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THE WHITE HOUSE

WASHINGTON

October 6, 1975

MEMORANDUM FOR: PHIL BUCHEN

ROBERT T. HARTMANN
JACK MARSH

BILL SEIDMAN

ALAN GREENSPAN

FROM:

SUBJECT:

I would appreciate your review and clearance of the
proposed airline regulatory reform legislation. This
bill would:

Increase entry into the industry and liberalize
charter service.

Remove certificate restrictions (route regulation)
within five years and after five years would allow
a limited amount of entry into new markets.

Provide for rate flexibility within a designated
zone (limits) of price competition.

Eliminate anticompetitive agreements by the industry.

Adopt a liberal merger standard along the lines of
the Bank Merger Act.

Allow carriers to abandon routes after providing
sufficient notice to affected communities.

Provide an incentive for better management of
airlines.

Benefit consumers, eventually, through lower air
fares.



These reform proposals have received favorable support
from Congressional members during informal discussions
and the tentative promise of hearings this year.

I would appreciate your comments by close of business
Wednesday, October 8. The bill has been cleared by
Secretary Coleman, Attorney General Levi, OMB (Collier),
and the Counsel's Office (Lazarus).

Attached for your review are OMB's Memorandum for the
President (Tab A), a Summary of the Aviation Act of 1975
(Tab B), the Draft Presidential Message (Tab C) and the
Bill itself (Tab D).

Attachments







































































































































































































































Brief Su.fnrnary of Major Provisions of
Aviation Act of 1977

Entry Changes

1. Those taking effect upon enactment:

a. Policy Declaration - emphasizes competition

b. Procedural Expedition - entry cases must be decided
within months -

c. Restriction Removal - CAB must remove all restrictions 3
by the end of 1979; removal discretionary until then ’ ‘

d. Burden of Proof - burden is reversed and public convenience
and necessity defined

e. Commuter Exemption - raised

2. Taking effect January 1, 1980:

a. Dormant Authority - person can apply for dormant routes

3. Taking effect January 1, 1982:

a. Discretionary Authority - any person can choose four additional
pairs of points not awarded in last two years, with 4, 000 mile
maximum total for certificated carrier, 2,500 miles for others.

Rate Changes

1. Immediately, carriers may raise rates 10 percent; lower rates
as long as not predatory (i.e., below '"direct costs'').

2. After January 1, 1982, carriers can raise rates 20 percent a year;
lower rates as long as not predatory.

Mergers

1. After January 1, 1982, Board loses jurisdiction and Attorney General
applies balancing test.

Capacity Agreements

1. Board, for domestic air transportation, may approve capacity
agreements but only in national emergency conditions.




Be it enacted by the Senate and House of Representatives of the

United States of America in Congress assembled, That this Act may be

cited as the '"Aviation Act of 1977."

SEC. 2. Except as otherwise specified, wherever in this Act an
amendment is expressed in terms of an amendment to a section or other
provision, the reference shall be considered to be made to a section or

other provision of the Federal Aviation Act of 1958, as amended.

Definitions
SEC. 3. Section 101 of such Act is amended --
(a) by striking out paragraphs (35) and (36);
(b) by redesignating paragraphs (13) through (32), (33) and
(34) and (37) and (38) as paragraphs (15) through (34), (36) and (37),
and (38) and (39), respectively; and
(c) by inserting in the appropriate places the following new
paragraphs:
'"(13) 'Charter air transportation' means charter trips,
including inclusive tour trips of one or more stops in air transportation."
'"(14) 'Charter trip' means air transéortation performed under
regulations prescribed by the Board in which the entire capacity or a
substantial portion of the capacity of an aircraft has been engaged for

the movement of persons, property, or mail by one or more persons,



each of whom has éngaged at least 20 seats or an equivalent portion of
the capacity other than seats on such aircraft. Such regulations shall
not be unduly restrictive and shall not be more restrictive in terms of
accessibility or flexibility than the regulations regarding charter trans-

portation in effect on January 1, 1977."

