 sentence.

25 Q    Okay.  So -- so you can't tell me how much money
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1 American would save by outsourcing its maintenance to a

2 third party and -- and terminating employees that are in the

3 TWU?

4 A    I think we're talking about two different topics here.

5 This paragraph references to third party operators who

6 operate regional jets.

7 Q    All right.  Well, let's stick with that, then.  You

8 have a third party operator that has a regional jet and it

9 has to do maintenance on it, right?

10 A    Correct.

11 Q    Okay.  And that -- you don't have to pay for the

12 maintenance on that jet, correct?

13 A    It depends on the agreement you reach with that third

14 party operator.  I don't -- I don't know the economics of

15 those agreements.  We don't have those agreements today.

16 Q    Okay.  Do you know whether any of the -- any of the

17 maintenance of American that's being outsourced, whether

18 that's going to be outsourced to labor outside of the United

19 States?

20 A    I don't know the details of that.

21 Q    Other than -- other than the specific -- the specific

22 maintenance on regional jets, have you done any analysis of

23 maintenance expense savings in regard to any other type of

24 maintenance expense that's being cut under these Section

25 1113 proposal?
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1 A    No.  Perhaps it may be helpful if I tell you my job

2 description, what I'm responsible for because none of the

3 questions you've asked so far fall in my area --

4           THE COURT:  Well, let --

5           THE WITNESS:  -- of responsibility.

6           THE COURT:  -- let him ask the questions and you

7 give the answers or we'll -- we'll be here for quite a bit

8 longer than we might have to be.

9 BY MR. SHERWOOD:

10 Q    Well, you do know that you submitted this declaration

11 in support of a motion that seeks labor adjustments, right?

12 A    Correct.

13 Q    And -- and you do know that among those labor

14 adjustments is the loss of thousands of TWU jobs.  Do you

15 know that?

16 A    There are loss of jobs at TWU.  Correct.

17 Q    So that's why I'm asking you the questions.

18           Can -- can we turn to page -- Paragraph 25?

19           MR. FLICKER:  Page 15?

20           MR. SHERWOOD:  Yeah.  Page 15, and I just have a

21 quick question.

22 BY MR. SHERWOOD:

23 Q    And there's a reference to twelve active one-world --

24           THE COURT:  Somebody turn that off, please.

25 Sorry.
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1           THE WITNESS:  Paragraph 25?

2           MR. SHERWOOD:  Yes, sir.

3 BY MR. SHERWOOD:

4 Q    In that paragraph you testify that American is part of

5 this one-world alliance; is that right?

6 A    That's correct.

7 Q    And that the one-world alliance has twelve active

8 partners; is that right?

9 A    Active and announced partners.  Correct.

10 Q    Okay.  Do you know whether the one-world alliance still

11 has twelve partners or has that number shrunk?

12 A    If you give me a minute I can count them.  There are

13 currently twelve partners.

14 Q    There's still twelve partners?

15 A    Correct.  I believe the partners are on Page 16 on a

16 map.

17 Q    Is that map confidential?

18 A    I don't believe so.  One-world is a public alliance.

19           MR. FLICKER:  Yeah.  It's -- it's not been marked

20 confidential in the record.

21 BY MR. SHERWOOD:

22 Q    All right.  Well, I'm going to -- I'm not going to ask

23 anything more.  I just wanted to -- wanted to know if all

24 those --

25           THE COURT:  No.  I appreciate better safe than
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1 sorry.

2           MR. SHERWOOD:  Right.

3 BY MR. SHERWOOD:

4 Q    Let me ask you this, and this might be my last question

5 unless I think of one before you're done answering.  You --

6 you indicated that one of the things that you prepared

7 modeling on has been a fleet plan and a revenue plan.  Do

8 you recall that testimony generally?

9 A    Yes.

10 Q    Okay.  And -- and you do that as part of your job; is

11 that --

12 A    Correct.

13 Q    Okay.  I don't want to ask you anymore about that's not

14 part of your job.  So you do fleet plans.  You do revenue

15 plans, right?

16 A    Correct.

17 Q    Have you prepared either a fleet plan or a revenue plan

18 that's based on a hypothetical consolidation recently?

