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AIRPORT AND AIRWAY TRUST FUND

MONDAY, SEPTEMBER 8, 1980

U.S. SENATE,
COMMITFEE ON FINANCE,

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m. in room
2221, Dirksen Senate Office Building, Hon. Harry F. Byrd, Jr.
(chairman of the subcommittee) presiding.

Present: Senators Byrd, Packwood and Dole.
[The press release announcing the hearing, Senator Dole's opening

statement, bill S. 1649, and joint committee print describing the bill
follow:]

(1)
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Press Release IH-48

PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
August 26, 1980 UNITED STATES SENATE

Subcommittee on Taxation and
Debt Management

2227 Dirksen Senate Office Bldg.

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
SETS HEARING ON AIRPORT AND AIRWAY IMPROVEMENT ACT

OF 1980, H.R. 6721

Senator Harry F. Byrd, Jr. (I.-Va.), Chairman of the
Subcommittee on Taxation and Debt Management, announced today that
a hearing on extending the Airport and Airway Trust Fund and the
aviation-related excise taxes transferred to that trust fund which
are slated to expire or be reduced on October 1, 1980, has been
scheduled. The hearing will be held on Monday, September 8, 1980
in Room 2221 of the Dirksen Senate Office Building and will begin
at 10100a.m.

Witnesses who desire to testify must submit a written
request to Michael Stern, Staff Director, Committee on Finance,
Room 2227 Dirksen Senate Office Building, Washington, D.C. 20510,
by no later than the close of business on September 2, 1980.

Legislative Reorganization Act. -- Senator Byrd stated
that the Legislative Reorganization Act of 1946, as amended, re-
quires all witnesses appearing before the Committee of Congress
"to file in advance written statements of their proposed testimony,
and to limit their oral presentations to brief summaries of their
payment."

Witnesses scheduled to testify should comply with the
following rules

(1) A copy of the statement must be filed by noon the
day before the witness is scheduled to testify.

(2) All witnesses must include with their written state-
ment a summary of the principal points included in
the statement.

(3) The written statements must be typed on letter size
paper (not legal size) and at least 100 copies must
be submitted by the close of business the day before
the witness is scheduled to testify.

(4) Witnesses are not to read their written statements
to the Subcommittee, but are to confine their oral
presentations to a summary of the points included in
the statement.

Written Testimony. -- Written testimony submitted by
witnesses not making oral statements should be typewritten, not more
than 25 double-spaced pages in length, and mailed with five (5)
copies by September 12, 1980, to Michael Stern, Staff Director,
Committee on Finance, Room 2227 Dirksen Senate Office Building,
Washington, D.C. 20510.
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STATEMENT OF SENATOR DOLE

AIRPORT & AIRWAY TRUST FUND EXCISE TAXES

SEPTEMBER 8, 1980

MR. CHAIRMAN -

THE EXCISE TAXES ACCUMULATED IN THE AIRPORT AND AIRWAY

TRUST FUND ARE AN IMPORTANT SUBJECT FOR SCRUTINY AT THIS

TIME. IT HAS BECOME CLEARER IN RECENT DAYS THAT THIS NATION

IS NOT REBOUNDING QUICKLY FROM THE CURRENT RECESSION. ALL

INDICATIONS ARE THAT INTEREST RATES ARE ON THEIR WAY UP

AGAIN. THIS WILL SLOW THE REC.VERY STILL FURTHER.

THE AVIATION MANUFACTURING INDUSTRY HAS NOT BEEN IMMUNE

FROM THIS ECONOMIC DOWNTURN. SEVERAL THOUSAND WORKERS IN

STATES, INCLUDING MY STATE OF KANSAS, HAVE LOST THEIR JOBS,

AT LEAST TEMPORARILY, AS DEMAND FOR THEIR PRODUCTS HAS DWINDLED.

THIS IS A SAD STATE OF AFFAIRS IN ANY INDUSTRY, BUT IT IS

EVEN MORE SO IN THE AVIATION INDUSTRY.

UNLIKE MANY OTHER INDUSTRIES, THIS COUNTRY'S AVIATION

INDUSTRY IS THE MOST TECHNOLOGICALLY ADVANCED IN THE WORLD.

IT IS NOT BECAUSE OF NONCOMPETITIVE PRODUCTS THAT THESE

WORKERS HAVE BEEN IDLED. IT IS BECAUSE POTENTIAL PURCHASERS

EITHER CANNOT AFFORD, OR FEAR MAKING, MAJOR COMMITMENTS IN

TODAY'S ECONOMY.

IN THIS ECONOMIC ENVIRONMENT THE ADMINISTRATION HAS

INCREDIBLY PROPOSED RAISING THE AVIATION-RELATED EXCISE

TAXES. INCLUDED IN THEIR PROPOSAL IS A NEW TAX ON THE PURCHASE
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OF GENERAL AVIATION AIRCRAFT AND AVIONICS (RADIO AND NAVIGATION

EQUIPMENT). IF THESE TAXES WERE ENACTED, WHICH I CONSIDER

EXTREMELY UNLIKELY, THE COST OF AIRCRAFT WOULD INCREASE,

DEMAND WOULD SHRINK, AND MANY THOUSANDS MORE WOULD BE UNEMPLOYED.

THE MOTIVES FOR THIS ATTEMPT TO INCREASE THESE TAXES

MUST BE QUESTIONED.

THE AIRPORT AND AIRWAY TRUST FUND WAS ESTABLISHED TO

EXPAND AIRPORT AND AIRWAY CAPACITY AND TO IMPROVE SAFETY IN

AIR TRANSPORTATION. HOWEVER, THE TRUST FUND, RATHER THAN

BEING USED FOR ITS INTENDED PURPOSES, HAS BEEN USED TO SHOW

AN ARTIFICIALLY REDUCED BUDGET DEFICIT. RATHER THAN IMPROVING

OUR AIRPORT AND AIRWAY SYSTEM, NEARLY $4 BILLION REMAINS

IDLE IN THE TRUST FUND.

WITH SUCH A LARGE SURPLUS, IT IS EXTREMELY DIFFICULT TO

ARGUE THAT THE EXCISE TAXES WHICH FUND THE SYSTEM REMAIN

CONSTANT, LET ALONE BE INCREASED.

THE MEMBERS OF THE HOUSE WAYS AND MEANS COMMITTEE UNDERSTAND

THAT THE ECONOMIC SITUATION DOES NOT WARRANT AN INCREASE IN

EXCISE TAX LEVELS. THEY MADE A SUBSTANTIAL INITIAL STEP IN

REDUCING AND SIMPLIFYING THE TAXES BY LOWERING THE TICKET

TAX IMPOSED UPON AIRLINE PASSENGERS AND RESTRUCTURING THE

TAXES ON GENERAL AVIATION.

THE SENATE, UNDER THE LEADERSHIP OF SENATORS CANNON,

PACKWOOD AND KASSEBAUM HAS PASSED S. 1648 WHICH WOULD SIGNIFICANTLY

DECREASE THE NUMBER OF AIRPORTS ELIGIBLE FOR FEDERAL AIRPORT

DEVELOPMENT FUNDS. THIS MEASURE FURTHER REDUCES THE FUNDS
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NEEDED IN THE TRUST FUND AND WOULD JUSTIFY A FURTHER REDUCTION

IN EXCISE TAXES.

THIS SENATOR, FOR ONE, BELIEVES THAT THE PRESENT SLOWDOWN

IN THE AVIATION MANUFACTURING INDUSTRY IS ANOTHER GOOD REASON

TO REDUCE EXCISE TAXES TO SPUR DEMAND. AT THE SAME TIME,

THE SURPLUS IN THE TRUST FUND SHOULD BE USED FOR THE PURPOSES

INTENDED TO PROMOTE SAFE, EFFICIENT AIR TRANSPORTATION.

THE SENATOR FROM KANSAS LOOKS FORWARD TO THE TESTIMONY

WHICH THIS SUBCOMMITTEE WILL HEAR TODAY AND HOPES THE FINANCE

COMMITTEE WILL ACT ON THIS LEGISLATION WITHOUT DELAY.

'N N
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96TH CONGRESS ~ fA '
1ST SESSION S*16U 9

To provide for the modification of airport and airway user taxes, and for other
purposes.

IN THE SENATE OF THE UNITED STATES

AuousT 2, 1979
Mr. CANNON (for himself, Mr. PACKWOOD, Mr. INoun, and Mr. Sca~MT'r)

introduced the following bill; which was read twice and referred to the
Committee on Finance

A BILL
To provide for the modification of airport and airway user taxes,

and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 That this Act may be cited as the "Airport and Airway Rev-

4 enue Act of 1979".

5 SEc. 101. AMENDMENT OF 1954 CODE.-Except as

6 otherwise expressly provided, whenever in this Act an

7 amendment or repeal is expressed in terms of an amendment

8 to, or repeal of, a section or other provision, the reference
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1 shall be considered to be made to a section or other provision

2 of the Internal Revenue Code of 1954.

3 AVIATION FUEL

4 SEC. 102. Subsection (c) of section 4041 (relating to tax

5 on fuel used in noncommercial aviation) is amended to read

6 as follows:

7 "(c) NONCOMMERCIAL AVIATION.-

8 "(1) IMPOSITION AND RATE OF TAX.-There is

9 hereby imposed a tax of 6 percent of the retail sale

10 price upon any liquid-

11 "(A) sold by any person to an owner, lessee,

12 or other operator of an aircraft, for use as a fuel

13 in such aircraft in noncommercial aviation; or

14 "(B) used by any person as a fuel in an air-

15 craft in noncommercial aviation, unless there was

16 a taxable sale of such liquid under this section.

17 The tax imposed under this paragraph shall be reduced

18 by any tax imposed under section 4081.

19 "(2) DEFINITIONS.-

20 "(A) RETAIL PRICE.-For purposes of this

21 subsection, retail price is the price of the fuel de-

22 livered into the purchaser's aircraft or bulk stor-

23 age facility but shall not include the tax imposed

24 by section 4081 or any State or local gallonage or

25 sales tax imposed on motor fuel.
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1 "(B) NONCOMMERCIAL AVIATION.-For

2 purposes of this subchapter, the term 'noncom-

3 mercial aviation' means any use of any aircraft,

4 other than use in a business of transporting per-

5 sons or property for compensation or hire by air.

6 The term also includes any use of an aircraft, in a

7 business described in the preceding sentence,

8 which is properly allocable to any transportation

9 exempt from the taxes imposed by sections 4261

10 and 4271 by reason of section 4281 or 4282.

11 "(3) TERMINATION.-On and after October 1,

12 1990, the tax imposed by paragraph (1) shall not

13 apply.".

14 TRANSPORTATION OF PERSONS AND PROPERTY BY AIR

15 SEC. 103.?(a) Subsections (a) and (b) of section 4261

16 (relating to tax on transportation of persons by air) are

17 amended by striking out "8 percent" and inserting in lieu

18 thereof "2 percent".

19 (b) Subsection (e) of section 4261 (relating to tax on

20 transportation of persons by air) and subsection (d) of section

21 4271 (relating to tax on transportation of property by air) are

22 amended by striking out "June 30, 1980" and inserting in

23 lieu thereof "September 30, 1990".
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1 UBB OF CIVIL AIRCRAFT

2 SEc. 104. (a) IMPO8ITION OF TAx.-Section 4491 (re-

8 lating to imposition of tax on use of civil aircraft) is

4 amended-

5 (1) by striking out the period at the end of subsec-

6 tion (a), inserting in lieu thereof a semicolon, and

7 adding at the end thereof:

8 "(3) In the case of the taxable period beginning

9 on July 1, 1990, and ending on September 30, 1990,

10 the tax under paragraph (1) shall be $6.25 for such

11 period and the rates of tax ,under paragraph (2) shall

12 be 0.5 and .875 cents a pound respectively.";

13 (2) by striking out the word "year" wherever it

14 appears in subsection (c) and inserting in lieu thereof

15 "taxable period"; and

16 (3) by striking out the section heading for subsec-

17 tion (d) and inserting in lieu thereof "ON- TAX LIA-

18 BILITY PER PERIOD".

19 CONFORBMING AMENDMENT

20 SEc. 105. Section 6416(a)(1) (relating to certain taxes

21 on sales and services) is amended by striking the words "spe-

22 cial fuels" and inserting in lieu thereof "noncommercial air-

23 craft and special fuels".



10

5

1 EFFECTIVE DATE

2 SEC. 106. The amendments made in sections 102, 103,

3 104, and 105 of this Act shall take effect on July 1, 1980.

4 AIRPORT A"1 AIRWAY TRUST FUND AMENDMENTS

5 SEC. 201. Section 208 of the Airport and Airway Reve-

6 nue Act of 1970, as amended (49 U.S.C. 1742), is further

7 amended by-

8 (a) striking out "October 1, 1980," in subsections

9 (b)(1), (b)(2), and (b)(3), and inserting in lieu thereof

10 "October 1, 1990,";

11 (b) striking out "October 1, 1980," in subsection

12 (0(1) and inserting in lieu thereof "October 1, 1990,";

13 (c) striking out subsection (f)(1)(A) and substitut-

14 ing the following:

15 "(A) incurred under the Airport and Airway

16 System Development Act of 1979 (as in effect on

17 the date of the enactment of this Act), or the Air-

18 port and Airway Development Act of 1970, as

19 amended (49 U.S.C. 1701 et seq.)";

20 (d) striking out "October 1, 1980," in subsections

21 ((1) and (f)(2)(A) and inserting in lieu thereof "Octo-

22 ber 1, 1990,"; and

23 (e) striking out "October 1, 1980," in subsection

24 (0(3) and inserting in lieu thereof "October 1, 1990,".

0
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INTRODUCTION .

This pamphlet was prepared by the staff of the Joint Committee on
Taxation for the hearing scheduled by the Subcommittee on Taxation
and Debt Management Generally of the Senate Committee on Fi-
nance for September 8, 1980, on legislative proposals concerning ex-
tension and revision of the Airport and Airway Trust Fund and the
aviation excise taxes currently deposited into the trust fund.

The Administration's trust fund and aviation tax proposal is con-
tained in S. 1582 (introduced by request). The Senate has passed a
trust fund authorization bill (S. 1648), which does not contain tax or
trust fund amendments. The House is scheduled to consider a trust
fund authorization and tax bill (H.R. 6721) Within a few days. A
Ways and Means Committee amendment to be offered to H.R. 6721
would extend the trust fund and aviation taxes for 5 years, or through
September 30, 1985, reduce the air passenger ticket tax from 8 percent
to 5 percent on October 1, 1982, and would modify certain other avia-
tion taxes. In addition, S. 1649 would reduce or modify certain of
the aviation taxes, and S. 2075 would amend the definition of an affili-
ated group for purposes of the air transportation excise taxes. (A
public hearing on S. 2075 was held on June 24, 1980, by the Finance
Subcommittee on Taxation and Debt Management Generally.)

The first part of the pamphlet is a discussion of present law and
background regarding the trust fund taxes and trust fund budget
authorizations. This is followed by a description of current legislative
proposals relating to the trust fund taxes and trust fund budget
authorizations. Finally, an Appendix presents projected revenue esti-
mates of present law aviation taxes and the provisions of H.R. 6721,
for fiscal years 1981-1985. The Appendix also gives a comparison of
proposed trust fund .authorization levels by program for fiscal years
1981-1985.

(1)

- 68-894 0-80--2
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I. PRESENT LAW AND BACKGROUND OF AIRPORT AND

AIRWAY TRUST FUND

A. Airport and Airway Trust Fund Taxes

The Airport and Airway Revenue Act of 1970 (title II of the Air-
port and Airway Development Act of 1970) increased some existing
aviation user taxes, imposed some new aviation user taxes and estab-
lished the Airport and Airway Trust Fund to receive revenues from
these user taxes. These excise taxes are scheduled either to expire or be
reduced under present law on October 1,1980.1
1. Air passenger and air freight excise taxes

Under present law, excise taxes are imposed on the transportation
of persons and property by air.

Air passenger ticket tax
In the case of air passenger transportation within the United States,

the tax presently is 8 percent of the amount of the airfare. It is sched-
uled to revert to 5 percent on October 1, 1980 (the pre-trust fund
rate). 2

Air transportation between the United States and a foreign station
which is not more than 225 miles from the nearest point in the con-
tinental United States (i.e., within Canada and Mexico), as well as
between two such foreign stations, generally is subject to the 8-percent
tax where payment for the travel is made in the United States. This
tax does not apply to transportation between the United States and
other foreign stations where payment is made outside the United
States, nor does it apply to the U.S. portions of certain uninterrupted
international air transportation.3 Also, the 8-percent passenger tax
does not apply to the portion of flights to or from or between Alaska
and Hawaii which are not made over the United States.

International departure tax
There also is a $3 per passenger departure tax (a new tax added-by

the 1970 Act) for international air transportaion that begins in the
United States and flights to or from Alaska and Hawaii. This tax
is presently scheduled to terminate after September 30,1980.

Public Law 96-298 (H.R. 7477) extended the present trust fund taxes from
July 1, 1980, through September 30, 1980, with a provision that the aircraft
registration and use tax return (Code see. 4491) for the taxable year beginning
on July 1, 1980, would not have to be filed until October 31, 1980.

2In the absence of further legislation, the revenues from the 5-percent air pas-
senger tax would go into the general fund (as was the case prior to the 1970 Act).

' For the $3 International departure tax to apply in lieu of the domestic air
passenger ticket tax, the air transportation must be an uninterrupted Interna-
tional flight from a point beginning In the United States and ending outside the
United States (and outside the 225-mile zone in Canada and Mexico). An unin-
terrupted international flight may have a stopover at a domestic point, without
being subject to the domestic ticket tax, of no more than 6 hours.

(2)
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Air freight waybill tax
In the case of air transportation of property, the 1970 Act imposed

a new tax of 5 percent of the air freight waybill charge. This tax is
scheduled to terminate on October 1, 1980. In determining taxable
transportation, the same rules generally apply as for transportation of
persons, except that the air freight tax applies only to amounts paid
for transportation of property by air which begins and ends in the
U.S.

Collection of taxes and exemption
These taxes are collected as part of the fare or waybill by the air

carrier, for subsequent transfer by the Treasury to the trust fund. Ex-
emptions from these taxes are provided for transportation by small
aircraft on nonestablished lines and for private air transportation
services provided within a group of affiliated corporations. (See a
more detailed discussion of affiliated groups in item 5, below.) Aircraft
not subject to these passenger or freight taxes are subject to the fuels
tax, described below.
2. Aviation excise taxes on fuels, aircraft use, and tires and tubes

In addition to the taxes on air passenger and air freight fares, there
is a 7-cents-per-gallon tax on aviation fuels (gasoline and other fuels,
including jet fuels) used by noncommercial (general) aviation, an
aircraft registration and use tax, 4 and a tax on aircraft tires and
tubes.5 The fuels tax was an increase from the previous net tax of 2
cents per gallon on gasoline for aviation use; the tax on gasoline is
scheduled to be reduced to 4 cents per gallon on October 1, 1980, while
the 7-cents-per- gallon tax on non-gasoline fuels (e.g., kerosene-jet
fuels) is scheduled to expire on October 1, 1980. The aircraft use tax
was new under the 1970 Act, and is scheduled to expire on October 1,
1980; and the tax on aircraft tires and tubes was merely a transfer of
revenues from the excise taxes on such tires and tubes from the High-
way Trust Fund.,

There is a general exemption (a refund or credit) from the avia-
tion fuels tax for fuel sold for use or used on a farm for farming pur-
poses. Also, the tax on aviation fuels and the tax on aircraft use do
not apply to aircraft owned by a tax-exempt aircraft museum oper-
ated exclusively for the procurement, care, and exhibition of World
War II aircraft. Further, there is a general exemption from the fuels
tax for fuel sold for use or used by a State or local government, by a
nonprofit educational organization, for fuels exported, and fuels
used by commercial aircraft.

'A tax of two parts: (1) a $25 annual per plane registration tax, plus (2) a
weight tax of 81/2 cents per pound for turbine-powered (Jet) aircraft and 2 cents
per pound for nonturbine-powered aircraft for each pound In excess of 2,500
pounds of "maximum certificated takeoff weight."

5Taxed at the general rates for nonhighway tires (5 cents per pound) and
tubes (10 cents per pound) under Code sec. 4071. (The tax on tubes Is scheduled
to decline to 9 cents per pound on October 1, 1984.)

" In the absence of further legislation, the revenues from the taxes on aircraft
tires and tubes would revert to the Highway Trust Fund on October 1, 1980.
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3. Schedule of Airport and Airway Trust Fund excise taxes under
present law

The following table shows the present law aviation excise taxes
and the rate scheduled for October 1 1980 under present law. (Appen-
dix Table A-1 shows the estimated aviation tax revenues for fiscal
years 1981-1985 under present law). _

SCHEDULE OF AIRPORT AND AIRWAY TRUST FUND EXCISE TAXES
UNDER PRESENT LAW

Rate sched.
uled for

Present October 1,
Tax (and Code section) rate 1980

Air passenger ticket tax (sees. 4261 (a) and (b))_ 8% 5%
Air freight waybill tax (sec. 4271) ---------------- 5%
International departure tax (sec. 4261(c))- - ------ $3
Fuels tax for noncommercial (general) aviation

(per gallon) (sec. 4041(c)) I ------------------- 7
Aircraft use tax (sec. 4491)1 -------------------- (2)

Aircraft tires and tubes tax (sees. 4071) -------- () (8)

I The tax does not apply to aircraft, owned by a tax-exempt aircraft museum
defined in sec. 4041(h), which are operated exclusively for the procurement, care,
and exhibition of World War II aircraft.

2 A tax of two parts: (1) a $25 annual per plane registration tax, plus (2) a
weight tax of 3%i cents per pound for turbine-powered (jet) aircraft and 2 cents
per pound for nonturbine-powered aircraft for each pound in excea8 of 2,500
pounds of "maximum certificated takeoff weight."

3 Taxed at the general rates for nonhighway tires (5 cents per pound) and
tubes (10 cents per pound) under Code sec. 4071.

'Tax on gasoline fuel only. As of October 1, 1980, the additional 3 cents-per-
gallon tax on gasoline used in noncommercial aviation aircraft would expire, and
the 7-cents-per-gallon tax on non-gasoline fuels (e.g., kerosene--jet fuel) would
also expire.

4. Manner in which the tax on air transportation is required to
be shown on airline tickets

For air transportation that is entirely subject to the air passenger
ticket tax imposed under Code section 4261 (a) and (b), present law
(Code sec. 7275) requires that an airline ticket show the total of (a)
the amount paid for the air transportation and (b) the Federal excise
tax on the air transportation. Further, if amounts paid with respect
to any segment of the air transportation are shown on the ticket the
ticket also must show the total of the amount paid and the Federal
excise tax with respect to each segment, as well as for the sum of the
segments.

(4)
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In addition, any advertising of taxable air transportation (i.e., as
taxed under Code sec. 4261 (a), (b), and (c)) which states the cost of
such transportation is required to state such cost as the total of (a) the
amount paid for the air transportation and (b) the Federal excise tax.
Where the advertising separately states the amount to be paid for the
air transportation and the Federal excise tax, the advertising must
show the combined total (transportation plus tax) at least as prom-
inently as the other stated amounts, and the excise tax is to 1xn de-
scribed substantially as "user taxes to pay for airport construction
and airway safety and operations." Finally, present law provides a
penalty of not more than $100 for each violation upon conviction (as
a misdemeanor).
5. Definition of an affiliated group for purposes of the air trans-

portation excise taxes
The excise taxes on air passenger tickets (under Code sec. 4261) and

air freight waybills (under Code sec. 4271) apply to commercial
aviation, that is, as a business of transporting persons or property for
compensation or hire by air.

Code sections 4281 and 4282 provide two exceptions to the air pas-
senger and air freight taxes. CodeT section 4281 provides that the taxes
do not apply to transportation by an aircraft having a maximum take-
off weight of 6,000 pounds or less, except when the aircraft is operated
on an established line. Code section 4282 provides for an exception for
certain air transportation provided for other members of an affiliated
group. This exception is applicable for air transportation provided by
a member of an affiliated group 7 to another member of the affiliated
group where the aircraft so used is not available for hire by persons
who are not members of the affiliated group.

The aviation fuels taxes for noncommercial aviation (under Code
sec. 4041 (c)) apply in such instances where the transportation taxes
do not apply.

"Affiliated group" is a group of corporations connected through common stock
ownership (as defined in Code sec. 1504(a), except that, for purposes of the
transportation tax exception, all such corporations are treated as the includible
corporation, without any exclusion under Code sec. 1504(b)).
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B. Airport and Airway Trust Fund Budget Authority

1. Background
1970 Act and 1971 amendment

The Airport and Airway Trust Fund was established as of July 1,
1970 (Title II of the Airport and Airway Development Act of 1970;
Public Law 91-258), and authority to appropriate from the trust fund
is scheduled to expire as of September 30, 1980. The 1970 Act provided
that new and increased aviation user taxes were to be deposited into
the trust fund and, with interest earned on the deposits, were to be
available to meet specified airport and airway obligations of the United
States incurred under Title I of the 1970 Act, as it was in effect on the
date of enactment. As a result, subsequent expansion of Title I trust
fund budget authority was to require corresponding amendments to the
Title II trust fund language, which is within the jurisdiction of the
Ways and Means and Finance Committees.

The 1970 Act authorized trust fund expenditures through fiscal year
1975 for the maintenance and operation of air navigation facilities,
qualified airport planning and construction purposes, airway facilities
and equipment, research and development, safety, and related depart-
mental administrative expenses. A 1971 amendment (Public Law 92-
174) to Title I of the 1970 Act, however, removed the authority for
spending trust fund monies for maintenance and operation of the air-
way system. This amendment also limited the authority for meeting
administrative costs from the trust fund only to such administrative
expenses related to the remaining authorized purposes.

1973 amendment
A 1973 amendment (Public Law 93-44) to Title I of the 1970 Act

increased the authorization levels for airport grants for fiscal years
1974 and 1975, increased the Federal share for certain airport grants
and safety and security equipment costs, and amended the definition
of airport development to specifically include airport security equip-
ment required under DOT regulations.

1976 amendment
The Airport and Airway Development Act Amendments of 1976

(Public Law 94-353) further amended Title I of the 1970 Act to in-
clude several additional expenditure categories to be authorized from
the trust fund. The-new expenditure categories were: snow removal
equipment; noise suppressing equipment; construction of physical
barriers and landscaping for the purpose of reducing the effect of air-
craft noise in areas adjacent to public airports; acquisition of land or
property interests for airport noise control purposes; airport terminal
development (the public, nonrevenue-producing areas, including bag-
gage facilities and passenger moving equipment); and specified
amounts for maintenance of airway facilities. Thus, the 1971 prohibi-

(6)
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tion against authorizing airway maintenance costs from the Trust
Fund was partially removed in the 1976 amendment.

In addition, the 1976 Act provided authorization levels for airport
grants and other existing trust fund expenditure programs through
fiscal year 1980, and increased the Federal share for certain airport
grants for fiscal years 1977 and 1978. The 1976 Act also included a
Ways and Means Committee amendment to the trust fund language to
conform to the Public Works Committee authorization provisions
added by the Act.

1979 amendment
The Aviation Safety and Noise Abatement Act of 1979 (Public

Law 96-193) further amended title I of the 1970 Act to authorize
trust fund appropriations for airport noise compatibility planning
and airport noise compatibility grants. $15 million was authorized for
the planning grants for the fiscal year 1980, and $25 million was au-
thorized for fiscal year 1980 for the program grants.

The 1979 Act also increased the airport development authorization
amounts for fiscal year 1980 from $525 million to $569 million for air
carrier airports and from $85 million to $98 -million for general avia-
tion airports. In addition, the Act amended the trust fund language
(sec. 208(f) (1) (A) of the Airport and Airway Revenue Act of 1970;
49 U.S.C. 1742(f) (1) (A)) to conform to the 1979 amendments. Thus,
the present trust fund statute contains language to authorize obliga-
tions incurred under Title I of the 1970 Act, under the 1976 Act
amendments or under the 1979 Act amendments; that is, "as such
Acts were in effect on the date of enactment of the Aviation Safety and
Noise Abatement Act of 1979."
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2. Present law trust fund authorization purposes
The following outline presents a summary listing of the Airport and

Airway Trust k und expenditure programs authorized under present
law.

Autrowr AND AJRWAY Tausr FUND EXPENDITURE PURP09sM UNDER
PaEarNT LAw

1. Airport p/anning.-grants to planning agencies for airport sys-
tem planning and public agencies ior airport master planning; also,
airport noise compatibility planning grants for air carrier airports
eligible for terminal development costs.

2. Airport Development Aid Program (ADAP)
(a) Airport camtrution.-Construction, improvement or re-

pair of a public airport (includes removal of airport hazards and
construction of physical barriers and landscaping to diminish
noise).

(b) Airport termino2 facilitie8.-Nonrevenue-producimg pub-
lie-use areas which are directly related to movement of passen-
gers and baggage at certificated air carrier airports having re-
quired safety and security equipment (includes baggage facili-
ties and passenger-moving equipment); does not include costs of
construction of public parking facility for passenger automo-
biles or costs of construction, alteration, or repair of a hangar or
any airport building unless used to house facilities or activities
directly related to safety of persons at the airport. These fa-
cilities include multimodal terminal development and bond re-
tirement for certain airports.

(c) Land acquieition.-Includes land or property interests for
airport noise control purposes.

(d) Airport-related equipment.-Airport security equipment
required by DOT regulations, snow removal equipment, noise sup-
pressing equipment, navigation aids, and safety equipment re-
quired for airport certification.

(e) Airport noi.e compatibility program.-Includes sound-
proofing of public buildings; localgovernmental units are eligi-
ble for project grants as well as airports.

3. Facilities and Equipment Program (F&E).-Costs of acquiring.
establishing, and improving air navigation facilities.

4. Research, Engineering, Development, and Demonstration Pro-
gram (R&D).-Projects in connection with FAA research and de-
velopment activities.

5. Operations and Maintenance Program8 (O&M.) -Flight check
and maintenance of air navigation facilities; services provided un-
der international agreements relating to the joint financing of air
navigation services assessed against the U.S. Government.

6. Other costs.-Certain airline costs of international passenger secii-
rity screening facilities.
3. Trust fund balance

As of the end of fiscal year 1979 (September 30, 1979), the Airport
and Airway Trust Fund had a cash balance of $4,392 million, of
which $2,742 million was the uncommitted balance. The trust fund
balance is estimated to be $3.5 billion at the end of fiscal year 1980.

(8)
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II. DESCRIPTION OF LEGISLATIVE PROPOSALS

A. Aviation Excise Taxes

1. H.R. 6721-Airport and Airway Revenue Act of 1980
'Fie House Committee on Ways and Means approved a committee

amendment on May 28, 1980, to be offered as a separate title II to
H.R. 6721, as reported by the Committee on Public Works and Trans-
portation and the Committee on Science and Technology.

The following is a description of the Ways and Means Committee
amendment to extend the Airport and Airway Trust Fund and avia-
tion excise taxes for 5 years. (The estimated revenue effects of the
Ways and Means Committee amendment are shown in Appendix
tables A-2 and A-3.)

Air passenger ticket tax
Tax rate

The Ways and Means Committee amendment extends the present
8-percent air passenger ticket tax through September 30, 1982. On
October 1, 1982, the rate of tax will be 5 percent. (The revenues from
this tax will be transferred to the Airport and Airway Trust Fund
through September 30, 1985.)

The Committee on Ways and Means indicates that it intends to
thoroughly review the financing of the Airport and Airway Trust
Fund prior to the October 1, 1982 reduction in the air passenger ticket
tax from 8 percent to 5 percent.' The Ways and Means Committee
states that it wants to insure that the issues of appropriate tax levels
and the appropriate types of taxes on various users of the airway sys-
tem will be reexamined prior ,-o that time. The Ways and Means Com-
mittee expects that these issues and alternatives to the present taxes
will be studied during this period by the Departments of Treasury and
Transportation, in consultation with the staff of the Joint Committee
on Taxation, and that resulting recommendations will be available to
the Ways and Means Committee by the time it is ready, to act on this
matter.
225-mile zone

The Ways and Means Committee amendment grants the Secretary
of the Treasury the authority to waive the 225-mile zone rule if the
Secretary determines that Canada or Mexico has entered into a "quali-
fied agreement" regarding the tax treatment of persons travelling by
air between the United States and that country. The agreement must
set forth what transportation of persons by air is to be, subject to tax
by which country as well as an agreed upon appropriate tax for such

1 See Ways and Means Committee document : "Explanation of the Airport and
Airway Revenue Act of 1980" (WMCP: 96-62: June 9,1980, p. 9).

(9)
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air travel. The agreement is to provide a satisfactory definition of
transportation beginning or ending in the United States and ending
or beginning in the other country. The Ways and Means Committee's
intention is that transportation beginning in the United States and
ending in Canada or Mexico, as Well as transportation beginning in
Canada or Mexico and ending in the United States, be subject only
to an appropriate tax by one country. This is intended by the Ways
and Means Committee to avoid double taxation of round-trip flights
between countries under their respective domestic air passenger ticket
tax, as is the case now with respect to Canada-United States air
transportation.

Once the Secretary of the Treasury determines that Canada or
Mexico has entered into a qualified agreement, the Secretary shall pub-
lish a notice of the determination ill the Federal Register, along with a
notice of the effective date of the waiver of the 225-mile zone rule. The
waiver may be terminated by the Secretary if it is determined that a
qualified agreement is no longer in effect. Upon such a determination,
the Secretary is also to publish a notice in the Federal Register, indi-
cating the effective date of the termination.

International departure tax
The Ways and Means Committee amendment extends the present $3

international departure tax through September 30, 1985. In addition,
the committee amendment changes the present 6-hour layover rule
for determining whether a flight is an international flight to a 12-hour
rule. Thus, for a ticket purchased in the U.S., a flight beginning in the
United States and ending, outside the U.S. (and outside the present
2-25-mile zone) will be treated as an uninterrupted international flight
(subject only to the $3 international departure tax) if a U.S. stopover
is not more than 12 hours. For example, a trip beginnin.r in Chicago,
and continuing on to London, may have a stopover point in New York
for up to 12 hours without being subject to the 8-percent ticket tax on
the domestic portion of the flight.

