The original documents are located in Box C44, folder “Presidential Handwriting,
7/20/1976 (3)” of the Presidential Handwriting File at the Gerald R. Ford Presidential
Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON LOG NO.:
Date: July 20, 1976 Time:
.
et
FOR ACTION: Jack Marsh RIS S S SISO
e Phil Buchen Brent Scowcroft
Jim Cannon - David Gergen

Max Friedersdorf
. Bill Seidman
FROM THE STAFF SECRETARY

DUE: Date: Thursday, July 22 Time:  2:00 P.m,

'SUBJECT: . -

Lynn memo (7/19) re: Proposed Aviation Noise
Policy Statement ' :

.-ACTION REQUESTED:

For Necessary Action — X For Your Recommendations
~—— Prepare Agenda and Brief Draft Reply
For Your Commments Draft Remarks

REMARKS:

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

I you have any questions or if you anticipate a
delay in submitting the reguired mecterial, please Jim Connor
televhone the Staif Secretary immediately. " . For the Pre sident

Digitized from Box C44 of The Presidential Handwriting File at the Gerald R. Ford Presidential Library



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

[ 4
. WASHINGTON, D.C. 20503

JUL 19 1976
ACTION
MEMORANDUM FOR: THE PRESIDENT
FROM: Jame%ynn
SUBJECT: . j’Proposed Aviation Noise Policy Statement

Secretary Coleman wishes to issue an aviation noise policy statement
as soon as possibie. He proposes to announce a major new program to
curb aircraft noise and stimulate new plane production. The following
discussion covers the background of the aviation noise issue, presents
options concerning what the policy statement should say, and discusses
the financing choices associated with one of the options.

A.

Issuance of Statement

Background

The extent of the aviation noise problem varies widely,
basically depending upon proximity of residential areas to
airports (e.g., LaGuardia Airport in New York causes
annoyance to over a million people, Dulles to 3,500). 1In
all, about six million people are significantly affected
by airport noise.

For several years environmental groups and airport-adjacent
residents have pushed for federal aircraft noise reduction

~action. Their ranks have recently been joined by local

airport authorities who are liable for noise damages and
have lost several damage suits.

The main federal action to date has been issuance of noise
standards for new aircraft in 1969. However, given the
longevity of jet aircraft, over 75% of the current air
carrier fleet does not meet the standards.

For purposes of considering the noise problem, aircraft
can be divided into three groups:

| 1) The original jets (e.g., B-707 and DC-8 types which are

the noisiest) made before the issuance of federal standards.
These aircraft make up about 25% of the commercial jet fleet.
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'2) Later versions (e.g;, B-727, DC-9) which are less noisy

but still don't meet the 1969 standards. About half of
all airline planes are in this category.

3) Most recent model types, such as the B-747 (wide body),
and later model B-727s and DC-9s which comply with the
federal standards. These make up the remaining 25% of the
Jjet fleet.

There are many ways to reduce aviation noise which are practiced
to different degrees at present. Chief among them are:

1) Imposition of a jet ban or night curfew (e.g., such as at
Washington National). This is the most effective methed,
but is not widespread due to the service reduction and
accompanying financial loss it can entail.

2) Operational techniques such as earlier power reduction on
takeoff (e.g., Northwest reduces power at 1,000 instead of
the usual 1,500 feet), runway use adjustments, schedule
adjustments to avoid the use of the noisiest types of planes
at close-in airports (e.g., at LaGuardia Airport, use of
B-707 and DC-8 planes is prohibited).

3) Land purchase, sound proofing buildings and local zoning
measures.

4) Retrofit of existing aircraft engines with sound-absorbing
material or replacement of the engines with quieter ones.

5) Retirement of the o]der, non-standard meeting aircraft and
replacement with new, quieter airplanes.

Options

There are three major courses of action regarding what basic
policy statement should be issued. The options differ in the
emphasis they place on the noise reduction methods stated above.
The options are:

1) Issue the statement and include in it a 6-10 year, $3.5
billion program funded mainly by an environmental surcharge.
This would stimulate additional private sector financing to
replace the noisiest aircraft with new technology and retro-
fit some of the later model planes to meet the 1969 standards.

2) Defer making a policy statement for a few weeks to permit a
paper to be presented to you which compares the costs and
effectiveness of various noise abatement options.
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-'3) Issue a policy statement which 1imits the federal regula-
tory role to that which is attainable within the airlines®
own resources.

Discussion of Options

Option #1--This option would require most commercial aircraft
operating in the U.S. to meet the 1969 noise standards within

6-10 years. It is intended that the oldest, noisiest jets
(B-707s, DC-8s) would be replaced with a new, higher technology
aircraft while the later model, non-standard planes (e.g., B-727s,
DC-9s) would be retrofitted with sound absorbing material. The
statement would also delineate the responsibilities of state and
local authorities for taking certain actions (e.g., zoning) to
limit aircraft noise exposure. A fuller discussion of this option
can be found in Attachment A, prepared by DOT.

Key arguments in favor of this option are:

-- It would significantly lower aircraft noise levels over 4-10
years and take action on the long standing noise problem.

-- By taking affirmative federal action on the noise problem, it
could ease the pressure on local airport authorities to
establish curfews and other operating restrictions which, if
widespread, would be disruptive to air travel.

-- Replacing the noisiest aircraft would create sizable orders
for new aircraft and could stimulate airframe manufacturers
into launching new, advanced aircraft types with improved
fuel efficiency as well as quieter engines. Employment in the
aerospace industry would also rise substantially and the
competitive advantage of U.S. manufacturers would be enhanced.

-- Local authorities could undertake land pufchases, zoning regula-
tions and other noise abatement steps with a definitive,
long-term federal noise control policy with which to plan.

Option #2--This option would delay issuing a policy statement

until a decision paper could be prepared which presented you with

the full range of noise reduction options available. The paper
would discuss the relative costs and benefits of options such as:

1) retrofit of all non-standard aircraft so as to achieve compliance,
2) retrofit of the noisiest set of aircraft only, 3) use of operating
techniques and limited curfews at the most serious problem airports,
4) establishment of a noise pollution tax which escalates with the
degree of noise an aircraft emits.
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.Factors in favor of this option are:

-- In its present form Option #1 has no quantification of the
benefits expected to be achieved and no comparison of the
replacement/retrofit option with other measures which could be
taken. It may be advisable to consider all viable options
before endorsing a particular course of action.

-- Some of the other approaches to noise reduction may be more
cost effective than Option #1. For example, if all non-standard
aircraft were retrofitted it would cost only 1/4 to 1/3 of
Option #1 and yet also provide significant noise relief.
Further, Option #1 would devote 90% of the noise reduction funds
on planes which account for only 10% of the operations at
noise-problem airports. The non-hardware noise reductioh
methods available also appear to offer substantial noise reduc-
tions. The use of curfews, for example, could be effective and
not too disruptive if used selectively. However, the costs of
these methods have not been fully identified.

~ -~ Options such as initiation of a noise pollution tax on non-
standard aircraft and imposition of partial curfews have the
advantage of being able to be tailored to local needs and
wishes. A community could trade off, for example, a diminution
of night service with a quieter environment. A noise tax would
afford a community the means to undertake a 1imited land
purchase/soundproofing program, but at the expense of higher
air fares.

-- The replacement/retrofit proposal may have substantive flaws
which should be further explored. For instance the airline
interest group, which conceived of the replacement/retrofit
idea, contends that retrofitting the non-standard but less
noisy aircraft (e.g., B-727s, DC-9s) would have no appreciable
noise benefit, but would cost $200-300 million. It is also not
certain that Option #1 will result in a new generation of
aircraft, given that the airlines could choose to purchase
existing aircraft types, or to re-engine or retrofit a large
number of the planes that DOT presumes would be replaced.

Option #3--This option would proceed with the issuance of a noise
policy statement but would limit federal actions to promulgations
of regulations for future aircraft types (to make them quieter than
the 1969 standard levels) and establishment of the quietest operat-
ing procedures consistent with a high safety standard.



Factors in favor of this option are:

-- It would keep federal involvement at a low level, allowing

each community to determine the degree to which it wishes to
impose operating restrictions (e.g., curfews) and other noise
abatement measures. This seems appropriate because: 1) over
half of the six million people appreciably affected by aircraft
noise are located around five airports, 2) as noted earlier, a
community could trade off the degree and cost of service with
the amount of noise it wished to accept. There is evidence

that many areas prefer to tolerate noise rather than reduce air
activity because of service and employment losses that operating
restrictions can bring.

It is not clear that action to control noise at the source greatly
changes people's perceptions of the annoyance that jet planes
cause. There does not appear to be a clear correlation, for
example, between the introduction of the new, quieter aircraft and
the level of complaints made at a given airport. This may be

due to the gradual nature of changes in the noise emissions made.
An individual's threshold for being annoyed may simply drop over
time to the new level.