1(35) 'Scheduled air transportation' means flights in regular

route service which are not charter trips."

Declaration of Policy

SEC. 4. Section 102 is amended to read as follows:

"SEC. 102. In the exercise and performance of its powers and
duties under this Act, the Board shall consider the following, among other
things, as being in the public interest, and in accordance with the public
convenience and necessity:

"(a) The encouragement and development of an
air transportation system which is responsive to the needs of the public
and is adapted to the present and future needs of the foreign and domestic
commerce of the United States, of the Postal Service, and of the National
defense;

"(b) The provision of a variety of adequate, economic,

efficient and low-cost services by air carriers without unfair or



deceptive practices;

""(c) The need to coordinate transportation by air
carriers;

1(d) Maximum reliance on competitive market forces
and on actual and potential competition to provide the needed air
transportation system;

l(e) The encouragement of new air carriers; and

"(f) The importance of the highest degree of safety in

air commerce.

"Injury to a competitor is not inconsistent with the public
interest or public convenience and necessity unless the Board also
finds that its effect would frustrate one or more of the foregoing

objectives. "

"In applying these policies to foreign air transportation, the
Board shall take into account any special factors or circumstances

»

that it finds affect such transportation."

Procedural Expedition

SEC. 5. Section 401(c) is amended as follows:
"(c)(1) Upon the filing of any such application, the Board shall

give due notice thereof to the public by posting a notice of such application



in the office of the Secretary of the Board and to such other persons
as the Board may by regulation determine. Any interested person
may file with the Board a memorandum protesting or
supporting - t.hé issuance of a certificate. Unless the Board issues
an order finding that the public interest requires that the application
be dismissed on the merits, or the application requests authority to
engage in foreign air transportation, the application shall be set for a
public hearing within sixty days from the date the application is filed.
with the Board. Any order of dismissal issued by the Board shall be
deemed a final order subject to judicial review as prescribed in
section 1006 of this Act. Mutua:11y exclusive applications shall be
heara at the same ti:me. If an application regarding interstate and
overseas j:ra.nsporta.tion is set for public hearing, final disposition
of such application must be made within nine montl-qs of the date
such application was filed. In addition, by order in extraordinary
circumstances, the Board may delay dec.ision for up to thirty days
beyond thé applicable date for decision.

"(2) The dates specified in paragraph (1) do not apply to
applications pending on the date of enactment of this paragraph or
to applications filed within six months of such enactment. Applications
filed within six months of the date of enactment must be disposed of

within twelve months of the date of applications.



""(3) If the Board does not act within the time specified in
paragraphs (1) and (2), the certificate authority requested in the
application shall become effective and the Board shall issue the

certificate as requested without further proceedings."

Restriction Removal

SEC. 6. (a) Paragraph 401(e)(3) of such Act is amended by striking

the term '""supplemental' and inserting in lieu thereof the term 'charter'.

(b) Paragraph 401(e)(4) is amended by striking ''; except that
the Board may impose such terms, conditions, or limitations in a
certificate for supplemental air transportation when required by
subséction (d)(3) of ‘;his section''.

(c) Subsection 401l(e) of such Act is amended by adding at
the end thereof the followiné new paragraph:

"(7) After the effective date of this paragraph, and

prior to January 1, 1980, upon application of any air carrier seeking
removal of any term, condition, or limitation attached to its
certificates to engage in interstate or overseas air transportation
or upon its own initiative, the Board within 90 davs of anv such
application or initiative shall eliminate any such term, condition,
and limitation which is obsolete or inconsistent with the criteria set

forth in subsection 102 of this Act . On flights operated in foreign



air transportation, an 2air carrier may engage in interstate trans-
portation between any United States co-terminal points named in its
certificate for such foreign air transonortation.

""(8) After December 31, 1979, anv term, condition or
limitation attached to a certificate to engage in interstate or overseas

air transvortation shall be null and void. "

Entry

SEC. 7. (a) Section 401(d) is amended as follows:

"ssuance of Certificate!