Air freight tax
The Ways and Means Committee amendment also extends the pres-

ent 5-percent air freight waybill tax through September 30, 1985.
Fuels taxes on noncommercial aviation

The Ways and Means Committee amendment increases the. fuels tax
on gasoline and other fuels (e.g., kerosene-jet fuel) from 7 cents per
gallon to 81/2 cents per gallon, for the period July 1, 1980 through
September 30, 1985.

Aircraft registration and use tax
The Ways and Means Committee amendment repeals (allows to

expire) the aircraft use tax ($25 per plane tax and weight tax) for
noncommercial aircraft, effective July 1. 1980. The amendment extends
the present aircraft use tax for commercial aircraft. for the period
July 1, 1980 through September 30, 1985. Commercial aircraft means
any civil aircraft operating in the navigable airspace of the United
States in a business of transporting persons or property for compen-
sation or hire by air. Thus, the aircraft us6 tax will apply to aircraft
subject to the air passenger ticket or air freight waybill taxes. The
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Ways and Means Committee indicates that where an aircraft is used
both for commercial transportation and for noncommercial purposes,
the aircraft use tax will apply upon the first such commercial use dur-
ing the taxable year.

The taxable year continues to be July 1-June 30 for purposes of the
aircraft use tax, and the weight portion of the tax will continue to be
imposed as of the month in which the aircraft is first used for commer-
cial purposes. The weight portion of the tax is prorated if the first use
occurs after the first month of the taxable year. (The $25 portion of the
use tax is not prorated.) For example, if the aircraft is first used in
November of the taxable year, the weight portion of the use tax is '/12
of the annual rate.2

Tax on aircraft tires and tubes
In addition, the Ways and Means Committee-amendment continues

the transfer to the Airport and Airway Trust Fund of the revenues
from the existing excise taxes on tires and tubes used on aircraft. This
is merely a transfer of such revenues from the Highway Trust Fund.

Manner in which the tax on air transportation is required
to be shown on airline tickets 3

The Ways and Means Committee amendment also repeals the pres-
ent requirement that air transportation tickets show the total of the
amount paid and the Federal excise tax for each segment of the trans-
portation in cases where the ticket shows the amount paid by segments.
It retains the requirement, however, that, the tickets show the total of
the amount paid and the amount of Federal excise tax imposed on the
air transportation.

This provision of the committee amendment is effective with respect
to transportation beginning after the date of enactment.

'Under the committee amendment, there Is a special transitional rule for the
3-month period, July 1, 1985-September 30, 1985, so that the tax will only apply
for that 3-month portion of the taxable year.

"On May 21, 1980, this provision wo s reported by the Committee on Ways and
Means as a separate bill (H.R. 4725; H. Rept. 96-1046).
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2. Administration proposal (S. 1582)
S. 1582 (introduced by request) contains the Administration's avia-

tion excise tax proposals. This bill (the same as title II of H.R. 3745)
would provide the following:

(a) extend the 8-percent air passenger ticket tax through
September 30, 1990;

(b) extend the 5-percent air freight waybill tax through
September 30, 1990;

(c) extend the $3 international departure tax through Septem-
ber 30, 1990;

(d) change the general aviation fuels tax from 7 cents per gallon
to an ad valorem tax of 10 percent of the retail price, effective July
1, 1980 through September 30, 1990; and

(e) impose a new 6-percent excise tax on the retail sale or lease
of general aviation aircraft and avionics (electrical or electronic
equipment used for communication or navigatiofi purposes),
effective October 1, 1980 through September 30, 1990.

Thus, the Administr -tion proposal would extend most of the existing
aviation excise taxes through September 30, 1990 (fiscal 1990) at their
present tax rates, change the general aviation fuel tax to an ad valorem
tax at retail, and impose a new excise tax on general aviation aircraft
and avionics. (The Administration proposal also would extend, as
noted below, the Airport and Airway Trust Fund through September
30, 1990.)
3. S. 1649-Airport and Airway Revenue Act of 1979

The bill would (for the period July 1, 1980 through September 30,
1990) :

(a) reduce the air passenger ticket tax to 2 percent;
(b) extend the 5-percent air freight waybill tax;
(c) change the general aviation fuel taxes to a 6-percent ad

valorem tax at retail; and
(d) extend the present aircraft use tax.

(S. 1649 also would extend the Airport and Airway Trust Fund through
September 30, 1990.)
4. S. 2075--Definition of an affiliated group for purposes of the air

transportation excise taxes
The bill would expand the affiliated group exception from the air

transportation excise taxes for controlled corporations to include
tax-exempt labor organizations (under Code sec. 501) and their tax-
exempt trusts (and any wholly-owned corporations of such trusts)
established for the sole and exclusive benefit of the members of such
labor organization and their families and dependents.

Effective date
The bill would be effective upon the date of enactment.

Revenue effect
This bill is estimated to have a insignificant revenue effect.

(12)
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B. Airport and Airway Trust Fund

1. Extension of the trust fund
S. 1582 and S. 1649

The Administration proposal (in S. 1582) and S. 1649 would extend
the Airport and Airway Trust Fund for 10 years, or through Septem-
ber 30,1990 (fiscal year 1990).

H.R. 6721
The Ways and Means Committee amendment to H.R. 6721 would

extend the Airport and Airway Trust Fund for five years, or through
September 30, 1985, to provide financing for the fiscal 1981-1985 pro-
gram authorization under the bill.
2. Trust fund budget authorization levels

While S. 1582 and S. 1649 would extend the life of the trust fund
through fiscal year 1990, the Senate-passed authorization bill, S. 1648,1
and H.R. 6721 would only provide specific trust fund budget author-
izations for 5 years, or through fiscal year 1985.

Subsequent to the Senate passage of S. 1648, H.R. 6721 (the Airport
and Airway Improvement Act of 1980) was introduced and was re-
ferred to the House Committees on Public Works and Transporta.
tion and Science and Technology. The Committee on Science and
Technology reported H.R. 6721 on April 21, 1980 (H. Rept. 96-887,
part 1), and the Public Works and Transportation Committee re-
ported H.R. 6721 on May 13, 1980. (H. Rept. 96-887, part 2).

Appendix Table A-4 gives a summary comparison of the Airport
and Airway Trust Fund program authorization levels for fiscal years
1981-1985 under the Administration proposal (contained in H.R.
3745), H.R. 6721, and S. 1648.

1 S. 1648 (the Airport and Airway System Development Act of 1979) was
reported by the Senate Committee on Commerce, Science, and Transportation
on November 15, 1979 (S. Rept. No. 96-415), and was passed by the Senate on
February 5, 1980. While S. 1648 authorizes appropriations from the Airport and
Airway Trust Fund for fiscal years 1981-1985, the bill does not specifically amend
the trust fund language nor does it amend the aviation excise tax provisions.

(14)
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3. Trust fund expenditure purposes
S. 1648

Under S. 1648, as passed the Senate, the following additional ex-
penditure purposes would be authorized from the Airport and Air-
way Trust Fund.

Airport development.-
(1) Public-u8e airport8.-Modifies the definition of eligible

airports to include (in addition to public airports) privately-
owned reliever airports used or to be used for public purposes.

(2) Airport-related equipment.-Aviation-related weather re-
porting equipment (presently allowed under the Facilities and
Equipment program, if it is a navigational aid).

Also, S. 1648 would delete the present law authority to use ADAP
funds to retire the principal on bonds used to finance terminal devel-
opment. In addition, the 'bill would, after fiscal 1981, remove certain

- larger air carrier airports from the ADAP grant program.
H.R. 6721

Under H.R. 6721, as reported by the Public Works and Transporta-
tion Committee, the following additional expenditure purposes would
be authorized from the Airport and Airway Trust Fund (all of which
are approved as eligible functions under the Ways and Means Com-
mittee amendment, except for ground access costs).

1. Airport development--
(a) Publi-u8e airport8.-Modifies the definition of eligible air-

ports to include (in addition to public airports) privately-owned
reliever airports or other privately-owned airports enplaning
2,500 or more passengers annually and receiving scheduled public
passenger service. (The public use must be available for the ecoo
nomic life, not less than 10 years, of the facility that was devel-
oped with Federal funds.)

(b) Terminal faiitie8.-Adds commuter airports as eligible.
(c) Ground access cot.-Developing, constructing, reconstruc-

ting, or improving a ground access system (public transporta-
tion or highway system), within 5 miles of the airport property;
no such ground access system may be approved for funding unless
the Secretary determines that there are no unmet safety needs at
the airport and the system will be used primarily by those travel-
ing to or from the airport.'

(d) Airport-related equipment.-Aviation-related weather re-
porting equipment (presently allowed under the Facilities and
Equipment program, if it is a navigational aid).

2. Research, Engineering, Development, and Demonmtration.-tn-
like present law, research and development funds (and specific
amounts) are specifically earmarked for:

'This expenditure purpose is not to be allowed under the Ways and Means
Committee amendment

(15)
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(a) air traffic control purposes;
(b) navigation purposes;
() aviation weather purposes;
d) aviation medicine purposes; and
(e) amounts as may be ,necessary for increases in salary, pay,

retirement, or other employee benefits authorized by law.3

3. Airway operations.-Limited costs of operating air navigation
facilities would be added to certain costs of maintaining such facilities.

4. Training of State and local government employee&.-Up to
$250,000 per year would be authorized for training purposes related
to the provisions of the bill.

5. Study o'f certain air tra/ffc control needs.-Relating to air traffic
control needs in the northeastern United States (6-month study).

Effective date
The trust fund amendments are effective for fiscal years 1981--1985.

' As reported by the Committee on Science and Technology, R&D authorizations
would also Include specific funds for Air Traffic Control computer modernization.
(The Science and Technology Committee also increased the amounts authorized
for R&D.)
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APPENDIX:

STATISTICAL DATA ON AIRPORT AND
AIRWAY TRUST FUND TAXES

AND. AUTHORIZATIONS, FISCAL
YEARS 1980-1985

(17)
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Table A-1.-Estimated Aviation
Present Law, Fiscal

Excise Tax Receipts Under
Years 1980-1985

[Millions of dollars]

Tax 1980 1981 1982 1983 1984 1985

Passenger ticket tax I ------ 1,584 1,077 1, 181 1,298 1,432 1,573
Air freight waybill tax I - - 93
International departure tax 2- 79 -
Fuels tax for non-commer-

cial aviation I - - - - - - - - - -  74 17 18 18 19 8
Registration and use tax 2._. 26
Tires and tubes4 .___--------1 1 1 1 1 1

Total, present law
receipts ----------- 1,857 1,095 1,200 1,317 1,452 1,582

1 The passenger ticket tax would decrease to 5 percent after September 30,
1980, and the revenues would go into the general fund.

"This tax would expire after September 30, 1980.
3 The tax on Jet fuel would expire after September 30, 1980. The tax on aviation

gasoline would decrease to four cents for the period October 1, 1980, through
September 30, 1984, and to one and one-half cents thereafter.

' After September 30, 1980, the revenues from the taxes on aircraft tires and
tubes would revert to the Highway Trust Fund.

(18)

68-894 0-80-3



30

Table A-2.--Estimated Increase in Airport and Airway Trust
Fund Tax Receipts Under Ways and Means Committee Amend-
ment to H.R. 6721, Fiscal Years 1981-1985

[Millions of dollars]

Tax 1981 1982 1983 1984 1985

Passenger ticket tax -
Air freight waybill tax I
International departure tax 3

Fuels tax for noncommer-
cial aviation I

Registration and use tax 6

646
111

81

709 106

130 150 171 195

87 91 97 102

75 80 84 91 110
17 18 19 19 20

Tires and tubes -- - - - - - - - - - - - - - - - - - - -- - -

Total, committee amend-
ment receipts_ 930 1,024 450 378 427

1 Extended at 8 percent through September 30, 1982, and then at 5 percent
beginning on October 1, 1982 (same as present law rate for after September 30,
1980). The Ways and Means Connittee amendment also removes the present
225-mile zone rule with respect to air travel within the zone In Canada and
Mexico when the Secretary of the Treasury reaches a satisfactory agreement
with those countries. When implemented, receipts will be decreased by approxi-
mately $25 million per year.

2 Extended at 5 percent through September 30, 1985.
3 Extended at $3 per person through September 30, 1985.
'Increased this tax to eight and one-half cents total per gallon July 1, 1980

through September 30, 1985.
&Extended at rates existing before July 1, 1980, only for commercial aircraft.
* Extended at present law rates.

(19)
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TableA-3.-Estimated Total Airport and Airway Trust Fund Tax
Receipts Under Ways and Means Committee Amendment to
H.R. 6721, Fiscal Years 1981-1985

[Millions of dollars]

Tax 1981 1982 1983 1984 1985

Passenger ticket tax ------------ 1,723 1,890 1,404 1,432 1,573
Air freight waybill tax I 111 130 150 171 195
International departure tax 3 .......- 81 87 91 97 102
Fuels tax for non-commercial

aviation --------------- 92 98 102 110 118
Registration and use tax6  17 18 19 19 20
Tires and tubes - - 1 1 1 1 1

Total, trust fund receipts ----- 2, 025 2, 224 1,767 1,830 2, 009

18 percent through September 30, 1982, and then at 5 percent beginning on
October 1, 1982. The committee amendment also removes the present 225-mile
zone rule with respect to air travel within the zone in Canada and Mexico when
the Secretary of the Treasury reaches a satisfactory agreement with those coun-
tries. When implemented, receipts will be decreased by approximately $25 million
per year.

2 At 5 percent through September 30 1985.
3 $3 per person through September 36, 1985.
4 At eight and one-half cents per gallon through September 30, 1985.
'Extended at rates existing before July 1, 1980, only for commercial aircraft.
S Extended at present law rates.

(20) -
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Table A-4.-Comparison of Proposed Airport and Airway Trust
Fund Program Authorization Levels for Fiscal Years 1981-85
(and Present Law Level for Fiscal 1980)

[Millions of dollars]

Administra.
tion

Fiscal year (H.R. 3745) H.R. 6721 S. 1648
(as reported) (as passed

the Senate)

Airport Development and Planning (ADAP)

1980 (present law)

1981
1982
1983
1984-
1985 _

1981-85 subtotal

682 682 682

1700 875 825
750 936 600
800 1,002 550
850 1,072 600
900 1,147 650

4,000 5,032 1 3t225

Airway Facilities and Equipment (F & E)

1980 (present law)

1981
1982-
1983 ..
1984-
1985.

X981-85 subtotal 2,100 3,109 2,750

Operations and Maintenance (0 & M)

1980 (present law)

1981.
1982 --
1983 -.
1984.
1985--

1981-85 subtotal

325

1,300
1, 450
1,600
1, 750
1,900

8, 000

325

400
428
458
490
524

2, 300

325

350
375
400
425
450

2, 000

IIn its revised fiscal 1981 budget proposal, the Administration reduced this
amount to $650 million.

IFor fiscal years beginning after 1981, S. 1648 woud "defederalize" the medium
and large-sized airports, thereby reducing the amount of ADAP funds after
fiscal 1981.

(21)
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350
385
420
455
490

250

525
562
601
643
688

400
450
550
600
750
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Table A-4.-Continued

[Millions of dollars]

Administra.
tlion

Fiscal year (H.R. 3745) H.R. 6721 S. 1648

Research and Development (R&D)

1980 (present law)

1981
1982--
1983
1984--
1985

1981-85 subtotal-

50

90
95

100
105
110

500

50 50

385
(3)(3)
(3)
(3)

3 85

90
95

100
105
110

500

Noise Abatement

1980 (present law)

1981.
1982.
1983_
1984.
1985.

1981-85 subtotal_

Planning and Programs

40

(4)
(4)
(4)
(4)
(4)

40

150
165
180
195
210

(4) 900 (4)

Total Trust Fund Authorizations

1980 (present law)

1981
1982-
1983-
1984-
1985-

1981-85 total-

1,347 1, 347 1,347

2, 455 2, 035 1,680
2,695 2,091 1,535
2,935 2,241 1,615
3,175 2, 400 1, 745
3,415 2,569 1,975

14, 675 11,396 8, 550
'The 1-year R. & D. amount Included in H.R. 6721 -for $85 million is as re-

ported by the House Committee on Public Works and Transportation; the bill
as reported by the House Committee on Science and Technology includes $107
million for fiscal year 1981. R. & D. authorizations for fiscal years 1982-85 would
be made later.

4 H.R. 3745 and S. 1648 would include certain noise abatement purposes within
the ADAP funding authorization amount rather than authorizing separate.
additional amounts as under H.R. 6721.

(22)

40

(4)
(4)
(4)(4)
(4)
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Senator BYRD. The hour of 9 o'clock having arrived, the commit-
tee will come to order.

The current aviation related excise taxes will expire on October
1, 1980. H.R. 6721 is now pending in the House. This is authorizing
legislation for user funds from the Airport and Airways Trust
Fund. The House Ways and Means Committee has agreed to an
amendment to be added to H.R. 6721 dealing with the tax provi-
sions. A Senate bill, S. 1649, introduced by the distinguished Sena-
tor from Nevada, Mr. Cannon, also will receive careful attention. It
takes a different approach from the Ways and Means Committee
and significantly reduces the passenger tax.

The subcommittee today will consider each of these proposals
dealing with taxes to fund the Airport and Airways Trust Fund.

The subcommittee is very pleased to have Senator Cannon here
today. Senator, we are delighted to have you, and you may proceed
in any manner you wish.

STATEMENT OF HON. HOWARD W. CANNON, U.S. SENATOR
FROM THE STATE OF NEVADA

Senator CANNON. Thank you very much, Mr. Chairman. I appre-
ciate the opportunity to be here and to present my views to the
chairman and the distinguished members of the committee and the
subcommittee.

I am presenting the views of the Committee on Commerce, Sci-
ence, and Transportation and we do consider this an important
matter of reauthorizing the Airport and Airway Revenue Act of
1970.

Mr. Chairman, the past fiscal management of the Airport and
Airways Trust Fund has been nothing short of a disgrace. That
may seem to be a strong statement, but I assure you that I have
evidence-3.7 billion pieces of evidence.

The trust fund was established in 1970 so that the Federal Gov-
ernment could assure that aviation user taxes would be dedicated
to improving the safety and capacity of the airport and airway
system. But somewhere in the past decade we have gotten badly off
track.

One dollar out of every three we have coli ected from airline
passengers in the past 10 years was brought to Washington and
kept here, put to absolutely no use whatsoever. We have been
overcharging the users and underfunding the important safety
needs in the facilities and equipment programs, while at the same
time the public demands to know why we can show a $3.7 billion
surplus in this safety fund and still make excuses when two air-
p lanes collided over San Diego for the lack of a second instrument
landing system in that major metropolitan area.

Our embarrassment is not and should not be eased when we read
in the papers that money which is being spent from this fund is
not going for safety items, but for terminal statues and electric
flagpoles such as at Atlanta-Hartsfield Airport.

We must all accept some of the responsibility for this disgraceful
condition-my committee, your committee andthe administrations
of the past 10 years. But while our sins of the past are highly
regrettable, to refuse to do our best to remedy this program s
future would be unforgivable.
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I expect that you will hear from some witnesses who will profess,
as they did before the Aviation Subcommittee, that this trust fund
program has been a major success. Indeed, it has made some posi-
tive improvements if one takes a myopic look at airport facilities.
But to accept this program as a whole as successful ignores the
facts, and I for one find it impossible to ignore $3.7 billion.

That amount would have paid the increase in last year's fuel
bills for all the airlines with more than a billion dollars left over.
Instead you can look at your ticket prices and see who paid for that
fuel increase on top of paying for that trust fund surplus.

I have to wonder whether a local airport operator would be consid-
ered successful if he overcharged the passengers and users of his
facility by one-third in a decade, just so that he could keep millions
locked away in a fat bank account.

I know-of no local government that would accept such behavior
of a public enterprise, and certainly the Federal Government
should not continue to embarrass itself by blindly perpetuating the
fiscal mismanagement of the Airport and Airways Trust Fund.

Mr. Chairman, I am here to seek your committee's help in curing
this badly ailing program. S. 1648, which was overwhelmingly
adopted by the Senate on February 4 of this year, contains provi-
sions aimed at many of the existing program's shortcomings on the
expenditure side and I can assure you that we will not fund more
statues such as we have funded in Atlanta.

While some of our changes were not unanimously endorsed, they
all received extremely strong support by the full committee and
the Senate. Therefore, we now need a revenue bill to companion
the approved Senate expenditure legislation. Together our bill
must meet the two baseline tests for a healthy and useful future
program: (1) Are the safety needs of the air transportation system
accommodated, and (2) will the trust fund be brought into balance
by the end of this 5-year program.

I am not a tax expert, Mr. Chairman, and therefore would not
presume to advise the distinguished members of the Finance Com-
mittee on the specifics of any airport and airway tax legislation.
However, I can read a bottom line and wish to address myself to
the end results of some of the proposals before this committee.

I regret to say that I cannot support S. 1649, introduced by
Senators Packwood, Inouye, Schmitt and myself, although I find it
preferable to other measures currently before the committee. But,
frankly, S. 1639 keeps taxes much too high in my opinion. Because
of a recalculation of future inflation estimates by the administra-
tion, what we believed would be a surplus of $800 million at the
end of fiscal year 1985 when we wrote S. 1649, turns out now to be
an estimated surplus of $1.9 billion.

In order to ever achieve a reasonably balanced aviation trust
fund, I believe we must get the surplus below $1 billion by the end
of fiscal year 1985 and then reestablish appropriate tax and ex-
penditure levels for the next 5 years in 1984.

Airline, passenger, and general aviation groups will be recom-
mending to you changes to S. 1649 to lower its figures for interna-
tional departure, waybill and fuel taxes. I encourage you, Mr.
Chairman, to seriously consider these specific suggestions.
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I would add the tbotnote that my references to S. 1649 are
intended to include the changes recommended by the Commerce
Committee in its resolution endorsing that bill. A copy of that
resolution and accompanying correspondence are attached to my
testimony.

A second measure before this committee is the House Ways and
Means proposal. If the Senate were to adopt the House tax bill, we
would be making a combined tax and expenditure recommendation
that would result in an $8.3 billion surplus in the trust fund by the
end of fiscal year 1985. I submit to you that it is on its face
unacceptable.

Finally, if your committee were to simply continue the existing 8
percent ticket tax and the other user taxes, the surplus would
amount to $11.4 billion under current projections. I am not sure
how to characterize this idea, except to say that I find the $3.1
billion worse than acceptable.

Mr. Chairman, the Finance Committee will be hearing from
groups and from the administration which will say that the trust
fund should be balanced by changing the Senate's position on the
authorizing legislation. They suggest more money for FAA salaries
and expenses, more money for buying land, and no defederalization
of the larger airports.

These groups all have legitimate arguments which have already
lost before the full Senate when it considered S. 1648. They are
now asking the Finance Committee to approve an irresponsibly
high tax level to try to win in a backdoor fashion what they were
unable to win on the merits of their arguments at the proper time.

Indeed, some of these issues will have to be compromised in
conference considering the House bill's provisions. But these ex-
penditure arguments are clearly over issues which have already
been settled by the full Senate, and the unhappy losers are asking
you to write a tax bill based upon their minority wishes of what
might have been.

Perhaps most distressing is the Federal budget argument I have
heard as a reason to refuse this tax reduction. The trust fund is not
a general treasury account. It is a separate fund with its own
revenues, its own expenditures, and its own $3.7 billion surplus.
But because we mistakenly include such accounts as part of the
Federal Unified Budget, the trust fund's annual excess revenues
over expenditures gives the illusory image of reducing the Federal
deficit, even though the trust fund revenue cannot be used to offset
the debts of other accounts.

Nevertheless, some would argue that we should continue to fool
ourselves with this budgetary slight-of-hand and keep the ticket tax
high, "because the Federal budget needs the revenue." I cannot
think of a better way to destroy the integrity of the congressional
budget process than to say that process will not permit a reduction
in this user tax because it creates a fantasy impact on the Federal
deficit.

Ignoring reality did not make an "emperor's new clothes" appear
when they did not exist, and ignoring financial reality about this
independent trust fund account will not aid the interests of our
Federal budget no matter how many times our budget's tailors tell
us it looks good.
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Mr. Chairman, as you know, time is running short for the Con-
gress to meet the September 30, 1980, deadline for extending the
expenditure and revenue authorizations of the Airport and Air-
ways Trust Fund. It is my sincere hope that the Finance Commit-
tee will act expeditiously to report a revenue bill which is an
appropriate companion to S. 1648 in order that we might continue
this program without interruption.

In closing, I want to repeat my statement that this fund is in a
disgraceful condition. My conviction in that statement has brought
me to the conclusion that the air transportation system and the
public would be far better served by our not reauthorizing this
program in its present form, or some worse fiscal condition. No
program, Mr. Chairman, would be highly preferable to a continue
overtaxing of our airline passengers.

I sincerely hope that we can work together to repair a program
that was based upon a fine idea, but which has gone astray while
the Federal Government was focused on larger and different issues
of fiscal concern.

I thank you, Mr. Chairman, and Senator Packwood for giving me
the opportunity to present these views.

Senator BYRD. Thank you, Senator Cannon.
You make a point on page 5 that I think is not only interesting,

but important. That is using the surplus from the trust funds to
reduce the deficit in the general fund. I think that that is very
misleading. The deficit for the general operation of Government is
far worse or far greater than it would appear merely because the
trust funds collectively are running a huge surplus. This is one of
those trust funds that has a substantial surplus.

Senator CANNON. Mr. Chairman, you are absolutely correct.
These trust funds cannot be used for other purposes. They can be
used in the overall budget total as they are being used now, and
this is very misleading to the public, but they cannot be devoted to
retiring part of the deficit.

Senator BYRD. No, they can be only for a specific purpose, and in
this case for the airports. The largest surplus, I suppose, is in the
employees retirement trust funds, and those moneys cannot be
used for general operation of the Government either. They can
only be used for their specific purpose, the same way as the Social
Security Trust Fund.

Thank you, Senator Cannon.
Senator Packwood.
Senator PACKWOOD. Senator, do you have any personal feeling

one way or another on cutting the freight shippers' waybill tax
proportionately to a cut in the airline passenger ticket tax?

Senator CANNON. No, I would have no problem with that. We did
not do that because we were looking at the larger problem here.
But I certainly would find no problem with it.

I think you might see two effects come out of this, both if you
reduce the waybill and if you reduce the ticket tax, we might
actually have more people traveling as a result of that reduction in
the ticket tax, and you might have more shippers shipping freight
as a result of reducing the waybill. So in the long run you would
have more than our estimated revenues as they are based on
present factors now.
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Senator PACKWOOD. Mr. Chairman, I want to echo what Howard
said in his opening statement. He and I have worked on this issue
for the better part of 2 years now, and I agree with his conclusion.
I would almost rather have nothing than to see these taxes contin-
ue to mount up.

Your argument that no local government could get away with
this is correct. The Federal Government can barely get away with
it. I know that, in Oregon if you had a unit of local government
mounting up a hundred million dollar surplus, let alone billions of
dollars of surplus, you would either act to reduce the surplus or
you would be voted out of office.

Senator CANNON. When you look at those last figures that I gave
based on a 1985 estimate, if you continue it as it is, of over $11
billion surplus, that is just absolutely unconscionable. It is the
passengers that are traveling today that are being soaked to come
up with that surplus that cannot be used for any other purpose.

Senator BYRD. Thank you very much, Senator Cannon.
Senator CANNON. Thank you very much, Mr. Chairman.
[The prepared statement of Senator Cannon follows:]

TESTIMONY OF SENATOR HOWARD W. CANNON, CHAIRMAN, COMMITrEE ON
COMMERCE, SC-ENCE, AND TRANSPORTATION

Mr. Chairman and distinguished members of the Finance Committee, I appreciate
the opportunity to present the views of the Committee on Commerce, Science, and
Transportation on the important matter of reauthorizing the Airport and Airway
Revenue Act of 1970.

Mr. Chairman, the past fiscal management of the Airport and Airway Trust Fund
has been nothing short of a disgrace.

That may seem to be a strong statement, but I assure you that I have evidence-
3.7 billion pieces of evidence. The trust fund was established in 1970 so that the
federal government could assure that aviation user taxes would be dedicated to
improving the safety and capacity of the airport and airways system. But some-
where in the past decade we have gotten badly off track. One dollar out of every
three we have collected from airline passengers in the past ten years was brought to
Washington and kept here-put tc no use whatsover! We've been overcharging th
users and underfunding the important safety needs in the Facilities and Equipment
Program, while at the same time, the public demands to know why we can show a
$3.7 billion surplus in this safety fund and still make excuses when two airplanes
collided over San Diego for the lack of a second instrument landing system in that
major metropolitan area. Our embarrassment is not, and should not, Le eased when
we read in the papers that money which is being spent from this fund is going not
for safety items, but for terminal statutes and electric flagpoles at Atlanta-Harts-
field Airport.

We must all accept some of the responsibility for this disgraceful condition-my
Committee, your Committee and the Administrations of the past 10 years. But,
while our sins of the past are highly regrettable, to refuse to do our best to remedy
this program's future would be unforgivable.

I expect that you will hear from some witnesses who will profess (as they did
before the Aviation Subcommittee) that this trust fund program has been a major
success; and indeed, it has made some positive improvements if one takes a myopic
look at airport facilities. But, to accept this program as a whole as successful ignores
the facts, and I for one find it impossible to ignore $3.7 billion dollars.

That amount would have paid the increase in last year's fuel bills for all the airlines
with more than a billion dollars left over. Instead you can look at your ticket prices to
see who paid for that fuel increase on top of paying for the trust fund surplus. I have
to wonder whether a local airport operator would be considered successful if he over-
charged the passengers and users of its facility by one third in a decade, just so that it
could keep millions locked away in a fat bank account.

I know of no local government that would accept such behavior of a public
enterprise, and certainly the federal government should not continue to embarrass
itself b blindly perpetuating the fiscal mismanagement of the Airport and Airway
Trust Fund.t

Mr. Chairman, I am here to seek your Committee's help in curing this badly
ailing program. S. 1648, which was overwhelmingly adopted by the Senate on
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February 4th of this year, contains provisions aimed at many of the existing pro-
gram's shortcomings on the expenditure side and I can assure you we will fund no more
statues. And, while some of our changes were not unanimously endorsed, they all
received extremely strong support by the full Senate. Therefore, we now need a
revenue bill to companion the approved Senate expenditure legislation. Together
our bills must meet the two baseline tests for a healthy and useful future program:
(1) are the safety needs of the air transportation system accommodated, and (2) will
the trust fund be brought into balance by the end of this five year program.

I am not a tax expert, Mr. Chairman, and therefore, would not presume to advise
the distinguished members of the Finance Committee on the specifics of any airport
and airway tax legislation. However, I can read a bottom line and wish to address
myself to the end results of some of the proposals before this Committee.

I regret to say that I cannot support S. 1649, introduced by Senators Packwood,
Inouye, Schmitt and myself, although I find it preferable to the other measures
currently before this Committee. But, frankly S. 1649 keeps taxes much too high in
my opinion. Because of a recalculation of future inflation estimates by the Adminis-
tration, what we believed would be a surplus of $800 million at the end of fiscal
year 1985 when we wrote S. 1649, turns out to be a surplus of $1.9 billion.

In order to ever achieve a reasonably balanced aviation trust fund, I believe we
must get the surplus below one billion by the end of fiscal year 1985, and then re-
establish appropriate tax and expenditure levels for the next five years in 1984.

Airline passenger and general aviation groups will be recommending to you
changes to S. 1649 to lower its figures for international departure, waybill and fuel
taxes. I encourage you, Mr. Chairman, to strongly consider these specific suggestions.
I would add the footnote that my references to S. 1649 are intended to include the
changes recommended by the Commerce Committee in its resolution endorsing that
bill. A copy of that resolution and accompanying correspondence are attached to my
testimony.

A second measure before this Committee is the House Ways and Means proposal.
If the Senate were to adopt the House tax bill, we would be making a combined tax
and expenditure recommendation that would result in an $8.3 billion surplus in the
trust fund by the end of fiscal year 1985. I submit to you that it is on its face
unacceptable.

Finally, if your Committee were to simply continue the existing 8 percent ticket
tax and the other user taxes, the surplus would amount to $11.4 billion under
current projections. I'm not sure how to characterize this idea, except to say that I
find the $3.1 billion worse than unacceptable.

Mr. Chairman, the Finance Committee will be hearing from groups and the
Administration, which will say that the trust fund should be balanced by changing
the Senate's position on the authorizing legislation.

They suggest more money for FAA salaries and expenses, more money for buying
land, and no defederalization of the larger airports. These groups all have legitimate
arguments which have already lost before the full Senate when it considered S. 1648.

They now ask the Finance Committee to approve an irresponsibly high tax level to
try to win in a back-door fashion what they were unable to win on the merits of their
arguments at the proper time.

Indeed, some of these issues will have to be compromised in conference considering
the House bill's provisions. But, these expenditure arguments are clearly over issues
which have already been settled by the full Senate, and the unhappy losers are asking
you to write a tax bill based upon their minority wishes to what might have been.

Perhaps most distressing is the Federal Budget argument I have heard as a
reason to refuse this tax reduction. The trust fund is not a general treasury account.
It is a separate fund with its own revenues, its own expenditures, and its own $3.7
billion surplus. But, because we mistakenly include such accounts as part of the
Federal Unified Budget, the trust fund's annual excess of revenues over expendi-
tures gives the illusory image of reducing the federal deficit-even though the trust
fund revenue cannot be used to offset the debts of other accounts.

Nevertheless, some would argue that we should continue to fool ourselves with this
budgetary slight-of-hand and keep the ticket tax high, "because the Federal Budget
needs the revenue." I cannot think of a better way to, destroy the integrity of the
Congressional Budget process than to say that process will not permit a reduction in
this user tax because it creates a fantasy impact on the federal deficit.

Ignoring reality did not make an "Emperor's New Clothes" appear -when they did
not exist; and ignoring financial reality about this independent trust fund will not aid
the interests of our federal budget no matter how many times our budget's tailors tell
us it looks good.

