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Colloquy 1.4

(Proceedings commence at 10:06 a.m.)

THE COURT: All right. Northwest. Hearings on the
motions under Sections 1113, 1114 of the Bankruptcy Code.

May I have appearances, please.

MR. ZIRINSKY: Good morning, Your Honor. Bruce
Zirinsky, Cadwalader, Wickersham & Taft, for the debtors.

MR. LEITCH: Good morning, Your Honor. Brian Leitch
from Arnold & Porter on behalf of the debtors, along with Tim
Atkeson and Tim Macdonald, on behalf of -- from Arnold &
Porter, also.

MR. SELTZER: Good morning, Your Honor. Richard
Seltzer of Cohen, Weiss & Simon for the Air Line Pilots
Association. With me is my partner Thomas Ciantra and Robin
Gise and Oriana Vigliotti from my office.

MR. SEHAM: Lee Seham of Seham, Seham, Meltz &
Peterson, representing the PFAA: The Professional Flight
Attendants Association.

MR. TEELE: Good morning, Your Honor. Jason Teele
from Lowenstein Sandler for the IAM.

MS. STEEGE: Good morning, Your Honor. Catherine
Steege on behalf of the retirees' committee, and also present
is Charles Sklarsky and Seth Travis.

MR. SKLARSKY: Good morning, Your Honor.

MR. TRAVIS: Good morning, Your Honor.

THE COURT: Good morning.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Stipulation 1.5

MR. HAZAN: Good morning, Your Honor. Scott Hazan
and Todd Goren of Otterbourg for the Creditors' Committee.

THE COURT: Any other appearances today? All right.
Mr. Zirinsky.

MR. ZIRINSKY: Good morning, Your Honor.

Your Honor, we have one matter on the calendar
today, and that's the debtors' motion under Section 1113 and
Section 1114. My statement will be very brief. 1I'd like to
turn the podium over to Brian Leitch of Arnold & Porter, who
will be taking the lead on this matter. Thank you.

MR. LEITCH: Good morning, Your Honor.

Before we get to the issues with respect to the 1113
and 1114 matter, I would -- I'm very pleased to advise the
Court that we have reached an agreement with the IAM that
would -- we haven't reached a tentative agreement on the
restructuring agreement, but what we've reached is an
agreement that the IAM will send out to its members the last
proposal that we've made. We're very pleased with that, and
we have substantial hopes and expectations that that will
result in an agreement with the IAM.

As a result of that, we would like to hand up a
stipulation, which we've provided to the other parties, and I
believe the Court has received a copy.

THE COURT: Yes, I got it just a minute ago, but

it's very short. But please go ahead --
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Stipulation 1.6

MR. LEITCH: Sure.

THE COURT: -- and inform all the parties, all of
the interested people here today.

MR. LEITCH: So the process that will follow is this
proposal is in the sort of very, very final stages of being
documented with regard to some technicalities, and the IAM
will be sending it out for member ratification. We
anticipate that it may take around three weeks for the voting
to occur. And at the same time, the debtors need to proceed
with regard to the other parties at this time.

And so what the debtors have agreed with the IAM and
would propose to this Court is a procedure by which the
debtors would go forward and put on their case, and the
evidence would be essentially common evidence, which would
apply to all the parties, including the IAM.

If, for any reason, the ratification does not occur,
then the IAM would come back -- while the debtors are putting
on their common case -- I left this part out -- the IAM would
not make an opening statement and would not be cross-
examining witnesses; and, essentially, the evidence would be
coming against it, but it wouldn't be responding during the
common case.

If the ratification were not to occur, then the IAM
would have an opportunity to make an opening statement, to be

followed by the debtors either continuation of the case, if
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Stipulation 1.7

the case were still ongoing, or essentially reopening the
case for IAM-specific evidence, and then --

THE COURT: Well, if it's going to take three weeks
to vote, I don't think the case is going to be ongoing in
three weeks, at least I hope not.

MR. LEITCH: I certainly hope not, Your Honor. I
hope not, as well, Your Honor.

And in any event, the case would essentially be
reopened, just as to the IAM. And the IAM would have the
opportunity, if it chose, to recall company witnesses and
cross-examine them, and then it would have the opportunity to
present its evidence; the company would have the opportunity
to present the IAM-specific evidence. And then obviously
there would be closings; and I guess, before closings, if
appropriate, there could be some rebuttal.

But that is our proposal for the procedure. 1It's a

procedure that I used in the US Airways case, with respect to

one of the other labor groups in a similar situation, and it
really worked quite well. And I would ask that the Court
allow us to use that procedure in this case.

THE COURT: Well, let me hear from other parties.
First, counsel for the IAM.

MR. TEELE: Thank you, Your Honor. I really have
nothing to add to what Mr. Leitch -- to Mr. Leitch's summary

of the stipulation.
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Stipulation 1.8

I would just say that Paragraph 2 of the stipulation
imposes some restraints on what the debtors can present by
way of evidence with respect to the IAM; specifically, that
there would be no IAM-specific evidence, except for evidence
relating to the ask of the debtors to the IAM. But I'll let
Paragraph 2 in the stipulation speak for itself. But other
than that, the IAM obviously consents to the stipulation.

THE COURT: Have all interested parties have a
chance -- have they had a chance to see the stipulation?
Does anybody else wish to make any statement?

All right. Then I'll sign the stipulation. I'm
very please that you've been able to reach one agreement. I
see a lot of people here today. I feel somewhat inclined to
take an adjournment and let the parties here have some

conference rooms, and see i1if they can make some progress.

But even if they can't this morning -- and I think parties
are all geared up to present evidence this morning -- I hope
that doesn't interfere with continued discussions. I have no

doubt that the parties themselves can do a better job than I
can, and I'm hopeful that, as we go forward, perhaps some of
the issues will be clarified, and we can make further
progress. It is never good when litigation takes over from
negotiations in connection with a bankruptcy case.

And I realize that all parties have been making

great efforts in the past few months. I've read the papers.
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Opening - Leitch 1.9
I commend all the parties, including the IAM, on excellent
papers and fine arguments. And I'll take brief opening
statements, if the parties believe that will be useful.

On the other hand, I trust that all of the
litigation we'll be doing inside the courtroom will not
interfere with what I think is the goal of Section 1113, and
that is to give every opportunity for a consensual
arrangement. Not only are consensual arrangements probably
far sounder, but they provide a basis for a company to go
forward in the future. The company has to go forward in the
future with all of its interested stakeholders, including its
employees, prepared, not just to sacrifice, but also to
reorganize the company so it works.

With that, I'll be happy to hear any opening
statements, keeping in mind that I have read all of the
briefs that the parties have provided.

MR. LEITCH: Thank you, Your Honor.

Your Honor, first, on behalf of Northwest Airlines,
I'd 1like to thank the Court and the parties with whom we've
been negotiating day and night, for the past many weeks; and,
indeed, months in some cases. And we appreciate the
leadership that the IAM and its professionals, along with the
TWO and the NAMA and the ATSA, have shown, to get us to a
position were we now have either agreements or on the path

toward agreement with four out of our six labor groups.
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Opening - Leitch 1.10

We also thank the efforts of the ALPA professionals
and the ALPA committee, as well as the PFAA professionals and
committee, recognize we're dealing with difficult issues
here, and we're doing our best to try to reach an agreement.

We'll also represent to the Court that it's
absolutely our intention to continue negotiations with the
same intensity that they've had up to this point, and with
the objective of trying to reach consensual agreements before
this Court is put in a position where we're asking the Court
to rule on this matter. On the other hand, we really have to
be going forward at this time and cannot continue to simply
negotiate without reaching agreement.

As we come before the Court at this time, Your
Honor, we do so a little bit humbled. This is a debtor who's
lost over $4 billion over the past four years, and we
understand that what we're asking will inflict some adversity
and some hardship on our employees and on our current
retirees, and we don't come to ask for that relief lightly or
without recognition of the consequences.

We also recognize that the pilots and the flight
attendants have threatened to strike if the relief is
granted; and, in doing so, they threaten potentially to
inflict irreparable harm on the debtors, on the other
stakeholders to the debtors, as well as on the employees who

would chose to continue in employment, rather than possible
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Opening - Leitch 1.11
see the possible demise of the business operation.

We also recognize that the consequences of such a
strike might not only go to the case, but might go to
termination of the defined benefit plans and loss of retiree
medical. So the consequences would be visited, not only on
current employees, but also on retirees. We take all of that
very seriously.

But in the past four years, in view of the debtors'
track record, there's one thing that's absolutely clear at
this time, and that is that the status gquo cannot continue.

If there comes a time where we ask the Court, and if
at that time strike threats are continuing, we will also be
asking for an injunction or a determination that the Railway
Labor Act doesn't permit that strike. That's not an issue
that's before the Court today, and we don't intend to argue
it directly in this case, but we would, if necessary, bring
an ancillary proceeding to address that issue.

Your Honor, it appears from the witness lists and
the exhibit lists that this is potentially going to be a
rather long evidentiary hearing. Although I share the
Court's hope that it will be considerably shorter than three
weeks.

THE COURT: It will.

(Laughter.)

THE COURT: I assure.
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Opening - Leitch 1.12

MR. LEITCH: My aspirations --

THE COURT: At the parties' request, I have set
aside five full days, and I'm not sure whether we'll keep it
within that, I'm not setting any absolutes. I certainly hope
everybody who came today came on Northwest; that will help
the airline a little bit, perhaps.

But I think if we look at the issues between the
parties, I have a great many affidavits, I have a great many
experts, but it seems to me that the issues as briefed by the
parties in their submissions, and as you, I think, accept in
your reply, the issues are not that enormous. I mean, they
are enormous, and I understand the hardship on employees;
I've received a great many letters since this case was filed,
I've put them all on the docket, and I understand the matters
that are at stake. But in terms of the legal issues, they're
much narrower than they were when the case -- when the motion
was filed, at least that's what appears to me.

MR. LEITCH: That's correct, Your Honor. And
indeed, as a result of the negotiations that have been
occurring through the weekend and up through last night, the
issues are even more narrow than they were at the time they
were presented to the Court in the reply brief, which was
only Friday night. So the case is fast-moving, and the
issues are narrowing in that respect.

Your Honor, during the course of this evidentiary
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Opening - Leitch 1.13
hearing, there will be a lot of rhetoric, I'd anticipate,
about the debtors overreaching or union-busting, the
harshness of the consequences on the retiree groups. And I
would just urge in connection with all of that, that we
separate the rhetoric from the fact.

And I think that what the facts will show is that
the proposals that are made are necessary to permit the
debtors to have any hope whatsoever of reorganizing, and that
the proposals taken as a whole treat all parties fairly and
equitably.

In fact, I think the evidence will show, if
anything, it's more likely the debtors could be accused of
under-reaching than overreaching. And the reason for that is
that, even with the labor cost savings that would be
achieved, there are still other as-yet-unidentified savings
in a business plan that will need to be achieved in order to
have a business plan taken as a whole that will be viable.

Moreover, the terms and conditions, the wages and
benefits that the debtors propose to their employees will be
at levels that are at or above the levels of many relevant
peers. Of course, they won't be as high as some.

Your Honor, I think in reviewing the evidence there
are essentially three points that I'd like to keep in mind
with respect to the issue of what "necessary" means under the

law. And it may be at the end of the day that the debate




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Opening - Leitch 1.14
about what "necessary" means and exactly what that standard
is will be not important because the debtors will meet the
standard, whatever the standard might be.

But the first point that I'd like to make with
respect to "necessary" in considering the evidence as it
comes in is that there's one thing that it doesn't mean. And
what it doesn't mean is absolute bare minimum, or it doesn't
mean the minimum required to have a break-even business plan.
And the Second Circuit has been perfectly clear on that.

The second point that I'd like to make is that in
evaluating "necessary," the proposal must be taken as a
whole; that is, that in reviewing and considering whether the
proposal is necessary and whether it's fair and reasonable,
one has to look at the whole proposal and not pick a
particular item of it and, in the words of the Second Circuit

in Royal Composing Room, do a "hit-and-run" with regard to

one provision as a basis to essentially block the entire
proposal.

The third point I'd like to make with respect to
"necessary" is there's really quite a well-developed body of
case law following the case law in the Second Circuit, which
says that the modifications —-- it's perfectly appropriate to
include in the modifications matters that are arguably non-
economic or non-monetary or non-economic, or that haven't

been precisely measured; and that, in presenting a proposal,
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Opening - Leitch 1.15
having matters that bear on the debtors' business economics
generally and its needs to compete can be included in an ask,
even though they don't translate specifically into dollars.

In this case, all of the elements of the debtors'
asks are important elements in order to position this debtor
in a very challenging business environment to compete
effectively. Some of those elements have not been precisely
measured or quantified by the debtors, but in view of the
competitive position and the position of their peers in the
industry, the elements are, nonetheless, important.

Ultimately, though, I think that the case is not, as
the Court indicated, so much about the law as it will be
about the facts, and we'll be getting quickly to the facts.

I certainly don't intend to stand here and argue any facts,
nor would I think the Court would want to hear that. But I
do think it might be helpful to briefly preview the case that
the debtors will be putting in, so the Court will have an
understanding, as one witness is coming, what might be
covered in that witness's testimony, as opposed to the next
witness or the next.

The case will begin with Mr. Kasper. Mr. Kasper has
submitted a declaration and a rebuttal declaration that
substantially set out his views and opinions. He'll testify
regarding the airline industry generally, the long-term

declining trend of declining prices and declining yield.
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Opening - Leitch 1.16
He'll address the growth of low-cost carriers, their impact
on competition. He'll address how technology and the
internet have altered pricing and yield management. He'll
address the decline in revenue that results from passengers
who used to pay premium fares now paying discounted fares.
And he'll address evidence that supports the proposition that
these are not short-term blips or temporary phenomena;
they're a long-term trend the debtor has to deal with in its
business plan.

Mr. Kasper will also testify about the relative
compensation of Northwest employees, relative to peers, and
he'll testify that the proposals are -- or that the current
payment levels are the highest in the industry, and that the
proposals will put the debtors' employees in a competitive
position, along with a number of other carriers.

He'll also testify that Northwest pilots and flight
attendants currently operate at low levels of productivity
relative to their competitors, and that increases in
productivity are necessary from a competitive perspective.

Mr. Kasper will talk about the debtors' competitive
position with respect to benefits and pensions and how the
debtor is at a disadvantage as a result of those positions.

And finally, he'll testify that the labor asks,
taken as a whole, will position Northwest as a competitive

player in the marketplace, being neither the highest, nor the
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Opening - Leitch 1.17
lowest, and that the net profit margin targeted in the
business plan is a modest one, and at the low end of the
range of reasonableness.

Mr. Kasper will be followed by Mr. Davis. Mr. Davis
is the Senior Vice President of Finance and Controller. Mr.
Davis 1is the person who's really played the principal role in
developing the debtors' final labor asks in connection with
1113, and the final terms of the debtors' business plan.

He'll explain how the business plan was developed.
He'll review Northwest's market position from the perspective
of the debtor. He'll testify about the other non-labor cost
initiatives that have been undertaken since 2001, and the
continuing non-labor cost initiatives that are underway.

He'll testify that, from a competitive standpoint,
the labor cost per available seat mile is set at a point that
just makes Northwest competitive, and allows it to achieve
these target profit margins, pre-tax profit margins of
approximately six and a half percent, but only if, in
addition to 700 million of identified non-labor costs, 400
million of as-yet-unidentified cost savings or revenue
initiatives are obtained.

Mr. Davis will testify that the proposals that
Northwest has made are in some respects patterned on
proposals that have been made by other airlines in

restructuring situations, and that there are benchmarks
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Opening - Leitch 1.18
reflected in the other airlines' proposals to labor groups
which reflect terms and conditions where the other labor
groups have agreed on grounds that are substantially similar
to those Northwest is requesting here.

Mr. Davis will testify about the issue of scope
relief with respect to small jets, and why it is that the
small jets issue is particularly important in view of
Northwest's position, competitive position in the heartland,
and why Northwest's fleet is essentially contorted, and
Northwest currently isn't able to place the properly sized
jets on the properly sized routes due to constraints under
its collective bargaining agreement. And he'll testify that
those are constraints that don't exist with regard to many of
his primary competitors.

Mr. Davis will testify that, in view of that, and in
view of the substantial need to essentially down-gauge from
100-seat aircraft to smaller aircraft, he recognizes that the
consequence of that would be a loss of some pilot jobs. And
as a proposal to ameliorate the impact of the loss of pilot
jobs, Northwest has proposed the so-called "NewCo model,"
where ALPA pilots -- ALPA would be recognized as the
bargaining group, and ALPA pilots would be able to get
furloughed from Northwest to have jobs at NewCo, flying these
down-gauged, small jets.

The NewCo proposal has a lot of advantages for
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Opening - Leitch 1.19
Northwest, and Northwest believes it has a lot of advantages
for the pilots. But the pilots really don't seem to agree
with that; and, as a result, Mr. Davis will testify that
Northwest has also proposed an alternative to NewCo.

The alternative to NewCo is really much more simple.
It would just allow Northwest to do what virtually all of the
other mainline carriers do, which is fly seventy-six-seat and
smaller regional jets in a regional jet operation, a third-
party regional jet operation, rather than doing it through
the main line. And so, essentially, there's an alternative:
Pilots could potentially have more jobs through a NewCo
alternative or fewer jobs through taking the traditional
approach that other airlines have followed.

Mr. Davis will testify with respect to flight
attendants; that the proposed pay scale, initially, was
higher than -- and in fact, the proposed pay scale that's
reflected in the labor ask is higher than the pay scales at
both United and America West, also at US Airways. And as
part of essentially funding the ability to offer flight
attendants greater compensation, the company was proposing
that in Asia, where it has many Asian passengers and there
are cultural sensitivities and language needs, that Northwest
would begin to increase the number of non-U.S. flight
attendants in those markets; and, as a consequence of that,

in the U.S. could maintain higher wages for flight
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Opening - Leitch 1.20
attendants.

In view of the flight attendants' strong negative
reaction to that proposal, Northwest has offered an
alternative proposal, which would be slightly reduced wages
with respect to all flight attendants, and reduce the
percentage of foreign flight attendants that would be
involved.

There's essentially a tradeoff here. This is the
sort of tradeoff that is occurring in all of our bargaining,
and it's the sort of tradeoff that ought to lead to
successful agreements. It's the sort of tradeoff that was
involved in the IAM negotiations. Debtor made a proposal to
reach a target economic objective in one manner. The IAM
came back and said, we'd like to move some issues around, but
we recognize your need to hit that economic target, and we
were able to achieve the target in a different manner. The
same type of negotiation is going on with the flight
attendants, essentially a tradeoff on the issue of wage for
domestic flight attendants and number of foreign flight
attendants.

THE COURT: Well, if I read the flight attendants'
papers correctly -- and they can correct me if I'm wrong —--
they say they've given you a counter-proposal that reaches
your number. I don't think you have agreed with that, but at

least that's what they -- that's how I read their memorandum.
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Opening - Leitch 1.21
But I'll ask them that gquestion.

MR. LEITCH: Your Honor, I suppose the evidence will
prove whatever it proves. But I think it's our view that the
-— that not even the -- that the flight attendants don't even
believe that their proposal actually achieves our target.

But we'll see what their position is on that.

Mr. Davis will talk about Northwest's defined
benefit plans as they currently exist, and the fact that
there's a deficit in the defined benefit plans of over $4
billion; and that, if legislative relief is not obtained,
there is really absolutely no scenario where the debtors
could reorganize on a basis which kept the defined benefit
plans even under a freeze. That is, it will just -- it will
fundamentally take a freeze and a substantial stretching of
the time to repay the deficit, or the debtors will be unable
to fund the deficit in the defined benefit plan.

The debtors' proposal, which -- where the debtor has
frankly been a leader in the legislative effort to obtain
this essentially extended period of time to extend the
deficit, is a very substantial benefit to current retirees
and also to active employees because it would maintain a
defined benefit plan that would otherwise disappear.

But the cost of that proposal is really very
substantial to Northwest, and it will involve the total

package of benefits, including the freeze that Northwest is




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Opening - Leitch 1.22
offering, will amount to a cash drain of over a billion
dollars over the next five years. If legislation doesn't
occur this spring, then I think it's wvirtually inevitable
that we'll be back before this Court on the issue of
termination of the defined benefit plan.

Mr. Davis will talk about the procedure and the
proposals that have been made with respect to the retiree
committee. The debtors' proposal with respect to the retiree
committee is frankly extraordinary -- extraordinarily simple.
It's that the debtors currently have a number of separate
retiree medical plans. Debtors would like to save money by
combining everything into a single plan.

The debtors have been negotiating and have reached
agreement in the -- subject to ratification, with IAM; I
think are closing in with the pilot group, on what the terms
of that medical plan would look like. Collectively, the
debtors have about 34,000 active employees. This is a plan
that would apply to all of those active employees.

What the debtors are proposing to the retiree
committee is essentially whatever plan gets negotiated and
provided to the active employees, the retirees will get to
participate in precisely that same plan on certain terms and
conditions, if they qualify, up to age sixty-five. After
sixty-five, obviously, they have other alternatives

available, including Medicare.
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And in addition, in response to the negotiations and
discussions with the retiree committee, the debtors have
recognized that there may be retirees for whom this proposal
would be a substantial or a severe hardship. And so the
debtors have proposed a one-million-dollar-a-year-for-five-
years hardship fund. And the hardship fund would be
administered by a combination of the retiree committee and
the debtors, and they would review any applications that
parties chose to make for subsidization or potentially
complete coverage of their premium, and would have
essentially a million dollars, which could be used to cover
hardship cases among the retirees. Obviously, depending on
the level of awards that were granted, that could be
available to cover some significant percentage, perhaps five
to ten percent, of partial subsidies for retirees.

Mr. Davis will also testify about the information

that he provided to the retiree committee during this

process.
Regarding the business plan -- and I'm just about
done here -- Mr. Davis will testify that the --
THE COURT: Are we still on the first week of
testimony?
(Laughter.)

MR. LEITCH: ©No. We're in the -- we're halfway into

the second day. We'll be finished in -- subject to cross-
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examination, we'll be finished in less than three days, Your
Honor, my prediction.

The business plan contains a very substantial need
to refinance and obtain additional capital. The debtors have
a fleet that needs to be renewed, and the debtors have
avoided renewing that for a period of time. And that was the
right decision because, when fuel costs were lower, there was
a substantial cost advantage to continue to fly airplanes
that had lower ownership costs, but were less fuel efficient.

Now that fuel has sort of reached a new paradigm,
that no longer is a sensible way to go forward. The debtors
have capital needs on the fleet side that are in the range of
approximately $6 billion between 2006 and 2010, potentially
going as high as $11 billion in the few years thereafter.

Many of these needs are really not optional. Either
the debtors are going to have to obtain this very substantial
financing and undertake this fleet renewal, or the debtors
are going to have to very substantially change the way they
do business. They don't have an option of just continuing to
do business with the status quo with their current fleet; it
won't work from an economic standpoint.

The debtors will also need to attract additional
liquidity. The debtors' liquidity has reached a level now
where a new investor wouldn't come in and provide any equity,

except in a business model that really provided substantial
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additional liquidity. And the debtors would have great
difficulty demonstrating a feasible plan without new
liquidity coming in, even on a stand-alone basis. 1In
addition, in attempting to obtain restructuring of its debt
and new financing for aircraft, obviously liquidity is going
to be an important issue.

After Mr. Davis's testimony, we'll have the
testimony of our labor negotiators. That's been set out
extensively in the declarations, and I don't intend to repeat
it. The short story is there have been more than a hundred
meetings, there have been thousands of hours of -- person
hours of discussions. There have been numerous passes back
and forth. There have been movements back and forth, the way
negotiations are supposed to occur. And obviously, Northwest
has now reached agreement with three of its six labor groups
and has a fourth, which it hopes to achieve ratification of
soon.

The debtors anticipate that the case-in-chief will
conclude with the testimony of John Luth. Mr. Luth has
participated either as a principal or as a financial advisor
in virtually all of the successful Chapter 11 cases that have
occurred to date, beginning with Continental's reorganization
back in 1993, when he was active at Continental; continuing
for the, essentially, twelve or thirteen years since then.

Mr. Luth will testify from a capital markets
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perspective about the debtors' financing needs and the
debtors' needs in connection with raising equity capital.
He'll testify that in order to succeed as a viable entity,
the company will likely need a DIP loan, which will likely
need to be followed by substantial additional refinancing,
and obviously the aircraft financing I previously discussed;
and that, in order to achieve that, it will be absolutely
necessary for the debtors to have competitive labor costs.