The noise problem is not growing, with 1975 being probably better
than 1974 in terms of total noise generated. Since it is
estimated that 1/3 to 1/2 of the noisiest aircraft will be
retired over the next 10 years, the noise from the increase in
total operations will be offset by a reduction in the number of
most offensive planes.

Several of the airlines cannot finance a replacement/retrofit
without federal aid. This is a de facto proof that such a
proposal is not economically reasonable, which is one of the
factors which DOT must consider in any rulemaking action in noise
regulation.

The proposal appears to be inconsistent with Secretary Coleman's -
decision to let the Concorde, which is twice as noisy on takeoff
as any other commercial jet, into the U.S. However, DOT contends
that there is no inconsistency since the Concorde is a very
limited demonstration which has a more symbolic than real noise
impact.

Recommendations

Agency comments were received on Option #1. As mentioned earlier,
the statement did not provide detailed discussions of the various
options other than replacement/retrofit, so no comments on these are
available. The agency comments which were received indicate:
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--.In favor of Option #1 (replacement/retrofit)--DOT, NASA, State,
and HEW.

-- In favor of Option #2 (further analysis)--CEQ and Justice.

-- In favor of Option #3 (1imited federal involvement)--CEA, COWPS,
and OMB. ’ )

While no official position was expressed by EPA, it is known that
they favor strict noise standards and heavy federal involvement in
airport noise actions.

Decision

Option #1, issue the replacement/retrofit noise policy statement

Option #2, defer decision to develop and present other options

Option #3, approve a statement that involves a limited federal role

B. Financing Alternatives (necessary only if Option #1 was chosen)

The following discusses various financing options available for the
replacement/retrofit proposal. There are three basic alternatives
available.

Options

Option A--DOT would propose that the CAB approve 2% environmental
surcharges on tickets and freight rates that would generate about
$3 billion over 10 years. At the same time the surcharge is
imposed, ticket and freight taxes collected for the airport/airway
trust fund would be reduced by 2%. Revenues from the environmental
surcharge would go into a special escrow fund managed by the air
carriers. The fund would be used primarily as downpayments for the
replacement of the oldest, noisiest jets, but the carriers would
have flexibility in deciding how to use these funds to achieve
noise reduction objectives.

DOT would further recommend legislation to authorize spending $350
million of the existing airport/airway trust fund surplus to
retrofit some of the newer airplanes which do not meet present noise
standards. (Alternatively, DOT would propose that the cost of
retrofitting these two and three engine planes be paid from the CAB
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approved fund mentioned above, thus avoiding the need to seek
legislation authorizing use of the trust fund for this purpose. )

Option B--Reduce the ticket tax as in Option A above, but keep the
federal involvement minimal by letting the airlines recover through
fare increases the funds needed to meet the federal standards.

Option C--Do not reduce taxes, but simply require the airlines to
meet the federal standards by a given year (e.g., 1987).

Discussion of Options

Option A, which would establish a specia] escrow account for the
airlines to draw upon for noise abatement purposes, has these
advantages: -

-- The air carrier industry has several weak elements (Pan Am, TWA,
Eastern) which would find meeting the DOT standards very diffi-
cult within their existing resources.

-- A special escrow account will assure airframe manufacturers of
substantial resources available to purchase new aircraft, enabling
them to undertake the large capital start-up costs required for a
new generation to be launched.

-- DOT believes reduction of the ticket tax is warranted because
there is a large ($1.4 billion) surplus in the aviation trust
fund which is expected to grow even larger with time. The
Congress could well reduce the tax and eliminate this surplus.

-- By using the ticket tax and the aviation trust fund, aviation

users would finance the cost of quieting the noise which their
travel creates. Reducing taxes while initiating a surcharge
also has the advantage of keeping air fares constant.

-- Would provide more assurance of compliance with noise standards
in 6-10 years than other options. '

-- DOT has concluded this option would have minimal inflationary
jmpact primarily because private sector outlays would be spread
over a 10 year period and would be in the airframe industry which
has idle manufacturing capacity.

Option B, which would reduce the ticket tax by 1/4 but leave the
airlines to find sufficient funds to meet the federal standards has
these merits:
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Leaves the airline industry with the decision of determining

-whether it is in their economic best interest to purchase new

" planes or retrofit their existing ones. No artificial

incentives are established as in Option A.

May avoid a financial stability problem which purchase of

hundreds of new aircraft during a short time (as envisioned in
Option A) may produce. Since the airlines have been traditionally
overcapitalized, with many having poor debt/equity ratios, taking
on additional debt through the purchase of many new aircraft may
actually worsen their financial picture. It may also perpetuate
the cyclical "boom or bust" tendency of the airframe manufactur-
ing industry by creating a demand for new equ1pment which was not
made by the marketplace.

Represents less of a "hands-on" federal role than Option A,

since it does not establish a special account and no formal
pooling arrangement would be mandated. The escrow account can be
viewed as anti-competitive since it would work against new
entrants by building up entitlements for existing carriers based
upon the revenues of each.

Avoids building up entitlements for particular air carriers such
as in Option A above, thus treating all existing and potential

- new carriers equally. (It can be argued that Option A is contrary

to our aviation regu]atory reform proposal since it cross-subsi-
dizes carriers with noisy planes and builds up a fund for all
existing carriers).

Option C, which would provide no financing, has these considerations:

Avoids establishing special financing means to pay for federal
environmental standards which would be a very bad precedent to
set for other air, noise or water standards.

Since the Administration has consistently argued that the aviation
industry should contribute more than it presently pays towards

the $1.7 billion federal cost of operating the aviation system,

a tax cut would be contradicting our own policy.

Not advocating a tax cut places the debate on the reasonableness
of a tax cut on its merits, not on what program such a cut might
finance.

Proposing a tax cut such as in Options A and B above would create
a $225-300 million increase annually in the 1977-86 deficit.
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Recommendations

Option A, reducing taxes and establishing an escrow account is
recommended by DOT.

" Option B, reducing taxes with no special fund, did not receive
a specific endorsement.

Option C, making no financing proposal, is recommended by CEA,
COWPS, Justice, Treasury and OMB.

Decision
Option A, reduce taxes and establish an escrow account
Option B, reduce taxes only

Option C, make no financing provision

Attachment
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THE SECRETARY OF TRAMSPORTATION
WASHINGTON, D.C. 20530

MEMORANDUM FOR THE PRESIDENT
The White House

.
S
.

Subject: Aviation Program.

The Administration has a unique opportunity to propose an innovative
aviation program managed by the private sector to reduce airport
noise, stimulate private financing of new aircraft, increase employ-
ment in the depressed aeronautical manufacturing industry, advance
aircraft technology, and preserve the American share of the world
aircraft market which is now being challenged by the Europeans.

The Department of Transportation submitted to the-Office of Manage-

. ment and Budget on June 1 a proposed Aviation Noise Policy Statement.
This Noise Policy placed the primary responsibility on the airport
proprietors and state and local governments to take action to r educe
airport noise by locating airports outside populated areas, to assure
compatible land use and zoning, and to acquire land around airports.
The policy further clarifies the responsibility of the federal government
to reduce aircraft noise at its source both by promulgating noise
standards for new airplanes and by bringing the 75 % of the existing
 fleet that does not now comply with federal noise standards into

- compliance within e1<rht years. This pohcy statement is currently

in the process of 1ntera°ency review. I urge that the statement be

- approved, with certain refinements.

Bringing the current aircraft fleet into compliance with federal noise
standards will require special financing arrangements. The Department
of Transportation recommends that airlines be permitted to collect

a 2% surcharge on airline tickets for ten years and use these funds
primarily as down payments for the replacement of the oldest, noisiest
four engine jets m the commercial fleet. 1/ The carrlers not the

1/ A 2% surcharge for a ten year period would raise about $3 billion
~ which is almost one-half of the cost of replacing those old noisy four
* engine airplanes that would remain in the fleet at the end of 1984,
the date when full compliance with {ederal noise standards would
be required. If after further analysis within the Administration, we

N .
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federal government, would operate the fund and they would have
maximum flexibility in determining how to use the funds. At the same
time the surcharge is imposed, the ticket tax collected for the Airport
Trust Fund would be reduced by 2%. The Trust has accumulated a
surplus that now exceeds $1 billion. If the ticket tax continues to:be
levied at its present rate, the surplus will exceed $2 billion by 1980
assuming full funding of all current authorizations. Although we would.
prefer to broaden the uses of the Trust Fund to include maintenance

of the air traffic system, Congress has permitted this only to a
limited extent. .Eventually, the surplus will either become a target
for unjustified spending proposals or the tax will be reduced. Of course,
_the moment the tax is reduced, the airlines probably would apply to the

CAB to increase their fares to a like amount, but it is doubtful that
the CAB would permit the increase, and if it does, there would be no
direction as to how said increase is spent. I believe that this proposal
is sound public policy because it prevents an increase in the cost of air
- travel while dedicating resources to the attainment of important
. ob;ectzves It is also my judgment that Congress will reduce the ticket
tax by 2% to 3% _ ‘.