Mr. Chairman, as you know, time is running short for the Congress to meet the
September 30, 1980, deadline for extending the expenditure and revenue authoriza-
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tions of the Airport and Airway Trust Fund. It is my sincere hope that the Finance
Committee will act expeditiously to report a revenue bill, which is an appropriate
companion to S. 1648, in order that we might continue this program without
interruption.

In closing, I want to repeat my statement that this fund is in a disgraceful
condition. My conviction in that statement has brought me to the conclusion that
the air transportation system and the public would be far better served by our not
reauthorizing this program in its present form, or in some worse fiscal condition. No
program, Mr. Chairman, would be highly preferable to a continued overtaxing of
our airline passengers.

I sincerely hope that we can work together to repair a program that was based
upon a fine idea, but which has gone astray while the federal government was
focused on larger and different issues of fiscal concern.

Thank you for the opportunity to present these views.

U.S. SENATE,
COMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,

Washington, D.C., April 21, 1980.
Hon. RussELL B. LoNo,
Chairman, Senate Finance Committee,
Dirksen Senate Office Building, Washington, D.C.

DEAR MR. CHAIRMAN: The attached resolution was reported by the Committee on
Commerce, Science and Transportation without objection, and is offered for the
consideration of the Committee on Finance.

It is the opinion of our Committee that the concept of overriding importance in
our joint endeavor to reauthorize the Airport and Airway Trust Fund is to bring
that fund into balance. The existing unobligated surplus of some three billion
dollars is a useless excess which should certainly not be increased, and which we
believe should be drawn down to a reasonable level over the next five years.

We are hopeful that in the Congress' commitment to balance the Federal Budget,
which we support, the Airport and Airway Trust Fund will not be used as an
artificial means to create the appearance of balancing that budget. The Senate has
voted in S. 1648 austere expenditure levels, which even include the total elimination
of funding for the nation's largest 72 airports. Because these rMulti-million dollar
airports are all capable of self-finance, the Senate was able to vote for this savings
of over $1.5 billion through fMcal year 1985 as estimated by the CBO. In addition,
the Senate Budget Committee has recommended still further cuts of $300 million in
fiscal year 1981 which may have to be achieved_

However, despite these spending cuts and the existing Trust Fund surplus, the
Senate Budget Committee has recommended a continuing increase in its revenues
to support the fund. Adoption of the Senate Budget Committee recommendations on
tax levels in combination with the expenditure levels already approved by the
Senate will result in a Trust Fund surplus of over $10 billion by the end of fiscal
year 1985. Such a surplus of unspendable dollars certainly does not constitute
prudent management of this user tax supported program. We are also of the opinion
that the public will not accept the concept of collecting unneeded revenues that are
piled up in Washington and never spent as a legitimate means of balancing the
Federal Budget.

Finally, we have been made aware of disturbing reports that the House Ways and
Means Committee may indeed retain the existing tax levels or provide only a minor
decrease over the life of the tax authorization. We hope the Finance Committee will
consider the need to have a maximum range of flexibility in conference once the
House and Senate authorization committees establish final expenditure levels. Es-
tablishing tax levels commensurate with both the Senate bill's expenditure levels
and eliminating the Trust Fund's unobligated surplus over the next five years will
certainly provide that needed flexibility in conference with the House.

We appreciate your consideration of our Committee's resolution on this important
matter.

Sincerely,
HOWARD W. CANNON,

Chairman.
NANCY LANDON KASSEBAUM,

Ranking Minority Member,
Aviation Subcommittee.

Attachment.
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RESOLUTION

To urge the Committee on Finance to amend certain taxes applicable to the
users of general aviation aircraft.

Whereas the uses of general aviation aircraft currently pay a federal tax of 7 cents
on each gallon of aviation fuel used in such aircraft; and

Whereas the Committee on Finance is currently considering legislation (S. 1649
and 1582) that would nbdify this tax so as to implement and ad valorem tax of 6
percent or 10 percent on the purchase price of such aviation fuel; and

Whereas such an ad valorem tax would place inequitable burdens on the users of
general aviation aircraft in certain States because the price of fuel for such aircraft
varies from State to State by as much as 40 percent; and

Whereas such an ad valorem tax would unjustly discriminate against the users of
general aviation aircraft who must pay higher costs for aviation fuel than commer-
cial aircraft; and

- Whereas the proportional contribution of the users of general aviation aircraft to
the Airport and Airway Trust Fund would dramatically increase if proposals to
reduce the current tax on passengers on commercial aircraft are ado pted; and

Whereas, in addition to the tax on aviation fuel, the users of general aviation
aircraft currently pay an aircraft registration tax that involves excessive paperwork
and complicated reporting procedures; and

Whereas the users of general aviation aircraft account for over 90 percent of
flights made in this Nation each year; and

Whereas it is in the national interest to promote the continued growth of general
aviation; and

Whereas due to the current state of the economy and the need to reduce the
projected surplus of $3,200,000,000 in the Airport and Airway Trust Fund, it is
dfcult to predict the level of tax revenues that will be needed to maintain such
Fund for the next ten years; and

Whereas on October 25, 1979, the Committee on Commerce, Science and Transpor-
tation reported favorably legislation (S. 1648) that would substantially alter the
programs financed by the Airport and Airway Trust Fund during fiscal years 1981
through 1985; and

Whereas, with the recommended amendments contained in this resolution, the
Committee on Commerce, Science and Transportation believes that the tax revenues
generated by S. 1649 would be consistent with the goals and expenditures author-
ized by this Committee in S. 1648: Now, therefore, be it

Resolve, That the Committee on Commerce, Science and Transportation urges
the Committee on Finance, in its consideration of the taxes applicable to the users
of general aviation aircraft, to-

(1) Avoid the impsition of an ad valorem tax on the purchase price of aviation
fuel;

(2) Exempt the users of general aviation aircraft from the current aircraft regis-
tration tax;

(3) Insure that the users of general aviation aircraft contribute their fair share to
the Airport and Airway Trust fund by increasing the current tax on aviation fuel
for general aviation aircraft to 8 cents per gallon and providing for the further
increase of such tax by 1 cent every two years, and

(4) The taxes described in S. 1649 be effective for fiscal years 1981 through 1985
and be reviewed prior to the end of fiscal year 1985 to determine the appropriate
future funding levels for continuation of the Airport and Airway Trust Fund.

Senator BYRD. Next, the Honorable Langhorne Bond, Adminis-
trator of the Federal Aviation Administration; the Honorable Mort
Downey, Assistant Secretary for Budget and Programs, U.S. De-
partment of Transportation; and the Honorable Donald C. Lubick,
Assistant Secretary for Tax Policy, U.S. Department of the Treas-
ur welcome , gentlemen. You may determine the order in which you

want to speak.
Mr. LUBICK. Mr. Chairman, Mr. Bond is on his way, so with your

permission I will speak very briefly to the tax side of this problem.
Mr. Bond will deal more generally with the problems of the man-
agement of the Airport and Airways System.
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Mr. Chairman, with your indulgence, I would like to ask that my
prepared statement be inserted in the record.

Senator BYRD. Without objection, so ordered.

STATEMENT OF DONALD C. LUBICK, ASSISTANT SECRETARY
FOR TAX POLICY, U.S. DEPARTMENT OF THE TREASURY

Mr. LUBICK. Mr. Chairman, the existing Airport and Airway
Trust Fund, and most of the air user taxes expire at the end of this
month. As you know, H.R. 6721 is awaiting passage by the House
and would generally extend most of these charges and the trust
fund through the year 1985.

The industry has had very severe difficulties this year because of
the uncertainty as to the continuation of the taxes. The June 30
deadline imposed some very severe problems to them as to their
uncertainty as to whether the taxes would be extended, and we are
facing the same problem this month. Therefore, we certainly be-
lieve that it is in everyone's interest to get this matter settled very
quickly.

If it does appear that there is going to be some unexpected delay,
we would urge that there be a very quick temporary extension for
that purpose. We would suggest an extension of 1 year so that we
don't constantly face these deadlines, and then we can proceed to a
more permanent solution, which of course would supersede any
action that is taken by way of extension.

The House bill as amended by the Ways and Means Committee
accepts the concept that like the Highway Trust Fund, the users of
the airways who derive the primary benefits from the system ought
to bear the costs through user charges. That is a principle which
you have accepted in the Highway Trust Fund. You have accepted
it in the Inland Waterway situation as well.

The goal is, and ought to be, a self-sustaining civilian part of the
air system.

There has been considerable discussion about the developing sur-
pluses in the trust fund, and we certainly agree with you and with
Senator Cannon that it is not appropriate for these user charges to
finance the reduction of the Federal deficit generally. But at the
same.time, the principle has been made clear in the enactment of
the original legislation, and I believe it is one to which you have
subscribed in these other areas that we have referred to, that the
financing of the airport and airway system ought to be borne by
those who derive the special benefits of it.

The reason for the surpluses is quite a simple one. The taxes
have gone into the fund. The charges for the use have gone into
the fund. But the largest expenditures for providing the benefits to
the users of the airways system, namely, operation and mainte-
nance of the system, have been financed by general revenues.

So it is quite easy to build up a very large surplus in the fund if
you make the expenditures which are appropriately chargeable
from the fund out of the general revenues, and this is what has
been happening.

Since the early 1970's operation and maintenance have been
largely financed by general revenues, by taxpayers as a whole, and
the result is that the revenues are going in, but, if the expenditures
are not to be made from it, we are going to have a surplus.
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Senator BYRD. Why has that been done?
Mr. LUBICK. There were some political controversies in 1971

which led to Congress putting restrictions on the use for operation
and maintenance, perhaps to require some greater expenditures in
hardware and other areas. I am not totally familiar with it.

Senator BYRD. What about 1977, you were in office then.
Mr. LUBICK. The fact of the matter is that the Congress has been

moving in the other direction, and it has been appropriating larger
and larger amounts from the trust fund for ,peration and mainte-
nance, but still a small percentage of the total of 0. & M. These
charges have been paid from the general revenues, thereby increas-
ing the Federal deficit.

In other words, the very thing, Senator Byrd, which you abhor
has come about because of the fact that there have been charges
against the Federal revenues for that which should have been
appropriated out of the trust fund. So the result has been, with the
financing of operation and maintenance from general revenues,
that the deficit has been increasing, and the general public, the
American taxpayers as a whole have had to bear these charges
which you originally levied the user taxes for.

The House bill has increased the expenditures for operation and
maintenance from the trust fund, and we urge that they should be
substantially expanded even from that level. Our figures indicate
that if this expansion is made, the trust fund surplus will disap-
pear very rapidly.

We would suggest that it not be done all at once, that it be done
gradually so we don't instantly throw the trust fund into a deficit.
We have suggested a program for phasing out the surplus, all in
accordance with the goal originally set forth in 1970 that the
financing of the airport and airway system be done through the
user charges, and that can all be done over a period of time
through proper charging to the trust fund those items which are
appropriate.

In point of fact, the other issue that I would like to address
myself to is related to this, and that is the general level of taxation
on general aviation.

Commercial aviation currently is paying through taxes levied 90
percent or better of the charges for which it is responsible in the
maintenance of the system. General aviation is paying anywhere
from a seventh to a fifth of the charges for which it is responsible.

The administration has made some proposed changes in the
taxes and the user charges on general aviation. The House bill did
not choose, and the Ways and Means Committee did not choose to
increase the share of general aviation. It did raise the fuel tax from
7 cents to 82 cents per gallon, but at the same time it repealed the
user tax on noncommercial planes.

As far as we are concerned, it is an acceptable result to go in the
direction of a tax on fuel as opposed to the use tax. If we are going
to repeal it for general aviation, we might as well at a very small
cost in revenue go all the way to simplify it and repeal it for
commercial aviation as well.

However, this does not answer the question that additional rev-
enues still should be raised from general aviation, and if the ad-
ministration's proposals for new taxes on avionics are not adopted,
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it is then appropriate to do it through a tax on fuel. But, neverthe-
less, we would have to go beyond the 8V cents of the House bill in
order that general aviation would bear its share.

We would, therefore, urge that we move rapidly in the direction
of extending the taxes. The House Ways and Means bill would call
for the 8-percent ticket tax to go 0, 5 percent on October 1, 1982,
and it also calls for a study of the appropriate level of financing.
We would suggest that it i appropriate to leave it at the 8 percent
for the 5-year period, and then, when we have had a chance to
assess our needs, we can see if changes are appropriate.

But, it is important to continue the principle that the users of
the system bear the charges, and that the charges for which the
users are responsible are, indeed, funded out of the trust fund
instead of being used to increase the Federal deficit as a burden on
all taxpayers.

Once again, if we cannot have a speedy resolution of the uncer-
tainty, we think that it is important that we have a 1-year or more
extension in order to permit suificient time to consider the appro-
priate tax levels.

Mr. Bond is here, and he will deal generally with the principles
of the appropriate management of the system.

[The prepared statement of Mr. Lubick follows:]

STATEMENT OF DONALD C. LUBICK, ASSISTANT SECRETARY OF THE TREASURY (TAX
PoucY)

Mr. Chairman and members of the subcommittee, we welcome the opportunity to
present the Administration's views on the extension of the Airport and Airway
Trust Fund and the aviation user charges. As a frame of reference for my com-
ments, I will use H.R. 6721, the Airport and Airway Improvement Act of 1980, and
the Ways and Means Committee Amendment to H.R. 6721, both of which are to be
voted upon soon by the House of Representatives. We hope that, with a few changes,
the proposed revenue and trust fund provisions of this bill will be enacted promptly,
within the deadline recently set by Congress.

The existing Airport and Airway Trust Fund (Trust Fu.id) and the air user taxes
originally were scheduled to expire on July 1, 1980. The t ill generally would extend
them until October 1, 1985. Although Congress has enacted a temporary extension
of the taxes and Trust Fund in order to provide additional time for Congressional
consideration of H.R. 6721, this extension will expire on September 30. New legisla-
tion must be enacted, therefore, within the next few weeks.

We also recognize that there may be some unexpected delay. If that occurs, there
should be a further temporary extension. Such an extension should provide ade-
quate time to enact H.R. 6721 or its equivalent in the next Congress. For this
purpose we would recommend a one year extension, which could always be susper-
seded by a permanent measure before the end of the one year period.

H.R. 6721 preserves the basic principle embodied in the Airport and Airway
Revenue Act of 1970 of collecting tax revenues from civilian users of the airway to
recover the costs of providing airway service to civilian users of the system. We
supported the air user charge system in 1970 and continue to support it. We do not
believe that taxpayers in general should be required to pay for the provision of
goods and services by the Federal government which specifically benefit a limited
group of persons who utilize them for business and personal concerns. We think it
-an also be truly said that the Congress agrees with this position, as evidenced by
the imposition of the air user taxes in 1970, the highway user taxes in 1956, and the
tax on fuel used on the inland waterways in 1978 (effective October 1, 1980).

In light of this basic principle, the questions that need to be addressed on H.R.
6721 are these: First, should higher taxes than at present be levied on general
aviation? And second, what Federal aviation expenditure should be paid for by the
tax revenues?

General aviation tax levels
While the taxes on commercial aviation and their customers are estimated to

represent 90 percent or more of the airway costs allccated thereto, the ratio for
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general (noncommercial) aviation is only 14 to 22 percent, depending on the assump-
tion used. In order to obtain a contribution from general aviation more in line with
the amount of Federal air expenditures that cost allocation studies of the Federal
Aviation Administrtion (FAA) attribute to general aviation, the President recom-
mended in his Fiscal Year 1981 Budget changing the 7 cents per gallon tax on fuel
used by noncommercial aviation to a 10 percent ad valorem tax and the imposition
of two new taxes of 6 percent on retail sales of planes and avionics for domestic
noncommercial aviation use.

By contrast, H.R. 6721 does not provide for any increase in the contribution of
general aviation to its share of Federal air expenditures. The bill does raise, from 7
cents per gallon to 8Y2 cents per gallon, the tax on fuel used in noncommercial
aviation, but retains the present contribution level by at the same time repealing
the annual aircraft use tax on planes used in noncommercial aviation. Since there
are approximately 200,000 general aviation planes and less than 3,000 commercial
planes, this change does relieve general aviation owners and the Internal Revenue
Service of a considerable amount of paperwork. If the use tax is to be repealed for
general aviation, however, we think that consideration should be given to repealing
the use tax on all planes. A complete exemption would simplify the air user taxes
and would eliminate the problem under H.R. 6721 that planes used partly in
noncommercial and partly in commercial aviation would be taxed exactly as those
used entirely in commercial aviation. An exension of the exemption to all planes
would cost less than $20 million.

In any case, additional revenue should be raised from general aviation to achieve
a more reasonable level of contribution toward the benefits it receives. One ap-
proach is that recommended by the President which was mentioned earlier. If this
is not done, an alternative is to retain the annual use tax and raise the fuel tax
beyond the 10 percent ad valorem level (or the equivalent) proposed by the Presi-
dent. A third alternative, if, as under the House bill, the use tax is repealed, is to
increase the fuel tax enough to offset the use tax repeal plus an additional amount
as suggested in the second alternative.
Trust fund expenditure levels

Expenditures from the Airport and Airway Trust Fund are also a major issue.
The originial intent of the Congress, when the Airport and Airway Trust Fund was
enacted in 1970, was that the taxes on civil aviation would eventually raise enough
revenue to finance aid to airports and the civilian portion of the airways costs. Since
it was intended that the air user taxes reflect Federal aviation costs represented by
; ilian use, the Trust Fund could not fully finance the Federal aviation system

withoutt additional financing to cover the costs considered attributable to military
usage of the system. In addition, it was estimated that the 1970 user taxes would
not generate enough revenues from civil users to cover costs attributable thereto for
some years to come. Accordingly, Section 208(d) of the law establishing the Trust
Fund authorized the appropriation to the Trust Fund of "such additional sums as
may be required to make the expenditures referred to in subsection (f) of the
section."

In addition to grants for airport development, this subsection listed expenditures
of the FAA "which are attributable to planning, research and development, con-
struction, or operation and maintenance of: (i) air traffic control, (ii) air navigation,
(iii) communication, or (iv) supporting services, for the airway system".

Operation and maintenance of the airway system is the largest element in Feder-
al expenditures for aviation, and the 1970 law recognized this as an essential part of
the airway system that users should pay for. The operation of the airway system is
the cornerstone of our air system, for without the air controllers and communica-
tion personnel airports and hardware lose their value. At the same time, the
operational function is costly, for it is labor intensive.

Unfortunately, as a result of concern about the administration of the airport
grant system during the first year after the 1970 legislation, the functions which
could be financed by the Trust Fund were changed by Public Law 92-174, enacted
on November 27, 1971, to eliminate costs of operation and maintenance for the
airway system. Since that time, some revisions have been made to reinstate certain
costs associated with equipment and its maintenance, but the large element of
airway operation has remained outside the scope of the Trust Fund.

The result of the 1971 amendment has been twofold. With the exclusion of a
maJor cost element, the Trust Fund has accumulated a large uncommitted balance,
estimated to be $3.7 billion as of the beginning of fiscal 1981. At the same time,
much of the civil portion of airway costs has had to be financed by taxpayers in
general rather than by airway users as was originally intended. The Administration
recommends a gradual reduction of the large balance in the Trust Fund by funding
more airway costs from the Trust Fund. H.R. 6721 provides for paying part of the

68-894 0-80---4
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operational costs of the airways from the Fund, but we have recommended expand-
ing the amount set forth in the bill.

The growth of the balance in the Trust Fund has led some to conclude that
airway users, particularly air passengers, are being taxed more than is required to
offset Federal expenditures for their direct benefit. Suggestion to reduce the air
ticket tax have been made as a result of this.

H.R. 6721 now provides that the 8 percent tax on air passenger tickets will be
reduced to 5 percent on October 1, 1982. However, the report of the House Commit-
tee on Ways and Means notes that the Committee intends to reexamine the need for
the reduction before that time. We believe that scheduling the reduction before the
reexmaination of need is premature. A system of user charges obviously needs to be
reviewed periodically to check on its reasonableness in relation to the purpose for
which the charges are levied, but we believe there should be no reduction contem-
plated until further progress has been made in the funding of airway operations
from the air user taxes.
Additional considerations

Before closing I would like to suggest two minor changes to the air user taxes that
would serve to make more equitable the user charge system. These changes involve
taxing terminal handling charges for mail shipped by the U.S. Postal Service and
deleting the few exemptions remaining in the Fuel tax for State and local govern-
ments, private nonprofit schools, and aircraft museums. A short statement on these
two proposals is appended to this statement.

Conclusion
Without new legislation, the Airport and Airway Trust Fund will cease to exist on

October 1 and the taxes designated to finance the fund will be reduced or expire at
the same time. We hope that the Congress prior to this date will enact long term air
user tax legislation that will promote the appropriate recovery of airway system
cost from civilian users of the system. While we prefer a long term measure, if an
unanticipated delay arises, we recommend another temporary extension of the air
user taxes.

APPENDIX

1. Terminal handling charges
The report of the Senate Finance Committee on the 1970 legislation stated that

charges for accessorial services are subject to the transportation of property tax "if
such service can only be provided by the airline and if the charge for the service is
applicable to all using it." It also added that exemption from tax required that the
accessorial charge be separately stated. The Treasury Department has ruled on the
tax status of a number of such services. In particular, it held that the U.S. Postal
Service was liable for tax on terminal handling charges under a contract to carry
mail whereby two separate rates were quoted, a line haul charge, and a terminal
handling charge. The latter covered such services as receipt of the mail at the
terminal, transfer between planes, and loading and unloading planes. When the
Post Office objected to the ruling, it was decided to get an opinion from the
Department of Justice. The latter Department upheld the objection of the U.S.
'Postal Service and the Treasury reversed its earlier position in Rev. Rul. 80-53.

We wish to recommend that the law be amended to specifically include terminal
handling charges of the typecovered by the Post Office contract within the scope of
the tax on transportation of property by air. Other customers of the airlines pay a
single element rate which includes line haul and terminal handling services.

2. Exemptions from air user taxes
When the air user taxes were enacted in 1970, the Congress decided that the

purpose of the legislation necessitated removal of the exemptions for domestic
flights which the then existing taxes contained. For instance, unlike the general
excise tax rules, State and local governments were not exempted from the taxes on
passenger tickets, transportation of property, or the aircraft use tax. However, the
law continued the exemption from the tax on fuel used in noncommercial aviation
by State and local governments, private nonprofit schools, and farming. Subsequent-
ly, exemption from the fuel and aircraft use taxes was extended to aircraft muse-
ums.

We believe it would 1,? insistentt with the purpose of these taxes to repeal the
exemptions, except that for farming. The farm exemption applies to flights over a
farm for crop dusting and seeding, but not to and from the farm.
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STATEMENT OF LANGHORNE BOND, ADMINISTRATOR, FEDER-
AL AVIATION ADMINISTRATION, ACCOMPANIED BY HON.
MORT DOWNEY, ASSISTANT SECRETARY FOR BUDGET AND
PROGRAMS, U.S. DEPARTMENT OF TRANSPORTATION
Mr. BOND. Mr. Chairman, I apologize that I am not on time for

my turn. Senator Cannon has typically addressed and disposed of
these global issues in about 15 minutes. As always I underestimated
Senator Cannon.

I thought that since Mr. Lubick has so adequately addressed these
issues, perhaps I could put my statement into the record and not
read it.

Senator BYRD. It will be so received.
Mr. BOND. I am available for questions if Senator Packwood might

have them.
Senator BYRD. Very good.
Mr. Downey, do you wish to comment?
Mr. DOWNEY. I associate myself with Mr. Bond's statement.
Senator BYRD. Senator Packwood?
Senator PACKWOOD. Mr. Chairman, this is a problem I am famil-

iar with because of the Commerce Committee's jurisdiction over
this subject. I don't have any questions.

I understand the difference between Mr. Lubick's and Mr. Bond's
position, and that of general aviation which is going to testify later
on increasing the cost on general aviation. I have read their state-
ments. I understand the issues. I don't have any questions.

Senator BYRD. Thank you, gentlemen.
[The prepared statements of Mr. Bond and Mr. Downey follow:]

STATEMENT OF HON. LANGHORNE M. BOND, FEDERAL AVIATION ADMINISTRATOR

Mr. Chairman and members of the committee, I appreciate the opportunity to
appear before you today to discuss the Administration's position regarding the
aviation user taxes needed to finance our Nation's airport and airway system
through the Airport and Airway Trust Fund. With me today are Mort Downey,
Assistant Secretary for Budget and Programs, Department of Transportation, and
Robert Aaronson, FAA's Associate Administrator for Airports.

Mr. Chairman, there are two basic factors that we considered as we developed our
aviation user tax proposals: Tax equity and Revenue needs. I would like to address
both of these factors.

First, I want to touch on the subject of tax equity. I know the Members of the
Committee deal with this subject on a daily basis. An equitable distribution of tax
burdens is a fundamental tenet of our taxing system, and it should be. Yet, in the
tax structure that has evolved to finance the needs of our airport and airway
sysem, it seems to me that the notion of equity has fallen by the wayside. We need
to correct that problem and the time to do so is now, when proposed legislation to
meet the future needs of our air transportation system pending before the Congress.
If we don't, the general taxpayer will continue to bear a disproportionate share of
the tax burden.

When the original Airport and Airway Development Act of 1970 was enacted,
there was a clear sentiment of the part of the Congress and the Executive Branch
that the needs of the system should be largely financed by the users of the system.
In fact, it is clear that the intent was to seek funding by the general taxpayer as a
supplemental or stopgap measure if the revenues from the users were not sufficient
to meet all the needs of the system.

It-was only after a previous Administration failed to spend the amounts author-
ized by Congress for capital programs that the Congress amended the Act in 1971 to
eliminate the provisions allowing for substantial O&M funding from the Trust
Fund. In 1976, Congress determined that the increasing burden on the general
taxpayer and the sufficiency of funds in the Trust Fund mandated the partial
reinstatement of O&M funding. These same factors argue even more persuasively
today for increasing the amount ofUO&M funding allowed to be financed from the
Trust Fund. I want to stress that we are seeking the financing of O&M costs from
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the Trust Fund only after the capital needs of the system have been met. This
approach is fully consistent with the original concept underlying the establishment
of the Trust Fund. I might add that the failure in the past to reinstitute this
approach has teen the largest contributing factor to the growing Trust Fund sur-
plus.

I want to emphasize that our proposal to increase Trust Fund financing of O&M
is not a proposal to increase program levels, since FAA operating costs will be
incurred whether they are funded from the Trust Fund or from the General Fund.
Moreover, O&M contributes directly to system safety since a navigational aid or
facility must be operated and maintained if it is to do any good.

The notion of tax equity is also consistent with the Adm.iistration's view that
each class of system users should pay its fair share of the costs of operating and
maintaining the Federal airport and airway system. Currently, aviation taxes col-
lected from system users amount to about 56 percent, in the aggregate, of the costs
allocable to civil aviation that are incurred by the FAA in equipping, operating, and
maintaining the airport and airway system. The users of commercial air service are
paying amounts equivalent to about 90 percent of the costs incurred by the FAA on
their behalf, while the comparable figure for general aviation is in the range of 14
to 22 percent, depending on the assumptions used in allocating costs.

Our goal is a gradual increase in the overall cost recovery through a progressively
higher level of tax- collection from general aviation, and recovery from all users of
an increasing portion of the FAA's costs of operating and maintaining the airway
system. The increased cost recovery from general aviation would primarily arise
from the conversion of the existing 7 cents per gallon tax on aviation fuel into a 10
percent "ad valorem" tax. This concept, set forth in the Administration bill, S. 1582,
is analogous to the domestic passenger ticket tax or freight waybill tax, both of
which are based directly on a percentage of the cost of the service provided.

Enactment of our proposed tax changes along with our proposed program authori-
zations for operations and maintenance would increase the level of recovery from
general aviation to about 24 to 44 percent, again depending on allocation assump-
tions. Though the general aviation users would still be paying a much smaller share
of the FAA costs attributable to them than would the users of commercial air
service, the gap would not be as great, and thus would represent more equitable
treatment of allsystem users.

Let me take this opportunity to make clear that general aviation really does place
demands on the system, and the growth rate of general aviation continues to exceed
substantially the growth rates of all other system users. For example, the fiscal year
1980 cost of equipping and operating our network of flight service stations, which is
just one element of the services provided to general aviation users, is projected to be
over $120 million, yet athe total amount of revenues collected from general aviation
is estimated to be about $83 million. We are going forward with a major capital
improvement program for flight service stations that will enable us to keep pace
with the demand for their services at a cost of $495 million through fiscal year 1986.
Additionally, general aviation planes are becoming increasingly sophisticated, are
often used for business purposes, and are more and more frequently able to use the
all-weather capability of the facilities purchased with Trust Fund revenues. As
general aviation increases its utilization of our system, it is only fair that we
increase its contribution to the financing of the system, and we strongly support tax
changes to accomplish that end.

I would also like to stress that the user charge approach is not an idea whose time
has come and gone. To the contrary, the House Budget Committee, in a report
focusing on the fiscal year 1981 budget, stated that "It is the opinion of a majority
of the Committee, in keeping with the aim of reducing future deficits and lowering
the general tax burden, that wherever possible government services which benefit
particular groups or businesses in the economy be substantially supported by those
beneficiaries rather than the general taxpayer." They recommended continuation of
the existing 8 percent passenger tax and that the general aviation user class begin
paying 50 percent of their share in fiscal year 1982. On the subject of the increased
general aviation taxes, the Committee stated: "As a matter of equity, an increase to
50 percent is recommended and strengthens the whole concept of users paying for
the benefits they receive."

I'd like to turn now to the subject of meeting the revenue needs of the system. At
the outset, we made determinations independent of the amount of money available
in the Trust Fund as to the appropriate amounts to be spent over the next five
years for aviation Research, Engineering and Development and for our capital
programs of Airport Development Grants and for Facilities and Equipment. The five
year program we have proposed would authorize nearly twice the expenditure that
was authorized for the five years 1976 through 1980. We believe that our proposed
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funding levels will provide for the continued improvement of the airport and airway
system.

Implicit in this discussion of revenue estimates is one other point that I'd like to
emphasize. That is, that both the current tax structure and the Administration's
proposal generate sufficient revenues to finance substantial O&M without skimping
on the capital programs financed from the Trust Fund. It is my understanding that
all the legislation proposed for continuation of the Airport and Airway Trust Fund
gives priority to funding airport grants, research and development, and capital
investment before operations and maintenance are funded; thus there is no risk
that safety needs will not be funded. O&M will be financed from the residual
revenues over and above those used for grants, F&E, and R&D.

Another concern is selecting a tax package that will provide adequate revenues
and also bring the Trust Fund into better balance. We believe that legislation
should provide for reducing the Trust Fund balance to near zero without necessitat-
ing severe changes in tax collections or program expenditures. To accomplish this,
we developed a proposal that we believed would result in a steady decline in the
Trust Fund balance over the next ten years, but would leave a self-sustaining Trust
Fund balance after the surplus is depleted. To attempt to draw the balance down
more rapidly by substantial tax reductions would require major changes when the
surplus is eliminated. Enactment of S. 1649, which proposes reducing the ticket tax
from 8 to 2 percent, would bring the Trust Fund balance down quickly, but in the
not too distant future annual expenditures are estimated to be more than double
the annual tax revenues. At that time, fiscal balance would require either tax
increases or major decreases in program expenditures to provide continuity in the
program. Moreover, the tax cut would preclude appropriate cost recovery from
system users.

Let me be candid, however, and acknowledge that since the time the Administra-
tion bill was developed our estimates of future Trust Fund revenues have been
revised upward as a result of escalating ticket prices, primarily due to higher fuel
costs. We continue to believe in the basic approach we have proposed. If, however,
revenues exceed expenditure levels, the excess should be directed to the operating
and maintenance costs of the system fairly allocable to civil aviation. This will have
the effect of controlling the Trust Fund surplus without increasing Federal expendi-
tures and while establishing a more equitable system of financing the operation and
maintenance of the airway system.

Lastly, I would like to emphasize the need for prompt action on aviation user
taxes. Just this July, the Congress enacted and the President signed a 90 day
extension of out present system of aviation user taxes. That extension will expire on
October 1, just 3 weeks from now, and we strongly support Congressional action
before that time.

In closing, I would like to reiterate our support for aviation user tax legislation
that will make this system of taxes more equitable both as to users generally and as
to general aviation. S. 1649 would make it difficult to achieve those goals, and it
would require major modifications in a fairly short time frame.

On the other hand, the proposal of the House Ways and Means Committee (H.R.
6721) is closer to our proposal than S. 1649, and we much prefer it to S. 1649. Should
the Committee choose to use H.R. 6721 rather than the Administration bill as a
mark-up vehicle, we would support amendments to that bill consistent with the
positions we have set forth today.

Mr. Chairman, that concludes my prepared statement. We would be pleased to
respond to any questions you may have.

Mr. BYRD. Next we will have a panel of Mr. Paul R. Ignatius,
president and chief executive officer of the Air Transport Associ-
ation of America; Mr. Edward W. Stimpson, president of the Gener-
al Aviation Manufacturers Association; and Mr. John W. Winant,
president of the National Business Aircraft Association, Inc.

Welcome, gentlemen.

STATEMENT OF PAUL R. IGNATIUS, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, AIR TRANSPORT ASSOCIATION OF AMER-
ICA
Mr. IGNATIUS. Good morning, Mr. Chairman, and Senator Pack-

wood.
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I am Paul Ignatius from the Air Transport Association. We will
proceed in the order that you called forth our names.

Mr. Chairman, I, like the other witnesses, have a statement and
would like to have it reported in full in the record of the hearing.

Senator BYRD. Without objection, so ordered.
Mr. IGNATIUS. I would now propose to summarize my statement

and then respond to questions.
First, I want to say, as I point out on page 2 of my statement,

,that the airlines agree that the funding levels in the authorization
'billwhich has already passed the full Senate overwhelmingly, are
realistic and reasonable levels, and will provide the airport and
airway system the support essential for the operation of a safe and
efficient air transportation system.

It seems to me that this has got to be the first test, are the funds
adequate to meet the needs? We believe they are.

The second point I want to make is that we support the tax
reductions that are called for in Senate bill 1649 because these
levels are sufficient to meet the authorization needs. I will say
more about this in just a moment.

Having indicated first support for the basic authorization levels
and the tax reductions that are contemplated by the companion
Senate bill, there are three additional points that I want to make
very quickly.