19 A    No.

20           MR. SHERWOOD:  Can I have one moment, Your Honor?

21           THE COURT:  Certainly.

22      (Pause)

23           MR. SHERWOOD:  Nothing further.  Thank you.

24           THE WITNESS:  Thank you.

25           MR. BUTLER:  Your Honor, the creditors' committee
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1 has no -- has no cross.

2           THE COURT:  All right.

3           MR. CLAYMAN:  Just one housekeeping matter.  I

4 didn't move for the admission of APFA Exhibit 8 and I would

5 like to do that.

6           THE COURT:  Any objection?

7           MR. FLICKER:  It's a news article, Your Honor.

8 I'm not going to object.

9           MR. CLAYMAN:  All right.

10      (APFA's Exhibit Number 8 was admitted)

11           THE COURT:  Redirect.

12           MR. FLICKER:  I have something, Your Honor, but I

13 was -- I was wondering if we could indulge a short break.

14           THE COURT:  All right.  How long do you expect

15 redirect to be?

16           MR. FLICKER:  About ten minutes.

17           THE COURT:  All right.  So let's take a five-

18 minute break.

19           MR. FLICKER:  Thank you.

20      (Recess at 5:35 p.m.)

21           THE CLERK:  All rise.

22           THE COURT:  Please be seated.

23           All right.  We seem to have lost our witness.  Can

24 somebody be so kind as to retrieve him?

25           UNIDENTIFIED SPEAKER:  We've gone to get the
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1 witness and the lawyers.

2           THE COURT:  Thank you.

3      (Pause)

4           THE COURT:  All right.  Proceed.

5           MR. FLICKER:  First, Your Honor, let me apologize

6 for not being here when you took the bench.

7           THE COURT:  I just wanted to come back quickly

8 because I know this witness has to be done today.  So --

9           MR. FLICKER:  Thank you very much.

10 REDIRECT EXAMINATION

11 BY MR. FLICKER:

12 Q    You were asked some questions about large regional jet

13 operations, both by Mr. Dean and others on your cross-

14 examination.  Do you remember that?

15 A    Correct.

16 Q    And you were asked questions about whether or not

17 American could do the regional jet flying using American

18 pilots.  Do you remember that?

19 A    Correct.

20 Q    Did you understand that to be operating large regional

21 jet operations at the mainline operations?

22 A    I understood that to be operating the large regional

23 jets at the mainline.

24 Q    Are there reasons other than simply the labor cost of

25 operating large regional jets at the mainline that make it
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1 uneconomical to do so?

2 A    I believe we don’t even have in -- with -- with the APA

3 agreement we don't even have labor rates or rules or

4 productivity to opt for the APA pilots to operate such

5 regional jets.

6 Q    But assuming you did, are there other considerations

7 other than the labor rates that go into the evaluation of

8 whether to operate large regional jets?

9 A    Correct.

10 Q    What would those be?

11 A    It would be the total operating cost of those regional

12 jets as we were discussing earlier.  As an example it would

13 include costs for the crew, for ground handling, for

14 facilities and such.

15 Q    And in -- in your business do you see that there is --

16 there are cost benefits to operating large regional jet

17 operations outside the mainline?

18 A    Yes.

19 Q    Okay.

20           MR. FLICKER:  I have nothing further.

21 RECROSS-EXAMINATION

22 BY MR. DEAN:

23 Q    Mr. Vahidi, could you -- rather than just giving us

24 examples, could you tell us what other operating costs for

25 large regional jets you believe would create a cost
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1 disadvantage to operate them at the mainline?

2 A    One of the operating costs of a regional jet that would

3 -- could you repeat that?

4 Q    Sure.  Taking labor costs off the table as --

5 A    Correct.

6 Q    -- your counsel did, and let's include, for purposes of

7 this question, not just the labor costs of the pilots, but

8 the labor costs of all the represented groups here.  Taking

9 those off the table, what other operating costs of a large

10 regional jet do you believe -- well, let's -- let's start

11 there.  Let's -- can you tell me what are the other

12 operating costs of a large regional jet?

13 A    There is the ownership cost of the aircraft.  There is

14 fuel costs.  There is maintenance costs.  There are a number

15 of other costs that go into operating an aircraft.

