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THE WHITE HOUSE

WASHINGTON

September 3, 1976

MEETING WITH SECRETARY COLEMAN ON AIRCRAFT NOISE

Monday, September 6
12:30 * p.m. (20 minutes)
The Oval Office

¥rom: Jim Canno

PURPOSE

This meeting was requested by Secretary Coleman to dis-~
cuss your views on his proposed aviation noise policy
prior to his testimony before the House Aviation Sub-
committee on Thursday, September 9.

BACKGROUND, PARTICIPANTS AND PRESS PLAN

A. Background

Secretary Coleman has submitted a proposed aviation
noise policy (Tab ‘A) which has been reviewed by the
Domestic Council, OMB and has also undergone an
interagency review.

In addition, I have prepared a decision memorandum
for your consideration (Tab B) which incorporates
the comments of these agencies and your senior
staff.

B. Participants

Secretary Coleman
Jim Lynn

Dick Cheney

Jim Cannon

Digitized from Box 1 of The John Marsh Files at the Gerald R. Ford Presidential Library
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C.

Press Plan

To be announced.

TALKING POINTS

1.

Bill, vyour proposal brings together the issuance of
noise standards and efforts to alleviate the finan-
cial problems of the airlines and the aircraft manu-
facturers. FEach is a difficult and controverial
area. The decision is one with environmental and
economic implications. I would be interested in
hearing your concept of the appropriate Federal role
in each of these areas.

What brings the issue of the noise regulations to
a decision at this time?

If we take no action now on either aspect of your
proposal what would be the effect on the airlines?
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THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590

CJUL 2 1975

MEMORANDUM FOR THE PRESIDENT
The White House

Subject: Aviation Program

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

The Department of Transportation submitted to the Office of Manage-
ment and Budget on June 1 a proposed Aviation Noise Policy Statement.
This Noise Policy placed the primary responsibility on the airport
proprietors and state and local governments to take action to reduce
airport noise by locating airports outside populated areas, by assuring
compatible land use and zoning, and by acquiring land around airports.
The policy further clarifies the responsibility of the federal government
to reduce aircraft noise at its source both by promulgating noise
standards for new airplanes and by bringing the 75% of the existing
fleet that does not now comply with federal noise standards into
compliance within eight years. This policy statement is currently

in the process of interagency review. I urge that the statement be
approved, wilh certain refinements.

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

a 2% surcharge on airline tickets for domestic flights for ten years

and use these funds primarily as down payments for the replacement

of the oldest, noisiest four engine jets in the commercial f{leet. 1/ The

1/ A 2% surcharge on domestic tickets for a ten year period would raise

~ about $3 billicn, which is almost one-half of the cost of replacing
those old noisy four engine airplanes that would remain in the f{leet
at the end of 1984, the date when full compliance with federal noise
standards would be required. 1f, after further analysis within the
Administration, we reach agreement that this objective may be
achieved with less financing, then we could reduce the number of years
or the surcharge percentage. Several options along these lines

are described in the attachments.
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cavriers, not the federal government, would operate the fund, and they
would have maximum flexibility in determining how to use the funds.
At the same time the surcharge is imposed, the domestic passenger
ticket tax collected for the Airport Trust Fund would be reduced by
2%. Other collections for the Trust Fund would remain the same.
The Trust bas accumulated a surplus that now exceeds $1 billion.

If the ticket tax continues to be levied at its present rate, the surplus
will exceed $2 billion by 1980, assuming full funding of all current
authorizations. Although we would prefer to broaden the uses of

the Trust Fund to include maintenance of the air traffic system,
Congress has permitted this only to a limited extent. Eventually,
the surplus will either become a target for unjustified spending
proposals or the tax will be reduced. Of course, the moment the tax
is reduced, the airlines probably would apply to the CAB to increase
their fares by a like amount, but it is doubtful that the CAB would
permit the increase, and if it does, there would be no direction as

to how the increase is spent. 1 believe that this proposal is sound
public policy because it prevents an increase in the cost of air travel
while dedicating resources to the attainment of important national
objectives. It is also my judgment that Congress will accept an
Administration proposal to reduce the ticket tax by 2% to 3%.

We recommend further that the Administration seek legislation to
authorize the expenditure of an additional $350 million from the existing
Trust Fund surplus to quiet some of the newer two and three engine
airplanes. The Congress will then have the opporiunity to consider
whether the retrofit of the newer airplanes with sound absorbent
material provides sufficient noise reduction to be worth the cost. :Z_/

I would like to highlight for you some of the advantages of this program:
Minimum Federal Involvement: Use of a surcharge collected and

managed by the carriers with CAB approval avoids direct and continuing
federal involvement in private sector capital investment decisions.

2/ Alternatively, we could include the cost of retrofitting these two
and three engine planes in the CAB-approved fund that would be used
for aircraft replacement and avoid the need to seek specific legislation
to authorize the expenditure of trust funds.
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. The financial burden will be placed on airline users rather
than on the general public.

. A surcharge avoids use of general federal revenues.

. The airlines collect the surcharge, determine the distribution
formula, and decide whether they prefer to replace or retrofit
airplanes.

New Technology: Stimulating private financing for aircraft replacement
will provide the estimated 31 billion needed for Boeing to develop the
X7 and $500-$800 million for McDonnell-Douglas to build to DCX200.
A new generation of U. 8. manufactured airplanes is presently stalled
at the design stage because U. S. air carriers have not been able to
finance new airplanes.

Employment: Aircraft replacement will generate jobs in the aerospace
and related industries.

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

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

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

Exports: Accelerated production of these airplanes will help American
manufacturers remain competitive in the world market.

. - Aerospace products have been, in recent years, an important
export of the United States, equaling 7% of the total in 1974.
Twenty-seven percent of 1974 U.S. aerospace sales in 1974
were exported.

. Luropean governments are now subsidizing their aerospace
industries. (France’s 5 year plan for 1971-75 contained a
$220 million annual subsidy for its aerospace industry).
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. European aerospace manufacturers are beginning to produce
aircraft, for example, the A-300-B, that will take sales away
from U.S. manufacturers if U.S. companies do not produce
new aircraft scon.

Energy: Production of a new gencration of planes will promote
energy conservation by 1mpr0vmo fuel efficiency about 30% over the
older four engine planes.

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

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

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

Noise Reduction: Affirmative federal action to reduce aircraft noise
by the early retirement of the noisiest, oldest four engine jets {about
500 B-"707s, DC-8s) and the retrofit of some of the newer two and
three engine jets (B-727, B-737, DC-9) is necessary.

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

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

Air Quality: New airplanes will comply with engine pollution standflrds
to be in effect in 1979.
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I believe this proposal offers you an opporfunity to address alfirmatively
a number of serious environmental, energy, transportation, export
promotion and employment problems with minimal federal involvement
and maximum private sector flexibility. If you approve the concept
generally, I hope to work closely with my colleagues in the Cabinet
to refine and improve the proposal to enable you to announce it as
soon as possible.

L :

S

William T. Coleman, Jr.
Enclosures:
Preferred financing proposal
Alternative financing proposals

Backup paper on {inancing aircraft

noise reduction \
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AVIATION NOISE FINANCING

DOT recommends a {inancing plan T'lih the fellowing key clements:

1. CAB would be asked to 2pprove, and the Executive Branch would

support (perhaps with an expressicn of Congressional desire), an across

)

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

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

from the surcharge in an Aircraft Replzcement Fund.

-~

Effect:

About $3 billion (in inflated dollars) would flow into the Lireraft

Replacement Fund over 10 years. This amcunt weuld finunce enproximately
one-hzlf of the cost (roughly $6.4 billion) of gome 200 to 275 of the B-T0s

and DC-8s that would otherwise be in zirline servica at ihe end of 1884,

when the noise standard anplies to those aircraft.”

2. The furcraff R enl cement Fundwould bp managed by intercarrier

af,reemezﬁt under which each carrier would have entitlements to the Fund

in proportion to its total system passenger and cargo revenue,

Effect:

Administration of the Fund by the airlines would minimize federal

invelvement.

