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currently in practice:

° Modification (retrofit) of existing aircraft engines
with sound absorbing material;

® Replacement of older, noisy aircraft with new, quieter
planes;
e Imposition of jet "bans" on night curfews at airports

(e.g. Washington National);

o Land acquisition and local zoning measures to create
noise buffer zones; and

o Modified operational techniques to minimize ground
noise.

Many of these techniques are being used in response to strong
pressures at local levels. Lawsuits against local airports
are increasing both in frequency and in damages sought. Over
the last five years airport operators have paid $25 million on
noise judgments and settlements, and have invested hundreds

of millions in land acquisitions for noise buffer zones. The
noise issue has seriously curtailed airport planning and ex-
pansion.

Apart from the noise issue, there are a number of related prob-
lems currently faced by the airlines and aircraft manufacturers.
Secretary Coleman proposes to deal with these problems in a
comprehensive fashion using the noise issue as a vehicle for
instituting a special trust fund to be used for aircraft replace-
ment or modification. He cites the following problems:

(1) Airlines have experienced a low return on investment

- in recent years and are unable to finance new airplanes
they will need in the 1980's, with or without a federal
noise policy. »

(2) In the absence of new orders, U.S. aircraft manufac-
turers are unable to commit themselves fully to the
development of the next generation of long range air-
craft, threatening the traditional American superiority
in this field (especially in the form of government
subsidized competition from Germany and France);

(3) Unemployment, depressed earnings, and unused capacity
continue to plague aircraft manufacturers and related
industries.

(4) Many airplanes in the existing jet air fleet are in-

efficient users of fuel.
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These concerns should not be ignored in the consideration of the
two issues discussed below.

ISSUE I What sort of Federal Aviation Noise Policy should the
Administration announce September 1?

There are three basic alternatives regarding what policy state-
ment should be issued. The options differ in the emphasis placed
on noise reduction methods. The options are:

(1) Issue a comprehensive policy statement which imposes
strict standards on all aircraft (old as well as new).

(2) 1Issue a limited policy statement which confines the
federal regulatory role to assistance on operational
techniques and future aircraft noise reduction.

(3) Defer a policy statement until after September 1 to

permit more thorough analysis of the merits of
various noise abatement options.

Discussion of Options

Option #1 - Comprehensive policy statement.

This option embraces the regulatory components of Secretary
Coleman's proposed policy, but does not include his related
financing proposal (that proposal is discussed in Issue II
below). This policy would require most commercial aircraft
operating in the U.S. to meet the 1969 noise standards over
the next 4 - 10 years.

The DOT proposal would require that the entire fleet of all
domestic air carriers and the domestic portion of U.S. inter-
national air carriers' fleets meet the current noise standards,
or be retired, according to a prescribed timetable. The
intention is to force replacement of the oldest, noisiest jets
(B-707's and DC-8's), and the modification of the later model,
non-standard planes (B-727's, B-737's, B-747's and DC-9's).

The arguments in favor of this option are:

° It would clarify the Federal responsibility for reducing
aircraft noise at its source.

° It would guarantee lower aircraft noise levels over
4 - 10 years -- 2 - 3 years sooner than presently
scheduled fleet retirements.

port authorities to impose disruptive operating

® It would partially relieve the pressure on local alr///,?oﬁ
restrictions. \\\\
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® It would delineate the major responsibilities of
carriers, airport operators, and the various levels
of government.

° It would remove an existing air of uncertainity which
impedes the ability of local authorities to plan for
their long-range air service needs.

® It would promote public understanding of the economic
costs associated with achievement of the socially
desirable goal of aircraft noise abatement.

°® It would generate new orders for aircraft, thus
speeding the pace of technological investments, new
aerospace industry jobs, energy savings, and pre-
served competitive advantage of U.S. manufacturers.

It should be noted that Option #1 would place severe financial
pressures on the airlines which they may not be able to manage
independently. This issue is discussed below as Issue II.

Option #2 - Limited policy statement

This option would limit federal actions to the promulgation
of regulations for future aircraft types and the establish-
ment of the quietest operating procedure consistent with a
high safety standard.

Arguments in favor of this option are:

°® It would minimize federal involvement and allow
communities to decide on preferred noise abatement
measures (This seems appropriate because: (1) about
half the six million people seriously effected by
airplane noise live near 5 major airports; and (2)
the community is best equipped to trade off the de--
gree 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 would recognize the fact that the noise problem
is taking care of itself. It is expected that most
of the noisiest planes will be retured over the next
ten years, and major federal intervention would serve
only to reduce this timetable by 2 - 3 years.

° It would recognize the belief that action to control
noise at the source does not greatly change people's
perception of the annoyance caused by Jet planes.
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Option #3 - Delay issuance of a federal policy statement.

This option would postpone the announcement of the Administration's
aviation noise policy until after September 1.

Arguments in favor of this option are:

° It would permit more thorough analysis of the asserted
merits of Options 1 and 2, i.e.

-- To what extent does Option #1 achieve the external
benefits claimed (e.g. improved U.S. competitive
position, job creation, energy savings, etc.)?

—-—- Does Option #1 create an undesirable precedent for
federal action?

—-- Does Option #2 encourage local action which dis-
rupts air service and stalls airport and land use
planning?

-- Does Option #1 invite retaliatory action by
international air carriers and their governments?

[ It would permit consideration of alternative policy
options not included here, e.g.

- A hybrid compromise incorporating elements of Option
#l and #2;

-- Differential treatment of certain airports; or

- ﬁsééblishment of a noise pollution tax linked to
the degree of noise omitted by specific aircraft.

°® It would recognize the fact that although there is
pressure for federal action, there is no compelling
reason for immediate action. Congress is not likely to
act this year on any of the nine noise abatement mea-
sures currently before it.

° It would permit Secretary Coleman to hold public hearings
of the type he has used so successfully on the Concorde
and air bag issues.

RECOMMENDATIONS




DECISION

Option #l1 Issue a comprehensive noise policy statement.

Option #2 Issue a noise policy statement that presents a
limited federal role.

Option #3 Delay issuance of a federal policy statement.

If Option #1 is selected, Issue II below on financing should be
studied and decided.

ISSUE II Should the policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

If you decide to issue a comprehensive policy statement which
imposes Federal rules affecting the rate of aircraft replace-
ment and capital investment rate of the airliner, consideration
should be given to a possible Federal role in helping, airlines
to finance the costs of compliance.

Three .options are included for your consideration:

(1) Propose the cration of a special trust fund as suggested
by DOT.

(2) Propose no special Federal involvement in the financing
problem (and continue to push for the Administration's
proposed Aviation Act of 1975)

(3) Defer action on the financing problem (and push the
Aviation Act of 1975)

The merits of these options are examined below.



RECOMMENDATIONS

Issue 1 Authorize Secretary Coleman to initiate
noise standards for all U.S. commercial
aircraft.

Recommending Approval

Secretary Coleman strongly supports approval of Issue 1.
He believes that it represents good policy, that a
"better" policy is not achievable, and that the Admin-
istration's credibility (as well as his own) would be
damaged by further delay.

Guy Stever supports approval on the basis that the "facts
are relatively well known" and he finds it "difficult to

perceive what the delay in issuing a noise policy state-

ment would enable us to accomplish."

Bill Seidman and Bill Gorog are also strong in their
support for approval. They are most concerned about the
related problems of the airline and aerospace industries
and view approval of Issue 1 as an important trigger to
helping solve the related problems.

Approval is also recommended by NASA, State, and HEW./’;TGEE>\
i
Jim Lynn strongly supports disapproval of Issue 1. He
questions whether any Federal action is needed at this
time. He is particularly concerned that the noise policy
will increase pressure for a Federal role in solving the
airlines' and aerospace industries' financial problems.

Recommending Disapproval

CEA supports disapproval because of the unknown impact of
this policy on competition in both the airline and air-
frame industries. He suggests the creation of an EPB
Task Force to analyze the problem more comprehensively by
November or December.