Mr. Luth will also testify about the need for
additional liquidity and the perception in the capital
markets, in the absence of obtaining that additional
liqguidity. Mr. Luth will testify that, without substantially
achieving the labor cost target savings that the debtors have
identified, Northwest will be unable to achieve that
financing.

In addition to those witnesses, Northwest has
identified on its list that is provided to opposing parties
some additional witnesses. We don't anticipate at this time
that there will be a need to call those witnesses, but if it
does turn out that there's a need to call them, we'll advise
the Court and call them, as well.

Your Honor, there are just three, I think, over-
arching points that relate to the facts that I'd like to
make, and then I'll sit down. And the first one may just be

stating the obvious, but it's that the status quo can't
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continue.

There won't be any evidence here that the Court will
see that will provide any level of confidence that
maintaining the status quo is an acceptable option or results
in anything other than leading --

THE COURT: Well, I don't hear anybody advocating
the status quo, per se.

MR. LEITCH: So that's just not an option.

The second point that I'd like to make is that it
should be clear that Northwest is not too big to fail. PanAm
wasn't too big to fail, Eastern wasn't too big to fail,
Braniff wasn't too big to fail, TWA wasn't too big to fail.

THE COURT: 1I'll take judicial notice of that. I
was involved in three of those four in private practice.

MR. LEITCH: And the corollary point there, I think,
is that these big airline restructurings are very hard to get
right. And if we look back on the track record, we see that
Continental had two Chapter 1ls, followed by an out-of-court
restructuring before Continental finally got it right. And
we see that TWA had three Chapter 11ls, all getting it wrong,
and ending essentially in liquidation. And we see that US
Airways had one Chapter 11, followed seventeen months later
by another Chapter 11. And in this challenging environment,
but also in prior, very different business climates, there's

a lesson we can learn here, which is: It's very hard to
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achieve a successful airline reorganization, and it requires
a very sober, realistic view at both the potential revenue
stream and the costs, in light of competitive circumstances.

And finally, I --

THE COURT: I do think this case is fortunate; in
that, from the parties' submissions, they take this process
very seriously. You haven't reached agreement, but I do
think all take very seriously the fact that substantial
concessions are needed in order for this airline to survive.
Obviously, the question is: How much and where? But I do
think everyone has taken the issues very seriously, as do I.

MR. LEITCH: And that was my final point, Your
Honor, which is that there will be a lot of evidence in the
case about the labor asks and the terms and conditions of it,
and there may be particular elements about which particular
complaints can be made. But I think, on balance, taken as a
whole when all the evidence comes in, the Court will observe
that the proposed terms and conditions, in view of all the
facts, are fair and equitable to all the affected parties:
The labor groups, as well as the other constituencies in this
case, who of course, under Section 1113 and 1114, also have a
right to have their interests taken into consideration.

At this point, Your Honor, I'd be prepared to put on
my first witness, subject to the remarks of other counsel.

THE COURT: I think we should give someone else an
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opportunity to be heard at the outset, if they wish to be.
Obviously, they lose nothing if they want to save their
opening statement, or if they wish to keep it shorter.

Speaking of short statements, the committee is here
supporting the debtor, I gather.

MR. HAZAN: Yes, Your Honor, and I will make it
brief.

We filed a statement in support on Friday, January
13. The committee supports the relief, but was and continues
to be hopeful, as Your Honor has stated as his views, that a
consensual resolution might be achieved even during the
course of this hearing.

The committee was pleased on the IAM status and
proposed resolution, subject to, of course, ratification, and
hopes others will follow. So to speak, "One down, three to
go."

The objectors poke lots of holes, but do not
undermine the reasonableness of the basic projections taken
as a whole. It's the committee's view that, absent other
settlements, Your Honor is going to be faced with, I approve
it or I don't. 1It's not like Your Honor can renegotiate
deals. And if Your Honor doesn't approve that which is in
front of you, we're back to square one, and we are suffering
millions of dollars of losses per day.

The objectors poke lots of holes, such as: Too much
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asked, things aren't valued correctly, disregard for fuel
issues, disregard low-cost carriers. In that regard, some
suggest you use United as a comp., and the debtor is using in
some measure US Airways/America West as a comp. We were

counsel for the committee in both US Airways I and US Airways

II and will comment on that briefly.

In response to those four observed items, Your
Honor, the committee clearly understands the relief is
painful to all of the affected employees, but, as the statute
suggests, 1s absolutely necessary for the reorganization of
these debtors, and unfortunately is not too much by way of an
asked. In fact, the debtors need to find, as is set forth in
their papers and, as mentioned by Mr. Leitch, additional,
significant savings elsewhere; and yet, notwithstanding the
need to find those additional, significant savings elsewhere,
is doing its best to maintain the defined benefit pension
plans of these and other affected employees.

The debtors has got to right-size and fix this
airline in a way to support the entire recapitalization of
its fleet; you'll have lots of evidence on that, and the
infusion of equity. As the evidence will show, Your Honor,
this is not United Airlines, which is getting out of
bankruptcy by layering on massive debt. This is, in fact,
more like US Airways, where all the furniture -- to quote a

favorite phrase of Mr. Leitch: "All the furniture has been
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burned or used," and the only way this company is going to
come out, in all likelihood, is to obtain equity. And the
equity is only going to come in if the thing is capitalized
in the right way.

Second point. As to values, we support the debtors'
view on that and how to achieve that.

Third, as to low-cost carriers and fuel. The debtor
is taking the correct view. You must assume the continued
and rapid low-cost carrier onslaught, even in geographical
areas that were historically a stronghold. This debtors'
stronghold includes, among others, "the heartland," as they
call it.

I recall in US Airways I, they made certain

projections on low-cost carriers, they had their own
heartlands: Can't get into the northeast, it's too hard.
Well, unfortunately, no matter how reasonable the assumptions

looked, in US Airways I, they were not sufficient to deal

with the aggressive low-cost carrier onslaught.

You cannot make that mistake here again because we
might not have the second -- or third, as Mr. Leitch
mentioned for some airlines -- second chance that US Airways
had when it effectively became, in the second case, a low-
cost carrier by merger; frankly, acquisition by a low-cost
carrier.

As to fuel, one or more of the objectors suggests
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you disregard it. Some even cite from Judge Wedoff's
transcripts on some issues that fuel is kind of a bogey; you
don't look at it.

The debtor must take fuel costs into full account.
If Your Honor listened to the news this morning, it went up
another dollar-plus a barrel yesterday; it's over $65 a
barrel. 1It's showing no signs of relenting. You can't
simply pass the costs on.

The debtor is using, as you'll see or have seen, $65
a barrel this year, and -- I hope they're right -- they have
it down to $60 a barrel thereafter. Frankly, this person
thinks it may be too conservative an amount, based upon other
airline cases in which we have been involved.

In US Airways I, they thought their fuel and low-

cost carrier projections were reasonable. They were wrong.

US Airways II was far more aggressive. But as you'll see

from the evidence, even their projections are lower than the
debtor is using, and significantly lower than the market has
been and appears to continue -- continuing to go. This
company can't make the mistake that was made in Airways I and
in some of these other cases.

In conclusion, the debtors' evidence will support
the relief, and the debtor will show Your Honor that it
achieves all of the statutory and case law requirements for

that relief. Thank you.
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MR. SELTZER: This isn't all my opening, Your Honor,
it's just one portion of it.

THE COURT: Well, if people standing in the corner
wish to come up and sit in the jury box, they certainly can.

MR. SELTZER: Good morning, Your Honor. Richard
Seltzer of Cohen, Weiss & Simon for the Air Line Pilots
Association, the collective bargaining representative of more
than 5,000 pilots at Northwest and 64,000 pilots across the
industry.

I've had Mr. Ellis of my office standing over there
because I just have one or two demonstrative exhibits that I
may use during the opening. I'm just going to give a brief
introduction from the perspective of ALPA and the pilots on
this process, and then I'd primarily like to address some of
the points raised in the reply papers on Friday night by the
debtors, which I think go to some of the essential issues
before the Court, and that we've not had an opportunity to
respond to.

We are here on motions under Sections 1113 and 1114
of the Bankruptcy Code. And I think, as everyone
understands, this is not just ordinary bankruptcy litigation.
In the audience are the fifty members of the Master Executive
Council, the MEC of ALPA, who are the governing body of
Northwest's pilots.

THE COURT: Maybe they should go next door or we
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should take a nice long recess and see if we can make some
progress while they're all here.

MR. SELTZER: Actually, I was about to say the
members of the negotiating committee are not here, Your
Honor. The members of the negotiating committee, hopefully
meeting with the debtors.

THE COURT: That's even more positive.

MR. SELTZER: And we are perfectly prepared to go
forward, that's what we're going to do. We do think that at
a certain point, when it may come time frankly for the
negotiators to testify, that it may be appropriate to give
them some more time to testify -- to negotiate, frankly, than
pulling them all down here to testify. But we are prepared
to go forward.

THE COURT: Well, we can certainly be flexible, in
terms of bringing things to a head. Sometimes hearings like
this clarify issues, and we get to see which -- what's
important and what isn't. Because I don't hear the parties
as having different goals. You want the company to succeed,
I'm sure your members want the company to prosper and to
reorganize as soon as possible. I assume -- that I see
clearly from your papers is the pilots' goal, as well as the
company's goal.

And I dare say you want it to happen in one

bankruptcy and not in two. The depressing nature of some of




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Opening - Seltzer 1.35

Mr. Hazan's comments was the constant referrals to multiple
Chapter 11 cases, and it seems to me that that's something
that's adverse to everyone's interests.

MR. SELTZER: Absolutely, Your Honor. And I'm a
veteran of all those cases, and I'm also a veteran of the
Eastern case, as well, where there was an attempt to do it
one time; and, in our view, it was an attempt to do it the
wrong way. And we don't think that's the proper solution for
this case, either.

In the view of ALPA, this sort of great and proud
company is off course with its pilots. We don't support the
status quo. As Your Honor said, and I think as Mr. Leitch
agreed, there's nobody here arguing for the status quo. But
we are seriously concerned that, unless there is a
correction, that this journey may not end successfully the
way we all want it to.

In our view, the choice, again, it's not between the
status quo and Northwest's proposals. It's between what we
believe is Northwest's attempt to overreach, gain more

labor savings, and risk disaster, frankly, or focus on a
safe, certain, consensual, but still viable landing for this
airline.

As you know, the pilots sacrificed fifteen percent
in permanent wage reductions last year, when no one else

stepped up. Its representatives have offered another twenty
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percent in permanent wage reductions. They're intensely
focused on this proceeding at home with their families, here
in court, in the work place. Because one way or another, it
will impact every aspect of their work lives.

And this is not a ten-page collective bargaining
agreement. This is a collective bargaining agreement that
runs on for hundreds of pages. 1It's a proposal by the
company that proposes hundreds and hundreds of changes to the
collective bargaining agreement. It is a very complex
process.

And the pilots face the question of whether they'll
be working at Northwest, understanding the status quo can't
continue, with meaningful jobs and meaningful job
protections, the kinds that have been negotiated over many
years, to protect them from the potential for job loss and
job diminution, from ever-changing corporate forms and
relationships.

Just as importantly, they are focused on whether, in
the event there is no consensual resolution -- and we all
want that consensual resolution -- whether they will withdraw
their services from Northwest if they conclude there's no
other way to convince the company that the pilots will not go
beyond what is necessary and equitable.

Mr. Leitch used the term "a sober and realistic

view." Pilots at Northwest make a sober and realistic view
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every day in the face of their jobs, in the face of dangers
to themselves and their airline. Just as you will hear
through the evidence of one pilot, John Hansen, what pilots
do when faced with incredibly dangerous situations for
themselves and their passengers.

On the one hand, they will analyze a company's needs
inside or outside of bankruptcy -- even outside, where the
company cannot use the stick of Section 1113 -- and if they
conclude that help is required, they'll provide it. That's
the evidence before the Court.

The '93 agreement that prevented a bankruptcy at
that time. I was on my way to Delaware the morning when a
bankruptcy filing was supposed to take place, and ALPA
reached an agreement to prevent it. In terms of the bridge
agreement in '94, the pre-filing offer, the only union to
make a substantial pre-filing substantive offer, the interim
agreement, and now the pension freeze agreement that was
filed with the Court last week.

On the other hand, if the pilots conclude that, even
in the face -- they won't -- that they will continue
bargaining and fighting for fair positions, including inside
the bankruptcy process, and including in the face of an 1113
hearing, if they conclude the company is overreaching. And
that, at the moment, is what they've concluded here.

Now in terms of just a brief summary of some of the
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points to be raised at the hearing, preliminary I just want
to make three or four clarifications for the record:

First, the company is asking for more than it says,
and I don't know why they've chosen to do this. They're
asking for more than they say they are. They say they're
asking for 358 million or 361 million a year, but they put
that in one bucket, and then they put in another bucket
savings for future retiree medical insurance. They say,
well, that doesn't count because we put that in another
bucket. They've asked for a pension freeze, and they sort of
say, that doesn't count, we're not really giving credit for
that because that's in another bucket. That's the first
thing.

Second of all, a valuation by ALPA's costing
valuation expert Marcia Eubanks (phonetic) -- and we don't
think there is a costing valuation expert on the company's
witness list -- will show that on her valuation, the company
is actually asking for approximately, even within the bucket
that they described, $380 million, not three hundred and
fifty-eight or 361 million.

Fourth, and most serious -- and, Mr. Ellis, if you
could put -- see if we managed to get the right chart.
That's the chart.

In analyzing what ALPA has offered -- and it's

reflected in this demonstrative exhibit -- Northwest, on Page
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28, Note 15 of its reply, says that we've only offered sixty-
seven percent, not eighty-six percent, as we stated in our
objection, of the ask.

Apart from the costing differences and the bucket
issues, which really are not what makes up this difference,
the company reaches this conclusion by ignoring any of the
relief provided in the bridge agreement. 1It's as if the 250
million, having been achieved, is irrelevant, as well as the
$50 million (sic) in scope improvements, which at the time
they gave us credit for, and retroactively decided not to.

Now this is despite the fact, as reflected on the
demonstrative exhibit, that in Chart 9 of the application the
company, when it said, total labor cost reductions needed,
included the $250 million as a credit for ALPA in the bridge
agreement.

They've chosen, however, in effect, in calculating
the percentage of the ask given, to penalize the pilots for
having provided the $250 million up front. And even under
their costing analysis, we believe that if you include the
$250 million, they would conclude we're at eighty-one percent
of the ask, a very high percentage.

THE COURT: If you don't include it, is their sixty-
seven percent correct?

MR. SELTZER: You'd have to take into effect also

the cost -- some of these costing differences and some of
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these bucket differences might be in that vicinity, vyes.

THE COURT: In that general range.

MR. SELTZER: Right.

Now we're in a litigation, and litigating parties --
and I'm a litigating party -- we like to emphasize our
strengths and minimize our weaknesses. But as I said at the
beginning, this is a different kind of litigation, and this
is a misleading attempt to minimize the sacrifice of the
pilots, and it's just wrong to do that. They can make
whatever case they want to. But having gotten these savings
from the pilots a year ago, we think it's not fair to measure
the percentage of the give by ignoring it. It really is
penalizing us for going first. And these are savings that
the company has been enjoying now for a year.

Now as to the necessity issue and some of the points
made by the --

THE COURT: Well, the statute speaks to the issue by
providing that all parties must contribute in a fair and
equitable manner to the overall resolution. So are you
saying that the original ask to the pilots ignored the prior
bridge concessions?

MR. SELTZER: No. What I'm saying is, in evaluating
the percentage of the ask that they say ALPA has offered,
they put the 250 million to the side as if it didn't exist.

Because after, all two fifty of two fifty is a hundred
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percent.

THE COURT: But when they made their initial ask to
the pilots, did they take into account that the pilots had
already given something?

MR. SELTZER: They said that the additional amount,
the three sixty, was on top of the two fifty. Yes, they did.

THE COURT: But did they --

MR. SELTZER: I mean, they recognized the two fifty
as having been given --

THE COURT: If they hadn't -- if you hadn't given
them the two fifty, would their initial ask not have been
three sixty, but six ten?

MR. SELTZER: Yes, Your Honor. And if we had
offered eighty-six percent of it, my guess is they would have
recognized that. But because we offered it a year ago, they
don't recognize it, in terms of evaluating the percentage
that we've given.

THE COURT: All right.

MR. SELTZER: In terms of some of the points raised
in the reply papers -- and I'm not going to go over -- we
addressed the law on the necessity question, we addressed
what we think is a careful analysis of the language in the

Royal Composing case.

You know, one of the cases that the debtors cited in

the reply case, a Gatky case (phonetic) from the midwest,
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stated that even under the Carey and Royal Composing Room

test, it was a, quote, "far from toothless standard." The
debtor must still make a significant showing to demonstrate

necessity. And we also think under the Royal Composing Room

language that an analysis of elements of the proposal is a
fair part of the Court's analysis.

Now, in terms of necessity, first of all, as I said,
Northwest excludes from its analysis of savings any savings
from scope proposals made by ALPA. And in terms of the
bridge agreement, although in their FCC filings and their
press releases at the time they included in the savings the
$50 million from scope changes, they then decided, once they
got here, that they were not going to give credit for that,
and they wouldn't give credit for any additional scope
changes. So that is part of the gap between the parties.

And the second point -- and, Mr. Ellis, if you'd put
the next chart up, which I believe is the CASM analysis;
hopefully, that's what it is. Yes, it is.

Your Honor, we are —-- the pilots are not negotiating
for the whole airline. We're negotiating changes in the
pilot agreement. That is what the law says is our job. And
we have provided in this -- this was an attachment to our
brief, and it is an exhibit to Mr. Krieger's declaration --
an analysis of pilot CASM; cost per available seat mile,

which shows that under the ALPA proposal, this would be .83
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cents, which is sort of the red bar in the middle, in the
middle, the left of the red bars, which would be a lower
pilot cost per available seat mile than any of the majors,
lower than United Airlines. And it shows that where it would
be under our analysis of the Northwest proposal, which would
be lower, indeed, that US Airways, America West, and some of
the LCCs.

Now we've also -- we've also presented, and will
present the expert report of Ken Baronoff, who says that if
you superimpose on the business plan this level of savings,
we believe that will leave the company with margins within
the area of margins in recent financings in the airline
industry.

Now what is -- in the reply papers, what is the
company's response on the CASM issue. Well, on Page 21
Northwest states as clearly as can be that Northwest
recognizes that labor CASM comparisons are absolutely
relevant and important in assessing whether an airline, in
view of its assets, root structure, business plan, business
opportunities and the like, has unit labor costs, the unit of
measure is a seat mile, that are competitive of
uncompetitive.

Accordingly, financial planning departments of
airlines, including Northwest, spend time analyzing and

comparing CASM, including labor CASM, and take it into
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account in assessing their business plans.

And, indeed, in the application and in the reply
papers they talk about where their proposals will take the
overall CASM of Northwest Airlines.

On Page 23 of the reply papers, indeed, they state
that the overall Northwest CASM under their demands would
leave labor CASM somewhat above US Airways and somewhat below
United, which is actually where ALPA calculates pilot CASM
would be under its proposal.

However, in its application, in its reply papers, in
its expert declarations, the company has chosen not to argue
any pilot CASM analysis of its own period exclamation point.
The company has not asserted or argued a pilot CASM analysis
of its own. The only one argued in the pleadings is this
chart provided by ALPA.

Now in the reply papers the company does attack the
pilot -- ALPA's pilot CASM analysis, possibly in two ways.
We're not sure it refers to CASM, but on Page 22, they
stated:

"The union experts make a number of mathematical
computational or data errors that they'll address at the
hearing."

I suppose if -- we don't know if that refers to CASM
or not. But I suppose if we're trying to reach an agreement

and not just litigate, the appropriate thing to do, which is
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what we understand the costing experts from both sides have
been doing for months, is to tell each other when they think
there are mistakes in the analysis.

I guess we'll find out at the hearing if that --
these alleged computational errors involve this chart.

Otherwise, they claim that a gauge analysis should
be made to pilot CASM. They don't argue that here is what we
think the judge should consider in a pilot CASM done that
way. But they criticize the ALPA analysis.

ALPA's experts who have worked both the management
in their careers and for unions, unlike the company's
experts, and who deal with managements across the industry,
will testify that they have never seen a gauge analysis used
anywhere else in the industry, and that Northwest had never
used it before the last few months when they made this
criticism of the ALPA proposal. We do not think the CASM
analysis demonstrates necessity. We think it demonstrates
the opposite.

Third point from the reply papers. The company now
states -- and you can go to the next demonstrative exhibit
and the last demonstrative exhibit. The company states in
its reply papers that, quote, "It is not seeking to rigidly
duplicate the costs of another airline."

They could have fooled us for the last couple of

months. All these months they have been using the chart at
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the bottom of the page which is provided by the company to
ALPA and is commonly referred to by the parties as what's
called a waterfall chart because the various components of
the savings add up, they sort of go down like a waterfall and
they add up to the total ask.

Now the company is technically right. Instead of
trying to rigidly duplicate the costs of one airline, it's
trying to rigidly duplicate the costs of two airlines. The
lower costs of -- relative costs between US Airways and
America West, whichever one is lower in various categories,
they've taken those and, if you add up the numbers that run
along the chart, that's the 358 million or the 361 million
that they say is the basis for the ask.

Now I don't know whether that's their position here
today because they say in the reply papers that they're not
trying to rigidly duplicate the cost of another airline. And
we're still not sure at this point what it is that's driving
the number, other than, we agree, they need savings and they
need substantial additional savings. But this is the chart
they gave us to say this is the basis for the ask from ALPA.

We have attempted to and we will demonstrate through
witnesses that we don't think US Airways and America West are
the truest competitors to make a comparison. First, as we
explained in the papers, by picking and choosing the lowest

of each you end up with costs lower than either of them
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because you're taking the lowest from each.

Second of all, we believe that there's likely future
increases in the cost. There's a seventy-million
productivity number in the waterfall chart that we will
demonstrate does not have a basis that we understand it to
be. And we think, you know, the true competitor is United.

And to throw salt on the wound in the reply papers,
the next sentence they state is:

"The US Airways example is relevant not because US
Airways's root structure and other assets are identical to
Northwest, but because it is an example of a company reducing
its labor cost as agreed to by both ALPA and the IAM." That
is all Northwest is trying to do here.

I guess we —-- we found on Friday night that,
although we've been using chart -- the company has been using
Chart 9 for months to establish the amount of savings they
need from ALPA, that they only did it not because US Airways
is particularly relevant other than that it was in bankruptcy
and it got a deal with ALPA. That's what they seem to be
saying in the reply papers.

You know, 1f you substituted "United" in that last
sentence, you could say that it is -- United is relevant
because of its root structure and its other assets are
similar to Northwest, and it's an example of a company

reducing its labor costs. It is somewhat astounding to us to
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say that you have to reach the costs of another airline
because it was in bankruptcy and it reached a deal with ALPA
period. It's one of the reasons we're having trouble
bridging the gap.

The next -- and I'm really almost finished with the
reply papers. In comparing pilot pay rates in the reply
papers and in the original papers, twenty percent of the --
approximately twenty percent of the pilots at Northwest fly
DC-9s. In their application when they -- they didn't do a
CASM analysis, but they provided an average pay rate, pilot
pay rates at different airlines.

And there is a little footnote that said, by the
way, we're excluding all rates for DC-9 pilots at Northwest.
And our objection, we sort of raised this and said, how -- if
you're comparing average salaries, how can you take twenty
percent of the pilots and remove them from the analysis.

In the reply papers on Page 24 they say they're
doing this because most of the DC-9s are analogous to and
compete with aircraft flown by regional carriers. And,
therefore, they propose to pay them lower rates. And, so,
they're excluding them from the analysis.

Now that explanation may be a good explanation as to
why CASM is a better comparative feature than pilot salaries
and why Northwest regards the regional -- why the pilots

regard the regional jets that Northwest proposes to fly in
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NewCo as part of their flying as replacement for the DC-9s.

But if you're doing an average pilot salary
comparison and you start taking out some of the salaries
because you say they're too low, and maybe you take out some
of the salaries because they're too high, and some for planes
that are too old and some for planes that are too high,
you're not comparing average pilot salaries. You're doing a
selective comparison.

Of course, by removing the DC-9s from the analysis,
the company has raised the cost to the pilots. It
essentially took the twenty lowest -- twenty percent lowest
paid pilots and said, they're not part of the analysis. We
don't think that demonstrates necessity.

In their reply on Page 29 they superimposed United
costs on the Northwest system and said, see, that
demonstrates why the ALPA proposal doesn't work.