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

X

The amount of &3 billion to be collected through the surcharge has been
chosen })"CJHSL 1t i5 the sum that commercial banks have mch ated to
the airline industry would be required to induce {heir participation in
financing an early aircraft replacement program. DOT is, however,
Condnctn." an analysis to ascertain whether some hg;st arnount nnnrht
induce the par hmp’lhon of the financial communily  Upon co,ﬂpletmn
of thal amalysis the recommendation as to the Guration of the 2% surcharee
will be adjusted wo that the collection will yield ihe amount deemed 4

n2eeasy ro



Effect: ’

The lower user taxes flowing into the Airport and Airway Trust
Tund would cover all cutlays chargeable to the Fund under the
ADAP bill. (An amendment would be needed to permit the use of
uncommitted balances ($1. 4 billion) to finance the full annual authorizzations
included in the ADAP Act.)

Once the pending ADAP bill is enacted without a tax reduction, unused
Trust Fund balances would grow rapidly (to $1.7 billion by 1979) and
become a target for tax reductions or unjustlﬁc\} spending proposals.

From a national interest point of view, tn° use of [hCSG excess
revenues to help meet environmental and broad economic objectives is a
Sound and defe-néible policy alternative

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

-

been achieved would be deposited in the "n‘po"t 2nd Airway Trust Fund

L

and dedicated to noise control purpeses (incl.udu:; land acaguisitions and

easements).

5. The cost of retrofitting twvo and three engine airplanes will be paid

from the Airport and Airway Trust Fund.

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

for retrofit.




© Attachments:

1. Effect of Alrcraflt Replacement Fund on carriers’ finances.
2. EBstimated Aircralt Replacement I"und revenues, 1977-1986,

3. (A&B) -- Impact on airport/airway fund of lower tax rates.
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CASE A, EXISTING TAX STndCTb LATEST CONFEREE COMPRCHMISE ON EDAP & MAINTENANCE
(in $ ¥illicns)
= 1976 1 1977 1978 1978 1980
Beginning Uncommitted Balance g8y - 1268 1378 1520 1693 1892
Plus Trust Fund Revenues - 989 254 1046 S i1z 1208 1268 1338
Subtotal . 1858 1523 - 2424 o 2848 2898 3160 . 3443
oss: AUAP ~ -4z 103 523 555 550 625
Maintanance - - . 250 . 275 300 325 .
FEE : 250 62 250 250 250 250
RELD 68 18 77 85 90 95
. 1128 134 1322 1483 1668 1865
Subtotal
lus Zstimated Interest * 1243 23 198 210 ops 240
nding Uncommitted Balance 1269 1378 1520 1893 1892 2105 ‘
Tnterest for FY 1976 and the transition cuarter is o3 shown in the FY 1977 Budget; interest thereafter
is calculated at 8% of average cash balance. : - .
zginning Cash Balance- 201 2393 2502 2644 2817 3016 3229°
Plus Revenues Less Expenses 239 Al _-~5B =37 =25 =27
ending Casn Balance 2252 2464 2445 2507 2742 2985
verage Cash Balance (2474) (2a25) {2804 (z002)
“Interest 141 28 188 210 224 240
zlence Carried Forward 2393 © 2502 2644 2817 3018 . 3228

-
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CASE. B, 0% PASSENGER TICKET TAR, 3% WAYRILL TAX, LATEST CCNFERZE CCiPROMISE CN ADAP & PATKTENANCE
' | ‘ (In § Millions)

. 1976 .. . TIQ . 1877 1978 1979 1980 198]
peginning Uncommitted Balance . 689 1289 1378 127 1165 1038 884
Plus Trust Fund Revenues . 989 258 2 874 832 987 1035
Subtotal 1858 1523 2159 2150 2097 2019 1919
2ss:  ADAP 212 103 525 555 590 525
Maintenance - - 250 275 300 325
coE 250 62 250 250 250 25
RERD &8 15 77 85 50, 55
Subtotal | 1128 1340 1027 085 @67 724
lus Estimated Interest * 141 35 129 180 171 160
nding Uncommitted Balance 1259 1373 1276 1165 1033 884

-

Interest for FY 1976 and the transition quarier is a5 shown <n tha FY 1977 Budget; interest thereafter
1s calculated at 8% of average cash balance,

cginning Cash Balance - 2013 2393 2502 2400 2289 2162 2008
Plus Revenues Less Expenses _239 71 -281 -291 ~298 -314
Ending Cash Balance 2257 2454 2T 2109 [EER (848
verage Cash Balance (2357) (z22547 - (27407 (2005)
-Interast 141 38 189 180 171 160
nlance Carried Forward 2393 2502 2580 2559 2162 2655
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AVIATION NOISE FIMANCING

The foliowing opltions might be considered as alternatives to DOT

proposal to facilitate replacement and retrofit of aircraft that do not
;

-

comply with the FAA noise standards:

Optlion 1

1, CAB weuld be encouraged through an expression of legislative

intent to permit an environmental surcharvge of 2% on domestic passenger

tickets and ireight waybills for b years. Revenuves frorn the surcharge

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

Eifect:

[

About 51,4 Billion would ba provided for the veplzeemaont fund over
O vears

2. The replacemest fun 4 would be me wzee by the airlines under

on inter-carvier agreement,

Eifect:
Administration of the replacement fund by the carriers would keep
federal involvement to a minhmum,

3. The replacement fund would be disbursed as follows:

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

in proportion to the surcharges each contributes to the fund;

- - 50% would be used as a loan guarantee fund with the
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entitlement of each parlicipating carrier compuled on the basis

of its total system revenues. Loan guzrantees would be authorized

up o three times the amount of each airline’s entitlement.

Lifect: - '

About $1. 4 billion m cash would be availabic to. carriers.

Use of a loan guarantee fund enables carriers to obtzin financing for
new airplanes.

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

have been paid off will be placed in the Airport and Al**vzvs Trust Fund.

o. The tax on passencer tickets and {reight wavbills collected for

the Airport avd Alrweye Trust Tund would be veduced by 2% {or § yeors.

Effect:
A reduction in the licket tax to balance the surclharge prevents the

cost of air transporiation from Incrcusing.

1
I

6. Appropriations would be authorized from the Airport and Airways

Trust Fund to pay the cost of rewofutm'f those non-FAR 306 aircraft

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

or retire them.

Effect:
The cost of retrofitting 2/3 engine airplanes is estimated to be about
(‘l\

$350 million (in inflated dollars). If the airlines choose to retrofit the

approximaicly 75 four-engine aircrafl which mny be economic to retrofit
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Cthen the cost would increase by $225 million,

Option #2

i. The CAB would be encouraged to approve 2 2% surcharge for

7 years on carriers' domestic passenger tickels and freight waybills

Revenues from the surcharge would go into a replacemsnt fund,

-

Effect:

Abovut $2 billion in revenues, u\) % of the approximaicly $6. 4 billion
needed to replace 4 engine airpianes would flow into the replacement fund,

2. The replacement fund, manzged by the airlines under an

£ 1

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

- . 2 £ -
each carrier conirinuies,

Effecz

j‘xdm:"nisir crion of the fund by corriers minimizes lem“@l involveniant.

o 3 T . I O £ oy N E P S S o
Funds could be used for purchase of any tyne of vew alroraft.

There would not be any cross sulisidy or pooling of funds

-]
3. Imternational carvi and the portion of a domestic carrier's

airplanes used in international service (determined by the proportion

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

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

ment Tund




Option #3

1. Require the carriers to submit a plan within 6 months after

a noise rule tekes effect staling the number of airplanes they intend

;

-

to retrofit and the number they intend to replace

Efiect:

The FAA, axrfr me manufacturers, and airlines will know the

-

estimated demand for retrofit kits and new airplanes and can estimate

the costs

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

t‘\vo sources:
- - the $1.4 billion surplus in the Alrport and Airways Trust
Furd

PO | - E 3 v N W
oo approved by the CA3 te ba levied on domestic

-~ a1% suzfd*"._

!
r;;g

pessenger tickeis and ireight waybiiis.

Effect:

About $2 billion would be placed in the fund in § years., Of this amount,
$1.4 billion would be available immedislely to be used for replacement.
The corriers would decide how they would meet the noise reguirements.