Disapproval is also recommended by Max Friedersdorf, CEQ,
Justice, and the Council of Wage and Price Stability.

NSC is neutral on this issue.
Issue 2 If Option 1 is approved, authorize
proposals to Congress for a $3.5 billion

Aircraft Replacement Fund.

Recommending Approval

Secretary Coleman strongly supports approval of Issue 2.
He is convinced that Federal involvement is necessary, and



believes that alternative Federal financing roles have
been adequately studied and can be rejected. He would
be prepared to hold hearings on the issue, but would
consider it a grave mistake not to at least announce
the proposed noise policy.

Bill Seidman and Bill Gorog support approval because
of their strong concern for the health of the affected
industries and the U.S. competitive position. Gorog
believes the problem "requires action, . not study" and
thinks the proposal will satisfy environmentalists,
aircraft workers, industry management, and the bankers.

Guy Stever supports approval "with caveat of explora-
tion of other schemes of financing" (a position which
is not necessarily at odds with disapproval).

Approval is also supported by NASA, State, and HEW.

Recommending Disapproval

Jim Lynn firmly believes that a decision should be
delayed until the need for Federal involvement has been
better established and other alternative mechanisms
studied. He also believes any financing proposal
should be tied directly to the enactment of the air
regulatory reform legisltaion.

CEA supports disapproval on the basis that economic
analysis is lacking for "a reasoned decision at this
time." They believe "there are too many conflicting
views on the effects on both industries" to make a
decision. They recommend an EPB Task Force study to be
completed in November or December.

Disapproval is also recommended by Max Friedersdorf,
CEQ, Justice, and COWPS.

DECISION

Option #1 Propose the DOT financing plan

Option #2 Delay announcement of a financing plan







noisiest and least fuel efficient aircraft. Later model
aircraft -- about 1,000 B-727's B-737's and DC-9's (50%
of the fleet) -— are significantly less noisy but fail
to meet the 1969 standards. About half the U.S.-owned

B747's (50 planes) also fail to meet the standards.

The FAA has statutory authority and responsibility for

-setting noise standards for new and existing aircraft. It

has so far failed to issue standards in existing airplanes,
but is under pressure to do so from the EPA, interest groups,
and at least one State (Iliinois through litigation).

There are a number of ways to reduce aviation noise:

) Modification (retrofit) of existing aircraft
. engines with sound absorbing material;
e Replacement of older, noisy aircraft with new,
quieter planes;

© Imposition of jet "bans" or night curfews at
airports (e.g. Washington National);

e Land acquisition and local zoning measures to
create noise buffer zones; and

° Modified operational techniques to minimize
noise.

Many of these techniques are aiready being used in response
to strong pressures at local levels. Lawsuits against local
airports are increasing both in frequency and in damages
sought. Over the last five years airport operators have
paid $25 million on noise judgments and settlements, and
have invested hundreds of millions in land acquisitions

for noise buffer zones. The noise issue has sexriously
curtailed airport planning and expansion.

. Secretary Coleman's Position (See-Tab- &)




DOT and FAA recommend that domestic air carriers and the domestic

portion of U.S. internationzl air carriers' fleets be
reguired to meetfEderal Aviaticn Regulations, Part 36,

(FAR 36) noise levels or to be retireqg according to the
following schedule:

'

e B-747's - within six years

. 4-engine narrow-body jets - as. soon as possible,
but within ‘six to eight years

"« 2- and 3-engine narrow-body jets - 1/3 within three -

Years, 2/3 within six years, with 1/3 pernmitted

"to continue in use after six years at airports other

than the major ones with substantial noise problems.
The imposition of noise standards on existing aircraft will place a
financial burden on some air carriers. At the same time it is desirable
to begin a new generation of U. S, aircraft. The aerospace industry,
given the financially weak position of U.S. air carriers, does not have
the economic incentive to go forward with these programs at this time.

The DOT/FAA noise policy statement, potentially a significart stimulus
toward the needed new generation of aircraft, recommends that the
Administration Support a carrier agreement under which they would
collect a 2 percent surcharge for 10 years, pool the surchar

1 and redistribute them slightly. The fund wo
of aircraft that do not comply with FAR 386.

ge revenues
uld be used for replacement

= . -

Apart from the noise issue, there are a number of related-
problems currently faced by the airlines and aircraft
manufacturers. Secretary Coleman proposes to deal with

these problems in a comprehensive fashion. He maintains
that: ’
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(1) Airlines have experienced a low return on invest-—
ment in recent years and are unable to finance
new airplanes they will need in the 1980's,
with or without a federal noise policy.

(2) In the absence of new orders, U.S. aircraft
manufacturers are unable to commit themselves
fully to the development of the next generation
of long range aircraft, threatening the tradi-
tional American superiority in this field
(especially in light of government subsidized
competition from Germany and France);

(3) Unemployment, depressed earnings, aﬁd unused

capacity continue to plague aircraft manufacturers
and related industries.

- (4) Many airplanes in the existing jet air fleet are
inefficient users of fuel.

ISSUE I. What position should the Administration take
on aviation noise policy?

There are three basic alternatives regarding what position
the Administration should a&dopt.  The options differ in

the emphasis placed oOn noise reduction methods. The options
are:

(1) Issue a comprehensive policy statement that imposes noise
standards on existing aircraft and recommends the DQT
~ financing mechanisn:,

(2) Issue a noise policy statement and hold a hearing on a
financing mechanism.

(2) Decide not to issue noise regulations for eiiéting aircraft.

Discussion of Options

Option #1 - Issue a comprehen51ve n01se pollcy statement

This option embraces the r=gulatory and fma.ncmg components

of Secretary Coleman's proposed policy. (That proposal is
. discussed in Issue II below),
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The arguments in favor of this option are:

o This option is a limited Federal action that avoids
pre-emption. It does not go as far as other federal

_agencies, the airlines and airport operators would
like.

® I+ would clarify the federal responsibility fox
‘ reducing aircraft noise a't its source.

© It would guarantee lower aircraft noise levels
over 4 - 8 years —-— 2 - 3 years sooner than
presently scheduled fleet retirements.

) It would partially relieve the pressure on local
airport authorities to impose disruptive operating
restrictions.

‘e It would delineate the major responsibilities of

carriers, airport operators, and the various
levels of government.

° It would remove an existing air of uncertainty
which impedes the ability of local authorities
to plan for theirslong-range air service needs.

® I+ would promote public understanding of the
economic costs associated with achievement of
the socially desirable goal of aircraft noise
abatement.

e It could hasten new orders for aircraft, thus
preserving the competitive advantage of U.S.
manufacturers, while speeding the pace of tech-
nological investments, new aerospace industry.
jobs, and enargy savings.

It should be notad that Option #1 would place increased
financial pressures on the airlines, some of which may
not be able to manage independently. This issue is dis-
cussed below as Issue IT.



5

Option #2 - Issue ailimited noise policy statement that contains
a noise regulation and hold a hearing on financing.

This option would limit federal actions to FAA promulgation of
regulations for existing aircraft types and FAA establishment

of the quietest operating procedures consistent with a hj

gh safety
standard. '

Arguments in favor of this option are:

0 It represents Administrative action in the aircraft
noise problem.

o The hearing on financing allows all issues on that
matter to be presented at once and does not commit
the Administration to a final position.

o It would permit Secretary Coleman to hold public
hearings of the type he has used so successfully
on the Concorde and air bag issues.

Option #3 - Decide not to issue a federal policy statement at
time.

This option would postpone the “announcement of the Administration's
aviation noise policy until after September 2.

Arguments in favor of this option are:

o It would permit more thorough analysis of the
asserted merits of Options 1 and 2, i.e.

-- To what extent does Option #1 achieve the
external benefits claimed (e.g. improved U.S.

competitive position, job creation, energy
savings, etc.)?

-- Does Option il create an undesirable
precedent?

-~ Does Option #2 encourage local action which
disrupts air service and stalls airport ‘and land

use planning?
(,:’Fo %\
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It would recognize the fact that although there is
pressure for federal action, there is no compelling
reason for immediate action. Congress is not
likely to act this year on any of the nine noise
abatement measures currently before it.