We recommend further that the Administration seek legislation to
authorize the expenditure of an additional $350 million from the existing
Trust Fund surplus that would be used to quiet down some of the newer
two and three engine airplanes. The Congress will then have the
opportunity to consider whether the retrofit of the newer airplanes

with sound absorbent anaterial provides sufficient noise reductmn to

be worth the cost. 2/

I \vould like to hlghhbht for you some of the advantages of this
program: X )
Minimum Federal Involvement: Use of a surcharge collected and
managed by the carriers with CAB approval avoids direct and continuing
federal involvement in pr1vate sector capital investment demsmns

(footnote continued)
reach agreement that tIus objective may be achieved with less financing
then we could reduce the number of years or the surcharge percentage.
Several options along these lines are described in the attachments.

2/ Alternatively, we could include the cost of retrofitting these two

~ and three engine planes in the CAB-approved fund that would be used
for aircraft replacement and avoid the need to seek specific 10"ISlat1011
to a.utho1 ize the e\penchtme of tr ust funds.

L4
-

. .
*
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. The fmzmcml burden will be placed on airline users rather
' than on the general public.
e A surcharge avoids. use of general federal revepues.
. - The airlines collect the surcharge, determine the distribution

formula, and decide whether they prefer to replace or. retrofit
airplanes.

" New Technology: Stimulating private financing for aireraft replacement

will provide the estimated Sl billion needed for Boeing to develop the
TXT and $500-8300 million for McDonnell-Douglas to bu11d to DCX200.
A new generation of U.S. manufactured airplanes is presently stalled

" at the design stage because U. S. air carriers have not been able to

finance new airplanes.

Employment A1rcrait replacement will generate jobs in the aerospace

~and related industries.

P A+ 53 o 1y PP 3 s mees ¢ o e+ s

. An accelerated replacement program by the airlines that
generates about $12 billion dollars in aircraft sales,
including sales abroad, would create over 240,000 jobs
in the aerospace and related industries.

Aircraft orders could reverse the heavy unemployment
of the scientists and engineers in the commercial jet
manufacturing jindustry. . : ot

.. Immediate aircraft replacement would prevent a major shift
of jobs to European countries whose manufacturers have
.captured a larger share of the aircraft market.

Exports Accelerated production of these airplanes will help American
ufacturers remain competitive in the world market. .
. Aerospace products have been, in recent years, an 1mportant
export of the United States, equahnrr % of the total in 1974.
Twenty-seven percent of 1974 U. S. aerospace sales in 1974
were exported. :

'+ European governments 'u e now subsidizing their aerospace
-~ . industries. (France's 5 year plan for 1971-75 contained a
~ $220 million annual subsidy for its aerospace industry).

-
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.. Europeanaerospace manufacturers are beginning to produce

" aircraft, for example, the A-300-B, that will take sales away
from U. S manufacturers if U. S. compames do not produce
new aircraft soon. :

Energy: Production of a new generation of planes will promote
energy conservation by improving fuel efficiency about 30% over the
older four engine planes.

Better Air Service: New generation airplanes are more cost efficient
~ to the airlines.

-+ . New technology airplanes will be more efficient to the carriers
. than the older aircraft in terms of seats, range and operational
~ characteristics (easier maintenance, increased reliability
. of systems).

. .Improved air service would be achieved without a significant
increase in cost to users since DOT, as part of its proposal,
requests a 2% reduction in the tlcket tax collected for the
Airport Trust Fund.

Noise Reduction: Affirmative federal action to reduce aircraft noise
by the early retirement of the noisiest, oldest four engine jets (about
600 B-707s, DC-8s) and the retrofit of some of the newer two and

three engine jets (B-727, B-737, DC-9) is necessary. '

. New aircraft cantaining new noise control technology would
- _ reduce by more than two-thirds the land area and number of
people presently impacted by noise problems for six million
Americans, helping to forestall increasing damage suits -
against airports. _ Coa

. Proliferation of curfews and other airport use restrictions
that increasingly threaten to interfere with interstate
commerce and disrupt the air traffic system will be deterred.

- Air Quality: New airplanes will comply with engine pollution standards
“to be in etfect in 1979.
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1 believe this pyoposal offers you an opportunity to address affirmatively

a number of serious environmental, energy, transportation, export
 promotion and employment problems with minimal federal involvement

and maximum private sector flexibility. If you approve the concept

generally, I hope to work closely with my colleagues in the Cabinet

to refine and improve the proposal to enable you to announce 1t as

soon as possxble ' :

' / William T. Coleman, Jr.
. Enclosures: ‘ -
Preferred financing proposal

Alternative financing proposals

‘Backup paper on financing aircraft
noise reduction 5.
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AVIATION NOISE FINANCING

j

v .
DOT recommends a financing plan with the following key elements:

s

1. CAB would be asked to approve, and the Executive Branch would

- support (perhaps with an ezpression of Congressional desire), an across

“the board surcharge for 10 years of 2% on domestic passenger tickets and

freight waybills, The airlines would be required to deposit the revenues

from the surcharge in an Aircraft Replacement Fund.

Effect:

About $3 billion.(in inflated dolla.rs)'would flow into tﬁe Aircraft
Replacement Fund oirer 10 yeé.fs._ This amount \ifould finance approxzimately
one-half of the cost (roughly $6.4 billion) of some 260 to 275 of the B~707s_
and DC-8s that would otherwise be in airline service at the end of 1884,

when the.noise standa}'d applies to those aircraft. *

2. The Aircraft Replacement Fund would be managed by intercarrier

. agreement under whicH each carrier would have entitlements to the Fund

in p'roportion to its total system passenger and cargo revenue,

Effect:

Administration of the Fund by thé airlines would minimize federal

involvement.

3. The federal air passenger ticket.and freight waybill taxes would be
“reduced from 8% to 6%, and from 5% to 3%, respectively.

i ? The amount of $3 billion to be collected through the surcharge has been

~ chosen because it is the sum that commercial banks have indicated to

the airline industry would be required to induce their participation in

financing an early aircraft replacement program. DOT is, however,
conducting an analysis to uscertain whether some lesser amount might
induce the participation of the financial community. Upon completic?n
of that analysis the recommendation as to the duration of the 2% surcharge
will be adjusted eo that the collection will yield the amount deemed
necessary, o L ; o

N SR



Effect: = °

T}ie lbwer user taxes ﬂowing into fﬁe A'irpoi't and Airway Trust
Fund ivould cover all outlays chargeable to the Fund under the
-A]')AP bill. (An amendment would be needed to permit the use of 4
| uncommitted balances (81. 4 billion) to finance the full annual authorizations
included in the ADAP Act.) |

Once the pe'nding ADAP bill is enacted without a ta:% reduction, unused
| 'i‘rust Fund balances would grow raﬁidly (to $1. 7 billion by 1979) and
become a farget for tax reductions or unjustified spending prop‘osals.

from a national interest point of view,' the use of these excess
re-vehues to help meet environmental ana brozad economic objectives is é.
sound and defensible policy alternative. -

4. Any balances remaining in the Fund after program objectives have

‘been achieved would be deposited in the Airporf and Airway ':I‘rust Fund

and dedicated to noise control purposes (incl.ﬁding land acquisitions and

easements).

$." The cost of retrofitting two and three engine airplanes will be paid

from the Airport and Airway Trust Fund.

" Effect:

About $350 million (inflated dollars) will be taken from the Trust Fund

for retrofit.

.



Attachments:

1. Effect of Aircraft Replacement Fund on balrriers" finances.
2, Estimated Aircraft Replacement Fund revenues, 1977-1386.