3. Dishurse the funds as foliows:

'I

~ — Estimate the retrofit costs and set the amount necessary to meet

them aside;

- - Allocale the funds remaining after retrofit equally among the

airplancs to be replaced.
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About one-third of TWA's and almost all of Pan Am's {leet would
be exempied. The exempt portion of an American carrier's fleel would
come within the international fund (6 below). P

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

would be placed in the Alrport and Airways Trust Fund.

5. The tax on passenger tickels and {reight waybilis collected for

the Airport and Airweys Trust would be reduced by 2% for 7 vears,

Eifect: .
A reduction in the ticket {ax that cor: **w‘»ovﬁf to the surcharge will

not increase the cost of air transportation.

6. A swcharge on ail international tickets and weybills would be

collected to facilitate replacement of 4 engine aivpianes in infernational

gervice for Loth domestic and §

or oif{n CETTIOrS. zx Gizty v'w \on formula,

[ 4
would be worked out through ICAO.

Effect:
Separation of domestic and international operations prevents uneven
treatment of either domestic or foreign carrviers.

7. Appropriations would be zvuthom?ed from the uncommitted balance

(1. 4 billion) in Airport and Airways Trust Fund to pay for retrofit of

2/3 encine airplanes.




Effect:

The total cost of retrofit (5350 million in curvent dollars) would be
covereaq,

About $1.6 billion, z;pproximately 25% of the aracunt necded to replace
4-engine airplanes (roughly $6.4 billion), would be available for;"chat

purpose.
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BACKUP PAPLR OR FINARCING AIRCRAFT NOISE REDUCTION

S

I.  INTROBUCTION

. There are fTour parts to the aircraft noise problem:
¥
-~ One, an unacceptably high level of noise at mzjor U.S. ~
airperts, and the resultant pressure for a responsible
Federal Government noisc-reduction pxogram

~-  Two, the inability of much of the:a1r11ne industry to
obtain conventional financing to undertake a noise
reduction program.

-~ Three, the present uravailability of new-genevation air-
craft as quwbab1e replacements under the progren.

-~ Four, declining eMploVMﬁnt in the U.S. aerospace industry,
and threatening encroachment of government subsidized
fereign competition on the U.S. share of the world aero-
space market.,

IT. DBEFIRITION OF THE PROBL

E""?

M

A, The Lational Firport hoise Problem

. HKircratt noise has becomz a seriovs problem at seven key U.S.
airports and 2 considerebie irritation and annoyance a2t chout
ona hundred mere, derogating the quality of life for 6 to 7
mitlion citizens. Pressure from aivport operators and consumer
groups compel action by the Fedsral Government in order to avoid:

-~ Curfews at major airporis, which would interfere with air
commerce and disrupt our national air system by delaying
mail and cargo, and requiring expensive and difficult
repositioning and rescheculing of aircraft.

-~ Billions of dollars in potential law suits and/or land
acquisitions.

--  Federal preemption of local restrictions and the resultant
Federal 1iability for claims against local airport operators

. To correct the noise preblem, BOT proposes issuvance of a regulation
requiring operators of the aircraft not meeting FAR 36 standards
to comply with these standards within a 6- to S-year period,
depending on aircraft type, by retiring and replacing them except in
the case of newer aircratt for which retrofit makes sense.
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.- There are 2,148 jet ajvcraft in the U.S. commercial flect today.
Of these, 77 pevcent, or 1,056 plancs, exceed FAR 36 standards.
These consist of approximately 500 1860-vintage. four-engine air-
crait, 1,100 more recent two- and three-engine aircraft, end 50
early 747's. Relatively few of the noisy aircrait are found in
the fleets of the all-cargo and suppleme ntel carriers.  The
majority are owned by the trunk carriers; Tour trunks--American,
Pan Am, THA, and United--account for nearly two-thirds.

. If all 1,654 noisy aircraft were retyvofitted, the cost in toi ay's
dollars would range from approximately $E70 million to $1.6
biTtion:

-~ $255 million for the 1,100 two- and three- c1g1n° aircrafi
{at an average cost of over $200,000 per aircraft).

fard

-~ From $600 million to $1.3 billion for the approximately 500
four-engines {not including the 747's). The cost of these
kits--which have not yet been developed--is estimated to
range from $1.2 million to $4.5 million, depending on certain
assumptions, the most important of which is the number of
aircraft to be retrofitied. KA reasonzble €§L7xaL€, assuming
all ;eur engines were retrotitted, would bz from ¢1 2 million
to 4? 5 million per aircreit. fn° hicher unit cost, as coa-
pared to the two- and three-engine retrofit, is & Tunction
of the greater difficulty of retrofitting these planes, the
larger number of engines, end the smaller numbers of planes
involved

-~ The 50 747's would cost appreximately $13 million o reiro

. Retrofit is COWC“Q d to increase operating costs for most harrow-
bodied four- eng ine aircraf t nd it is expected lhe airlines
will choose to replaca ra;har than retrofit these aivcraft.
The kits are expensive and would add nothing to the useful
life of the planes. The airlines have indicated it would be
economically preferable to replace almost all with a quieter,
more efficient aircraft, if one were available, contingent
upon obtaining the necessary financing.

. lot all the four-engine aircraft in the fleet today will be in
the fleet at the end of 1984. But not all will have been retived
either. Between now and then, it is expected that the airlines
will purchase on the order of 700 additional aircraft* to meet

* Projecting the compesitien of individual cerrier fleets and the total U.S.
fleet 8 years into the future is a difficult, complicated exercise, requir-
ing considerable amounts of judoment as to carrier decisions, as well as
quantitative data. The figures included in this paper are preliminary
and may be revised; however, the relationships and the ranges are fivaly
established and can be used with reasenable confidence.
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anticipated traffic grosth and to replace worn out, uneconomic
aircraft {additional vequirements resulting Trom Federal nojse
reduction policies not included). Several points central to
the program should be noted here

The airlines are nol expected to need a s1gn1f1canu numbey

of new aircraft before 1920 or 1981. Existing aircraft,
ombinod with orders currently on the books and supplemented

only stightly by additional quChoSQS, should handle pro-

Jected traffic increcses untx then. In addition, because

of thﬂir poor financial cendition, soms carriers Lx?? find

it difficult to obtain financing for np2w equipment, For

this aﬁd other reasons, the carriers cen be expected to post-

pone replacement orders until they becom? sbsolutely necessary.

On the other hand, to wmzet the 1984 noise regulation with a
new technolouyy eircraft, the zirlines would have to place
firm orders for such airvcraft in the next 12 to 18 months
Thus, there is a gap of from 2 to 3 vears hothpn the 1nvpg1w
ment dhcs31on the’ a1r11nos would make in the normzl course

of events--absent a noise reculation--and the accelerated
decision they must make to comply with the noise reduction
program.

Many of the noisy four-engine aircraft cuvrvently in the

fleet will be retired under the airlines’ aw*icipated
schedule. But more than half--between 275 and 250--are
expacted 1o be still in the fleet by the end of 1984 (as
cargo end charter aircrzft, 17 not in passonqgor scheduled
service). Most of these plancs are, or soon will be, fully
depreciated. However, the expense of rvlvu.wltzuq them, with
kits ranging from $1.2 miTlion to $4.5 miliion, would make
continued operation in most cases uneconomic.

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

$400 to $450 million (in 1976 dollars) for retrofit of approx-
imately 950 two- and three-engine aircraft, 50 747's, and '
approximately 75 four-engines that may be econom1ca1 1o
retrofit.

From $4.0 to $5.5 billion (in 1976 dollaxs) for accelerated
replacement of the other 200 to 275 noisy four-engines
expected to be in the fleel after 1984,

If the airlines choose to retrofit none of the narrow-

bodied four-engine aircraft then the cost of replacement
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increases to a range of from $5.5 billion to $7 billion
(in 1976 dollars).

B. Th“ Financial Sitvation of the Trunk Airline Industry® (Detail
n fppendix A).

H
. Altnough the national interest guite clearly compels a noise

recuction progr,m, the financial condition of the trunk airline
industry, and in particular of certain companies within the
industry, calls into serious doubt the industry's ability to
finance such a program through conventional means.