—RﬁF.JC OMMENDATIONS
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DECISION ON ISSUE I

ngion il Issue 2 compr.ehens.ive noise policy statement.
) Og-tvibn 2 Issue a limited noise policy statement.
.- - ’ ‘
.O'Etivon #3 I?elay ijssuance of a federal policy statement.
ISSUE I If a noise policy is issued, should a financing

mechanism to help airlines replace old aircraft

and to stimulate the development of 2 new

generation of aircraft by U.S. airplane manufacturers
be included. '

If you decide on Option 1 on the issue discussed above, i.e., to

issue a comprehensive noise policy statement with retrofit/replacement
deadlines, Secretary Coleman Jirges that the Administration also
endorse a $3.0 to 3.5 billion "environmental surcharge' collected

by the carriers to help finance the required replacement and
retrofitting of jets. In addition to assisting the domestic airline
jndustry to modernize its jet fleet, Secretary Coleman argues that

this program will stimulate earlier development of a new generaticn
of aircraft by U.S., manufacturers and strengthen the position of U.S.
ajrframe manufacturers in the world aircraft market.

There are two basic options regarding Federal involvement in financing
the retrofit/replacement of existing airplanes and the development of
new generation aircraft. These options are:

(1) Announce the finzncing plan recommended by DOT.

;,\‘
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B-727's, B-737's and pC-9's in the fleets are,

—--—=—--—in their fleets at the begin

.. - -pC-8's will be largely phased out by -1985.

, _ ) .

(2) Do nothing at +his time except continue to push
strongly for the Aviation Act and initiate a
thorough review of the related airplane financing
and new plane development situation. to consider

' ' financing options. - . = - e oo R
_Background o ’ X R T

American scheduled airlines had about 2000 jet aircraft

; _ ning -0f 1976.- Of these, about ...
300 are wide-bodied jets (B-747's, DC-10's and 1,-1011s)

which will be used into the 1990s. Another about 1,225

: / for the most
-part, relatively new. Only about 300 of these will be
replaced by 1985. Finally, about 475 older B-707's and

The application of noise standards on older aircraft may
effectively require some aircraft, now likely to be replaced
by 1985, to be replaced at an earlier date. Thus, the
impact of noise standards may be to increase capital outlays
during the next several years while reducing outlays some-

what in the mid-1980's, but the magnitudes of these shifts
has not been established. -

, - _
If the airlines were to cSntinue to earn the 5.7% rate of
return which they have experienced over the past few years,

certain—>>" will have substantial

carriers

The

Aviation
Act phases
in over ‘a
—
five year

_ problems
obtaining the capital needed to finance the fleet replace-

ment and expansion. However, if our airlines begin to

earn a normal rate of return (10-12% for industry) . they
will generate $6-8 billion of earnings. This internally-
generated capital plus the new debt and equity which would
be available if the airlines were financially healthy would

be sufficient to meet all the capital needs of the airlines
over this 1976-1985 period. Co : ' :

iast fall you proposed the Aviation Act of 1975 which is
designed to increase competition in the airline industry.,
decrease CAB involvement in the pusiness decisions of the
airlines and improve the financial health of the airlines.
If enacted, it is anticipated that the aviation Act will
create an economic environment where the airlines earn a

period.

normal rate of return. Extensive hearings on this bill

have taken place in both the Senate and House. Positive
action on the Aviation act or a similar bill is anticipated
by the end of 1977. :

. ' ‘ . . o ’ {‘E’O‘ ;0‘\
2 memorandum at Tab B provides some jnformation on the" "
Aircraft Manufacturing Industry- o
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_piscussion of Options

Option #1 - The DOT proposal would coup

le the Noise Policy

.~ with legislation which would do the following:

~ Reduce the Federal air passenger ticket and
- freight way bill taxes collected for the Airport/

Airway Trust Fund from 8% to 6% and from 5% to 3%,
-—- —=xyespectively. - - S e e mreeL o

Impose a 2% surcharge for 10 years.on all domestic

passenger tickets and .freight

waybills.

" “peposit surcharge revenues (expected to be $3 to

3.5 billion over 10 years) in

- - —ment Fund, managed by interca

e o ——

--~ --xevenue.

an Aircraft Replace-
rrier agreement.

- —Grant each carrier drawing rights to the Fund in

Withdrawals would b
replacement of aircraft not m
noise standards for new aircr
be no requirement that the mo
purchase the next generation

Deposit any balances remainin

proportion to its total system passenger and cargo

e permitted only for
eeting existing Federal
aft. There would

ney be used to

of jet aircraft.

g in the Aircraft

Replacement Fund after program objectives have

‘been achieved in.the existing
Fund, dedicating them to nois
(including land acquisitiocns.

Airport/Airway Trust
e control purposes
and easements).

Authorize payment of the cost of retrofitting
two- and three-engine aircraft ($250 to 300 million)
from the Airport/Airway Trust Fund. :

The arguments in favor of this option are:

T+ would help finance about one-half the cost of

replacing the oldest,

noisiest B-707's and DC-8's

while the later model B-727's, B~737's and DC-9's

weould be ret;ofitted.

1t would not adversely affect the Airport/Airwvay
Trust Fund because the reduced rates are expected
to be sufficient to cover all outlays chargeable
to the Fund under the Airport Development Aid

Program (ADAP) bill through FY 1980.

that without a tax reduction,

DOT estimates
unused Trust Fund



@ It would provide the air carriers with greatér
assurance of the financing needed to retroflt/
replace existing aircraft. :

» It would help to reduce a financial burden {creat
by the imposition of noise standards on existing
aircraft) on some air carriers that they cannot

meet. Credit markets are now virtually closed
~-o—=—-—-—--to the industry, because the return on investment
- since 1967 has averaged 5.7%. Even with the

. loosening of CAB control over air fares, as you

proposed last October in the aviation regulatory

reform bill, some argue that it is unlikely that

e —._ the industry can assume the full burden of meetin

- the noise standards within the proposed time
- frame.

® It would recognize the fact that the air carrier
industry has several financially weak members
(Pan Am, TWA, Eastern) which would find meeting
the DOT standards very difficult within their
existing resources. Redistribution of surcharge
revenues would avoid an unduly severe impact on
the- four major carriers (Pan Am, TWA, American
and United —- but not Eastern) that own 60% of th
B-707's and DC-8's. This program would tend to
help the "weak" carriers more than the "strong"
carriers {(such as Delta, Northwest and Continenta
which, because of better management or more
favorable route structures, have purchased newer,
quieter planes and would thus tend to equalize
the competitive position of most of the.airlines.

° It could create sizable orders for new aircraft

- and might stimulate airframe manufacturers into
beginning development of new, advanced aircraft
types with improved fuel efficiency and quieter
engines at a somewhat earlier date. There are
now no U.S.-manufactured 140-200 passenger,
nmedium/long range aircraft suitable to replace
those reaching the end of their useful lives
in the early 1980's. It is desxrable to begin
to develop within the next year Or two a new

balances will grow rapidly (to $1.7 billion by
_....1979) and become:ra target for other tax reductions

oxr unjustified spending proposals already being
R advanced by the aviation industry.
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- generation of U.S. aircraft. However, the
-aerospace industry does not have the economic
- dncentive to go forward with these Programs at
o v this time. (Each new U.S. alrcraft has a total
production -cost of as much as S1 billion). Employment
in the aerospace industry would also rise sub-
.. . stantially (each new aircraft program would adgd-
' 10,000 new jobs within two years and 25,000 new
Jjobs within six years) and the competitive advantage
of 'U.S. manufacturers would be enhanced. This

——=would help to maintain t+he U.S.-preeminent position
=~ -~ ‘in the international aviation market in the face
©of stiff new government-subsidized competition
from France and Germany. Failure to act may .
allow government-subsidized European manufacturers
-~ ~.. ..to preempt the next generation market, thereby .