"Interstate and Overseas

"(d)(1) - o E " In the case of an application
for a certificate to engage in scheduled or charter interstate or overseas
air transportation the Board shall issue a certificate authorizing the
whole or any bart thereof (or, in the case of an application for a
temporary certificate, for such period or periods as the Board may
specify) if it finds that the applicant is fit, willing, and able properly
to perform such transportation, and to conform to the provisions of
this Act and the rules, regulations, and reqﬁirements of the Board
hereunder, unless a complainant establishes and the Board finds (1)
that the complainant is providing air trans;

ortation between points which the applicant proposes
P _ PP

to serve; (2) that performance of the proposed transportation



is not consistent with the public convenience and necessity as defined

by section 102; and (3) that the performance of the proposed trans-

portation will cause substantial injury to the complainant. ~ e

"Dormant Authority"

"(2)(A) Beginning on January 1, 1980, if an air carrier has held

@E,e__sfricteid h[)nsto?a é.iifhofﬂy toiewngageﬁi scheduled interstate o-rr o;erséas

air transportation between any two points listed on its certificate

exercised that é.hthérity by providing such transportation pursuant to
published flight schedules for a minimum of five round trips per week

for at least 180 days during the immediately preceding 12-month period,

upon application the Board shall issue a certificate without restrictions

authorizing such transportation to any applicant, _

—,

" that is fit, willing, and able properly to

perform such transportation, and to conform to the provisions of this

Act and the rules, regulations, and requirements of the Board hereunder.

Pursuant to this paragraph, for_any pair_ of point s_the Board ‘may not issue

-

terfificates in excess of the number of certificates than have been issued

pursuant to other paragraphs of this subsection and which are not being

‘used as provided in the first sentence of this paragraph.



"(B) Upon the filing of any such application, the Board shall
promptly give notice thereof to the public by posting a notice of such
application in the office of the Secretary of the Board and to such other
persons as the Board may by regﬁlation determine. Any person seeking
the same authority pursuant to this paragraph shall file an application
for such authority within 30 days of the date on which notice of the
initial application was published. If an additional application is not
received within the 30-day period, and if the initial applicant holds
a certificate under this subsection, the Board shall issue its final
order granting the authority within 60 days of the date on which notice
of the application is published. If more than one application has been
filed for the same at;thority, or if any applicant does not hold a cer-

tificate under this subsection, the Board shall issue its final order in

accordance with the procedures and dealines set forth in section 401(c).

"Discretionary Authority"

"(3) Beginning on January 1, 1982, any person may apply in each

caléndar y8ar to the Board under this paragraph. Upon the filing of any _

- e e ————

such application, the Board shall promptly give notice thereof to the
public by posting a notice of such application in the office of the
Secretary of the Board and to such other persons as the Board may

by regulation determine and unless the Board shall find the applicant

is not fit, willing, and able, the Board within sixty days of



such application shall issue a certificate to engage in nonstop scheduled

~air transportation between any four T pairs of points by the

applicant except as follows:

"(A) For any air carrier certificated by the Board under
any section of this Act which has operated pursuant to that authority for
at least one year and any intrastate air carrier engaging in intrastate
air transportation which is certificated or licensed by a State re.gulatory
authority which operated in excess of one hundred million available
seat-miles in scheduled passenger air commerce in the previous calendar
year, the cumulative air miles between all the points chosen by any
applicant during any one calendar year may not exceed four thousand
statute mi-les.

"(B) For all others, the cumulative air miles between
all the points chosen by any applicant during any one calendar year may
not exceed 2, 500 statute miles.

"(C) In the event that in any one calendar ‘year, the Board
receives within thirty days of an initial application for a pair of points _

other applications for that pair pursuant to this paragraph, the
Board sh;11 select only one applicant to serve such pair and it shall
make its selection in conformity with section 102 within 120 days of

the first such application received in that calendar year.
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(D) An applicant pursuant to this paragraph mé,y not

apply for any pair of points for which a certificate has been
granted within the preceding two calendar years; and
"(E) An applicant under this paragraph may specify

alternative choices which the Board must consider should the

applicant's original choices not be granted."

