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UNITED STATES BANKRUPTCY COURT 
NORTHERN DISTRICT OF ILLINOIS 

EASTERN DIVISION 

 
In re: 
 
UAL Corporation, et al., 
 
    Debtors. 
 

) 
) 
) 
) 
) 
) 
) 
) 

Chapter 11 
 
02 B-48191 
(Jointly Administered) 
 
Honorable Eugene R. Wedoff 
 
Hearing Date: February 18, 2005 at 10:30 a.m. 

 

CONDITIONAL OBJECTION OF AIR LINE PILOTS ASSOCIATION, 
INTERNATIONAL TO CONFIRMATION OF DEBTORS’ FIRST AMENDED 

PLAN OF REORGANIZATION, RESERVATION OF RIGHTS, AND 
OBJECTION TO MANAGEMENT EQUITY INCENTIVE PROGRAM 

[Relates to Docket No. 13277] 

Air Line Pilots Association, International (“ALPA”), the exclusive collective 

bargaining representative of United’s pilots, files this conditional objection to confirmation of 

the Debtors’ First Amended Plan of Reorganization (“Debtors’ Plan”), reservation of rights, and 

objection to the Debtors’ Management Equity Incentive Program (“MEIP”) as proposed under 

the Plan, and respectfully states as follows: 

INTRODUCTION 

1. ALPA files this conditional objection because the Debtors’ Plan and 

supporting documentation as set forth in the Plan Supplement contain provisions that are 

inconsistent with the restructuring agreements negotiated by ALPA and the Debtors during the 

bankruptcy.1  In addition, ALPA reserves its rights with respect to Article XIV, of the Debtors’ 

                                                 
1 The ALPA Restructuring Agreement (May 1, 2003) is Exhibit 18 to the Plan Supplement.  The 

Amended ALPA Restructuring Agreement (January 1, 2005) is Exhibit 19 to the Plan Supplement.  See 
also Debtors’ Plan, Article I, Section D (211) (defining the Section 1113 Restructuring Agreements).  All 
references to “Exhibits” are to Exhibits to the Plan Supplement. 
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Plan to the extent inconsistent with the ALPA Collective Bargaining Agreement and the 

exclusive jurisdiction of the arbitral board, regarding arbitrations under the Collective Bargaining 

Agreement. 2  Finally, ALPA objects to the MEIP proposed under the Debtors’ Plan because the 

proposed equity grant is excessive and insensitive in light of the substantial wage and benefit 

reductions (including the termination of the pilots’ defined benefit plan) sustained by the pilots 

during the reorganization, and therefore constitutes an unreasonable payment for services in 

connection with the Debtors’ Plan. 

BACKGROUND 

2. ALPA and United reached two agreements modifying the pilots’ 

Collective Bargaining Agreement over the course of the reorganization.  The first, the ALPA 

Restructuring Agreement (May 1, 2003), was approved by the Court on April 30, 2003. [Docket 

No. 2255].  The second, the Amended ALPA Restructuring Agreement (January 1, 2005) 

(together the “Agreements”), was approved on January 31, 2005. [Docket No. 9933].  The 

Agreements contain compensatory terms in consideration for the cost savings negotiated by the 

parties, as well as other provisions that support the substantial contribution of the pilot group to 

United’s reorganization.  See e.g., Transcript, January 21, 2005 Hearing, p. 18.  Among other 

provisions, the Debtors agreed that their reorganization plan would contain certain terms, 

including a distribution of equity, securities or other consideration provided to the general 

unsecured creditors, and for the issuance of convertible notes.  See Exhibit 18, Letter of 

Agreement 03-07, p. 439-40; Exhibit 19, pp. 11-13, 14 (attachments).  In addition, the 

Agreements provide for the continuation of an ALPA-designated member of the company’s 

Board of Directors.  See Exhibit 18, Letter of Agreement 03-18, p. 470. 