First, by its action in February in approving S. 1648, the Senate
removed the hand of Government from an area where the Federal
Government simply did not need to be involved.

The Senate bill which has passed the full Senate, as you know,
removes the 70 or so largest airports from participation in the
airport grant aid program. It does so because it recognizes that
these larger airports are adequately staffed with competent profes-
sionals and that the airlines are adequately staffed with competent
professionals, so that the two parties can come together and negoti-
ate their needs and reach agreement in matters where they have a
reciprocal interest.

Obviously, we cannot operate airlines without the participation
of, and goodwill of, and the cooperative efforts of the airport opera-
tors. They, in turn, are dependent upon us because the whole
existence of the airport is to receive airplanes.

I might point out, Mr. Chairman, that over the years that this
Federal program has been in effect, the A1)AP type needs, the
airport aid type needs, at these larger airports as a whole have
been met to the tune of 90 percent of those needs through the
process of negotiation between airport operators and the users of
the airports, which are principally the airlines.

So my point simply supports what the Senate did in February. If
we can satisfactorily reach agreement through negotiation on 90
percent of the financial needs, it does not seem to me that we
should have any trouble with that final 10 percent. Indeed, if the
10 percent becomes an item of contention, we truly have a case of
the tail wagging the dog.

So that is my first point. Where you have an opportunity to
remove the hand of the Federal Government in circumstances
where it is not needed, it seems to me as citizens and as business-
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men we ought to take advantage of those opportunities where they
exist.

This leads me to my second point, and that is that people should
not be overtaxed by their Government. Senator Cannon has point-
ed out, and others have pointed out, that the 8-percent ticket tax
on domestic transportation, which is the principal source of trust
fund revenue, has produced an enormous surplus which now totals
some $3.5 billion or more, and will continue to grow substantially
unless corrective action is taken.

My third point, Mr. Chairman, is that the level of the taxes
should be matched to the level of the authorizations. We have
heard about Ways and Means Committee amendments to the
House bill that would lower the 8-percent tax to 5 percent in 1982,
but that tax, Mr. Chairman, is related to the House authorization
bill. The whole House has not yet passed that bill, but it has been
reported by the cognizant committee.

The House authorization bill provides for substantially more pro-
gram funding, and there are two reasons for it. First, they do not
remove the Federal Government from these 70 large airports, and
as a result there is a larger Federal program.

Second, individual program elements in the House bill are pro-
posed to be funded at a higher level and an unnecessarily higher
level, we believe, than in the Senate bill.

This concludes my summary, Mr. Chairman. At a later point or
now, if you wish, I would be very pleased to respond to questions.

Senator BYRD. Before calling on the next witness, just one ques-
tion of fact. How much revenue does the air passenger ticket tax
raise?

Mr. IGNATIUS. The principal revenue comes from the 8-percent
ticket tax on domestic transportation.

Senator BYRD. How much is that?
Mr. IGNATIUS. That represents on the order of $1.1 or $1.2 billion

a year. I would like to check the exact figure for the record, Mr.
Chairman, but that is my recollection.

[The following was subsequently supplied for the record:]
SEPrEMBER 10, 1980.

Hon. HARR F. BYRD, Jr.,
US. Senate,
Washington, D.C.

DEAR SENATOR BYRD: During the hearing on the-aviation trust fund, you asked me
how much the 8 percent passenger ticket tax contributed annually to te trust fund.
I responded that the amount was on the order of $1.1 to $1.2 billion per year but
that I would like to check the facts and respond more precisely for the record.

For the fiscal year ending September 30, 1979, the 8 percent tax contributed
$1.284 billion. Projections for 1980 and subsequent years principally higher because
of increased air fares necessitated principally by rapidly rising jet fuel costs. The
table below shows Federal Aviation Administration estimates over the next three-
year period at the 8 percent rate. For purposes of contrast, the FAA estimates at
the 5 percent rate are also shown.

Fmal year erdng- 8 f of d Tax rate
(pent)

September 30, 1980 ..................... .. .. . ... . .......... $1.584 8
September 30, 1981 ... ......................................... 1.723 8
September 30, 1982 ..................... ........ ................... ................... . 1.890 8
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Septem ber 30, 1982 ............................................................................................................................ 1.181 5-

I would appreciate it if this letter could be made a part of the hearing record.
Sincerely yours,

PAUL R. IGNATIUS.

Mr. IGNATIUS. The other taxes that passengers and shippers pay
represent a much, much smaller proportion. There is currently a
departure charge on international travel of $3 per person, and
there is a 5-percent freight waybill tax. But most of the money
comes from the domestic tax of 8 percent, and my recollection is
that on an annual basis it currently runs in excess of $1 billion.

Senator BYRD. Thank you.
Mr. Stimpson.

STATEMENT OF EDWARD W. STIMPSON, PRESIDENT, GENERAL
AVIATION MANUFACTURERS ASSOCIATION

Mr. STIMPSON. Thank you, Mr. Chairman. I, too, would like to
put my full statement in the record.

Senator BYRD. It will be received.
Mr. STIMPSON. Thank you.
The Airport and Airway Trust Fund and aviation taxes are being

considered by this committee. The trust fund has been a deep
disappointment to us for 10 years mainly because the fund has not
been used for the purposes we fully intended it to be used for. We
have found it to be a paper-budget balancer rather than a tool for
really increasing air safety and capacity in the system.

Frankly, we were shocked when we learned earlier this year that
the administration proposed to increase taxes on general aviation.
The proposed 6-percent excise tax on new general aviation aircraft
and avionics equipment and the 10-percent ad valorem fuel tax for
all noncommercial flying would simply create a larger surplus.
These proposals were made when current economic conditions had
severely impacted the general aviation segment of the air transpor-
tation industry.

In recent weeks layoffs have occurred at most general aviation
manufacturing plants throughout the Nation. Today, factories in
Florida, Kansas, California, Pennsylvania, Alabama, and other lo-
cations have been affected. Thousands of employees in the general
aircraft industry are out of work, either temporarily or permanent-
ly, thus contributing to the unemployment problem in the country.

High interest rates and lack of available financing have had a
serious impact on our industry's sales. Some of the proposals now
before the committee would only increase the current problems,
and create new ones for the industry.

The proposals for increased taxes on general aviation usually
stem from the 1973 cost allocation study. This study has many
deficiencies, which are again summarized in my statement, and I
would hope that this committee would closely examine the propos-
als of the study before acting upon them.
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Currently, general aviation is paying 7 cents a gallon fuel tax on
all turbine and aviation gasoline. We have consistently supported
reasonable fuel taxes at the fixed rate established by Congress. In
addition, we also pay weight and registration fees, and taxes for
tires and tubes.

Currently, the price of aviation gasoline varies from $1.34 cents
to $1.96 cents per gallon, with reports of $2.50 or more in isolated
cases. Turbine fuel now costs $1.26 to $1.85 with a few places
higher. Consequently, a 10-percent ad valorem fuel tax as proposed
by the administration would range from 12 cents a gallon for fuel
to 19 cents a gallon at current prices.

With the increase in prices of fuel, it is likely that the ad
valorem tax proposed by the administration could easily result in a
20-cent fuel tax or more, or triple the current fuel tax that we pay.
Because of geography, one operator would pay significantly more in
one area of the country than in an other, while using the same
airport and airway system.

Because fuel prices have increased at such a rapid rate, an ad
valorem tax is not only unfair, it is not the proper way to equalize
the tax impact upon all users.

The administration's 6-percent excise tax on new aircraft and
avionics runs counter to recent actions by this committee and the
Congress in removing excise taxes on other transportation vehicles.
Such a tax is strictly a revenue measure and bears no relationship
to the use of the airway system.

The tax on avionics also poses serious safety questions. By regu-
lation, operators must have certain safety and navigation equip-
ment, and they are encouraged by the FAA to have this additional
equipment. An excise tax would discourage the purchase of safety
equipment such as transponders and encoding altimeters, and
could have a detrimental impact on safety.

The House is presently considering H.R. 6721. Title II of that
legislation represents the considered judgment of the Ways and
Means Committee and authorizes l i-cent increase in aviation fuel'
taxes. This would raise the present 7 cents a gallon to 8Y2 cents per
gallon. To offset this increase, the aircraft use tax would be elimi-
nated.

The use tax comes from an annual registration fee of $25 per
plane plus certain weight charges. So this would equal a $17 mil-
lion raise which would balance out in the total picture.

Our industry opposes any tax increase in these trying economic
times. We support the House approach, particularly the elimina-
tion of the use tax and its complicated reporting and voluminous
paperwork requirements. The elimination of the use tax has also
been recommended by the Senate Commerce, Science, and Trans-
portation Committee.

In summary, we would recommend to this committee that:
One, the substantial public benefits of the airport and airway

system be confirmed.
Two, the cost allocation study be discarded as a basis for assess-

ing taxes for the use of the airport and airway system.
Three, reject the 6-percent excise tax on aircraft and avionics.
Four, reject as unfair, inequitable, and an administrative night-

mare, the ad valorem fuel tax.
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Five, accept the provisions of title II of H.R. 6721 as it pertains to
the elimination of the aircraft use tax, and increasing the general
aviation fuel tax to 8.5 cents per gallon.

Finally, I would again remind the committee that the general
aviation industry is now experiencing extremely difficult economic
times. Last year we produced 17,048 aircraft. This year it now
appears that production will approach only about 12,000 aircraft.
Actions by this committee will have a significant impact upon our
future. We seek no preferential treatment. We do ask for fair and
equitable treatment.

Thank you.

STATEMENT OF JOHN H. WINANT, PRESIDENT, NATIONAL
BUSINESS AIRCRAFT ASSOCIATION, INC.

Mr. WINANT. I, too, would like to request the privilege of having
our statement entered into the record, and I will give simply a very
brief summary.

Senator BYRD. It will be received.
Mr. WINANT. We in NBAA are in essential agreement with the

points that have just been made by GAMA with respect to imbal-
ance of the trust fund surplus, and with its comments on the cost
allocation study, and its comments on the administration's tax
proposals.

Essentially, we make three points in our statement to you.
First, hold the line on the taxes paid by general aviation users.
Second, examine the law to see if a more rational division be-

tween commercial and noncommercial aircraft operations can be
devised.

Third, examine the trust fund and the projections of revenue and
expenditures to determine if taxes, primarily the tax on transpor-
tation by air or the ticket tax as it is sometimes called, could be
reduced because of ever increasing trust fund balance.

I would like to set forth briefly the details on our position on the
second point above, as respects commercial and noncommercial
aircraft and the IRS determination of what tax applies. Such deter-
minations have become a catch-22 type of situation in recent years.

On page 4 of my statement the point to be addressed concerns
what tax should apply.

The current law requires that all users of our national airspace
pay either a tax of 7 cents per gallon for each gallon of fuel used in
aircraft or, if the aircraft is employed in a commercial venture, a
tax of 8 percent of the amounts paid for the transportation of
persons by air. This has erroneously been dubbed "the passenger
ticket tax."

I am sure that this committee understands the so-called ticket
tax applies to a great many circumstances other than just the sale
of airline tickets.

Fortunately, the taxes on the transportation by air of persons
and property are mutually exclusive from the fuel taxes, and the
use of aircraft is subject to either, but not both as to- any trip.
Congress intended and this committee affirmed that the tax that
will apply will depend on the purpose of the flight.
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That is, if a flight is for the transportation of persons or property
for hire, the transportation tax applies. But on other flights not for
hire the fuel tax applies.

A flight-by-flight determination seems simple enough, but it has
become very troublesome for the Internal Revenue Service, espe-
cially in the case of affiliated groups of business organizations
which are exempted from the transportation taxes for those flights
by members wherein services are provided to other members of the
group. The fuel tax, in such cases, is the applicable levy.

The problem which affiliated groups suffer is that they are essen-
tially forbidden from any occasional commercial use of their air-
craft, which would include, incidentally, carrying candidates for
Federal office.

Under terms set down by the Federal Election Commission, one
such flight, by IRS interpretation, voids the exemption and makes
the aircraft operator liable for the transportation tax on all of the
affiliates' internal business flights. This problem evolves from sec-
tion 4282(aX2) which requires that "such aircraft is not available
for hire by persons who are not members of such groups."

The present House Bill, H.R. 6721 and other similar proposals, if
adopted, will create more problems as it attempts to further differ-
entiate between commercial and noncommercial operators in the
application of the use tax. Here, flight-by-flight application of the
tax breaks down completely since use taxes are assessed annually,
rather than flight by flight.

How will the IRS determine if an aircraft should be taxed or
not?

Suppose it is routinely flown in private carriage but is used for
one flight by a candidate for Federal elective office, will the owner
then become liable for the use tax in addition to the ticket tax on
the charges which are mandated by FEC regulations?

How many additional inspectors will IRS need in the field to
examine flight records in order to insure compliance with the use
tax once a loophole has been created for noncommercial users?

Absent any clear and specific instructions from Congress, we feel
pretty certain that the IRS regulations will create the most compli-
cated rules and procedures for paying or not paying the use tax.
For example, it would not be beyond imagination that the IRS
might require all private operators to file for exemptions.

We urgently ask that this committee provide guidance to the
taxpayers and the IRS so that for tax purposes the demarcation
between commercial and noncommercial operation will be clearly
understood.

Attached to our statement is a simple proposed language change
to section 4041 of the 1954 Code which in our opinion will clarify
this situation so that given a private operation, occasional flights
in which charges are made, the tax liability would not change for
taxing purposes and all of the consequent and necessary paper-
work, forms, exemptions, and refunds could be eliminated.

Thank you, Mr. Chairman, for the opportunity to present this
statement before you.

[The prepared statement of the preceding panel follows:]
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Summary
Statement of Paul R. Ignatius

President and Chief Executive Officer
Air Transport Association of America

Before the Committee on Finance
United States Senate
September 8, 1980

1. The airlines support S. 1649, a necessary companion measure
to the Senate-passed Airport and Airway System Development
Act of 1980 (S. 1648).

2. S. 1648 and S. 1649 recognize that the uncommitted surplus in
the Aviation Trust Fund is in excess of $3. 5 billion and that a
significant reduction in the current level of taxes imposed on
airline passengers and shippers is warranted.

3. The airlines believe that the Committee on Finance should
report a bill that would establish tax rates based upon the
S. 1648 authorization levels and the surplus.

4. Tax rates should be lowered from current levels and be esab-

lished through FY'85 at:

0 2 percent on airline passengers

* 3 percent on freight

* $2. 00 on international departures

5. The lower tax rates will meet essential safety and capacity
needs, relate taxes paid to these essential requirements, and
bring the Trust Fund into better balance.



57

Statement of Paul R. Ignatius
President and Chief Executive Officer
Air Transport Association of America
Before the Subcommittee on Taxation and Debt Management
Committee on Finance
United States Senate
September 8, 1980

Mr. Chairman and Members of the Committee:

On behalf of the scheduled airlines, I appreciate the opportunity

to present our comments in support of S. 1649, a necessary companion

measure to S. 1648, which was passed by the Senate on February 5, 1980,

by voice vote. I am accompanied by William M. Hawkins, Vice President-

Finance and Taxation.

In previous testimony before the Aviation Subcommittee of the

Commerce, Science and Transportation Committee, I addressed the

innovative features of the Senate-passed Airport and Airway System

Development Act of 1980 (S. 1648) and described the airline industry

support for its significant and positive effect on the safety, efficiency

and capacity of this Nation's airports and airways. Among the concepts

embodied in S. 1648 are:

0 The safe operation of the airport and airway system will

continue to be the highest aviation priority..

* Essential airport and airway improvement programs will

be assured.

* Airports which have the capability to finance their capital

requirements through fees and charges paid by users of

the airport do not need federal grant-in-aid assistance

under the Airport and Airway Development Act.
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The Senate-passed Airport and Airway System Development Act

of 1980 (S. 1648) authorizes a five-year program amounting to $8.6 billion.

The major program funding levels are as follows:

0 Facilities and Equipment - $400 million in FY'81,

increasing to $750 million in FY'85, a total of

$2. 75 billion for the five years.

* Research Engineering and Development and

Demonstrations - $90 million in FY'81, ir.-'easing

to $110 million in 1985, a total of $500 million for

the five years.

* Operating and Maintenance Expenses - $350 million

for FY'81, increasing to $450 million for FY'85, a

total of $2 billion for the five years.

* Airport Improvement Grants - $825 million for FY'81,

declining to $550 million in FY'83, because of the

elimination of the large and medium hub airports from

the ADAP program, and $650 million in FY'85. The

total for the five years is $3. 2 billion.

The airlines agree that the programs and funding levels adopted

by the Senate in S. 1648 are realistic and reasonable, and will provide the

airport and airway system support essential for the operation of safe

and efficient air transportation.
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The airlines strongly endorse S. 1649, which would establish the

required tax levels to support the programs and funding levels authorized

in S. 1648.

S. 1648 and S. 1649 recognize that the uncommitted surplus in the

Aviation Trust Fund is in excess of $3. 5 billion. This massive surplus

would increase to approximately $11 billion by FY'85 at the approved

S. 1648 authorization levels if the present tax rates were to continue. The

current surplus has developed because requirements, expenditures and

Trust Fund income, for the most part, have not been related to one another

during the ten-year life of this program. The $3. 5 billion surplus and the

proposed level of funding authorizations contained in the Senate-passed bill,

S. 1648, warrant a significant reduction in the current level of taxes imposed

on airline passengers and shippers.

The airlines believe that this Committee should report a bill that

would establish tax rates based upon the S. 1648 authorization levels and

the surplus. For this reason, the airlines support S. 1649, which would

establish the passenger tax at 2 percent through FY'85. The airlines also

recommend that the freight transportation tax be established at 3 percent,

and the international facilities use tax at $2. 00, in order to bring income

and expenditures into better balance.
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The following chart depicts the impact on the Trust Fund with

these tax levels in effect:

TRUST FUND PROJECTION

(Millions of Dollars)

FY81 FY 82 FY 83 FY 84 FY 85

Trust Fund Income 706.5 785.7 869.8 971.0 1075.7

Prior Year Surplus 3517.6 2929.1 2568.7 2210.9 1812.5

Total: 4224.1 3714.8 3438.5 3181.9 2888.2

Less Authorizations (1665.0) (1520.0) (1600.0) (1730.0) (1960.0)

Balance: 2559.1 2194.8 1838.5 1451.9 928.2

Plus Interest 370.0 373.9 372.4 360.6 333.0

Surplus: 2929.1 2568.7 2210.9 1812.5 1261.2

Notes: 1. Interest computed at 8% on unexpended balances.
2. Income is based on FAA estimate dated 5/13/80.
3. Tax structure includes S. 1649 taxes adjusted by ATA

proposed waybill and international taxes.
4. Authorizations are from Senate-passed S. 1648.

The House of Representatives soon will consider its version of

the airport and airway legislation (H. R. 6721), which has been reported

by the House Public Works and Transportation Committee. An amend-

ment by the House Ways and Means Committee to provide tax levels

based upon the authorizations in H. R. 6721 also will be considered.

The programs and authorization levels of the House airport

and airway legislation are substantially higher and different than the

Senate-passed bill (S. 1648). For example, the House bill continues

grants-in-aid for all airports, including those having the capability to
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finance their own capital requirements. Notwithstanding these higher

authorizations, the Ways and Means Committee has determined that the

present surplus warrants a reduction in the taxes.

It is essential to recognize, however, that the tax levels proposed

by the Ways and Means Committee are based upon the substantially higher

authorizations contained in the House airport and airway legislation. If

the Ways and Means proposed tax levels and S. 1648 were adopted, the

Trust Fund would have an enormous $8. 3 billion surplus at the end of

FY'85. Therefore, we urge this Committee to establish tax levels for

the next five years based upon the program authorization levels contained

in the Senate-passed bill (S. 1648).

S. 1649 should be adopted with the changes we have recommended

in the tax on transportation of property and the international facilities use

tax. This action will take into account the fact that the millions of users

of air transportation are being taxed exhorbitantly. Senate approval of

S. 1649, consistent with its earlier vote on S. 1648, meets all essential

needs -- most particularly for enhanced safety -- and will mark another

progressive step in making possible a reduction of Federal intervention

in the private business sector. Moreover, the taxes paid by air trans-

portation users would be reduced $7 billion over the next five years as

shown in the attached state-by-state summary.

f"i-lea 4 n .-on
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Also, we wish to make several recommendations for technical

changes which will greatly simplify administrative burdens imposed by

the passenger tax. At the present time, the system required to administer

this tax involves sales of airline tickets by more than 17, 000 travel agents

and more than 5, 000 airline ticketing personnel to millions of passengers

each year. The problems which pervade the entire system and their

recommended solutions have been discussed with Finance Committee staff

and a description of them is attached to my statement.

One situation which arises each time the tax rate is changed bears

particular attention. Unlike all other excise taxes, the tax rate on airline

tickets is not the rate in effect when the ticket is purchased, but is the rate

in effect when the ticket is used. This necessitates programming computers

to permit the operation of a system for selling tickets at two rates and then

imposing a nearly impossible burden on manually adjusting the tax rate on

thousands of tickets when they are used. We believe the solution is simple.

Impose the tax at the rate in effect when the ticket is purchased instead of

when the ticket is used.

This change would relieve the airlines of the onerous burden now

imposed and permit them to make systematic switchovers in their ticket

computers without the need for later corrections,
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In conclusion, Mr. Chairman, we wish to emphasize that with

the enactment of S. 1648 and S. 1649:

* Essential safety and capacity needs would be met; and

0 The taxes paid by airline passengers and shippers

would be related to these essential requirements,

and the Trust Fund would be brought into better

balance.
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Page 1 of 2

TAX SAVINGS TO AIRLINE PASSENGERS
IF S. 1649 WERE ENACTED

1979 Estimated Estimated
Passengers Annual Tax Five Year
Enplaned 1/ Reduction 2/ Tax ReduCtion 3/

(000) (000) (000)State

Alabaua

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

District of Columbia

Florida

Georgia

Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

1,807

1,784

4,623

739

39,322

10,445

1,608

8,388

19,952

21,401

9,688

663

21,706

2,489

1,246

782

1,501

4,095

461

1,665

6,782

7,133

5,123

664

8,999

868

$ 9,000

8,000

22,000

4,000

190,000

50,000

8,000

40,000

95,000

105,000

46,000

4,000

105,000

12,000

6,000

4,000

8,000

20,000

3,000

8,000

35,000

34,000

25,000

4,000

45,000

5,000

$ 45,000

40,000

110,000

20,000

950,000

250,000

40,000

200,000

475,000

-525,000

230,000

20,000

525,000

60,000

30,000

20,000

40,000

100,000

15,000

40,000

175,000

170,000

125,000

20,000

225,000

25,000
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Attachment I
Page 2 of 2

1979 Estimated Estimated
Passenger Annual Tax Five Year
Enplaned 1/ Reduction 2/ Tax Reduction 3/

State (000) (000) (000)

Nebraska 1,356 7,000 35,000

N,.vada 6,123 30,000 150,000

New Hampshire 88 1,000 5,000

New Jersey 4,144 20,000 100,000

New Mexico 1,297 7,000 35,000

New York 19,735 95,000 475,000

North Carolina 3,774 20,000 100,000

North Dakota 588 3,000 15,000

Ohio 8,375 40,000 200,000

Oklahoma 2,213 11,000 55,000

Oregon 2,560 13,000 65,000

Pennsylvania 10,630 51,000 255,000

Rhode Island 495 3,000 15,000

South Carolina 1,367 7,000 35,000

South Dakota 562 3,000 15,000

Tennessee 4,830 25,000 125,000

Texas 20,967 100,000 500,000

Vsh 2,185 11,000 55,000

Vermont 209 1,000 5,000

Virginia 2,303 11,000 55,000

Washington 5,554 27,000 135,000

West Virginia - 480 3,000 15,000

Wisconsin 2,792 14,000 70,000

Wyoming 334 2 000 10 000
TOTAL W $s79' 400,000 $

1/ Passenger enplanements expressed in thousands and based on Civil Aeronautics
Board figures as of December 31, 1979.

2/ Tax reduction resulting from proposed decrease in the passenger ticket tax
from 8Z to 2X based on average fare of $79.00.

3/ Annual savings projected for a five year period assuming no traffic growth.
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Page I of 2

PROBLEMS AND RECOMMENDED SOLUTIONS IN
ASSESSMENT AND COLLECTION OF

TAXES ON AIR TRANSPORTATION

I. Application of the Tax to Transportation Between the Continental
U.S. and Hawaii or Alaska and Between Alaska and Hawaii

Under Section 4261 and Regulation 49. 4261-3(c), a trip between points
in the U.S. and Hawaii/Alaska must be divided into taxable and non-*
taxable portions. In the Regulation, two methods are provided as
follows: (a) prorate based upon "mileage of the taxable portion" to
total mileage or (b) basis of the applicable local fare for transportation.
This Regulation was* issued as TD 6430 which reflected the law prior to
the enactment of the Airport and Airways Revenue Act of 1970.

The airlines, with the encouragement of the CAB and the Congress,
have published dozens of joint fares from a large number of cities in
the U.S. . both large and small. Since airline transportation is sold
through over 17, 000 travel agent outlets and a large number of airline
ticket offices, the calculations required by the present law and regula-
tions are complex and time-consuming to administer and have become
extremely burdensome.

Recommended Solution A new provision be added to Section 4261 which
would apply a standard tax rate to all travel between the continental
U.S. and Alaska or Hawaii and between Alaska and Hawaii. The pro-
vision requiring the trip to be divided should not be re-enacted. Since
a substantial portion of these trips are flown outside the continental U.S..
a lower rate of tax than that applied to mainland travel is recommended.

If. The 225-Mile Border Zone in Defining Taxable Transportation - Section 4262

Transportation sold in the U.S. and performed solely within the 225-

mile zone in Canada or between U.S. points and Canadian points in

the 225-mile zone is treated as domestic transportation subject to the

8% tax. This results in the collection of a U.S. airport and airway
system "user charge" when no or limited service is performed. It

has also invited retaliation, and the Canadian government is presently

taxing transportation involving Canadian airports without regard to

where the ticket is sold. Thus, a ticket sold in New York for round-

trip transportation between New York and Montreal bears a 12% tax

since, under the U.S. law, a ticket purchased in the U.S. for trans-

portation solely between these two airports is taxed at 8% as though

both were located in the United States. The Canadian transportation
tax also applies at the rate of 4%.
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Page 2 of 2

Recommended Solution The concept of the 225-mile border zone
should be eliminated by the repeal of Section 4262 and both Canada
and Mexico should be treated as international air transportation,
the same as all other countries in the world. Additionally, the
Administration should commence negotiation with the Canadian
government to reduce its taxes on U.S. citizens traveling into
and out of Canada.

H. R. 6721 grants the Secretary of the Treasury the authority to
waive the 225-mile zone rule if the Secretary determines that Canada
or Mexico has entered into a "qualified agreement" regarding the tax
treatment of persons traveling by air between the United States and
that country. The agreement must set forth what transportation of
persons by air is to be subject to tax by which country as well as an
agreed upon appropriate tax for such air travel. The airlines endorse
this approach.

III. Requirement to Allocate Total Tax Paid by Segment of Transportation
Section 7275(a)(2)

When the Airport and Airways Revenue Act of 1970 was passed,
Section 7275 was enacted to provide that the ticket should not reflect
a breakdown between taxes and transportation charges if all of the
transportation was taxable. Subsequently, a portion of this provision
was deleted, but there still is a requirement in Section 7275(a)(2) that
"if the ticket shows amount paid with respect to any segment of such
transportation", it shall show the total of the amount paid for trans-
portation and tax "with respect to such segments as well as with respect
to the sum of the segments". Inasmuch as this requires that the fare
construction ladder in the upper left-hand corner of the ticket reflect
taxes on a segment-by-segment basis, it requires showing superfluous
tax information of no meaning to the passenger, the airline, or the
Treasury.

Recommended Solution The requirement that the amount of tax for
each segment be shown on the ticket be eliminated by repealing
Section 7275(a)(2).
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PROBLEMS WITH MODIFICATIONS MADE BY
COMMITTEE ON WAYS AND MEANS

AND INCLUDED IN TITLE II TO
H. R. 6721 AND RECOMMENDED SOLUTIONS

The Committee determined that the present six-hour layover rule for
determining whether a flight is an international flight for purposes of the
international departure tax is too restrictive and changed it to a 12-hour

-rule. The airlines believe that any layover rule is arbitrary. Any
change which lessens the administrative burden on over 17, 000 travel
agents and 5, 000 airline ticketing personnel responsible for its enforce-
ment is recognized as a step in the right direction.

Recommended Solution The layover rule should be completely abolished.
International air travel should be defined as travel from a point within the
United States to a point outside the United States or from a point outside
the United States to a point within the United States. International travel
to points outside the United States would be subject to the $2. 00 international
departure charge. Domestic air travel from one point to another point
within the United States would be subject to the domestic ad valorum tax.

II. The Committee eliminated the annual aircraft use tax ($25 per plane tax
and weight tax) for noncommercial aircraft, concluding that the present
aircraft use tax is a compliance and administrative burden both for the
aircraft owner and the Internal Revenue Service. However, the Committee
believed that replacement revenue for the repeal of the aircraft use tax on
non-commercial aircraft should come from non-commercial aviation. The
fuel tax on non-commercial aviation was increased by 1 cents per gallon.
The aircraft use tax represents the same compliance and administrative
burden for commercial aviation. Historically, over 90 percent of Trust
Fund revenue came from and will continue to come from airline passengers
and shippers. For this reason the aircraft use tax also should be removed
from commercial aircraft.

Recommended Solution Eliminate the aircraft use tax on all aircraft.
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PROBLEM WITH AND RECOMMENDED SOLUTION TO
PROPOSED INTERNAL REVENUE SERVICE RULING ON

AIRPORT DEVELOPMENT BONDS

Proposed Change in Definition of Airport

In 1968 the Congress amended Section 103 of the Internal Revenue Code to
limit the tax exemption of interest on industrial development bonds. The
Congress did not intend to limit the exemption of interest for all activities
which would fall literally within the definition of industrial development
bonds. The use of industrial development bonds- to develop public trans-
portation facilities, including airports, was an activity for which the
exemption of interest remained.

The Department of Treasury issued a regulation which defined an "airport".
It remains in effect and has been relied upon by numerous airport operators
and developers in the U.S. for purposes of financing airport development.
Treasury has issued notice of proposed rulemaking to revise its long stand-
ing regulation to exclude certain airport facilities which have been historically
treated as exempt. This would severely narrow what has been the accepted
definition of "airport".

Recommended Solution A new paragraph (G) be added to Section 103(6)(4)
to read: "Facilities located on an airport related, directly or indirectly,
to the needs of passengers or the air transportation business of shipping
companies and airlines either at such airports, or for their air transportation
system as a whole." The word "airport" would then be deleted from Section
103(6)(4)(D).
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General AviationManulacturero Assation
SUle 17
102S Co"tic" Ave., NW.
Wa hkQW D. C. 20030(202) 296-6W4

September 8, 1980

WITNESS: Edward W. Stimpson
President
General Aviation Manufacturers Association
1025 Connecticut Avenue, N.W., Suite 517
Washington, D.C. 20036

Summary of principal points:

1. Support renewal of the Trust Fund.

2. Airport capacity and airway safety needs have not been met.

3. Huge surplus exists in the Trust Fund which should be
used for purposes intended, i.e., safety and airport
improvement and not for defraying operations and
salary costs of FAA personnel.

4. DOT/FAA - Cost Allocation Study misdirected and fails to
meet Congressional objective. Should be disregarded and
discarded.

5. The general aviation industry has experienced economic
downturn - production is down and unemployment is up.
Not the time to increase taxes.

6. Oppose six percent Excise Tax on aircraft and avionics.
Retrogressive and lacks constructive purpose.

7. Ad valorem fuel tax unfair and inequitable. Established
fuel tax is fairer method.

8. Support the provisions of HR-6721 (Title II) eliminating
the use tax and accompanied by a 1-1/2 cent increase in
fuel taxes to 8.5 cents per gallon.
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'N) General Aviation
Manufacturers Association

Suie 517
1025 Connecicul Ave.. N.W.
WhOn. D. C. 20036(202) 29-540

STATEMENT OF THE
GENERAL AVIATION MANUFACTURERS ASSOCIATION

ON STATUS OF AIRPORT/AIRWAY TRUST FUND
BEFORE

SUBCOMMITTEE ON TAXATION
U.S. SENATE FINANCE COMMITTEE

September 8, 1980

I am Edward W. Stimpson, President of the General Aviation

Manufacturers Association. Our Association has 39 member

corporations representing about 95 percent of the United States

manufacturers of general aviation aircraft, engines, avionics and

accessories.

We appreciate the opportunity to present our views on the matter

of aviation taxes being considered by this Committee. The Airport

and Airway Trust was created by the Airport and Airway Revenue

Act of 1970, has been a deep disappointment. The Fund has not been

used to the fullest extent necessary to meet the air safety needs of

this nation. The Fund, which now has a surplus of almost $4 billion,

seems to serve as a paper budget balancer.

Monies collected from the users of the nations air transportation

system - the airline passengers, the general aviation aircraft owners

and pilots and shippers - were intended to expand and improve the

nation's airport and airway capacity and to keep our airway system

the most technologically safe and efficient in the world. Today, we
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find that our airport system is in need of extensive expansion and

improvement. Many needs have been identified and documented for a

- number of major hub areas of the country in a study conducted by the

Air Transport Association and several general aviation associations.

Capital improvements of the airway system have not kept pace with

available technology, while the funds to accomplish the Job gather

Interest in the Trust Fund. For 10 years, the revenues into the

Trust Fund have exceeded expenditures. The authorizing Committees of

Congress have sought to meet these airport and airway needs but the

OMB and the Congressional appropriating committees have kept expenditures

below the levels of identified needs. The huge surplus in the Trust

Fund has become a pawn of the budget process.

Frankly, we were shocked and bewildered when we learned of the

Administration proposals to increase taxes on general aviation. The

proposed six percent excise tax on new general aviation aircraft and

avionics equipment, and the 10 percent ad valorem fuel tax on all

non-commercial flying would simply create a larger surplus. These

proposals were made when current economic conditions have severely

impacted the general aviation segment of the air transportation

industry. They clearly reflect lack of Administration knowledge as

to what is happening outside of Washington.