First of all, we had proposed pilot costs lower than
United. Second, we think Northwest has perhaps already
achieved lower mechanic costs than United as a result of the
AMPA dispute. And, somehow, the figures on this chart which
reflect almost a six-hundred-million-dollar difference in the
first year seem inconsistent with their analysis that they
were going from 1.1 billion in savings to reflect United-type
savings to 1.4 billion to reflect USAir/America West-type

savings.
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My math is that that's a three-hundred-million-
dollar difference. 1In their chart it somehow converts to a
six-hundred-million-dollar difference the first year. We
don't understand that. We don't think that chart is a basis
of necessity.

And, finally, in the exhibits the company says it
must achieve a BB rating and 6.5 percent margin. Well, just
say that at this point we believe the facts will demonstrate
an inconsistency in the company's position, an inconsistency
in market evidence, and no demonstration of necessity on this
point.

On the scope and -- scope, negotiations are
continuing on that issue. There is still a real dispute
because we are attempting to maintain core protections in
such areas as mergers and fragmentation. And we believe the
company is continuing to seek material weakening of those
protections.

As far as NewCo and the -- those proposals, I think
we've laid out on the papers why we believe that's replacing
current DC-9 flying. Let me just say in terms of Alternative
B, which is outlined in the reply papers, that at minimum the
standard for other mainline carriers is maintaining all
flying above seventy seats at the mainline. And this
proposal is inconsistent with that standard.

One or two more points. Beyond necessity in terms
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of fair and equitable, ALPA's asked for equity in the
reorganized company. We have asked for it as a percentage of
what the creditors will receive. So we essentially said if
investors come in we're leaving whatever stock you need for
the investors for them. But in terms of what's provided to

the creditors, if you're asking us for billions of dollars in

savings over these years, we ask for twenty -- we ask for
twenty percent. That was our proposal. We're waiting for a
response.

In the United case, which I think the confirmation
hearing is in the next week or two, the pilots, as part of
their agreement, were given a three-billion-dollar claim and
they will receive a major equity recovery.

In the US Airways case, in the first case, the

pilots received nineteen percent of the equity. In the
second case they received less than that, but they received
equity.

We have no doubt that management will ask for a fair
amount of the reorganized company's equity for itself. There
has been no counter-proposal. The only response, somewhat
astounding, in a meeting in the last few weeks where the
company told the pilots as if they were children that in a
Northwest view of the world pilots may save lives and be the
guardians of safety, but they are simply not entitled to

equity period.
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We don't think --

THE COURT: I don't read that from their initial
proposal.

MR. SELTZER: They -- there's a profit-sharing
proposal, Your Honor. Yes, there is. But there is no equity
proposal and there has been no equity counter.

And if we're talking about what's in the rest of the
industry, there's a lot of examples of substantial equity
allocations to pilots --

THE COURT: In the first or the second of the
various bankruptcies?

MR. SELTZER: In United, in the current one, and US
Airways in the first --

THE COURT: We don't know what the future will
bring. But I dare say, and there are a lot of people in this
room, yourself included, who have a lot more experience in
bankruptcies than I -- in airline bankruptcies than I do,
that one of the major goals ought to be that this is it, that
this is not going to be one of the many airline bankruptcies
that is the first of two. I think that's everyone. That
should be, is it not?

MR. SELTZER: We agree with that goal, Your Honor.

THE COURT: A goal for -- for everyone.

MR. SELTZER: We absolutely agree with that, Your

Honor.
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THE COURT: There's one benefit that parties can get
from a bankruptcy case, and that is that this is it. This
should be a repair that holds up and works.

Obviously, people can't foresee everything in the
future, but I think -- I assume that's everyone's goal here.

MR. SELTZER: It absolutely is. On the other hand,
from a union perspective, when being asked to enter into
agreement that may last five or six years, you have a
perspective to be very careful about what you're allowing the
company to do in the future.

THE COURT: I understand everyone 1is being careful
and is very well-advised and very well-represented.

MR. SELTZER: The last point I think I want to make,
Your Honor, is that -- I want to be very careful what I say -
- we do not want a strike, we do not want a work stoppage.
We're not threatening it.

But one of the relevant factors that the Courts tell
us to consider is the possibility. And we believe in this
case there's a history of Northwest miscalculating what may
happen with the pilots.

In 1998 we believe they miscalculated about the
seriousness of the pilots. The company didn't even try to
fly through the strike. They just shut down for fifteen
days.

And the pilots are very serious, as reflected in
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some resolutions that were passed in the last two weeks by
the MEC since our filing, sort of basically saying that if
there's not some movement in some of these areas that we
consider to be vitally important to pilots' futures, the
company can expect a strike.

And, again, I don't want to re-argue the -- and I
don't think the Court has -- I agree with Mr. Leitch. I
don't think the company has to reach all the legal issues
involved with these. 1It's a strike question —--

THE COURT: I agree with that proposition today.

MR. SELTZER: I would just say of all the circuits
that have considered the issue, the Second Circuit has more
than any other circuit over fifty years, going back to 1951,
and has at least found that a bankruptcy filing itself does
not change the jurisdiction removing requirements of the
Norris-LaGuardia Act. You know, and it's an esteemed group
of judges over fifty years going back to Jerome Frank in 1951
talking about this.

And even if somehow the -- a strike could be
enjoined here after rejection, at a time when our country is
going around the world saying that we encourage democracy and
fair treatment of workers, somehow that a union worker whose
contract can be rejected cannot strike, I think we can all
imagine what kind of airline might exist with the equivalent

of indentured servants working for it and what the
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probabilities of DIP or exit financing would be.

And T don't -- it doesn't make us happy to say this.
But it doesn't make us -- everyone has to be candid about
what the parties are facing.

We're continuing to work on a consensual deal. We
hope we can reach a consensual deal. There's some concern on
our part that it may be out of reach without third-party
assistance. A very difficult situation at the airline. Last
-- and we are continuing to negotiate.

But last night and the possibility that perhaps we
couldn't get there. We made a proposal to the company about
a —-- what's called a recovery compact proposal where we
suggested a process led by an MIT professor who has done a
lot of work in trying to reach consensual culture-changing
agreements in the airline industry, has written a lot about
it. We filed an exhibit last night with that proposal. And
we think that if we can't reach an agreement, that that might
be a viable alternative for the parties.

As you know, at least our interim agreement
continues until there's either a decision by this Court or an
agreement, whatever the time period. In the absence of that,
we think the evidence will show the company has not met the
requirements of the statute. Thank you.

THE COURT: Thank you.

MR. SEHAM: Your Honor, my name is Lee Seham of
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Seham, Seham, Meltz and Peterson here for the PFAA,
Professional Flight Attendants Association, representing the
9,000 flight attendants of Northwest Airlines.

We are very gratified by the Court's interest that
negotiations continue unimpeded by this current proceeding.
We also, as ALPA, have recognized that the company has a
need. PFAA was the first union group to agree to the sixty
percent of the ask in what is now commonly referred to as the
1113 (e). Of course, PFAA volunteered to take that cut, even
invoked emergency procedures in its constitution in order to
implement immediately a backload ratification. There was
enormous —-- an enormous political cost to that within the
PFAA. But we recognized relief was required and we wanted
the additional time to negotiate.

As we've also recently submitted to the Court, we
have provided the company with a proposal that we evaluate at
$192 million. So we are attempting to reach the ask that the
company has put on the table.

Part of the problem, and I think this goes into the
area of no good deed goes unpunished, is that the company is
treating the flight attendants in a discriminatory fashion.
For example, valuation procedures that have been granted to
the pilots are not being extended to the flight attendants,
there is no credit being given for our voluntary 1113 (e)

concessions, and this is greatly complicating the process.
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THE COURT: Are you saying information given to the
pilots was not given to the flight attendants?

MR. SEHAM: No. No. That is probably the case as
well, because we have been stymied in our efforts to get
valuations on different proposals.

But I'm no —— I'm talking about the process, the
average annual savings calculation where the pilots have been
extended a process or a valuation process whereby they are
given credit for the five-year average of the concession,
where the flight attendants are relegated to the first year
value.

And the company has recognized in its own brief
submitted to this Court that there is significant under-
valuation when you just look at the first year because
there's a significant ramp-up time in order for the full
effect of the concessions to take place.

In any case, the reason -- I had not planned to go
into these things in that kind of detail in an opening --

THE COURT: You need not. I mean, then you can --

MR. SEHAM: My concern is while I think --

THE COURT: You may.

MR. SEHAM: Yeah.

THE COURT: Obviously, the other parties have gone
into the arguments in some detail, but you certainly don't

lose anything if you don't. We'll hear all the evidence.
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MR. SEHAM: No. I understand, Your Honor. The
reason I make bold to raise those kinds of issues is because
I hope that raising them in this forum does have some impact
on the ongoing negotiation process, that we want the company
to give some credence because we're in this, we're trying to
reach a consensual deal, but the flight attendants are
frustrated at being treated as second-class citizens and not
being accorded considerations that have been accorded to the
other groups. And if that can be corrected in the next
couple of days, we may get a deal.

But, unfortunately, now, Your Honor, and I only
bring this up because the Court has evinced its interest in
the status of the ongoing negotiations, we get these knowing
smiles now across the table: well, the trial has started.
And we hope that attitude on the part of the company can be
rectified because we've actually done much to bridge what was
originally a chasm which is no longer a chasm, but that's
mostly because of movement from the flight attendants.

In any case, that's really a digression from my
opening remarks, but it's inspired by the Court's interest
that this trial process not interfere with the negotiation
process. And we are afraid we are already seeing that.

Your Honor, I hope you will --

THE COURT: No, I hope not. My remarks are obvious

and I think that's what the statute provides.
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The statute also provides that I should, to the
extent the parties want to make that a contested issue, learn
about the negotiations. But my preference is always to look
forward, not to look back, and to look at what is needed
according to the different views of very interested parties,
and then to look at how to get there.

But please go ahead.

MR. SEHAM: Thank you. With the Court's indulgence,
we would like to give a three to four-minute overview of what
our flight attendant group is about because we think part of
the problem in the negotiations is the issue of respect.

Part of the problem that might ensue in any subsequent
ratification process is the concern that the flight
attendants have not had the opportunity to communicate to
this Court and to the public what it is they do and why they
should not be treated as a second-class citizen, with your
permission.

On August 2nd, 2005, Air France Flight 358 landed at

Toronto International Airport. It skidded 200 meters into a
ravine and burst into flames. Those flames destroyed the
aircraft.

There were ten flight attendants on that aircraft
and approximately 300 passengers, forty-three of whom were
injured. Those flight attendants evacuated these passengers

in under two minutes without a single fatality.
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Flight attendants have to undergo intensive training
before they are certified for their position. That includes
everything you can imagine about evacuation procedures, land
and sea evacuation, shepherding passengers to the exits,
navigating life rafts, arming and controlling the use of
evacuation slides. They have to learn a whole book of
Federal Aviation Regulations and enforce those against
increasingly unruly passengers. They have to know first aid,
CPR.

Now, in the aftermath of September 11th, their
workload has become even more daunting. The pilots are in
the cockpit behind a locked and bolted door, and sometimes
they even have firearms. The flight attendants are on the
front line. It falls on them to control access to the
cockpit, falls on them to adapt new training in armed self-
defense, it falls on them to inspect the passengers and look
out for suspicious activity. In fact, it was a diminutive
small-framed flight attendant on American Flight 63 that
disarmed the shoe bomber.

They occupy a critical safety position. Indeed, the
FAA has found that the public safety is so dependent on the
flight attendants' performance that, just as pilots and
aircraft mechanics, they are subject to random testing.

Now with the increasing automation of the glass

cockpit, pilots have been known to describe their job as
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seconds of —-- excuse me, hours and hours of boredom
interspersed with seconds of sheer terror. And the flight
attendants share in that terror, but they certainly don't
share in the boredom.

Well before the plane pushes back and before their
compensation block hour time begins, they're engaged in
strenuous and back-breaking work. They have to navigate up
and down aisles, often like a salmon struggling upstream, to
get the passengers in their seats and avoid a costly delay.
They have to hoist overstuffed bags into excessively small
overhead compartments. They have to enforce the safety rules
to increasingly disobedient and surly passengers who often
these days insult and, in fact, even assault them. And
dealing with the rage and despair of suffering passengers
while trying to keep a Florence Nightingale look on your
face.

And when the cruising altitude is reached and the
occupants of the cockpit relax, and I'm not picking on you,
but the flight attendant work actually kicks up a notch.
Increasing -- they have to wheel the heavy carts up and down
the aisles, beverages to serve, trash to collect, special
service requests to respond to, nerves to soothe, complaints
to diplomatically address, and increasingly, these flight
attendants are also supposed to generate revenue on top of

all the other tasks they have. So they have to sell alcohol,
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snacks, meals, headsets, duty-free products.

And as the load factors go up, and Northwest is
blessed with the highest load factor -- from their
perspective, blessed with the highest load factor in the
industry, so does the work load. More angry, frustrated,
claustrophobic passengers per flight attendants, more self-
important businessmen who ignore repeated requests to turn
off their cell phones or put their seat in an upright
position.

THE COURT: And worse than that, lawyers I suspect.

MR. SEHAM: Not this lawyer. 1In fact, I always
listen to the safety lecture even though I know it by heart.
Just a matter of respect.

And it's not just a matter of the aircraft work
load. 1It's also a matter of the environment they have to
work in, whether it's during their work hours when they're in
-— trapped in a thin, aluminum tube, constant exposure to
communicable illnesses, colds and flus, breathing recycled
air. You know the feeling when you get off a flight: Gosh,
I hope I don't have to do that for another couple of weeks.
But these flight attendants have to turn right around and do
it.

And even when they're off the aircraft, they have
continuing challenges in terms of the work environment, the

crossing of multiple time zones, the severe disruption of
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circadian rhythms, fatigue and sleep deprivation,
uncomfortable overnight stays in mediocre hotels which the
company is bound and determined to make more mediocre still,
and if you can sleep, waking up and not knowing where you are
because if it's Tuesday is must be Milwaukee.

The working life of a flight attendant can also be
physically debilitating. In fact, it constantly is and
there's also that psychic damage that as much as you're
suffering you always have to keep that smile, that ever-
present smile, because you have to serve the passenger.

And considering the importance of their work, the
volume of their work, and the enervating working conditions
that they must endure, one would expect flight attendants to
receive an appropriately high level of compensation. But
even under the current collective bargaining agreement, a
Northwest flight attendant would start at $19,600. And with
the voluntary first-in-line sixty percent give, that's down
to 16,600 for a fully-certified flight attendant.

After fifteen years of loyal service under the
current contract, you may reach a level of 44,000. However,
under the same temporary relief, that flight attendant of
fifteen years is making 35, 000.

Your Honor, we will submit evidence that PFAA
recognizes that Northwest faces economic challenges and has

more than satisfied the economic target that the company
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identified during the greater part of the negotiation
process.

Indeed, by the company's —-- even under the company's
own stingy and discriminatory valuation process, PFAA has
exceeded the ask that was on the table immediately prior to
the filing in the Bankruptcy Court. And the problem is this:
that the company decided to change the target in order to
take full advantage of the coercive power inherent in the
1113 process.

We will submit evidence that Northwest is a network
carrier that mostly competes with other network carriers.
Indeed, Northwest's own expert in his rebuttal affidavit
defends the fact that the carrier's non-labor costs, its non-
labor costs, are thirty-one percent above the LCC average.
Because Northwest is a full-service network, that, quote,
"makes it possible for the company to generate revenue
premiums."

Northwest is selling a different product. It has
core costs that it's not even going to try to eliminate
because it understands it's in a different market.

The fact of the matter is Northwest's primary
competitors in terms of market overlap are Delta and United.
And we will submit evidence that throughout the pre-filing
negotiation process, Northwest boldly stated to each labor

union that its goal was to obtain a United-1like labor cost
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structure.

And, understandably, United was Northwest's goal.
United was the admiration of the entire airline industry.
They had spent three years in bankruptcy and made the most of
it in terms of repeated trips to the 1113 process.

Now it was only after Northwest's own bankruptcy
filing that it -- that it determined to make the most of its
1113 process by leapfrogging over its primary competitors and
obtaining a CASM, a cost per available seat mile, a cost
advantage over the other network carriers, of seventeen to
thirty percent. And that's in the company's own papers.

Your Honor, we will submit evidence in support of
our position that the cost structure sought by Northwest is
not necessary for several reasons, and that it should not be
permitted to exploit the 1113 process to leapfrog over its
network carrier competitors.

We'll submit evidence that its principal competition
is from other network carriers and that with respect to its
very extensive Pacific routes, network carriers such as
United are its sole source of U.S.-based competition.

We'll submit evidence that Northwest continues to
exercise substantial pricing power, despite recent -- and
that despite recent fare increases this year, it still has
the highest load factor in the industry. So, obviously, the

prices that Northwest is setting today are not chasing away
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any passengers.

And we will submit evidence that Northwest, not the
LCCs, is the principal culprit in the loss of pricing
traction. As the Court i1s aware, we've submitted evidence
already to the extent that Northwest is universally perceived
as the quote/unquote, "spoiler" or the "dog in the manger".
That Air Canada and even LCC carriers such as ATA and Spirit
Airlines have initiated legal proceedings against Northwest
because of their predatory pricing. That, in fact, far from
being the victim of LCCS, that the LCCS have been the victim
of Northwest.

Now PFAA will submit evidence that it has made
proposals that exceed the Northwest's -- Northwest's original
goal of having a United-like cost structure and that
satisfies any legitimate necessity that Northwest may have.

Northwest will invite this Court to decide the issue
on the basis of a battle between the experts who will each
present their charts and graphs. I believe it was Will
Rogers who said that there are lies, there are damn lies, and
then there are statistics.

There's another way to approach this and that is to
recognize that the business community has already weighed in
on whether a network carrier with United's cost structure is
viable. United, the debtor-in-possession loan, has been

over—-subscribed. United's three-billion-dollar exit
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financing is being led by J.P. Morgan and CitiGroup with G.E.
Capital acting as a syndication agent.

On January 9th Standard and Poors issued a corporate
credit rating which gave United a stable outlook. And
Moody's determined as well that United had a stable outlook.

Now, unless J.P. Morgan --

THE COURT: So you're saying that United is a
perfect comparison for Northwest and that your union would
endorse that in principle without any adjustments at all?

MR. SEHAM: 1In terms of CASM, competitive labor cost
structure that United is the appropriate comparitor, and that
in fact up until the bankruptcy filing the company
consistently asserted that as well.

THE COURT: I see that in your papers.

MR. SEHAM: Okay. There -- part of the public
policy issue that's involved here as well is that the other
network carriers, that all, with the exception of USAir and
America West, which all have CASM cost structure, labor cost
structures that are higher -- that would be much higher than
what Northwest is proposing, that by and large they are
poised for recovery now. That today the front page of the

USA Today's Money Section said, every factor, every standard

factor, is pointing toward a recovery across the board and
pretty much across the board in the industry, that seats are

down by five percent in the domestic market, that travel
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demand is up and the ever-valuable business traveler demand
is expected to go up by ten percent, the fares are moving up,
the PRASM went up six percent last year and is expected to go
up twelve percent this year, that American Airlines and
Continental are expected to make a profit this year and that
United is expected to make a profit in 2007.

And what is going to spoil all that, what is going
to spoil the recovery of the network carriers such as
Continental and United and American is if this carrier is
permitted to leapfrog their CASM cost structures because then
what we do today will be leapfrogged tomorrow. And
Northwest, during its negotiations with AMPA pointed out the
fact that it needed more and more concessions from the
mechanics' union because its competitors were all locked into
contracts that went out to 2008 and 2009. Well, that
continues to be the case.

If Northwest is allowed to exploit this process, to
leapfrog its competitors, then all those competitors will
have to enter the 1113 process as well. We may not want two
bankruptcy filings here. But we certainly don't want
American and Continental to have to follow in our footsteps
and then, three years later, have to be back here ourselves
as the spiral continues downward and downward.

THE COURT: Well, I think we have our hands full

dealing with this one. And we don't have to predict others
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or deal with those issues that I know the economists deal
with, but that I think we have plenty to deal with here.

MR. SEHAM: Well, with all due respect, Your Honor,
I think that's part of the reason why we are here today is
because of the quote/unquote, "success" of USAir and United
in their bankruptcies. But, in any case, I'll move on.

Now the whole shift, and this is why the fuel issue
is so important and it's addressed in our papers and I'll
just say a few words on that here now, is that the sole
reason, the sole reason given for moving the PFAA ask from
143 million to 195 million, and even with, again, with the
company's stingy and discriminatory valuation of our proposal
—-— our most recent proposals, Northwest concedes that we have
exceeded the pre-filing ask.

But the sole reason for moving that from a 143
million to 195 million was fuel. And we will submit evidence

that jet fuel prices do not provide a requisite necessity for

increasing the demands for labor concessions. That the
company's —-- by and large, the thrust of its paper is -- its
submissions is we have to match LCC costs. But it was well-

established in the proceedings at United presided over by

Judge Wedoff and, in fact, conceded by the company's primary
expert witness in this case, Mr. Kasper, that the higher the
fuel goes, the greater the comparative competitive advantage

of the network carriers over the LCC. That there is no
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justification for increasing the ask based on fuel increases.
It should have actually decreased the ask.

We will submit in terms of bad faith in this
process, because under 1113 good faith is required throughout
the negotiation process. This bad faith has very deep roots
as ALPA pointed out in its papers. Northwest has a well-
earned reputation for having the most contentious labor
relations in the airline industry. They've had five pilot
strikes since 1969 and invested over 140 million so that it
could crush a mechanics' strike. And five years ago, in
fact, Northwest had 9,500 mechanics and related employees.
Now it has barely 900. We share ALPA's view that it's ask
with respect to the mechanics group far exceeds -- what it
accomplished far exceeded the ask and, instead of crediting
the other labor unions with some of these extra savings, they
are actually piling this $140 million that they used to break
the mechanics' strike in as part of their CASM calculation in
order to show that Northwest is at a disadvantage.

In PFAA's particular case, we will submit evidence
that throughout the negotiation process reaching back into
2003, the company has always put a higher priority on trying
to undermine its union partners than to reach a deal. This
goes back to the company's refusal to extend union shop and
dues check-off provisions to PFAA as a successor union at

virtually no cost to them, a fifteen percent revenue hit for
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PFAA --

THE COURT: I think you'd do better looking forward
rather than looking backward to what may be very strongly-
felt slights and worse activity in the past.

We're dealing with a company that's in bankruptcy.
We're dealing with a way to fix it. And I understand your
arguments that their fix is overstated. But I take from what
you said at the outset that your union, as the others, is
equally serious about arriving at a fair fix that is fair and
equitable to all involved.

So I definitely feel that it's in everyone's best
interests to look forward rather than to review past fights,
past disputes, and to take one benefit from bankruptcy, and
that is it does to a certain extent for all concerned
constitute a restructuring and a move forward.

And if Northwest is not negotiating now in good
faith, I'm sure I'll hear from you. But don't tell me that
they didn't negotiate in good faith several years ago because
I want to know that they're negotiating in -- whether they're
negotiating in good faith now.

MR. SEHAM: We will take your point. And in terms
of the evidentiary proceeding, that might streamline things.

What -- I am in part being responsive to the
company's description of events in 2003 and 2004. And if we

all agree that that is not of primary concern to the Court,
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we'd probably be able to eliminate some witnesses and
certainly shorten the testimony of some of the witnesses.

But, moving -- taking your point and moving to the
present day and just giving a very quick overview, the
company in our negotiations, has taken a take-it-or-leave-it
approach, not willing to budge to date one dollar off its
ask. It has failed to provide economic data in a timely
fashion and we find the lag in providing data and providing
valuations to be growing more and more as this trial
commences, insisting to economic -- to impasse on proposals
which have no economic value by the company's own admission,
and seeking to outsource thousands of jobs to a non-union
subsidiary without ever offering the positions to the current
unionized workforce at competitive rates. And, finally, the
issue of the flight attendants, the foreign-based flight
attendants.

We heard in the opening of Mr. Leitch that there is
a —-- that the company is willing to make some tradeoff in
order to diminish the level -- in order to decrease the level
of the wage cut, obtaining the introduction of the foreign
flight attendants. However, what the company has not stated
is that the company has refused PFAA's concept to buy out of
the foreign national flight attendants all together. There
is a Second Circuit precedent to the effect in Royal

Composing Room that, in effect, if a union can offer a cross-
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neutral proposal, that generally it's not -- it is being
reasonable in making that proposal and insisting to impasse
on that kind of proposal.