16 Q    Are those the principle ones?

17 A    Excuse me.

18 Q    Are those three the principle costs aside from labor

19 costs?

20 A    Those are the three that immediately come to mind.

21 Q    Okay.  Would the fuel costs for operating the large

22 regional jet be different if you operated it at the mainline

23 than if you operated it outsourced to a regional provider

24 like American Eagle?

25 A    Each different aircraft type has a different fuel burn
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1 and fuel cost associated with it.  So I would say, yes, it

2 would be different than the fuel cost of operating a

3 different -- a larger jet.

4 Q    Okay.  Let me clarify my question.  And let's just

5 take, for instance, as an example the Embraer 190.  Would

6 the fuel cost of operating the Embraer 190 be different at

7 the mainline than at American Eagle?

8 A    The fuel costs would be the same regardless of who

9 operates that aircraft, if that's your question.

10 Q    Yes.  Would the ownership costs be different if you

11 operated the Embraer 190 at American Eagle rather than at

12 the mainline?

13 A    That could be different based on the financing and the

14 negotiations of whoever owns that aircraft with the aircraft

15 manufacturers and leasing companies.  It could be a

16 different cost structure.

17 Q    It could be.  Could you tell me what factors come to

18 your mind that would differentiate a negotiation to fly that

19 at Eagle versus flying that at American?

20 A    For example, if there is a regional operator that has a

21 most favorite nation clause with a manufacturer that allows

22 them to purchase or lease that aircraft at a significantly

23 lower price or rate than the mainline airline would do, that

24 would have an impact on the ownership costs of that

25 aircraft.
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1 Q    Can I ask you whether or not there's a difference

2 between American and American Eagle in that regard or is

3 that confidential information?

4           MR. FLICKER:  I'm afraid I'm not privy to what's

5 confidential information of American Eagle.  So I'm not sure

6 that I can answer that.

7           MR. DEAN:  Well --

8           THE WITNESS:  I'm --

9           MR. DEAN: -- if it's -- if it's information that

10 Mr. Vahidi knows, does that -- is it consistent with that

11 that it's somehow American Eagle confidential information?

12           MR. FLICKER:  I think the answer is -- it depends

13 on the answer.  Can I confer with my client?

14           THE COURT:  Sure.  Any objection to --

15           MR. DEAN:  No.

16           THE COURT:  -- his chatting with his client?

17      (Pause)

18           THE COURT:  Any conclusion?

19           MR. FLICKER:  Yes, Your Honor.  According to my

20 client, the terms of agreement between aircraft

21 manufacturers and these companies are confidential.

22           THE COURT:  I'll certainly take judicial notice

23 that we're talking about the same aircraft, that the price

24 may vary depending on who is buying it for one reason or the

25 other.  But, essentially, I get your point.
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1           MR. DEAN:  Okay, Your Honor.  Actually, what I'm

2 attempting to explore with the three principle cost items

3 associated from labor costs is what difference there is

4 between American and American Eagle.  I understand that

5 there are most favorite nation clauses in particular

6 agreements which either are or aren't in this case a factor.

7           And I would like to find out if we will be able to

8 put that into the record, if not through this witness,

9 through some other witness because if not I -- I would like

10 to get that into the record and, therefore, we would need to

11 be able to, I guess, close the courtroom --

12           THE COURT:  I would think it also might be

13 something where the parties can reach a stipulation, read

14 that into the record as well if that's -- if that's easier.

15 If there's something very particular --

16           MR. DEAN:  That --

17           THE COURT:  -- that you expect would be able to be

18 said, you might essentially proffer that as what -- what you

19 would like to establish.

20           MR. FLICKER:  I'm sure, Your Honor, we could try

21 to work out something in terms of a factual statement.

22           MR. DEAN:  Okay.  And barring our being able to

23 work out a -- I'm going to assume that we will be able to

24 work out a stipulation.

25           THE COURT:  All right.  Well -- since this is week
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1 -- week one of a -- of a proceeding that's contemplated to

2 be fairly lengthy, I certainly -- you're not giving up any

3 rights to call whoever you need to call to establish that

4 fact if -- if you can't work something out.