In recent weeks, layoffs have occurred at most general aviation

manufacturing plants throughout the nation. Today, factories in

Florida, Kansas, California, Pennsylvania, Alabama and other

locations have been affected. Thousands of employees in the general
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aviation industry are out of work, either temporarily or permanently,

thus contributing to the unemployment compensation debt rather than

to the tax base of the country. To lay new tax burdens on such an

industry will only further aggravate the problems that now confront

US.

High interest rates and lack of available financing have had a

serious impact on industry sales. Some of the proposals now before

this Committee would only exacerbate current problems and create

new ones for the industry and the nation. I ask that you keep in

mind that the aircraft manufacturing industry is one of the few

remaining United States industries that retains world leadership.

This translates directly to export sales and to jobs.

Proposals for increased taxes on general aviation usually stem

from the 1973 Cost Allocation Study, which was directed by Congress

when it passed the Airport and Airways Development Act of 1970.

Unfortunately, the Cost Allocation Study conclusions do not fulfill

the task that Congress directed, which was:

"The Secretary of Transportation shall conduct a study

respecting the appropriate method for allocating the cost

of the airport and airway system among the various users,

and shall identify the cost to the Federal Government that

should appropriately be charged to the system and the value

to be assigned to any general public benefit, including

military, which may be determined to exist...

"Sec 4 PL 91-258
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The Study ironically and mistakenly concluded that there was

no public benefit in the airport/ airway system except for the

military use. This, despite the fact that when the Congress passed

the Air Commerce Act of 1926, the U. S. Government initially developed,

operated and maintained the air traffic control and navigation system

for the benefit of the public. Extensive use by the military only

occurred just prior to and since World War II. The nation obviously

receives tremendous benefits from the airport/Airway system in employment,

time savings and productivity, emergency and disaster services,

transportation of mail and cargo, industrial growth, balance of trade

and in hundreds of other ways. The determination of socio-economic

benefits is the responsibility of the Congress, not social economists.

The Cost Allocation Study additionally failed to recognize that

the nation's airport/airway system matured to meet the needs of the

airlines and the military, which have been the driving force

behind its development. If all general aviation aircraft

disappeared tomorrow, the costly air traffic control and navigation

systems would have to essentially remain intact to serve the airline

and military needs. Only the limited number of air traffic control

towers, landing aids, and other facilities at airports used

exclusively by general aviation aircraft could be closed.

Currently, general aviation pays a seven cent per gallon tax

on all aviation fuel. Our Association has consistently supported

reasonable fuel taxes, at the fixed rate established by the Congress.

In addition, general aviation pays weight and registration fees and
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taxes on tires and tubes. As I mentioned earlier, the Administration

proposes to change the seven cent fuel tax to a 10 percent ad valorem

tax. Currently, the price of aviation gasoline varies from $1.34 to

$1.96 per gallon, with reports of $2.50 or more in isolated cases.

Turbine fuel now costs from $1.26 to $1.85, with a few places higher.

Consequently, a 10 percent ad valorem tax would range from 12 cents a

gallon to 19 cents a gallon, at current prices. It is likely that

$2.00 per gallon may be the prevalent price by FY81 and the ad valorem

tax proposed by the Administration would triple the present fuel user

charge. Because of geography, an operator would pay significantly

more in one area of the country than in another, while using the same

airway system. Because fuel prices have increased at such a rapid

rate, an ad valorem tax is not only unfair, it's not a proper way to

equalize the tax impact on all users.

In addition, consider the process of collections. Thousands of

fixed base operators compute fuel bills by hand.- carrying two or

three different grades of fuel, with prices changing rapidly. How

could the government possibly audit this myraid of transactions?

Moreover, how could the government require this reporting in the

face of the Administration's pledge to reduce the reporting burden

placed on small businesses? Not insignificant is the possible impact

on safety, should a pilot try to stretch his fuel a little too far

to obtain cheaper fuel.
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The Administration's six percent excise tax on new aircraft

and avionics runs counter to recent action by this Commitee and the

Congress in removing excise taxes on other transportation vehicles.

Such a tax is strictly a revenue measure and bears no relationship

to use of the airport/airway system. An operator would pay the same

tax whether he flies 10 hours a year or 1,000 hours a year.

Consequently, this tax is patently unfair as a user tax.

The tax on avionics poses serious safety questions. By

regulation, operators must have certain safety and navigation

equipment, and are encouraged by FAA to have additional equipment.

An excise tax would discourage the purchase of safety equipment,

such as transponders and encoding altimeters, and could have a

detrimental impact on safety. Such actions literally fly in the

face of FAA exhortations that all airplanes should have more equipment.

Moreover, consider the logic whereby the Congress has authorized

a 10 percent investment tax credit to provide incentives for business

expansion an-d is considering additional incentives. The Administration's

proposed excise tax on aircraft and avionics would have the opposite

effect. ,

The House is presently considering HR-6721. Title II of that

legislation represents the considered judgment of the Ways and Means

Committee and authorizes a 1-1/2 cent increase in aviation fuel taxes.

This would raise the present seven cent per gallon to eight and

one-half cents per gallon. To offset this increase, the aircraft

use tax would be eliminated. The use tax revenue comes from an
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annual registration fee of $25 per plane plus a weight tax of three

and one-half cents per pound for jet aircraft and two cents per

pound for each pound in excess of 2500 pounds of maximum certificated

take-off weight for other aircraft. Approximately $17 million

annually goes into the Trust Fund from this tax. The one and one-half

cent increase in aviation fuel tax would generate about this same

amount. While our industry opposes any tax increase in these trying

economic times, on balance, we support the House approach.. .particularly

the elimination of the use tax and its complicated reporting and

voluminous paperwork requirements. The elimination of the use tax

has also been recommended by the Senate Commerce Science and

Transportation Committee.

In summary, we would recommend that this Committee:

1. Recognize and confirm the substantial public benefits

of the airport/airway system.

2. Discard the Cost Allocation Study as a basis for assessing

taxes for use of the airport/airway system.

3. Reject the six percent excise tax on aircraft and

avionics as unwarranted and not compatible with the Administration's

positions, to provide tax relief as incentive to capital formation

and productivity and to improve aviation safety.

4. Reject, as unfair, inequitable, and an administrative

nightmare the ad valorem fuel tax concept.

5. Accept the provisions of Title II of HR-6721 as it pertains

to elimination of the aircraft use tax and the accompanying fuel

tax increase from seven cents to 8.5 cents per gallon.

68-894 0-80-6
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6. Require that the billions of dollars unused in the

Airport and Airway Trust Fund be spent for the purposes intended

or if this surplus is not utilized, consider reducing revenues

into the Fund.

7. Oppose, absolutely, the undue use of the Trust Fund

surplus for salaries and operational costs of the FAA, at the

expense of safety improvements.

And finally, I would again remind the Committee that the

general aviation industry is now experiencing extremely difficult

times. Last year the industry produced 17,048 aircraft. This

year, it now appears that production will approach only about

12,000 aircraft. Actions by this Committee will have a significant

impact upon our future. We seek no preferential treatment. We

do ask for fair and equitable treatment.



79

e NATIONAL
BUSINESS AIRCRAFT

ASSOCIATION, INC.
One Farragut Square South
Washington, D.C. 20006
(202) 783-9000

STATEMENT OF THE

NATIONAL BUSINESS AIRCRAFT ASSOCIATION

BEFORE THE

COMMITTEE ON FINANCE

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT GENERALLY

SEPTEMBER 8, 1980

SUMMARY OF PRINCIPAL POINTS:

1. The Cost Allocation Study is irretrievably flawed.

2. The Airport and Airways Trust Fund should be balanced
so that expenditures for safety and capacity improve-
ment will equal revenues.

3. The IRS and taxpayers need further instructions from
Congress defining commercial and non-commercial
aircraft operations.

4. Hold the line or reduce taxes.

For NBAA:

John H. Winant
President
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Mr. Chairman and gentleman, my nme is John WLnant and I an the President of the National

Business aircraft Association.

The National Business Aircraft Association (B3AA) represents business aviation in the

United States. Business aviation comprises nearly 40Z of all general aviation.activity.

In the United States, approximately fifty thousand aircraft are dedicated to business

pursuits, providing on-call air transportation to all of our nation's airports, and

linking those many ccmmuLities which enjoy little or no air carrier service with the

rest of the nation. NBAA's mebrship consists of over 2250 companies which own and

operate aircraft of all sorts, turbojets, propeller driven small airplanes and helicopters,

to satisfy the- day-to-day transportation demands which active, productive corporations

generate. Without our national business aircraft fleet, many of our nation's smaller

comnities would be out of the mainstream of American economic life, essentially cut

off from the flow of management and enterprise essential to maintaining our highly

productive national economy. NBAKArepresents the aviation related interests of persons

and corporations using aircraft to further their business objectives.

What makes business aircraft worthwhile? This is usually the first question asked about

aircraft in the role of a business tool. Many people suppose airline service should be

sufficient, but this is like suggesting that bus service should be sufficient. Bus

service is dandy if you happen to live near a bus route and only need to go where the

bus route takes you. The same applies to airline service. It's a little faster an route

and goes to places further away, but for flexibility and efficiency for the traveller in

any mode, the private conveyance is essential, be it automobile or airplane.
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WHO PAYS A FAIR SHARE FOR THE USE OF THE AIRSPACE SYSTEM?

Through the years, various schemes have been proposed to "fair share" the cost of our

national airport and airway system among the various users. In 1970, Congress directed

that the Secretary of Transportation conduct a study to determine the appropriate method

of allocating the costs. Included in that mandate was a charge to identify the value to

be assigned to any general public benefit.* This congressional instruction has been

ignored completely by those persons responsible for the various iterations of the "cost

allocation study". Indeed, in the most recent of these, dated November 1978, the authors

again choose to ignore Congress' specific direetions. In citing the law, they choose to

read it as follows, completely ignoring the requirement to identify the value to be

assigned to-any general public benefit: (Page 27, foot note I/ Financing the Airport and

Airway System: Cost Allocation and Recovery, Report #FAA-AVP-78-14, November 1978)

-The "A-irport and Airway Development and Revenue Act of
1970 directed the Secretar of Transportation: (1) to
determine the costs of the Federal airport and airway
system, (2) to determine how these costs should be allo-
cated among the various users, and (3) to recommend an
equitable way of xecoverinq these costs. In accordance
with congressional inst--'cticns, the Office Of the
Secretary of Transportation conducted a study and sub-
mitted its results to Congress--September 1973--in
Cost Allocation Study: Determination, Allocation, and
Recovery of System Costs [351.

What this means is that the Cost Allocation Study is irretrievably flawed, right from the

start, by this serious lack of attention to the letter of the law. It is indeed unfortunate

that the Cost Allocation Studies combine to become one of the ghastly untruths that seem

to take on a little patina of respectability by being dredged up occasionally and placed

on the table and used in horrible error as the basis on which to make legislative proposals.

* Public Law 91-258; 49 U.S. Code 1703.

-2-
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At least fifty percent of the investment in airport and airway system should be assigned

-to general public benefit. The stitching which holds together the fabric of the nation's

productive economy is its transportation systems, and the air transportation system is the

primary Intercity people mover, not just the principal air carriers which interconnect our

-largest cities, but all of aviation which links our many diverse production centers together.

Fifty percent benefit is rational and reasonable for a system which certainly benefits

everyone in the United States.

HOW SHOULD AIRPORT DEVELOPMENT BE FINANCED?

In 1969, before this committee and others in the House and Senate, spokesmen for the National

Business Aircraft Association endorsed user taxes in the form of a cents-per-gallon tax on

all fuels consumed by all civil users of the civil airspace-system, and recommended that the

funds derived from that tax be applied to improvements in the airport/airway system. At that

time, the growth in public demand for air transportation had far outstripped the ability of

the Department of Transportation to plan for or apply the state-of-the-art procedures and

technology of thAt day.

What evolved ten years ago was the Airport and Airway Revenue Act of 1970, which set tax levels
to

for both coercial and non-commercial aviation. The tax for non-commercial aircraft operators

was set at seven cents per gallon, three cents per gallon higher than the federal taxes on

motor gasoline used in non-commercial autos and trucks.

All of those revenues from aircraft operators have been placed in the Aviation Trust Fund and

reserved for the correction of the gross deficiencies in the nation's system of airports and

airways. Getting the money out of the truest fund, however, has proven to be quite more

difficult than putting it in. As each year passed, the trust fund balance haj grown until

now the uncommitted balance was, by Administration estimates, $3,517,648,000 at the end of

this fiscal year.

In 1969, we were naive enough to suppose that the taxes would go d l to the development

of the system, and recommended that some cents from each gallon taxed be spent on airway
(

development. We are still naive enough, and I suppose naive is the correct word, to believe

that the revenues added to the trust fund should be balanced with the expenditures therefrom.

-3-
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We have- therefore consistently urged that more of the trust fund surplus be expended for

those safety items needed in the nation's airport and airway system. We cannot argue with

those who point to our system as the safest in the world, which is the posture taken by

administration spokesmen when critics call for more investment in the system from the trust

fund. We urge today, that we spend the surplus, spend all the taxes collected, to give us

the capacity and safety we need.

WHAT TAX SHOULD APPLY?

The current law requires that all users of our national airspace pay either a tax of seven

cents per gallon for each gallon of fuel used in aircraft or, if the aircraft is employed

in a comercial venture, a tax of eight percent of the mounts paid for the transportation

of persons by air. This has erroneously been dubbed the "passenger ticket tax". I an sure

that this committee understands that the so-called "ticket tax" applies to a great many

circumstances other than just the sale of airline tickets. Fortunately, the taxes on the

transportation by air of persons and property are mutually exclusive from the fuel taxes,

and the use of aircraft are subject to either but not both as to any one trip. Congress

intended, and this committee affirmed, that the tax that will apply will depend on the purpose

of the flight, that is if a flight is for the transportation of persons or property for hire,

the transportation tax applies, but on other flights not for hire, the fuel tax applies.

A flight-by-flight determination seems simple enough, but it has become very troublesome

for the Internal Revenue Service, especially in the case of affiliated groups of business

organizations which are exempted from the transportation taxes for those flights by members

wherein services are provided to other members of the group. The fuel tax, in such cases,

is the applicable levy.

The problem which affiliated groups suffer is that they are essentially forbidden from any

occasional cousercial use of their aircraft, which would include, incidentally, carrying

candidates for Federal office (please see NBAA's Management Aids Volume VIII, No. 6,

November 1979 "Candidates, Senators, Representatives and Business Aircraft Use".) One

-4-
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such flight, by IRS interpretation voids the "exemption" and makes the aircraft operator

-liable for the transportation tax on all of the affiliates' internal flights. This problem

evolves from section 4282 (p).(2). which requires that "...such aircraft is not available

for hire by persons who are not members of such group."

The present House Bill, HR 6721 and other similar proposals, if adopted will create more

problems as it attempts to further differentiate between comercial and non-commercial

aircraft operators in the application of the use tax. Here, flight-by-flight application of

the tax breaks down completely, since use taxes are assessed annually. How will the IRS

determine if an aircraft should he taxed or not? Suppose it is routinely flown in private

carriage but is used for one flight by a candidate for Federal elective office; will the

owner then become liable for use tax in addition to the "ticket tax" on the charges which

are mandated by FEC regulations? And how =any additional inspectors will IRS need in the

field to examine flight records, in order to insure compliance with the use tax, once a

"loophole" has been created for non-commercial users? Absent any clear and specific

instructions from Congress, we feel pretty certain that the IRS regulations will create

the most complicated rules and procedures for paying or not paying the use tax, For example,

it would nol.be beyond imagination that the IRS might require all private operators to file

for exemptions. We urgently ask this committee to provide some guidance to the taxpayers

and the IRS so that for tax purposes, the debarkation between commercial and non-commercial

operations will be clearly understood. Attached hereto is some simple proposed language

which, in our opinion, -Ill clarify the situation so that, given a private operation,

occasional flights in which charges are made, the tax liability would not change for

taxing purposes and all of the consequent and necessary paperwork, forms, axeaptions and

refunds could be eliminated. We offer our assistance for any further research into the

problem which the committee and Its staff may need, and stand ready to help you solve this

problem.

HOW MiCH SHOULD THE TAXES BE?

There have been, in the past few years, several schemes to raise the taxes on non-commercial

aviation. Most such proposals have been b~sed upon the thoroughly discredLtable cost allocation

studies which have so poorly answered the Congress' mandate. We suggest that the tine has

-5 -
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come to examine the trust fund and its extraordinary balance, its inflow and outgo, and

the effect of rapidly escalating operating costs on aircraft operators of every ilk and

see if these taxes ought not be reduced! The revenue estimates from the taxes proposed

by the administration were in error almost as soon as the ink dried on the President's

first budget proposal, primarily because of the steep Tise in aviation fuels prices, and the

concomitant increases in 1ie cost of air transportation. We suggest that the line be held

on taxes on non-comercial aviation and every effort be made to reduce the tax on

transportation by air.

WHAT NEEDS TO BE DONE?

We ask that this Comittee do three things:

1. Hold the line on taxes paid by general aviation users of the national airspace system.

2. Examine the law to see if a more rational division between comercial and non-commer-

cial aircraft operations can be devised, particularly tt provide relief to affiliates

caught in the IRS trap of voided exemptions.

3. Examine the trust fund and projections of revenue and expenditures to determine if

taxes, parimarily the tax of transportation by air, could be reduced because of

ever-increasing trust fund balance.

-6-
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MMMNAL
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a supplement to the
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VOL Vi, No. 6

CANDIDATES FOR FEDERAL ELECTIVE
OFFICE

The Federal Election Campaign Act (FECA)
(2U.S.C.§431 et sq.) applies, in part, to carriage
of candidates in business aircraft. Sections 431,
441b and 441c are those pertinent.

Section 431 defines the relevant terms used
throughout the statute. "Contribution" and "ex-
penditure" use the all-inclusive "anything of
value" as applied to "candidates" for "election"
to "Federal office". Without going into unneces-
sary detail, suffice it to say that the latter three
terms are very broadly defined and, have been in
some instances equally as broadly interpreted to
include anyone related to any facet of the electoral
process, including party nominating conventions.

Section 441 declares it unlawful for any national
bank, any labor organization, any corporation or-
ganized under authority of the U.S. Congress, or
any corporation whatever to make a contribution

or expenditure in connection with any Federal
election.

Section 441c prohibits anyone who enters into
any contract with the U.S. Government for ser-
vices avd/or materials from making any contri-
bution at any time between the beginning of con-
tract negotiations and the later of (1) completion
of performance of, or (2) termination of negotia-
tions for, any such contract. Such contracting cor-
porations are known, for purposes of the FECA,
as " Federal contractors".

Section 441j prescribes the penalties for viola-
tions of the provisions of the FECA: a fine not
exceeding the greater of $25,000 or 300% of the
amount of any contribution or expenditure and/or
imprisonment for not more than one year.

The Rules and Regulations of the Federal Elec-
tion Commission ("FEC"), Parts 114 and 115,
detail the requirements of the abovementioned
Sections of the FECA. Section 114.9(e)deals spe-

M agwA Aifl Is pushed under lf dWrco of NBA's Corport Aymlon M'ae n Caon t " a medawl dau eon
MWtSter etiml to AvWion Depwrt Opeatons. Your auggeef lon for -AhuP! mtier e coraly d.

NOVEMBER
Is?,

CANDIDATES, SENATORS, REPRESENTATIVES AND
BUSINESS AIRCRAFT USE

There are a number of statutes, rules and regulations that pertain to providing air transpor-
tation to candidates for federal elective office, to members of Congress and their staffs. The
first premise is that those guidelines are intended to preserve and promote the integrity of
public officials and institutions. Ostensibly, they protect candidates and Congressmen from
compromising their own positions.

The second premise is what NBAA paraphrases out of the "caveat emptor" principle and
that is, "let the provider beware". The aforementioned statutes and rules may very well
compromise the business aircraft operator since the various government agencies who are
involved do not coordinate their rulings, clarify them or otherwise set a clear path for the
business aircraft operator to follow.

NBAA has published a series of "For Your Information" bulletins reflective of the govern--
ment processes. The purpose of this MANAGEMENT AIDS is to give guidance to business
aircraft operators who may be asked to provide transportation to this specific group. Congress
and the regulatory agencies may change the game rulei at any time. If such action happens,
NBAA will issue appropriate bulletins to supersede the information contained in this AIDS.

all



87

cifically with air transportation of candidates or
their agents by private corporations, including
"Federal contractors".

(e) Use of airplanes and other means of trans-
porfation.
(I) A candidate, candidate's agent, or person
traveling on behalf of a candidate, who uses an
airplane which is owned or leased by a corpora-
tion or labor organization other than a corpora-
tion or labor organization licensed to offer
commercial services for travel in connection
with a Federal election must, in advance, reim-
burse the corporation or labor organization-

(i) In the case of travel to a city served by
regularly scheduled commercial service, the
first class airfare;

(ii) In the case of travel to a city not served
by a regularly scheduled commercial service,
the usual charter rate.

(Emphasis supplied)

Should there be no advance reimbursement, the
transportation would be considered a "contribu-
tioq", according to the General Counsel's office
of the Federal Election Commission, thereby con-
stituting a violation of the FECA.

Please note that §| 14.9 of the FEC Rules and
Regulations does not mention national banks or
corporationsauthorized by any act of the U.S.
Congress. The prohibitions on these entities' elec-
tion activities are generally much more stringent
than those on private corporations or organiza-
tions; in particular, the FECA prohibits national
banks and corporations organized under a charter
of the U.S. Congress to provide transportation on
their aircraft under any circumstances inany elec-
tions, Federal, State, or local.

With the requirement for payment by candi-
dates to the business aircraft operator who oper-
ates under F"ederal Aviation Regulations, Part 91
governing noncommercial operations, would the
aircraft operator still be considered as noncom-
mercial or would an appropriate commercial op-
erator certificate be required? The Federal Avia-
tion Administration answered those questions by
issuing Special Federal Aviation Regulation
(SFAR) No. 37, September 22, 1978. Noncom-
mercial operators may receive payment for car-
riage of candidates, their agents and persons trav-
elling on behalf of candidates, provided that the
payment is required by the Federal Election Cam-

paign Act and does not exceed the amounts re-
quired by the FECA regulation. Business aircraft
operators would not be required to comply with
the FAR's applicable to operations for compen-
sation or hire.

Enter the Internal Revenue Service and its Ex-
cise Tax Branch. For some years NBAA has had
dialogue with this branch concerning appropriate
excise taxes under Public Law 91-258, the Airport
and Airway Revenue Act, for time sharing agree-
ments classified as noncommercial operations by
FAA under FAR Part 91. The IRS position has
been adamant in that they considered time sharing
a wet lease and, consequently, the aircraft oper-
ator was engaged in transportation for hire. In-
stead of paying 70 per gallon tax at the pump. the
operator must remit the 8% transportation tax.
NBAA posed simple questions to IRS. What
would be the appropriate tax under Public Law
91-258, 7¢ per gallon or 8% when a business air-
craft operator complied with the FECA provisions
for payment? IRS responded:

1. The IRS does not accept the Federal Avia-
tion Administration regulations determining non-
commercial operations. (IRS Revenue Ruling 78-
75).

2. The amount paid for a federal political can-
didate's air transportation would be subject to the
air transportation tax. (Under the Public Law ei-
ther the 79 per gallon tax or 8% has to be paid but
not both. Therefore, when 8% tax is required, the
business aircraft operator must apply for an ex-
emption of the 7€ per gallon tax). (IRS Revenue
Ruling 77-405)

3. If an affiliated group (as defined by IRS)
makes its aircraft available to a candidate, that
affiliated group would lose its exemption from the
8% transportation tax for all of its internal oper-
ations. This means that the affiliated group would
be required to pay an 8% transportation tax on all
charges made to its subsidiaries and affiliates for
air transportation. IRS could insist on retroactive
accounting, a payment if 8% should exceed the
7€ per gallon previously paid, and a penalty pay-
ment for violation of the Code. (IRS Revenue Rul-
ing 77-405)

4. Aircraft owned by companies that do not
provide transportation to an affiliated group but
provide transportation to a candidate are required
to remit the 8% tax on the appropriate charges
made to the candidate. The aircraft operator can
claim exemption from the 7¢ per gallon fuel tax
for those flights and remit the 8% tax to the gov-
ernment. (IRS Revenue Ruling 77-405).
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Because of the aforementioned IRS rulings,
NBAA recommends that affiliated groups shun
requests from Federal office candidates, or per-
sons traveling in their behalf, for air transportation
as the tax position on all other company flights
could be compromised. Others may want to con-
sider the weight and volume of paperwork in-
volved in obtaining an exemption from the 7 per
gallon fuel tax and remitting 8% to the IRS.

In any case, NBAA suggests that business air-
craft operators check aircraft liability insurance
policies to see if coverage is provided when the
company accepts remuneration from candidates
under the FECA rules. Under some insurance pol-
icies, coverage may be denied on a flight where a
transportation charge is made.

MEMBERS OF THE U.S. SENATE AND
HOUSE OF REPRESENTATIVES

The rules of the Federal Election Commission
apply only to candidates for Federal office. Once
the candidate is elected he becomes subject to the
rules of the office to which he was elected.

The Senate Select Committee on Ethics has
published a number of interpretative rulings which
relate to the use of private, business or charter
aircraft. Eventually, this Committee will produce
a manual for distribution to the Congress. While
these rules refer to Senators, officers and employ-
ees of the Senate specifically, some assumption
can be made that similar rulings would apply to
other government officials.

Several of the Senate rulings require that the
passenger reimburse the corporation for the use
of the corporate aircraft. If the Internal Revenue
Service applies the same logic as to appropriate
taxes under Public Law 91-258 that they applied
to business aircraft operators complying with the
rules of the Federal Election Conwlssion, they
would hold that the 8% transportation tax must
be paid, that an exemption from the 70 per gallon
fuel tax should be applied for, that affiliated groups
would lose their exemption from the 8% tax and
that taxes collected should be remitted to IRS.

The Senate's interpretative rulings follow:

INTERPRETATIVE RULING NO. 35

Date issued: June 28, 1977.
Applicable Rule: 43.
Question considered:
May a Senator on an official business inspection

tour organized by a Senator of the State to be
visited accept travel on private aircraft and other
travel expenses (lodging and food) from a corpo-
ration with a direct interest in the legislation when
the corporation's installation or property is the
principal subject of the inspection tour and the
corporation is, at least in part, sponsoring the
tour?

Ruling:
A colloquy with Senator Ribicoff as well as

other discussions during the debate on S. Res.
110, established guidelines for this kind of travel
insofar as Rule 43 pertaining to gifts is concerned.
The Committee hopes to issue an advisory opinion
on this area in the near future.

As long as the sponsoring organization provides
the transportation and the trip Is for an official
purpose, the acceptance of the travel is allowable
under Rule 43 since it is considered to be reim-
bursement for or provision of a necessary ex-
pense.

INTERPRETATIVE RULING NO. 41

Date issued: July 1, 1977.
-Applicable Rules: 42 and 43.
Question considered:
May a Senator accept from a person with an

interest in legislation private air transportation
with a value in excess of $100 to a location where
the Senator is to give an address, when the donor
is a member of the group sponsoring the address?

Ruling:
Travel may be accepted from an entity with a

direct interest in legislation if: (I) it is the sponsor
of the appearance; or (2) the sponsor of the ap-
pearance reimburses the entity for the value of
the transportation; or (3) the Senator reimburses
the entity for the value of the transportation.

The travel would not be made acceptable solely
because the individual providing it is a member
of the group sponsoring the address or has been
asked by an officer of the sponsoring group to
provide the transportation without reimbursement
for the cost if he has a direct interest in legislation.

Necessary expenses of travel incident to mak-
ing a speech or an appearance do not have to be
reported as a gift under old Rule 44 or under Rule
42.

No rule prohibits acceptance of transportation
from a person or organization not having".direct-
interest in legislation, but such travel would be
reportable as a gift under old Rule 44 if it is ac-
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cepted in 1977 and its value exceeds $50, or under
Rule 42 if it is accepted during 1978 and the aggre-
gate value of gifts of transportation, lodging, food
or entertainment from the same source in the cal-
endar year (excepting those of $35 or less) exceeds
$250.

INTERPRETATIVE RULING NO. 46
Date issued: July 20, 1977.
Applicable Rules: 42 and 43.
Question considered:
For a Senator to accept transportation in a pri-

vatz aircraft to address a State Party fundraiser
outside his home state, must the provider of the
aircraft bill the sponsor for use of the aircraft and
under what conditions must the Senator report
such transportation as a gift?

Ruling:
If the provider of the private aircraft has a direct

interest in the legislation as defined in Rule
43.1(b), or is a foreign national, he must be reim-
bursed by the sponsor of the Senator for the Sen-
ator's travel, or the Senator's acceptance is pro-
hibited. If the provider has been reimbursed, the
necessary expenses incident to an appearance by
the Senator do not need to be reported as a gift.
Although an organization is a prohibited source
when it maintains a separate segregated fund for
political purposes (commonly called a P.A.C.),
reimbursement for travel expenses does not create
a gift when one is making an appearance at the
fundraiser or activity sponsored by the organiza-
tion.

If the provider does not have a direct interest
in legislation, and is not a foreign national, reim-
bursement of the provider is not necessary to per-
mit a Senator's acceptance of the travel, but when
the provider of the travel is not the sponsor of the
appearance and is not reimbursed the travel must
be reported as gift pursuant to paragraph 2(b) of
Rule 42.

INTERPRETATIVE RULING NO. 51
Date issued: August 5, 1977.
Applicable Rules: 42 and 43.
Question considered:
May a Senator traveling on official business in

a state from which he is not elected accept from
a private source (which has no direct interest in
legislation before the Congress as defined in Rule
43 and is not a foreign national) travel in that state

for himself and members of his family who accom-
pany him?

Ruling:
Here the private individual is not a prohibited

source of travel and is not an organization spon-
soring the Member's appearance in connection
with his official business. Travel (the services or
expenses of transportation, lodging, food and as-
sociated entertainment) may be accepted by a
Senator and members of his family if not from a
prohibited source. Such travel must be reported
as a gift under old Rule 44 and Rule 42 whether
it is or is not incidental to official business.

INTERPRETATIVE RULING NO. 57
Date issued: September 8, 1977.
Applicable Rules: 42, 43 and old 44.
Question considered:
May a Senator accept a constituent's offer to

be flown to the Senator's home state from Wash-
ington in an aircraft owned by a corporation which
is neither a lobbyist nor maintains a separate, seg-
regated political fund within the meaning of Rule
43?

Ruling:
The Rule 43 prohibitions on the acceptance of

gifts apply only to gifts offered by persons or or-
ganizations which have a direct interest in legis-
lation pending before Congress. In this instance,
the offer of air transportation to the Senator's
home state may be accepted. However, this travel
will be reportable as a gift under old Senate Rule
44 if it is accepted prior to January 1, 1978 and
its value exceeds $50, or it will be reportable as
a gift under new Senate Rule 42 if it is accepted
after January 1, 1978 and the aggregate value of
gifts of transportation, lodging, food or entertain-
ment from the same source in the calendar year
(excepting those of $35 or less) exceeds $250.

*New Rule 42 superseded old Rule 44 January
I, 1978.

INTERPRETATIVE RULING NO. 65
Date issued: September 26, 1977.
Applicable Rule: 43.
Question considered:
Has a Senator violated the Code of Official Con-

duct by reimbursing a corporation in the amount
of a commercial air fare after returning to Wash-
ington (with family members) via a corporate
plane?

I
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Ruling:
The legislative history (CONGRESSIONAL

RECORD, March 31, 1977, p. 5264) of Rule 43
indicates that:

"It is the intent of the sponsors of S. Res. 110
that if a Senator travels on a private airplane
owned by a corporation, that transportation is not
k gift if the Senator reimburses the owner of the
plane for the cost of the equivalent commercial
air transportation."

The reimbursement in this case takes the matter
outside of the reach of Rule 43 and is in accord
with the above statement.

INTERPRETATIVE RULING NO. 71

Date issued: September 29, 1977.
Applicable Rules: 43 and old Rule 44".
Question considered:
May a Senator and his or her spouse accept air

travel on a charter flight, arranged by a Member
of the House, in order to accompany the Repre-
sentative to a function at which both the Senator
and Representative (Congressman) are to appear?

Ruling:
The travel on the charter flight does not consti-

tute a prohibited gift under Rule 43 on gifts and
may be accepted. If the value of the gift exceeds
$50, it should be reported under old Rule 44.

*New Rule 42 superseded old Rule 44 January
1, 1978.

INTERPRETATIVE RULING NO. 80

Date issued: October 12, 1977.
Applicable Rule: 43.
Question considered:
Whether a Senator and his wife may accept

private round trip air transportation between his
home state and the site of a speaking engagement
and commercial transportation back to Washing-
ton when the sponsoring corporation has a regis-
tered lobbyist and a political action committee and
is, therefore, a prohibited source of gifts under
Rule 43? Private air transportation is necessary
because of the remoteness of the site of the speak-
ing engagement.

Ruling:
The Rule 43 prohibition on accepting gifts from

sources with an interest in legislation does not
apply to accepting necessary expenses in connec-
tion with speaking engagements where the spon-

sor is providing the expenses. Under these cir-
cumstances, it is appropriate for the Senator to
accept the travel.

Where the Senator's wife accompanies the Sen-
ator to the speaking engagement, and the predom-
inant purpose of her attendance is not for social
or personal purposes, then accepting travel for
her would also be appropriate. Otherwise, ac-
cepting her travel expenses would constitute a gift
subject to the restrictions of Rule 43.

What applies to members, officers and employees
of the House of Representatives is contained in
the Final Report of the Select Committee on Eth-
ics, 95th Congress, Report No. 95-1837. NBAA's
comments about transportation tax consider-
ations for Senators would also apply to Congress-
men when money changes hands for transporta-
tion services. Pertinent sections of the House re-
port are excerpted below: (Emphasis is made by
NBAA).

