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Summary

In the final analysis, the following conclusions are supported by the data:

· Concessions targets.  American Airlines’ overall management target of $100 million was appropriate based on the market rate scheme used to determine the relative concession for each group.  Data provided indicate that while union groups were well above industry average, managers at each level were near or below the average prior to restructuring.  This differential resulted in targets that, while unequal, were based on a reasonable and consistent methodology that followed industry practice.  

· Total Compensation.  The TWU target compensation reduction of 22.1% greatly exceeded a target of 12.5% for management.  The evidence suggests that despite the large disparity, this reflected an appropriate market rate adjustment for managers relative to union employees due to their lower relative market rate position prior to restructuring.  The market rate methodology was agreed to by all parties as the most reasonable allocation method, and has also been used in all other consensual restructuring efforts since 2002.

· Salaries.  Management salaries excluding benefits were reduced a total of 15.1% from 1Q03 to 1Q04, compared to 27.4% for TWU members.  This is rationalized by the market rate analysis since TWU member pay rates were a greater percentage above market than were management rates. In addition, management made medical and retirement changes that were not adopted by the TWU.  In aggregate, management’s nominal salaries reduction from 1Q03 to 1Q04 was more than $23.8 million, approaching the total average quarterly concessions target of $25 million ($100 million allocated over four quarters).  An additional $2 million per quarter in management concessions was allocated to retiree medical changes.

· Work Rules and Benefits –The percentage of the target reduction that was originally allocated to concessions other than wages (work rules and benefits) was significantly lower for management, at 33% compared to an average of 54% for all American employees.  This has been attributed to the lack of work rules that apply to management.  For instance, most managers are not covered by additional personnel when on sick leave or vacation, and do not receive overtime pay for extra hours worked.

· Job Losses.  Between 12/02 and 4/04, management ranks were reduced by 12.7% while TWU ranks (AMT/FSC) were reduced by 18.1%.  While these reductions seem to indicate a disparity, management exceeded the headcount reduction necessary to reach the targeted $100 million.  Although the total management reduction in terms of shared sacrifice was sufficient, additional data indicates that there have been increases in management headcount in several field locations relative to the number of TWU employees.

Page 4 of 5  

· Individual Comparisons. Company data revealed that the average manager experienced a pay reduction of -5.5% due to restructuring, while the hourly rate for a fleet service clerk was reduced 16.0% and that of an AMT was reduced between 14.8% (line) and 15.1% (overhaul).  Average annual salaries for lower and mid level managers were reduced by between 6% and 7% compared to approximately 25% for TWU members.  Despite these differences in pay, the end result was that each group allocated its concessions differently between pay, job reductions and benefits.  In addition, because management pay was closer to market rates to begin with, the reductions necessary to achieve the target were less than for TWU, which needed to reduce total payroll by a greater amount.

· Executive Compensation – A comparison of senior executive pay to industry peers indicated that at this level, AA management took a significant pay reduction post restructuring.  These executives and are now among the lower paid airline management teams in the industry.

In terms of shared sacrifice, the overall conclusion is that the $100 million target set by management was appropriate and the target was achieved.  The agreed upon methodology for allocating the $1.8 billion spawned an appearance of unfairness but the result is nevertheless consistent with the method.    Most of the seemingly inequitable pay and benefits comparisons are relative, and must be viewed in conjunction with the agreed upon market rate methodology as well as the choices each group made in allocating concessions.     

There is also evidence that imbalances remain apart from the question of shared sacrifice.   Despite the fact that overall, management reductions have occurred, these have been at a lesser rate than that of TWU members.  The observation that operational management has increased relative to TWU in many locations, while not strictly related to the shared sacrifice question, corroborates membership concerns that the relative number of field management has increased disproportionately.  
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