5           MR. DEAN:  Thank you, Your Honor.

6 BY MR. DEAN:

7 Q    You made reference to the maintenance costs.  Can you

8 explain, aside from the labor costs differential, what

9 maintenance costs differential would exist or does exist

10 between American Airlines and American Eagle today?

11 A    Sir, the ability of each of these airlines, including

12 third party operators of regional jets -- since we're

13 talking about large regional jets and American Eagle only

14 operates forty-seven of them -- is dependent on the

15 economics they can negotiate with whoever performs their job

16 in-house or outside.  And the kind of agreements they can

17 have with the manufacturers that provide the parts.

18           So the economics, by definition, will be different

19 for each company.  And I'm -- frankly, I'm not understanding

20 the question.

21           THE COURT:  All right.  Don't worry about -- about

22 the last thing there.  Just -- he'll ask them.  You'll

23 answer them.  We'll move on.

24           MR. DEAN:  Right.

25 BY MR. DEAN:
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1 Q    Is there any reason to believe that American Airlines

2 would be less able to negotiate a maintenance contract of a

3 low rate than American Eagle?

4 A    I don't know that.

5 Q    So as you sit here you have no reason to think that one

6 or the other would be in a better position to negotiate a

7 maintenance rate?

8 A    I don't know the answer to that question.

9 Q    Okay.  The actual question was whether, as you sit

10 here, you had any way of knowing one way or the other?

11 A    I don't know the answer --

12           MR. FLICKER:  Your Honor, it's --

13           THE WITNESS:  -- to that question.

14           MR. FLICKER:  -- asked and answered.

15           MR. DEAN:  Okay.  I got you.  That's fine.

16           THE COURT:  All right.  Well, I actually don't

17 know that it was answered the first time around, so.

18 BY MR. DEAN:

19 Q    Is the same -- is the -- let me see.  We've been

20 talking about American and American Eagle.  Changing the

21 hypothetical here to deal with American and just any other

22 third party operator that is not owned by American Airlines,

23 does that change the equation in any way on any of these

24 three cost items in terms of the way you think about them?

25 A    I go back to the earlier statement I made.  It is fully
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1 dependent on what that company or entity can negotiate on

2 the matters we discussed  So, by definition, everybody would

3 have a different cost structure.

4 Q    But as you sit here you have no reason to think that

5 the cost structure at -- for maintenance, if you outsourced

6 it, would be lower than if American Airlines negotiated the

7 maintenance?

8 A    I don't know the answer.  Correct.

9 Q    Okay.

10           THE COURT:  And just to clarify, that cost

11 structure could be higher or it could be lower.

12           THE WITNESS:  It could be higher.  It could be

13 lower.  I don't know.

14 BY MR. DEAN:

15 Q    Are you personally aware of the difference in labor

16 costs for large regional jets and -- well, let me take a

17 step back.  You explained before that you ran the network

18 model using the economics of operating large regional jets

19 today in the industry as your assumption when you ran the

20 model, correct?

21 A    And I want to clarify one -- one of the assumptions in

22 building the network was that we would have access to

23 deploying large regional jets at a competitive cost

24 structure with the rest of the operators that operate it.

25 And the subtlety is that if we are able to do that, it
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1 allows us to enter certain markets that we otherwise could

2 not.

3           So I did not run the cost analysis of the

4 operating costs of those regional jets, I just want to be

5 clear in my response, but rather assumed that we will have

6 the same access to the same cost structure that the other

7 competitors of ours, such as United and Delta and US Airways

8 have so we can use them in the same fashion that they're

9 being used today.

10 Q    So that I understand your answer, did that assumption

11 involve putting particular costs or a number for a

12 particular cost into the model or was it sufficient to

13 assume that whatever it was, it was going to be equivalent

14 to the competitor?

15 A    So in one of the specific examples I used in Chicago

16 where we operate three mainline and our competitor operates

17 three mainline and three regional jets, my assumption was

18 that when I put a regional jet in that market to be more

19 competitive with that competitor, I wasn't worried that I

20 will be at a competitive disadvantage from a cost

21 perspective.  So I was focused on whether that would

22 generate the revenue we need or not because, clearly, if I

23 was going into that market with a higher cost structure, I

24 would probably think twice before deploying that aircraft.