3. (A&B) -- Impact on airport/zirway fund of lower tax rates.
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CARRIER coNThIBUTTUN‘AMo‘ENTITLEMENT
"(Dollars in millions)~

: Lontribution (2% : Number of _ .
' - Passenger & Waybiv) Surcharge- Non-ComnTZTﬁg | . Total Entitlement less
Larrier 10 Years, 1977-19855 ) 70775 & DC-8's o EntitTementl/ Contribution
——— ———— 3 . . —— — —
Trunk - . . | . T . |
Averican $ 4248 . 40 8w s
Braniff T 119.8 - R no - T b I 4,2 ‘
" Continental ST .132.5 ¢ ‘ L 5 ' . ha . 20.5
Delta . 384.0 . - S 299 85.0
Eastern ) e 3571 - e T 342 15.1
National . . 83,2 . L= . - 78 ( 8.2)
Northwest . - 162.3 . 10 Lo 171 . . 8.7
Pan American o 28,7 : 79 . ; 353\ 324,3 . .
Trans World - 319.4 ST, B o 379 - Tggle -
United - 598.3 , - 100 ' L. ?Bg Co ]%?.3 Wy
Hestern ER 126.2 | .23 o 0 . . 1 .2; C '
Total Trunk o $ 2733?2j a3 S TR ?816" - $ 738 ,
Lecal Service . - g - S R ' ' ’
" Ailegheny " $§ 103.5 ' - o -$ 80 - §( 23.5)
Frontier . CoLL . 4.2 " - : 37 ( 4.2)
North Central . . 39.6 i - 34 5 5.6;
* 0zark 31.5 Lt - . * 28 3.5
Piedmont : 35.9 T - 28 ( 7.9)
Alr West . - 44,0 - -’38 { 6.0)
Southerqt : 26.3 - N fS ' }.3)
Texas In ernational 15.8 - , : 17 : .2
Total Local Service $ 3378 - . e $ (50.8)

: entit ' i ibutis 4 carrie the basts of the
Total entitlement js determined by distributing the funds collected among carriers, on
Y proportionhthat each carrier's system révenue§ bear to the_tpta{ of all revenues collected Qg the carrigrs.
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Contribution (2% Nunbar Number of

. *Entitlement less

are not provided due to lack of revenue data.

, .. Passenger & Waybill Surcharge- Non Com ] lnq Total
Carrier - 10 Years, 1977-i§ 35 707 Entitiement
argo : . S
ying Tiger e 310 16 . 8 .
eab’ ard oo 17.4 1N Y
iriift .7 4.5 , 5 ~* 24
Total Cargo - §$53.0 32 . - T8
ther ,
upplemental Carriers 48,2 7 ‘ 31 92
ntrastate Carriers 125.5 . T ’ 42
gwaiian . 14,8 . . o - 1
loha a 11.5 - 7
Total Other .. $200,0 k) 152
TOTAL .* - - $3327.0- - 495+ 3327.0
ther Carriers?/ ‘ 7 :
JOTAL 523
\.

Vd

LContribution

(23.1)
28.6
19.5

)

\

o
W W w

K Ei
-3
[w»] o fe o
. (SN e NS Noo)

””

Page 2

/ Includes cormercial operators and flying: clubs. Revenue contribution and entitlenents for these carriers

. A ‘
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| . Attachment 2
REVENUE COLLECTIONS - AIRCRAFT REPLACEMENT FUND ' |

| o Ten

: : | . Year
1977 1978 1979 1980 1981 1982 1983 1984 1985 = 1986. Total ‘-

T REPLACEMENT FUND | ' o
224 244 . 258 2N 284 303 . 322 341 360 377 2484
111 Surcharge 22 2% 28 32" 3 38 . 38 ° 40 4 | 42 302
246 200 - 206 303 320 341 360 31 400 419 337
. : _‘\. * ) . N - . . . . N
t »':“\.
‘ . ‘.
- v ’



- ' : . L " 5/21/76
CASE A EXISTING TAX STRUCTURE, LATEST CONFEREE COMPROMISE ON ADAP & NAINTENANCE

(fn $ Millions)

B BN £/ A 7 B 1 S 1 W PO
Beginning Uncommitted Balance 889 . 1269 - 1378 1520°° . 1693 1892 - 2105
Plus Trust Fund Revenues . 969 258 1046 . 1128 - 1205 1268 1338
Subtotal SN |- 1< R VPSR 2838 - 3160 , 3443
ess: . AUAP L A I A T |
Maintenance S SR 11 30 - 325, . .
F&E . 250 62 250 250 250 250 -
. RE&D ) : " 68 ~18 . 77 85 80 .95
1128 1330 . 1350 1983 1568 " 1865
Subtotal | - o ST .
lus Estimated Interest * 349 33" 00 20 _pa 240
inding Uncommitted Balance - 729 1378 1520, 1693 1892 2105 .

. \

P Interest for FY 1976 and the'transition quarter is as sihown in the FY 1977 Budget; interest thereafter
is calculated at 8% of average' cash balance. |

s .

eginning Cash Balance. . 2013 2393 2502 - 2644 2817 13016 3229"
Plus Revenues Less Expenses 239 Al =56 =37 - =25 . =21 .
Ending Cash Balance 2252 2464 2446 2607 2792 2989
verage Cash Balance . . . (2474} (2625) " (2804) (3002)
- Interest 141 . 38 . 198 210 224 240
alance Carried Forward © 2393 7 2502 2644 2817 - 3016 J3229 ., 7

4



’ o 5/27/76 |
(CASE. B. 6% PASSENGER TICKET TAX, 3% WAYRILL TAX, LATEST CONFEREE COMPROMISE ON ADAP & MAINTENANCE

(In $ Millions)

~ . M. T . 19w 1958 191 jem 1981

ginning Uncomnitted Balance .889. 1269 1378 1276 ... 1165 1038 . * g8g . '
us Trust Fund Revenues . 969. 250 ° g1 874 . * _932 981 1035
Subtotal | 1858 1523 2189 215 2007 2019 1919 T . ‘
st ADAP - : oMz 103 sos 555 590 625 - .

Haintenance — * - - L0 g5y . g 30 . 35 -

FSE | 250 62 250 250 250 250 -, 2

RESD . L&’ 7o 8 s e 4
Subtotal - S M 130 . 1087 . ess .gey 28
s Estimated Interest * 141 38 18 180 ¢ I 160 R
ing Uncomnitted Balance 1269 1378 16 1165 1038 . 884

Interest for FY 1976 and the transition quarter is as shown in the FY 1977 Budgef; 1ntere§t thereafter
is ca]culq}ed at 8% of average cash balance, : '

inning Cash Balance =~ . 2013 2393 2502 2400 2283 - 2162 2008
Plus Revenues Less Expenses 239 71 -291 -291 =298 -314 :

Ending Cash Balance 2252 2364 2211 2109 : 1997 "~ 1848 ’ \
rage Cash Balance . ' (2351) — (2254) (2140) (2005) . ,
Interest - 147 a8 189 180 mya 160 .

nce Carried Forvard 233 T2 wug 285 - 762 7008



ALTERNATIVE OPTIONS FOR

- AVIATION NOISE FINANCING

The'folloxving,r -options might be considered as alternatives to DOT
proposal to facilitate replacement and retrofit of aircraft that do not
. P

comply with the FAA noise standards:
Option #1

1. CAB would be encouraged thrdugh an expression of legislative

Jintent to permit an environmental surcharge of 2% on domestic passenger

tickets and freight waybills for 5 years. Revenues from tha surcharge

would be placed in an escrow fund to be used primarily for replacement

of 4 engine aircraft,

Effect:

About $1. 4 billion would be provided for the replacement fund over

PR
]

5 years. S R N

.2. The replacement fund would be managed by the airlines under

~

an inter-carrier agreement.

Effecf: } T

Admlmstratmn of the replacement fund by the carriers would keep

/

" federal mvolvement to a minimum.

3. The replacement fund would be disbursed as follows:

‘- - 50% would be distributed in cash to the participating airlines

m proportion to the surcharges E'ICh contmbutes to the fund;

- ~ 50% would be usad as a loan guarantee fund with the

N .



..' .' -2-

-
4

- entitlement of each participating carrier computed on the basis

of its total system revenues. Loan guarantees would be authorized

up to three timés the amount of each airline's entitlement.

. . ~

Effec't:

~ About $1.4 billion in cash would be available to. carriers,

Use of a loan guarantee fund enables carriers to obtain ﬁnahcing for

-

new airplanes, -

4. Any unused balance in the loan guarantee fund after all loans

have been paid off will be placed in the Airport and Airways Trust Fund.

A5. The tax on passenger tickets and freight waybills collected for

the Airport and Airways Trust Fund would be reduced by 2% for 5 years.

" Effect: - -

A reductibn in the ticket tax fd balance the surcharge prevents the

“cost of air transportation from increasing.
! .

6. Appropriations would be authorized from the Airport and Airwaysg

Trust Fund to pay the cost of retrofitting those non-FAR 36 aircraft

which the airlines elect to retain in domestic service, rather than replace

or retire them. .~

Effect:
The cost of retrofitting 2/3 engine airplanes is estimated to be about
* $350 million (in inflated dollars). If the airlines choose to retrofit the

approximately 75 four-engine aircraft which may be economic to retrofit

. -
-

Coy



then the cost woald incr'ease t;y $225 million,

tion 2
' 4

1. The CAB would be encouraged to agprove a 2% surcharge for

7 years on carriers' domestic passenger tickets and ﬁ*eight waybills.

Revenues from the surcharge would go into a replacement fund. *

Effect:

About $2 billion in revenues, 30% of the approximately $6. 4 billion

needed to. replace 4 engine airplanes would flow into the replacement ﬁmd.

