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Washington — Delta Air Lines needs a deep financial restructuring not just to get out of bankruptcy court but to survive afterward, a consultant told arbitrators on Wednesday.
"It isn't just about getting yourself out of bankruptcy, which we can do," said Timothy Coleman, senior managing director of the Blackstone Group. "It's about getting out and staying out and being able to operate on a viable basis."

He testified on the third day of an unusual hearing on Delta's request for a new round of deep pilot pay cuts and other concessions as part of its turnaround plan. A three-man arbitration panel is to decide whether the airline should be allowed to void the current pilot contract and impose new cuts.
The pilots union is resisting the demands and threatens to strike if cuts are imposed.

Coleman said Delta needs to have a cost structure comparable to competitors so it can afford to keep ticket prices low. He provided a list of 11 airlines that filed for bankruptcy since 1982 but ultimately had to liquidate or be sold.

"Delta has to get itself to a point where it's not just relying on outside capital," Coleman said. "The liquidity they have right now is really borrowed liquidity."

Earlier Wednesday, Delta's top finance executive said the airline's cash reserves are better than expected, despite the carrier's inability so far to win more than $300 million in concessions from pilots.

A pilots union attorney got Chief Financial Officer Ed Bastian to admit that the bankrupt carrier is showing improvement in some financial measures. But Bastian also argued the airline won't be viable without pilot concessions.

"The bottom line is Delta is in a battle for its survival," said Bastian, adding that the airline needs "every penny" of pay cuts and other savings.

Delta wants $305 million in annual concessions for four years, including an 18 percent pay cut. The Air Line Pilots Association has proposed concessions it says average $140 million annually. Delta has also offered pilots a $330 million long-term IOU after the airline emerges from bankruptcy if their pension plan is terminated. Delta says ALPA has asked for a $1 billion note, but the union says the value hasn't been determined.

Under an interim deal in December that suspended Delta's motion to void the pilots' contract in bankruptcy court, the sides had until March 1 to reach a long-term contract agreement or submit to arbitration.

Attorney Bruce Simon also asked Bastian if he's heard that President Bush threatened to veto pension reform legislation if it includes airline-specific relief that Delta hopes will allow it to avoid the termination of most employees' pensions.

"I'm aware he said that," said Bastian. But he added after a pause, "I'm not sure that will help or hurt the process," in an apparent reference to the president's diminished influence on Capitol Hill.

Coleman, the financial consultant, said Delta's long-term prospects are still shaky.

"This slide says it all," he said, referring to a comparison of airlines' projected ability to generate cash from their operations in 2007. AirTran Airways, Delta's largest rival at Hartsfield-Jackson Airport, was at the head of the list, with a 24 percent operating cash margin.

Delta was in the middle of the pack, with a 15.6 percent margin if it gets the pilot concessions it seeks and a 14.2 percent margin under ALPA's proposal. Last year Delta's margin was 4.7 percent, at the bottom of the list.

Such a large gap means AirTran can afford to undercut Delta on fares, Coleman said.

"If [Delta] can't get up in [AirTran's] range, they die" in the long run, said Coleman.

Blackstone is charging Delta $200,000 a month plus a fee of $10.5 million for its services, Coleman said.

ALPA Chairman Lee Moak criticized such projections as "fuzzy math at best" to support Delta's concession demands. He said Southwest had the second-highest margin in Coleman's chart but also has the most unionized work force and highest-paid pilots.

"What's the difference?" asked Moak. "It must be something in the management ranks, I would suggest."

The Associated Press contributed to this article.