                                                 
2 See Debtors’ Plan, Article I, Section D (51) (defining Collective Bargaining Agreement). 
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CONDITIONAL OBJECTION 

3. The Debtors’ Plan contains terms and proposed implementing 

documentation that are inconsistent with the provisions of the Agreements.  First, the Debtors’ 

Plan provides for New UAL Convertible Employee Notes, including convertible notes for the 

benefit of the pilots, with respect to the 2005 labor cost savings negotiated by the parties.  See 

Debtors’ Plan, Article I, Section D (136). Exhibit 41 to the Plan Supplement is a draft Indenture 

between UAL Corporation and United Air Lines, Inc. to the Bank of New York Trust Company 

as Trustee, for the issuance of the pilot convertible notes.  The draft indicates that it is still 

subject to ongoing negotiations. ALPA has informed United that the proposed indenture is 

inconsistent with the parties’ Agreement in several respects, each of which remains unresolved.3  

ALPA is hopeful that these issues can be resolved in the continued negotiations over the terms of 

the Indenture. 

4. In addition, Article VI, Section P of the Debtors’ Plan states, among other 

things, that the classification and composition of the board of directors of the Reorganized UAL 

shall be consistent with the Reorganized UAL Charter and by-laws and that each such director 

shall serve pursuant to such Charter, by-laws or other constituent documents.  Exhibit 35 to the 

Plan Supplement contains United’s Restated Certificate of Incorporation.  Section 8.1 of the 

Restated Certificate provides for the voting rights of the Pilot MEC Preferred Stock.  This 

section erroneously describes the term of the parties’ agreement (as set forth in Exhibit 18, Letter 

of Agreement 03-18) with respect to such voting rights.  Specifically, the draft charter provides 

that such rights are terminable “when the letter agreement between [UAL] and ALPA dated as of 

                                                 
3 ALPA also reserves the right to object to the selection of The Bank of New York as the Trustee 

under the proposed indenture. 
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May 1, 2003 no longer provides that ALPA has the right to appoint a director of the 

Corporation. . . .”  As the parties would engage in collective bargaining over any amendment or 

modification once such Agreement becomes amendable pursuant to the Railway Labor Act, 45 

U.S.C. § 151, et seq., the Restated Certificate should reflect the parties’ bargaining obligations.  

Accordingly, the charter provision should state that such voting rights terminate when “the 

collective bargaining agreement between the Corporation or any of its Affiliates and ALPA has 

been amended by the parties so that such agreement no longer provides” such right. ALPA has 

provided Debtors with the foregoing revised language, but the Debtors have yet not corrected the 

Restated Certificate.  ALPA is hopeful that this issue can be resolved in further negotiation. 

5. As set forth in Letter of Agreement 03-07 of the ALPA Restructuring 

Agreement, the Debtors are obligated to provide for a distribution “upon the effective date of” 

their Plan, of a pro rata share of the equities, securities or consideration provided to unsecured 

creditors for the benefit of the pilot group.  Exhibit 18, p. 439.  The Debtors’ Plan provides for 

the issuance of New UAL Common Stock to the class of unsecured creditors, and for a pro rata 

distribution of such stock for the benefit of the pilot group.  See Debtors’ Plan, Article I, Section 

D (16) (describing the ALPA Distribution).  However, United has now informed ALPA that it 

may need to withhold a substantial portion of the pilot distribution for a period of 30 to 60 days 

in order to complete systems programming and to raise cash to pay tax withholding.  Under any 

such delay, all other parties to the stock distribution would be entitled to trade new UAL stock 

for 30 to 60 days before the pilots receive their stock.  ALPA has informed United that any such 

delay would be contrary to the parties’ Agreement.  The Agreement contains no provision 

permitting such delay, and United cannot unilaterally change the terms of the Agreement to suit 
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administrative or other convenience.  ALPA and United are continuing to discuss possible 

solutions to this issue that will not require any delay in the pilot distribution. 