"Foreign Air Transportation®

''(4) In the case of an application for a certificate to engage
in foreign air transportation the Board shall issue a certificate autho-
rizing the whole or any part of the transportation covered by the
application (or, in the case of an application for a temporary cer-
tificate, for such periods as the Board may specify) if the applicant
establishes and the Board finds that the applicant is‘ fit, willing, and

“able properly to perform such transportation and to conform to the
provisions of this Act and the rules, regulations, and requirements
of the Board hereunder, and that such transportation is required by

the public convenience and necessity.

"Commuter Air Transportation' '

"(5) Any air carrier that engages in interstate air trans-
portation solely with aircraft having a capacity of less than fifty-six
passengers or 18, 000 pounds of property shall not be required to
obtain a certificate if that carrier conforms to such financial

responsibility requirements as the Board may by regulation impose.
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The Board shall by regulation increase the passenger or property
capacities specified in this paragraph when the public interest so
requires. Air transportation pursuant to this paragraph is not
subject to sections 403, 404, 405(b), (c), and (d), or 412, except
for the provisions regarding joint- fz;.rce-s and tth'ough rates. "
(b) Section 401(e)(1l) is amended to add at the end:

"The Boa.rc.l éilé.ll not, however, impose closed-door,
single-plane service, mandatory stop, long-haul - s or
similar restrictions on any new- certificates or amendment to any

existing certificate.

Abandonments

SEC. 8. Section 401(j) is amended as follows:

"Termination or Suspension of Service

"(j)(1) An air carrier may not terminate any interstate or
‘overseas air transportation service required by its certificate of
public convenience and necessity except upon 2 minimum of 90 days
notice filed with the Board and served upon each community directly
affected by such terminatjo;{. If the Board in accordance with its
regulations after complaint or upon its own initiative determines that
a termination will involve the loss of essential air service; the Board
may suspend such termination for a pﬂeriod not to exce__ed 360 days

'after notice is filed with the Board to allow arrangements to be made
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for alternative service. The Board may, by regulation or otherwise,
authorize such temporary suspension of service as may be in the
public interest. Any air carrier that provides service pursuant to the
Board's authority to suspend termination shall be feimb‘.’:?,s?d by ftlr}eu‘ :
Board for any losses incurred by the carrier by reason of such sus-
pension. The loss shall be the.fully allocated costs incurred by the
carrier in providing the service (including a reasonable return on
investment) less the revenues received by the carrier in providing

the service.

'""(2) An air carrier may not abandon any route, or part
thereof, for which a certificate to engage in foreign air transportation
has been issued by the Board, unless, upon the application of such
a.irA carrier, after notice and hearing, the Board shall find such

abandonment to be in the public interest.

Federal Preemption

SEC. 9. Title I of such Act is amended by adding at the end

/’C(. F C A'?/)
thereof the following new section: /= ) e
e o
"Federal Preemption % :ﬁ_/
e

"SEC. 105. No State or political subdivision thereof, including
the Commonwealth of Puerto Rico, the Virgin Islands, Guam, the
District of Columbia, the territories or possessions of the United States

or political agencies of two or more States, shall enact any law,
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regulations, or standard relating to rates, routes, or services in
interstate, overseas, or foreign air transportation or the transportation

of mail by aircraft."

Transportation of Mail

SEC. 10. Section 405(b) is amended to read as follows:
'"(b) Each air carrier shall, from time to time, file with

the Board and the Postmaster General a statement showing the points

between which such air carrier is authorized to engage in air
transportation, and all suchedules, and all charges therein, of
aircraft regularly operated by the carrier between such points,
setting forth in respect of each such schedule the points served
thereby and the tirﬁe of arrival and departure at each such point.

The Postmaster General may designate any such schedule for the
transportation of mail between the points between which the air
carrier is authorized by its certificate to transport mail. No change
shall be made in any schedules designated except upon ten days'
notice thereof as herein provided. No air carrier shall transport
mail in accordance with any schedule other than a schedule designated

under this subsection for the transportation of mail."