. In tha normal cocurse of events, the airline industry will have
te raise on the order of $25 billion to $30 biliion {in inflated
dollars) between now and 1585 in order to purchase an estimated
700 new aircraft that will be made necessary by traffic growth
and obsolescence of existing aircraft, to repay debt, and for
other miscellaneous cepital expenditures. :

. As is well known, the air carriers have had almost 10 years of
veryv lean earnings (since 1967 an average pre- -tax profit margin
of 2.5 percent nd ROI of 5.7 percent). There seems little

oubt that for ihe last year or so (principdily as & vesult of
the 1974-75 economic recession combined with rapidiy escalating
costs) the industry's collective ability to Tinance any major
canital acquisitions has been &t an extreme low pdin‘ Both in
terins of its own history a.d as compared to obh““ industries.

-q-

. Fortvnate?y the yesurging economy 15 bringing the wndJstvy out
of its doldrums: and pesitive earnings are in sicht for the next
several years. The size of the existing fleet, “with the addition
of current orders, is sufficient to make the need Tor naw air-

craft dinvestrents relatively low through the period from 1976

to 1973, By-.the time substantial new aircraft capacity is needed,
it seems 1ikely that the industry will have redeveloped adequate
financial strength to fund it. (This assumes no extraordinary
financing needs and the help of regulatory veform.)

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

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

~the fact that there are noisy aircraft owned by companies Qutg1dt thp
trunk airline industry.




“need.”  Capital needs would increase by 19 to 371 percent, from
which the airlines would derive no direct traffic or rcevenue
increases, and only slight capacity increases. An incremuntal
requirement of this magmitude is beyond the neer-term ability
of the industry to finance in any normal {ashion, since both
the debt and equity markets have been foreclosed effectively
for several years.**

. Y t, to obtain delivery of new ene FoLWOW atrcraft in time to
oirnly with the regulation by 19 the airlinz industry would

havo to accelerate its repiacement scheche and make firm purchase
corrnd tments within the next 12 to 18 months. The industry very
simply is not in.adequate financial condition to make such
commitments. It will begin to do so eventualiy, but too Tate to
obtain the econonically and environmentally efficient aircraft
desired for the noise reduction program, to generate the jobs
needed now in the aerospace industry, and to counter the com-
petitive threat of pew-technology foreign aircrafi.#**

. Compounding the problem greatly is the financial condition of
certain 1ndwv1d“ai carriers within the industyy, The use of
aggregate data to analyze the ability of an industry to meet a
spacitic financial need is often miQIeading Individual
companies, possessing a spacialized knowledge of their own
situxtion, can find ways ercund Tinancial bavrriers that seem
1nsurm0u1Lab1e to the industry analyst. In this case, however,
the reverse is true. Several of the Tinancially weekest
cerriers in the industry are &lso the owners of large numbers ef

“Assumzs the combination of replacement and vetrofit discussed earlier,
wzih g 5 percent annual inflation rate and using 1982 prices. Excludss
those four-engine aincrafil possessec by other than the frunk airlipnes.

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

*#%hn additional consideration is the potential impact of some approaches
that have been proposed for dealing with the industry's re-equipment
problem. Frank Borman, the CEO of Eastern Airlines, has recommended,
for exaiple, that the industry concuct a design competition, select a
single new aircraft, and then eagree to purchase that airvcraft only.
The consequences of such an approach for the competitive structure of
the aerospace 1ndt iry ave serious.
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noisy aircraft, and will faece some of the largest requirements
for funds with which to replace those @irvcraft.

. THA, for example, has had an extremely difficult time remaining
solvent over the past ycar and a half. In fact, having asked
for and been refused Federal subsidy, it has avoided bankruptey
enly through extraordinary efforts on the pert of manauement and
acquicscence on the part of its lenders. THA's problems will not
vanish overnight. Even though it will eppreach breakeven in 1976,
end should see a return to profitebility in 1977, the cempany is
a few years away from being an effective competitor for funds in
the capital marketplace.® Yet by 1985, TWA probably will reguire
from $2 to $3 billion in capital (in inflated dollars) merely
to stay competlitive and remain in business. The added cost of
achieving noise reduction goals (that is, of replacing before
1685 those aircraft thet would otherwise remain in its Tleet)
could increase TWh's capital needs by as much as $1.5 to 2.0
billion (in inflated dollars) between now and then. Present
projections say it is highly unlikely that THA could finance
independently such a tremendously increased capital requirement.

. Two of the other carviers strongly impacted by the noise regulation,
Pan Am and Americen, also have had financial difficulties recently
end would face similar problems in financing the purchase of
replacemant aircraft., Pan An's capitel veguirvesenis in the 1976
to 1984 period could increase on the order of $1 billien (from
around $2 billion to as much as $3 billion), as would American's
{from around $3 billion to around $4 biliion).

C. The Keed for a How-Gensration Aircrafi (Petail in Appendix B):

r

£

. Mo major mew eircraft has been developed in the United States
for almost 10 yeers. In that fime impertant design and fechno-
Togical advances have been made -~ wany specifically to meet the
rew econoiric, operating, and environmental constraints dictated
by rising labor costs, energy shortages, and changing market
demands.

as
N

FTiATe vecent announcerent that it plans to sell 2 million shares of
common stock should not be construed as a sign of ability to compete 1in
the capital marketplace. The company quite c?eariy has bien forced into
the sale by financiel exigencies and as a Yesu?t will suffer a serijous
dilution to its equity base. The shares will sell at a current market
price of around $13 as compared to a book value of $2}: Somethnﬁg !1kg
15 percent of the company will thus be sold for approximately $25 million,
or the price of one 747.
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Although the technology exists, the present ipability of the U.S.
airline industry to finance a new generstion of aiveraft prevents
the wanufacturers from moving beyond the design stege. It is
ciearly in the national interest, however, and in the interest of
the air traveler and the airline industry, to take advantzge of
of such gains:

-~ Greater noise reduction: A new technology gircrait would
souiid about three times quieter than a nonretrofitted iO?
and twice as quiet as a retrofitted 707.

~-  Greater fuel e1f1rwergv In the poeriod from 1931 {when the
first new-technology aircraft would be introduced under the
accelerated-replacement program) until 1985 (when aT? new~
techno1ooy vep?eucn¢nn aircraft would be deiivgred)
total savings in Jet fuel is estimated to amount to abaut
2.5 billion gallons.

~- flggggilggtV’ Feasured egainst existing aircratt, a new-
technology a@ircraft would ofier greater payload for its
size and weight, would be more reljable and more easily
maintained, and would cost less to opzrate and Tess to

acquire per unit of productivity.

The Dectining Prospezcts of the U.S. Aerospace Industry (Detail
in Appendix ﬁ).

S kl

~70r1iy; most mportant ci

The United Stzt
market becaus
aviation advanc

minence in the vorld cerospace
Dax Vi
been.mude In U.S. products.
But lack of orders o p}ane has virtually stalied technical
development si wide “ody jets were introduced.  Hewer foreign
aircratt such as the A-300-B show the potential for meeling certain
market demands which current U.S. products cannot {i.e. effictent
operation over short-medium rance routes). This, combined with
declines in U.S. Government outlays for aircraft and engines

has already had serious consequences for U.S. airframe and engine
mnufacturers, a major source of employment and export sales.

Since 1568:

-~ Real indusiry sales have declined 37 percent.
-~ Employmant has declined 37 percent.
-~ Aerospace exports as a percent of GNP have declined 42 percent.

- Fach $30 i

11ion lost in sales translates into a loss of
1,000 full timeo

jobs and $15.5 million in payroll.
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Hhile the U.S. industry shrinks in real terms, Toreign aerospace
manufacturers -- spurred by Govermsent subsidy -- arve growing larger,
more capable technologically, and more agressive. It 1s conceded
that the U.S. cannot continus to hold its present 80 percent market
share (of world civil aircraft in oporation). The questiceniof how
large a share European and other {oreign manufecturers take will
depend in part on how lona U.S. preoduction of a new aircraft is
deleyed. A 2- to 3-year acceleretion of ihe present timetable could
be very important. in that it would allew U.S. manufacturers to pro-
duce a new generation of planes when U.S. airlines will need thes
and when new foreign procucts will bz on the warket.