25           So does that answer your question?
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1 Q    Not entirely, so let me try to clarify.  Did that

2 exercise involve assuming a particular cost that had a

3 number with it?

4 A    At a high level -- no.  It --

5 Q    Okay.

6 A    -- involved the assumption that I will have access to

7 all the third party regional operators to use their

8 infrastructure to deploy large regional jets.  That was the

9 overall assumption.

10 Q     Okay.  So -- so there was no particular cost

11 assumption.  In my example -- and you're talking to a labor

12 lawyer, not an investment banker, so my -- my example would

13 be that you didn't assume that the labor costs were going to

14 be, you know, X per ASM for year one and, you know, X plus

15 two year two where you actually had a number for X?

16 A    To answer your question, I personally did not make that

17 assumption.  The cost assumptions and the cost structure

18 that was overlaid on top of the revenue plan was done --

19 performed by the finance department.

20 Q    I understand.  And is it your understanding that they

21 did put a number in there based on their analysis of what

22 the cost structure was of other regional operators or not or

23 --

24 A    I think you should --

25 Q    -- do you have an understanding?
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1 A    -- you should ask the question from Mr. McMenamy.  I

2 don't know the answer to that question.

3 Q    Okay.  Okay.

4           MR. DEAN: I'm done.

5           THE COURT:  All right.

6           MR. SHERWOOD:  No questions, Your Honor.

7           MR. BUTLER:  No, Your Honor.

8           THE COURT:  All right.

9           All right.  You're excused.

10           THE WITNESS:  Thank you, Your Honor.

11           THE COURT:  Thank you.

12           MR. FLICKER:  Your Honor, while the witness is

13 being excused may I please move into evidence the direct

14 testimony of Mr. Vahidi, which is Exhibit 200, along with

15 the exhibits he sponsored, which are 201 through 213.

16           THE COURT:  All right.  Any objection to the

17 introduction of his direct testimony, which is marked --

18           MR. FLICKER:  200, Your Honor.

19           THE COURT:  -- as Exhibit 200.

20           MR. SHERWOOD:  No, Your Honor.

21           THE COURT:  All right.  Hearing no objection it's

22 admitted.

23      (Debtors' Exhibit Number 200 was admitted)

24           THE COURT:  Any objection to the introduction of

25 the exhibits that are referenced in his direct testimony and
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1 that are contained in this binder that I think we all have?

2      (No verbal response)

3           THE COURT:  All right.  I don't hear any

4 objection, so they, too, are admitted as with everything

5 else, subject to you all establishing how they're relevant

6 and the weight that they should be afforded.

7      (Debtors' Exhibit Numbers 201-213 were admitted)

8           THE COURT:  All right.  So given it's exactly six

9 o'clock it would seem to be folly to start a new witness

10 right now.

11           So tomorrow morning at ten we will start with the

12 next witness.

13           Mr. POLLACK:  Your Honor, if I may, our next

14 witness, Mr. Dichter, he is time-challenged tomorrow and

15 would very much like to catch an international flight mid-

16 afternoon.  So I -- I've asked counsel if they might

17 accommodate that and start a bit earlier.  We had proposed

18 nine o'clock.  They had suggested 9:30.  Obviously, it's --

19 it's subject to the Court's schedule.

20           THE COURT:  All right.  Well, he -- he obviously

21 knew he was going to be a witness in this proceeding, so

22 I'll go with 9:30 on that.  And I -- I do have a stack of

23 other things in other cases that is beginning to reach an

24 alarming proportion, which I do need to turn to.  So in

25 light of that, I think 9:30 will work.
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1           And I imagine his testimony is of a similar kind

2 in terms of the amount of time we expect to spend on -- on

3 this witness?

4           MR. POLLACK:  I -- I would expect half the day.

5 Yes.

6           THE COURT:  All right.  And after Mr. Dichter is?

7           MR. POLLACK:  Mr. Brundage, Your Honor.

8           THE COURT:  All right.  And we expect to finish

9 both of those tomorrow as well?

10           MR. POLLACK:  That's the aspiration.

11           THE COURT:  All right.  Any other matters that we

12 need to address before we adjourn for the evening?