Consolidation, Merger and Acquisition of Control

SEC. 11, Effective January 1, 1982, Section 408 is amended
* to read as follows:

\
‘ Filing Required

" (a) Every person desiring to engage in the following transactions
shall file a notification of such transaction with the Attorney General,
containing such information as the Attorney General by regulation may
require, at least 30 days prior to the effective date of such transaction:

(1) The consolidation or merger, of the properties, or
any part there-of, of two or more air carriers, or of any air carrier
and any other common carrier or any other person engaged in any other
phase of aeronautics, into one person for the ownership, management,
or operation of the proéerties theretofore in separate ownerships;

(2) The purchase, lease, or contxlacting to operate the
properties, or any substantial part thereof, or any air carrier, by
any other air carrier, any person controlling an air carrier, any other
common carrier, or any person engaged in any phase of aeronautics;

(3) The purchase, lease, or contracting to operate the
properties, or any substantial part thereof, of any person engaged in
any phase of aeronautics, by any air carrier or person controlling an

air carrier;

15
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(4) the acquisition of control of any air carrier in any
manner whatsoever, by any other air carrier or any person controlling
an air carrier, any other common carrier, any person engaged in any
phase of aeronautics, or any other persons; or

(5) The acquisition of control of any person engaged in
any phase of aeronautics otherwise than as an air carrier, by an air

carrier or person controlling an air carrier.

Power of the Attorney General

(b) If the Attorney General reasonably believes that a trans-
action which is the subject of a notification filed pursuant to subsection (a)
may violate the antitrust laws, he shall notify the Board, the parties to
the transaction, and other interested persons of this fact within 30 days.
If such notice is given the transaction shall be stayed for 60 days or until
the disposition of any proceedings broug‘ht by the Attorney General.
Within 60 days following notice by the Attorney General he n‘lay institute

a suit for relief under the antitrust laws in an appropriate district court.

Procedure
(c)(1) In a suit brought by the Attorney General pursuant to
subsection (b), it shall be a defense that the anticompetitive effects of

a transaction which would otherwise violate Section 1 of the Act of
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July 2, » 1890, as amended (Sherman Act), 15 U,S.C. 61, or
Section 7 of the Act of October 15, 1914, as amended (Clayton Act),

15 U.S.C. 818, are outweighed by the probable effect of the transaction
in meeting the transportation convenience and needs of the communities
or regions or areas to be served, considering all aspects of the trans-
action and related transactions, and that such transportation conveniences

and needs probably would not be satisfied by any less anticompetitive

alternative. In determining the line or lines of commerce affected by —~ 77

“the transaction, the anticompetitive effect of the transaction, and the -

‘transportation convenience and needs of the community or communities

“to be served, substantially equivalent forms of existing or potential —-

“air or other transportation in the geographical market shall be T

" given appropriate weight. The Attorney General shall bear the burden™ "~

of proving the anticompetitive effects of the trans-
action, and the proponents of the transaction shall bear the burden of
proving that the transaction meets the transportation convenience and
needs of the community or communities to be served and that such con-
venience and needs probably would not be satisfied by any less anti-
competitive alternatives.

(2) In any action brought by the Attorney General pursuant to

this subsection, the Board may appear as a party of its own motion and
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as of right and be represented by its counsel and the Secretary of
Transportation may file with the District Court a statement setting
forth his views on the challenged transaction and the implications
of the challenged transaction upon national tranéportation policy.