1. House Rule XLIII, clause 4, as amended on
March 2, 1977, provides that a member; officer,
or employee shall not accept gifts, directly or in-
directly, aggregating over $100 in value in any
calendar year from any person, organization or
corporation having a direct interest in legislation
before the Congress, or from a foreign national.
Specifically exemptedfrom this "mitation are: 1)gifts
with a value of $35 or less; 2) gifts from relatives;
and 3) gifts of personal hospitality of an individual.
The personal hospitality exemption i, essentially
limited to food, lodging and entertainment pro-
vided by an individual (not a corporation or or-
ganization) at the personal residence or on other
property owned by that individual or his family.
The personal hospitality exemption also covers
travel on a boat orabrplane owned by an individual
unless such travel is substituting for commercial
transportation. It should be emphasized that per-
sonal hospitality is exempted only if paid for by
an individual, not a corporation or other form of
organization.

2. Definition of a GiO. In Advisory Opinion #7,
issued on May 9, 1977, the Select Committee
adopted the basic legal definition of a gift for pur-
poses of Rule XLIII, clause 4, as follows:

A payment, subscription, advance, forbear-
ance, rendering or deposit of money, services, or
anything of value, including food, lodging, trans-
portation, or entertainment, and reimbursement
for other than necessary expenses, unless consid-
eration of equal or greater value is received by
the donor.
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3. Defin tion of an Indirect GO. In Advisory
Opinion #9, issued on May II, 1977, the Select
Committee determined that gifts to a spouse or
dependent are indirect gifts to the Member or em-
ployee, unless such gifts are prompted by some
consideration unrelated to the Member or em-
ployee.

4. Direct Interest In Legislation. In Advisory
Opinion #10, issued on May It, 1977, the Select
Committee defined persons having a direct inter-
est in legislation before the Congress to include
the following:

(Ia) Any person, organization, or corporation
registered under the Federal Regulation of Lob-
bying Act of 1946, or any successor statute; and
any person who is an officer or director of a reg-
istered lobbyist, or a person who has been em-
ployed or retained by a registered lobbyist for the
purpose of influencing legislation before the Con-
gress;

(b) Any person, organization or corporation
which employs or retains a registered lobbyist;

(2) Any corporation, labor organization, or
other organization which maintains a separate,
segregated fund for political purposes (Political
Action Committee as defined in the Federal Elec-
tion Campaign Act of 1971; any subordinate or
affiliated organization thereof; and the officers or
directors of such organizations; and

(3) Any other individual or organization which
the Member, officer, or employee knows has a
distinct or special interest in influencing or affect-
ing the federal legislative process which sets such
individual or organization apart from the general
public.

Any gifts aggregating over $100 from one
source, or $250 in the case of food, lodging, trans-
portation, and entertainment, would be disclosed
in accordance with the financial disclosure re-
quirements of the Ethics in Government Act (PL
95-521).

With respect to the question as to when legis-
lation is consider to be "before the Congress".
the Committee determined in Advisory Opinion
#10 that this phrase should be read broadly to
include on ongoing special interest in affecting th.
legislative process, rather than as confined to an
interest in specific legislation pending before a
subcommittee or committee of either House of
Congress.

5. Necessary Travel Expenses. In Advisory
Opinion #2, issued on April 6,1977, and #8 issued
on May 11, 1977, the Select Committee deter-
mined that necessary travel related expenses pro-

vided to a Member or employee in connection
with (I) an event in which he substantially partic-
ipates, or (2) a fact-finding event directly related
to official duties are not considered to be gifts for
purposes of the rule. The first exemption applied
to travel expenses in connection with speaking en-
gagements, panel discussions, seminars, or other
events in which the Member or employee sub-
stantially participates. [n such cases, transporta-
tion and related expenses are provided in consid-
eration of personal services rendered, and there-
fore do not constitute a gift to the Member or
employee. This exemption also applies to the ex-
penses of the spouse (or another family member)
of the Member or employee.

The second exemption applies to inspection
tours, educational programs, and other fact-find-
ing events, where the primary purpose of the trip
is for the Member or employee to become better
informed regarding subject matters directly re-
lated to official duties, and any services rendered
by the Member or employee are only incidental
in nature.

Both the exemptions described above apply
only to necessary expenses (transportation, food
and lodging) and not to entertainment.

6. The following is quoted directly from the
Final Report of the Select Committee on Ethics,
U.S. House of Representatives; HRept No. 95-
1837, January 3, 1979:

HOUSE RULES ON ACCEPrANCE AND DISCLOSURE
OF TRAVEL-R ELATED EXPENSES

The following summary has been prepared by
the Select Committee on Ethics in response to
questions concerning the application of House
Rules to acceptance and disclosure of travel-re-

-fated expenses (i.e., transportation, lodging, food
and entertainment).

DISCLOSURE (HousE RULE XLIV)

Exemptions
Certain travel-related expenses are exempt

from disclosure because they are either disclosed
elsewhere and/or do not involve potential conflicts
of interest. A reporting individual need not list
travel-related expenses which are:

(a) provided by federal state or local govern-
ments, or subdivisions thereof;

(b) provided by a foreign government or inter-
national governmental organization within a for-
eign country. Such expenses must be disclosed
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elsewhere under the terms of the Foreign Gifts
and Dccorations Act (5 U.S.C. 7342).

(c) provided from campaign funds to make a
political appearance on behalf of a federal office.
holder or candidate for federal office.

Requirements
Disclosure is required for all travel-related ex-

penses aggregating $250 or more in a calendar year
from any "non-governmental source". Therefore,
expenses exceeding $250 in value provided from
such sources as trade associations, foundations,
corporations, rabor unions, educational institu-
tions, or political organizations, should be dis-
closed as either a reimbursement or a gift.

(a) Reimbursements. -This category includes
travel-related expenses provided for such activi-
ties as speaking engagements, conferences, and
fact-finding events related to official duties. Such
expenses would be listed as reimbursements
whether they were actually reimbursed to the re-
porting individual or paid directly by the sponsor-
ing organization.

(b) G .- This category includes travel-re-
lated expenses provided for the personal benefit
of the reporting individual (e.g., a vacation or per-
sonal side trip during fact-finding tours). How-
ever, exempted from disclosure is the "personal
hospitality" of an individual provided in the resi-
dence or other property owned by that individual
(e.g., use of a friend's summer home).

In disclosing travel expenses, exact dollar fig-
ures need not be reported. The reporting require-
ments under title I of the Ethics in Government
Act require only the identity of the source and a
brief description of reimbursements or gifts or
travel expenses. Thus, the reporting individual
should provide a description of the itinerary and
the nature of the expenses provided to him.

ACCEPTANCE OF GIFTS (HousE RULE XLIIl)

House Rule XLIII, clause 4 prohibits the ac-
ceptance of gifts aggregating $100 or more in value

in a calendar year from any source with a direct
interest in legislation before the Congress, or from
a foreign national. Exempted are gifts from rela-
tives, gifts of personal hospitality, and gifts valued
at $35 or less.

Therefore, acceptance of such gifts as corporate
jet trips back to the district, weekends at resort
areas, or personal side trips during fact-finding
tours which exceed $100 in value is prohibited if
the source of such expenses has a direct interest
in legislation. Note, however, that expenses pro-
vided for fact-finding tours, conferences, and
other activities related to official duties are not
considered to be gifts, but rather reimbursements
which may be accepted subject to disclosure re-
quirements.

CONCLUSION:

Under certain circumstances, public officials
and candidates for Federal office are required by
law to pay for air transportation provided to them.
When they insist upon paying, the aircraft opera-
tor has little choice other than to trust theirjudge-
ment that they are acting in accordance with the
law. The aircraft operator is therefore bound to
accept such payments.

Once payment has been accepted, the aircraft
operator is further obligated to insure that the
proper tax is paid. In all cases of accepting pay.
ment for air transportation provided, 8% of the
amount received must be paid. Exemption from
paying the 7€ per gallon tax for that flight should
be applied for.

In the case of an affiliated group making its
aircraft available to a public official or candidate,
once payment is accepted from any party outside
of the affiliated group, the "exemption" from the
8% air transportation tax for ay flights within the
affiliated group is jeopardized.
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PROPOSED AMENDMENT TO INTERNAL REVENUE CODE 1954

Change Section 4041 (1954 Code) (c) (4) as follows: (Changes indicated by

italics)

"Definition of noncommercial aviation. For. purposes of this chapter, the

term 'noncomercial aviation' means any use of aircraft, other than use in

a business of transporting persons or property for compensation or hire by

air. The test applied is whether the carriage by air is merely incidental

to the taxpayer's other business or is, in itself, a major enterprise for

profit. Incidental carriage of persons and property when such carriage does

not constitute a major enterpr se for profit is not a business of transporting

persons or property for compensation or hire , and therefore does not chahge

the nonconnercial status of such use. The term also includes ......

Senator BYRD. Thank you, gentlemen.
Senator Packwood.
Senator PACKWOOD. I have no questions.
Senator BYRD. Senator Dole.
Senator DOLE. I have no questions.
Senator BYRD. Thank you, gentlemen.
Mr. IGNATIUs. Thank you, sir.
Senator BYRD. The next panel, Mr. A. L. McMillan, director of

finance, department of aviation, city of Houston; Mr. J. J. Corbett,
vice president, government affairs, Airport Operators Council In-
ternational, Inc., and Mr. David S. Stempler, chairman, Govern-
ment Affairs, Airline Passengers Association, Inc.

Welcome, gentlemen, and proceed as you wish.
At this point, Senator Durenberger has questions which he would

like to have answered for the record by Mr. Lubick, and Mr. Bond.
I will insert his questions at this point in the record.

[The questions follow:]
RECOMMENDED QuEsTIoNs

Question. The Treasury Department has issued a Proposed Rule, on January 5,
1979 (which may have been finalized by now), which, in essence, redefined an
airport, stating that the airport would no longer include airline headquartrs facili-
ties or computer facilities. The Senate Commerce Committee in their Relort on the
ADAP bill stated that this Rule has impacted airport development, which will be
particularly felt by small cities and commuter airlines.

If the status quo on taxes and bonds for airports were maintained, are there a
great number of airlines presently standing in line to utilize this authority, or
would the impact be minimal on The Treasury?

Question. The Proposed Rulemaking did not offer any explanation as to why a
sudden redefinition was required and as to why such facilities, such as restaurants,
retail stores and lodging accommodations, were more functionally related to the
needs of passengers than airline headquarters and computer facilities. Would you
please clarif this?

Question. Would you have any major objections if this Committee, working with
the Senate Commerce Committee, enacted legislation which would maintain the
status quo of airport industrial bonds prior to your Proposed Rule, and then exam-

68-894 0-80--7
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ine the entire question of tax exempt bonds as applied to the nation's airports,
including the possible redefinition propose by Treasury?

STATEMENT OF A. L. MeMILLAN, ASSISTANT DIRECTOR OF
FINANCE, DEPARTMENT OF AVIATION, CITY OF HOUSTON

Mr. McMILLAN. Mr. Chairman, and members of the committee:
My name is Alton L. McMillan, and I am the assistant director for
finance for the aviation department of the cit of Houston. I am
accompanied by Sylvia de Leon from the law firm of Akin, Gump,
Hauer & Feld, who serves as Washington counsel for the city. The
city of Houston is very much honored to participate in this commit-
tee's consideration of S. 1649, the Airport and Airway Revenue Act
of 1979.

Mr. Chairman, we feel that this bill, in conjunction with S. 1648,
which would terminate Federal assistance for major capital im-
provement programs at the Nation's 72 largest airports, will have
ar-reaching effects on the future of air transportation in the

United States. My testimony will offer some thoughts on this
matter from a "nuts and bolts" point of view.

Development of a safe and efficient national air transportation
system requires an orderly, well-developed plan for providing suit-
able, necessary, and timely airport facilities. The long leadtime
required for planning and constructing major components of an
airport system prevents quick responses to changing conditions,
and quick reactions to new demands.

This mandates effective long-range planning for future needs.
Because each airport is a part of an overall air transportation
system, it is important that development at one airport is coordi-
nated with deve opment at other airports. The airport development
aid prorm ADAP, has been very effective in achieving coordinat-
ed development nationwide.

Last February, the Senate passed S. 1648 which would eliminate
the 72 largest airports from future ADAP eligibility. Part of the
justification for this action was a concurrent reduction in the air
passenger ticket tax through S. 1649.

It has been said that this would make funds available to airlines
for payments to large airports to support capital development pro-
jects, and that the airports could renegotiate their contracts with
tenant airlines to obtain this support. Improvements or expansion
of facilities thus would be dependent upon the ability of each
airport to negotiate capital contributions from the airlines serving
that airport.

In my considered opinion, this will not happen. There will be
little or no incentive for airlines to agree to finance major airport
improvements even if the ticket tax is reduced. Incumbent airlines
will be reluctant to underwrite improvements which may benefit
new entrants into the local market at the expense of the incum-
bents, especially if such improvements are not directly beneficial to
the incumbents.

New entrants also will be reluctant to enter into binding capital
commitments until they have become convinced of their own profit-
ability in the new market after a suitable trial period.

Under current law, the airline is merely the conduit through
which the ticket tax is passed to the Federal Government, into the
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Airport and Airways Trust Fund, and distributed to airports.
Under this conduit concept the airlines do not benefit in their
profit and loss statements from these funds because this money
never belongs to the airlines.

By comparison, if the airlines were to agree to larger landing
fees or other capital contribution mechanisms, these increased pay-
ments would reduce the profitability of airline operations in the
absence of corresponding increases in fares.

Given the current state of airline economics, with most carriers
operating at a loss, a fare increase would be almost inevitable in
order to support larger payments by the air carriers directly to the
airports as a substitute for ADAP funds.

Any imagined decrease in cost to the passengers through a re-
duction in the ticket tax would be largely wiped out by increased
fares. The passenger pays either way, either as a tax or as a fare
increase, because there is truly no free lunch when it comes to
funding the massive capital improvements required to meet the
needs of the air transportation system.

My personal experience in some 15 years of negotiating with air
carriers is that when times are good, and the profit and loss state-
ment is in the black, there is a greater willingness to commit to
long-range, large capital expenditures. By contrast, when times are
bad, and the profit and loss statement is in the red, there is a
marked reluctance to make such commitments.

Imagine what effect this sort of on-again/off-again approach
would have on airport projects requiring the commitment of mil-
lions of dollars by more than one airline over an extended period of
time.

Rapidly increasing costs of labor, equipment, and fuel are al-
ready squeezing airline profits. Coupled with scheduled major in-
vestments over the next decade in new aircraft, it is evident that
there will be little room in airline budgets for underwriting signifi-
cant new investments in airport terminal or runway facilities.

Mr. Chairman, let me now give you an idea of what all of this
will mean to a city such as Houston.

Assuming defederalization and the refusal of the airlines to vol-
untarily increase their payments to airport operators for funding
capital improvements, one of two things will happen. Either
planned improvement projects will be delayed, scaled down or can-
celed, or airports will be forced to seek other sources of financing.

The next few paragraphs in my paper deal with some of these
other sources, including internally generated cash, airport revenue
bonds, and general obligation bonds and reach the conclusion that
none of these sources are especially useful, or especially reliable as
sources of funding.

We bring out the point that with airport revenue bonds, the cash
flow that is governed by ordinances authorizing the bonds is such
that we put more into financing the revenue bonds. To the extent
that we do not have sufficient funds available to pay our operating
expenses from internally generated cash, then there is a manda-
tory tax against the local citizens to pay the maintenance and
operating expenses of the airport.

We think that what we are doing here under the proposed bill is
merely to substitute an increas.- in local taxes for a reaction in a
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Federal tax. In my view this sleight of hand will benefit neither
the air transportation system nor the Nation's taxpayers.

I think we can all agree that some day ADAP must end. I submit
for your consideration the thought that this day has not yet ar-
rived. There is still much to be accomplished especially in the Sun
Belt region of our Nation and, therefore, ADAP and the associated
air passenger ticket tax should be continued for a while longer.

Thank you very much.

STATEMENT OF J. J. CORBETT, VICE PRESIDENT GOVERNMENT
AFFAIRS, AIRPORT OPERATORS COUNCIL INTERNATIONAL,
INC.
Mr. CORBEr. Thank you, Mr. Chairman.
I would like to submit my entire statement for the record.
Senator BYRD. It will be received.
Mr. CORBEfr. I will briefly summarize it.
The Airport Operators Council is the association of the govern-

mental bodies like Houston that own and operate the principal
airports in the United States. For example, in Virginia we would
represent Richmond, Norfolk and Newport News; Portland in
Oregon; and Topeka and Wichita in the State of Kansas.

Our members are providers, Mr. Chairman, like the FAA. They
provide facilities, as distinguished from some of the user groups,
from whom you have heard testimony today, who actually pay the
taxes. Our members receive grants from the trust fund, which is a
very small part of the money that those communities generate.

Our recommendations on page 2 of our testimony are that we
hope this committee will vote this Congress to extend the Aviation
Trust Fund through 1990. However, for the reasons detailed in our
statement, our membership does not believe this is an appropriate
time to reduce the 8 percent ticket tax at all, or to increase or
modify current taxes on general aviation as well.

In fact, our members report that there is virtually no passenger
or public complaint about this excise tax. Rather, community opin-
ion is strongly in favor of spending the tax receipts for safety, and
not in reducing what is perceived as an acceptable Federal tax.

Second, we -are sharply opposed to S. 1649 as being philosophical-
!y inconsistent with the responsibility of the public sector for assur-
ing aviation safety and for redistributing funds that come from the
passenger for an equivalent level of safety in all parts of the
system, at large airports and very small airports.

Third, our governmental airport sponsors believe quite simply
that the embarrassing aviation Trust Fund surplus of some $3.7
billion should be spent for the aviation safety and capacity pro-
gram for which the Trust Fund was originally enacted. Likewise,
the additional revenues from the continuation of these taxes and
these tax levels through fiscal 1985 should also be promptly trans-
lated into more runways, more ILS's, and more safety equipment to
benefit those users.

Four, even if the Senate and House authorizing committees are
unable to reach agreement on the expenditure levels for the Trust
Fund programs, as Senator Cannon suggested might happen, we
hope the Senate Finance Committee will achieve at least gi-tempo-
rary, or perhaps a 9-month extension, of the existing aviation



97

excise taxes before this Congress adjourns sine die. It is fiscally
important that none of these taxes lapse on October 1 as provided
under current law.

The reason for our position, Mr. Chairman, is twofold. In our
view the Aviation Trust Fund has worked darn well. In the last 10
years, since there has been a user tax support for this program, we
have had $6 billion put into runways and concrete on airports. It is
a four-fold increase over the prior decade before there were any
dedicated tax revenues. That buys you and your constituents a
much higher level of safety than we have had in the past.

We suggest on page 4 of our testimony that the major issue in
this bill as represented by the philosophy that underlies S. 1649 is,
should the aviation system be protected by public or private sector
funding?

We suggest that if the tax is reduced by 6 percent, as S. 1649
suggests, from 8 percent to 2 percent, that difference of 6 percent
will become a fare increase on the part of the airlines, so that
money, some $7 billion over the next 5 years, will be transferred
from the public sector into the private sector.

Once it is in the private sector, we, and your constituents have
no guarantee that that money will be used for aviation safety, for
aviation capacity. It could be used for a number of valid corporate
purposes, valid purposes, but private purposes.

We suggest, Mr. Chairman, that the proper function of the com-
mittee is to keep the money on the public side, and to make sure
that it is spent. The weakness in the trust fund program has not
been in the tax levels. It has been in the failure of getting the
funds spent for the purposes intended.

Thank you very much.
STATEMENT OF DAVID S. STEMPLER, CHAIRMAN, GOVERNMENT

AFFAIRS, AIRLINE PASSENGERS ASSOCIATION, INC.
Mr. STEMPLER. Mr. Chairman, and members of the committee: I

am David S. Stempler, chairman of the government affairs commit-
tee of the board of directors of the Airline Passengers Association.

I would request that my full statement be placed in the record,
and I will summarize it.

Senator BYRD. So ordered.
Mr. STEMPLER. The Airline Passengers Association has over

75,000 frequent airline travelers as members, and it is therefore
vitally concerned with the subject of today's hearings. We appreci-
ate the opportunity to appear before the committee today.

I think that it is important for the committee to understand our
position as airline passengers. We believe that it has been a great
disservice to the airline passenger and the airfreight shipper, and
the general aviation aircraft owner and operator to have an un-
committed surplus of over $3.8 billion in the trust fund when so
many safety projects and airport projects need to be undertaken.

APA has long stood for the proposition that either expenditures
from the trust fund be substantially increased for needed airport
and airway safety and capacity projects, or the passenger ticket tax
and other trust fund taxes should be reduced, so that after using
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up the $3.8 billion surplus, and retaining a reasonable reserve,
annual income will closely approximate annual expenditures.

I think that it is important for the committee to understand the
mathematical equations associated with the goals of first reducing
the taxes to reduce the surplus, and later equalizing income and
expenditures.

In order to reduce the enormous surplus in the 5 years from
fiscal year 1981 through 1985, the passenger ticket tax rate must
be cut substantially below that rate that is eventually needed to
sustain the fund on an annual basis after creating a reasonable
reserve.

Based on the computer analyses prepared by Coopers & Lybrand
for APA, which are attached as exhibits to this statement, APA
has determined that if expenditure levels of S. 1648 in fiscal year
1985 figures are utilized, the sustaining tax rate after fiscal year
1985 required to have annual income equal annual expenditures,
with a quarter of expenditures in reserve, would be approximately
3.5 to 4 percent.

However, to reduce the surplus in 5 years to that reserve level,
and continuing to use S. 1648 expenditure levels, the passenger
ticket tax rate needs to be cut to between 1 and 2 percent for the
period fiscal year 1981 through 1985.

With respect to the specific bills under consideration, let me just
quickly state that APA strongly supports Senate bills S. 1648 and
S. 1649 as revised. Our position on some of the issues is as follows:

One, on taxes, APA continues to strongly and unequivocally
support a reduction in the passenger ticket tax. We also support a
conversion of the aircraft fuel tax to a percentage or ad valorem
basis. --

Two, the concept of defederalization or the removal of large and
medium airports from the ADAP program was included in the
Senate bill. We support that proposal.

Three, on the issue of tax reduction, some have argued that if
the ticket tax is reduced by 6 percent or more, the airlines will
eventually raise basic fares to vitiate the tax reduction.

First of all, airline fares must be viewed independently from the
tax. Under the current system the 8 percent tax is there whether
the fares go up or down. It is like your shadow, you cannot get rid
of it.

Second, in this period of inflation and increasing fuel prices,
airline fares probably will continue to rise. Thus if fares go up
$100, it really is an increase of $108 to take into account the tax on
the higher basic rate. The elimination of 6 percent of tax will
eliminate this increment of the increase for the passenger.

To assist the committee in the understanding of the expenditures
and tax issues, APA commissioned the international accounting
firm of Coopers & Lybrand to develop a computer model to analyze
the effects of different user tax rates on the expenditure levels of
H.R.. 6721 and the Senate bill.

The following table, which appears on page 11 of our statement,
contains a list of the tax and expenditure variations which are
included as exhibits to our statement. The table includes the pro-
jected surplus at the end of fiscal 1985, as well as the year at which
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the surplus is expected to be eliminated. This latter figure is help-
ful in coming to the rate at which the surplus is decreasing.

Our conclusions, Mr. Chairman, from the perspective of the Air-
line Passengers Association, the Senate bill expenditure levels
coupled with S. 1649 tax levels as revised is the preferred alterna-
tive. Not only does it provide all the benefits outlined in our
statement, but it provides for the lowest tax rate, which is less
than 2 percent during fiscal years 1981 and 1985, and the lowest
sustaining tax rate of 3.5 to 4 percent for the period after 1986. In
addition, the surplus is reduced in 5 years to a reasonable level.

Mr. Chairman, APA hopes that its testimony will be of assist-
ance to the committee, and I thank you for the opportunity to
testify. I will be happy to answer any questions.

Senator BYRD. Thank you.
You favor reducing the airline passenger tax from 8 percent to 2

percent.
Mr. STEMPLER. Yes, sir.
Senator BYRD. How do you respond to the statement made a

little while ago that this would merely mean an increase in the air
fare by the airlines?

Mr. STEMPLER. We tried to make the point in our statement that
you really have to view the two totally separately. The tax is an
add-on to whatever the basic airline fare is. If you have a high tax,
it is higher add-on. If it is a low tax, you have a lower add-on.

Fares will move independently of what the taxes are going to do.
The tax is a set figure.

Senator BYRD. Senator Packwood.
Senator PACKWOOD. Mr. Stempler, your statement is almost ex-

actly in line with S. 1648 and S. 1649, and is obviously at odds with
the other two witnesses on this panel.

Mr. STEMPLER. Yes.
Senator PACKWOOD. I note that you are representing the Airline

Passenger Association. Are you confident that there will be no
jeopardy of safety features if S. 1648 and S. 1649 are passed?

Mr. STEMPLER. We believe that there will be no jeopardy in
safety. Let's take airports first, the FAA will continue to certificate
airports, and it will continue to make requirements as to what
particular features a particular airport must have.

The question is, in order to remain 'hat way, to retain that
certification, the airport would continue to need to fund that proj-
ect one way or another, and we as airline passengers believe that
we will do better when those negotiations for increases and im-
provements take place as a result of arms-length negotiations as
opposed to a particular add-on fee.

We also must understand that if you take a particular passenger
trip, let us say, between New York and Portland, Oreg., or points
where improvements don't need to be made, they are still paying
the tax whether the particular city-pairs that they are using need
the funds.

When the increases in funding come from increases in landing
taxes or terminal charges, then they will be keyed to the particular
facilities that are needed at that particular airport.

Senator PACKWOOD. Mr. Corbett, let me ask why do you fear that
safety is going to be jeopardized if these bills are passed.
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Mr. CORBETT. Senator, I don't feel that safety is going to be
jeopardized as much as that capacity will not be increased.

If I could bring you back to the 1968-69 period when the Senate
Commerce Committee, with the support of the airlines, proposed
the creation of the trust fund which we are now talking about, we
had a situation where traffic was booming, where we had airport-
airway safety problems based on just too many planes and too little
concrete.

The airlines supported the establishment of the trust fund and
an increase in the tax because they had to use all of their internal-
ly generated funds to pay for their new fleet of equipment, such as
the 747. So the additional 3 percent, which is at issue, at least in
part now, in S. 1649 was set aside by the Government to make sure
that when internally available funds from the airlines were not
available for capacity in the system, we will have a direct Federal
mechanism to get those runways in the system, and the safety.

Senator PACKWOOD. By capacity, are you talking about what
would be regarded as operation and maintenance?

Mr. CORBETr. No, by capacity I am talking about the extra
runway in Chicago, on helping to finance Atlanta's develop-
ment--

Senator PACKWOOD. I count those as operations.
Mr. CORBEr. To make sure that when the economic downtrend

that we are having now is over, when we need more space, more
runways, more lighting systems, the money will be there through
the public sector in case the airlines just cannot afford to do it.
That is the assurance that we think this committee and that Con-
gress gave the taxpayers in 1970, and we think that it is just as
valid today as it was 10 years ago.

Senator PACKWOOD. Of the expenditures made for operations and
maintenance, what percentage do the airports now get from con-
tracting with the airlines?

Mr. CORBEF. The very large airports, which are proposed to be
defederalized under the Senate bill, probably get all of their operat-
ing costs covered by fees from the airlines. It is relatively stable.

The problem we have, Senator, and the problem we have with
the Senate bill, is that the new items of capacity could not be
funded through the trust fund mechanism anymore. They would
have to be funded by airline contributions under defederalization.

Senator PACKWOOD. Do you think, that if Houston wanted to
undertake a new runway that the airlines that serve Houston
would leave Houston rather than pay for it?

Mr. CORBmEr. I would like Mr. McMiller to respond to that.
I think we should tell you, since the deregulation of the airlines

which came through the efforts of the Commerce Committee 2
years, it is very hard to get competing airlines to agree on any
capital development. A runway extension which may benefit Bran-
iff, might not benefit American Airlines.

So under the trust fund mechanism we have the ability to go to
the Federal/Government to get, maybe, 17 percent of the money
that Houston has contributed back for a project that will serve all
airlines, but which only some airlines want to finance.

Senator PACKWOOD. Let me address the question to Mr. McMil-
lan.
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Do you seriously think that one of the major airlines would leave
Houston, if the airport wanted to build a new runway, and as the
contract came up the airport said, "We are going to increase the
cost of the contract because of the new runway"?

Mr. MCMILLAN. Senator, I don't seriously believe that the major
carriers, if that term is properly defined, will do that. But you
mention a potential new runway in Houston, which coincidentally
we are planning to build at a cost of about $100 to $125 million.
The result of that construction in the mid-1980's will not be less than
a doubling of the landing fees per thousand pounds of landed
weight at Houston, perhaps a tripling depending on the arithmetic.
I would say that at that point the marginal carriers, compared the
to major carriers, would certainly draw the line, in my opinion, at
incurring such additional landing fees.

It will also cause the major carriers to resist the development
until such time as the economics of the airline industry are much
improved over what they are today. This is where the ups and
downs come in long-range planning, sir.

Senator PACKWOOD. If you are negotiating with the airlines now
for roughly 90 percent of your costs, why on earth is it going to be
difficult to reach an agreement on the other 10 percent?

Mr. MCMILLAN. Sir, there is this difference under the existing
ADAP Act, where 75 percent of this runway construction could be
borne by ADAP funds, assuming that the phasing of construction
would allow the devotion of that much money to it.

It is the difference between $25 million that the carriers now
would have to pay, and $100 million that they would have to pay
back in landing fees over a period of time. That order of magnitude
is a rather frightening difference from the point of view of the
carrier or the airport operator.

Senator PACKWOOD. I have no other questions, Mr. Chairman.
Senator BYRD. Thank you, gentlemen.
[The prepared statements of the preceding panel follow:]
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STATEMENT OF A. L. MCMILLAN, AisTrANT DiR-roR FOR FINANCE, DEPARTMENT OF
AVIATION, Cm Or HOUSTON

Mr. Chairman spd Members of the Committee, my name is

Alton L. McMillan and I am the Assistant Director for Finance for the

Aviation Department of the City of Houston. I am accompanied

by Sylvia de Leon from the law firm of Akin, Gump, Hauer &

Feld who serves as Washington counsel for the City. The City

of Houston is honored to participate in this Committee's con-

sideration of S. 1649, the "Airport and Airway Revenue Act of

1979".

Mr. Chairman, we feel that this bill, in conjunction with

S. 1648 which would terminate federal assistance for major

capital improvement programs at the nation's 72 largest air-

ports, will have far reaching effects on the future of air

transportation in the United States. My testimony will offer

some thoughts on this matter from a "nuts and bolts" point of

view.

Development of a safe and efficient national air trans-

portation system requires an orderly, well-developed plan for

providing suitable, necessary and timely airport facilities.

The long lead time required for planning and constructing

major components of an airport system prevents quick responses

to changing conditions and quick reactions to new demands.

This mandates effective, long-range planning for future needs.

Because each airport is a part of an overall air transportation

system, it is important that development at one airport is coor-

dinated with that at other airports. The Airport Development
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Aid Program (ADAP) has been very effective in achieving coordinated

development'nationwide.

Last February the Senate passed S. 1648 which would elimi-

nate the 72 largest airports from future ADAP eligibility. Part

of the "justification" for this action was a concurrent reduction

in the air passenger ticket tax through S. 1649. It has been said

that this would make funds available to the airlines for payment

to large airports to support capital development projects and

that the airports could renegotiate their contracts with tenant

airlines to obtain this support. Improvements or expansion of

facilities thus would be dependent upon the ability of each air-

port to negotiate capital contributions from the airlines serving

that airport.

In my considered opinion, this will not happen.

There will be little or no incentive for airlines to agree

to finance major airport improvements even if the ticket tax is

reduced. Incumbent airlines will be reluctant to underwrite

improvements which may benefit new entrants into the local market

at the expense of incumbents, especially if such improvements are

not also directly beneficial to the incumbents.. New entrants also

will be reluctant to enter into binding capital commitments until

they have become convinced of their own profitability in the new

market after a suitable trial period.

Under current law, the airline is merely the conduit through

which the ticket tax money is passed to the Federal Government

into the Airport and Airway Trust Fund and distributed to'airports.
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Under this "conduit" concept, the airlines do not benefit in

their Profit and Loss statements from these funds, because this

money never belongs to the airlines.

By comparison, if the airlines were to agree to larger

landing fees or other capital contribution mechanisms, these

increased payments would reduce the profitability of airline

operations in the absence of corresponding increases in fares.

Given the current state of airline economics, with most carriers

operating at a loss, a fare increase would be almost inevitable

in order to support larger payments by the air carriers directly

to the airports as a substitute for ADAP funds. Any

imagined decrease in costs to the passenger through reduction in

the ticket tax would be largely wiped out by increased fares.

The passenger pays either way -- either as a tax or as a fare

increase -- because there is truly no free lunch when it comes

to funding the massive capital improvements required to meet the

needs of the air transportation system.

My personal experience in some 15 years of negotiating with

air carriers is that when times are good, and the Profit and Loss

Statement is in the black, there is a greater willingness to commit

to long-range, large capital expenditures. By contrast, when times

are bad, and the Profit and Loss Statement is in the red, there

is a marked reluctance to make such commitments. Imagine what

this sort of on-again-off-again approach would have on essential

airport projects requiring the commitment of millions of dollars

by more than one airline over an extended period of time. Rapidly
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increasing costs of labor, equipment and fuel are already squeez-

ing airline profits. Coupled with scheduled major investments

over the next decade in new aircraft, it is evident that

there will be little room in airline budgets for underwriting

significant new investments in airport terminal or runway facili-

ties.

Mr. Chairman, let me now give you an idea of what all of this

will mean to a city such as Houston.

Assuming "defederalization" and the refusal of the airlines

to voluntarily increase their payments to the airport operator

for funding capital improvements, one of two things will happen.

Either planned improvement projects will be delayed, scaled down

or cancelled, or airports will be forced to seek other sources

of financing.

These other sources of financing are limited and generally,

place a greater portion of the tax burden on local citizens, as

opposed to air passengers. These include:

-- internally-generated cash (including revenues from

parking and other airport concessions);

airport revenue bonds;

-- general obligation bonds.

There are serious problems associated with each of these sources.