The PFAA has expressed its interest in evaluating
whether enough dollars could be put on the table to buy the
company out of this foreign flight attendant program all
together.

THE COURT: But is -- isn't that what they're
saying?

MR. SEHAM: No, it is not. I think, if I heard --

THE COURT: Maybe not -- maybe it's the all together
part of it.

MR. SEHAM: That is correct, Your Honor. That they
are trying to establish a precedent here that by and large is
not seen in any other airline to introduce this concept.

And, even though we offer cost-neutral counters, they won't -
- the company as much as told us they will not be
entertained. We'll submit evidence to that effect.

Briefly on the requirement under 1113 (b) (1) (a) that
requires that all parties be treated fairly and equitably,
Northwest has not satisfied this requirement. We'll have
several examples, but perhaps the most provocative example is
the one I alluded to at the outset, which is that the company
has accorded to the pilot group this concept of evaluating

concessions on a five-year average because, again, as the
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company has recognized in its own submissions, many of the
accrual-based valuations don't attain their maximum value
until several years into the process, whereas they have
insisted with the flight attendants on using the first year
average.

With respect to management, as we pointed out in our
papers and we —-- I'll just briefly allude to it, that
Northwest weeps crocodile tears and frets that it may lose
its current managers to its competitors. Unlike with every
other employee group where there's a direct LCC comparison,
for some reason with management it's just that we're so
afraid of losing them.

Well, at the risk of sounding facetious, it may not
be such a bad thing if Northwest lost its current management
group and replaced them with LCC managers who hedge fuel at
the appropriate time and avoided being the spoiler when the
rest of the industry —--

THE COURT: You were right in your introduction to
that sentence. It seems to me that it would be a serious
mistake on the company's part to remove these proceedings
from the statutory focus, which is necessity and fair and
equitable concessions and sacrifices, to who should be the
bargainers or whether parties several years ago bargained
fairly or not.

I'm going to be looking at the facts and when you
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say you're going to use a five-year average, you certainly
may. And I'll listen to your evidence very carefully. But I
think you were right when you started. That's what we should
focus on and that is the evidence.

That's what all the other parties are focusing on
today.

MR. SEHAM: Yes. And we shall, too, in this
proceeding.

Finally, I would like to reference the equitable
considerations that this Court should take into account
through the 1113 process, the fact of the company's
insistence on the introduction of foreign nationals into the
ranks of Northwest flight attendants.

Now Senator John Kerry referred to managers pushing
such outsourcing proposals as Benedict Arnold CEOs. Now
Benedict Arnold actually was a great war hero for most of the
war, and only turned after he felt he had been abused. But
we don't consider Northwest to have been abused.

Northwest has been the beneficiary of almost $500
million of largesse from the taxpayers, including from our
9,000 flight attendants. And the idea of, in recompense,
taking their jobs and shipping them overseas is a very
powerful equitable consideration that we urge the Court to
take into consideration.

THE COURT: Well, I have received many letters from
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flight attendants on that issue and I understand how
sensitive the issue is. Ordinarily, in order to move
forward, one tries to avoid the most sensitive issues.

On the other hand, what I would be most interested
in is the legal argument as to under 1113 what the
implications are, not necessarily today or now, but as we
move forward.

MR. SEHAM: Okay. Well, in conclusion, Your Honor,
PFAA submits that it has good cause to refuse to accept
Northwest's proposed modifications to its collective
bargaining agreement.

PFAA has made counter-proposals that far exceed the
company's United-like cost model which was Northwest's
negotiating objectives throughout the entirety of pre-filing
negotiations. Imposing Northwest's proposed LCC labor costs
are not only unnecessary but will trigger further
bankruptcies among the network carriers and further
accelerate the race to the bottom that will ultimately
undermine the public safety.

Northwest has failed to negotiate in good faith in
attempting to reach mutually satisfactory modifications to
the agreement. Northwest has also failed to establish that
the balance of the equity clearly favors rejection of the
contract.

Accordingly, PFAA respectfully requests that the
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Court deny Northwest's 1113 (c) application.

THE COURT: Thank you. I think we should probably
take a brief recess. How long will your opening remarks be,
counsel?

MS. STEEGE: Your Honor, I think my opening remarks
will be very short.

THE COURT: All right. We could -- I could hear
them and then take a recess.

MR. LEITCH: Your Honor, before we continue, if I
could just ingquire about the Court's intentions in terms of
the daily court schedule. We may need to arrange for
witnesses, you know, to be coming in the afternoon, et
cetera. And I'm just kind of wondering --

THE COURT: What do you want to do?

MR. LEITCH: Your Honor, we obviously would like to
go full trial days to the extent consistent with the Court's
calendar. And I assume that the Court has its own views
about the appropriate time for lunch breaks, et cetera, and
when the day should end.

THE COURT: 12, 12:30 or 1, it would seem to me. We
can break a little earlier today. I'll go until five
o'clock. 1I'll go longer, but I would like to give more time
for parties to do what's really useful here.

But, then again, the negotiating group isn't here;

therefore, I'm assuming that this is not going to interfere
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with negotiations.

MR. LEITCH: That's correct, Your Honor. And
they'll certainly be negotiating now and after five o'clock.
I was just seeking a general indication of the Court's --

THE COURT: Why don't I hear from the last
contestant and I have heard from her last week, perhaps more
thoroughly than the other participants. And I understand
your -- what your position was. I hope it's improved a
little bit.

MS. STEEGE: Well, Your Honor, in point in fact, we
agree wholeheartedly with Your Honor's statements at the
start of this hearing that with respect to our group, we're
here, we're ready, we'll go forward. But we believe with
respect to the separate Section 1114 application the best use
of the parties time would be to direct the debtor with
whomever their negotiating team is with us, because we don't
really even know who that is at this point, that they sit
down with us and we try to work out a deal because, as I'm
going to explain when I talk about what the evidence is going
to show, the parties are only about $8 million apart. 1It's
an infinitesimal number. The percentages here dwarf what are
obviously the more important matters to this airline in terms
of the dollars involved.

What's happened since I was here a week ago

Thursday? The following day on Friday we received from the
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debtor for the first time the actuarial census data that we
really needed to do what all these other parties have been
talking about, which is to cost out the debtors' proposal,
understand what they were asking us for, and try to determine
how we could best respond to the debtor.

Over the course of the weekend before last, we
received further information about that actuarial data. We
talked with the actuaries. We had our questions answered to
a point where our committee could sit down and try to
formulate a counter-proposal.

We literally spent around the clock. The committee
met twice for several-hour sessions to talk about different
ways to try to negotiate a proposal and make a contribution
to Northwest's reorganization because, as Your Honor points
out, it's vital to the retirees that the airline continue,
not only for their pensions, but also so that medical
benefits continue for them in the future.

And on Wednesday, after the actuaries had concluded
their analysis of the numbers, had an understanding of how
the circumstances work, we sent a proposal to the debtor. We
put it in letter form so that they could get it as quickly as
possible. We invited them to meet with us in whatever forum,
telephonic, face-to-face, that would work best for the debtor
given the other pressures on it.

We received a request to have a telephone call for
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the purpose of answering questions only. We responded and
met with them via telephone at the time that they requested,
which was late the next day, on Thursday. We answered what
we believe were all their questions. They asked questions
and we gave them answers to everything. They did not seek
any further information from us.

We were told at the start of that call that they
were not on the call to negotiate with us. When we asked
when we could expect a response we were told the debtor was
very busy, there were a lot of other matters going on, that
the debtor did not expect to get back to us before the
conclusion of the weekend and it would most likely be at the
start of this week.

True to the debtors' word, we didn't hear anything
until last night at approximately seven o'clock when I
received an email on my Blackberry from one of the attorneys
representing Northwest in which they gave us a response to
our proposal.

And what I'd like to do is talk about what the
evidence is going to show about what the debtor asked and
about how they responded to what we had proposed.

What the evidence is going to show, Your Honor, is
that the debtors' proposal has three key components. The
first component is that the debtor has proposed to eliminate

completely and entirely all retiree medical coverage for the
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post-sixty-five retirees. That is those retirees receive
nothing.

There's not going to be any evidence that any other
creditor class, albeit shareholders will most likely be wiped
out in this bankruptcy although it may be too soon to know
that for certain, but there's not going to be any evidence
that any other creditor group is being asked to take a 100
percent destruction of their claims in a case.

Now what's interesting about this, and what the
evidence is going to show, is that this is really a very
unnecessary proposal and could never be necessary to permit
reorganization, apart from being unfair and inequitable.

The group that enjoys post-sixty-five retiree
medical benefits at Northwest is a closed group. The
employees, or the former employees, who were entitled to this
coverage are former employees of Republic Airline. And under
an agreement of merger that was entered into approximately
twenty years ago, employees who were eligible for post-sixty-
five coverage continue to remain eligible for it at
Northwest. Northwest's homegrown employees don't get that
particular coverage.

This group is small. It involves only --

THE COURT: I think it would be better perhaps just
to give a very broad overview because I think it will be

several days before we get into the heart of these issues and
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that I don't want the details -- I don't want to lose the
detail.

MS. STEEGE: All right.

THE COURT: So I think maybe it makes sense to
reserve some of the specifics.

MS. STEEGE: I will, Your Honor. The only other
point I'd make with respect to that group is that the
debtors' -- memos prepared by the debtors' actuary, Towers
Perrin, show that increasing the premium for that group
versus eliminating them entirely saves at most two to $3
million a year for Northwest.

THE COURT: All right. I understand.

MS. STEEGE: We proposed what --

THE COURT: Well, again, I don't want to get into
the specifics unless it's really essential. It may be that
there needs to be an opportunity for further negotiation, and
I think -- I'm sure that the debtors' statement that they're
ready and willing to do that goes for your committee as well.

But I don't want to get into the absolute specifics
of your group at this point.

MS. STEEGE: Your Honor, I appreciate that. Then
what -- all I would say is that, in summary, what I was going
to discuss, Your Honor, for Your Honor to understand is, is
that with respect to our proposal to the debtor, we went

through with each group and, for example, with the post-
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sixty-fives we proposed an enhanced premium contribution.
With respect to the pre-sixty-fives, I think there's
something very important Your Honor needs to understand.

The debtor talks about this common plan design and
suggests it or implied a little bit in the few statements
they made about us in their opening statement that in some
way we haven't acceded to the notion that there should be a
common plan design. That's absolutely untrue.

THE COURT: All right. Accepted. I see that in
your papers and I accept it. Okay.

MS. STEEGE: And we got back a response as if we
hadn't even done that.

With respect to how they cost out the premiums, I
think there's an important fact without getting into too much
detail with respect to the retirees is that today a retiree
for the basic insurance policy at Northwest Airlines pays
$831 per year. What the debtor proposes to do is to increase
that premium by close to four and a half times, up to $3,470
a year, and that's for a single person. It would be double
for a family.

That is over an eighty-percent increase. They
choose to do so by changing the way they historically have
treated retirees and actives. They choose to do so by making
retirees pay a greater percentage of cost and then

calculating those costs in a way that cause the retirees to
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pay even more. This is very, very detrimental to our group.

And, while the debtor says, well, the response,
we're too far apart in their papers and suggests that they
don't even know how to productively respond to us, I would
submit to the Court that what we have proposed is within $8
million of what the debtor truly saves based upon its
proposal, and is a number that the parties ought to be able
to bridge the gap on, given the sacrifices that the retirees
have shown themselves willing to make by the proposal that we
have made.

The response we got from the debtor was a "no" to
every single change we requested. They wouldn't even concede
that we had agreed to a common medical plan. And instead
what they suggest is let's throw out this million-dollar fund
that people can apply for and we'll see i1if that can alleviate
some of the hardship.

There's over 8,000 retirees that could be applying
to that fund, Your Honor. And the fact of the matter is is
that million dollars per year will not make a significant
difference and the costs of administering the applications
that one might expect to receive given the pension levels of
certain of the retirees would suggest that that's really not
a workable solution and that dollars ought to be better spent
in working out a premium structure that allows the retirees

to keep their insurance.
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The one -- two final points I would make is the
other reason, apart from the fact that the debtor just simply
apparently hasn't really had time to negotiate with us given
everything else that's going on, about why we think this
hearing is premature, is that the debtor states in its
opening statement that there's no question they will seek to
terminate their pension plans if they are unsuccessful in
getting relief from Congress. And they expect to know that
this spring.

They wouldn't implement these new medical plan
designs until sometime at the end of the spring or the
beginning of the summer just because the open enrollment
process, if Your Honor grants them the relief they're
requesting, takes that time.

By the time they'd even be in a position to impose
any relief, the Court is going to have an idea, presumably
based on what counsel said, about what's really going to
happen to the other equation for my clients, which is how are
they going to be impacted, is there going to be a pension
termination here and how will that impact them if that
occurs.

THE COURT: Will that make a difference as far as
your committee is concerned?

MS. STEEGE: Well, I think it does make a difference

somewhat, Your Honor. What might seem more reasonable in the
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scheme of retirees, and they argue that actives -- we
shouldn't talk about ourselves in comparison to the labor
groups because they're being asked to give up in other areas,
we aren't even being told yet exactly what's going to happen
to us on the other -- only other issue we have.

THE COURT: That's not their fault entirely.

MS. STEEGE: It's not their fault, Your Honor. But
I do think that if they do have to go the route of pension
termination and if Your Honor grants a request to terminate
the pensions and if all of that goes through as it went
through in United, what's appropriate, particularly in light
of eliminating medical benefits for whole groups of retirees,
changes the equation. And there's no real reason not to --

THE COURT: Okay. I understand. I understand your
argument.

MS. STEEGE: The final point I would make, Your
Honor, is simply this. Your Honor has heard close to an hour
and a half of opening statements from the debtors and the
unions. The debtor devoted, when it described its evidence,
about two sentences to what it's going to show with respect
to the separate Section 1114 motion.

I believe the debtors' position here is if we get
Section 1113 relief it goes hand-in-glove with Section 1114
relief and that Your Honor should just sweep us in. And they

refer to labor groups and what not. But this is a separate
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motion involving a separate class of individuals --

THE COURT: I understand that.

MS. STEEGE: -- with different issues. And we trust
that Your Honor will ignore the debtors' temptation to try to
blur those lines and require the debtor, if it is to succeed
here, to meet its burden of proof. We would submit based
upon what we understand the facts to be, the debtor is not
going to be able to prove a case for Section 1114 and we hope
to be asking Your Honor to enter an order in our favor at the
conclusion of these proceedings.

THE COURT: You say you're $8 million apart. What
do they say the difference is? Do you know?

MS. STEEGE: Well, Your Honor, not entirely. We've
asked them for a costing statement, like you've seen has been
distributed amongst the unions. And what we've been told is
they haven't put that together specifically for the existing
retirees.

What we have is we have what's been marked as
Committee Exhibit 7 from which one can glean, and we've
talked with their actuaries and have gleaned what we think
their proposal is. They've given us a top line number, but
they haven't compartmentalized it by different things.

THE COURT: Thank you.

MS. STEEGE: I think it's about $16 million in their

view. And what it comes down to is this how you calculate




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Opening - Steege 1.88
the premium issue, which is do you spread the cost over all
actives and retirees or do you create two cost pools and then
divide them up in a way that debtors' costs don't change, but
in point of fact what happens is the retirees have the effect
of paying a higher monthly premium.

THE COURT: All right. Thank you.

MS. STEEGE: Thank you, Your Honor.

THE COURT: All right. Maybe it does make sense to
take a lunch break now and start again at 1:30. And we'll
start with your first witness then at 1:30.

MR. LEITCH: Thank you, Your Honor. Just -- if I
could just have a couple of words.

Obviously, the debtor has taken a lot of slings and
arrows here about things that it didn't do that it should
have done, et cetera, and characterizations of its position.

THE COURT: We'll hear your position over the next
two days or more, it appears.

MR. LEITCH: Yes. Thank you, Your Honor. Thank
you, Your Honor.

THE COURT: Thank you.

(Luncheon recess taken at 12:11 p.m.)

AFTERNOON SESSION

(Proceedings resume at 1:47 p.m.)
THE COURT: Is it hot in the courtroom? Let's turn

off the heat and, if we can, let's open a couple of windows.
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For those who are sitting over there, they may get the brunt
of it, but the windows do open. And if it gets too cold,
just say so.

All right. Counsel, you ready to call your first
witness?

MR. LEITCH: Yes, I am, Your Honor. As a
preliminary matter before I do that, we have some sets of
exhibits here. I know the Court has previously received sets
of exhibits, but over the past few days there have been, by
all parties, a few additional exhibits exchanged.

THE COURT: I didn't think we needed any additional
exhibits. I thought we needed some winnowing.

MR. LEITCH: We'll be winnowing as well, Your Honor,
but I wondered if I might approach and hand the Court
essentially the revised set of exhibits so that the witness
and the Court and the parties will all be dealing off the
same deck?

THE COURT: That's fine, as long as all other
parties have had a chance to review the exhibits. Hopefully
they're pre-marked. Thank you.

We haven't set up any such ground rules and I'm
certainly not going to change the rules of the game suddenly,
but to the extent you're putting in background that is in the
form of an affidavit already that all parties have been able

to see, it certainly wouldn't in any way diminish your case
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to use the affidavit and then proceed directly to the key
points of the testimony.

Now obviously, you can't do that instantaneously, or
perhaps with Mr. Kasper, but you might be able to with some
of your other witnesses, giving opposing counsel every
opportunity to object to portions of the affidavits as
improper direct testimony. If it's not improper direct
testimony, but rebuttable, then obviously, evidence to the
contrary can go in. The question is how we get the direct
testimony in the record as quickly as possible.

But let's proceed with Mr. Kasper without further
ado and i1if we can use any part of his affidavit without in
any way prejudicing the unions or the retiree committee,
let's do that.

MR. LEITCH: Thank you, Your Honor.

We've actually had discussions with opposing counsel
on the subject of using declarations or affidavits for the
direct testimony and I think there are a number of witnesses
where we'll be able to do that in this case. I'm hopeful of
that, in any event, do that by agreement. I think there are
a couple of witnesses where all the parties will really
benefit from live testimony and I think Mr. Kasper and Mr.
Davis are both in that category.

THE COURT: That's fine, and we may be able to use

part of an affidavit or a declaration and excise certain
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parts that are simply too non-evidentiary to be accepted.

I'll need to swear the witness in. State your name,
please?

THE WITNESS: Daniel M. Kasper.

DANIEL M. KASPER, DEBTORS' WITNESS, SWORN.

THE COURT: Thank you. Please be seated.

MR. LEITCH: And, Your Honor, if I could approach
Mr. Kasper and give him the same exhibit book that you have,
then we'll all be on the same page.

THE COURT: Very good.

DIRECT EXAMINATION

BY MR. LEITCH:
0 Mr. Kasper, please state your full name for the record.
A Daniel M. Kasper.
Q Could I ask you to take a look at Exhibit 111 in the
binder, please?
A (Witness reviews exhibits.)

Yes.

MR. LEITCH: I'm sorry, Your Honor. One other
housekeeping matter before I proceed.

We have a general agreement among counsel that with
regard to demonstrative exhibits for expert testimony, that
we'll just allow those all to come in; that is, they're
agreeing that Mr. Kasper's exhibits in this presentation can

come in as demonstrative evidence to assist in understanding
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the testimony and we agree that when their experts are on the
stand, that their demonstrative exhibits can come in.

If there were sort of real evidence exhibits, for
example, documents or handwritten notes that had some special
bearing, I think all parties would reserve the right to
address issues such as authenticity and that sort of thing,
but with regard to demonstratives, we're just agreeing among
the parties that they could all be admitted as evidence, with
the Court's permission.

THE COURT: That's fine with me as long as it's fine
with all counsel.

MR. LEITCH: Thank you, Your Honor.

THE COURT: But before we start, I -- have you given
me the right exhibits? I start with exhibits -- cover
exhibits of David M. Davis.

MR. LEITCH: That's correct, Your Honor, and --

THE COURT: That's correct. All right.

MR. LEITCH: -- I asked that Mr. Kasper turn to
Exhibit 111.

THE COURT: 111. I thought I heard that number and
it was too depressing to deal with this soon after lunch.

Let me see how many this goes up to. 230. That's even more
daunting, but let's proceed.

MR. LEITCH: Thank you, Your Honor.

BY MR. LEITCH:
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Q Mr. Kasper, what's Exhibit 1117

A It's a copy of my curriculum vitae.

Q Is that accurate and complete?

A Yes, it is.

Q Could you please summarize your educational background
for the Court?

A Yes. I have a Bachelor of Arts degree from the
University of Kansas. I have a Juris Doctorate and a Masters
in Business Administration degree, both from the University
of Chicago.

Q And by whom are you employed?

A I'm employed by LECG, LLC, an economic and financial
consulting firm.

Q And what's your position at LECG?

A I'm managing director and head of the firm's
transportation practice.

Q How long have you held that position?

A I joined LECG in November of 1997 so, what's that, seven-
plus years.

Q Could you just very briefly describe your career from
your graduation to becoming -- your position at LECG?

A Certainly. Upon graduation I went into academia where I
taught first at the University of Southern California
Graduate School of Business. My areas of teaching

responsibility there involved regulated industries.
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I think taught at the Harvard Graduate School of Business
Administration, again teaching a course in regulated
industries, but also a course that dealt with macroeconomic
issues.

From there I went to the United States Civil Aeronautics
Board, where I served briefly as executive assistant to the
vice-chairman of the CAB, Ms. Elizabeth Bailey. And then I,
from there, became head of the Bureau of International
Aviation, which, in 1979, 1980, when I took that position,
had become the largest bureau at the Civil Aeronautics Board.
0 Have you served on any federal commissions that relate to
the airline industry?

A Yes, I have. I served -- in 1993 I was appointed as one
of fifteen members of a body called the United States
National Airline Commission that was created by an act of
Congress. The members of the commission were appointed by
the president and by the leadership of the Congress.

The commission was created in response to what was then
viewed as the worst financial crisis in the airline
industry's history, following the first Gulf War and a
recession immediately thereafter, when the industry lost
approximately $5 billion over a period of three years. The
commission was charged with taking testimony from airlines,
from union members and unions, from interested observers, and

then making its own set of findings and recommendations to
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the president and Congress.

Q Have you ever served as a consultant to a government
agency?

A Yes, I have.

Q What agencies?

A I've served as a consultant to, among others, the U.S.
Departments of Transportation, State, and Justice.

I did not -- I should add one other employment position
prior to LECG, two others actually. I was head of the
transportation practice at Harbridge House, a financial
management consulting firm. Harbridge House was acquired by
Coopers & Lybrand Consulting in 1993 and from 1993 to '97 I
served as partner and head of the transportation industry
program for Coopers & Lybrand Consulting.

Q Have you authored any books in the airline industry?

A Yes, I have. 1I've authored two books on the airline
industry.

Q Have you previously been qualified to serve as an expert
witness in federal or state court actions involving the
airline industry?

A I have.

Q Approximately how many times?

A Probably twelve or fifteen.

Q Did you testify in the Delta Chapter 11 case?

A Yes, I did.
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Q Did you testify in the US Airways Chapter 11 case?

A Yes.
Q Did you testify in the United Chapter 11 case?
A I did.
Q In those proceedings, on what subject areas were you
qualified as an expert?
A Airline economics, competition, and finance.

MR. LEITCH: Your Honor, at this time we offer Mr.
Kasper as an expert on competition, economics, and finance in
the airline industry.

THE COURT: Any objection? All right. So
qualified.

MR. LEITCH: Thank you.
BY MR. LEITCH:
Q Mr. Kasper, could you describe the tasks that you were
asked to undertake by Northwest Airlines?
A Yes. I was asked by Northwest to do an analysis of the
condition and state of the U.S. airline industry,
historically, currently, and prospectively; and to evaluate
Northwest's position in that context and its competitive and
economic position in the industry, historically, currently,
and prospectively.
Q How did you undertake that analysis?
A I did this analysis the way that I would typically and

normally do such industry analysis, relying -- gathering and
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relying primarily on publicly available data that, in this
industry -- and I should probably, for the Court's benefit,
since it is really quite unusual, point out that unlike
virtually any other industry or very few other industries,
there is a tremendous amount of public information available
about the airline industry that airlines are required to file
that very few other businesses are required to make public.

So in addition to the filings with the U.S. Securities
and Exchange Commission, which other publicly traded
companies have to file, airlines are required, as a condition
of their license by the U.S. Department of Transportation, to
file on a quarterly basis a series of very detailed economic,
financial, and operational data with the department. The
department in turn makes that available to the public and
that is publicly available data, often referred to
generically as Form 41 data.