‘2. The replacement fund, managed by the airlines under an v

inter-carrier agreement, would be distributed according to the amount

each carrier contributes.

‘.

Eifect:

Administration of the fund by carriers minimizes federal involvement.
Funds could be used for purchase of any type of new aircraft.

There would not be any cross subsidy or pooling of funds.,

-

3. International carriers and the portion of a domestic carrier's

| airplanes used in international service (determined by the proportion

its international revenues bear to total revenues) are exempt from the

domestic standard and do not participate in the domestic Aircraft Replace-

ment Fund.



Effect:

L4

Abo’ut one-third of TWA's and almost alltof Pan Am's fleet would
| be exempted. The exempt portion of an American carrier's fleet would
come within the international fund (6 below). Ty

4. Any balance in the replacement fund at the end of the 7 year perioci

ivould be placed in the Airport and Airways Trust Fund.

5. The tax on passenger tickets and freight waybills collected for

“ the Airport and Airways Trust would be reduced by 2% for 7 years.

- Effect:

A reduction in the ticket tax that correéponds to the surcharge will
not increase the cost of air transportation.

6. A surcharge on all international tickets and waybills would be

collected to facilitate replacement of 4 engine airplanes in international

service for both domestic and foreign carriers. A distribution formula

would be worked out t.h'rough ICAO.

. ) Effect:

- Separation of domestic and international operations prevents uneven
treatment of either domestic aor foreign carriers.

7. Appropriations would be authorized from the uncommitted balance

(31. 4 billion) in Airport and Airways Trust Fund to pay for retrofit of

2/3'engine airplanes. .

L3



Option #3 7

- L Reciuire the carriers to submit a plan within 6. months after

a noise rule takes effect stating the number of airplanes they intend
§

o .

to retrofit and the number they intend to replace.

. Effect:

The FAA, au'framn manuiacturers and airlines Wlll know the

est1matea demand for retrofn kits and new a1rp1anes and can e.:t1ma.te

, the costs.

2. An escrow fund would be created and would receive moneys from

two sources:

. .
- - the $1. 4 billion surplus in the Airport and Airways Trust

~ Fund, " | .

-~-a 1% sufcharge'approved by the CAB to be levied on domestic

~

passenger tickets and freight waybills.

- Effect:

About $2 billion would be placed in the fund in 5 years. Of thlS amount,
$1 4 b1lhon would be available immediately to be used for replacement
The carriers would dec1de how they would meot the noise requlrements.

3 Disburse the funds as follows:

-- Estirnate the retrofit costs and set tlie amount necessary to meet

them aside;
R

- - Allocate the funds remaining after retfrofit equally among the

airplanes to be replaced.

1



Effect: .

g

The total cqst of retrofit ($350 million in current dollars) would be '

Covered.
About $1. 6 billion, approximately 25% of the amount needed to réplace
4-engine airplanes (roughly $6. 4 billion), would be available for that

purpose.

"‘..
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BACKUP PAPER ON FIHANCING AIRCRAFT NOISE REDUCTION ’

~I.  INTRODUCTION

11. DEFINITION OF THE PROBLEM

There are four parts to the aircraft noise problem:

A ,
-- Onhe, an unacceptably high level of noise at major U.S. °
airports, and the resultant pressure for a responsible

Federal Government noise-reduction program.

-~ Two, the inability of much of the airline industry to
obtain conventional financing to undertake a noise
reduction program.

‘=~ Three, the present.unavai1abi1ity of ﬁew—generation air-

craft as suitable replacements under the program.

-~ Four, declining employment in the U.S. éerOSpace industry, -
and threatening encroachment of government subsidized
foreign competition on the U.S. share of the world aero-

space market.
&

A.

The National Airport Noise Problem

. Aircraft noise‘hés become a serious problem at seven key U.S.

airports and a considerable irritation and annoyance at about
one hundred more, derogating the quality of 1ife for 6 to 7

“million citizers. Pressure from airport operators and consumer

groups compel action by the Federal Government in order to avoid:

<= Curfews at major airports, which would interfere with air
commerce and disrupt our national air system by delaying
mail and cargo, and requiring expensive and difficult
repositioning and rescheduling of aircraft.

——- Billions of dollars in potential law suits and/or land

acquisitions.

- Federal.preemption of local restrictions and the resultant

Federal liability for claims against local airport operators.

To correct the noise problem, DOT proposes jssuance of a regulation
requiring operators of the aircrait not meeting FAR 36 standards

to comply with these standards within a 6- to 8-year period,

depending on aircraft type, by retiring and replacing them except in

the case of newer aircraft for which retrofit makes sense.
H . . [§

.
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. There are 2,148 jet aircraft in the U.S. commercial fleet today.
Of these,”77 percent, or 1,654 planes, exceed FAR 36 standards.
These consist of approximately 500 1960-vintage four-engine air-
craft, 1,100 more recent two- and three-engine aircraft, and 50
early 747's. Relatively few of the noisy aircraft are found in
the fleets of the all-cargo and supplemental carriers. The
majority are owned by the trunk carriers; four trunks--American,
Pan Am, TWA, and United--account for nearly two-thirds.

. If all 1,654 noisy aircraft were retrofitted, the cost in today's
do}]ars would range from approximately $870 million to $1.6
billion: '

-~  $255 million for the 1,100 two- and three-engine aircraft
(at an average cost of over $200,000 per aircraft).

-~ From $600 million to $1.3 billion for the approximately 500

. four-engines (not including the 747's). The cost of these
kits--which have not yet been developed--is estimated to
range from $1.2 million to $4.5 million, depending on certain
assumptions, the most important of which is the number of
‘aircraft to be retrofitted. A reasonable estimate, assuming
all four-engines were retrofitted, would be from $1.2 million
to $2.5 million per aircraft. The higher unit cost, as com-
pared to the two- and three-engine retrofit, is a function
of the greater difficulty of retrofitting these planes, the
larger number of engines, and the smaller numbers of planes

- involved. :

i -- - The 50 747's would -cost approximately $13 million to retrof{t.

. Retrofit is conceded to increase operating costs for most narrow-
bodied four-engine aircraft, and it is expected the airlines
will choose to replace rather than retrofit these aircraft.
The kits are expensive and would add nothing to the useful
1ife of the planes. The airlines have indicated it would be
~ economically preferable to replace almost all with a quieter,
*  more efficient aircraft, if one were available, contingent =
- upon obtaining the necessary financing.

. Not all the four-engine aircraft in the fleet today will be in
the fleet at.the end of 1984. But not a1l will have been retired

- either. Between now and then, it is expected that the airlines

will purchase on the order of 700 additional aircraft* to meet

. ¥ Projecting the composition of individual carrier fleets and the total U.S.
-~ fleet 8 years into the future is a difficult, complicated exercise, requir-

ing considerable amounts of judgment as to carrier decisions, as well as

quantitative data. The figures included in this paper are preliminary

and may be revised; however, the relationships and the ranges are firmly

established and can be used with reasonable confidence.

-
e
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aqticipated traffic growth and to replace worn out, uneconomic
awrcraft.jaddjtiona1 requirements resulting from Federal noise
reduction policies not included). Several points central to

the program should be noted here:

The airlines are not expected to need a significant number
of new aircraft before 1980 or 1981. Existing aircraft,
combined with orders currently on the books and supplemented
only slightly by additional purchases, should handle pto-
jected traffic increases until then. In addition, because

of their poor financial condition, some carriers will find

it difficult to obtain financing for new equipment. For

this and other reasons, the carriers can be expected to post-

pone’ replacement orders until they become absolutely necessary.

On the other hand, to meet the 1984 noise regulation with a

‘new technology aircraft, the airlines would have to place

firm orders for such aircraft in the next 12 to 18 months.
“Yhus. there is a agap of from 2 to 3 vears hetween the invest-
ment decision the airlines would make in the normal course
of events--absent a noise regulation--and the accelerated
decision they must make to comply with the noise reduction
program. S

. o
liany of the neisy four-engine aircraft currently in the
fleet will be retired under the airlines' anticipated
schedule. But more than half--between 275 and 350--are
expected to te still in the fleet by the end of 1984 (as
cargo and charter aircraft, if not in passenger scheduled

‘service). Most of these planes are, or soon will be, fu]ly'

depreciated. However, the expense’of retrofitting them, with
kits ranging from $1.2 million to $4.5 miilion, would make
cqptinued operation in most cases uneconomic.

The cost of a realistic and economic program to meet the noise
reduction requiremant by 1984 has been estimated as follows:

$400 to $450 million (in 1976 dollars) for retrofit of approx-
imately 950 twe- and three-engine aircraft, 50 747's, and
approximately 75 four-engines that may be economical to
retrofit. -

From $4.0 to $5.5 billion (in 1976 dollars) for accelerated
replacement of the other 200 to 275 noisy four-engines

expected to be in the fleet after 1984.