MPPEHDTY. A

FINARCIAL CONDITION OF THE TRULK ALBLINE IRDUSTRY

The ability of the airline industry to finance equiprent veplace-
ment depends, as it weuld in any other industry, on its ability
to generate funds internally (through depreciaticen and earninys)
and/or externally (from the equity market and/er debt marvket).
Table 1, following, prejects sources and uses for the 1977-1924
periocd, using the specificd economic and traffic essurptions

+ As the table shows, depreciation will yield a total of $10.0 billion
through 1084, Aircraft sales will yicld only ehout $403 million,
leaving the airlines $18.7 billion short of their ifotal needs of
$29.1 billion. fP]S amount must be ret throvoh eersings, new loans,
leases, or new ecuity financing. The cost of a rezlistic noise reducti:
program would increase the total need for funds by the end of 1984

.1()

by around 23 percent, to $36 billion and would increase the c°f1c1t

- Industry earnings are projected to rance from $.3 te §.5 billion
in 1976-1677 to $.6 to $.7 hiliion toward the end ¢f the pericd,
and could total ebeout $5 billicn, which would leavs & i cﬂC])g

need of $13.7 biliion, or about 271 bililion whon noise recduction

] s N

costs are taken into <Ccouni. This gap“ must be et threough
external sources -- the equity market and/or the debt market.

. Because of the airiines' poor earnings record for the pasi 10 years
(sce Table 2) both the equity and debt markets have been effectively
foreclosed to them feor some time. Airline stocks have not been a
recosmended buy for much of this period, and are not being recormended
as an investment for the future, except for possibis shori-term

Assumes the cost of the replacement/retrofit program is in the middle of

1. Internal Sources
by around 36 percent, to ¢o25 biliicen.*
2. External Scurces e
¥
the $5.6 to $7.7 billion range.
.

To earn $.5 billicn, the industry would have to achieve about 9 percent
to 10 percent RCI at curvent investment levels. Since 1957, ROI for

the demestic trunks plus Pan finericen has rvanged fros a high of 8.5 per-
cent to a low of 2.1 percent, averaging only 5.7 percent.
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ceven a high level of earnings will rot insure thet the industry will b

“gains in the next six months.* AL present, airline stocks

stend at anprovimately €0 percent of theiv 1867 volue {versus
120 percent for the Dow-Jones Average).

The major source of eirline debt finarcing through the 1,u0’sww

traﬂ1t1ond]1y the large dinsurance corpanies--hes been closed for
Six '“E}s Under HMNew York taw, tew York dinsurance ccmncnxcd,une

1 . .
forbidden to make further leans. In a statement submitted o

the hu’x@ Public Works and Transsortation Commitice Zeorge Cenkins,
Il

Chairman of Metropolitern Life Insurance, Soid. . . e feel

confident that Lﬂilono? ten will ]0<ﬁ no money on its current
airline investments as they run of }ht unorv present conr1t10”>,
o new money will be 7oahfﬁ " Before lenders will commit new debt

capital, Jenkins added, v(ihey) wi ]1 require a sound equity base and
geod profits . . "

The DOT is COqfident that the prooofo‘ fviation Rct of 1976 will
return the Avialion industry to 10 ~-term profitebility ard elininate
the cepital expenditure problem of t%n future. Hewever, no rcwnﬁy

is seen for the p;cbiem of fun mlwg the capital decisions that must be
mace now in order to achieve a cuieter and mere Tuel efficient fleet
by the end of 1984, Airling carnings are the key to both internal
and external tunds generetion, buil as tne forecoina data makes clear

49

able to finance ther gy, r to ¢7,7 billion needad for the noise
reduction program threugh n rmal moens.

Probler Carriers

*

The Tinancing prn~ Tems 1tic%p ted for the indusivy vill be
cencentrated heavily in rajor carviers, which hd‘o the wost four-
engire airveraft in their f:&ﬁi and con eaL“nLTf the qreacoqt retvroiit
burden, particu1(r1v Fwerican, THA, and Pan Am.  As shown in Table 3,
these three cawr1ors have together acccunted for a large portien of
the industry's losses over the last five years and, with the possible
exception of American, have relatively undesirable debt burdens.
Further, as shown in Table 4, fmerican and THA, {presuming that

they could obtain the debt financinag they hCUlQ need,) urder the
burden of the necise reduction program vould have debt/equity ratios of ov
4 gnd 5.7 respectively, while Pan fm's would be near 2. These carriers
are Tikely to have great 6ifficu}ty in raising the capital that would be
required by the noise regulaticn. .

-

Apotential exception to this staterent is the pending THA issue of

2 millien shares of stock. As explained in the text, the nced for such
an issue is created by THA's poor financial situation and at the exvected
price of the sale will seriously dilute the company's equity base.

‘o FOR)

etRAL,
v
Frya\
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{Current Dollers in Billions)

]('() i3

Uses of Funds

Property & Fauipment $1.28
Debt Pe;e ent .5

Dividends & Other L .3
Total Uses $2.08

)

Scurces of Funds ‘
Depreciation 1.1
Sales of Aircraft Ll

Total Sources

Uses Less Internal Sources  $ .88
FOTE:  The follo 1*3 a Q th rates are
T ;3{3'\'3 P
Inflation
RPit's
Domestic

International

System

1860

$1.68

5
b

$2.78

6.5%
5.3%

6.2%

19

1)4

PR

$5

7B
Ao
Ny

$6.2B

$29.18

10.0
A

10.4

$18.78
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"LECIFD FINANCIAL DRTA T IER IN
(System Operaticns, Inciudging Pan Am)
1967-1275
kDo?Tars in miilions)
Operating PrefTéx Prg—Tgxﬂ,. Return on ’
Revenue FEoriL Profit ifargin investment ~
1357 $6,117 5628 10.4% R
1958 5,202 e 5.5 6
1869 . 7,765 0D oRT | 3.2 . BB
1570 ' 8,131 (154) (1.9) 1.8
1971 2,811 95 . 0.6 Sei
1972 95783 256 | 2.8 6.0
1973 10,905 287 88 5.6
1974 12,865 457 3.9 5.8
1975 13,374 (121) ( Co(e) 2.8
9 Yr. Total  $84,653 52,075 " 2.5% M
1/ PReturn element includes net incomz and intercst on Tong term Gebt.

Source: CAB Form 41/7P1-32 Reports
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| . FROJECTIONS OF D”UT EQUITY RATIOS,
SELECTEU TRUN CRRRIENS, 1876, TY8Y, AND 1884

(Dollars in 3'll(ono)
| ANTICIPATED | TLOLG TERA PLET/ ADD LT IONAL 0cBI/EQUITY |
ATRLTHE ' CAPITAL EXPFRMITUSES ’ EQULTY‘/ REPLACEMENT CA”ITA; RATIO INRCLUDING
(1977-1984) 1976 1980 1984 REQUIRED DY 19844/ REPLACEMENT FINANC
: (1234)
L. — ‘
American $3-3.5 .78 47 2.3 i $1.2 4,64
Pan fam 1.8 3.0 1.7 .74 1.0 2.17
T | §2-.3 3.0 2.2 2.8 1.5-2.0 5,77
Unitead 4.2 . 1.1 .56 .34 2.0 1.52
Industry $27.1 1.3 .74 .93 5.6-7.7 1.78

SCURCE: Alliance Cne Institutional Services and TPI-32

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

2/ Based on number of four-engine ajrcraft remaining in fleet after 1984, with replacements (including spares)
valued at a 1982 cost of 327 million each.




APPERDIX I

FOVARTAGES OF ACCELURATED DEVILOPHMERT OF MW TECHIOLOGY ATRCEAFT

1. Greater Noise Reduction

* A new-technology replecement aircraft would Le Ta ouieiﬁw than -~
the quictest existing aircraft. The gain achicvat 10 is illustrated
in %zvuwﬁ b, which cutlines the area exposed, en a single event,
to & noise Tevel cqual to or gteat‘r ihan 90 [Il 3 ~roughly
equivalent to the sound of a busy deum:

-~ The 80 EPNGB contour of the 707/Is~8 aircreft technology of
the 1950's) extends wore than 20 niles beycnc the brake release
point of tekeo?f end roughly nine miles prior to the touchdou
point on landing.