In addition, of course, we looked at company press
releases and news coverage, both in the trade press and in
the general press that involved information about the
airlines and the state of the industry. So those would, I
think generally cover the types of data sources that I relied
upon.

0 Based on your review of those data sources, have you
formed any opinions or conclusions regarding the current

state of the airline industry and Northwest Airlines's
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position in that from a competitive and economic standpoint?
A Yes, I have.

Q Before we go in to detail, could you just please
summarize your principal conclusions for the Court?

A Certainly. I would start, I think, by emphasizing that
the U.S. airline industry has just finished perhaps the worst
period -- one would hope it is finished. 1It's certainly gone
through the worst period in its history. Over the last --
since 2001 the industry collectively has lost something on
the order of $30 billion. Over that same time period,
Northwest alone has lost about $4 billion.

This is -- to put it in perspective, from the period of
1990 through 1992, when the industry was in a previous crisis
that led to the creation of the airline commission on which I
served, the industry lost collectively something like five
and a half billion dollars. Well, Northwest is well on its
way to losing that much money by itself in the course of the
current industry downturn.

This has been the most extended and the most severe
downturn in the industry's history, so that would be number
one.

I think, more broadly, the question is not only what
happened, but what are the prospects going forward. And
again, very broadly, I would say I think what I see, and I

believe what the data support, is that the industry has
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experienced, since 2001, a series of very fundamental changes
that have wrought great damage, not only to Northwest, but to
the other so-called "legacy" airlines. And I guess —--
Q Could you just describe what the legacy airlines are?
A Yes. 1It's a term that I will use so I probably should.

By "legacy airlines™ I mean -- and this is a term that is
standardly used among people who follow the industry —--
referring to the large network carriers that predated
deregulation. So today, that would include Northwest,
Continental, United, Delta, US Airways, as the legacy
carriers and that's who I'm referring to when I mention
legacy carriers.
Q Were there some legacy carriers that are no longer
around?
A Yes. There were a number of those, including Eastern,
TWA, and PanAm, all of whom have gone out of business.

These legacy carriers have been -- what has happened, in
a nut shell, to these legacy carriers is that, starting with
9/11, demand was substantially reduced, not only for them,
but for the low-cost carriers. Unfortunately, as is often
the case in difficult economic times, the low-cost carriers
continued to make money throughout this entire period.

Even though the legacy carriers were losing $30 billion,
low-cost carriers, as a group, were profitable. Not only

were they profitable, they were rapidly expanding, so what




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Kasper - Direct/Leitch 1.100

happened is they took -- low-cost carriers had been growing.
They took advantage of the weak market conditions and the
weakness of the airline -- the legacy airlines to rapidly
expand their market presence.

As a result, they have increased their penetration
significantly and put tremendous downward pressure on the
prices that legacy carriers had been able to charge their
passengers.

Q Mr. Kasper, I'd like you to take a look at Exhibit 114,

which I've put up on the screen so that only some people who
are observing can see the same exhibits that we and you and

the Court are looking at.

Was Exhibit 114 prepared at your direction?

A Yes, it was.

0 And what does that demonstrate?

A Well, Exhibit 114 is a measure of what is called "yield"
here and "yield" is a technical term, but it basically means
the price in cents-per-seat mile that the airlines have been
able to charge on average to their customers for each of the
periods —-- the years in question along the bottom axis.

So for example what -- and it's done here, I should say,
in real terms; in other words, all -- they have been adjusted
to take account of inflation so that 11.3 cents, the yield in
2005 for the first two quarters, is directly comparable to

the 19.9 cents the inflation adjustment has been made. And I
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think what this chart shows quite dramatically is that
airline -- the prices that airlines have been able to charge
their customers has dropped very substantially over the
period shown on this chart and, indeed, if I'd extended it
earlier, the same trend would have been there since the time
at least of deregulation in 1978.
Q And, Mr. Kasper, the title of the chart says "real U.S.
airline industry prices," so what market are you looking at
in making this calculation?
A This is for the entire range of prices charged by U.S.
airlines in all of their markets.
0 Would that include U.S. airlines flying in foreign
markets or just in the United States?
A I believe this one includes that as well. 1It's complete
system yield.
Q Mr. Kasper, I'd like you to take a look at Exhibit 115.
Was that prepared at your direction?
A Yes, it was.
0 And what does that show?
A I mentioned a moment ago in response to your question
that the low-cost carriers had made substantial gains in
market share. This chart is one way to look at that.

What this chart shows, the abbreviation "LCC" is a
standard abbreviation for low-cost carrier. As you can see,

what this chart shows is that in 1990 low-cost carriers had
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approximately ten percent of the traffic -- domestic -- "0O&D"
means origin and destination. It's just a way to count all
passengers moving between any two points. That's a standard

way of measuring passengers.

So as you can see, their market share has tripled from
1990 to 2005. And if you include US Airways, which, as a
result of its second bankruptcy and its emergence from that
in merger with America West, if you include that, the low-
cost carrier share is now up to thirty-eight percent of the
market, so a very dramatic increase.

0 Mr. Kasper, another measure of the market that we've
talked about from time to time is capacity or ASMs. How does
that compare to a measure of the market of 0&D passengers?

A The trend would be very -- if your question is what would
the low-cost carrier share of capacity look like --

Q I should back up and ask the initial question of how is
capacity measured in the industry?

A Well, capacity in the industry is typically measured in
terms of what are called "available seat miles." An
available seat mile is simply one seat flown one mile, so
that is the standard way of which capacity is measured in the
industry.

Q And if you were evaluating the growth of low-cost
carriers in terms of capacity as opposed to 0&D passengers,

would there be a difference?
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A Well, there would -- the trend would be almost identical.
The numbers might vary a little bit. Typically low-cost
carriers might have more -- a bigger share of traffic than
they do of capacity, but the trend would be very, very
similar.

Q Mr. Kasper, I'd like you to take a look at Exhibit 116.
How is this different from Exhibit 115 and what does it show?
A Well, 116 -- Exhibit 115, while the growth of low-cost
carrier actual traffic carried or market share has been
dramatic, I really believe that understates the competitive
impact of low-cost carriers in the marketplace. And the
reason I say that is because it's not necessary for me to
travel on a low-cost carrier in order to take advantage of
low-cost carrier competitive pricing impact.

For example, flying from Boston to Washington, D.C., I
don't have to fly on a low-cost carrier to take advantage of
low-cost carrier pricing. The fact that low-cost carriers
serve the market means that there's a very good chance I will
be able to get a matching fare on a carrier like American or
US Airways or Delta, even though -- because they're forced to
do it by competition from low-cost carriers.

So what this chart shows is the percentage of domestic
passengers who have access to low-cost carriers for the trips
they take. And again, you can see here looking at this, it's

increased from about twenty-five percent in 1990 to seventy-
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five-plus percent, over eighty-two percent in 2005 if you
include US Airways.

Q Mr. Kasper, turning to the impact of all of that on
Northwest, I'd ask you to take a look at Slide 117 and tell
us what all this means for Northwest.

A I'm sorry. 117 is probably a busy slide. 1I'll try to
make it simple here. What I did was simply look at the top
ten markets in the Northwest system to look at -- ranked in
terms of revenue and looked at what had happened to the
average round-trip fares in those markets beginning in 1999
through 2005. And all of these figures, in order to be
directly comparable, are based on first two quarters' data
for each of those years.

As you can see, if you look on the right-hand side, at
the far right there's a chart that shows the percentage
change from 1995 to 2005 and with the lone exception of the
New York/Detroit market, all of the fare decreases have been
double-digit decreases, in fact, many of them in the twenty-
to-thirty-percent range.

0 Do you have an opinion why the New York-to-Detroit market
would have been aberrational?

A Yes, I think I know why it was.

Q And why was it aberrational?

A I think the reason is, if you look at the fare beginning

in 1999, that's quite a low fare to begin with. And the
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reason it was low was because that market had already been
entered by a low-cost carrier. I believe it was Pro Air, so
that -- those fares were pretty low to begin with. Pro Air
withdrew from the market in 2000 or 2001 and was subsequently
replaced a year or two later by Spirit Air, another low-cost
carrier.
Q Mr. Kasper, have there been some other factors that have
been affecting airline revenues in the past few years?
A Yes. An additional factor has been -- an important
factor has been the rapid increase in internet sales and
booking technologies for the purchase and sale of air
transportation.
Q And is some analysis of yours related to that impact
reflected on Exhibit 1187
A Yes. Exhibit 118, what Exhibit 118 shows is the
percentage of airline revenues that either were actually
booked online or projected to be booked online. And as this
chart shows, the increase, again, has been quite dramatic;
from five percent in 1999 projected to go as high as up to
forty-three percent for the forecast period here of 2006.
Just a quick word on why this is important.

Basically, what the internet search engines have done is
to make it very cheap and easy for passengers to find low-
cost fares, so with a few keystrokes and a few minutes of

time, passengers can now search all available itineraries
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that they intend to travel or are even thinking about
traveling and find the lowest fares. As a result, they've
been able to find lower fares. This has made it much harder
for airlines to, in effect, hide behind travel agents, which
is what the search costs before using travel agents made it
possible to have higher fares sometimes than the competition.
That really is no longer possible.

Q Mr. Kasper, 1s some other indication of that occurrence
or trend reflected in Exhibit 1197

A Yes, it is. One of the other factors that has impacted
very adversely Northwest, as well as the other legacy
carriers in the period since 2001, has been a very, very
dramatic decline in both the number of passengers, the
percentage of traffic, I should say, and the percentage of
revenues generated by premium travelers.

Now if you look at this chart, what it shows, there are
two bars for each of the years. The dark bar is the
percentage of traffic, in this case, domestic passengers that
purchased premium fares. By premium fares I mean first-
class, business class, and unrestricted coach fares, the
fares that are traditionally and typically viewed as being
used by business travelers and other travelers that require
flexibility and may prefer more leg room or more amenities.

If you look in 1999, you can see that fifteen-plus

percent of Northwest domestic passengers flew on premium
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fares and that generated thirty-five, almost thirty-six
percent of its revenues. By the first half of 2005, that had
dropped to only 7.3 percent of its revenues and only 3.4
percent of its domestic passengers were using premium
services.

Now this is critically important to understand because if
Northwest -- the way that Northwest -- and these figures are
mirrored by the other -- for other legacy carriers -- that if
they were unable to recover this much revenue from their
premium passengers, that had been the source of their ability
for many, many years to charge -- by charging higher fares to
premium passengers to support their higher cost structures.

But beginning in 2001, they have increasingly lost the
ability to charge high fares to offset their higher costs,
and as a result they have suffered massive losses.

0 Mr. Kasper, skipping Exhibit 120, does Exhibit 121 show
that the same kind of thing is occurring in the international
market?

A Yes. Exhibit 121 is a look at the, again, real yields,
which is to say average prices per mile paid by passengers in
the international markets. And what it shows is very similar
pattern to the domestic market. Real yields have dropped
dramatically over the past twenty-five years.

Q Mr. Kasper, do you have a view about whether this trend

that you've observed is likely to continue or not?
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A I think it is quite likely to continue.

Q And I'd ask you to take a look at Exhibit 122. What does
that show?

A Well, 122 shows one of the reasons why I think the
downward pressure in prices is likely to continue, and that
is look at the order book for orders of new aircraft by low-
cost carriers. Not only have low-cost carriers remained
profitable throughout this -- as a group remained profitable
throughout the 2001-to-2004 period, they have also found
their market capitalizations increasing dramatically and the
strength of their balance sheet has permitted them and their
economic prospects, frankly, have permitted them to order
substantial new aircraft.

So i1f you look, for example, just take JetBlue, the dark
-- the black bar on all of these carriers represents their
existing fleet in 2005. The gray shaded portion of the
second bar represents firm orders that these carriers have
placed and the options are shown, the white at the end of the
gray bar.

So for example, just to pick one, JetBlue has a current
fleet of eighty-four. It is going to add 350 additional
airplanes over the next few years if it exercises all of its
options, a substantial increase in low-cost carrier capacity.
Q Do you have any basis to have a view about where those

aircraft are going?
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A Yes, I do.

0 And what 1is 1it?

A Well, among other things, it's presentations JetBlue
itself has been making to analysts.

Q And where will these additional LCC or low-cost carrier
aircraft that are coming into the marketplace be going?

A Well, I think it's likely that they will be going and
many of these airplanes will be going in places they don't
currently fly. A big portion of the orders placed by
JetBlue, for example, are for a new generation regional jet
aircraft that's going to fly with about 100 seats and these
airplanes, by all indications, have very, very attractive
operating economics and JetBlue has indicated, and other
industry analysts have identified, a number of markets that
were really too small to support service by low-cost carriers
who have traditionally served denser markets, but now with
the new low-cost, smaller aircraft, increasingly -- it is
increasingly likely that these aircraft will be used in thin
routes, including a number of cities in the Northwest system
that do not currently receive low-cost carrier service.

Q Mr. Kasper, you've testified about a number of factors
that, in your opinion, have been responsible for a reduction
in Northwest's ability to generate revenue. Were you sitting
in the courtroom earlier today during Mr. Seham's opening

statements when he expressed the view that part of the
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reason Northwest was unable to generate additional revenue
was that there had been a spoiler with respect to rate
increases?

A I was.

Q Do you have a view about whether Northwest has, in fact,
been a spoiler in the industry with respect to rate
increases?

A Well, I thought that was what I would call a "bum rap" on
Northwest.

Q What's your view with respect to that issue?

A Well, I think it is certainly true that Northwest has,
from time to time, not gone along with fare increases that
have been proposed by other airlines. But one of the other
witnesses in a declaration submitted by the unions pointed
out that Northwest had a very, what he described, I think, as
an "industry-leading PRASM;" passenger revenue per available
seat mile. And the --

Q We've just heard a new word here now, "PRASM." What's
the difference between "PRASM" and "yield," which is another
measure of revenue that you were talking about earlier?

A Well, PRASM is revenue per available seat mile, and it is
-- 1t is what you use to compare to CASM, which is cost per
available seat mile, to determine whether you have a profit
or a losing margin.

Q And what's the difference between "PRASM" and "RASM"?
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A PRASM is passenger revenue only; RASM includes other
revenue sources, such as cargo.
Q Okay. Now how does "yield" compare to those?
A Yield is simply a measure of the price per mile, per
revenue passenger mile. So the denominator of the PRASM
calculation is available seat miles; the denominator of the
yield calculation is revenue passenger miles.
0 What would --
A Which would be smaller.

Q What would yield tell you that RASM or PRASM wouldn't

tell you?

A Well, yield would tell you -- yield tells you what the
average price that a -- per mile, that a consumer pays, and
RASM tells you the -- it's a way to measure how much the --
how well the airline generates revenues. In other words, if

I only carry one passenger at a very high fare, I have a very
high yield. But my RASM or passenger RASM would be very
unattractive.

Q So I interrupted you. You were about to describe why you
thought that Northwest couldn't fairly be described as a
"spoiler" with respect to rate increases.

A Well, one reason -- the main reason is that I --
Northwest, whether or not it has the highest RASM -- and I
think, if you stage-length adjust it, it does not have the

highest RASM, but it still has a solid RASM or PRASM, either
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way; that the fact is that, in the decision whether to match
fares or not, it's a business decision that any airline has
to try to decide, whether matching a fare is going to
increase its revenues or decrease its revenues.

It's been my experience, watching airline pricing over
many years, 1is that Northwest has a very good handle on how
to manage its revenues, and it understands that not all
proposed price increases, particularly those proposed by
other carriers that may well maximize revenues for the
carriers that propose them, would not necessarily maximize
the revenues for Northwest.

And I think the proof, in effect, is in the pudding:
Their passenger revenue per available seat mile is a
reasonably attractive number. And I think that suggests that
they've been doing a pretty good job in generating revenues,
even if that means from time to time not going along with
price increases proposed by other airlines.

Q Are there times when an airline can actually achieve a
higher revenue by not going along with the price increase?

A Absolutely, because there's -- traffic is called "price
elastic," and that means that if there's a reduction in
price, you may generate more traffic, and that may, in turn,
more than -- generate more revenue than you lose by the price
reductions. And that has to be made on a market-by-market

decision, it has to be made on a market-by-market basis by




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Kasper - Direct/Leitch 1.113

airlines that know that. And Northwest, in my view, has been
pretty good about assessing those conditions.

Q Mr. Kasper, let's take a look at Exhibit 123. Was that
prepared at your direction?

A Yes, it was.

0 What does that show?

A 123 is a measure of the cost per ASM or available seat
mile. It's a standard industry measure of unit cost. There
have been two things I would call out about this just to make
it clear:

One is these numbers only reflect mainline costs, which
is to say that it does not include data from regional airline
operations. These are only the large jets operated by
Northwest, American, Continental, and the other airlines
shown in this chart. So no regional aircraft.

And secondly, it has been stage-length adjusted, which is
a standard industry procedure that recognizes the fact that
costs decrease -- unit costs decrease the longer the flight
is.

Q Could you give us a simple example that explains why unit
costs decrease the longer the flight is?

A Well, I suppose the simple example would be that many of
the costs involved in -- a substantial portion of the costs
involved in any flight include the takeoff of an airplane,

for example. And so you stage-length adjust to account for
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the fact that, if it costs more when you take off an
airplane, the longer you fly it, obviously the cruise
altitude, you're generating less cost than you would on the
takeoff.

Q Mr. Kasper, have you seen Mr. Davis's slides that also
indicate stage-length adjusted mainline CASM?

A Yes, I have.

Q Is there a difference between the way you calculate --
make this calculation and the way Mr. Davis does it?

A He did it -- he used a slightly different methodology.

Q And what's the difference between your methodology and
his methodology?

A My methodology used only what was reported in the
operating cost of the airline. He included, in addition,
some what are called "below-the-line costs," associated with
aircraft leases and capital costs.

Q Would it be fair to say the primary difference between
your methodology and his methodology would be the inclusion
of capital costs?

A That's correct.

Q And turning back to Exhibit 123, what does that tell you
with respect to Northwest's competitive position in the
marketplace?

A Well, if you look at this chart, what it shows is that

currently Northwest, which is the wvery dark bar, has the
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second-highest operating cost per available seat mile in the
industry; and that, following the -- if Northwest obtains the
labor asks and other changes set in its restructuring plan,
that its unit cost would drop to 7.09 cents per available
seat mile. In contrast, we would see that would move it to a
position where it would be higher than US Airways, but below
Continental in the rankings.

Q Mr. Kasper, could you please take a look at Exhibit 124.
Was that prepared at your direction?

A Yes, it was.

Q And what's shown on Exhibit 1247

A Exhibit 124 is a look at labor costs per available seat
mile. And so it is -- it takes from the CASM or cost --
total cost per available seat mile, which includes all costs.
This is only the labor component of those costs.

Q And what conclusion do you draw from the information on
Exhibit 12472

A Well, what Exhibit 124 shows is that Northwest currently
has unit labor costs that are the highest in the industry;
and that, as a result of the -- if it obtains the relief that
it's seeking in this proceeding, as well as the other changes
that it is making as part of its plan, restructuring plan,
that its unit labor cost would drop to about 2.45 cents per
available seat mile, which would put it at about the level of

US Airways, and still somewhat above the low-cost carrier
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average, but below the other legacy carriers.

Q What is Northwest's current competitive position in labor
costs for ASM versus the low-cost carrier average?

A It is about seventy-one percent above low-cost carriers.
Q Mr. Kasper, is looking at the issue of labor cost per
available seat mile a good metric to address the question of
an airlines competitive position in the industry?

A Well, it's one measure that -- one measure of that, but
certainly not the only one.

0 In terms of comparing an ability -- an airline's ability
to compete with another airline, is it a reasonable metric to
look at?

A It would be one to consider, in addition to others, such
as CASM, the total CASM.

Q And with regard to the question of compensation of
employees, does labor CASM provide a good metric to compare
compensation of employees from one airline to another?

A It's really not a very reliable metric to measure
compensation.

0 Mr. Kasper, were you in the courtroom and heard Mr.
Seltzer's argument with respect to the issue of pilot CASM?

A I did.

Q Mr. Kasper, to your acknowledge, do the financial
planning and analysis departments of major airlines generally

look at pilot CASM as a metric or a factor in undertaking
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their analysis and business plans?

A It's not my experience that they do.

Q Mr. Kasper, do you think that looking at pilot CASM is a
good metric for evaluating relative compensation of pilots or
a determination of whether there's fair and equitable
compensation to pilots?

A No, I do not believe it is.

Q Why is that?

A Well, let me give a simple example, and let me move away
from Northwest and use another carrier with which I'm
familiar.

United Airlines, as part of its agreement with ALPA, its
ALPA unit, has a common pilot rate for its 757 and 767
aircraft.

Q And what's the difference between a 757 and a 7677

A Well, a 757 is a smaller aircraft. And United,
interestingly enough, is currently operating some 757s in
what it calls a "premium service configuration." Those
aircraft have 110 seats on them.

Q And what's a more normal configuration for a 7577

A Probably 175, 180 seats.

Q And how about a 767, how many seats does that tend to
have?

A A 767 will have in excess of 200; I believe United may

operate those as high as 240 seats.
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Q And do the cockpits in those two aircraft, are they
substantially similar?

A Similar cockpits.

Q And I'm sorry. Was it your testimony that the United pay
scale for the 757 and the 767 is identical?

A Correct.

Q So a pilot flying a 757 and a pilot flying a six-seven
over the same flight would make exactly the same
compensation?

A That's my understanding, that's correct.

Q What would the difference in pilot CASM be between a
pilot flying a five-seven and a six-seven?

A Well, if you think about the case that I just cited,
which is the premium service, which I believe has 110 seats,
let's say for easy calculation purposes that the 767 has 220
seats. If those two airplanes flew over exactly the same
stage length for a trip; say, both flew from New York to Los
Angeles, the pilot CASM on the 767 would be one-half the
CASM, pilot CASM, of the 757 because the seven five --

Q And what would the compensation be for the two pilots?
A The compensation would be identical; they would be paid
on the same scale, pilots on both aircraft types.

Q Mr. Kasper, I want you to take a look at Exhibit 125,
please.

A Yes.
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Q Was that prepared at your direction?
A Yes, it was.
0 And what does that show?
A This exhibit is a computation of the average annualized
compensation per employee for the period -- this is based on
second quarter 2005 data. And I say it's "annualized" here.
That was the most recent period for which this data was
available when we prepared this exhibit. It is annualized,
which means that the quarterly numbers were multiplied by
four to get -- so we'd get it in terms of an annual
compensation.

For each of the airlines, there are two components to the
bar. The dark component at the bottom represents wages or
salaries. The top or white portion is the benefits cost.

And as you can see from looking at this chart that
Northwest's annual compensation per employee comes out for
this period to be $103,564. The low-cost carrier average for
this period was $62,510. ©Northwest is about sixty-six
percent above that average.

0 And after the -- if the labor asks that Northwest seeks
to implement in the initial form of the ask were, in fact,
implemented, what would Northwest's average annualized
compensation per employee go to?

A That would drop to 77,478, which is the double-asterisk

Northwest bar to the left of the low-cost carrier average.
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Q And how would that compare with industry peers?

A That would put them above low-cost carriers' average,
above US Airways and America West, about the same as
Continental, probably about the same as Delta. Delta's
figures here represent the targeted pay reductions from
Delta, but don't -- we don't have the benefit changes
reflected in this number. So if I had to estimate, I would
guess that's probably going to go down a little bit. So it's
a little bit below United and below American.

Q On a going-forward basis, would there be any reason to
think that United's compensation, averaged annualized
compensation, might also go down a little bit?

A Yes. Due to the way in which pension benefits are
reported, United's number for this period, even though they
have terminated their benefit -- their defined benefit plans,
their numbers for this quarter still reflect some payments,
accounting costs attributable to those plans. So a going-
forward basis, that white portion of United's bar will
decrease.

Q Mr. Kasper, I ask you to take a look at Exhibit 126. How
does that differ from Exhibit 1257

A Exhibit 126 is simply the bottom part, the dark portion
of the previous slide, focusing only on averaged annualized
wages per employee. So the 67,287 for Northwest is the same

as the dark portion of the bar in the previous exhibit, as is




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Kasper - Direct/Leitch 1.121
the 51,820, if Northwest were to receive the -- get the
benefits of its current ask.

Q So strictly from the standpoint of average annualized
wages per employee, how would Northwest's proposal with
respect to wages for its employees compare to its industry
peers?

A As you can see from this chart, it would be -- United,
Delta, and Northwest would all be very close together, US
Airways would be about ten percent below them, and
Continental would be about ten percent above.