- --—reducing sales and jobs for the U.S. aerospace
-~ .~ . .-Andustry. '

° It would finance the cost of reducing noise by
taxing the user. Cutting taxes while initiating
a surcharge also has the advantage of keeping
air fares constant. : :

°

It would have minimal_inflationaty impact (DOT
estimates) 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.
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Option #2 - Do nothing at this time except continue to push

Factors in favor of this option are:

- to order new generation aircraft from U.S. manufacturers.

.purchase of noisy planes for the air transport reserve

.- frame manufacturers and the competitive situation posed
" -py foreign manufacturers has not been developed by an

~ Recommendations

' overreacting to a problem which may now be resolved by

12

strongly for the Aviation Act and initiate a thorough
review of the related airplane financing and new plane
~development situation to consider financing options.

‘

If a problem exists, this will allow the Administration
to examine alternative ways of dealing with it including
for example: the DOT financing proposal (Option 1 abovei
or some variation, loan guarantees, tax incentives, air-
craft development grants to airframe manufacturers: DOD

fleet, Government purchase of new generation aircraft
and special export incentives for foreign airlines willin

To déte; suffiéientvinférmation on the aircraft needs
of the airlines, the financing problems of the airlines,
the new airframe development plans of the U.S. air-

interagency group.charged with carrying out a factual
analysis of-the issues and developing appropriate alter-
natives for action.

The airlines and airframe manufacturers are just coming
out of a disastrous recession and thus,there is risk of

market forces. Deferring action would give additional
time to assess whether the airlines and airframe -
manufacturers will solve any problems on their own.




THE WHITE HOUSE

WASHINGTON

August 25, 1976

MEMORANDUM FOR THE PRESIDENT

FROM: JIM CANNON
SUBJECT: Aviation Noise Policy and Aircraft
Replacement

The purpose of this memorandum is to seek your decision on
aviation noise policy and, if appripriate, aircraft replace-
ment. Secretary Coleman is scheduled to testify on the
Administration's position before the House Aviation Sub-
committee September 1. He has developed a proprosal which
not only would curb aircraft noise, but also would create a
special trust fund for the purchase of replacement aircraft.

There are essentially two issues which require your considera-
tion:

(1) What sort of federal aviation noise policy should be
announced September 1?

(2) Should that policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

BACKGROUND

Six million people are significantly affected by aircraft noise
at 100 airports. About 600,000 people near 26 major airports
are seriously affected. Public officials, environmental groups,
and airport neighbors have long pushed for federal action to
reduce aircraft noise.

The main federal action to date has been the issuance of noise
standards for all new aircraft built since 1969. However,
because of the longevity of jet aircraft, 1600 airplanes (77%

of the current commercial jet fleet) do not meet the standards.
The oldest planes in the jet fleet -- about 500 B-707's and
DC-8's (25% of the fleet) -- are the noisiest and least fuel
efficient aircraft. Later model aircraft -- about 1,000 B-727's
B~737's and DC-9's (50% of the fleet) -- are significantly less
noisy but fail to meet the 1969 standards. About half the U.S.-
owned B747's (50 planes) also fail to meet the standards.

There are a number of ways to reduce aviation noise which are
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currently in practice:

o Modification (retrofit) of existing aircraft engines
with sound absorbing material;

) Replacement of older, noisy aircraft with new, quieter
planes;
o Imposition of jet "bans" on night curfews at airports

(e.g. Washington National) ;

) Land acquisition and local zoning measures to create
noise buffer zones; and

) Modified operational techniques to minimize ground
noise.

Many of these techniques are being used in response to strong
pressures at local levels. Lawsuits against local airports
are increasing both in frequency and in damages sought. Over
the last five years airport operators have paid $25 million on
noise judgments and settlements, and have invested hundreds

of millions in land acquisitions for noise buffer zones. The
noise issue has seriously curtailed airport planning and ex-
pansion.

Apart from the noise issue, there are a number of related prob-
lems currently faced by the airlines and aircraft manufacturers.
Secretary Coleman proposes to deal with these problems in a
comprehensive fashion using the noise issue as a vehicle for
instituting a special trust fund to be used for aircraft replace-

ment or modification. He cites the following problems:

(1) Airlines have experienced a low return on investment

- in recent years and are unable to finance new airplanes
they will need in the 1980's, with or without a federal
noise policy. :

(2) In the absence of new orders, U.S. aircraft manufac-
turers are unable to commit themselves fully to the
development of the next generation of long range air-
craft, threatening the traditional American superiority
in this field (especially in the form of government
subsidized competition from Germany and France);

(3) Unemployment, depressed earnings, and unused capacity
continue to plague aircraft manufacturers and related
industries.

(4) Many airplanes in the existing jet air fleet are in-
efficient users of fuel.
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These concerns should not be ignored in the consideration of the
two issues discussed below.

ISSUE I What sort of Federal Aviation Noise Policy should the
Administration announce September 1?

There are three basic alternatives regarding what policy state-
ment should be issued. The options differ in the empha31s placed
on noise reduction methods. The options are:

(1) Issue a comprehensive policy statement which imposes
strict standards on all aircraft (old as well as new).

(2) Issue a limited policy statement which confines the
federal regulatory role to assistance on operational
techniques and future aircraft noise reduction.

(3) Defer a policy statement until after September 1 to

permit more thorough analysis of the merits of ///?E;;
various noise abatement options. AN
z =
Discussion of Options C& 2/
\ & %/
Option #1 - Comprehensive policy statement. \\\_,,//

This option embraces the regulatory components of Secretary
Coleman's proposed policy, but does not include his related
financing proposal (that proposal is discussed in Issue II
below). This policy would require most commercial aircraft
operating in the U.S. to meet the 1969 noise standards over
the next 4 - 10 years.

The DOT proposal would require that the entire fleet of all
domestic air carriers and the domestic portion of U.S. inter-
national air carriers' fleets meet the current noise standards,
or be retired, according to a prescribed timetable. The
intention is to force replacement of the oldest, noisiest jets
(B-707's and DC-8's), and the modification of the later model,
non-standard planes (B-727's, B-737's, B~747's and DC-9's).

The arguments in favor of this option are:

°® It would clarify the Federal responsibility for reducing
aircraft noise at its source.

° It would guarantee lower aircraft noise levels over
4 - 10 years -- 2 - 3 years sooner than presently
scheduled fleet retirements.

) It would partially relieve the pressure on local air-
port authorities to impose disruptive operating
restrictions.
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) It would delineate the major responsibilities of
carriers, airport operators, and the various levels
of government.

° It would remove an existing air of uncertainity which
impedes the ability of local authorities to plan for
their long-range air service needs.

° It would promote public understanding of the economic
costs associated with achievement of the socially
desirable goal of aircraft noise abatement.

° It would generate new orders for aircraft, thus
speeding the pace of technological investments, new
aerospace industry jobs, energy savings, and pre-
served competitive advantage of U.S. manufacturers.

It should be noted that Option #1 would place severe financial
pressures on the airlines which they may not be able to manage
independently. This issue is discussed below as Issue I1.

Option #2 - Limited policy statement
This option would limit federal actions to the promulgation

of regulations for future aircraft types and the establish- ¢
ment of the quietest operating procedure consistent with a Q%’ )

high safety standard. =
o
W
Arguments in favor of this option are: \i
S g
° Tt would minimize federal involvement and allow

communities to decide on preferred noise abatement
measures (This seems appropriate because: (1) about
half the six million people seriously effected by
airplane noise live near 5 major airports; and (2)
the community is best equipped to trade off the de-
gree 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 would recognize the fact that the noise problem
is taking care of itself. It is expected that most
of the noisiest planes will be retured over the next
ten years, and major federal intervention would serve
only to reduce this timetable by 2 - 3 years.

° It would recognize the belief that action to control
noise at the source does not greatly change people's
perception of the annoyance caused by jet planes.
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Option #3 - Delay issuance of a federal policy statement.

This option would postpone the announcement of the Administration's
aviation noise policy until after September 1.

