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Is It Too Late For USAirways To Avoid Bankruptcy? 

 
USAirways President and CEO, David Siegel, says he will apply for $1 billion in loan guarantees 
from the federal government--a facility made available after the terrorist attacks of September 11, 
2001 grounded planes for a week and plunged the industry into financial chaos. With evidence 
mounting that loan guarantees are very far from a sure thing, Siegel says he may be forced to 
place USAirways into Chapter 11 bankruptcy protection, an act that has doomed nearly every 
airline that has tried it. 
 
USAirways has struggled in the aftermath of September 11, hurt particularly by the extended 
closing of Ronald Reagan National Airport in Washington, DC.  But the airline was in trouble 
well before September 11, and management has for too long failed to address its real problems.  
As Siegel points out, USAirways now must cut costs by nearly $2 billion a year just to regain the 
hope of a profit in the current environment. 
 
Employees may be forgiven their shock at learning the amount of cost savings that will come 
from them.  Management failed miserably to accomplish its duty to USAirways’ stakeholders 
over the last 10 years or more--it is no easy feat to transform any organization from an industry 
star to the industry's acknowledged basket case.  Literally insolvent, with the highest relative 
costs of any airline, no clear strategic plan and no competitive advantage or niche, USAirways is 
stumbling toward collapse.  Despite wide acknowledgement of these facts, the pilots still don’t 
get it.  Union spokesman Roy Freundlich had this to say on the matter: 
 
“Management has proposed an average of approximately $595 million per year of pilot cost 
reductions, which includes cost reductions in pension and other benefits, wages and 
productivity…. After reviewing the Company’s financial data and proposed pilot cost reductions, 
ALPA has determined that the Company is asking for more than is necessary for pilot 
contribution.  However, the MEC recognizes the need for concessionary negotiations, and today 
unanimously passed a resolution directing the Negotiating Committee to negotiate…with US 
Airways management” 
 
Management finally awakens, the pilots suggest negotiations; and, it appears they see no 
downside to intransigence.  "I’ve been around this process for awhile," added Freundlich. "It is 
not all that uncommon [for management to] overstate the initial request and then engage in a 
bargaining process."   He is wrong.  USAirways must indeed reduce employee costs by $1 billion 
annually.  That could likely entail cutting actual employment another 25 percent, with the 
survivors receiving about 40 percent less in total compensation, including benefits and pension 
contributions from the airline. 
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Airfares continue to trend lower and USAirways’ revenues are at levels not seen since 1992.  
Passenger counts for April were off an average 15 percent--USAirways' count was 22 percent 
lower; Southwest's traffic was down less than 8 percent.  USAirways carried 134,700 passengers 
a day through April, while Southwest Airlines averaged 164,700 passengers each day.  Those 
30,000 additional passengers provide $2.4 million in daily revenues for Southwest Airlines and 
spell a large part of the difference between Southwest Airlines' anticipated profit for the full year 
and USAirways' certain loss.  USAirways’ future holds fewer passengers, lower revenues, and 
fiercer competition from airlines with strategic advantages running the gamut from 50 percent 
lower operating costs, to global route networks with access to twice the number of customers.  
USAirways continues to diminish what was, till now, its one strength--a commanding share of the 
business and leisure travelers in the Eastern United States.  Outside of two fortress hubs, 
customers are steadily departing for more stable airlines that provide service at least as good, and 
often better than USAirways. 
 
While the airline’s employees may realize that the future is now, they must also recognize that it 
is exceedingly short term.  Only months remain for USAirways to get its act together, ruthlessly 
pare costs, reconfigure its fleet and route system to emphasize its Eastern US and Caribbean 
market strengths, and emerge at a size where stable cash flow comfortably exceeds operating 
expenses.  Everything, from maintenance to baggage handling to reservation booking to fuel 
consumption, must be less costly and more productive. The formula is not magic.  USAirways 
can attempt to attract and transport 60 million passengers yearly on about 300 planes and fail.  Or, 
it can restructure to carry 40 million passengers on 200 planes profitably.   
 
Instead of tough actions all know must be taken, management and labor wage a war of words. 
Press conferences and lobbying efforts won’t persuade the federal government to throw good 
money after bad.  Unless USAirways delivers $1.9 billion in cost cuts, the government can’t 
approve the application, for without those savings there is no hope for profitability in 
USAirways’ future.  Pilots and flight attendants are just the most militant anti-concessionists; 
other unionized employees seem convinced as well that revenue growth, rather than cost cutting, 
is the way to go.   
 
But without the cost cuts there will be no loan guarantees; without the guarantees there are no 
financing options available to the airline.  The only option will be bankruptcy.  Perhaps both sides 
believe bankruptcy is the only practicable measure remaining to them. 
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