(3) Upon the consummation of a transaction approved under
this section and after the termination of any antitrust litigation com-
menced within the period prescribed in this section, or upon the
termination of such period if no such litigation is commenced therein,
the transaction may not thereafter be attacked in any judicial proceeding
on the ground that it alone and of itself constitutes a violation of any
antitrust laws other than section 2 of the Sherman Act (15 U.S.C. 2),
but nothing in this chapter shall exempt any person involved in or
affected by such a transaction from complying with the antitrust laws
after the consummation of such transaction, For the purposes of this
section, the term 'antitrust laws' means the 'antitrust laws' as defined
in section 1 of the Clayton Act as amended (15 U.S. C. 12);

' (4) All transactions approved by the Board pursuant to this
section may be challenged by the Attorney General in an action brought
to enforce section 2 of the Sherman Act (15 U.S. C. 2), notwithstanding

any other provision of this section or section 414,

/’,,.-'*"-",‘

AT OR SN

S JoN
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Certificates
(d) If any transaction specified in subsection (a) goes into
effect, the Board shall issue as a matter of course any certificates '
required by section 40l. Nothing in this section, however, shall be

construed to limit the authority of the President granted by section 801

with respect to certificates for foreign air transportation.

Exemptions

(e) The Attorney General may by regulation determine that
a class of transactions specified in subsection (a) does not affect the
control of an air carrier directly engaged in the operation of aircraft
in air transportation, does not result in creating a monopoliy and does
not tend to restrain competition. Such a class of transactions shall be
exempt from the premerger notification provision of paragraph (a),

(f) The Attorney General may, in individual cases, terminate
the waiting period specified in paragraph (b) and allow any person to
prroceed with any transaction subject to this section, and promptly shall
cause to be published in the Federal Register a notice that he does not
intend to take any action within such period with respect to such acquisition.

SEC. 12. Effective January 1, 1982, the Act of October 15, 1914,
as amended, commonly known as the Clayton Act, is amended by

(a) Deleting the words '"Civil Aeronautics Board where they

appear in the sixth full paragraph of Section 27, 15 U.S.C. 8 18; and
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e

(b) By deleting the words '"in the Civil Aeronautics Board

where applicable to air carriers and foreign air carriers subject to

the Civil Aeronautics Act of 1938"; where they appear in Section 11(a), £

15 U.S.C. § 22(a).

Agreements

SEC. 13. Section 412 is ameénded by striking the heading and
inserting the following:

"Pooling and Other Agreements in Foreign Air Transportation

"Filing of Agreements in Foreign Air TransportationRefq_u'i?ied";_”
(b) Section 412(a) is amended by inserting the term "foreign'"
between the terms "affecting' and "air transportation'';

(c) Section 414 of such Act is amended by striking "Sections 408,

409 or 41277 3nd nserting "Section 412" in lieu thereof. .

. —SEC 14. The Act is a‘rne‘ntied to add the fbiloyvjng new section and
to renumber the subsequent sections accordingly:

"Capacity Agreements in National Emergencies"

"SEC. 413. Air carriers may apply to the Board for the approvalm
of capacity agreements. The Board may approve 'such an agreement only
if (1) it is needed to avert or ameHlorate a major nationwide disruption
‘oft scheciuledalrca.rrwr vs_ervicé»; /(2.) such disruption> is or will
be produced by drastic, sudden and unforeseen changes affecting the

industry as a whole but not originating within the industry; (3) the
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capacity agreement is the least-anticompetitive way to achieve the
desired object; and (4) the agreement is limited to a period of not
more than one year and is not renewable. Any agreement approved

by the Board pursuant to this section shall be exempt from the antitrust

laws.

Repeal of Section 409

SEC. 15. Section 409 is stricken in its entirety.

Rates
SEC. 16. Section 1002 is amended by:
(2) Amending paragraph (d) to add the following new proviso:
"Provided, That (i) except in monopoly markets the Board may not

find any rate, fare, or charge to be unjust or unreasonable on the basis

that it is too high unless the rate, fare, or charge 1s,:§w_11ihre_spectt5*—’

determinations before January 1, 1982, more than teAr_lﬂpfe;_zj_cjéﬁg;hi'g'h'ér or, after

that date, more than twenty percent higher than the rate, fare, or charge

in effect for the service at issue 1 year prior to the filing of the rate, fare,

or charge; and (ii) the Board may not find any rate, fare, or charge to
be unjust or unreasonable on the basis that it is too low unless, for

the service at issue, the rate, fare, or charge is predatory. A rate

above the direct costs of the service in issue may not be found predatory.