SECTION 1113(f) REQUIRES ADHERENCE TO THE PILOTS’ CONTRACT 

6. Section 1113(f) of the Bankruptcy Code provides that “[n]o provision of 

[Title 11] shall be construed to permit a trustee to unilaterally terminate or alter any provisions of 

a collective bargaining agreement prior to compliance with the provisions of this section.”  11 

U.S.C. §1113(f).  See Shugrue v. Air Line Pilots Association (In re Ionosphere Clubs, Inc. ), 922 

F.2d 984, 989-91 (2d Cir. 1990).  Thus, a debtor may not unilaterally alter any provision of a 

collective bargaining agreement absent compliance with the statutory terms for rejection of a 

labor agreement.  The Debtors may not unilaterally change the terms of the ALPA Restructuring 

Agreement or the Amended ALPA Restructuring Agreement through their reorganization plan.  

In the absence of conforming changes to the Revised Certificate and the Indenture, and unless 

United desists from its apparent plan to delay distribution of some portion of the stock to be 

distributed to the pilot group, United will be in violation of Section 1113(f).4 

7. Accordingly, absent corrective actions, the Debtors’ plan will not comply 

with the applicable provisions of Title 11, nor will United, as plan proponent, be in compliance 

with the applicable provisions of Title 11.  The Debtors’ plan will thus contravene the 

confirmation requirements of the Bankruptcy Code under Sections 1129(a)(1) and (2), 11 U.S.C. 

§§1129(a)(1),(2). 

                                                 
4 In addition, under the Amended ALPA Restructuring Agreement, ALPA may terminate the 

Agreement for, among other things, the filing or confirmation of a plan of reorganization which contains 
any material term that is materially inconsistent with the restructuring agreements, or proposes a capital 
structure or ownership structure that is not reasonably acceptable to ALPA, in the absence of a cure by the 
Debtors.  See Exhibit 19, p. 6.  The Debtors would violate Section 1113(f) whether or not this provision 
of the Agreement is invoked by ALPA.  ALPA prefers that the Debtors cure the defects set forth above 
rather than compel ALPA to exercise its termination rights. 
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RESERVATION OF RIGHTS 

8. Article XIV of the Debtors’ Plan provides for the retention of jurisdiction 

by the Bankruptcy Court over various matters, subject to the proviso that “ordinary course 

prepetition grievances shall continue to be processed pursuant to the terms of the applicable 

Collective Bargaining Agreement.”  Because the proviso is limited to “pre-petition grievances,” 

ALPA reserves its rights with respect to any other grievance or arbitration, to assert that such 

grievances or arbitrations should proceed under the terms of the parties’ Collective Bargaining 

Agreement, in the event that the Debtors were to assert otherwise.  The Railway Labor Act 

requires that carriers establish and maintain arbitral boards to hear and determine contractual 

disputes, and that any dispute which “arguably” involves the application or interpretation of a 

collective bargaining agreement must be submitted and resolved in arbitration.  Consolidated 

Rail Corp. v. Railway Labor Executives’ Ass’n, 491 U.S. 299, 306-07 (1989); IAM v. Central 

Airlines, Inc., 372 U.S. 682, 685-86 (1963); Brotherhood of Locomotive Eng’rs v. Louisville & 

N. R.R., 373 U.S. 33, 38 (1963) (RLA’s arbitration process is “a mandatory, exclusive and 

comprehensive system for resolving grievance disputes”).  The Debtors cannot alter these 

mandatory, contractual dispute resolution procedures through their reorganization plan and 

ALPA reserves its rights accordingly. 

9. In addition, ALPA reserves its right to amend or supplement its objection 

herein to the extent that any provisions of the Debtors’ Plan or supporting documents are 

modified or amended in a manner that adversely affects ALPA’s rights. 