13           MR. BUTLER:  Your Honor, just one question.  You

14 had said at the beginning of the hearing that you had

15 thought Thursday is the day we might go into the evening.  I

16 didn't know what the Court's thoughts were on that, just so

17 we can all sort of --

18           THE COURT:  Well, I confess I don't have a thought

19 at the moment because I don't know how many witnesses we're

20 trying to accomplish this week.  It's clear that we have

21 these two more, and is there one more beyond this who is --

22 who is --

23           MR. GALLAGHER:  There are two other contingent

24 witnesses, Your Honor, and that's Mr. Newgrin and Mr.

25 Vaughn, who are the lead negotiators, respectively, for the
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1 pilots and the flight -- company representatives for the

2 pilots and the flight attendants.

3           THE COURT:  All right.  Let me just grab my list.

4      (Pause)

5           THE COURT:  I know we had this discussion.  I

6 apologize if we're repeating.

7           MR. GALLAGHER:  That's all right, Your Honor.  I

8 misspoke as well.  I left one off.

9           THE COURT:  Yeah.  I thought there was one more.

10           MR. GALLAGHER:  Yes.

11           THE COURT:  So regardless of how it works out, we

12 expect that if everyone proceeds on a sort of a two

13 witnesses a day pace, that the witnesses we know we're going

14 to cover will -- will be through mid-day Thursday, and then

15 there's a question as to whether we need to go to other

16 witnesses.  Am I reading that correctly?

17           MR. GALLAGHER:  Mid-day Friday.

18           THE COURT:  I'm sorry.  Mid-day -- all right.

19 Mid-day Friday.

20           MR. SHERWOOD:  Yes.  Yes, Your Honor.

21           THE COURT:  So -- so we have Mr. Dichter and we

22 have Mr. Brundage --

23           MR. GALLAGHER:  On Thursday.

24           THE COURT:  On Thursday.

25           MR. GALLAGHER:  And on Friday we have Mr. McMenamy
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1 --

2           THE COURT:  McMenamy --

3           MR. GALLAGHER:  -- and Mr. Vaughn and Mr. Newgrin

4 as possibles.

5           THE COURT:  All right.  Let me ask if -- if anyone

6 has any estimate based on what they know now as to the

7 likelihood of -- of needing to call the additional

8 witnesses.  You may not know.  If you don’t, then you don't.

9           MR. CLAYMAN:  Your Honor, I think we have a pretty

10 good sense that we're going to need Mr. Vaughn.

11           THE COURT:  All right.  Any sense as to the other?

12           MR. DEAN: It's a very close question on Mr.

13 Newgrin.  We can't make that decision now before we --

14 before we see Mr. Dichter.

15           THE COURT:  All right.  We had earlier discussed a

16 stipulation that might remove the need to call a particular

17 witness.  And, certainly, it was brought to my attention

18 that discovery closed, and so I think there were certain

19 things here where folks are trying to find out information

20 so that the scope of the testimony was a little different

21 flavor than one might expect when we're just arguing about

22 the merits.

23           To the extent that there's information, people

24 need to call certain people because there's certain

25 information they want and they just don't know what answers
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1 they're -- they're going to get as opposed to sort of

2 building their case.  I certainly encourage the parties to

3 talk and see if you can resolve any of those issues.

4           I -- I confess, I wasn't paying attention in -- as

5 to discovery cutoffs.  I, essentially, was guided by the

6 parties as to what's efficient for the case.  But if there's

7 something that you want to do that you think is more

8 efficient for the case, let me know and if you can work it

9 out, I'm -- I'm certainly open to suggestions.  So I don't

10 want you to feel bound by an order that I signed which was,

11 essentially, something I thought that was of assistance to

12 the parties if you find that it is -- is no longer assisting

13 you, but rather making your lives more difficult.

14           So we -- we can continue to talk about that

15 tomorrow and into Thursday as needed.

16           All right.  So I guess the short answer is we'll

17 have to see as we go as to how many more witnesses are

18 necessary.  But I think sometime on Thursday I'll have to

19 make some sort of judgment as to what -- if I need to block

20 out time for next week.  So we'll cross that bridge when we

21 come to it.