0 Mr. Kasper, I'd like you to take a look at Exhibit 127.
Was that prepared at your direction?

A Yes, it was.

0 What does that show?

A 127 is a look at unit labor costs over different periods
of time; in other words, to see what's happened to the unit

labor cost, which is cost per available seat mile, total cost

per available seat mile -- I'm sorry —-- labor cost per
available seat mile, over two periods: From the second
quarter of '03 through the second quarter or the -- excuse me

—-— from the third quarter of '02 through the third quarter of
'05. And the third quarter of '05 was used because that was
the most recent gquarter for which data were available when
this exhibit was prepared.

If you look at the chart, you will also notice that for
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both Northwest and Delta, there is an additional gray bar on
the right-hand side. That bar represents the unit labor
costs that would result if each of these carriers receives
the targeted labor cost savings that it seeks —-- that they
seek in reorganization.

I think if you look at this chart, a couple of things
that I would call your attention to:

First is that Northwest is the -- if you look at
Northwest here, its labor costs -- unit labor costs actually
increased from '02 to '05, in contrast to the other legacy
carriers, all of whom -- United, U.S., Delta, American, and
Continental -- had rather significant decreases in their unit
labor costs, either as a result of restructuring under
Chapter 11 or labor cost negotiations and concessions reached
outside of Chapter 11, but dramatic reductions, I think,
across the board. You can see that the low-cost carrier
average decreased slightly during this period.

The other thing that I would point out is that at the end
of the period, if both -- if Northwest obtains the labor cost
asks that its seeking, it would be approximately at or
slightly below the US Airways level there, and it would
compare much more favorably to the low-cost carrier average
than it does today.

Q Mr. Kasper, do the data points on Exhibit 127 provide

useful metrics to answer the gquestion about whether
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Northwest's proposal to labor provides wages that are, or
total compensation that are fair and equitable?
A Not really. Labor -- this is a measure of unit labor
cost. Compensation is better measured, in my view, by
measuring wages or combined wages and benefits.
Q Mr. Kasper, let's just look quickly at Exhibit 128, and
if you could tell us what's represented there, please.
A Yes.

(Witness reviews exhibit.)

128 is a look at the average annual wages per employee,
2002 versus 2005.

Q Now, Mr. Kasper, if I might stop you there. The heading
says "2005 versus 2002." Is that just an error?

A Well, the bottom -- if you -- it probably should have
been reversed. The bottom shows 2002 as the white; 2005 is
the dark bar. And for both Delta and Northwest, the gray
shaded area represents what the annual average, annualized
compensation or wages, excuse me, would be if each of those
carriers obtains its asks in their current Chapter 11
proceedings.

If you look at that, what it shows is that, between 2002
and 2005, Northwest's annual average wages per employee went
up by approximately $5,000. US Airways went down from sixty-
three to forty-six. American went up slightly from fifty-

nine to sixty. Continental was up slightly. United was down
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rather sharply from sixty-five to fifty-one. Delta was down
from sixty-three to fifty-nine, and would be projected to go
down to about fifty-one eight, which is about where Northwest
would end up with its proposed ask. Meanwhile, the low-cost
carrier average has increased somewhat from thirty-nine to
about forty -- almost $45,000.

Q Mr. Kasper, could you please take a look at Exhibit 129.
A Yes.

Q Was that prepared at your direction?

A Yes, it was.

0 Mr. Kasper, could you tell us what's shown on Exhibit
129, and also describe for us the word -- what the meaning of
the words "block hours" are, which are referred to in the
heading of that exhibit?

A All right. Well, this is a chart that tries to look both
at average annualized wages, as well as one way to look at
productivity. In this case, we're looking at pilots and the
measure of block hour.

A block hour is measured at -- or block time is measured
from the time an airplane is pushed back from the blocks or
the gate until it comes into the gate. That's the time the
pilots are in charge of the airplane, and that is how block
time is measured. It's a little bit different than flight
time, but it's a standard industry measure because it

includes taxi time and the pilot is in charge of the




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Kasper - Direct/Leitch 1.125

aircraft.

What this exhibit shows is, for each of the carriers
listed along the bottom access —-- the bottom axis, the number
of block hours for average monthly block hours, which is a
standard way of measuring block hours, and the average
annualized compensation for each of these carriers. And then
the chart was getting pretty long, so there is a group,
what's called "other legacy carrier average," which includes
American, Continental and Delta in that chart.

Two other things that I would note about that.

One is the -- both comparisons on this chart and
Northwest exclude DC-9 aircraft, and I'll come back and talk
about that, and I've got a subsequent chart that deals with
that.

And what this chart shows is that, currently, Northwest,
excluding the DC-9 pilot group, the average block hours are
47.4, and the average annualized wages about 158,000.

Q And how do the block hours for Northwest compare to its
peers in the industry?

A They are below the other carriers in the industry.

Q Would that be a fair measure of comparative productivity?
A That would be one measure, yes.

Q And how does Northwest pilot compensation for the pilots,
excluding DC-9 pilots, compare to average compensation in the

industry?
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A Currently, it's well above industry average.

Q Mr. Kasper, let's take a look at Exhibit 130. Was that
prepared at your direction?

A Yes, it was.

Q And what's shown on this exhibit?

A This exhibit is a look at the average annualized wages
per pilot, so this is part of -- this is data that was
contained in the previous exhibit. I've taken the block
hours off and added on the right the bars comparing
Northwest's current compensation, annualized wages per pilot
for the DC-9 operations, with what is proposed under the
Northwest ask. The numbers in the left-hand chart are
identical to those in the previous chart. The numbers on the
right reflect the reduction Northwest is seeking in its ask
for DC-9 pilots.

Q Mr. Kasper, from a competitive standpoint, how does
Northwest's ask, translated into average annualized wages per
pilot, compare with the average annualized wages per pilot
for others in its peer group-?

A That would be -- if you look at the left-hand side of the
chart here, you would see that that would put Northwest above
United and above the LCC average, slightly below where Delta
is projected to come out. Obviously, that's still up for
discussion in the Delta proceeding.

Looking at the DC-9 pilots, the DC-9 average salary would
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be about $74,000, which represents a substantial decrease
from where they are currently. On the other hand, I think it
puts them very -- they would compare very favorably to pilots
operating regional jet aircraft, which are aircraft that are
used in the markets the size that the vast majority that
Northwest DC-9 operations take place.

Q Mr. Kasper, why in your view is it better to look at the
DC-9 pilots separately, rather than to include them in the
aggregate average when comparing them to carriers such as
United, Continental, and American?

A Well, if you look at where Northwest uses --
predominantly uses its DC-9s, it --

Q First of all, if I might interrupt, how many seats are on
a typical DC-9?

A The seats on a DC-9 that Northwest has been operating
range from, I think seventy-eight to maybe 130-something.

Q Now —--—

A Most of those would be in the hundred-seat category.

Q And would that be a DC-9-307

A DC-9-30.

Q So that when you're talking about DC-9s --

A Or 40.
Q -- the majority of the aircraft we'd be talking about be
a DC-9-307

A I believe so, yes.
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Q Would there also be some DC-9-40s?

A There would.

Q And how many seats would they have?

A The DC-9-40s probably have 118 seats, something like
that.

0 And DC-9-50s?

A Then it would have more, up in the 130s. I'm not sure
exactly how Northwest configures them.

0 I take it you're not certain about the number of seats on
a DC-9-40 or 50.

A No, I'm not. I'm just -- that's a ballpark number.

Q Mr. Kasper, looking at the DC-9-30s, I think you
testified earlier that in your, view that they compare more
appropriately to a regional jet aircraft than a mainline
aircraft. 1Is that right?

A The way they are used, yes.

Q And can you explain why that's your opinion?

A Yes. Northwest has a large number of what I think
analysts would call "thin;" that is, markets -- thin markets:
Markets that don't generate a substantial amount of traffic.
And the pattern that has evolved in the airline industry for
serving those markets has seen a much greater increase and
reliance on small jet aircraft operated by regional airline
affiliates to the major carriers to serve those markets.

Northwest, because it has a large number of the DC-9s,
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and because it has scope clause provisions that make it
impossible for them to operate the same kind of regional jet
aircraft that other airlines use to serve such markets, has
been in effect forced to use these DC-9s in a role that is
not optimal or ideal. 1It's a costly role.

And I think if you look at the average load factors, as
we did, for the DC-9s, you would find that they are
considerably -- the load factor on DC-9s is considerably
below the load factor for Northwest's system as a whole,
which would suggest that these airplanes are too big for the
markets they're serving.

Q What would be more appropriately sixed aircraft for most
of the markets they're serving?

A I think there would be some mix of fifty to seventy-five,
seventy-six, seventy-seater regional jets, in that range.

Q And can you tell us again why Northwest isn't flying the
appropriate aircraft in those markets?

A I believe that Northwest's scope clause restricts
Northwest, so that has a special exception to operate, I
believe, thirty-five Avros, which is a very unecomonic four-
engine regional jet, which I believe the company is now
turning back to lessors as part of this bankruptcy. Beyond
that, they can only operate a limited number of forty-to-
fifty-seat regional jet aircraft.

Q Is Northwest able to operate the seventy to seventy-six
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regional jet aircraft in those markets?

A Not under their current scope clause.

Q Is it your view that in many of those markets, that would
be the appropriate aircraft?

A It is.

0 If -—- withdraw that gquestion.

Let's look at Exhibit 131, please. Was that prepared at

your direction?

A Yes, it was.

0 What does that show?

A This is a chart, very similar to the pilot chart, except
this one focuses on flight attendants. Again, it has two
columns for each of the carriers; the dark column being the
average monthly block hours flown by the flight attendants
for that airline, and the white or right-hand column
measuring the average annualized earnings, wages —-- the
earnings or wages per flight attendant. And for Northwest,
again, there are two separate entries. The asterisk is what
would happen after restructuring.

As you can see, Northwest currently has a number --
average number of block hours that are really towards to the
bottom end of the range of the industry, and the average
annualized compensation is at the higher end. After the
restructuring, the Northwest average annual block hours would

go up, so that it would be below JetBlue and AirTran, and
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above those of the other legacy carriers. But it's
compensation, while it would decrease about ten percent,
would still be high, relative to most of the rest of the
industry.
Q Mr. Kasper, I don't know if you misspoke. But if you
were comparing the flight attendant block hours of
Northwest's flight attendants currently, as against other
legacy carrier averages, is it the case that they're actually
reasonably productive against that standard?
A Against the other legacy -- the other legacy carrier
group, which in this case includes American, Continental and
Delta. They are slightly higher, that's correct. They are
below the other carriers listed there.
Q Mr. Kasper, could you take a look at Exhibit 132. What
does that show?
A This exhibit is a look at the average annualized wages
for the employees at an airline, excluding the pilot group.
Q Now why is it that you'wve prepared data for the -—- I'm
sorry. Before I go to those questions, I just want to go
back to the prior exhibit for one question.

I notes that United Airlines isn't shown on the flight
attendant comparisons there. Is there a reason for that?
A Yes, there is.
0 What's that reason?

A There were -- the data -- we had some serious questions




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Kasper - Direct/Leitch 1.132

about the data that was available for United that we couldn't
resolve in time to get it in this chart.

Q And so was it your conclusion that you just didn't have
reliable data --

A That is correct.

Q -— to put United on that issue?

A That is correct.

Q Turning back to the average annualized wages for non-
pilot. I notice previously you've done a chart that looks at
pilots, and then you've done a chart that looks at flight
attendants. Why is this aggregated category referred to as
"non-pilot," as opposed to breaking it down into additional
subgroups?

A It's hard to break it much -- down very finely Dbecause
the publicly reported data does not permit much breakdown
beyond pilots and flight attendants, which -- so this was
just one attempt to look at -- pilots are generally regarded
as the highest paid labor group at any airline. So what we
were trying to do was to take them out of the picture, and
then see how Northwest compared to the other carriers shown
in this chart.

Q And how does Northwest compare to the other carriers
shown on that basis?

A Again, Northwest, even without the pilots, is high as it

currently stands. And based on the ask, if it obtains the
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ask, it would drop down much more into the middle of the

range for the airlines in the U.S. industry.

Q Mr. Kasper, I'd like you to take a look at Exhibit 133.

Was that prepared at your direction?

A Yes, it was.

0 What does that show?

A I mentioned that, in addition to wage costs, there are

benefit costs that vary among airlines. And an earlier chart

actually showed the total benefit impact on compensation.
This particular chart converts the benefit cost to a cost

per available seat mile, and that -- so this chart shows for

the second quarter of 2005, what the average benefit cost per

available seat mile is for each of the airlines shown across

the bottom axis, including the low-cost carrier average.

Q And how does Northwest currently compare to the peer

group?

A Well, again, in a category you probably don't want to be

leading the league in, Northwest is leading the leagque by a

substantial margin. As a result of the ask, if it's

obtained, its benefit cost would drop down much more in line

with those of Continental.

Q Mr. Kasper, could you take a look at Exhibit 134, please.

A Yes.

0 What does that show?

A 134 is another look at -- it's a look at one particular
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aspect of benefits: The pension cost. And these -- this,
again, is converted to a pension cost per available seat
mile. These -- the pension costs are taken from the
companies' -- respective companies' 10K filings, and then
divided by the number of available seat miles.

And as you can see, Northwest's pension costs per
available seat mile is far larger than those of the other
carriers shown here. These are the -- this group on the
right is the low-cost carrier group, and they're much higher
than those.

Q Mr. Kasper, in the interest of brevity, I'm going to skip
ahead a little bit. I note that there are a number of
exhibits here that you had prepared as potential rebuttal
exhibits, and we'll leave them on the chance it becomes
necessary to cover rebuttal. But I would like to turn to the
last slide in your analysis.

Mr. Kasper, was that slide prepared at your direction?
Exhibit 110.

A Yes, it was.

Q And what's shown on Exhibit 1107?

A Exhibit 110 is a chart which looks at Northwest's labor
CASM; Northwest's cost per available -- labor cost per
available seat mile. And it compares, over a long period of
time, Northwest's labor CASM with the average of the other

legacy carriers.
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Now the reason I did this is because in reading the --
some of the union-submitted analyses, it struck me that one
of the things that was missing from the discussion was a
reflection of the fact that Northwest traditionally has
operated with a labor CASM below that of other carriers. It
is, in large measure I think, a reflection of the revenue-
generating ability of Northwest's network, which is --

Q What do you mean by that?

A I mean that Northwest's network, route network, 1is not as
attractive, in terms of its ability to generate revenues, as
the networks of a number of other carriers, such as United,
Continental, in particular.

Q And why is that?

A Well, partly, I think it reflects just the nature of the
markets they serve. United, for example, is very large; it
has what it calls "hubs" in San Francisco, a big hub in
Chicago; is a very strong presence both in Asia, and a
significant presence through its alliances and its own
operations in Europe, particularly Heathrow. All of those
tend to cover markets that are high revenue-generating
markets. And I think it's no secret, it's been recognized
for many years in the industry that that's got -- that's a
premiere set of routes.

Continental has likewise shown the ability to generate a

lot of premium revenue, particularly out of its Newark and
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Houston hubs.

So Northwest is not blessed with that kind of a route
system. The way it compensates for that, among others, is —--
historically at least it's compensated -- is to have a labor
CASM that is below the average of the other legacy carriers.

So what this chart shows is that, from a period going
back to 1990, Northwest's average labor CASM is below the
line in all of those years, through 2002. But starting in
2003, worsening in 2004, and dramatically deteriorating in
2005, its labor CASM vis-a-vis the other legacy carriers has
gotten way out of whack with its historical position.

The last bar on the right, the dark bar, reflects where
its labor CASM would be if it obtained its ask, which I think
is pretty clear from the chart is pretty much in line with
where it historically has been in relation to the other
legacy carriers.

Q Mr. Kasper, the data on this chart isn't stage-length
adjusted, is it?

A It is not.

Q In addition to the complexities you previously described
regarding stage-length adjusting and labor CASM, are there
particular complexities that would be associated with stage-
length adjusting and labor CASM on this chart?

A Well, there -- you know, there's first no reason to do it

to this chart because this is -- you know, if I did it to
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this chart, essentially what it would show is that
Northwest's position was relatively worse. In other words --
Q Why would it show that?

A Because Northwest's relative stage length, its stage
length relative to the average of the other legacy carriers,
is shorter, so --

Q So 1f you were able to do a stage-length adjustment --
A Longer. I'm sorry.

Q -- along with these bars --

A Yeah, the bars would drop. In other words, the
disadvantage would be more pronounced. But the shape of the
curve would be basically the same.

The other part -- in response to the other part of your
question, if one were to stage-length adjust this, it would
be necessary to go in and do a separate adjustment for each
year because the stage lengths will be slightly different for
each year, for each carrier.

Q Mr. Kasper, do you have an opinion about Northwest's
competitive and economic prospects i1if it's not able to reduce
its labor costs substantially in accordance with its ask?

A Yes.

Q What's your opinion?

A I think if Northwest is not able to make a very
substantial reduction in its labor cost, as well as its

overall unit cost, I think its prospects for emerging
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successfully from bankruptcy are quite dim. I'm sure this
will be a subject of testimony by Mr. Luth.

And I can only say, having been involved in a number of
airline bankruptcies over the years, that I think the market
has become much more sensitive to projections that airlines
have made, and I think much more critical in evaluating
airline business plans. And I --

Q And when you say "the market," which market are you
referring to?

A I'm referring to the capital markets that will be asked
to invest funds in Northwest if it is to emerge from
bankruptcy.

MR. CIANTRA: I'm going to object to this testimony,
Your Honor, and ask that it be stricken, because this was not
a part of Mr. Kasper's expert report. There's nothing in his
expert report about the likelihood of any type of success of
Northwest accessing the capital markets.

THE COURT: Well, I think you can object on the
ground that -- and you can gquestion him as to whether or not
he has any expertise and what his experience is. But I think
it's close enough to his direct testimony that I'll allow it.
Overruled.

BY MR. LEITCH:
0 Mr. Kasper, do you have a view whether Northwest's labor

asks for each of its groups, taken as a whole, are fair and
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equitable, relative to the peer groups in which Northwest
competes?
A I do.
Q And what's that view?
A I think, based on looking at the average annual
compensation in particular, I believe that Northwest's
groups, the labor groups at Northwest, would be in the
competitive range with the peer groups in the airline
industry.

MR. LEITCH: I have no further questions at this
time, Your Honor.

THE COURT: All right. Examination, or would you --
shall we take an afternoon break?

MR. CIANTRA: That would be good, Your Honor.

THE COURT: All right. We'll take a ten-minute
break and resume at about 3:10.

Please don't discuss your testimony with anyone
during the break.

(Recess taken at 2:59 p.m.)
(Proceedings resume at 3:20 p.m.)

THE COURT: Please be seated.

You're still under oath. Cross-examination.

MR. CIANTRA: Thank you, Your Honor.

CROSS-EXAMINATION

BY MR. CIANTRA:
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Q Good afternoon, Mr. Kasper. I'm Thomas Ciantra, I'm with
Cohen, Weiss & Simon. We're counsel, as you know, to the Air
Line Pilots Association.

I'd like to start just about by way of a little bit of
background. Do you have your -- the binder there with all of
the exhibits that --

A Yes. Yes.

Q -— Mr. Leitch had you look at?

A I do.

Q And if you would, turn to, I guess it's exhibit --
Northwest Exhibit 111. That's your vitae. Is that correct?
A Yes, it is.

Q And I gather from reviewing that, that it would be
correct to say that you have never been employed by an
airline.

A That is correct.

0 And so you have never actually conducted labor
negotiations in the airline industry. 1Isn't that correct,
Mr. Kasper?

A That is correct.

Q You've had no role in the ongoing negotiations here at
Northwest. Is that correct?

A Correct.

Q Now the firm -- you're a managing director with LECG?

A That 1s correct.
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Q And that is an expert services firm, correct?

A That is correct.

Q You make -- the firm makes experts available to parties
in a number of different industries, correct?

A Well, it's an economic and financial consulting firm that
provides expert services. And we do provide experts to an
array, a wide array of industries.

Q Right. And by "expert services" we mean expert
testimonial services, correct?

A Well, in some cases, yes; in other cases, consulting
services.

Q Right. Well, in your case, you have testified as an
expert witness in proceedings for about twenty-five years.
Is that correct?

A Well, I've also —-- yes, that is correct. But I've also
provided consulting services over that same period of time.
Q Okay. And would it be correct that a significant part of
your earnings on a yearly basis is attributable to your work
as —-- in connection with the provision of expert testimony?
A Well, it depends on what you mean by "significant."

Q Well, I don't know. Say more than thirty percent.

A Yes.

Q More than fifty percent?

A Probably fifty percent.

Q Now and that's been the case for a number of years,
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correct?
A Well, it varies from year to year.
Q Okay. But it's been more than a third of your income for
several years now. Isn't that correct?
A Correct.
Q Now you —-- as of today, you presently hold no academic
affiliation. That's right?
A That is correct.
Q Now you indicated that you had done over the years some
consulting work, correct?
A Correct.
0 You've consulted in the past for the AirTransport
Association?
A That is correct.
Q Right. That's the trade group in the airline industry,
correct?
A Correct.
Q Its members are air carriers, correct?
A Correct.
Q And it has, I guess, associate memberships for engine
manufacturers and aircraft lease companies, correct?
A I believe that's correct.
Q Now over the years that you've testified and worked as a
consultant, it's correct you've never been retained by the

Air Line Pilots Association.
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A That is correct.

Q Right. And you've never been retained, in fact, by any
of the unions that represent members of the airline industry,
correct?

A I believe I have testified in a couple of cases where
unions were parties on the same side, but I don't -- I was
not technically retained by the unions.

Q Right. You'wve never been retained by a labor
organization.

A That is correct.

Q You've worked exclusively on the industry side, correct?

A No.
Q You've worked -- well, you've -- maybe let me rephrase
it.

In the world we think of as union lawyers, I think of
labor and I think of management. You've always worked on the
management side, correct?

A In labor/management litigation. But I think as I
testified earlier, I also have consulted for departments of
state, transportation, and justice, as well as some foreign
governments.

0 Fair enough. You've had some work for the government, as
well.

A Correct.

Q But in terms of the private sector, your work has been
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for the industry, correct?

A For carriers in the industry, typically. You're talking

about in the -- my work in the airline industry, I take it.
Q Right.
A Yeah.
Q I mean, going back, you were retained, for example, in

the late '80s by the management in Eastern Airlines, and you
provided testimony in litigation involving ALPA for Eastern,
correct?

A Correct.

0 Mr. Leitch took you through a number of airline
bankruptcies, I guess most recently Delta, where you
testified for management in the 1113 proceedings that I guess
just ended in Judge Beatty's courtroom, correct?

A Correct.

Q And you testified for management in the United 1113
proceeding, correct?

A Correct.

Q And as well for management in the second USAir case,
correct?

A Correct.

Q You also testified in interest arbitration for management
at Alaska Airlines, correct?

A Correct.

Q Right. And in all of those cases, your opinion was that
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management required substantial pay concessions from the
employees involved, correct?

A Well, that the company required that, and the companies
required those savings in order to be viable, yes.

Q Now let me ask you to look at your affidavit, if you
would for a moment. I believe it is Northwest Exhibit 113.
A Yes.

Q Do you have that in front of you?

A I do.

0 Let me ask you to take a look at Paragraph 4 of the
affidavit, on Page 2.

A (Witness reviews exhibit.)

Q Now you were asked to evaluate the company's current and
prospective competitive position in the industry?

A That was part of my charge, yes.

Q Now that position, at least going forward, would be
affected by the terms of any collective bargaining agreement
that might be reached between my client, ALPA, and the
company, correct?

A Correct.

Q It would be affected by the terms of whatever agreements
are reached by any of the labor groups at Northwest, correct?
A In part, that would be correct, yes.

Q All right. ©Now -- but I gather from your earlier

testimony that you have -- you're aware that there have been
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proposals that have been made by ALPA in these negotiations
to the company, correct?

A I'm aware from the pleadings that there are negotiations
going on and that ALPA has made proposals, yes.

Q Right. And you're aware that back in October of 2004,
that ALPA agreed to a relief package that included a fifteen
percent pay rate reduction, correct?

A I am aware of that, yes.

Q And you're aware the company valued that package at $265
million, correct?

A That's my recollection.

Q You're also aware that ALPA has not proposed in these
negotiations a return to the contract terms that existed
before that October '04 agreement was raised, correct?

A That's my understanding.

Q It's your understanding ALPA has not proposed that
Northwest go back to terms and conditions that existed prior
to 2004, correct?