Direct Costs' means the direct operating costs of providing service

oy
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to which a rate, fare, or charge applies,e;nd shall not include such
items as general and administrative expenses; depreciation; interest
payments; amortization; capital expenses; costs associated with the
development of a new route or service; and other fixed costs or costs
which do not vary immediately and directly as a result of the service

at issue."

(S) Amending paragraph (e) so as to read:
"(e) In exercising and performing its powers and duties

Qith respect to the determination of maximum rates fér the carriage
of persons or property, the Board shall take into consideration, among
other .factor s: |

'""(1) the effect of such rates upon the movement of
traffic;

'"(2) the need in the public interest of adequate and
efficient transportation of per son; and property by air carriers at

-

the lowest cost consistent with the furnishing of such service;



'""(3) the quality and type of service required by the
public in each market;

'"(4) the need for~ price competition to promote a healthy
air transportation industry which provides maximum benefits to consumers;

"(5) the need of each carrier for revenue sufficient to
enable such air carrier, under honest, economical and efficient management,
to provide adequate and efficient air carrier service; and

'"(6) the desirability of a variety of price and service
options such as peak and off-peak pricing to improve economic efficiency."

(d) Amending paragraph (g) by striking the last period and inserting

the following provision: "Provided further, That the Board may not suspend
any proposed tariff because of the proposed rate, fare, or charge stated
therein unless the Board is empowered to find such proposed rate, fare,
or charge unlawful." |
(es Amending paragraph (i) so as to read:

"(i) Until J"anuary 1, 1985, the Board shall, whenever required
by the public convenience and necessity, after notice and hearing, upon
complaint or upon its own initiative, establishthrough service and the
maximum joint rates, or charges for interstate or ovérseas air transportation,
or the classification, rules, regulations, or practices affecting such rates,
fares or charges, and the terms and conditions under which such through

service shall be operated."



Postal Service Contract Authority

SEC. 17. Section 5402(a) of Title 39, United States Code, is amended
to read as follows:

'"(a) If the Postal Service determines that service by certificated
air carriers between any pair or pairs of points is not adequate for its
purposes, it may contract for the transportation of mail by air in such
manner and under such terms and conditions as it deems appropriate:

"(1) with any certificated air carrier between any of the
points between which the carrier is authorized by the Civil Aeronautics
Board to engage in the transportation of mail;

""(2) with any other certificated air carrier, if no certificated
air carrier so authorized is willing so to contract bet§veen points between
which no certificated air carrier is authorized by the Civil Aeronautics
Board to engage in such transportation; or |

"(3) with any other air carrier, if no certificated air carrier

is willing so to contract."

Local Service Subsidy

SEC. 18. (a) Section 406(c) is amended to add the following paragraph:
(2) An air carrier is not eligible to receive payments pursuant
to clause (3) of subsection (b) of this section unless that carrier was

actually receiving payments pursuant to that clause on January 1, 1977.
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(b) Amend section 401(j) to insert the following as 401(j)(3):

""3(a) The Board shall ensure that each point receiving
interstate scheduled air transportation on January 1, 1977, by an air
carrier holding a certificate of public convenience and necessity issued
pursuant to section 401(d)(1) of the Act and named in such certificate shall
receive essential air transportation until January 1, 1987, in accordance
with the following conditions:

1. Within 280 days of the enactment of this paragraph,
the Board shall determine .by rulemaking general
definitions of e‘ks\sential service, including levels of

such service and procedures to be used with respect

to this paragraph.

2. Any community referred to in this paragraph may
apply to the Board for assistance if that community
believes it will not receive esse;:ltial air transportation
without assistance pursuant to this paragraph. Within

a reasonable time of application the Board shall determine
what is essential air transportation for the purpose of this
paragraph for the applicant, after considering the general

definition of essential air transportation, the needs of the

community, the availability and practicality of alternative
means of transportation to the community, the frequency

of service and type of equipment economically appropriate
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to the routes, the cost of such service, and the integration

of such service with air transportation system. In deter-
mining essential air transportation the Board shall consult
with the community, the Gokvernor of the State and the
Secretary of Transportation.