Arguments in favor of this option are:

° It would permit more thorough analysis of the asserted
merits of Options 1 and 2, i.e.

—— To what extent does Option #1 achieve the external
benefits claimed (e.g. improved U.S. competitive
position, job creation, energy savings, etc.)?

-—- Does Option #1 create an undesirable precedent for
federal action?

—-- Does Option #2 encourage local action which dis-
rupts air service and stalls airport and land use
planning?

-—- Does Option #1 invite retaliatory action by
international air carriers and their governments?

® It would permit consideration of alternative policy
options not included here, e.q.

~— A hybrid compromise incorporating elements of Option
#1 and #2;

-- Differential treatment of certain airports; or

- Establishment of a noise pollution tax linked to
the degree of noise omitted by specific aircraft.

) It would recognize the fact that although there is
pressure for federal action, there is no compelling
reason for immediate action. Congress is not likely to
act this year on any of the nine noise abatement mea-
sures currently before it.

° It would permit Secretary Coleman to hold public hearings
of the type he has used so successfully on the Concorde
and air bag issues.

RECOMMENDATIONS




DECISION

Option #1 Issue a comprehensive noise policy statement.

Option #2 Issue a noise policy statement that presents a
limited federal role.

Option #3 Delay issuance of a federal policy statement.

If Option #1 is selected, Issue II below on financing should be
studied and decided.

ISSUE II Should the policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

If you decide to issue a comprehensive policy statement which
imposes Federal rules affecting the rate of aircraft replace-
ment and capital investment rate of the airliner, consideration
should be given to a possible Federal role in helping, airlines
to finance the costs of compliance.

Three .options are included for your consideration:

(1) Propose the cration of a special trust fund as suggested
by DOT.

(2) Propose no special Federal involvement in the financing
problem (and continue to push for the Administration's
proposed Aviation Act of 1975) '

(3) Defer action on the financing problem (and push the
Aviation Act of 1975)

The merits of these options are examined below.
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THE WHITE HOUSE
WASHINGTON

JMC

Here are two documents you may
want for the Aviation Noise

Paper.

(1) A brief analysis of Pan Am's
financial situation.
(2) Leach's changes on the recent

Coleman proposal.

Allen



Pan Am

Pan Am is an excellent example of an airline with major
aircraft fleet replacement and expansion requirements and
financing needs.

Fleet Needs

As of the end of 1975, Pan Am had 32 B-747s, 73 B-707s
and 13 B-727s. It is estimated that over the 1976-1985
period Pan Am will have to retire all its B-707s while
acquiring 26 regular B-747s and 20 B-747 SPs (long range).

Capital Needs and Resources

Over the 1976-1985 period, it is estimated that Pan Am

will require $1.91 billion for this new flight equipment,
$300 million for other capital expenditures and $343 million
to retire outstanding debt. This is a total of $2.55
billion which will have to be financed.

Of this capital need, about $1.13 billion will be provided
from cash generated by depreciation and amortization. An
additional $211 to 506 million will come from net income
retained($211 million assuming a 7% return on investment and
$506 million at 11% rate of return). The balance of Pan Am's
estimated needs (from $1.20 billion to $920 million) will
have to come from external debt and equity financings.

Aircraft Replacement and Leasing During 1976

Since the beginning of 1976, Pan Am has sold five B-707s
at amounts above book value. In addition, it has agreed
to sell four other B-707s for delivery during 1976

and expects to sell other aircraft during 1976 and later
years.

During the first half of 1976, Pan Am leased five B-747 SPs
and in July 1976 it leased a B-747 freighter. The B-747 SPs
were leased for a two-year period, which may be extended under
certain conditions for another 14 years. The freighter was
leased for a 15-year period.

Pan Am has an option to acquire up to 12 additional B-747 SPs
for delivery in 1979.



Exchange Offer

During the spring of 1976 Pan Am exchanged about $135 million
of new convertible debentures for $250 million of older
convertible debentures trading at substantial discounts
from par. As a consequence of this exchange, (1) Pan Am
reduced its debt. (2) increased its equity by the gain

on the exchange, (3) increased its cash interest expense
annually by $2.1 million and (4) increased the likelihood
of conversion because the new convertible debt has a
conversion price near the current market for Pan Am's
stock (rather than 4 or 5 times its price as was the case
with the old convertibles).

Much to the surprise of Lehman Brothers, Pan Am's investment
bankers, a large interest in the new convertible debentures

arose with arbitrageurs who exchanged old debentures for

new debentures and then sold the new convertible debentures

to speculative investors such as hedge funds, wealthy individuals
and retail customers of wire houses.

New Financing

As a result of this substantial interest in the new high coupon
pan Am convertible debt and because of sizable interest in

a TWA common stock financing which was being syndicated

early this summer, Pan Am and Lehman Brothers have moved
forward with a proposed new convertible debt financing

intended to raise from $50 to 100 million of new capital

for Pan Am.

A registration statement was filed in late August and
ILehman Brothers is beginning to -form a syndicate now in
the hope of selling at least $50 million in late September
or early October.

According to the head of Lehman's syndicate department and

the corporate finance partner most familiar with Pan Am
finances, there is a good chance that this deal will

be successfully completed. While market interest in

airline stocks has recently declined somewhat, it is
anticipated that there will be sufficient interest for a
successful deal at a coupon of 10% or more and a conversion
premium over the market price of Pan Am's stock of 10% or less.
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Implications

For Pan Am, a successful financing will mean that at least
$50 million of new potential equity will have been raised.
This will be a major first step toward raising the average
of about $100 million per year which Pan Am must finance
externally through 1985.

For other airlines, the Lehman Brothers syndicate people
indicate an intense interest by other investment bankers
who see this Pan Am deal as indicative of financing
opportunities for their airline clients. Apparently,
other deals (such as Eastern) are in the wings waiting
the success or failure of the Pan Am financing.

Paul C. Leach
September 10, 1976




THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20550

MEMORANDUM FOR THE PRESIDENT:

Because of the concern among some members of your
senior staff about my proposed aviation noise reduction and
aircraft replacement program, I would like to propose a compromise
solution, which, although less satisfactory from my point of
view, would enable you to resolve this continuing disagreement
and would enable us to proceed with our statutorily mandated
requirements to address the aircraft noise problem.

Under my proposed compromise, the Department of
Transportation would issue a noise policy in September without
any specific provision for financing, - The policy would include
noise requirements for existing aircraft to be phased in over
a six to ten year period, a timeframe substantially longer than
the four years proposed by EPA or the five years proposed in
pending legislation. Without this action it is my conviction .
that either we will be ordered by a court to establish a shorter
time period or the Congress will pass such a requirement. The
policy would also clarify the respective responsibilities of airport
operators, air carriers, aeronautical manufacturers, federal,
state, and local governments, and airport neighbors. By making
clear the Federal action plan and timetable, we would enable the
other parties to take the complementary actions called for in
the policy statement, including compatible land use planning,
zoning, and airport management measures. The policy also would
include important but non-controversial elements such as the
implementation of new airport development funding authorities,
which you signed into law last July, to enable the acquisition of
land around the airports and the purchase of noise suppressant
equipment, We would also set forth proposed Federal actions to
adopt new noise abatement takeoff and landing procedures and a
general policy on local-federal relationships in the establishment
of curfews and other airport use restrictions. Such a policy
statement would reduce substantially the immediate pressure for
federal action and be viewed as federal leadership in resolving a




controversial problem where all the parties -- the carriers, the
airport proprietors, the airport neighbors and public officials -
agree that the federal government has been unresponsive in doing
its part.

In addition the policy statement would include the
following: '

1., The Administration would propose a 2%
reduction in the domestic ticket tax, thus
capturing the initiative on this issue which
otherwise inevitably will be taken by members
of Congress or other parties.