For example, the ordinances underlying Houston's airport revenue

bonds provide for a pledge of gross airport revenues first to

debt service. Funds remaining may be used for general airport

operation and maintenance. Any deficiency for such expenses
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however must be made up through local taxes. Therefore, should

Houston commit a greater portion of airport revenues to debt

service for capital projects which would no longer be eligible

for ADAP assistance, local taxes could be required to meet unfunded

maintenance and operations expenses. This would in effect,

shift the tax burden for supporting essential airport facilities

from air transportation users, where it largely is under the

current system, to local taxpayers.

An alternative source of funds, airport revenue bonds,

typically have a debt service coverage test that must be met

before additional first lien parity bonds may be issued. In

Houston's case, this test requires that annual airport revenues

equal not less than 1.5 times the average annual debt service

of both outstanding and proposed issues. This places an effective

ceiling on our parity bonds. Although subordinate lien airport

revenue bonds are not subject to the same absolute coverage test,

they are debt serviced from the same revenue stream as the first

lien bonds, and being of junior rank carry higher interest rates.

I am advised by counsel that Texas law limits the interest rate

which we can pay to 10 percent. In view of today's high interest

levels, there is a very real risk that we could not issue signifi-

#cant amounts of subordinate lien bonds. Given these limitations,

we have not found airport revenue bonds to be an unlimited source

of funds.

Finally, general obligation bonds, by definition, pledge

the faith and credit of the issuer (the City of Houston) and

are directly supported by local taxes. With the growing resistance
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of citizens nationwide to local property tax increases, as

reflected in Proposition 13 in California, and in tax limita-

tion or tax reduction moves taken elsewhere, general obligation

bonds are the least likely, least favorable source of capital

funds to substitute for the money generated from the air passen-

ger ticket tax and used through ADAP to promote airport and air-

way development.

For these reasons Mr. Chairman, it is my strong conviction

that S. 1649 will not really cut taxes. It will merely substi-

tute an increase in local taxes for a reduction in a Federal tax.

In my view, this tax "sleight of hand" will benefit neither the

air transportation system or the nation's taxpayers.

Until the full effect of airline deregulation on the air

transportation system of this country is known it ij premature

to substantially alter current arrangements for financing capital

projects at major airports. During this period of unprecedented

price and route adjustment for the industry, there is simply no

practical substitute for the 8 percent air passenger ticket tax to

support continued ADAP assistance to all airports. Forced

experimentation with alternative financing arrangements for air-

port improvements at this time is in no one's interest.

I think we can all agree that, some day, ADAP must end.

I submit for your consideration the thought that this day has

not yet arrived, that there is still much to be accomplished --

especially in the Sun Belt region of our nation -- and therefore,

that ADAP and the asso-ited air passenger ticket tax should be

continued for a while longer.

Thank you very much.
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AOCI RECOMMENDATIONS

1. We hope this Committee will vote this Congress to-extend the Aviation
Trust Fund through 1990. However, for the reasons we will detail, our membership
does not believe that this is an appropriate time to reduce the 8% passenger tax at
all (or to increase or substantially modify current taxes on general aviation).

In fact, our members report that there is virtually no passenger or public
complaint about this excise tax. Rather, community opinion is strongly in favor of
spending the tax receipts for safety, not in reducing an "acceptable Federal tax."

2. We are sharply opposed to S. 1649 as being philosophically inconsistent
with the responsibility of the public sector for assuring aviation safety and for
redistributing passenger-generated funds for an equivalent level of safety
throughout an interdependent airport and airway system.

3. Local governmental airport sponsors believe, quite simply, that the
embarrassing Aviation Trust Fund surplus of some $3.7 billion should be spent for
the aviation safety and capacity purposes for which the Trust Fund was originally
created. Likewise, the additional revenues from the continuation of these taxes
and tax levels through FY 1985 should also be promptly translated into more
runways, more ILS's, and other safety equipment to benefit those users.

4. Even if the Senate and House authorizing Committees are unable to
reach agreement on the expenditure levels for the Aviation Trust Fund programs in
the remaining days of this Congress, we hope the Senate Finance Committee will
achieve at least a temporary (nine-month) extension of the existing aviation excise
taxes and levels before this Congress adjourns sine die. It is fiscally important that
none of these taxes lapse on October I as provided under current law (P.L. 96-298,
July 1 1980).

68-894 0-80--8
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Mr. Chairman and Members of the Subcommittee,

I am 3. 3. Corbett, Vice President - Federal Affairs, of the Airport Operators

Council International (AOCI). The Airport Operators Council International is the association

of the governmental bodies which own and operate the principal airports served by the

scheduled airlines in the United States as well as in many countries abroad. Our U.S.

member airports annually enplane more than 90% of the domestic and virtually all of the

U.S. International scheduled airline passengor-and cargo traffic. In addition, our local

government members operate many reliever and other general aviation facilities which

supplement the larger airports in their communities and regions. (A listing of our United

StatEs members is attached.)

Both these public airport sponsors and the FAA are providers of aviation facilities.

While the Federal Government, through the FAA, is responsible for airways facilities, our

members provide the associated public landing and terminal facilities that are open to

aviation users. Thus our perspective is somewhat different from that of the aviation user

groups, such as airlines, general aviation and airline passengers, who contribute to the

development of safe airway and airport facilities through their Federal aviation excise taxes

supporting the Airport and Airway Trust Fund. The grants-in-aid our members receive

through the FAA's Airport Development Aid Program (ADAP) represent a partial return of

the aviation user tax receipts being generated in those communities.

We are pleased. for this opportunity to present the views of our United States

members on the present status of the Airport and Airway Trust Fund established by this

Committee some ten years ago (Title 11, Airport and Airway Revenue Act of 1970, P.L. 91-

238) and on various proposals pending before the Cortgress to modify the Federal excise
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taxes and rates now imposed on users of the national airport and airway system. AOCI has

reviewed S. 1649, proposed by Senator Cannon and others, Title [1 of H.R. 6721, the House

Ways ard Means Committee proposal soon to be voted upon by the House of

Representatives, as well as the Administration's proposal (S. 1582).

Because the present 8% Federal domestic passenger ticket tax (passenger tax)

generates some 85% of all Aviation Trust Fund revenue, our comments today will focus on

whether that tax should be reduced immediately to 2% (proposed in S. 1649), kept at the

present level through the next Congress and then reviewed to see if a reduction to 5% should

be allowed (H.R. 6721), or kept at 8% at least through FY 198% as proposed by the Carter

Administration (S. 1582).

AOCI RECOMMENDATIONS

I. We hope this Committee will vote this Congress to extend the Aviation
Trust Fund through 1990. However, for the reasons we will detail, our membership
does not believe that this s an appropriate time to reduce the 8% passenger tax at
all (or to Increase or substantially modify current taxes on general aviation).

In fact, our members report that there is virtually no passenger or public
complaint about this excise tax. Rather, community opinion Is strongly in favor of
spending the tax receipts for safety, not In reducing an "acceptable Federal tax".1

2. We are sharply opposed to S. 1649 as being philosophically inconsistent
with the responsibility of the public sector for assuring aviation safety and for
redistributing passenger-generate-e---funds for an equivalent level of safety
throughout an interdependent airport and airway system.

3. Local governmental airport sponsors believe, quite simply, that the
embarrassing Aviation Trust Fund surplus of some $3.7 billion should be spent for
the aviation safety and capacity purposes for which the Trust Fund was originally
created. Likewise, the additional revenues from the continuation of these taxes
and tax levels through FY 1985 should also be promptly translated into more
runways, more ILS's, and other safety equipment to benefit those users.

4. Even if the Senate and House authorizing Committees are unable to
reach agreement on the expenditure levels for the Aviation Trust Fund programs in
the remaining days of this Congress, we hope the Senate Finance Committee will
achieve at least a temporary (nine-month) extension of the existing aviation excise
taxes and levels before this Congress adjourns sine die. It is fiscally important that
none of these taxes lapse on October I as provide under current law (P.L. 96-298,
3uly I, 1950).
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Aviation Trust Fund Has Worked Well

Since it was created in 1970, the Aviation Trust Fund has provided a dependable

stream of user funding for airport and airway safety and capacity. More funds and assured

funding for the system have resulted in higher levels of aviation safety than ever before

possible while providing an increase in airport capacity to handle the doubling of passenger

traffic that has occured in the 1970's.

During these past ten years, some $4 billion in user contributions were expended to

upgrade airports and their runways, taxiways, and lighting systems; an additional $2.6

billion was spent for control towers, radars, and enroute control centers; $2 billion went

toward the Government's maintenance of the airways system and $700 million was invested

in aviation research and development. However, as noted before, some $3.7 billion still

remains squirreled away, unobligated and unspent, in the Trust Fund.

ADAP Program Helpful

For airport communities, the Trust Fund has spurred $6 billion in airport

development since 1970, with $4 billion coming through the ADAP program matched by $2

billion in local funds. This four-fold increase over the prior decade is mainly the result of

the Trust Fund mechanism.

According to FAA data, half that development in the 1970s directly increased the

safety level of all airports, large and small, by rehabilitating worn-out facilities, bringing

airports up to FAA safety standards, and purchasing fire and rescue equipment, security

fencing or runway grooving and other runway safety improvements. The remaining 50%

increased the capacity of the airport system by upgrading.airports to serve larger aircraft,

increasing capacity to reduce expensive delays and building new airports.
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S. 1649S MAJOR ISSUE: PUBLIC OR PRIVATE SECTOR FUNDING?

S. 1649 challenges a number of premises upon which the Aviation Trust Fund concept

has relied during the past decade. The first is that the Trust Fund is a good mechanism for

generating funds by which government assures travellers a safe civil aviation system through

its capital investment in airway and airport facilities in amounts and timing that are

unrelated to the private sector's profit and loss cycles.

In contrast, proposing to reduce the passenger -tax from 8% to 2%, S. 1649 would

result in a transfer of $7 billion in 1981-1985 passenger-generated funds from the public

sector (tax revenues into the Trust Fund) to the private sector (fare revenues to airline

corporations).

This would happen because, under CAB regulations, the U.S. airlines could and likely

would increase their fares when and by the same amount that the Federal Government

lowers its tax on passengers. Thus, a passenger who had previously paid an $8 Federal tax on

a $100 fare would, after S. 1649, pay about a $2 tax on a $106 fare for the same flight. The

total cost of flying would not have increased but the public and private shares of the

passenger's revenue would have markedly changed.

From the viewpoint of the local governments which own the airports, there is a

tremendous difference between these two approaches. With passenger tax revenue flowing

into the public Trust Fund, those funds could only be used to pay for the aviation safety and

capacity programs specified by the Congress (including airport development under the ADAP

program).

However, with that $7 billion in the private sector, airline management could

expend that new revenue for any corporate purpose (return on investment, fuel costs,

personnel salaries or aviation safety and capacity projects). Thus S. 1649 is simply a transfer

of $7 billion from the public to the private sector over the next five years and an expansion

of the purposes for which that money could be used beyond the safety and capacity items

currently decided by Congress.
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AOCI members believe that this taxing source should remain in the public sector and

at the 89% level, at least att this time. In our view, the 8% Federal passenger tax is not

excessive given the Federal Government's total expenditures for civil aviation (including

operating and maintaining the airways system) and the airline traveller's ability to pay for

enhanced safety and capacity. Furthermore, as will be discussed below, airport proprietors

do not believe that the same amounts of passenger funds which now finance airport capital

development through the Trust Fund would be made available for that purpose by airline

managements.

S. 1649's massive tax reduction proposal also questions the Trust Fund premise that

the parts of the nation's civil aviation system are and will continue to be financially

Interdependent. Currently, under the Airport and Airway Development Act of 1970 as

amended (49 U.S.C. 1701), the Secretary of Transportation Is enpowered, within the limits

set by Congress, to transfer revenues generated in the major metropolitan areas to achieve

the same level of ground and air safety at smaller airports which can't locally generate

adequate funds from the airlines.

in contrast, S. 1649's revenue estimates are based upon (1) "defederalizing" or

making ineligible for any ADAP grants the largest 72 airline airports in the nation, and (2) so

draining the existing Trust Fund surplus that there won't be enough tax revenue still coming

in from the major metropolitan areas to finance another five years of subsidized airport

development at the smaller, financially marginal, community airports.

Thus, in addition to transferring $7 billion to the private sector, S. 1649 would also

financially separate the major hubs of the airport system from their feeder airports and

from any access to the Trust Fund.

Airport defederalization, as we can demonstrate, could harm the larger airports

directly and smaller airports Indirectly. Conversely, reducing the Federal passenger tax to

2% would eliminate the revenue base that smaller airports will need In 1985 when the ADAP

program comes up for renewal. This would also adversely impact on major communities

which feed passengers to smaller communities.
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AIRPORT DEFEDERALIZATION THE I Ii% TAX ISSUE

"Airport defederalization" was originally conceived by Senator Cannon, as chairman

of the Senate Commerce Committee, as a way of freeing local airport sponsors from the

expensive and extensive "red tape" of Federal grant regulations while, at the same time,

removing those local governments involuntarily from the Federal ADAP program. Now,

however, "defederalization" means only "defunding" since the Federal bureaucrats will

continue in perpetuity to regulate and red-tape the city, county and state governments

which run airports.

At least there's no disagreement over the facts of defederalization - just its

implications. Under S. 1648, the authorization passed by the Senate last February 5, the

largest 72 airports - from Chicago's O'lare through Albany's (NY) Airport (which enplanes

less than 2000 passengers daily) -- would be made ineligible for ADAP funds. These 72

airports receive about $250 million annually from the ADAP program through a combination

of statutory apportionments and discretionary grants.

That's it. $250 million a year, and steadily declining in recent years as a proportion

of total ADAP grants. At a total cost to the Trust Fund of S250 million a year, airport

defederalization of all 72 airports represents less than I % of the existing 8% Federal

passenger ticket tax that is the primary source of Trust Fund receipts. Talus, airport

defederalization would, at most, justify a reduction In the 8% domestic tax to 6 *%, or from

$ to $6.50 on a $100 airline fare. To justify reducing the passenger tax below 6 YJ%, the

Senate proponents of S. 1649 use the other rationale - draining the Aviation Trust Fund

surplus.

Consider the importance of these 72 communities to the aviation system and to

Trust Fund revenues. The seventy-two metropolitan airport communities which would be

defunded by the Senate bill enplane 85% of all airline passengers In the nation, Including
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about half of all commuter airline passengers. Fully 75% of all airline operations occur at

these 72 airports. And 75% of the revenues from all the Federal aviation user taxes feeding

the Trust Fund are generated in these communities.

S. 1649's revenue requirements assume that the defederalized communities can

merely renegotiate their airline contracts and obtain the lost ADAP monies directly from

the airlines... as the airlines increase their ticket prices. That's easier said than done.

Legal Problems with Higher Landing Fees

Under existing long-term landing fee contracts entered into with airlines, on the

assumption of continuing ADAP, most airports are now legally prohibited from imposing new

charges on the airlines to replace funds lost through defederalization. The only possible

exception would be: (1) if a "majority" of the airlines serving an airport would agree on the

projects to be funded, or (2) if all the airlines agree to renegotiate their existing contracts,

some of which extend up to 30 years.

Yet, in these days of airline deregulation, it is increasingly more difficult - if not

impossible -- to get competing carriers serving an airport to agree on any airport

development project. And for a carrier to voluntarily renegotiate higher fees and charges

before the normal renegotiation deadline arrives is, in these days of economic hardship for

the airlines, not likely.

And in times such as these, if the airlines should increase payments to defederalized

airports, there will probably be less money for landing fees at smaller airports which,

without sufficient landing fee proceeds, may not be able to generate the matching funds

necessary to use their ADAP appropriations.

Further, if the defederalized airports lack the funds for facilities to meet growing

traffic demands, then frequent commuter airline services to smaller communities will find it

difficult, if not impossible, to secure landing slots at those major airports during the most

advantageous hours for travel.
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Equity to Taxpayers in Metropolitan Areas

Defederalization is also an important issue to the contributing taxpayers, the

majority of whom use the 72 major airports which would be defunded. At those airports,

they stand to lose the benefits of the $3.5 billion contributed over the years to the Aviation

Trust Fund. In equity, these taxpayers should see some benefit at their home airports from

that present Trust Fund surplus. But that won't happen at any airport that would be

defederalized.

To add insult to injury, these metropolitan area passengers will, in essence, end up

paying twice First, they'll pay higher ticket prices when airlines add back the cost of

whatever ADAP-replacement contributions they make to major airports. Then they'll pay

again via the continued Federal ticket tax that will still be added on top of their ever-

increasing air fares.

TRUST FUND DEPLETION - A THREAT TO SMALLER COMMUNITIES

If, as we've computed, defederalization of all 72 airports could only reduce the

passenger tax rate I Yz%, from 8% to about 6 Yi%, what's S. 1649's justification for the

further 4 Ya% cut in the tax rate to 2%?

Such a reduction is mathematically possible only if the Trust Fund surplus is

depleted over the next five years by S. 1648's proposed expenditures of $8.5 billion while

taking in only $4.5 billion in Federal tax revenue during that same period.

The Aviation Trust Fund would be depleted too quickly and drastically, until it is

mostly gone in 1985. At that time, AOCI member communities would be left adrift with

inadequate remaining balance in the Trust Fund and the prospects of an uphill battle in 1985

to increase tax levels in order to maintain the ADAP program. If 72 larger airports are

defederalized out of the program, a much smaller airport constituency will be available to

wage that Important battle.
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AOCI does support reduction of the current, unconscionable Trust Fund surplus. But

this should occur so as not to endanger the access of small communities to the cross-subsidy

provided by heavy travel through major hub airports. And, with defederalization as proposed

in S. 16498, we're concerned that there won't be enough financial strength in the Trust Fund

or broad political support in Congress to pass an adequate post-19S5 ADAP program.

The only airports left eligible would be those airports which represent just 1_% of

airline passengers and 23% of Trust Fund revenue sources.

AOCI WOULD REDUCE TRUST FUND SURPLUS BY PURCHASING MORE SYSTEM CAPACITY

Airport sponsors hope that this Committee, in rejecting S. 1649, will support

expenditure of the existing Trust Fund surplus for those projects which the public sector

needs and which the private sector supports. if the nation's airlines will now support the

appropriation of that accumulated surplus for projects which will increase airport and

airway system capacity, as well as enhance safety, the purposes of the Trust Fund will have

been achieved and long-delayed projects can be commenced.

Our members don't doubt and FAA's data confirms that the Trust Fund could be

wisely used for such purposes. The FAA's own National Airport System Plan (NASP)

conservatively projects an airport development need of $12.7 billion over the next decade.

Of that, $8.7 billion will be needed within the first five years, or $1.3 billion annually from

the Trust Fund. That's twice the current ADAP level.

The NASP indicates what we all know, that smaller airports will continue to use

their Trust Fund monies for safety awid upgrading while larger airports need new capacity to

handle more people and planes safely and expeditiously.

According to the FAA's latest calculations, 33 of the nation's busiest airports -

those which would be defederalized under the Senate approach, will reach their saturation

points by 1990. By that date, up to another 165 airports may exceed their practical capacity

with possible delays averaging 40 minutes per operation during peak hours.

It's time to spend the surplus.

Thank you.
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AIRPO12T OPERATORS COUNC. INTERNATIONAL

ROSTER OF MEMBERS

WITHN THE UNITED STATES AND I1S TERRITORIES

ALABAMA

Birmingham - Department of Aviation

ALAA

Alasa - Department of Transportation & Public Facilities
Juneau - City and borough

AMERICAN o SAMOA

Pago Pago - Government of

FLORIDA

Daytona Beech - Regional Airport
Fort Lauderdale - Board of Broward County Commissioners
Ft. Myers - Lee County Airport
acksonville - Port Authority

Melbourne - Airport Authority
Miami - Dade County Aviation Deparment
Orlando - Greater Orlando Aviation Authority
Palm Beach - bSaM of County Commssioners
Pensacola - City of
Sarasota-Manatee - Airport Authority
Tampa - Hilsbo h County Aviation Authority

GEORGIA

Albany - Albony-Dougherty County Airport
Atlanta - Aviation Department
Savamnah - Airport Commission

GUAM

Guam - Government of

HAWAI

Honolulu - Department of TransportationARIZONA

Phoenix - Aviation Department

Bakersfield - Kern County Department of Airports
Burbank - Burbank/Glendale/Pasadena Airport Authority
Fresno - City of
Los Angeles - Department of Airports
Oakland - Board of Port Commisoners
Palm Springs - City of
Sacramento - County of
San Diego - Unified Port+District
San Francisco - City and County of
San 3ose - City of
Santa Ar - Orange County Airport

COLORADO

Colorado Springs - City of
Denver - City and County of
Pueblo - Memorial Airport

DISTRICT OF COLUUUA

Washington - Metropolitan Washington Airports

Chicago - Department of Aviation
East Alton - Civic Memorial Airport Authority
Moline - Rock Island Cotary Metropolitan Airport Authority
Peoria - Greater Peoria Airport Authority
Rocdord - Greater Roddord Airport Authority
Springfield - Airport Autority

PIIANA

Fort Wayne - Board of Aviation Commissioners
Indianapolis - Airport Authority
South Bend - St. Jose0 County Airport Authority

DW A

Cedar Rapids
Des Moines - Department of Aviation
Mason City - Municipal Airport Commission

KANSAS

Topeka - Metropolitan Airport Authority
Wichita - Airport Authority
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Lexington - Blue Grass Airport
Louisville - Louisville and Jefferson County Air Board
Paducah - Airport Corporation

LOUIS ANA

Baton Rouge - Greater Bton Rouge Airport District
Lafayette - Airport Commission
New Orleans - Aviation Board

MAINE

Bangor - City of
Portland - City of

MARIANA ISLANiS

Sap - Department of Tranortation
Saipan - International Airport

MARYLAND

Maryland - State Aviation Administration

MASSACHUSET3

Boston - Massachusetts Port Authority

MICHIGAN

Detroit - Board of Wayne County Road Commissioners
Flint - City of
Freeland - Tri-City Airport Commission
Grand Rapids - Kent County Aeronautics Board
Kalamazoo - Municipal Airport
Lansing - Capital Region Airport Authority
Muskegon - County Airport

MINNESOTA

Minneapolis-St. Paul - Metropolitan Airports Commission

Gulfport - Gulfport-Biloxi Regional Airport Authority
Hattiesburg - Pine Belt Regional Airport Authority
Jackson - Municipal Airport Authority

MISSOURI

Columbia - City of
Jefferson City - Airport Commission

MISSOURI (Continued)

Kansas City - Aviation Department
St. Louis - Airport Authority
St. Louis County - Spirit of St. Louis Airport
Springfield - Municipal Airport Board

MONTANA

Great Falls - International Airport
Missoula - County Airport

NEBRASKA

Lincoln - Airport Authority
North Platte - Airport Authority
Omaha - Airport Authority

NEVADA

Las Vegas - Clark County Department of Aviation
Reno - Airport Authority of Washoe County

NEW HAMPSHIRE

Manchester - Airport Authority

NEW JERSEY

Trenton - Mercer County Airport

NEW MEXICO

Albuquerque - City of

NEW YORK

Binghamton - Broome County Department of Transportation
Buffalo - Niagara Frontier Transportation Authority
New York - Metropolitan Transportation Authority
New York - Port Authority of New York and New Jersey
Syracuse - Departmen: of Aviation
White Plains - Westchester County Airport

NORTH CAROLINA

Charlotte - City of
Greensboro-High Poin- - Airport Authority
Raleigh - Raleigh-Durhain Airport Authority

OHIO

Akron-Canton - Regional Airport
Cincinnati - Kenton County Airport Board

0



OHIO (continued)

Cleveland - City of
Columbus - Metropolitan Airport and Aviation Commission
Dayton - Department of Aviation
Toledo-Lucas County - Port Authority
Youngstown - City of

OKLAHOMA

Oklahoma City - Airport Trust
Tutus - Airport Authority

OREGON

Portland - Port of

PENNSYLV ,4A

Lehigh-Northampton - Airport Authority
New Cumberland - Bureau of Aviation
Philadelphia - Department of Commerce
Pittsburgh - Greater Pittsburgh International Airport

PUERTO RICO

San 3uan - Puerto Rico Ports Authority

State of Rhode Island - Division of Airports

SOUTH CAROLINA

Charleston - County Aviation Authority
Columbia - Metropolitan Airport
Greenville-Spartanburg - Airport Commission

TENNL5SEE

Chattanooga - Municipal Airport
Knoxville - Metropolitan Airport Authority
Memphis-Shelby County - Airport Authority
Nashville - Metropolitan Airport Authority

TEXAS

Austin - City of
Dallas - Department of Aviation
Dallas/Fort Wdeth - Regional Airport Board
El Paso - City of
Hous:on - City of
San Antonio - Department of Aviation

UTAH

Salt Lake City - Airport Authority

VERMONT

Burlington - Airport Commission

VIRGINIA

Newport News - Peninsula Airport Commission
Norfolk - Port and Industrial Authority
Richmond - Capital Region Airport Commission

VIRGIN ISLANDS

St. Thomas - Virgin Islands Port Authority

WASHINGTON

Seattle - Port of
Spokane - Airport Board

WICONSIN

La Crosse - Municipal Airport
Milwaukee County - Department of Public Works

WYOMING

Casper - Natrona County International Airport

/
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STATEMENT OF DAVID S. STEMPLER, CHAIRMAN, GOVERNMANT AFFAIRS COM-
MITTEE OF THE BOARD OF DIRECTORS AIRLINE PASSENGERS ASSOCIATION,
INC., BEFORE THE COMMITTEE OF THE FINANCE, UNITED STATES SENATE,
HEARINGS ON LEGISLATIVE PROPOSALS DEALING WITH USER TAXES FUNDING
THE AIRPORT AND AIRWAY TRUST FUND, SEPTEMBER 8, 1980.

Mr. Chairman, Members and Staff of the Committee:

I am David S. Stempler, Chairman of the Government Affairs

Committee of the Board of Directors of the Airline Passengers

Association, Inc. ("APA"). The Airline Passengers Association,

has over 75,000 frequent airline travelers as members and is there-

fore vitally concerned with the legislation for the reauthorization

of the taxes that fund the Airport and Airway Development Act. We

appreciate the opportunity to appear before the Committee on this

critical issue which affects our primary responsibility to our

members-- to provide for their safety, economy, comfort, and

convenience.

INTRODUCTION

Mr. Chairman, the airline passenger and the industry as a whole

are facing a number of problems relating to the impending lapse of

the taxes that fund the Airport and Airway Trust Fund (the "Trust

Fund"). First and foremost to our members, concerns the safety

of air travel and what the Congress and Administration will do to

improve it. Second, will airport capacity meet the needs of the

public in this era of deregulation and predicted traffic growth for

the 1980's, Next, can the government cut taxes in this inflationary

period. And finally, how can we utilize the $3.8 Billion surplus

which will exist in the Trust Fund at the end of FY 1980. The

surplus is not solving any of these problems.
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I think it is important for the Committee to understand our

feelings as airline passengers. Our position has really not

changed since 1970 when the Airport and Airway Development Act

and Airport and Airway Revenue Act were enacted, and in 1976

when the program was reauthorized. We supported and continue to

support user taxes, and for us as airline passengers, a tax on

our airline tickets, to accomplish safety improvements and airport

development. When the original bills were enacted, APA was con-

cerned that Trust Fund monies might be spent for non-aviation

purposes, and so we pressed for precise limitations on permissible

uses. However, we, like many others, never foresaw that these Trust

funds might not be expended at all, and held in abeyance to build

up a mammouth surplus and act as a large credit on the deficit-

ridden U.S. budget. The Airline Passengers Association believes

that it has been a great disservice to the airline passenger, the

airfreight shipper, and the general aviation aircraft owner and

operator to have an uncommitted surplus of over $3.8 Billion in

the Trust Fund, when so many safety projects and airport projects

need to be undertaken.

APA'S BASIC POSITION ON THE TRUST FUND AND TAXES

APA has long stood for the proposition that: (1) either

expenditures from the Trust Fund be substantially increased for

needed airport and airway safety and capacity projects; or (2)

the passenger ticket tax and other Trust Fund taxes should be

reduced so that after using up the $3.8 Billion surplus and

retaining a reasonable reserve, annual income more closely

approximates annual expenditures.
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It is important for the Committee to understand the mathe-

matical equations associated with the goal of reducing taxes, and

later equalizing income and expenditures. In order to reduce the

enormous surplus in the five years from FY 1981-1985, the passenger

ticket tax rate must be cut below that rate that is eventually

needed to sustain the fund on an annual basis after creating a

reasonable reserve, we call that the "sustaining tax rate". Based

on the computer analyses prepared by Coopers & Lybrand for APA,

discussed below, APA has determined that if expenditure levels of

S 1648 and FY 1985 figures are utilized, the sustaining tax rate

after FY 1985 required to have annual income equal annual expendi-

tures, with a quarter of expenditures in reserve,-would be

approximately 3.5 to 4%. However, to get the surplus down in 5

years to the reserve level, and continuing to use S 1648 expendi-

ture levels, the passenger ticket tax rate needs to be cut to 2%

for FY 1981-1985.

APA believes that the surplus ought to be reduced quickly over

the five year period from FY 1981-1985 and that when reauthorization

of the Trust Fund and its taxes takes place in 1985, the tax rate

should then be set at the higher sustaining level. In effect, you

can't have it both ways. If we want to reduce the surplus quickly

to make up for ten years of failure to expend funds for safety and

capacity, we must cut the tax way down, and then readjust it upwards

later to the tax rate that it should have been at for the last 10

years.

MAJOR BILLS UNDER CONSIDERATION

Mr. Chairman, I would now like to discuss the two Trust Fund

X A. A
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reauthorization bills that will affect your work on establishing

tax rates, because they present varying expenditures levels and

philosophies. They are: (1) the Senate Bills, S 1648 and S 1649;

and (2) the House Bill, HR 6721.

APA strongly supports the Senate Bills because they provide

for a:

* Large reduction of expenditure levels in the Airport
Development Aid Program ("ADAP") by elimination of
self-sufficient large and medium-hub airports.

* Reduction of the Passenger Ticket Tax from 8% to 2%.

" Increased expenditures for: Airports not eliminated
from the ADAP program; Facilities and Equipment;
and Research, Engineering and Development.

" Only a moderate and reasonable increase in Operations
and Maintenance expenses of the FAA.

APA'S POSITION ON THE ISSUES

TAXES

APA strongly and unequivocally supports a reduction in the pass-

enger ticket tax, as we have for a number of years. We support this

position not only to stop the growth of the ever-growing surplus, but

to eventually get income and expenditures into relative purity.

We have-opposed, and continue to oppose, efforts to utilize the

Trust Fund or a portion _of the user taxes for expenditures not

related to improved aviation safety and airport capacity. We con-

tinue to-oppose the FAA's attempt to divert substantial sums from

the Trust Fund to cover the FAA's general overhead. This money

was collected to buy safety equipment and improve airports, not

to pay costs unrelated to Trust Fund expenditures. The Trust Fund

should remain inviolate to such incursions.
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APA supports a conversion of the aircraft fuel tax to a per-

centage or ad valorem basis. S. 1649 calls for a change of the

current 7 cents per gallon levy on general aviation fuel, to a

change of 6% of fuel purchases. The receipts from this tax, like

the passenger ticket tax should increase with increases in the

cost of the underlying product or service. This is equitable

because receipts from the passenger ticket tax have been increasing

as airline fares have increased, and fares have increased substan-

tially as a result of increased fuel costs. We are not swayed

from this. position by claims of difficulty in computing the tax

by fuel retailers. It is a simple calculation, rendering one dollar

value per~gallon that is added to the price of fuel at the pump.

TRUST FUND

APA supports an extension of the Trust Fund and the underlying

taxes that fund it for a period of at least 5 years. The Trust

Fund creates a readily available source of funds for airport de-

velopment and safety improvements, when utilized properly. We

continue to support the concept of user-financed, federal government

development of airports and airways. It would be unwise to risk

reliance on the General Treasury for capacity and safety improve-

ments in our national air transportation system.

Difficulties have resulted in the past from requiring Trust

Fund expenditures to be included in the normal budgetary processes.

Expenditures for safety and airport development are treated as if

the funds are coming from the General Fund of the Treasury and not

from the special Airport and Airway Trust Fund, where funds have

been collected and dedicated for those purposes. By changing the

budget process, the problem of the Trust Fund surplus might not
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occur again. APA will support legislation to change that process.

SURPLUS

As noted above, APA strongly opposes the continuation of an

excessive surplus in the Trust Fund. A surplus should serve as

a reserve to protect against a decrease in Trust Fund income,

seasonal variations in cash flow, or the need for special expendi-

tures for a critical project. APA recommends a maximum reserve

equal to Trust Fund expenditures for approximately one quarter

of a year. Tax and expenditure levels should be established to

reach this reserve amount by the end of FY 1985. At the end of

FY 1980 the uncommitted surplus will be approximately 140% of

total annual expenditures, instead of thq 25% reserve amount,

making the surplus about 5 1/2 times too large.

AIRPORT DEVELOPMENT AND FACILITIES & EQUIPMENT EXPENDITURES

APA supports a substantial increase in ADAP and F&E expendi-

tures especially for safety purposes. APA supports the completion

of as many projects, as set forth below, for all airports, runways

and facilities utilized by commuter and/or certificated air carriers:

* Approach and Landing Aid Equipment:

- Instrument Landing Systems (ILS's)
- Microwave Landing Systems (MLS's)
- Visual Approach Slope Indicators (VASI's)
- Approach lights with frangible fittings
- Wind Shear Detection Equipment

* Runway and Airport Improvements:

- Grooving
- Overrun areas
- Runway End Identifier Lights (REIL's)
- More effective Crash, Fire, and Rescue Services

* Improved Air Traffic Control Facilities and Equipment:

- Updated and more reliable Air Route Traffic Control
Center Radar and Computers

- More Terminal Area Radars
- More Control Towers
- More Ground Surveillance Radars
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"DEFEDERALIZATION" OF LARGE AND MEDIUM HUB AIRPORTS

The concept of the-removal of large and medium airports from

the ADAP program was included only in the Senate Bill. APA supports

this proposal. As now structured, and one way or another, the air-

line passenger and other users of the system, will eventually pay

for airport and airway improvements -- whether through tho Trust

Fund or to the airport itself through increased landing fees or

terminal lease charges.