1f the airlines choose to retrofit none of the narrow- -
bodied four-engine aircraft then the cost of replacement
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increases to a range of from $5.5 billion to $7 billion
(in 1976 dollars). . .

‘The Financial Situation of the Trunk Airline Industry* (Detail

in Appendix A).

}
Although the national interest quite clearly compels a noise’
reduction program, the financial condition of the trunk airline
industry, and in particular of certain companies within the
{ndustry, calls into serious doubt the industry's ability to
finance such a program through conventional means.

In the normal course of events, the airline industry will have

to raise on the order of $25 billion to $30 biillion (in inflated
dollars) between now and 1985 in order to purchase an estimated
700 new aircraft that will be made necessary by traffic growth
and obsolescence of existing aircraft, to repay debt, and for
other miscellaneous capital expenditures.

As is well known, the air carriers have had almost 10 years of
- very lean earnings (since 1367 an average pre-tax profit margin

of 2.5 percent and ROl of 5.7 percent). There seems little .
doubt that for the last year or so (princitally as a result of
the 1974-75 economic recession combined wi:l rapidly escalating
costs) the industry's collective ability tc finance any major
capital acquisitions has been at an extreme low point, both in

. terms of its own history and as compared to other industries.

Fortunately, the resurging economy is bringing the industry out
of its doldrumss and positive earnings are in sight for the next
several years. The size of the existing fleet, with the addition
of current orders, is sufficient to make the need for new air-
craft investments relatively low through the period from 1976

to 1978, By the time substantial new aircraft capacity is needed,
it seems likely that the industry will have redeveloped adequate
financial strength to fund it. (This assumes no extraordinary

~ financing needs and the help of regulatory reform.)

However, the realistic noise reduction program would add $5.6 to
$7.7 billion (in inflated dollars) -to the industry's capital
requirement, which clearly constitutes an extraordinary financing -

* The focus of attention in this paper is on the financial condition of the
trunk air carrier industry because the majority of the noisy aircraft,
and virtually all of the noisy four-engine aircraft which should be
replaced, are concentrated therein. Any financing options considered by
either the industry or the government must of course take into account
the fact that there are noisy aircraft owned by compnanies outside the
trunk airline industry. .o : '

-
L 4
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. need.* Capital needs would increase by 19 to 31 percent, from
o which the airlines would derive no direct traffic or revenue
increases, and only slight capacity increases. An incremental
requirement of this magnitude is beyond the ncar-term ability
of the industry to finance in any normal fashion, since both
“the debt and equity markets have been foreclosed effectively
for several years.** .

.- Yet, to obtain delivery of new generation aircraft in time,to
comply with the regulation by 1984, the airline industry would
have to accelerate its replacement schedule and make firm purchase
commitments within the next 12 to 18 months. The industry very
simply is not in adequate financial condition to make such
commitments. It will begin to do so eventually, but too late to
obtain the economically and environmentally efficient aircraft
desired for the noise reduction program, to gznerate the jobs
needed now in the aerospace industry, and to counter the com-
petitive threat of new-technology foreign aircraft.***

" . Compounding the problem greatly is the financial condition of
' certain individual carriers within the industry. The use of

aggregate data to analyze the ability of an industry to meet a
specific financial need is often misleading. Individual
companies, possessing a specialized knowledge of their own
situation, can find ways around financial barriers that seem
insurmountable to the industry analyst. In this case, however,
the reverse is true. Several of the financially weakest
carriers in the industry are also the owners of large numbers of

% Assumes the Combination of replacement and retrofit discussed earlier,
wWith a 5 percent annual inflation rate and using 1982 prices. Excludes
those four-engine ainrcraft possessed by other than the trunk airlines.

**In hearings on the Aviation Act, the heads of several banks and insurance
companies, the industry's traditional institutional lenders, testified
that they did not anticipate making further loans to any carriers, and
advised that capital formation was, and would continue to be, a critical
problem for the industry.

***An additional consideration is the potential impact of some approaches
that have been proposed for dealing with the industry's re-equipment
problem. Frank Borman, the CEO of Eastern Airlines, has recommended,
for example, that the industry conduct a design competition, select a
single new aircraft, and then agree to purchase that -aircraft only.
The consequences of such an approach for the competitive structure of
the aerospace industry are serious. :

>
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noisy aircraft, and will face %ome of the largest'requirements
for fund€ with which to replace those aircraft.

. -THA, for example, has had an extremely difficult time remaining
solvent over the past year and a half. In fact, having asked
for and been refused Federal subsidy, it has avoided bankruptcy
only through extraordinary efforts on the part of management and
acquiescence on the part of its lenders. TWA's problems will not
vanish overnight. Even though it will approach breakeven in 1976,
and should see a return to profitability in 1977, the company is
a few years away from being an effective competitor for funds in-
the capital marketplace.* Yet by 1985, TWA probably will require
from $2 to $3 billion in capital (in inflated dollars) merely
to stay competitive and remain in business. The added cost of
achieving noise reduction goals (that is, of replacing before
1985 those aircraft that would otherwise remain in its fleet)
could increase TWHA's capital needs by as much as $1.5 to 2.0
billion (in inflated dollars) between now and then. Present
projections say it is highly unlikely that TWA could finance
independently such a tremendously increased capital requirement.

. Two of the other carriers strongly impacted by the noise regulation,
~ Pan Am and American, also have had financial difficulties recently
. and would face similar problems *in financing the purchase of
replacement aircraft. Pan Am's capital requirements in the 1976
to 1984 period could increase on the order of $1 billion (from
around $2 billion to as much as $3 billion), as would American's
(from around $3 billion to around $4 billion).

C. The Reed for a New-Generation Aircraft (Detail in Appendix B)-
B . . \

« No major new aircraft has been developed in the United States
for almost 10 y®ars. In that time important design and techno-
logical advances have been made -~ many specifically to meet the

"~ new economic, operating, and environmental constraints dictated
by rising labor costs, energy shortages, and changing market
demands. - -

.

¥ THA's recent announcement that it plans to sell 2 million shares of ]
common stock should not be construed as a sign of ability to compete‘1n~
the capital marketplace. The company quite c}ear]y has been‘forceq into
the sale by financial exigencies and as a result will suffer a serious
dilution to its equity base. The shares will sell at a current market
price of around $13 as compared to a book value of $21: Something like
15 percent of the company will thus be sold for approximately $25 million,

or the price of one 747. .

o —
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Although the technology exists,
airline industry to finance a new

-7 -

the manufacturers from moving beyond the design stage. It is

clearly in the national interest, howcver, and in the interest of
the air traveler and the airline industry, to take advantage of

of such gains:

Greater noise reduction: A nov technology aircraft would
sound about three times quieler than a nonretrofitted 707,

and twice as quiet as a retrofitted 107.

Greater fuel efficiency: In the period from 1981 (when the
First now-technology aircraft would be introduced under the

* accelerated-replacement program) until 1986 (when all new-

technology replacement aircraft would be delivered) the
fotal savings in jet fuel is cstimated to amount to about
2.5 billion gallons. '

Productivity: Heasured against existing aircraft, a new-

-Yechnology aircraft would offer greater payload for its

size and weight, would be morc reliable and more easily
maintained, and would cost lcus to operate and less to
acquire per unit of product#vitly. ‘

The Declining Prospects of the U.S. Aerospace Industry (Detail
in Appendix B). :

~ The United States achieved its prominence in the world aerospace
market because of its technical superiority; most important civil

aviation advances historically have been.made in U.S. products.

But lack of orders for a new planc has virtually stalled technical
development since the widebody jel: were introduced. Newer foreign
how the potential for meeting certain
products cannot (i.e. efficient

aircraft such as the A-300-B s
market demands which current U.S.

operation over short-medium range routes). This, combined with

“declines in U.S. Government outlays for aircraft and engines,
has already had serious consequenc

manufacturers, a major source of cuployment and export sales.

Since 1968:

Real ihdustry sales have déciined 37 percent.

Employment has declined 37 percent.

Each.$30 million lost in sales translates into a loss of
1,000 full time jobs and $15.0 million in payroll.

‘I
.
.

the present fnability of the U.S.
qeneration of aircraft prevents

¢s for U.S. airframe and engine

‘Aerospace exports.as a percent of GNP have declined 42 percent.
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Hhile the U.S. industry shrinks in real terms, foreign aerospace
manufacturers -- spurred by Government subsidy -- are growing larger,
more capable technologically, and more agressive. It is conceded
that the U.S. cannot continue to hold its present 80 percent market
share (of world civil aircraft in operation). The question:of how
large a share European and other foreign manufacturers take will
depend in part on how long U.S. production of a new aircraft is

delayed. A 2- to 3-year acceleration of the present timetable could

be very important in that it would allow U.S. manufacturers to pro-
duce a new generation of planes when U.S. airiines will need them
and when new foreign products will be on the market.