-~ The DC-~10, employing the late 19¢0's technology CF-6 engi
is ab]e to confine the €0 EPHCB contour to a much smaller area,
cquivaltent to the over-water arca south of Logan International.
It 13 significantly cuieter than a SEi vetrofitted 727, which
reets FAR 36 standards.

-~ Further important noise recduction advances are reflected in the
neise contour of a new Tri-jet wihich has double Toyer cooustical
Vinings, and the 1970's technology CFH-55 ov GTI0D engines with
ney design fen end turbine steages. Those cngines are expected.
to be availeble for use in new eircrafi. '

2, PEOunbl\TbY Opereting end Safety Gains

s s e i s W s e e .

+ Technological advances possible tedey will rasult in a new aircraft
with greater payload for its size and weight--an aircraft that is
more reliable, more easily maintained, costs less to operate, and
costs less to acquire pev unit of productivity. These benefits
accrue to the public, the air traveler, and the airlines.

* Greater efficicncies are ach1eved through such technological advances
as:

-~ Supercritical eerodynamics concepts in wing airfoil and body
design, which con yield a Tighter and more efficient aircraft.

~~ Lighier, more ae
e

odynamic propulsion system and wore efficient
engines and nacelle K

r

lies.

-~ Digita) electrenics for avionics systems and in-flight control to

. avoid engine abuse, fmprove naviga ticn and epproach precision,
provide increased reliebility, maintainability, safety and fuel
eificiencies,
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» - Rew structural corcepls, new materials, and computer-aided designs
which will result in a lighter aircreft made up of fewer, less’
coirplex parts. '

The new aircraft will be safer for the air traveler, through im-
provements in inflight control, and new interior mazterials of much
iproved flammability/swoke/toxicity charscteristics.

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

The new aircraft, by virtue of improvemenis in systems and avionics, wii
be certified with a two-man flight deck crew--an important contri--
bution to conirol of airlinc costs end hence tickel prices.

» In terms of scats,rangz and cperational cheracteristics, the new air-
craft will be more closely attuned to merrketing reouirements of the
late 1970's and wid 1980's, Cn many routes today the aircraft used
are smaller than optimal, making additional +1ichts necessary; on
cther yvoutes aircraft of lencer renge than necessery are used, which
incurs both weight and efficiency penaltices. A market-matched air-

raft would convert into increased airline efticiencies.

« The new aircraft will use computer-aicded flignt profite managzment,

vhich incresses aircrafty aivport and airvays system productivity.

+  The new aiveraft will sccept the standardized interline cargo
container (LD-3). This would alicw much improved eiticiency in
the high growth air carco indusivy, by avoiding ruch of the lcbor
end handling costs, while intertecing evficienily with allwcarco
and interline air cargo services,

[

Enercy Savings

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

aircraft would result in reduced energy consumpiion per seat

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

-- A program resulting in the retrofit of about 100 of
the 707/DC-8 aircraft and replacement of the yest
with new, high-technology aircraft would progw@e an
energy saving of about 2.5 billion gallons of jet
fuel--an energy cost saving of about 5900 millio .
over the period of the program (]981»1986)at today's
price.

This is based on comparison of the fleet mix that was estimated to result
froin imnlerentation of the propesed programs with the fleet mix estimatod
to result in the event that no program were uaderteken. The new, high-
technology aiveraft is estimated to be 305 more fuel efficient than a
707/0C-8 on a seat mile per galtlon basis, .




== A pProgrem yvesuwioing an oine yveplacement of all 707/8C-8
a}rcraft with nev, hwgh~t<(h|ologj aivceraft would provide
an energy seving of about 2.8 Lillion gallons--a cost

N saving of over ST billion over the program period.

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

~-- It should also be noted that retrofit of the 727/737/DC:0
aircralt would not cause a measurable change in the eneray
requ1r ement of the cormmercial aircraft fiQLL.

-~ The annual energy saving of the progrem would in 1986
amount to ebout 87 of the total jet fuel consumption of
the commercial aircraft fleet.

4, Pesitive Impact cn the U.S. Perospace Industry

« The 2- to B«yeor cap between expected dcvb1opnon* and
accelerated d Vc30an ent of a ne“~3v»erut}0ﬂ aircraft is
significant for tha national interest in general, but could
be crucial for the U.S. aerospace industry. Lacking a
mareet Tor a new pilane -- and thus the opporiunity to
their dravi.g- board techne ogy to worit -- the U.S. manufacturers
already have lost some of the technelogical adventage thc3 ha\e
always enjoyed over foreign competlxxon.

[PeR—

)18
1

w e“f*

* A potentially more criticel loss is U.S. share of the world
acrospece market., IT delivery of a new aircratt is deleyed
to 1985, as appears likely ebsent the spur of & realistic noise reduct:.
program, foreian corpetition -- with newer vroducts to ofrer --
nay secure their hold on a major share of the world market, eond
the U.S. industry may decline to a level from which it cannot
_easily recover.”

The economic impect en the aerospace industry and on the U.S.
economy 1in qonuv“T would be enormcus. With sales of $28 billion,
and employment of arcund 950 thousend, the industry has been a
major factor 1n the U.S. economy for noarly the Tast quarter

century. Since 1968, .however -- as a result of the problems of
its client inous»ty, the U.S. eiriines, and a reduction in military
purchases -- aerospace has experienced a very sharp decline:

--  Direct employment has declined 37 percent.

«— Industry payroll as a percent of all manufacturing
payroll has declinad 30 percent.

T do s T I e is also at issue.  In the absence of a new
U.S. 180-t0-200 passencer aiveraft, U.S. aivlines are looking at
such foreign aircrafl as the French-pade A-300-B, which already
developed s substantially cheaper - though less efficient --
than a new goncration ULS. airvcraft would be.




= As a percent of GOP, acrospace industry sales have
declined 42 percent,

-~ Real aerospace industry sales have declined 37 percent.

As the real domestic and militavy markets have fac]inrd, u.s.
manufecturers have grown heavily dependent on foreig

markets for sales of civil aircraft. Since 1 68 c.V1I afrﬂwfxi exports
as a percentage of total civil aircraft sales have clmost ddubled,

U.S. airtrame end engine manuiacturers have tu?ncm rorve end more

to consortiums wncb bFurcuean firmn, both to share developrzntal

costs end to ensura continued access o Fui copean wmarkets,  Howevar,

the conzequent shaving of pro(tcb10w Si}] further ercode U.S.

aerospace employinent,” ;

Ersiious to reduce U.S. dominence of the Jucrative aevospace narket,
foreign covernmants have becorz zncweas1uc1; protective of their
own aerospace industries end markets, and increa s1rﬁ1y agerassive
about pﬁnttratinc other nmarkets, forining alliances where necessary
to co so {the French anf G
A-300-D). Tnud, vhile the U.S. aerospace industry has been declining
in rea? terms, Europeen and other foraign governments h ve been
subsidizing exparsion of their own Lazo<"€ae ingustries, and threaten
1o encroach on both the U.S. and world rwzfcis /i less of only
5 percent ot present ULS, sales to fereign conpetition weuid result

a loss of 47,000 jobs and $729 million in payroll.

o

o, the proposaod progran
iring of ebout /';,8’"6
. ,

% An important consideration here is the effect erosion would have

on the structure of the U.S. aerospace 1nddstry The competition betwesn
the three mejor manufecturers has helped to esteblish and maintain U.S.
technological superiority. If a sizeble share of the world market is
lost to foreign competition, one and possibly two manufacturers could
suffer seriously. : :

Geyinan combined ferces. to proauce the successi.
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THEZ WHITE HOUS

WASHINCTON

August 30, 1976

MEMORANDUM FOR THE PRUSIDENT

TROM: JIN CAI\SNO:Z.KQ'«;":;'; ,
I~
SUBJBCT: Alrcraft\igise Proposal .