A Well, I'm not completely familiar with all of the

negotiating items on the table with respect to the 250

million, plus the additional fifteen, 265 million. It was my
understanding that Northwest -- or that ALPA was not seeking
to go back to prior -- prior to that.

Q Right. So that sort of past status quo, that's not an

option at this point in your understanding, correct?
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A In terms of the compensation?

Q Right.

A I don't think -- as far as I understand -- and I'm not
party to the negotiations, that's not on the table.

Q Right. 1It's not going back to that world; Northwest's
labor costs are not going back to that world. 1Isn't that
right, Mr. Kasper?

A Based on the proposals that have been described in the
pleadings, I would say that's correct.

Q Okay. Now you're also aware that, in addition to that
October '04 agreement, that there was an interim agreement
that was reached in November with the pilot group, correct?
A Correct.

Q And that included an additional pay cut, correct?

A Correct.

0 And you're aware that there was an agreement that the
pilot group has ratified to freeze the pilots' defined
benefit pension plan, correct?

A Correct.

Q So that obligation, the company is not, going forward
under that agreement, going to face costs from continued
accrued benefits in that plan, correct?

A It's my understanding that the freeze would stop that
accrual.

Q Now I know you're not an actuary, but that's a
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substantial cost savings to the company, correct?

A I'm certainly not an actuary. My understanding is that
that would be a significant savings to the company.

Q So looking at your exhibit -- the company's exhibit 133
just for a moment, if you have that.

A (Witness reviews exhibits.)

Q That bar to the far left, that 1.45 cents --

A Correct.

Q -— benefit cost per ASM. All things being equal, that
number you'd expect to go down by operation of the agreement
to freeze the pension plan, correct?

A This is a benefit cost. Yes, I would expect that.

Q It's not going to be at one forty-five going forward,
correct?

A That I think is correct. I don't -- I can't, as I sit
here, tell you when those pension savings -- whether some of
those pension savings are reflected in these numbers or not.
0 But you would expect that that number will be reduced as
the company's obligations under the agreement to freeze the
plan are reduced, correct?

A If not —— i1if those savings have not been reflected
already in this number, then, yes, I would expect that to
happen. I'm just not sure whether they've been reflected
there or not.

Q Now in addition to the October 2004 bridge agreement and
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the interim agreement and the letter of agreement that was
ratified by the pilot group to freeze the defined benefit
plan, you're also aware that ALPA has made additional
concessionary proposals to the company in these negotiations,
correct?

A That's my understanding.

0 So all of that, all of those proposals, i1if the company
were to agree to them, would also have the effect of reducing
the company's at least unit pilot cost, correct?

A I believe that would be the case, although I'm not
familiar in any detail with the proposals that ALPA has put
forward recently.

Q So you were not asked by the company to analyze any of
ALPA's proposals, correct?

A I did not -- I was not valuing or separately economically
analyzing any of those proposals, that is correct.

0 Okay. So you've costed none of them. That's correct?

A That is correct.

Q You've done no analysis of what the effect of those
proposals would be on the company's finances if they were
adopted by the company. Is that correct?

A That's correct.

Q You have no opinion as to what the effect of the
company's agreement to ALPA's present proposals would have on

its existent business plan and the projections under that
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plan. Is that correct?
A Well, some of those, as I -- some of the company's
proposals, did you say?
Q No. ALPA's proposals.
A ALPA's proposals.
Q Did you do any analysis of what the effect would be on
the company's -- projections in the company's business plan
if it were to agree to ALPA's proposals?
A No, I have not.
Q Did you review the company's business plan?
A I did see the business plan.
Q Did it appear to you to be reasonable?
A I thought it was generally a reasonable plan, yes.
Q Now if you would, take a look at Northwest Exhibit 13, if
you'd get that in front of you.
A I'm sorry. 1307
Q One three zero, yes.
A Thank you.

(Witness reviews exhibits.)

Yes, I have that in front of me.
Q Let me just, by way of background -- it's true, isn't it,
Mr. Kasper, that other than the question of negotiating a pay
rate, there is nothing in ALPA's collective bargaining
agreement with the company that would prevent Northwest from

flying seventy-six-seat regional jet aircraft?
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A You mean within -- in the mainline operation?
Q Yes.
A It's my understanding that the scope clause does not --
obviously does not preclude Northwest from flying those
aircraft with Northwest pilots.
Q Obviously.
A Obviously, right.

What it precludes is flying them with regional airline
affiliates.
Q Right. What it -- what the scope clause reaches, isn't
it correct, Mr. Kasper, is flying by other airlines
affiliated with Northwest, using the Northwest designator
code, correct?
A Correct.
Q And you indicated that there are provisions in the scope
clause that permit affiliated -- carriers affiliated with
Northwest to operate regional jet aircraft, correct?
A The smaller-sized regional jets than the seventy-six.
That's correct.
Q Okay. You mentioned the Avro aircraft that Mesaba
operates, corrects?
A Correct.
Q Those are -- they're configured for sixty-nine
passengers?

A I believe that's correct.
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0 All right. And the agreement also permits Northwest
affiliates to operate a certain number of fifty-seat regional
jet aircraft, correct?

A That's my understanding.

Q And do you know how many regional jet aircraft of the
fifty-seat capacity are permitted under the agreement?

A I did at one point. As I sit here at this moment I don't
recall.

Q It's over 100, isn't it?

A I'm not sure.

Q Would it surprise you if I said it was over 1007?

A No. I was going to say about 100.

Q And that number has -- that number increased in the
October 4 bridge agreement, correct?

A That I don't know.

Q Now the —-- let's just focus just for a second here on
Exhibit 130.

Now you indicated that when you calculated the average
you excluded the Northwest DC-9 fleet for purposes of
comparison?

A Correct.

Q And that's the smallest aircraft type that Northwest
presently operates, correct?

A That's correct.

Q All right. The next largest would be the smaller air
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buses, the 319s?

A That's correct.

Q Now it's true as a general matter, isn't it, Mr. Kasper,
that pilot pay is related to the size of the equipment that's
operated, correct?

A Generally speaking. I mean, there are some -- as I'm
sure you're aware, there is some banding or grouping of
aircraft type that soften that. But, in general, that's a
reasonably accurate description.

Q So a small narrow body piece of equipment, the pilot pay
rate for that one would expect would be smaller than for a
wide body piece of equipment, correct?

A Typically.

Q So, for example, well, Northwest operates a couple of
different types of wide body equipment, correct?

A Correct.

Q It operates 747 equipment?

A Yes.

Q It uses those in the Pacific markets?

A Primarily, vyes.

Q It operates the large Airbus equipment, the A330s?

A Yes, i1t does.

Q Those you've included in calculating the average of
compensation, correct?

A Those would be, that's correct.
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Q Right. Okay. The highest paid pilot at Northwest you
would expect would be -- would be what, Mr. Kasper? What
would his position be?

A Probably a senior 747 pilot.

Q Wouldn't be a DC-9 pilot, right?

A Highly unlikely, right.

Q That's the lowest paid piece of equipment, correct?

A I believe it is, yes.

Q So you included the wide body equipment in this
calculation and you excluded the smallest piece of equipment,
correct?

A Well, they're calculated separately. I didn't exclude
them. They're actually calculated separately.

Q Okay. Well, in coming -- the 118,302 number, right, it
says it excludes the DC-9.

A Yeah. They're not included in that particular
calculation, yes, that's correct.

Q But the 74s and the A330s are?

A As well as all the other aircraft in the fleet except DC-
9s. That's correct.

Q Now a number of the low-cost carriers don't operate any
wide-body equipment at all, correct?

A Correct.

Q All right. So JetBlue does not have any wide body

equipment?
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A That's correct.

Q Neither does Southwest?

A Correct.

Q Neither does Frontier?

A Correct.

Q They're all operating relatively small narrow body
equipment, correct?

A Correct.

Q So you're comparing -- what you've done in this chart,
isn't it correct, or am I missing something here, that you
have constructed an average excluding the small narrow-body
equipment from the Northwest computation, including the wide
body pay, and then comparing it to the LCCs that don't fly
any wide bodies?

A It's compared to all of the airlines on this chart.
American, Continental, US Airways, Delta all fly wide body
aircrafts. So, no, I wouldn't agree with that
characterization.

Q Okay. Well, you'd agree that the little parenthetical
there with the arrows?

A Yes.

Q All right. That's comparing that subset that you created
to the LCC?

A That's correct.

Q Now you said that -- you testified, rather, that you
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thought that it made sense to exclude the DC-9s because they
were comparable to regional jet work?

A Well, I believe what I said was, what I intended to say
in any event, was that they -- the way Northwest is currently
using those, or predominantly using those, is in markets that
other airlines tend to serve with regional aircraft. And
those regional aircraft are operated by regional affiliates.
Those are the thin markets.

Q Okay. Let me just -- let's just make sure that we're all
on the same page.

Now let's just focus for a second on the other four major
carriers: American?

A Correct.

0 Continental?

A Yes. Delta.

0 Delta and —--

A United.

Q United. Yeah. There we go. Those four.

None of them have scope exclusions that permit the
operation of a seventy-seat jet aircraft by affiliates,
correct?

A I don't believe that's correct.
0 Which one does?
A I believe that -- well, USAir certainly does. You didn't

include USAir.
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Q I didn't include USAir.

A My recollection is that United does, but I'd have to
confirm that.

Q You're not sure, though?

A I am not sure.

Q Right. ©Now Northwest has the sixty-nine-seat Avros,

correct?
A Well, they -- I think they've noticed that they are going
to return those to the lessors. They are I believe still in

currently operation.

Q What's the smallest DC-9 series aircraft that Northwest
presently operates in fleet service?

A I think it's probably the thirty. I believe that the
tens, which are the smallest of them, may now all be formally
out of service. So if there are any tens, that's it. But I
think it's mostly the DC-9-30s.

Q Okay. And then tens have a seating configuration of, is
it seventy-six, seventy-eight seats?

A That's my recollection.

0 All right. They've been out of service, though, for a
year, haven't they, Mr. Kasper?

A Well, they started taking them out of service some time
ago. The last time I looked, there were still a few block
hours showing up for the ten series, but not very many.

Q When was the last time you looked?
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A Well, I looked at the block -- I don't recall. I have to
sit here and look. But I did notice there were a few block
hours shown in the last period I looked at, probably sometime
earlier in 2005.

Q So the smallest DC-9 that's being operated right now is
the thirty series?

A That I believe is correct, yes.

Q And that has a seating capacity of about 100 or so?

A A hundred.

Q Do you know how long -- you said you reviewed Northwest's
business plan.

A Yes.

Q And part of that plan included projections of what the
fleet would look like over time?

A Correct.

Q All right. How many DC-9s do you know is Northwest
projected to operate in 20107

A Well, I don't remember specifically, but they still did
have a number of DC-9s in the fleet as late as 2010.

Q About ninety to a hundred, correct?

A That could be -- that sounds about right.
Q I mean, presently, it's twenty percent of the pilots,
correct?

A I believe that's about right, vyes.

Q If you —— well, let me ask you this.
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With respect to your Exhibit 130, did you calculate what
that average would look like if you included the DC-9
component?

A We probably did.

Q Just didn't include it?

A That's correct.

Q It would be closer to the LCC average, wouldn't it?

A It would be closer to -- it would be above the LCC
average, but it would be closer to it, yes.

Q And below United?

A Yeah, possibly would.

Q Well, if you just did a weighted average, if you say --
if you assumed it was twenty percent of the pilot group, and
you just did a weighted average --

A It would be below United on that assumption.

Q Let me ask you, if you would, take a look at Exhibit 128.
Now I'm going to ask you some questions to compare it with
Exhibit 125.

A All right.

Q What's the gap in annualized wages per employee between

Northwest and the LCCs at present?

A Well, for the period -- you're talking just about the
wages?
Q Yes.

A If that -- you would look for that at the dark bar on the
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far left for the second quarter of 2005, which is what we
used to annualize. So, for that period, that would be the
difference between 67,000 and 44,000 roughly. So it's at
$23,000.

Q And the average compensation is how much?

A The average compensation taken from one twenty-five for
that same annualized on the second quarter of '05 would be
103,564 versus an LCC average of 62,510, so a difference of
roughly $40,000.

Q Okay. And just by wages, the difference, that would be
on Chart 1267

A The chart -- the wage chart would be on -- well, you
could get that off 128 which is what we're on.

Q Would it be correct that the gap that's noted in
compensation between the LCCs and Northwest is not
attributable to differences in pilot compensation in
principal part?

A I'm sorry. Could you repeat the question?

Q Sure. Would it be correct that the gap that you've
identified in average compensation between the LCCs and
Northwest, all employees, i1s not attributable in principal
part to differences in average pilot compensation?

A Well, let's see. You've got a difference of about
$23,000. That would be attributable to wages alone for Chart

128.
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And you have a difference of 40,000. $So, no, it would be
slightly -- slightly more than half of that would be
accounted for by wage differences.

Q Okay. Of non-pilots?
A This is not —-- this we're talking about per-employee. So
this would include all employees, yes.
Q Now one difference between Northwest's operations and
those of the LCCs that you have analyzed and presented is
that the LCCs derive far less of their total passenger
revenue from international operations than Northwest does,
correct?
A That's correct.
Q I mean, let me -- if I may approach the witness, Your
Honor?

THE COURT: Yes.

MR. CIANTRA: I'm going to hand the witness a book
of exhibits that includes our Exhibit 31. Do you —-- did I
give you these, Brian?

(Counsel confer.)

BY MR. CIANTRA:
Q If you would just turn to Exhibit 317

MR. CIANTRA: I'm sorry, Your Honor. Does the Court
have this exhibit, a copy of this exhibit?

THE COURT: I don't think so.

UNIDENTIFIED: It's in the notebook that the Court
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has.
THE COURT: It is in the notebook?
MR. CIANTRA: If I could approach, Your Honor?
THE COURT: Yes. Thank you.
MR. CIANTRA: You're welcome.

BY MR. CIANTRA:

1.162

Q That chart, Mr. Kasper, Exhibit 31, have you seen that

before?

A Yes, I have.

0 You saw it -- would have seen it in review of Mr.
Krieger's report?

A Yes, I would have.

Q Does that look -- the information that's presented there

appear to you to be consistent with your understanding?

A That Northwest drives more revenue from international

sources than the average LCC? That is correct.

Q Right. 1In terms -- and in terms of just comparative

percentages?

A Yes. That looks approximately right.

Q I mean, a number of the -- well, at least -- well,
neither Southwest nor JetBlue, for example, even have

aircraft that could fly over the open ocean, correct?

A Well, certainly not transoceanic. I believe JetBlue

actually is now flying to the Caribbean.

Q But not in terms of -- not in terms of the capacity to,
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say, fly from the mainland United States to Hawaii or Japan,
correct?

A Not yet, that's correct.

Q Or to fly from the Continental United States in the other
direction to Europe, correct?

A That's correct.

Q So those are significant parts of Northwest's business,
correct?

A That's correct.

Q Now the LCCs operate primarily on a point-to-point model
of operations?

A Well, I think that that historically has been the more
common model. I think more recently you have a couple of
ILCCs, I'm thinking in particular of AirTran and Frontier,
that actually operate much more with a hub and spoke
component of their system. And, of course, America West has
done that for some years.

So I think that's sort of the caricaturized, if you will,
vision of low-cost carriers, but that's actually been
evolving somewhat.

Q Okay. But they have -- they certainly do not maintain
hub operations that are comparable to any of the five major
legacy carriers throughout --

A Not on the same scale. Not yet, anyway.

Q And those sort of hub and spoke systems provide the
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legacy carriers with a -- with relative revenue-generating
advantages, correct?

A That's the theory.

0 Because of the breadth of the network?

A That a hub does permit legacy carriers to serve markets
that would otherwise not be large enough to sustain service
because they can combine traffic through the hub, yes.

Q Right. And, as a result of that, the mainline carriers
tend to serve many more city pairs than the average LCC,
correct?

A Well, that's true, although part of that reflects the
fact that low-cost carriers at the moment, with the exception
of Southwest, you know, tend to be considerably smaller than
legacy carriers.

Q But part of it is not just size, it's also the very
nature of the hub and spoke system, correct?

A That is correct.

Q And that hub and spoke system has translated into a unit
revenue advantage for the network carriers over their LCC
rivals, correct?

A Well, that is probably one factor. But there are others
as well that have contributed to that.

Q Okay. Well, take a look at -- in the same binder of
exhibits, ALPA Exhibit 33.

A 337
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Q 33, yes.
A Yes, I have that.
Q Now -- and you've seen that chart before, right, Mr.
Kasper?
A Yes, I have.
Q That was also in Mr. Krieger's declaration?
A I believe that's where I saw it, yes.
Q Mr. Krieger got it right. The legacy carriers -- each of
the legacy carriers enjoys a passenger unit revenue advantage
to the LCCs that are pictured there?
A I believe his numbers look approximately right to me,
yes.
Q Would also the relative ranking of Northwest there as
sort of four of the five legacy carriers on the left side of

that chart look about right to you?

A Yes, it does. Excluding U.S. as a legacy carrier in that
-- yeah.
Q Okay.

A But, yes, it does.

Q Okay. But, still, Northwest, higher passenger unit
revenue compared to Delta?

A Yes.

Q Higher than USAir, correct?

A Correct.

Q F-9 is Frontier?
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A Correct.

Q B-6 is JetBlue?

A JetBlue.

Q FL would be, what is it, AirTran?

A AirTran.

Q Right. And WN is Southwest, right?

A Correct.

Q So higher unit revenue than all of those?

A That is correct.

Q Now are you aware, Mr. Kasper, that at different times in
its negotiations with ALPA that the company has used United
Airlines as a benchmark in those negotiations?

A I've read that in ALPA's pleadings, so to that extent I'm
aware of that.

Q All right. I understood you haven't been involved in the
negotiations?

A Correct.

Q Now let me ask you, flip ahead in the book there to ALPA
Exhibit 36. Have you reviewed that chart, Mr. Kasper?

A Yes, I have.

Q Okay. And where did you -- how did you come to review
that particular chart?

A I believe this was also in Mr. Krieger's declaration.

Q And that chart looks at various portions of the operation

as a percent of the total mainline revenue, correct?
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A Correct.

Q And let's look at the first line: "Domestic passenger
revenues percent of mainline"?

A Yes.

Q Do those numbers appear to be about correct to your
understanding?

A Yes, they do.

0 So Northwest has about two-thirds of its -- two-thirds of
its mainline revenue is from its domestic operation?

A Yes.

Q USAir, eighty-four percent?

A That's about right, yes.

Q The Pacific segment of the business, about twenty-one
percent of Northwest's operation?

A Correct.

0 Same -- roughly the same segment importance for United?
A Correct.

0 And HB U.S. none?

A Correct. I think all of these numbers look approximately
right to me.

Q They all look about right to you?

A I mean, I don't have any quarrel to pick with these
numbers.

Q Let's just —-- just skip ahead for matter of background.

Cargo revenue. Northwest has a dedicated cargo operation,
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correct?

A That is correct.

Q That's sort of a distinctive feature of its business?

A Compared to any other airline, legacy or otherwise, yes.
In this country.

Q Right. Well, the United number there, four percent of
its total operating revenue, that's also significant,
correct, in terms of other legacy carriers, that percentage?
A United -- that looks about right for United, yeah.

Q It's not dedicated. 1It's just belly cargo?

A That's correct.

Q Now the Pacific routes, some of the Pacific routes that
Northwest operates are -- were granted by treaty, right?
They have treaty rights?

A Well, all international route rights require
international -- the approval of the other government in
order to operate. So -- I mean, that doesn't differentiate
Pacific rights per se.

0 But they have certain rights in terms of in planing
passengers in foreign destinations and continuing to other
foreign destinations, correct?

A That is correct.

Q They have that through Japan, correct?

A They're called Fifth Freedom Rights. That is correct.

Q Fifth Freedom Rights. And that was something that
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actually was negotiated after the Second World War, correct?
A That's correct. As I once had the pleasure of telling a
Japanese delegation, we should have gotten something for
winning the war.

Q Well, that was one of the things, I guess. Northwest got
that.

And United similarly has such route authorizations,
correct?
A They do.
Q Right. Those are the old Pan Am authorizations?
A Correct.
0 But they're the only two carriers that have that,
correct?
A They are the -- let's see.
0 U.S. carriers.
A They are certainly the only two that have that extensive
route authority. I don't believe any other U.S. carrier
operates beyond Tokyo.
Q It's a significant asset for Northwest?
A It's a valuable asset, yes.
Q For United, too?
A For United as well.
Q Now, over the past three years, Northwest's load factor
has tended up -- trended up, rather, correct?

A Yes, it has.
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Q And there are -- I guess there are certain limits as to
sort of how high the load factor can go, right?

A I hope so.

Q Before people start -- beyond the hundred percent, just
mathematics, where you don't want to have people sitting on
the wings. As a practical matter, it really can't go much
above the mid eighties on a sustained basis, correct?

A That -- I think that's a fair statement, yes. 1It's very
difficult on a system-wide average to get much beyond that
because there are so many flights that are operated primarily
to position aircraft or off hours where there's just not
enough -- you know, there aren't very many people that want
to fly, but you still have to move the airplane.

Q Right. So if the load factor goes up too much, they have
-- what do they call it, spill-over?

A Spill.

Q Right. You lose passengers?

A Correct.

0 Now that phenomena in terms of increased load factor over
the past three years has also been the case for the other
legacy carriers in the industry, correct?

A Generally speaking, that's correct.

Q And one thing that might happen as yields -- yield
factors increase is that you get upward pressure on prices,

correct?
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A Well, I think the answer is yes. That as load factors go
up that raises the possibility that prices could increase.

Q Right. And one airline may raise prices, and the others
may not follow, correct?

A Correct.

Q We understand that.

A Yeah.

Q But there have been, at least since the mid point of last
year, of 2005, there have been a number of price increases
that have stuck, as it were, in the industry.

A That's correct. There have certainly been some that
haven't, but they've started -- a number of them have stuck
which is in stark contrast to the preceding several years.

Q All right. ©Now two -- right, stark contrast to the
preceding couple of years.

Look at Northwest Exhibit 117. That reflects averages on
those -- in those ten markets for the first two quarters of
20057
A It's actually for the first two quarters of each year.

Q Okay. So the numbers for 2005 would not reflect the
effect of any of these price increases we've Jjust been
discussing, correct?

A Well, they —-- let me be precise. If prices have
increased on any of these markets since the second -- in the

second half of 2005, they -- the figures would not be
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reflected in these averages, that's correct, simply because
it's outside the period that the average was taken.

Q Now, let me just ask you, you submitted a rebuttal
affidavit in this case, correct?

A That is correct.

Q After you had reviewed Mr. Krieger's report and the other
evidence --

A Mr. Akins.

Q Mr. Akins's report, right?

A Correct.

Q And the other oppositions that have been filed to the
motion, correct?

A Correct.

Q And I noted there that you referenced statements in a

recent filing by United concerning the relationship between

fuel price increases and fares. Do you remember that?
A I do.
Q And what was the view that was expressed by -- that was

an SEC filing by United?

A I believe it was, yes.

Q And what was the view that was expressed there?

A My recollection is that this was -- United had something
-- included something in one of its SEC filings that I
assumed was in response to criticism of its business plan

that it had assumed unrealistically low fuel or oil prices
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going forward. And my recollection is that plan had -- was
based on roughly fifty-dollar-a-barrel oil.

And United, in response to that, suggested that their
view was that when oil was above $50 a barrel, they believed
that fare increases would recapture about fifty or sixty
percent, I don't remember precisely now --

A Okay.

Q -- of that difference.

Q And that was a filing just within the past few weeks,
correct?

A Correct.

0 Now do you have an opinion about the reasonableness of
that assumption?

A I have not seen data that United used to do that and
frankly, there haven't -- there hasn't been a huge, long
period of time in which o0il has been above $50 a barrel, so
it's not that I don't value the judgment of United. 1It's
just that I haven't had a chance to analyze the data yet, so
it strikes me as plausible, but I'm not sure I'd want to put
my name on that just yet.

Q Okay. Understood. Because you haven't reviewed it?

A Correct.

Q To your satisfaction?

A Correct.

Q Now, it would also be correct that the relative increase
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in yields over the past few years has been -- has occurred
despite the erosion in the number of, at least domestic
passengers Northwest has who are purchasing premium fares,
correct?

A I think the premise of your question we might have to
come back to.

0 Sure.

A Are we talking about yields or are we talking about
passenger RASM?

Q Yields. Yields have gone up in the past.

A I don't think they've gone up for the past several years.
They have gone up recently. We —-- we could look and see.

Q The past three years.