-
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R APPENDIX A

FINANCTAL COMDITION OF THE TRUNLK AIPLIME IMDUSTRY

ment depends, as it weuld in
to generate funds internally

_* The ability of the airline industry to finance equiprent replace-

any other industry, on its ability
(through depreciation and earnings)

and/or .externally (from the equity market and/or debt market).

Table 1, following, projects

sources and uses for the 1977-19g4

period, using the specified econcmic and traffic assumptions,

Internal Sources

* As the table shows, deprecia

tion will yield.a total of $10.0 billion

" through 1984, Aircraft sales will yield only about $400 million,

leaving the airlines $18.7 b

illion short of their total needs of

$29.1 billion. This amount must be met through earnings, new loans,

leases, or new equity financ

ing. The cost of a realistic noise reduction

program would increase the total need for funds by the end of 1984

by around 23 percent, to $36
by around 35 percent, to $25

* Industry earnings are projec
in 1976-1977 to $.6 to $.7 b
and could total about $5 bil
‘need of $13.7 billion, or ab

- costs are taken into account

billion and would increase the deficit
billion.*
- $

ted to range from $.3 to ¢.5 billion
iliion toward the end of the period,**
lion, which would leave a financing
out $21 billion when noise reduction

- This "gap" must be met through

external sources -- the equity market and/or the debt market,

External Sources .

~ Because of the airlines' poo

.~

r earnings record for the pas: 10 years

(sce Table 2) both the equity and debt markets have been effectively

foreclosed to them for some
recommended buy for much of

time. Airline stocks have not been a
this period, and are not being recommended

‘as an investment for the future, except for possible short-term

*%

Assumes the cost of the rep]acement/rg}rofit program is in the middle of

the $5.6 to $7.7 billion range.

To earn $.5 billion, the indust
to 10 percent ROI at current in

ry would have to achieve ahbout 9 percent
vestment levels. Since 1967, ROI for

the domestic trunks plus Pan American has ranged from a high of 8.5 per-

cent to a low oﬁ 2.1 percent, averaging anly 5.7 percent.

-
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gains in the next six months.* At present, airline stocks
stand at #pproximately 60 percent of their 1967 valuL (versus
120 percent for the Dow-Jones Average). :

The major source of airline debt financing through the 1960's--
tradltlonally the large insurance ccmpanies--has teen closad for
six ycars. Under Mew York law, Hew York insurance cocmpanies are
forbidden to make further 10an< In a statement subn1tted to

the House Public Works and Transportaticn Committee leorge Cenkins,
Chairman of Metropolitan Life Incurance, said: “. . . we feel
confident that Metropolitan will lose no money on its current
airline investments as they run off, ‘tut under present conditions,
no new money will be lcaned." Before lenders will commit new cebt
capital, Jenkins added, "(they) will require a sound equity base and
good profits ., . ." ‘.

The DOT"is confident that the proposed Aviation Act of 1976 will
return the Aviation 1ndustry to 1ong term prof1uab1]1uy and eliminate
the capital expenditure prob blem of the future. - Howe ver, no rerady

is seen for the probiem of funding the capital decisions that must be
made new in order to achieve a quieter and more fuel efficient fleet

by the end of 1984, Airline earnings_are the key to both internal

and external funds aqeneration, but as.the foreonina data makes clear

.even  a high level of earnxngs will not insure that the industry will ke

able to finance ther¢5.,5 to $7.7 hu]l1nn needad for the noise
reduct1on program througn normal means.

]

3. Problem Carriers _ : -

(3

. \
\

The financing problems ant1c1pated for tbe industry will be’
concentrated hedvily in major carriers, which have the most four-

. engine aircraft in their fleet and conseauently the greaupst retrofit

burden, part1cu]ar1y American, TWA, and Pan Am. As shown in Table 3,
these three carriers have togebher accounted for a large portion of

~the industry's losses over the last five years and, with the possible

exception of American, have relatively undesirable debt burdens.

Further, as shown in Table 4, Arerican and TWA, (presuming that

they could obtain the debt f1nanc1na they would need,) under the

burden of the ncise reduction program would have debt/equ1ty ratios of o

~ 4 and 5.7 respectively, while Pan Am's-would be near 2. These carriers

are likely to have great dlrf1cu1ty in raising the capital that would be
required by the noise regul ation. .

* A potential exception to this statement is the pending TUA issue of
2 million shares of stock. As explained in the text, the need for such

. “an issue is created by THA's poor financial sxtugt1on and at the expected
price of the sale w111 seriously dilute the company's equity base.

]
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TARLE 1 - . .« ot

.o PROJECTED USES /1D SOURCES OF FUHDS
- U.5. TRUIE 12 CARalERS

S . 1977,

1967 Tab 19%ed

(Current Dollars in Billions)

Uses of Funds 1977
Property & Equipment $1.28B
D=bt Repayment >
Dividends & Other .3
Total Uses ’ : $2.0B

t

1 Y
Sources of Funds

- Depreciation 1.1
Sales of Aircraft : ~:};
Total Sources T 1.2

Uses Less lnternal Sources' $ .88

1980 1984 1977-1684

$1.68  $5.78 " $24.48
5 Y 3.6
6 o 1.1
$2.78 $6.28 $29.1B
1.1 - 1.6 10.0
=0 1 | 4
L L1 g 10.4
§1.68 . $4.58 $18.7B

NOTE: The following growth rates are assumed in the projecticns:

R T Real GNP
. - Inflation
© RPM's

Domestic

oL International -~ 5.,3%

System

N .

\\
3.7
5.1%
"~ 6.5% |
. 6.2%



“TABLE 2

SELECTED FINANCIAL ﬁATA FOR TRUNK CAPRIER INDUSTRY
~ (Systcem Operaticns, Inciuging Pan fAm)

A ) 1967-1575
| IkDoI1ars in millions)
| gperating‘ " ?re-Téx Pfg-qu’,. _t : Returg on 4,
Revenue Profit Profit Margin _ Investment =
197 . . $6,0117 5638 10.4% 8.5%
1963 ST 6,902 T s e
1969 1,785 a7, . i 3.2 _‘\ . 8.6
. 1970 ©o8a31 (154) - (.9)° 1.8
174 E t8,811 B Y- B . 0.6 3T |
177 S S T 266 . " 28 6.0
a3 . 10,905 . . 287 2.6 5.6
1974 © 12,865 - B 447' v 3.5 . 6.8
9 Yr. Total $84,653  $2;075 o Tasm om

R

o 1/ Return element includes net income and interest on long ter;n debt.‘

Source: CAB Form 41/7P1-32 Reports
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" TABLE 3

SELECTED FINANCIAL DATA FOR_TRUNK CABRIERS (Including Pan Am) 1971 TO 1975 h
. :
Carriers with Large | o ' ’ Debt as a Proportic
Numbers of Operating Revenues  Net Income (Less)  Profit (Loss) Margin  of Total Capitalizat
4-Engine Aircraft - ($ 4illions) ($ Millions) (Percent) (Percent)
Trans orld $7,679.9 | $ (24.5) | e (0.3)% - 73.0%
American . 7,583.5 i (32.5) . '!_ (0.5) S S
United o 9,681.2 L 1556 = 1.6 N 48.2
Pan American - | 7,169.i o (233.9) o . (3.3) ' - 75.9
Others | | )
"t Eastern L 6,629.2 (65.1) L (1.0) f 68.2
 Delta _ * ?.,_ﬁ . .'\“~ 5,502.5 | 263.8‘; ' 49 | . 44.8
Braniff | ' 2,281.3, 1' e | SR - - .57.7"
Hestern - - 2,113.4 | £ } 745 - .. . 35 . | 43.8
' Northwest . 2,084.8 .. .203.5 - -?, 68 . . 283
Continental N O S O S B SRR A B
National L e o 2.3 - . a5 . 46.7

1/ Trunk Air Carriers - System Operatibns, Dé;emﬁer 31, 1975 T | I
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"TABLE 4 -

PROJECTIONS  OF DEBT EQUITY RATIOS

SELECTED TRUNK CARRIEKD,

1976, 1989, AND 1984

(Doliars-in b1iTlons)

ANTICIPATED

~ DEBT/EQUITY.

i LONG TERM QEBT/ ADDITIONAL

AIRLINE ! CAPITAL EXPERTIYUSES EQUITYL REPLACEMENT CAPITAL RATIO INCLUDING
(1977-19¢84) 1976 1980 1984 REQUIRED BY 19842 REPLACEMENT FINANC.
. A - (1984)
‘ N4
American $3-3.5 _.78 .47 2.3 $1.2 4.4
Pan fm 1.8 3.0 1.7 .78 ERK 2.17.
THA $2-.3 , 3.0 2.2 2.8 1.5-2.0 '5.77
United 4.2 . 11 .56 . .34 2.0 1.52
Industry | $27.1 1.3 .76 .98 5.6-7.7 1.78
. \ - -

SOURCE: Alliance One Institutional Services and TPI-32

e

-, 1/ Assumes borrowings for capital needs without respect to carriers ability to obtain financing.