PILY Uaand

2., We would indicate that ..33‘25..; financingl[MqetT
=y be required to enable carriers to

purchase replacement aircraft by the deadlines
imposed by FAA regulation and that such

finan?ﬁg)\will be incorporated in the Mo
Administration's proposed Aviation Bill To ‘IQ he '
meim®3 the new Congress w“f &Yﬁnal

financing proposal would be designed to meet

the following criteria: consistency with regulatory

reform, the user should pay, equity among

the carriers, and minimum government involve-

ment in private sector investment decisior making,

3. We would make clear that the U.S. noise require-
ments will not apply to international air carriers
for a four year period t6 enable the negotiation:
of an international solution through international
organizations, thus alleviating the substantial concern
of our European allies that the United States will
act unilaterally,
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4. We would schedule a public hearing for -euilmms
OSixgz=r) November to enable carriers and
others to comment on * financing proposal }$ A)@CEE
AUB’ F 5'01 HeW 7 should be formulated, . i

5. We would send a new Aviation Bill, including a
financing proposal, to the Hill in January.

The advantages of this compromise proposal are as follows':

l. You will resolve a long standing intra- -governmental
controversy that has been widely publicized, and you
will establish the clear blueprint for combined
federal-local action that the Congress, carriers,
airport operators and environmentalists are all
calling for. Many of the elements in the plan are
technical but necessary to clarify the respective
responsibilities of each party.

2. Although EPA and the FAA have conducted numerous
hearings on all the noise requirements and positions
to be included in the policy statement, there has
not yet been an opportunity for public comment on
the financing ] + Moreover, when the
parties are able to see the proposed federal action
plan and timetable, they will be in a better position
to make their own plans and to comment upon what
financial arrangements will be necessary. Thus,
it is entirely appropriate for you to seek public
comment and take this additional time to resolve
the financing issue after 2 public hearing.

3. You can reaffirm support for aviation regulatory
reform as the best long term solution to the

problem and welhj-desisatnsmafirerreitrr—fenwie

[-T1 help to broaden
reform in the
IF A F’nuAuewS

PkoroShL 1S weokPoRATRA v THE NeW
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the base of support for
next session of Congress
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4, Although the Secretary of DOT would conduct
the public hearing, you could set ug an
inter-agency task force to develop A financing
proposal after the hearing.

This compromise approach would represent decisive
leadership in aviation noise reduction while diffusing any liabilities
that may accrue from the financing formula. By providing for
the public hearing, however, there would be an opportunity to
raise all the Administration's concerns about the development
of new aerospace technology, the promotion of employment
opportunities in the industry, and improved fuel efficiency.

William T. Coleman, Jr.




Regulation of Aircraft Noise and Free Markets

It is sometimes not recognized that there are
built-in reactions to aircraft noise whether or not
FAA regulations are put in place. Where noise levels
increase, the value of surrounding property to those
sensitive is reduced. Some of those mosgfégié farther
away, thereby adding to the supply of saleable property
near to airport and reducing its price. Those that
buy these properties mo¥e in because it is cheap to them,
or because they are less sensitive to noise. The trans-
formation of neighborhoods around airports in many cases
replaces homes with industry and with services closely

related to transportation.

What happens then when FAA regulations reduce noise?
Those that moved in earlier will not likely be greatly
affected, because they were not as sensitive to the noise
in the first place. They may move out, as they take the
capital gains of rising land values. They may stay but
experience rising costs associated with rising land values.
Economic studies indicate that only in a very few locations
in this country (such as Boston) would the benefits exceed

the social costs of reduced noise.




L3epct. 1976

The Economics of Coleman's Proposal

Over a ten-year lifetime of the pool, the tax funds
would support the purchase of at least 300 airplanes
(300 airplanes x $30 million per plane = $9 billion, of
which the pool provides $3 billion of "front end" money).
Without much more stringent FAA noise standards, from
75 to 215 noisy four engine airplanes would still be in
place by 1985 (75 being the DLJ predition with somewhat
less stringent CAB rate regulations, the 215 being DOT's
position with stringent CAB regulation). With the more
stringent FAA noise standards, some part of this fleet

would be replaced and the remaining would be phased out

with a consequent reduction in service. There are no
estimates of the proportion that would by phased out,

but assuming generously that two-thirds are not replaced,
then from 50 to 150 airpianes would be added by using funds

in the pool. Thus, these are three conclusions:

(1) Only one-third of the equipment purchased would
affect the quality of service in any dimension.

(2) Two-~thirds of the equipment bought in part with
funds from the pool would likely be purchased in any
event, given stringent FAA standards.

(3) With on without the pool, noise levels will be reduced
by the FAA standards in any event. What is effected

is the zedewvemesc of service.

?






B.

In either case

I.
II.

III.

There would be no net increase in travel cost to
the users.

In both cases, it is the users who will be paying
the cost of noise abatement.

How the plan would be admlnlstered:.

l. The funds for the 2% of.air-traffic tax
dedicated to noise abatement would be put in a

special fund under the management of Secretary

of Transportation, to be used for the limited
purpose of financing 1/3 of the cost of new,
quiet equipment for U.S. airlines, based on .
equipment-purchase plans submitted by the air-
lines and approved by the Secretary of
Transportation.

-~




DRAFT PRESIDENTIAL ANNOUNCEMENT

I have said before -- and I‘say again -- as your President,
I am 1mpat1ent with doomsday prophets who say we must stop our
'technologlcal advances in order to save our environment.
 We can enhance our environment, and we can do it through
technological improvements. These two objectives are compatible.
It takes only determination; intelligehce, and some of that
traditional American ingenuity, for which we have been hoted,
to accomplish them. -
It is possible’for Americans to live in healthful and more
pleasant surroundihgs and at the.same time to encourage‘the
industrial progress so essential for real johs for all who can
work and so essential to a good standard of living for all.
| The aviation industry.offers.a dramatic example.

The airplane and the aviation industry have been major

. factors in our growth as a great nation, in our national defense,

in‘our foreign trade, and in employment for thousands of workers._

Both dlrectly, 1n air transportatlon, and indirectly, through
. the myrlad of other supportlng services and activities. that
aviation has created,,thls nation has prospered. |

But every advance has its problems. In aviation, the
noiserof aircraft taking off and landing over populated areas
is one of the most serious. The older geheration of four—ehgine
jets imposed the severestﬂnoise on airport neidhborhoods -

about 25% more noise than the newer generation of jet planes.
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Replacing -these older, noisy jets with newer, quieter aircraft,
and improving some present aircraft with new engines and noise
suppressing elements, can drastically cut airport neighborhood
noise. |

In addition, the efficiency of the newer, quieter jets

is such that they could provide as much as a 30% savings in

fuel as well as add to passenger and neighborhood comfort.
A major program to replace these noisy aircraft and englnes
would give work to American aviation alrframe,.englne and other

component manufacturers -across the country. It would give

them an incentive to come up with new designs and models for

sale -- not only here in the United States, but abroad. And

let's face it, there is strong competition from foreign
aircraft manufacturers, not,oniy for world markets but for
our own airline serv1ces right here at home.

. We need the k1nd of export of aircraft we have had in
years past to further»our trade and to help our international
balance of payments. | | N

This replacement act1v1ty would mean thousands more jObS -
real, well—pald jobs for Americans. The airlines of America,
however, are not presently in a financial position to attract‘

sufficient private capital.

'_Nevertheless, this can be done. It can be done without |
fueling inflation. It can be done without raising any taxes.}‘

It can be done without raising airfares for airline passenger

It can be done by taking one quarter of the present air




tieket tax of 8% -~ that is 2% of the ticket value - and
earmarking it for this environmental—improvement, employment-
stimulation, and energy-savin§ program.'_ o

or, the tax could be cut by 25%, air fares increased 2%,
and the proceeds of this 2% put in a trust fund for this
purpose. Either way the Congress may choose to go, there would
be a trust fund administered by the Secretary of Transportation.
: These-funds would‘be available to pay one-third of the cost of
nev, quieter equipment, with»the airlines paying the remaining
two-thirds of the‘eest.

| The trust fqnd will accumulate $3.5 billion over the next
10 years, and w1ll generate a $7-billion airline expendlture
over the same perlod. ‘This means a total of $10 bllllon.'
It is estlmated that thlS program will generate .600,000 job-years
of employment.