22           MR. GALLAGHER:  Thank you, Your Honor.

23           THE COURT:  All right.  Anything else we need to

24 discuss?

25           MR. JAMES:  Just one point, Your Honor.  You
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1 raised yesterday -- you said you would maybe want the

2 parties to discuss it today, it's too late today, about why

3 you had to pay attention to particular negotiations --

4           THE COURT:  Oh, I think she can't pick you up in

5 terms of where you're standing.  So any -- any microphone

6 will do.

7           MR. JAMES:  Yesterday you said you might want to

8 hear -- or you would want to hear from the parties today,

9 and, obviously, don't have time about why you should be

10 paying attention to particular term sheets and what took

11 place in bargaining.  I think that's an important point we

12 would like to address at some point.  It won't take more

13 than five or ten minutes.

14           THE COURT:  All right.  We could do it now or we

15 could do it tomorrow, depending on if folks are ready to

16 talk about it.

17           MR. GALLAGHER:  Your Honor, we had prepared a

18 short three or four-page submission which we can submit to

19 the Court at any point in time.  If the pilots union would

20 like to do likewise we can -- don't need to take up live

21 hearing time.

22           MR. JAMES:  Well, then, why don't we -- because we

23 don't have that ability to draft that quickly.  Why don't we

24 do it -- submit it on Monday or Tuesday?

25           MR. GALLAGHER:  That's fine with us, Your Honor.
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1           THE COURT:  That's fine.  Talk to each other and

2 if, for some reason, you think it's important to have that

3 discussion before a particular witness or a particular set

4 of testimony comes in, I'm -- I'm happy to do that as well.

5 I don’t want anyone -- again, I'm asking questions based on

6 what I know, which is an incomplete universe in terms of

7 what the parties' positions are.

8           And so there -- there may be times when I question

9 the relevance of something and I'm right, but there may be

10 times I question the relevance of something and I'm wrong.

11 So I -- I don’t want you to feel like you have to wait until

12 next week because of logistics if -- if it's something that

13 can be addressed briefly.

14           So -- so ponder that and we can -- we can talk

15 about it further.

16           Have a good night.

17           MR. GALLAGHER:  Thank you.

18           MR. FLICKER:  Thank you, Your Honor.

19      (Proceedings concluded at 6:37 p.m.)

20

21

22

23

24

25
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1                           I N D E X

2

3                       T E S T I M O N Y

4 DEBTOR'S

5 WITNESS                  EXAM BY             PAGE      LINE

6 David L. Resnick         Mr. Pollack           11         4

7                          Ms. Krieger           35        14

8                          Ms. Levine           128        16

9                          Ms. Parcelli         142        25

10                          Mr. Pollack          165        15

11                          Ms. Levine           174         4

12                          Ms. Parcelli         177        11

13                          Ms. Krieger          180        23

14

15 Virasb Vahidi            Mr. Flicker          187         6

16                          Ms. Krieger          203        11

17                          Mr. Dean             222        11

18                          Mr. Clayman          240         9

19                          Mr. Sherwood         279         9

20                          Mr. Flicker          293        12

21                          Mr. Dean             294        23

22

23

24

25
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1                        E X H I B I T S

2 PARTY     NO   DESCRIPTION             ID.       EVID.

3 Debtor    200  Declaration of Mr.

4                Vahidi                   --        304

5           201-

6           213  Exhibits to Declaration  --        305

7           300A Declaration of Mr.

8                Resnick                  --        185

9           301-

10           321A Exhibits to Declaration  --        186

11

12 PARTY     NO   DESCRIPTION             ID.       EVID.

13 APA       5    4/6/12 Update Opinion    --        128

14           6    Updated Pension Freeze

15                Document                 --        128

16

17 APFA      6    September 2010 Network

18                Strategy                 --        254

19           7    Domestic Code-Sharing

20                Value Proposition        --        271

21           8    News Article             --        292

22

23

24

25
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1                            RULINGS

2                                              Page      Line

3 Docket 2115                                   77        22

4 Docket 1244 and 2213                          70         4

5 Docket 2240                                   76         9

6 Docket 2189                                   80        11

7

8

9

10

11

12

13

14

15

16

17

18

19

20
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