2/ Based on nuwber of four-eng1ne aircraft remaining in fleet after 1984, . with replacements (1nc1ud1ng Spares)
valued at a 1982 cost of $27 million each.



! APPENDIX B

4

ADVANTAGES OF ACCELERATED DEVELOPMENT OF NEW TECHHOLOGY AIRCRAFT

lt Greater Noise Reduction

* A new-technology replacement aircraft would be far quieter than
the quietest existing aircraft. The gain achievable is illustrated
in Figure 1, which outlines the area exposed, on a single event, .
to a noise level equal to or greater than 90 £PNdB--roughly
equivalent to the sound of a busy downtown street.

-- The 90 EPNdB contour of the 707/DC-8 aircraft (technology of
the 1950's) extends more than 20 miles beyond the brake release
point of takeoff and roughly nine miles prior to the touchdown
point on landing. ) - .

-~ The DC-10, employing the late 1960's technology CF-6 engine,
is able to confine the 0 EPHdB contour to a much smaller area,
equivalent to the over-water area south of Logan International.
It is significantly quieter than a SAM retrofitted 727, which
meets FAR 36 standards, . : .

-== Further important noise reduction advances are reflected in the
noise contour of a new Tri-jet which has double leyer acoustical
linings, and the 1970's technology CFI~56 or JT10D engines with
new design fan and turbine stages. Those engines are expected
to be available for use in new aircraft.

2. Productivity, Qperg}inc and Safety Gains : ‘\~».

* Technological advances possible today will result in a new aircraft
© -with greater payload for its size and weight--an aircraft that is
more reliable, more easily maintained, costs less to operate, and
costs less toacquire per unit of productivity. These benefits
., accrue to the public, the air traveler, and the airlines.

* Greater efficiencies are achieved'through such technological advances
as: . _ : T _ | -

-~ Supercritical aerodynamics concepts in wing airfoil and body
‘design, which can yield a ]ighter'and more efficient aircraft.

. == Lighter, more aerodynamic propulsion system and more efficient
engines and nacelles,

-~ Digital electronics for avionics systems and in-flight control to
avoid engine abuse, improve navigaticn and approach precision,
provide increased reliability, maintainability, safety and fuel
efficiencies., : .

-
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, « HNew structural concepts, new materials, and computer-aidad designs
e which will result in a lighter aircraft made up of fewer, less’
: complex p%yts. T L '
* The pew aircraft will be safer for the air traveler, through im-
proveirents in inflight control, and new interior materials of much
* improved flammability/smoke/toxicity characteristics.

. The new aircraft will comply with the more rigorous engine pollutant
standards set for 1979, ‘ ' , 4

"+ The new aircraft, by virtue of improvements in systems and avionics, wil
- be certified with a two-man flight deck crew--an importent contri-’
bution to control of airline costs and hence ticket prices.

« In terms of seats,range and operational characteristics, the new air-
. craft will be more clossly attuned to marketing requirements of the
. Tate 1970's and mid 1980's. . On many routes today the aircraft used
C are smaller than optimal, making edditional Tlights necessary; on
other routes aircraft of longer range than necessary are used, which
incurs both weight and efficiency penalties. A market-matched air-
- craft would convert into increased airline efficiencies.

s The new aircraft will use computgr-aided flignt profile managemsnt,
* which increases aircraft, airport and airways system productivity.

« The new aircraft will accept the standardized interline cargo
- container (LD-3). This would allcw much improved efficiency in

. the high growth air cargo industry, by avoiding much of the labor
- - and handling costs, while interfacing efficiently.with all-cargo
and interline air cargo services, = - Y )

. - . -

.

3. .Energy Savings

Replacement of 707/DC-8 aircraft with new, high—technology

aircraft would result in reduced energy consumption per secat

mile flown. 1/ The estimated magnitudes of the savings from various
noise reduction programs are shown below: .o -

o ' -- A program resulting in the retrofit of about 100 of -
o “the 707/DC-8 aircraft and replacement of the (est»
with new, high-technology aircraft would provx@e an
cnergy saving of about 2.5 billion ga]lons~9f jet
' fuel--an energy cost saving of about $200 million
. over the period of the program (1981-1986) at today's

price.

1/ This is based on comparison of the fieet mix that was estimated to result
from implcrentation of the proposed programs with the fleet mix estirated
to result in the event that no program were undertaken. The new, high-
technology aircraft is estimated to be 30% more fuel efficient than a
707/DC-8 on a seat mile per gallon basis. :

L4
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A program resulting in the replacement of all 707/DC-8
aircraft with new, high-technology aircraft would provide
an energy saving of about 2.8 billion gallons--a cost
savings of over $1 billion over the program peried.

-=~ - A program resulting in the retrofit of all 707/DC-8
- aircraft would impose an additional energy requirement
of about 220 million gallons over the program period.

-~ It should also be noted that retrofit of the 727/737/DC<9
aircraft would not cause a measurable change in the energy
requirement of the commercial aircraft fleet.

-- The annual energy saving of the program would in 1986
amount to ebout 8% of the total jet fuel consumption.of
the commercial aircraft fleet.

Positive Impact on the U.S. Aerospace Industry

The 2- to 3-year cap between expected development and
accelerated development of a new-generation aircraft is
significant for the national interest in general, but could

be crucial for the U.S. aerospace industry. Lacking a

market for a new plane -- and thus the opportunity to put

their drawii.g-board technology to.uwerk -- the U.S. manufacturers
already have lost some of the technological advantage they have
always enjoyed over foreign competition.

A potentially moré critical loss is U.S. share of the world

aerospace market. If delivery of a new aircraft is delayed

to 1985, as appears likely absent the spur of a realistic noise reductio:

program, foreign competition -- with newer products to offer --
may secure their, hold on a major share of the world market, and

~the U.S. industry may decline to a level from which it cannot
_easily recover.* ‘

The economic impact on the aerospace industry and on the u.s. ’
economy in general would be enormous. With sales of $28 billion,

" and employment of around 950 thousand, the industry has been a

major factor in the U.S. economy for nearly the last quarter
century. Since 1968, however -- as a result of the probiems of

its client industry, the U.S. airlines, and a reduction in military
purchases -- aerospace has experienced a very sharp decline:

-~ Direct employment has declined 37 percent.

-~ Industry payroll as a percent of all manufacturing
payroll has declined 30 percent.

¥ The domostic marnet is also at issue, In the absence of a new
U.S. 180-to-200 passenger aircraft, U.S. airlines are looking at
such forcign aircraft as the French-made A-300-8, which already
developed is substantially cheaper.-- though less efficient --

than a new generation U.S. aircraft would be.

-~




-~ MAs a percent of GNP, aerospace industry sales have
declined 42 percent,
4

-- Rea] aerospace industry sales have declined 37 percent.

As the real domestic and military markets have declined, U.S.
‘manufacturers have grown heavily dependent on foreign

markets for sales of civil aircraft. Since 1968 civil aircraft exports
as a percentage of total civil aircraft sales havé almost ddubled,
U.S. airframe and engine manufacturers have turned more and more

to consortiums with Europsan firms, both to share developmental
costs and to ensure continued access to European markets. However,
~the consequent sharing of production will further erode U.S.
aerospace employment,* '

-

* MAnxious to reduce U.S. dominance of the lucrative aerospace market,
foreign governments have become increasingly protective of their

own aerospace industries and markets, and increasingly aggressive
about penetrating other markets, forming alliances wvhere necessary

to do so (the French and German combined forces to produce the successful
A-300-B). Thus, while the U.S. asrospace industry has been declining
in real terms, European and other foreign governments have been
subsidizing expansion of their own aerospace industries, and threaten
to encroach on both the U.S. and world markets. A loss of only

5 percent ot present U.S. sales to foreign competition would result
in a Toss of 47,000 jobs and $729 million in payroll. o

* Assuming that past relationships hold true, the proposed program
rould accelerate by 2 to 3 years the rehiring of about 25,000
aerospace workers at a payroll of about $400 million a'year.

. . . .
[ -

L.

* An important consideration here is the effect erosion would have

on the structure ot the U.S. aerospace industry. The competition between
the three major manufacturers has helped to establish and maintain U.S.
technological superiority. If a sizable share of the world market is
lost to foreign competition, one and possibly two manufacturers could
suffer seriously.

(3
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