This is an important environmental decision which could
have considerable political impact.

to meet with Secretary Coleman, Jim Lynn,
and myself to discuss major points in this
ef




: ' THE WHITE HOULE

o < S
WA DB H NG TN DECIS TN
MEMORANDUM FCOR THD PRESIE},&"S\:{‘
Yy hY ] T T 'i'\}‘ \‘l\\ ;"”j
FROX: J_rf‘l szbﬁ‘l.ii‘%ii’/‘;\f/};? EA I
SUBJECT: : Secretaxy CoHleman's Proposal on Aircraft
Nolse
Secretary Coleman proposes that he announce, at a Con-
gressional hearing on Thursday, September 2, 1976, a

new Administration policy to establish noise standards
for all commercial aircraft, to be met by the end of
1984. His memorandum to you is at Tab A.

Secretary Coleman's proposal raises two policy issuse
for your consideration:

1. Should the Ford Administration initiate
stricter noise standards and regulations
for U.8. commercial aircraft?

2. If so, should the Ford Administration
announce a $3-5 billion proposal to assist
U.S. airlines in paying the cost of meeting
the new Federal standards and regulations?

SUMMARY OF THE COLEMAN PROPOSAL

Secretary Coleman has submitted to OMB a 100-page
Aviation Noise Policy Statement which would:

1. Place responsibility on state and local
governmants and alirport proprietors to
reduce the human problem of aircraft noise
by locating airports outside populated areas,
by zoning, and by buying land around airports.




(€3]

OBJECTIVE

Place responsibility on the Pederal govern-
ment to sat and enforcee noise stwndards

for some 1600 planzs (77% of the existing
commercial fleet) which do nobt meet the

FAA noise standards that apply to new
planes coming off the production linas.
Provide financial assistance to alTllﬁ 28 TOo

mufflie or replace
planes by—--

their older, noisier

a.

reducing the Federal tax on fares and
freight by 2%;

b. imposing, simultaneously, a 2%
environmental surcharge on fares and
freight, with the money going into
an industry-administered trust fund
from which the airlines could draw
for this purpose only.

1S OF THE COLEMAN PROPOSAL

In brief,

1.

i)

ecretar eman states these objectives:
S etary Coleman states these ocbjectiwv

levels at and
airports.

To reduce nolise
politan

around metro-
for 600,000 americans

o

around 5 majoxr d1rportq, aircraft POlS“ is
a serious problem. For 6 million Ar erlcan
arourd 100 airports, noise is a significan

problen.

To conserve energy. The quieter engines on
new planes are 25% to 40% more efficient in
fuel use.

To stimulate jobs. Refitting and replacing
some 1600 older p?a es would create 240,000
job y ars in the private sector.

To preserve the U.S. share of the world air-
crafti market. Next to agricultural produacts,
alrcraft 1s our bilggest dollar export.




BACHKGROUND

w oregqulring the FAA o
; and existing aivcraft.

In 1969, FAA issued standards (Federal Aviation Regula-
tions, Part 36, "PAR 36") that require “itcraft,produced
after January 1, 1975, of the size of 707's to make

50 percent less noise than existing 707’s and DC-8's.
All DC-10's and Lockheed 101l1's meet FPAR-36 standards;
nmost 747's do.

FAA has not extended FAR-36 sitandards to some 1600 older
aircraft. No 707's and DC-8'szs meet the standards; nmost
727's, DC-9's, and 737's do not.

The State of Illinois filed suit July 12, 1976 against
the Department of Transportation to force FAA to comply
with the 1969 law.

EPA, which has Jjurisdiction to propose-(but not enforce}
aircraft nolse standards, has proposed that all older

commercial aircraft be required to meet the standards for
new aircraft. :

To reducs the noise problem, some alrports—-such as
Washington National--impose curfews on jet planes. But
these can have a significant economic impact, especially
with air freight and mail. On August 20, 1976, the
Massachusetts Port Authorityv reversed its earliexr decision
to impose a night curfew at Boston's Logan Airport after
an economic impact statement predicted a loss of up to
17,000 jobs and $1.3 billion in annual sales.

CONGRESSIONAL SITUATION

Nine separate bills have bﬂen introducad in Congress to
eal with the aircraft noise problem. Some would raquire
the Federal jOV"rnﬂent Lo pay for tn° mufflinq of all
e
L

commnaercial alrcral
standards.

that do not comply with the FAA

No Congressional action to extend FAA standards to all
commercial alrcreft is expected at this session. Max
Friedersdorf estimates that no more than 50 Congressmen
consider aircraft nolse a serious problem in their districts.




ODTIONMS

Cption 1: Should the Ford Administration gﬁiuiﬁre now
noise standards Tor all commercial aircraft?

Arguments for:

P

tary Coleman feels SgrOQ%&y that the
iation of an aircraft noise policy is
p opriate action of Presidential lea

o
N

(o5
111
n

ni

ooWwn

e
nec
ap

o]

»

u

. I{ no action is taken by the President, tha
next Congress may attempt to legislate
standards—-much as Congress did on water
guality and air quality.

. FAA may, on its own initiative or as a result
of a court decision, set noise standards for
aircraft..

. Aircratt nolse would be reduced over the next

eight years.

. A Presidential decision could emphasize your
concern for improving the guality of 1ife in
America--with the additional benefits of jobs
energy conservation, and maintaining U.S8
leadership in aircraft sales throughout the
world. '

Arguments against:

. Initiating new regulation cf a major industry
goes against Administration policy of reducing
Federal government regulation of industry.

. There is no compelling pressure for Federal

action at this twre——elphcw from Congress o©r
the courts.

. An Administration noise policy would increase
pressure for Federal action to assist the
airlines in meeting the noise standards.
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o C e . N
17 veu decide 0 authorize Saorotbs

reitary Coleman's plan:

27
o initiate new noise standards, should

alsn authorizo Sﬁc retary Coleman'
to assist thoe airlines i

cf nmzeting the new

Congress would reducse the Federal domestic
passanger ticket tax from 8% to 6% and the
lomestic freight tax from 5% to 3%.

Sinmultaneously, CAB would authorize the
irlines to impose a 2% environmental sur-—
charge for 10 vears on all domestic passenge
ares and freight waybills, with the nonoy
to go into an industry-administered Aircraf
Replacem=nt Fund.

juil

2]

Bach U.S. ailrline would draw from the fund a
share based on the ratio of its total passesnger
and cargo revepues to the aggregate of
passengar and cargo revenues for all U.S.

owned airlines. Each airline would be required
to use its share to ep‘ ce aitrcraft which do
not meet nois TC

Congress would also authorize the airliness to
1w $250 te $300 million from the Airport-
wWay Trust Fund (which has a surplus of $i.3
1

}

S .

Llion) to muffle older two-engine and three-
ngine aircraft.

O oW
e fede ‘”\/

retary Coleman's proposal would provide the
lines with about 50% of the capital they
1d nzed to meet the noise standards.

1d create 30,000 jobs annually over tho
mght years.

b
H
ke
('I’
D "

It would bring into service a fleet of quieter
commercial alrplanes that would consarve fusl
(25% to 40%) and lower operating costs for
airlines. '




. It would make it vossible for U.S5. ailrcraft
nanufacturers to develop a new genavation of
aircratt.

. It would allow the user—-tax principle, i.e.,

the users of ailrcraft would pay a tax to
meet an environmental problem created by
airplanes.

. It has the support of the Air Transport
Association. ATA proposed a Slm:?af plan,

whxch Coleman modified and now supporcs.

Arguments Against:

. Any step to have the Federal government impose
a surcharge to meet capital requiremsnts of
private industry is without precedent, and
would be criticized as a Federal bail-out of
big business.

. Pooling and redistributing funds in this way
is contrary to Federal antitrust policy.

. It would reduce Federal revenues by $300
million yearly for ten years (OMB estimate}.

. The program would tend to help wea
cient airlines, and penalize stron
managed airlines.

. The CAB, which has the statutory responsibility
to protect the public interest in airline
service and rates, could assist the airlines
in meotlng the noise standards by appropriate
fare increases.