ALPA OBJECTS TO THE MEIP AS CURRENTLY PROPOSED 

10. United proposes a generous Management Equity Incentive Plan as part of 

its emergence from bankruptcy. As proposed under the Debtors’ Plan, some 10,000,000 shares of 
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shares of common stock, options or other rights to acquire shares would be issued under the 

MEIP, plus an additional 8,750,000 shares, which would be reserved for future distribution.  The 

grant is intended for “officers and key employees” as determined and compensated under the 

plan by a committee of the Board of Directors.  See Exhibit 32 to the Plan Supplement.  At an 

estimate of $15 per share under the valuation analysis included in the Plan, see First Amended 

Disclosure Statement for Reorganizing Debtors’ First Amended Joint Plan of Reorganization, p. 

190-191, the proposal to provide management over $281 million in UAL stock is extravagant by 

any standard.   

11. United’s bankruptcy has exacted a severe toll on the pilots and other 

employee groups.  Steep wage cuts and other benefit reductions, termination of the pilots’ 

defined benefit pension plan, and the prolonged bankruptcy stay have fractured morale.  An 

equity grant of this scope to selected executives and managers is wholly disproportionate to the 

very real sacrifices made by the pilots during the course of this case.  See In re U.S. Airways, 

Inc., 329 B.R. 793, 799 (Bankr. E.D. Va. 2005) (bankruptcy court notes that the “most 

compelling” objection to management bonus and severance program is employees’ objection 

“that it represents a betrayal of the principle of ‘shared sacrifice’”). 

12. Confirmation of the Debtors’ Plan requires that any payment made by the 

proponent “for services or for costs and expenses in or in connection with the case” is subject to 

approval by the court “as reasonable.”  11 U.S.C. § 1129(a)(4).  Given the severe impact of the 

reorganization on the pilots and other employees, ALPA submits that the MEIP, as currently 

proposed under the plan, is excessive and has effect of insulating United’s executives and 

management from the consequences of a reorganization that has deeply affected all other 

stakeholders.  See In re U.S. Airways, Inc., 329 B.R. at 797 (criticizing “key employee” plans as 
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an “inherently unseemly” effort to “insulate the executives from the financial risks all other 

stakeholders face in the bankruptcy process”).  To the extent that United desires to provide 

appropriate and reasonable incentives to its management as part of its emergence from 

bankruptcy, such incentives should reflect the realities of the case.   See In re America West 

Airlines, Inc., 171 B.R. 674, 677-8 (Bankr. D. Az. 1994).5 

                                                 
5 ALPA notes that the Official Committee of Unsecured Creditors (the “Committee”) has filed a 

preliminary objection based upon the MEIP currently proposed in the Plan.  See Preliminary Objection of 
the official Committee of Unsecured Creditors to Debtors’ Proposed Management equity Incentive Plan 
[Docket No. 13767].  ALPA hereby reserves its right to modify this portion of its objection upon review 
of any objection filed, or settlement adopted, by the Committee. 
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CONCLUSION 

For the foregoing reasons, ALPA respectfully submits that confirmation of the 

Debtors’ Plan be conditioned upon the foregoing revisions and reservations of rights and that the 

MEIP be disapproved as unreasonable.  

Dated: December 12, 2005 

Respectfully submitted, 

/s/ Babette A. Ceccotti  
Babette A. Ceccotti (#90785976) 
COHEN, WEISS AND SIMON LLP 
330 West 42nd Street, 25th Floor 
New York, NY 10036 
(212) 563-4100 (telephone) 
(646) 473-8227 (facsimile) 
 
 - and - 
 
Stanley Eisenstein 
KATZ, FRIEDMAN, EAGLE, EISENSTEIN 
& JOHNSON 
77 West Washington Street, 20th Floor 
Chicago, Illinois 60602 
(312) 263-6330 (telephone) 
(312) 372-5555 (facsimile) 
 
Attorneys for Air Line Pilots Association, 
International 