To ensure the program is carried out fully, each airline
would submit to the Secretary4of_Transportation its plan for
conversion to the quieter} more efficient~equipment.' After the
plans are aéproved by‘the Secretary of Transportation, the
funds would be made available and the implementation of the'plan
would proceed expeditiously.

Within a decade, we shali have accomplished the conversion
to qnieter aircraft with benefit to our communities, with great

savings in petroleum fuels, with new opportunities for Anmerican

industry, and with the creation of thousands of new jobs.
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SUMMARY OF WHY THE PROPOSED NOISE POLLUTION/AIRCRAFT
REPLACEMENT PROGRAM IS UNNECESSARY AND INADVISABLE

Noise Standards Consideration

. The proposal will promulgate unrealistically low
noise level standards which present aircraft
cannot meet; then proposes a financial program
to enable airlines to purchase aircraft that will
meet the standards.

. Airport noise is a local problem confined to five
or six airports and perceived only by those
residents directly under or adjacent to aircraft
routes. It is not a national problem.

. Those localities that assign greater weight to the
airport noise issue have been successful in
addressing the problem by curfews, land acquLSLtlon
near airports, etc.

. The aircraft noise standards proposed will not
significantly reduce the noise as perceived by the
public or by those who live near airports.. Clearly
the marginal benefit derived is not worth the cost
involved.

Aircraft Financing Proposal Consideration

. Proposal prevents the consumer from receiving the
benefits of lower airfares through a reduction of
the ticket tax.

If the tax is not reduced, the proposal

. diverts a portion of the ticket tax contributed by
millions of airline passengers to pay for an
exceedingly small benefit to at most 6 million
people who are affected by aircraft noise

. would increase the Federal budget deficit by $300
million dnnually or $3.5 billion over the life of
the program since airport trust fund revenues will
not be available to "sop up" government deficits.

. Trust fund resources are now available for maintenance
of airport facilities, i.e. airport operations.
Heretofore, trust fund monies were limited to capital
expenditures.




The financing proposal presumes that airline
companies are or will be unable to finance the
acquisition of such aircraft. In fact, within
the past month 2 airlines have placed substantial
orders for new aircraft and the financial
community reports that there is considerable
optimism that "equipment certificate financing"
will be widely used in the airline industry in
the future.

European manufacturers have never been successful
in penetrating the U. S. market -- by far the most
significant component of the world market. It is
most desirable to have a fleet composed of aircraft
manufactured by the same manufacturer. It is much
easier to maintain, parts inventory are reduced,
etc. Therefore, foreign manufacturers have not
been able to break into the U. S. market.

If, indeed, Europeans are subsidizing aircraft
production, it is preferable to face that issue
squarely. If, as in the case of the Concorde,
production costs far exceed the expected revenues,
European governments will cease production. If on
the other hand such assistance appears beneficial
to foreign governments, then it would be far more
preferable to directly subsidize American aircraft
manufacturers to an extent equal to or greater
than foreign manufacturers are subsidized by their
governments; and to tell the American public
forthrightly and directly that we are doing so to
fight foreign competition.

The financing proposal compels airline companies

to take the 2% ticket diversion for the purpose of
aircraft acquisition, therefore, precluding efficient
companies from reporting the income as earnings and
thereby enhancing the chance of issuing stock.

For the reasons primarily related to the preceeding

reason, Atlanta-based Delta Airlines -- an
extremely efficient carrier -- has opposed this
proposal.

The financing proposal would create a high undesirable
precedent for the government assistance to meet other
environmental standards such as automotive, water
pollution, etc.
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. The financing proposal would require that present
aircraft would be retired prior to the end of
this useful life.

Foreign Policy Consideration

. Presently many foreign airlines fly aircraft which
would not meet the proposed noise standard; to
prohibit their landing in the U. S. could create
severe foreign policy problems.

Regulatory Reform Consideration

. The financing proposal is inconsistent with your
regulatory reform effort in the airline area. The
Administration is on record supporting deregulation
of this industry and Secretary Coleman has testified
that this deregulation effort will generate improved .
airline profitability; presumably, carriers would
be better able to finance new aircraft acquisitions.

. Moreover, it is tactically imprudent to propose any
assistance to the airline industry without linking
the issue to industry support for the Administration's
deregulation effort. This view is strongly held by
CAB Chairman Robson.

Political Consideration

. This issue is likely to be perceived as a "bail out”
to large aircraft manufacturers at least one of
whom, Lockheed, is widely perceived as guilty of
questionable business ethics.

. The political impact of this proposal on the airline
and aircraft manufacturers labor force will be nil.
The job impact will be felt, if at all, not before
1930.

. Moreover, the establishment of a poo11ng of revenues
is contrary to antitrust policy and is contrary to
all your procompetitive deregulation efforts.

. Thus, the public reaction is more likely to be
negative rather than positive.

. Even if the reaction were to be positive, the plus
would be minimal because the subject matter is wa
down the scale of voter concerns. The jobs aspeat‘o’*
will never get across in any forceful way. N
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Effect of Aircraft Replacement Fund on Carriers Finances

CARRIER CONTRIBUTION AND ENTITLEMENT ,éhRA@;
(Dollars in millions) {é
(=]
¢ 9
Contribution (2% Number of WOyl
Passenger & Waybill Surcharge Non-Complying Total Entitlement less
Carrier 10 years, 1977-1986) 707s & DC=8s Entitlementl Contribution
Trunk
American $ 424.8 91 $ 377 $ (47.8)
Braniff 119.8 11 124 4.2
Continental 132.5 5 112 (20.5)
Delta 384.0 34 299 (85.0)
Eastern 357.1 - 342 (15.1)
Netional 83.2 = 75 ( 8.2)
Northwest 162.3 10 171 8.7
Pan American 28.7 79 353 324.3
Trans World 319.4 90 379 59.6
United 598.3 100 469 (129.3)
Western 126.2 23 109 ( 17.2)
Total Trunk $ 2736.2 443 $ 2810 $ 73.8
Local Service
Allegheny $ 103.5 - S 80 $ ( 23.5)
Frontier 41.2 - 37 ( 4.2)
North Central 39.6 - 34 ( 5.6)
Ozark 31.5 - 28 ( 3.5)
Piedmont 35.9 - 28 ( 7.9)
Air West 44.0 - 38 ( 6.0)
Southern 26.3 - 25 ( 1.3)
Texas International 15.8 - 17 1.2
Total local service$ 337.8 - $ 287 $ ( 50.8)

1l Total entitlement is determined by distributing the funds collected among carriers, on the
basis of the proportion that each carrier's system revenues bear to the total of all revenues
collected by the carriers.

. . ' DOT
, Source
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Effect of Aircraft Replacement Fund on Carriers Finances

NLLEP
CARRIER CONTRIBUTION AND ENTITLEMENT ,§
' (Dollars in millions) b
é"wr&‘?/
LS
Contribution (2% Number of
, Passenger & Waybill Surcharge Non-Complying Total Entitlement less
Carrier 10 years, 1977-1986) 707s & DC-8s Entitlementl Contribution
Trunk
American $ 424.8 91 $ 377 $ (47.8)
Braniff 119.8 11 124 4.2
Continental 132.5 5 112 ' (20.5)
Delta 384.0 34 299 (85.0)
Eastern 357.1 - 342 (15.1)
National 83.2 — 75 ( 8.2)
Northwest 162.3 10 171 8.7
Pan American 28.7 79 353 324.3
Trans World 319.4 90 379 59.6
United 598.3 100 469 (129.3)
Western 126.2 23 109 ( 17.2)
Total Trunk $ 2736.2 443 $ 2810 S 73.8

Local Service
Allegheny $ 103.5 - S 80 $ ( 23.5)
Frontier 41.2 - 37 ( 4.2)
North Central 39.6 - 34 ( 5.6)
Ozark 31.5 - 28 ( 3.5)
Piedmont ' 35.9 - 28 ( 7.9)
Air West 44.0 - 38 ( 6.0)
Southern 26.3 - 25 { 1.3)
Texas International 15.8 - s 17 1.2

Total local service$ 337.8 - $ 287 $ ( 50.8)

1l Total entitlement is determined by distributing the funds collected among carriers, on the
basis of the proportion that each carrier's system revenues bear to the total of all revenues
collected by the carriers.