. Since the 2% environmental surcharge would nokt
apply to international fllgth, one airline—-
Pan Zmerican—-—would receive $324 million more
than it collected, while most other airlines
would receive less than they paid in. (Tab B)

em

w-«

.

.
bs

ers of the Ford Administration, including
etary Coleman, have consistently stated
ption of the Administration's propossd
n Act of 1973 would lead to financially
hy airlines which earn reasonable returns

and can finance their own aircraft replacement.
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I recomnend against approving Saccetary Coleman's
Iipancing proposal. Hc:aroc, 1L you should choose
to apoprove thi

T i

s [inancing vlan, T recommend that vou
o in modifications to it, e.q., create

no senarate fund bhut perMLr airlines to keep the money
i ; €3

they raise, consider imposing a take-off and landing

fee instead of the 2% surtax, etc. L

DECISTONS

Option 1: Authorize Secretary Coleman to initiate
noise standards for all U.S. commercial
aircraft,

N __ hpprove. Supported by Secretary Coleman,
Commerce, State, HEW, NASA, CEQ, Bill
Seidman, and Guy Stever.
- Disapprove. Recommended by OMB (Jim Lynn),

Justice, CEA (Paul MacAvoy), Council-
on Wages and Price Stability, Max
FflLd@ sdorf, Counsel's Office (Ed Schimults),
and Jim Cannon.

Cotion 2: If Option 1 is approved, authorize
proposals to Congress for a $3.5 billion

Aircraft Replacement Fund.

d

cprove. Supported by Secrecary Coleman,
tate, HEW, NASA and Bill Seidman.

Disapprove. Recommended by OMB (Jim Lynn),
Justice, CEA (Paul MacAvoy), CEQ, Council on
Wages and Price Stability, Max Friedersdorf,
Counsel's Office (Ed Schmults), and Jim Cannon.

Commerce, CEQ, CEA and Dr. Stever recommend
further study of the financing issue.




THE WHITE HOUSE

WASHINGTON

September 10, 1976

MEMORANDUM FOR THE PRESIDENT

FROM: EDWARD SCHMULTéEg:jP

SUBJECT: » DOT Proposal on Noise Pollution
and Aircraft Financing

Very briefly, I believe much more work should be done

on the financing aspects of this proposal before you make
a decision. Some threshold objections which I believe
support my recommendation are as follows:

~— Precedential considerations are significant,
i.e., should the federal government finance
capital requirements for a major private
industry.

-~ The proposal is not really "free" ~- we
all know there is no "free lunch" -- another
option would be to return the 2 percent tax
to the public, with a resulting decrease in
air fares and an increase in traveling.

--  Your Administration, which has championed
the free enterprise system, should not,
without more analysis, put forward a proposal
which is based in part on the argument of
"competitive equalization". What this means
to me is government support of the weaker
airlines which, on a worse case basis, will
lead to more and more government assistance
and eventually government ownership as these
airlines are unable to survive unaided during
business downturns. In a real sense, we weaken
the stronger airlines which on their own are
able to finance new aircraft. (See also the
last point below).
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There is no requirement that the money will

be used to finance a new generation of jet
aircraft and thus advance the competitive
position of American airplane manufacturers

in world markets. In today's Wall Street
Journal there is an article that American
Airlines is buying ten Boeing 727's to replace
aging planes that burn too much fuel and
don't meet federal noise standards. If the
money can be spent this way, does the proposal

- make sense? This consideration should be given

more thought.

Through this proposal, should the Adminis-
tration really encourage an allocation of
$2 - 2 1/2 billion over the next ten years
into new jet aircraft? Isn't it possible
this will be a misallocation of resources?
Doesn't the market do a better job than
government bureaucrats?

This proposal will be seen by some as a
turnabout on airline regulatory reform. The
air bills now before Congress, including the
Administration's, have been seen by some
market analysts as leading to a much more
profitable airline industry. We should not
make a quick decision on this proposal as
industry circumstances seem to be improving.

The Administration may be viewed as being too
closely allied with big business a la the
Lockheed situation which has some parallel to
this proposal. By supporting Lockheed with a
loan guarantee, one can argue that the federal
government really weakened the United States
commercial air frame industry. Without the
Lockheed guarantee, resources would have been
deployed elsewhere and presumably Boeing and
McDonnell-Douglas would be stronger world
competitors today. Lockheed teaches that once
into an industry it is tough to get the federal
government out.
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THE WHITE HOUSE

INFORMATION
WASHINGTON

September 16, 1976

MEMORANDUM FOR THE PRESIDENT

Ty
FROM: EDWARD SCHMULTé%gEg

SUBJECT: DOT Aircraft Noise and
Related Financing Proposal

At our meeting on Saturday 1 expressed some
optimism for the passage of aviation reform
legislation. My statement was based on the
information set forth in the attached
memorandum entitled "Prospects for Aviation
Regulatory Reform."

Attachment

cc: Jack ﬁaxsh.y//

Jim Cannon
~
(G

Alan Gresnspan




DCRG Memo 2/76

Prospects for Aviation Regulatory Reform

On October 8, 1975, the President sent to Congress the
Aviation Act of 1975 which proposes fundamental changes in
regulations governing our nation's airlines. Since that
time, support for reform has grown significantly and at
nresent, prospects for enactment of significant reform in
this area appear good in the next session.

Evidence in Support of this Assertion

- The need for reform was substantiated in a lengthy report
by the Senate Judiciary Subcommittee on Administrative
Practices and Procedures. At Senator Kennedy's instiga- ~
tion, this committee held extensive hearings on CAB
regulation and concluded in February of this year that
current regulation no longer serves its intended purposes
but rather acts to suppress the growth and economic health
of the airline industry and causes consumers to be given
less service at higher prices than would be the case

absent rigid Federal controls.

- On April 8, 1976, Chairman Robson of the Civil Aeronautics
Board testified before the Senate Committee on Commerce,
Subcommittee on Aviation, that there is a substantial need
to redirect existing economic regulation of airlines to
increase reliance on competitive market forces rather than
government controls to provide efficient, low-cost air
transportation to consumers. The Board subsequently
submitted legislation that would significantly revise
their statutory mandate to delete their promotional
responsibility and require consideration of the effect

of the Board's actions on competition.

- On May 3, 1976, Senator Kennedy introduced his own
legislation that calls for a greater degree of "deregulation"
than was called for in the Administration's proposal.

- The Senate and House Aviation Subcommittees have held

a combined total of 29 days of hearings on airline regulation
and the Subcommittee Chairmen have both acknowledged the

need for reform:

. In June, Senator Cannon, in a speech to the Aero~
club agreed with would-be reformers that more
compatition was needed in the industry and announced
that he would be introducing legislation to encourage
competition, to provide the airlines new fare
flexibility and to expedite regulatory proceedings
of the CAB. Introduction of that legislation is
expected within the next three weeks..




. Also in June, Chairman Glenn Anderson of the House
Aviation Subcommittee and Gene Snyder, the Ranking
Minority Member, introduced legislation which would
provide carriers with considerable pricing and entry
flexibility and encourage healthy competition. This
bill addresses most of the major reform measures
sought by the Administration.

- There is widespread agreement even among the airlines that
some reform is necessary and desirable. Points on which most
interested parties agree:

. The need to revise the Aviation Policy Declaration
in the Federal Aviation Act to stress the need for
competition.

. The need to provide the airlines with greater pricing
flexibility.

. The need to clarify or formalize in legislation recent
Board decisions or statements, e.g., charter policies,
the ability of carriers to operate as both a scheduled
and a supplemental airline simultaneously, etc.

- The financial community's position on regulatory reform is
divided on the future profitability of the airlines given
reform. Although initially there was unanimous opposition
to reform, now Saloman Bros., H. C. Wainwright & Co., and
others have indicated that reform along the lines of the
Aviation Act "would be a positive development”.

- The need for regulatory reform and the Administration's
efforts to encourage Congressional action have received major
news treatment or highly favorable editorial press coverage

in the Washington Post, the New York Times, Wall Street Journal,
Chicago Tribune, National Journal, Christian Science Monitor,
the Miami News and the Journal of Commerce, to name a few.