A That may be an exaggeration. I'd have to look. Okay.

Q Okay. Well --

A But I will agree that recently, yields have gone up.

Q And at the same time, the number of passengers purchasing
premium fares has gone down?

A That is correct.

Q And the amount of revenue from premium domestic
passengers has also gone down?

A Very substantially, yes.

Q What's been the trend? I noticed you didn't have a chart
comparable to Exhibit 119 for international travel.

A I think the -- is your question what -- if the
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international --

0 Yeah. What would that show?

A If international had been included?

Q No. What if you just did international? What would it
show?

A I don't know, as I sit here. I would be speculating. I
just don't recall.

Q Less downward pressure though, correct?

A Well, I think that it would be -- I think what one would
find is that the numbers would be perhaps somewhat higher,
but I think the trend would be pretty much the same.

Q Higher percentage buying premium?

A You start with the higher percentage, but there would
also be a decline.

Q Not the same slope though, correct?

A Perhaps not.

Q And that's the market where Northwest faces hardly any
LCC competition, correct?

A (No verbal response.)

Q International.

A The international markets, at least the over-water, long-
haul international markets, that's correct. Although they do
face very substantial competition in those markets from other
carriers.

Q Understood, but zero from the LCCs?
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A I guess the good news is, so far. The bad news is that
just last week, I was reading in the Boston papers a Chinese
airline has announced that it will commence service from
China to the west coast and to Boston and it's a low-cost
carrier, so those happy days may be approaching an end.

Q But other than one Chinese airline, though, I mean, let's
talk Southwest, JetBlue, the rest of them that don't have
aircraft that can fly transatlantic. They don't -- Northwest
doesn't have any competition from domestic LCC carriers in
those routes, correct?

A Not yet, but I do think it would be a mistake to assume
that that won't be the case --

Q Well, I'm just talking about today, when we're sitting
here in this courtroom.

A That's correct.

Q Now, I would like you, if you would, please turn to
Northwest Exhibit 123.

A I'm sorry. Did you say 1237

Q Yeah, I'm sorry. One, two, three.

A Thank you. Yes, I have that.

Q Now, just so that the record is clear, so that I
understand it, you -- the data in this chart are adjusted for
stage length, correct?

A Correct.

Q Adjusted to Northwest's average stage length, correct?
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A That is correct.

Q And you made the further adjustment for seat weighing,
correct?

A That is correct.

Q Can you just explain briefly, what is seat weighing?

A Well, I'1ll back up and explain the whole thing --

0 Sure.

A -- just to --

Q That's fine.

A That the -- stage-length adjusting is to adjust to the
average length of flight of a Northwest aircraft. Because
they use different aircraft of different size -- different
sizes, they have different numbers of seats travelling on
those routes, so I think it is generally regarded as perhaps
the most comprehensive way to adjust, is to do a seat-
weighted, average stage-length adjustment that reflects both
the average stage length, but also the distribution of seats
over the flights within that range.

Q That, in your opinion, is the best way to come up with a
comparable unit cost basis for comparison?

A Well, there are a number of ways to do it. I generally
prefer this way, if it's possible to do that, because I
consider it to be pretty comprehensive.

Q Okay. Pretty comprehensive?

A Yeah.
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their operations, I think that's likely to be the case.

Q All right. Just a different type of operation?

A Yeah. More long haul over water operations.

Q You indicated in your -- correct me if I get this wrong,
that in your rebuttal affidavit you indicated that you felt
Mr. Krieger had made a mistake in not adjusting his
comparison of passenger revenue per ASM for inflation?

A In making a historical comparison, yes.

Q He should have adjusted it for inflation?

A Well, in that particular context I thought he should
have.

Q Do you know -- how does the -- the company reports
changes or it's relative PRASM, you know, Passenger Revenue
per ASM and its SEC filings. Are you aware of that?

A Yes.

Q Do you know, did they adjust it for inflation?

A I don't know, as I sit here.

Q Would it surprise you if I represented that the answer to
that was no?

A No.

Q Do you think that's fundamentally mistaken?

A Well, it depends on what the purpose of the comparison
is. I think that, you know, if you use it for a relatively
short period of time, like the last quarter's yield, then --

Q How about year to year?
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THE COURT: Yes. I think that's an excellent idea.
Some people in here may feel that they're in a wide-bodied
jet and -- with no control over the heat. Please open a
window in the back if you can and we'll do the best we can to
try to get the government to do something about the heat, but
I won't comment any further.
CROSS-EXAMINATION

BY MR. SEHAM:
Q Mr. Kasper, good afternoon. My name is Lee Seham. I'm
counsel for the Professional Flight Attendants Association.
A Good afternoon, Mr. Seham.
0 Good afternoon. I have a few questions for you. I'll
try not to repeat any of the incisive questions that were
asked by ALPA counsel.

Now, you testified on direct that the airline industry
had just finished its worst period.
A Well, I —-- then I think I corrected myself to say I hope
it had finished. It had been through --
Q Okay.
A -—- the worst period.
Q Did you read the USA Today article this morning?
A I did.
Q And all the prognostications that this year might be a
very good one for the airline industry?

A I hope they're right. It may be a little early to get
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out the confetti.

Q And they describe that there had been a five percent
decrease in seats. Do you agree with that?

A The domestic market. That's correct.

Q And they quoted analysts saying that American and
Continental were positioned to make a profit this year.

A I saw that report, yes.

Q Okay. Do you disagree with that prediction?

A I don't generally do profit forecasts, but the people,
the analysts I've read, a couple of them seem to believe
that's the case and that seems to me that's certainly a
plausible possibility.

Q And there are American Airlines analysts citing a ten
percent growth in business travel last year and expecting
even higher growth this coming year. Do you agree with that
forecast?

A Again, I haven't made the forecast, but it has been my
experience that if the economy grows, that business travel
does tend to follow it.

0 Do you think those forecasts were unreasonable?

A I don't have an opinion as to their reasonableness.

Q And in reference to PRASM rate of six percent, that was
destined to go up in the coming year, do you have an opinion
as to the reasonable -- of that evaluation?

A The PRASM increase, year over year, was about six
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percent. I agree with that. I think whether it will go up
at that rate over the coming year will depend, on large
measure, on how restrained the airline industry, US airline
industry is in adding capacity. If they continue to show
restraint, I think it's quite possible. If they revert to
past practice and start adding capacity, then those forecasts
could be optimistic.

Q Did you review Mr. Steenland's declaration submitted in
this case?

A When he originally filed it, yes.

Q Do you recall him characterizing Southwest as undoubtedly
the most significant LCC?

A I don't, but I don't have any reason to disagree with
that.

Q You agree with that description?

A I think a carrier that size and a long history of success
would merit that kind of a description, yes.

0 And would you agree that without Southwest's fuel
hedging, that it would have made a very small profit, if any,
last year?

A I believe that's correct, yes.

Q Now Southwest is based in Texas?

A Correct.

Q And Continental is based in Texas?

A Correct.
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Q American Airlines is based in Texas?
A Correct.

Q And Northwest is based in Minneapolis?

A Yes.
Q In order to be a viable competitor, do you have to be in
Texas?

(Laughter.)

Q Would you agree with me that American Airlines and
Continental Airlines are more exposed to competition from
Southwest than Northwest?

A Yes, I believe that would be an accurate statement.

Q Is there any reason why, on the long haul, Northwest
would require a lower labor CASM than American and
Continental in order to be economically viable?

A Yes.

Q Why is that?

A Because they also generate a lower revenue premium than
those two carriers.

Q Are you talking about domestic?

A Well, domestic, yes.

Q Okay. And can you quantify that lower premium?

A I believe I have it in an exhibit. I believe Mr. Krieger
did, as well. Let's see. Give me a second. I will find it.
Sorry. We have a large set of exhibits, as you know.

Q It's being suggested that you might look at Exhibit 142.
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RASM and CASM numbers on a unit RASM and unit CASM, it is
helpful to do stage-length adjusting if you are trying to
compare one airline against another.

Q Well, if you're trying to ascertain the actual expense
that each airline has to contend with, stage-length
adjustment leads you away from that. Isn't that correct?

A I'm not sure I follow that question. Sorry.

0 Well, doesn't USAir have to contend with a much higher
CASM rate because it as so many short hops?

A Correct. But its RASM rate is typically also higher
because revenues also tend to be higher in short hauls.

Q Then why is it, in terms of the costs with which a
carrier has to contend, doesn't adjusting for stage length --
isn't that misleading?

A No, it isn't misleading, but again, this really depends
on what you want to use the comparison for. I mean, if you

look at the difference between RASM and CASM, you know, it's

negative in the case of Northwest. It's substantially
negative. It's positive in the case of Continental. It's
positive in the case of American. It's positive in the case

of Southwest. So I think, you know, whether you look at RASM
or CASM or you look more appropriately, perhaps, at the
margin, you would see that whatever Northwest's RASM is, it
is not sufficient to be profitable and I don't believe that,

you know, I've testified anything to the contrary.
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Q Okay. This chart indicates -- Mr. Akins's chart is
correct insofar as without the stage-length adjustment,
Northwest has the highest RASM?

A Domestic RASM. That's correct.

Q Okay. And what would be the impact of adding

1.195

international? Wouldn't that push their RASM up under both

charts?

A Well, no. It probably wouldn't because of the longer

stage lengths internationally, the average probably pushes

the RASM down a bit. I haven't done that, but my guess is

that's true.

Q Oh, assuming that you're adjusting for stage length on

the international routes, as well?

A I haven't done that calculation. I'd have to do that.

Q Okay. Well, if you were, if you were doing it without

stage-length adjustment, it would push Northwest higher up on

the charts by virtue of its long Pacific routes, correct?

A I think it's perhaps the other way around, that it be

stage-length adjusted.

Q I'm saying without stage-length adjustment.

A Yeah. I don't think it would help Northwest's position.

Q If you look at Exhibit 115 --
A Company Exhibit 1157
Q Yes. Your -- yes.

A Yes.
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Q You list a number of airlines. This i1s the LCC share of
all domestic 0&D passengers. Now, Vanguard, is that airline
still in business?

A No. Many of these airlines aren't. This is a list of
all of the airlines that were included in any of the years
shown in this chart.

0 Okay. Well, let me run through them very quickly. Is
Reno still in business?

A Reno was submerged into American Airlines, so it no
longer is an independent carrier.

Q And those pilots are now being paid on American
Airlines's contractual basis?

A Unless they've been laid off.

0 Okay. So there is no Reno as a low-cost carrier anymore?
A No more.

Q Okay. And there is no Vanguard anymore?

A Correct.

Q Is West Pacific still in business?

A No, it is not.

Q Is Air South still in business?
A Nope.
Q Is National still in business?

A It is not.
Q Is Eastwind still in business?

A No.
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Q Is AccessAir still in business?

A It is not.

0 Is Kiwi still in business?

A No.

Q Is ProAir still in business?

A No.

Q Is Independence Air still in business?

A No.

Q Is it fair to say that a very large percentage of this

increase from 1990 to 2005 is Southwest?

A A significant part of that would be Southwest. That's
correct.

Q Okay. In fact, Southwest has significantly more planes
than Spirit, Frontier, Virgin America AirTran, JetBlue,
combined, correct?

A I haven't tallied the fleet sizes, but it's certainly the
largest carrier right now by far, low-cost carrier.

Q Well, actually, I think you have tallied them. If you go
to Exhibit 122.

A Well, I can add them up if that's what you're asking.

Q Well, did the black bar --

A I think it's fair to say that the black bar for Southwest
is larger than the black bars of the others combined, which
is the current fleet bar, just for the record.

Q Okay. Now, on Exhibit 116 --
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A Yes.
Q Again, you list here, at the bottom, ten airlines that no
longer exist, correct?
A That's correct.
Q Okay. And this is, in terms of market penetration into
legacy carrier territory, this is not specific to Northwest,
is it?
A No, it is not.
Q Okay. In fact, the percentage would be lower if you
calculated based on Northwest's markets?
A The dark bar would be somewhat lower for Northwest.
That's correct.
0 Now, if you go to Exhibit 117.
A Yes.
Q With reference to the Chicago/Minneapolis market, AirTran
was driven out of that market by Northwest. Isn't that
correct?
A I don't know whether AirTran is still in that market or
not. I could check. I just don't know, as I sit here.
Q Isn't it true that AirTran has complained of predatory
pricing by Northwest in that market?

MR. LEITCH: Objection, Your Honor.

MR. SEHAM: 1If he doesn't know --

THE COURT: Sustained.

BY MR. SEHAM:
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Q Do you know how much ATA has reduced its fleet by?

A In percentage terms I don't, but it's a very substantial
reduction in their fleet size.

Q Now, with respect to Exhibit 122, you use aircraft orders
are a predictor of future airline growth, correct?

A Well, it's one measure of why I think the low-cost
carrier threat won't go away.

Q Would you agree with me that Independence Air had as many
as 179 aircraft on order when it ligquidated?

A I don't recall the exact number. They certainly did have
some aircraft on order.

0 You don't know whether it was more than five or more than
a hundred?

A Too many. No, I don't.

Q And they were all canceled?

A I assume they have all been canceled.

Q And ATA terminated leases of forty aircraft in 2005.
Isn't that correct?

A I know they canceled leases. If you say that's forty,
I'm happy to stipulate to that.

Q And one of Mr. Steenland's first orders of business in
1991 was to cancel significant airplane orders. Isn't that
correct?

A Mr. Steenland?

Q Yes.
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A In what period?

0 1991.

A I believe, at that point, he was not a Northwest
employee, if memory serves me correctly. He was a bankruptcy
-— or he was an attorney for Northwest, so I don't know
whether or not that's true.

Q Now, you say that Northwest, being accused of being a
spoiler, was a bum rap-?

A Yes.

Q Okay. But you're aware that that is the perception of
Northwest in the industry?

A I would say that I'm aware that some in the industry have
that view.

Q Northwest has been accused of sabotaging as many as
twelve price increases in the last year alone.

MR. LEITCH: Your Honor, can Mr. Seham maybe ask
questions -- if he's going to be talking about accusations,
at least some attribution or maybe find some relevance to
what -- any relationship Mr. Kasper's testimony is?

MR. SEHAM: If I may respond, in terms of qualifying
him as an expert witness, one of the things that was elicited
from this witness was that he followed the trade papers,
followed the news in the industry.

THE COURT: Overruled. You can answer.

THE WITNESS: Could you repeat the question? Sorry,
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Your Honor. Could you repeat the question? I lost it in the
exchange.

BY MR. SEHAM:

Q That there are trade papers in the airline industry that
have alleged that Northwest has sabotaged as many as twelve

price increases in 2005.

A I didn't see that particular report. It may or may not
be accurate. I think it's also fair to say that other
airlines have not gone along with it for a long time. I

think the carrier I would consider the prime spoiler, if
spoiler is, indeed, the right word, would be Southwest, which
has rather consistently refused to go along with price
increases.

Q But the inability of legacy carriers to increase fares
has repeatedly been attributed to Northwest's failure to go
along. Isn't that correct?

A By some.

Q Okay. Now, if you look at your Exhibit 123, this is your
stage-length adjusted mainline cost per ASM?

A Yes.

Q Is this a measure of relative competitiveness?

A Well, this is a measure of cost competitiveness.

Q And what's the difference?

A Well, this is focusing on cost and so, what this shows is

that right now, Northwest is at the very high end of the cost
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per available seat mile and that, as a result of its ask, it
would be much more in the -- its cost would be lower and
hence, more competitive with the carriers with whom it has to
compete.

Q And it's seeking a -- according to this, it's seeking a -

A Reduction.

Q A stage-length adjusted mainline cost level per ASM,
lower than all the legacy carriers, other than US Airways?

A That is -- would not -- and Delta. Delta is also lower.
Q Okay. Now, in terms of this reference in the footnote to
simple mean, the LCC average is computed as the simple mean
across Southwest, AirTran, JetBlue and Frontier and America
West?

A Correct.

Q Can you explain what you mean by simple mean?

A That simply took -- yes, I can. That means that I took
the stage-length-adjusted mainline CASM for each airline,
added them up and divided by the number of airlines.

Q Okay. So you made no adjustment for the fact that
Southwest has more planes than AirTran, JetBlue, Frontier,
all put together?

A That's correct. 1It's a simple arithmetic average. Had I
done what you said, the LCC average would be even lower.

Q Southwest has the highest paid flight attendants in the
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industry. Isn't that correct?

A I don't know if they're the highest paid, but they are
highly paid.

0 They're paid higher than Northwest, correct?

A I'd have to check.

Q And in your Exhibit 124, again, you use the simple
average, just using all the LCC airlines and dividing by the
number of airlines, correct?

A Correct.

Q Now, do you consider this chart, this labor cost per ASM,
as the most comprehensive measure of relative labor
competitiveness?

A Well, it is one measure of that.

Q Well, do you have an opinion as to what would be the most
comprehensive measure of relative labor competitiveness of
all these charts that you've submitted?

A Well, it depends on what you're trying to look at. If
the question is, are the wages and salaries comparable,
competitive, then you really need to look at average wages
and salaries or average compensation, which includes
benefits. If you want to look at whether or not a carrier's
labor cost is competitive, how competitive it is with other
carriers, then you would look at a labor CASM. That would be
one measure to look at that.

Q And is this stage-length adjusted, this chart?
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A This particular chart is not.
Q Okay. Why did you not adjust this chart to stage length?
A Well, the basic reason is that there is a very well-
established methodology for stage length and adjusting CASM
that goes back for probably forty-plus years to the system
developed by the Civil Aeronautics Board. There is not an
accepted or a well-accepted way of doing labor CASM
adjustments because in order to do it right, it's more
complicated than doing a total cost adjustment. There are
certain self-adjusting features to the labor CASM, but so
some of that is actually reflected there, anyway. For
example, you know, flight attendants on a longer flight fly
longer time, so that would be incorporated in the labor CASM.
So, but the -- you know, in terms of making expert
testimony, it's difficult if you don't have access to
detailed data on all the companies because they use labor in
a somewhat different mix, so it turns out to be a much more
complicated calculation and one for which there is no
accepted methodology that I'm aware of for doing it.
Q What is Southwest's labor cost per ASM?
A Southwest's labor cost per ASM? Let me see if I have any
notes on that. It's probably a little over three cents, I
believe. 3.2 cents.
Q So if Southwest, instead of using a simple average in

this chart, you actually used an average weighted towards
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number of employees, the LCC average would actually be
greater than the Northwest proposed average —-- excuse me,
proposed labor ASM?

A It would be higher. Whether it would be higher than
Northwest, I don't know. I haven't done that calculation.
Q Well, wouldn't you agree that Southwest has more planes
than AirTran, JetBlue and America West put together?

A It does.

Q Now, looking at Exhibit 125 --

A Yes.

Q Here, too, Northwest's proposals, we give it the lowest
average annualized compensation per employee of any network
carrier, other than US Airways, correct?

A That is correct.

Q Okay. 1In fact, US Airways has the highest unit costs of

any legacy carrier. Isn't that correct?
A Unadjusted, I think that is correct. 1In response to your
earlier question, I guess I should -- as I said, when we went

through this chart originally, the United number here will
come down. I Jjust don't know how much because this still
includes, on the benefits side, pension costs that we know
won't be there because the plans are terminated. Basically,
it's because of reporting requirements. That's an historical
anomaly. So it's possible that Northwest costs will be --

United's costs may be -- end up being a bit lower than
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Northwest.
Q Now, here again, you use a simple mean for the LCC
average?
A That's correct.
Q Okay. And here, you use eight carriers, correct?
Southwest, Frontier, America West, Spirit, AirTran, ATA and
JetBlue?
A Correct.
Q And Southwest has about as many aircraft as all those
other carriers combined. Isn't that correct?
A I believe that would be about right.
Q If this was weighted on numbers of aircraft or number of
employees, the LCC average would go up substantially. Isn't
that correct?
A It depends on what Southwest's average annualized
compensation per employee is. Assuming it was higher than
the others, it would go up somewhat. I just don't recall, as
I sit here, whether it is or it isn't.
Q You have no insight onto the relative wage compensation
of Southwest, vis a vis the other LCCs?
A I don't recall, as I sit here, what it is. I suspect it
is somewhat higher.
Q Okay. Now, you use a spread of eight LCCs in your
Exhibit 125 and you use four LCCs in 124. Can you explain

why you shifted from four to eight?
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A Well, let's see.

Q Well, actually, let me retract the question for a second,
to make it more comprehensive. You use five in Exhibit 123.
You use four in Exhibit 124. You use eight in Exhibit 125.
Then you use eight again in Exhibit 126. Can you explain why
you're changing the numbers of LCCs in each one of these
graphs?

A Well, let's see. I believe the difference between
Exhibit 123 and 124, I would have to go back to be sure, but
my recollection is that there may have -- Frontier may not
have reported in time for it to be included in all aspects.
Sometimes, the reports filed with DOT are incomplete, and so
they sometimes file for some and the data is available for
some aspects and not others. I'd have to check, but I think
that might be it.

Q I guess, beyond Frontier, I guess in comparing 124 and
125, you have twice the number of carriers in 125.

A I know is 120 -- I know we've had problems with having
ATA data reported consistently, so we tend to use them where
they're available and if they're not available, we can't use
them. To the best of my recollection, that's the
explanation. I'd really have to go back and look at these.
Q Okay. Well, do you have any explanation for the
exclusion of the other three carriers?

A Which other three would those be?
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Q Well --

A Let me see 1if I can simplify. My recollection is that we
included the data when it was available and if it wasn't, we
didn't. Beyond that, I'd have to go back and look.

Q Okay. Exhibit 127, that is not stage-length adjusted,
correct?

A Correct.

Q And under Northwest's proposal, it will be significantly
lower in terms of unit labor costs than even Delta's
bankruptcy-prompted unit labor cost level, correct?

A It would be below Delta, yes.

Q Well, will Delta -- have you reviewed Delta's filings?
Are you familiar with the Delta case?

A Yes, I am.

Q Okay. Do you think Delta will be able to emerge from
bankruptcy if it obtains these unit labor costs, will it be
able to emerge as a viable competitor in the airline
industry?

A I believe it will.

0 Go to Exhibit 128.

A Yes.

Q Okay. Again, you're using a simple average across those
seven carriers, the seven LCC carriers?

A That's correct.

Q And there again, Southwest would have more aircraft and
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employees than the other, I think six carriers combined,
correct?

A Yeah. Well, it would be close.

Q Okay. And Southwest has significantly higher wages than
the other six carriers, in terms of their averages, compared
to Southwest's level?

A They are higher. As I sit here, I don't recall
specifically how much higher.

Q Now, the LCC average increased about ten percent,
correct?

A Yes.

Q What do you attribute that to?

A Well, the LCCs, unlike the legacy carriers, have been
profitable and so, they've obviously been in a position to
pay more and, in some cases, have done so.

Q They don't have any employees or they have very few
employees who would be ready to retire. 1Is that correct?

A With the exception of Southwest, which has been around
now for thirty years, I think it's probably fair to say that
the low-cost carriers would tend to have a more junior work
force than the typical legacy carrier.

Q Isn't it true that legacy carriers or network carriers
could be said to be poised on significant labor cost savings
when their senior employees start retiring?

A Well, that depends on a number of assumptions. That
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assumes they're still in business, that they come up with a
viable plan and then, you would have to look at the
distribution. I know that they have topped -- many of the
employees that are still employed are at the top of scale.
What I don't know is where they are in an age distribution
sense, so except that they would be somewhat more senior than
low-cost carrier work forces.

Q Take the recent example of United Airlines. United
Airlines went through a downsizing through the 1113 in
bankruptcy process, correct?

A Correct.

Q Okay. And they furloughed many thousands of employees?
A Correct.

Q And you're aware that just recently, United has stated
that it will begin hiring as many as 2,000 flight attendants
off the street.

A I am aware of that.

Q And that is going to greatly reduce their average labor
unit cost. Isn't that correct?

A Well, it would reduce their -- I would expect that. If
they indeed do hire 2,000 to reduce the average, certainly
the average salary and compensation of flight attendants
because you would have a group coming in at the bottom of the
scale. I think it would probably have less effect on the

overall labor cost, simply because it's only a piece of that.
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Q Can you turn to Exhibit 1317

THE COURT: How much more do you think you have?

MR. SEHAM: It could be a good forty minutes to an
hour.

THE COURT: All right. Well, then we should stop at
an appropriate point. Perhaps this is the point.

MR. SEHAM: This would be a fine point.

THE COURT: All right. We'll adjourn, then, until
tomorrow at ten o'clock. Thank you very much.

(Proceedings adjourned at 5:07 p.m.)
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