+ ', . DOT
Source
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Declaration of Policy

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

"Declaration of Policy: The Board

"SEC. 102. 1In the exercise and performance of its powers and

duties under this Act, the Board shall consider the following,

a;nong 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 doméstic commerce of the United States, of the
Postal Service, and of the National defensé;

"(b) The provision of a variety of adequate, economic,
efficient and low.-cost servi;es by air carriers withq@t unjust
diécriminations, undue preferences or advantages, or unfair
or deceptive practices; and the need to imprové relations
among and coordinate transportat.ion by air carriers;

"(c) Maximum reliance on competitive market forces
and on actual and potential competition to provide the needed

.

air transportation system;

'"(d) The encouragement of new air carriers; and

"(¢) The importance of the highest degree of safety

in air commerce''.




Section 4. This section amends Section~102 of the Act dealing with

the Declaration of Policy of the Board, Every decision of the Board
must reflect the basic guidance provided by the Declaration of
Policy which is an integral part of the Act. This amendment
rearranges the‘ order of the Declaration .into a more logical form,
but more importantly, it changes the basic thrust of the policy
announced in the declaration,

The present policy declaration is protectionist and
promotional of the industry in tone. It speaks in terfns of promotion
of the industry in several places, and at the same time provides for
competition "only to the extent necessary . . . n
‘ The amended policy declaration recognizes the need
for "encouragement and development'' but clearly states that the
basic policy goal is to develop a system tvo satisfy the needs of
the public, not just the airline industry itself. It speaks in terms
of a "variety" of "efficient and low-cost services". It reaches
this goal by "maximum reliance on competitive market forces" and
by the "encouragement of new air carriers" rather than thé heavy

* hand of Federal economic regulation. It recognizes that safety must

be continued to the "highest degree'. In essence then, the thrust

" of the amendments is to focus upon the public needs, aﬁd to rely | l
upon competition and the market to\provide such needs, including
the liberalized entry of new carriers, while at the same time
preserving the highest degree of safety. Needless to say, the

words 'promotion'' and ""competition to the extent necessary" have

been deleted,
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Cooperative Arrangements Between U S. and
Foreign Aircraft Manufacturers: Relationship
to DOT Noise Reduction Program

Several of the problems faced by the U.S. manufacturers of commercial
aircraft are pushing them in the direction of involvement with foreign
manufacturers:

. Current slump in U.S. market. Their traditional, dependable
customers, the U.S. airlines, are in bad financial shape, and
unable (without some assistance) to undertake a large replace-
ment program at any time in the next few years.

. Decline in U.S. Government R&D financing. NASA and DOD
meronautical R&D -- traditionally a major source of commercial
technological advances -- has been underfunded for several years,
reducing our technological edge relative to foreign nations.

Growth in size and competitiveness of foreign manufacturers

- Foreign aircraft manufacturers, particularly in France and
England, are becoming more effective competitors -- the
A-300B Airbus, for example, is a good medium-range
airplane. '

- Foreign governments are subsidizing the high-risk front-
end development costs for their aircraft manufacturers,
making European aircraft relatively less expensive than a
new generation U.S. aircraft.

- Many major foreign airlines, e.g., British Overseas, Air
' France, Lufthansa, who were formerly steady customers
< of Boeing or Douglas, are being directed by their govern-
ments to buy their aircraft from the European manufactur-
- ing consortiums. '

The foreign market for aircraft sales is more important to the U. S.

manufacturers today than it was one generation of aircraft ago, and will

become even more important in the future:
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. Theadir travel market in the U.S. is mature and traffic is growing
slowly today (only a percent or so faster than GNP).

. In contrast, the air travel market in Europe and Japan is still
in a stage of rapid growth, and the market in nonindustrial
nations, while just beginning to stir, is felt to have great
potential .

Between now and 1985, domestic requirements are estimated to
account for about half of the total market, international require-
ments the other half. Beyond 1985 the balance may shift toward
the faster growing international market, although the U.S.
replacement market will remain sizable.

This situation forces a difficult choice on the U. S. manufacturers. They
must retain access to the foreign markets -- 60% of the world market is
bigger than 80% of the U.S. market. But to do so they must enter into
some involvement with the government-backed manufacturing consortiums.
The question is, how much involvement is necessary or desirable? It
can be at any of several levels, but the deeper the involvement, the less
control‘the U.S. manufacturer has over the program and the less employ-
ment and subcontracting is retained for the U. S. economy.

U.S. manufacturers are relatively comfortable with arrangements under
which they engage foreign consortiums as vendors or subcontractors.
However, they dislike going further (e. g., taking a foreign partner or
becoming a subcontractor to a foreign manufacturer) for a number of
reasons.

. U.S. control of management decisions is reduced.

. Foreign labor is less productive than its U.S. counterpart on
either a per dollar or per hour basis.

. Larger foreign involvement in engineering decisions is felt to
increase the risk of unforeseen technological problems.

. Employment opportunities leave the United States, creating

unemployment problems here and also reducing the flow of

~ fresh new engineering and other talents into the U.S. aer
industry.
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. There is greater risk of '"technology transfer'' to foreign

competitors. '
. - The workloads and profits of the U.S. manufacturers are

reduced under the heavier arrangements.

The pattern in past programs has been that preproduction sales to U. S.
airlines provided a solid base for financing front-end costs, and assured
a near break-even position without foreign sales, obviating the need for
foreign capital and consequent foreign control. This is not the case
today, because of the financial condition of the U.S. airlines.

Thus DOT's replacement program (if it can be worked out to insure

that the carriers buy a new U.S. aircraft) represents the opportunity to
minimize foreign involvement in this next generation of U.S. developed
medium-range aircraft. This would have a number of favorable results:

. Less foreign subcontracting and no .foreign production lines -~
meaning more use of U.S. labor,

. Little requirement for foreign participation in management
decisions.
.. Less technological risk. ‘
. Retention of U.S. leadership in the commercial aircraft market.
. Less requirement to share profits with foreign partners. o
But timing is a critical element: l \:’,
. The French-German consortium will have a modified A-300B

within 2-3 years and a better version by 1980. Absent a better,
competitive U.S. aircraft, it will probably dominate the intra-
European market for the 1980's,

- The total 1980-1990 world market for a medium-range aircraft
is estimated to be 1400 aircraft. Both this consortium and the
British are keenly aware that they are in a time race with U.S.
manufacturers and must move quickly to capture this market.
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If the U.S. has a simultaneous program (i.e., if the 7X7 and/or
DCX-200 are started in 1977) together with subcontracting
and/or vending arrangements to assure European and Japanese
market access, then the U.S. share of this market is estimated
(by Boeing) at 1300 aircraft,

If the U.S. delays for two years, this market share is estimated
to drop to 800. With a four-year delay, it could go as low as
400 aircraft. ' : .

Major cooperative arrangements (Boeing and the Japanese on
the 7X7; McDonnel-Douglas and the French on the Mercure)

are still in the talking stage and could be abandoned. But they
will grow firmer as time passes, and firm commitments will be
necessary.
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THE WHITE HCUSE

WASHINGTON

September 1, 1976

MEMORANDUM FOR: JIM CAVANAUGH

. A
FROM: g CANNO} gy 4y
SUBJECT: Aircrafit Noise

i

Secretary Coleman would like to see the President Thursday,
September 2; Friday, September 3; or Tuesday, September 7
on his anti-noise proposal.

The importance of this proposal is such that I recommend
that the President meet with Secretary Coleman, Jim Lynn,
Dick Cheney and me before he makes his decision.







Some items in this folder were not digitized because it contains copyrighted
materials. Please contact the Gerald R. Ford Presidential Library for access to
these materials.