3. If the Board determines that an applicant will not receive
essential air transportation the Board shall enter into a service
agreement for a period no longer than three years with an

air carrier to provide essential service pursuant to this
paragraph. In any negotiation pursuant to this section no
preference shall be given to a carrier because of prior
service under this paragraph.

4. The service agreement shall specify the maximum rates,
minimum service, frequency, schedules and equipment to

be used in providing the service.

5. Agreements entered into pursuant to this paragraph shall
be in accordance with the provisions of the Federal Property
and Administrative Services Act of 1949, as amended, and
the regulations thereunder except those provisions of such
Act the Board determines are not consistent with the purposes
of this paragraph. No increase in an agreement price may be
made for the benefit of an air carrier, except for increases

in costs attributable to Federal governmental action. The
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Board shall require in each agreement reasonable
assurance of reimbursement for the cost of obtaining
another air carrier to provide the air servich which the
defaulting carrier undertook to provide.

6. The Board shall pay the costs of the agreements entered
into pursuant to this paragraph except as indicated in
clause (7) below.

7. No less than annually, the Board shall determine the
average daily enplanements of points receiving assistance
pursuant to this paragraph. If the Board determines that
any point has not enplaned on average more than five
passengers per day during any year while receiving
assistance pursuant to this paragraph, the Board may not,
after one year from the date of such determination, pay more
than 50 percent of the agreement cost of providing service
pursuant to this paragraph. If the Board does not receive
sufficient assurance within 90 days of the notification to the
affected parties that the remaining agreement costs will be
supplied by any person (including State or local governments)
other than the Board, the Board's obligation to provide
service under this paragraph shall cease.

8. Air transportation provided pursuant to this paragraph

shall be subsidized only as provided in this paragraph, and
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shall not be eligible for mail subsidy payments pursuant
to section 406(b), clause (3).

"(b) The Board may provide air service required by this
paragraph with any air carrier the Board finds to be fit, willing, and able
to perform the service. The Board may not require such carrier to obtain
a certificate of public convenience and necessity from the Board as a con-
dition of providing such service.

"(c) The Board shall not inhibit the provision of non-subsidized
services nor shall the Board extend, negotiate or renew contracts for service
to communities where essential air transportation will otherwise be available.

- "(d) Scheduled air service provided pursuant to this paragraph
may be discontinued by the Board prior to 1987 only in exceptional circum-.
stanceé if continued operation is not practical or the need for the service has
declined to the point that continued operation is not in the public interest.

"(e) It is the objective of this paragraph to phase out all
payments pursuant to clause (3) of subsection (b) of section 406 by
January 1, 1987. By December 31, 1981, the Board shall report to Congress
on the progress in meeting this objective, with recommendations for
appropriate legislative action if needed.

""(f) The Board is empowered to promulgate regulations and

orders necessary to carry out this paragraph."
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Off -Route Charters

SEC. 19. Section 401(e)(6) is amended to read as follows:
'"(6) Any air carrier may perform charter trips without regard
to the points named in its certificate, pursuant to regulations prescribed
by the Board except the Board may not in any way limit the number of miles

operated under this paragraph."

Exemption Authority

SEC. 20. Paragraph 416(b)(1l) of such Act is amended to read as
follows:

"(b)(1) The Board, from time to time and to the extent necessary,
may (except as provided in paragraph (2) of this subsection) exempt from
the requirements of this title or any provision thereof, or any rule,
regulation, term, condition, or limitation prescribed thereunder, any
person or class of persons if it finds that the exemption is not inconsistent

with the public interest."



Additional Provision

"On or after January 1l, 1981, an air carrier engaged in interstate
scheduled air transportation may engage in nonstop scheduled air
transportation without regard to any certificate limitations or other
restrictions or limitations between any points in the United States
named in its certificate or certificates on January 1, 1977."

[This provision would be inserted after Section 6. ]
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