If the large and medium airports are removed from the ADAP

program, APA feels that the passenger will still pay lower fares.

This is true even if landing fees and terminal charges are increased

at those airports, because such increased charges will result from

negotiations between the airlines and airport operators. Airlines

will endeavor to keep such increases low, so that they can keep

fares as low as possible. However, airports must continue to meet

safety certification requirements as established by the FAA, and air-

lines have a stake in ensurtug that the capacity needs of the airport

are met. Therefore, safety and capacity improvements of those air-

ports will be made. Increases will, however, be subject to the checks

and balanced; of "arms-length" negotiations. These increased charges

would most likely be factored into the rate base of the airline. This

is more equitable to the passenger than an across-the-board ticket

tax that is levied on all passengers, regardless of the funding needs

of the airports-they are utilizing.

Some have argued that if the ticket tax is reduced by 6%, the

airlines will eventually raise basic fares to vitiate this tax

reduction. First of all, airline fares must be viewed independently

from the tax. -Under the current system, the 8% tax is there whether
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fares go up or down, It's like your shadow, you can't get rid

of-it. Secondly, in this period of inflation and increasing fuel

prices, airline fares probably will continue to rise. Thus if

fares go up $100, it really is an increase of $108 to take into

account the tax on a higher basic rate. The elimination of 6%

of tax will eliminate this increment of the increase for the

passenger.

APA continues to oppose the imposition of any "head taxes",

"passenger enplanement charges", "passenger facility charges",

or any other individual passenger charge. Even if a bill allowed

such charges but prohibited airports from using such funds for

non-airport and non-safety projects, we would oppose it because

of the enormous federal administration burden required to ensure

that such prohibitions were not violated.

OPERATIONS AND MAINTENANCE

APA can support a modest increase in Operations and Maintenance

expenditures for FAA, because of their increasing costs of flight

checking and maintaining air navigation facilities. General Budget

expenditures which go way beyond Trust Fund expenditures to support

FAA costs are reasonable, because the American people receive a

substantial benefit from a viable and safe air transportation

system. The current level of O&M expenditures from the Trust Fund

is a fair compromise for the FAA's recoupment of costs for activities

related solely to expenditures from the Trust Fund.

DISCUSSION OF TRUST FUND PROJECTIONS AND COMPUTER MODEL

To assist the Committee in the understanding of the expenditures

and tax issues, APA commissioned the iLLernational accounting firm
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of Coopers & Lybrand to develop a computer model to analyze the

effect of different user tax rates on the expenditure levels of H.R.

6721 and the Senate Bill. The attached computer projections were

based an expenditure levels as proposed in the legislation, not

as passed in the Senate for S 1648, or as marked up in the House

Public Works and Transportation Committee.

In making the computer analyses, APA established the following

guidelines:

1. All user taxes would be reduced or increased proportionally
with the reduction or increase in the passenger ticket tax.
(For example, a reduction in the passenger ticket tax from
8% to 4% would generate a 50% reduction in all user tax
revenue projections).

2. Committed, yet unexpended funds at the end of FY 1980
would be considered to be expended equally over FY 1981-1985.

- 3. The year in which the surplus is eliminated represents that
year in which the surplus is reduced to zero or below,
under the assumption that the net cash flow for each year
subsequent to FY 1985 is equivalent to that of FY 1985.

4. Fuel tax revenues were based on an ad valarem tax of 10%.

Under all alternatives, APA seeks the fulfillment of the

following goals:

1. A reserve, equal to expenditures for one quarter, should
remain in the Trust Fund to provide for timing differences
in cash flow, income decrease, or special expenditures; and

2. The current surplus should be reduced during FY 1981-1985
to that point at which income generated from user taxes
approximates expenditures, with that reserve.

Coopers & Lybrand prepared several variations based on reducing

or increasing all the taxes at a set rate for the full five year

period from FY 1981-1985. They also prepared several variations

which would permit a more gradual reduction or increase of taxes

over a period of time, changing the tax rates in equal steps each

year. Utilizing the passenger ticket tax for example, (noting that
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all tax rates would be reduced proportionately) the ticket tax the

first year would be reduced to 6%, to 5% the second year, then 4%,

then 3%, then 2% in FY 1985. The value of this approach is that

there is not a great increase or decrease in any one year, but the

effect over 5 years approximates one large reduction to the inter-

mediate point. This graduated method was utilized in the reduction

of telephone excise taxes.

The projections are only approximations. They are based on

assumptions made by APA and are subject to changes, and uncertain-

ties in economic, legislative, and other circumstances. As such,

they should be used only as ranges and "orders of magnitude",

rather than absolute dollar amounts.

The following Table contains a list of the tax and expenditures

variations included as exhibits to this statement. The Table

includes the projected surplus at the end of FY 1985, as well as the

year in which the surplus is expected to be eliminated. This latter

figure is helpful in determining the rate at which the surplus is

decreasing.
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TABLE 1.
SUMMARY OF ALTERNATIVE SCENARIOS FOR
THE AIRPORT AND AIRWAY TRUST FUND

PROJECTIONS (FY 1981-1985)

Passenger
Ticket
Tax

Exhibit Rate

Reduction or
Increase
Of All

User Taxes

Surplus
At End of
FY 1985

$ in Billions

0 H.R. 6721 expenditure levels with current Airport and Airway Revenue Act
of 1970 taxes:

1 8% -- $5.301

* Senate Bill expenditures with proposed taxes in S. 1649:

2 2% -- $.794

* Exhibit 3 - Omitted

Never

1986

* H.R. 6721 expenditure levels with current ta
percentages (assuming a 10% fuel tax):

4 6% 25% Reduction

5 5% 37.5% Reduction

6 4% 50% Reduction

7 6-5-4-3-2% Variable Reduction

8 3-4-5-6-7% Variable Increase

" Senate Bill tax variations based on proposed
by various percentages:

9 4% 100% Increase

10 3%

11 6-5-4-3-2%

50% Increase

Variable Reduction

xes reduced by different

$2.481 1992

$ .646 1986

-$1.158 1985

-$1.240 1985

.704 1995

taxes in S. 1649 increased

$6.119

$3. 456

$6.048

Never

2000

1995

Approximate
Year In
Which
Surplus

Eliminated
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ANALYSIS OF COMPUTER PROJECTIONS

The computer projections show the following proposals to be

the most workable in terms of reducing the surplus to an appropriate

level.

Senate Bill with S. 1649 taxes (Exhibit 2): This approach

reduces the surplus in 5 years and leaves a-reserve equal to about

34% of annual expenditures in FY 1985. An increase in taxes is

required startngwith FY 1986 to 3.5 - 4.0% to sustain the Trust

Fund on a current basis.

H.R. 6721 expenditure levels with a 5% passenger ticket tax

(Exhibit 5): This produces a reserve equal to about 21% of annual

expenditures in FY 1985. There must also be an increase in taxes

to about 7% starting with FY 1986 to sustain the tax rate on a

current basis.

H.R. 6721 expenditure levels with an immediate drop in the

passenger ticket tax to 3% in FY 1981, followed by 1% increases

through FY 1985 for tax rates of 3-4-5-6-7% (Exhibit 8). This

proposal leaves a reserve equal to about 23% of annual expenditures

in FY 1985, which is extremely close to the 25% that we said was

appropriate. It would not require an increase in taxes in FY 1986

because the last tax rate would be at the sustaining tax rate of

7%. Another advantage is that there would be a large and immediate

tax reduction in FY 1981, and only small incremental increases until

the sustaining tax rate is reached.

Comments on the other variations;

Exhibit 1 - H.R. 6721 with current taxes. This approach

would create a vast surplus of $5.3 Billion at the end of

FY 1985, which will keep increasing and never be eliminated.
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Exhibit 4 - H.R. 6721 with all taxes reduced 25%. This

leaves a $2.4 Billion surplus by the end of FY 1985, which

does not reduce the surplus fast enough. It will eventually

take 12 years to eliminate the surplus, which is far too long.

Exhibits 6 and 7 - H.R. 6721 with 50% reduction of all taxes

and variable reductions. Both these proposals are unacceptable

because they take the Trust Fund into deficit in FY 1985.

Exhibits 9. 10 and 11 - Senate Bill variations. All these

variations are unacceptable because they each leave an exces-

sive surplus at the end of FY 1985.

CONCLUSIONS

From the perspective of the Airline Passengers Association, the

Senate Bill expenditure levels coupled with S. 1649 tax levels is

the preferred alternative. Not only does it provide all of the

benefits outlined before, but it provides for the lowest tax rate

(2%) during FY 1981-1985, and the lowest sustaining tax rate (3.5-4.0%)

for the period after FY 1986. In addition, the surplus is reduced

in 5 years to a reasonable level.

APA's second favored alternative is H.R. 6721 expenditure levels

with the 3-4-5-6-7% tax rates, because it provides for: fast reduction

of the surplus; no increase in taxes to reach the sustaining tax level;

and quick tax reduction in FY 1981. The third favored alternative is

H.R. 6721 expenditure levels with a 5% passenger ticket tax for FY.1981-

1985. This alternative provides a quick reduction of the surplus, but

there is no major reduction in taxes and there exists a requirement for

a tax increase in FY 1986 to reach the sustaining tax level.

Mr. Chairman, APA hopes that its testimony was of assistance to

the Committee. I thank you for the opportunity to testify today. I

will be happy to answer any questions that you may have.



Ltbibit I - 3.3. 0721 EXPEXJDITUI3
LI.ILLS WITH Cul:2.T Aiat'1*t AND
AIRWAY REVEIUE ACT -V L970 TAXIS

pmoZCM STATUS OF A eT AND
AIRWAY M2tIST FUND

(in "Thousads)

FY 197 FY 1930 Fv lv1 FY 1992 +V 1*)O1 7' 1. 04 Fy 185

UNE ENDED 3AL..STM'T YR 1 3v697.747 0 4.392.133 A 5. 266.933 0 5.132.636 3 5.129.01l 3 5.1.15211 9 -1i71.,12

CASH INCOME DURING YEAlR!

PASSEN ER TICKET TAX • :.264.135 3 1.443*50 S J532.70 0 3 1.5i10 S '.546. * :.s.:. 2.290.100

WATYILL TAX 3 31.321 3 75.900 3 112.3003 132.500 o 152.?.W) 3 2?3,0 1 193,600

FUEL TAX 3 64.149 3 36.000 3 7.900 80,20 0 04-03 V6O 3 I 97v@00

INT'L PAS.NO(R TAX 3 71.738 & 79.906 * 83.700 3 r79oo '. 10• q3..'-o 3 102.900

AICRAFT USF TAX 3 25.663 S 30.iO S 32.300 '& 34.004 9 'it. I .W.#200 3 39. 900

AIRCRAFT TIR/eITUE TAX 9 1.070 3 1.000 0 1.000 S 11.", C . • S 1 ,100 a 1.100

NEU ARCRAFTiAVIOICS 3 0 3 O 0 s 0 t 0A 09 0

REFUNID OF TAXES s -1.866 -2.420 $ :.40 3 -:,'. 3 2.0f"3 -2.400 0 -2.000

SSY0OTAL USERS A/J~ 4- 1.526.260 s pIt4.4o0 S 1.63A. 404 3 9 n V 2.710.6003 2.443.9c0 A 2.736.400CI

INTRASUDGETRY TRANAt)t*II

FEDERAL PAYING FR-M
GENERAL FUNID 0* 03 0 1, 0 0 03 0

UNEXPENDED BALANCE Or

OOI'LV UND APPRCPRIAT S 036 03 Ow 0o s 03 03* 0

INTEREST ON INVESTMENT * 242.245 S 376.000 3 464.410 9 47/.523 * 433.233 3 446.305 6 423.7&5
--------------------------------- -------------------------

TOTL ANNUAL INCOME 0 100p.5259 2.110.400 2 7,300,0b £ 4IV..224 9 2.693,333 a 2UV00O201 0 30160.165

CASH LuTGO DURING YEARS

FEDERAL AVIATION AOIN

OkfltAIlOM' 9 300.024 3 325,000£ 0 402.000 s 423.000 3 450.000 3 490.000 3 524.000

GRANT-IN-AID AIRPRT * 3S..54 S 6200m 1 C75.000 3 9360004 1.002.0003 0 .072*00 3 10
1
47000

FACILITIES I EUIPNT 3 137.932 0 21it./-0 * 5259000 4 67A.000 3 601,p003 643.000 & 6l3.000

RESEARCH ENGINEERI No

AND DEVELOPMENT s 69v7-79 9 /1.vo0 1 3.0000 90,..50 3 77.316 )104.I129 3 111.413

OTHIER(INCL. NOISE 9
ABATEMENT I TRAINING) 3 00 09 150.250 9 16. 190.250 3 195.50 * 210.250

PRIOR C0IITMEN'TI f 0 a 00 349.107 * 34Y,9347 0 349,.,7 0 349.857 0 349.057 ,.

------------------- ------------------------------------------------------ .

TOTAL ANNUAL OUTGO s 1.114.1., 5 1.23t,.600 $ 2,35.107 3 2.532.057 3 2.480#424 3 2,354.236 3 3.030.525

-- - - - - - - - - - - - - - -- --- -- - - - - - - - -- - - - ---- -- - - - - - - ----- - - - - - - - - - - - - - - - - - - - - -

a..........................a-.... ...-......... ........................................... ................ ......
JIN.XPENDCD I3dAAN.E[ND YR 3 4,+r ' 'L..26*.93T 0 5.132.636 3 5.129.1003 0 5.,135.213 3 15,171.132 3 530.323

.-s- - - - -. , . . . -- - - - - - - - - - - - - - - - - - --lmml~mimmlmllm~melllmlllmllllwlmmmllllmllml



7xhtbt 2 - .IATE NICL fliRvmfl-U -
WITH 'PU.POSC0 TAXIS IN S. 1640

PSOJEwTE STATU3 Or AIPOT AND
AIWAT YTIC MODN

(5 1m Tboua4a)

FY t979 Fy I "0 FT 3191 FY I932 8 .Y 1903 FY 1934 FY 1935

IUXPENDED AL..STAR YR 9 3.697,747 1 4."29t233 9 5.264933 9 4.371.464 S 3.4.*3470 * 2.060.004 0 1.930.370

.',SH IFON" DURING YEAR:

PASIENGER TICKET TAX S 1.284.185 9 1.443500 9 33.175 9 417.225 9 461.&o b 510,650 S 74.525
SAYSTIL TAX 5 40321 1 93.9w00 112.000 9 132.s00 3 1'1.o74-0 173,800 6 193.600
FUEL lAX * &4.149 9 06.000 * 86.743 * 103.114 3 100.114 t30.236 * 139.714
rNT'L PASSENGER TAX 0 71,73 $ ".900 9 3.700 $ 37.000 $ 1.t00 4 91.200 S 102.900
AIRCRAFT USt TAX S 25.63 1 30.100 S 37.300 9 34.000 * 36.1 W w 38.200 * 39.900
AIRCRAFT TIIc/TUBE TAX S 1.070 * 1.000 0 1.000 9 1.100 * 1.100 1.100 * 1.100
NEW AIRCRAFT/AVIONICS S 0 • 0 0 0a 0 0 % 0 0
REFUMP OF TAXES 0 -1.36 * -2.000 • -2.000 9 -2.000 f -2.000 * -2.000 • -2.000

SUITOTAL USERS TAX 3 1.126.260 S 1.734.400 9 69.71R 3 772.939 6 849,7*4 '034.d.16 * 1.05#*.7?34....,&
co

INYRA9UISUFTRY RJ4ACTN :

FEDERAL PAYMT FkOM
GENERAL ,'U:to 0 0 0 3 0 • - 0 0* 0
UNFXPENI'f, BALANCE OF
0f'L FUND, WFrRPRIAT 6 090 0 4 0 0 16 0 0 6 0

INTEREST ON INVSTNE.T * 232.765 9 376.000 I 428.670 * 371,923 3 30&.627 3 207.797 # 110.562..........................................................................................................................

TOTL AISMUAL INCOM'E S 1.609.525 3 2.110.400 1 1.126.38 9 1.144.063 3 1,156.391 3 e1.13.223 9 .165.301

CASH OUJTM IRItNG YEAR?

FEDERAL. AVIATION AMAIN
OPIERATIONS 0 300.024 • 3'15,000 3 350.000 3 375,000 3 400.000 S 425.00 % 450,000
OGANT-IN-AlC AlkfkV * 5&.,454 * 620.000 9 325.000 S 600.000 * 5 0.000 a 6O0.00t. 630,000
FAILITIES & .OUIPeRT 9 107.932 4 213,700 C 400.000 0 450.001 0 550.000 * 60.o00 754.000
IE3CARCH.ENBINECRINB

AND G EVLOPAENT S 69.729 * 71.900 * 90.000 0 95.000 0 100.000 3 10.000 * 1101400

OTCM(INCL. r.614
AIATLF.NT I MAININO) 0 0 0 0O 0 * 04 0

PRIOR COMIfTJIHS # 0 $ s 349.357 $ 3tv.057 3 349#pt.7 3 349.37 % :4. .-

TOTAL ANNUAL O1910 * 1.114.1W 3 r23"5.600 9 2.14.iS7 • I.369.57 * 1.939.s7 2 #.079.5'7 f Z.Silt.s

........... ............. ..... . ..... ........................... .................... . ...
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Exhibit 4 - 8R. 6721 EXPENDITURE
LEVELS WITH CURRENT TAXES REIIUCED
BY 25t (6% PASSENGER TICKET TAX)
WITI A 10% FUEL TAX

PROJECTED STATUS OF AIRPORT AND
AIRWAY TRUST FUND

($ in Thousands)

FY 1929 FY 1980 FY t81 FY 1982 FY 1983 FY 1984 FY 185

IINEXPENDEi BAL..START Yk $ 3.697,747 9 4.392.133 6 5.266.933 9 4,7/0.625 9 4.240.A66 9 3.6u.236 9 3.082.545

CASH INCOME DURING YEAR:

PASSENGER JCkET TAX 9 1.284,185 9 1.443.500 9 1,149,5;5 9 1.21 ,*675 S 1.3U4,950 # 1.532.550 a 1,723p575
MAYbILL TAX * 81.321 S 95.900 9 84,600 S 99,375 S 114.525 9 130,350 9 148.950

FUEL TAX S 64.149 9 .86,000 9 122.325 9 143,700 9 165,22 S 193.950 * 225.225

INT'L PASSENGER TAX 9 71.738 $ 79.V900 62.775 9 A5.250 $ 60.775 9 73,650 9 77.175
AIRCRAFT USE TAX 9 25.663 S 30.100 9 24.225 & 25."00 9 ?1.075 $ 28.6.0 $ 29.925

AIk AFT TIRE/FUDE TAX 9 1.070 9 1.000 9 750 9 8759 82 9 025 9 825
N4EUAIRCRAVT/AUIONICS $ 09$ 09$ 0960 0 09 0o 0
REFUND OF TAXES a -1.866 S -2.000 $ 19500 9 -1. 500 9 -1.00 9 1.500 9 -1.500

SUBTOTAL USERS TAX 9 1.526,260 $ 1.734.400 9 1.442.700 S 1.584.825 9 1.759.u75 S 1.958,47 9 2.204.175

INTRAIUUETRY TRANSACTN:

FEDERAL PAYMENT FROM

GENERAL FUND 9 0 9 09 0
UNEXPENDED bALANCE OF
GEN'L FUND APPRUPRIAT S 0 9 0 9 0 9

INTERFST ON INVESTMENT 9 282#265 S 376.000 9 446.099 9
......................................................................

TOTIL ANNUAL INCOME 9

CASH OUT60 DURING YEAR:

FE[kAL AVIATION ADNIN
OVPEAIIONS
GRANTS-IN-AID AXRPRT G
FACILITIES a tOUIPMt 9
RESEAkCH.ENGFINEERING

AND. IlEVELOPMEN1 9

OTNER(INCL. NOISE
ABATEMNT A TRAINING) 9

09 09 09 0

417,273 9 373.110 9 293.070 9 225.151

1.808.521 S 2.110.400 $ 1.U8.799 9 ,.002.098 S 2.132.999 2.251.545 9 2.429,326

300,024 9 325.000 9 400.000 9 428.000 9 4t0.000 9 490,000 9 524.000
56.454 9 620,000 S 8/5.000 9 936.000 9 1.002.000 9 1.072.000 9 1.147.000
187,932 9 210.700 9 52s000 9 562,OOO 9 601,000 9 643.000 9 666.000

6,729 9 71.900 9 05.000 9 90,50 9 91,316 9 104.129 S 111.410

0 0 9 • 1,0.250 9 16,.MO 100.;50 9 195.250 9 210.20 "4

PRIOR COMMITMENTS 9 0 9 0 9 34V.857 9 349.857 9 349.85/ 9 349,857 9 349.857

TOTAL ANNUAL OUTGO 9 1.114.139 9 I.23%.AO0 9 2.385.107 9 2.532.057 9 2.688.424 9 2.054,236 9 3,030.5-3

.......... ............ -............................. a....................................... I........ ....U.NEXPENDED 1AI ANC.EN' YR 4.392.133 9 5.266.933 9 4.770.625 9 4.240,666 9 3.685.236 9 3.082,545 9 2.461.346

€6
C4wo



Zxhiblt S - 3.R. 6721 UPUWIIU
L wYL WITH CURRWY TAX=S RSOC
37.5% (5% PASMGS TICS? TAX)
WITS A lo, Fm TAX

P3OJUCTIO STATUS (W AlUPOr AND
AIIY TRUST nm

(S 1. Tomus"s)

FY 1979 Y 1930 ry 191 rY 1 1932 FT 1933 FT 1934 Py 193i

UNXPENDID A L..START YR s 3.697.747 3 4.392.133 s 5.2.933 3 4.513.992 3 3.637.633 3 2.769.761 3 1.743.007

CASH INCOME LUING YEAR:

PASSEGER lICKET TAX 3 l.'34.15 3 * 1.443.500 3 957r938 3 1.043.063 3 1,154.125 3 1.277.125 $ 1.43&.313
SAYRILL TAX s 61.321 3 93.900 0 70.500 3 32.313 3 93.438 S 104.625 3 124.125
FUEL TAX 3 64.149 3 36.0003 101.937 6 119.750 $ 137,61 3 61.62"3 1 387.#7
INT'L PASUMNER TAX 71,738 79.900 3 52.313 3 54,375 s 571313 3 61.375 3 64.313
AIRCRAFT US TAX 3 25.663 3 30.1003 20.13 3 21P2503 221563 3 23.375 * 24.933
AIRCRAFT TIRE/TUIE TAX s 1.070 $ 1.000 3 62.3 6 33 633 6 &" 66&
NW AI ,/AVIONICS s 03 03 03 6 0 0 0 0 0
REUNDb Of TAXES 3 -1.866 3 -2.000 s -1.230 3 -1.2* 0 3 -1.250 3 -1.250 -I.250

SUSOTL USERS TAX 3 1,326.260 3 1.734.400 3 1,202.250 3 1.320.667 3 1.46.0563 3 1.632.062 3 1.336.312

INTRAISSGETRY TRANSACTNI

FEDERAL PAYMENT From
GEMEAL FU3 0 0 0 0 0 0 0

UNEXENAMO IALSNCE OF
N'L FUND APROPIAT 0 0 03 03 03 03 0 3 0

INTEREST ON INVESTMENT s 232.2653 376.000 $ 434.916 3 330.013 3 303,973 195.420 3 96.673
........... ........................... ............................................... . 9 ----------------------- -----------

TOTL A UAL INCOME s 1.00.5253 2.110.400 3 1.637.166 S 1.700.700 3 1.770.549 3 3.327.482 3 1.933.436

CASH OUTGO DUPING YEAR:

FEDEkRL AVIATION ANWIN
OPERATIONS 3 300.024 3 3.5.000 3 400.000 3 428.000 3 458.000 3 490.000 3 524.000
GRANTE-IN-AlD AIRPIT * 556,454 3 620.000 3 375.000 3 936.000 3 1.002,000 3 1.072.000 3 1.147.000
rACILITIES S OQUIPHT * 137.932 6 213.700 3 525.00 $ 562.000 3 601.000 3 643.000 3 &S.000
RESEARCH.ENGINEERINO

AND DrVuOPNMENT 3 69.729 3 71.900 3 35.000 3 90.950 $ 97.316 3 104.129 3 111.413

OTHEk'INCL. NOISE g
AbATIEMT I TRAINING) 36 0 150.250 3 165.250 3 130.250 3 19z.250 * 210.20

PRIOR COMMITMENTS 3 0 3 0 3 349.357 3 349.o57 3 349.057 3 34V.357 S 349.937 3

TOTAL ANNUAL OUTGO * 1.114.139 3 1.23S.600 3 2.335.107 3 2.537.057 3 2.603.424 3 2.934#236 $ 3.030523

UNEXPENMO 3ALANC.ENo Yll * 4.392.133 3 5.266.933 3 4.519,992 3 3.687.635 3 2.769.761 3 1.743.007 3 645.969
m . a...m .. mp a .......... .... aft ...... mm , * "m-* ............n............u.. m ft ....................n mu0 .............n.. mm m ON" ...... m mm amelmm m mmmm m



xhlbit 6 - NU.M. 6721 LCPSDITUR
LEVLa WITH CUkRary TAXES
RUCED 50% (4% PAsoR TICUKT

TAX) WITSl A 10% FUEL AX

PSOJW?mrZ STATUS OF AIRPORT AND
AIRWAY TRUST FiND

(& In Tbousands)

FY 1979 FY.19 FY 1961 FY 192 FY 1903 FY 1954 FY 1905

UNEXPENDED 3AL..STA T YR 0 3,697.747 0 4.392@133 0 5.266.933 5 0.267.359 $ 3,134.604 9 1.0540286 5 403.469

CAH INCOME DURING YEAR.

PASSENGER TICKET TAX 1. 2 4. 3 1p443.500 9 766.350 9
WAYBILL TAX 9 81.121 5 95.900 0 U•.400

FUIEL TAX $ 64.149 9 96V0-00 01.550 9
N4T'L PASSENGER TAX 9 71,136 9 79,900 * 41.650 9

AIRCRAFT USE TAX 6 25.663 * 30.100 9 16.150 0

AIRCRaFT TIRE/TUBE TAX 0 1,070 * 1.000 500 S
NEW AIRCRAFT/AVioNICs $ 0 0 00
REFUND OF TAXES 9 -1,866 B -,.0009 -1.000 S

SUBTOTAL USERS TAX 0 1.526.260 B 1.734.400 * 961,000 9

034.450 6 923F300 5 1.021.700 5 1,149.050
66.250 * 76.350 9 06.900 0 99.300
95.00 1100150 9 129.300 9 150.150
43.500 * 45.850 * 49p100 0 51.450
17.000 6 19.050 19.lo 9 19.950

550 * 550 5 550 $ 550
o o 0 0

-1.000 * -1.0"0 -1.000 6 -1.000

1,056.550 9 1.173.250 * 1.305.650 9 1.469,45

INTRABUGETRY TRANSACTNI

FEDERAL. PAYMENT FROM
GENERAL FUND 5 09 0 00 05 0 0 S 0

UOEXPENDED BALANCE OF
GN' FUND APPROPRIATE 09 0 0 0 0 0 0 0

INTEREST ON INVESTMENT * 292.265 • 376.000 5 423.733 9 342.752 0 234.056 0 97.769 0 0

-- - - - - - - -----------------------------------------------------------------------------

TOYL ANNUAL INCOME 5 1.9045255 2.110.4000 1.365.533 9 1,399.302 • 1.406.106 S 1.403.419 9 1.469.450

CASH OUTGO DURING YEAR:

FEDERAL AVIATION ADMIN
OPERATIONS S
ONANTS-IN-AD AIRPORT *
FACILITIES S EOUIPMT 0
RE EARCHEHOINEERING

AND DEVELOPMENT 9

OTHER(INCL. NOISE
AACTECMNT i TRAINING) •

300.024 $ 325t000 * 400.000' 429.000 B 458.000 • 490,000 9 524.000
556.454 9 620.000 S 875.000 936,0009 I.02.000 $ 19072.0009 1.147.00
187,932 * * 213.700 5 525.000 562,000 5 601OOO I 643,000 $ 663.000

69,729 9 71900 9 I5.oo $ 90.90 * 97.316 9 104,129 * 111.413

0 9 0 150.250 165,250 * 13o25 6 195,2)50 • 210.250

*4

PkIOR COMMITMENTS * 0 0 0 5 349.957 * 34YB.57 • 349957 5 349t857 5 349.837
---------------------------------------------------------- - - - - - - --

TOTOW ANNUAL OUTGO 5 1,114,139 9 1.235.600 9 2,395.107 9 2.532.057 0 2,60,424 $ 2,54.236 • 3P030.525

--- --- -- ---------------- -- -- -- -- -------- -------- --------- - - - - - - - -

UNEXPENDID BALANCAEN0 Yk 5 4,392.133 9 5.266.933 9 4,267.359 # 3,134.604 5 1.354.24 9 403.469 9 -1.157,605

...................................... ....... ......................o.......................

0O

I
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Exbiblt 7 - 5.3. 6721 XPKDITU9 LXVK..
SITY CURRuhfT TAXES REACTED BY
VARIABLE AMOUNTS (6-5-4-3-2% PA38-
ENGIM TIClrT TAX) WITH A 10% FUEL

TAX

PROJKCTWD STATUS O AIRPORT AND
AIRWAY TRUST rUND

(S In Tbousands)

Fy 1979 Fy 1980 FY 1981 FY 1992 FY 1963 FY 1934 ry 196V

UNEXPENDED L.START YR 6 3.697.747 6 4.392.133 6 5.266.933 6 4.770.625 6 3.963,704 6 2.765.304 6 1.05.772

CASH INCOME DURING YEAR$

PASSENOGER TICKET TAX 6 1.204.185 6 1.443#500 6 1.149.52'5 6 1,043,063 6 923.300 6 766.275 s 574t525

WAYBILL TAX * 81.321 6 l5.900 6 64.600 6 62.813 6 76,350 6 65.175 6 49.650

FUEL TAX 0 64.149 6 6.000 $ 122,325 6 3)9.750 s 110.150 6 96.975 * 75.075

INT'L PASSENGER lIAX 71,738 6 79.900 6 62v775 6 54.375 6 45. 50 6 36.625 6 25.725
AIRCRAFT USE TAX 6 25.663 6 30.100 6 24.225 6 21.2530 6 16.050 14.325 6 9.975

AIRCRAFT TIRE/TUIE TAX 6 1.070 6 1.000 6 750 6 686 s 550 6 413 6 275

NEW AIkCRAVTIAVIONICS 06 06 0 * 0 6 0 6 0 6 0

REFUND OF TAXES 6 -1.8 6 -2.000 6 1.P500 6 -1.2.506 -1.000 6 -7506 -500

- --------------------------- ----------------------------------

SUDTOTAL USERS TAX 6 1.526.260 6 1.734.400 6 1,442.700 6 1.320.667 6 1,173.250 6 979.237 6 734.725

INTRADUDOEYRY TRANSACTNI

FEDERAL PAYMENT FROM 0

GENERA. FUND 6 06 0• 0 06 06 0

UHxP DES BALANCE OF 
0

GEN'L FUND MPRIOPRIAT 0 0 0 0 0 0 0 0

INTEREST ON INVESTMENT 6 262.265 6 376.000 6 446.o9 6 404.446 6 316.773 6----- 165.467 6 ----------- 0
---------------------- -------------------- --- ------ - -

TOTL ANNUAL INCOME 6 1.60O5 W? 6 2.110.400 * 16888,799 6 1,7257136 6 1.470.023 6 1,144,704 * 734.725

CASH OUTGO DURING YEAR:

FEDERAL AVIATION ADMIN

OPERATIONS s 300.024 6 325.000 6 400.000 6 426,000 * 456p000 6 490.000 6 524,000

GRANTS-IN-AID AIRPRT 6 556.454 6 620.00O0 875.000 6 936.000 6 1002.000 6 1.072.000 6 1,147.000

FACILITIES S EDUIPMT 6 187.932 6 216,700 6 525,000 6 562.000 s 601.000 s &43.OO 6 600.000

RESEARCH ENGINEER ING

AND DEVELOPMENT 6 69.,29 6 71.900 6 65#000 6 90.9506 97.316 6 104.129 6 111.416

OTH4kEINCL. NOISE
ABATEMENT I TRAINING) 6 0 6 0 6 150.2506 165.250 6 160.250 6 1V5.250 6 210.,20 ..

PRIOR COMMITMENTS 6 06 0 6 349,057 6 349.9576 349857 6 349.857 6 34V.857

----------------------------------------------------------------

TOTAL ANNUML OUTGO 6 1.114.139 6 1.235.600 6 2.365.107 6 2.532.057 6 2.68.#424 6 2.854.236 6 3.030.525

U------------i-------,-ND Yk • 4,392-1-3----26---------4---0---•- 3,--- ,704 • 2,76----4-•---0--,772 •--------- --------

UN..XPNDED SC.......D .....YR.......6....4...39.3.6526.3. .77 .6 .963........70 6 .76.. ..4 ..6 ....05726 .. 26.



Khlblt 9 - N.A. 6721 ZIPIDITURS Irmva
wITS CURZNT TAXIS INCRIASM) BY
VARIAL AMOUNTS (3-4-5-6-7%
PA3SSGR TICIrr TAX) WITS A. 10%
FUEL TAX

P80JECTW STATUS OF AIRPORT AND
AIRWAY TRUST FUND

( In Tbousnds)

FY 1979 FY 1980 FY 1981 FY 1982 FY 1983 Fv 1984 FY 1985

UNEXPENDED 8AL. .STARY YR 9 3.697.747 9 4.392.133 * 5.266.933 9 4.013.725 9 2.85#.535 9 1.038.743 0 1.090.705

CASH INCOME DlURING YEAR

PASSENGER TICKET TAX 9 1.284.185 1.443,500 9 574.763 9 834.4O0 1.154.125 9 1.532.550 9 2.010.830
WAYDILL TAX 9 81.321 * 95.900 9 42t300 9 66.240 S 95.438 9 130,350 9 173.7Th
FUEL TAX 9 64.149 9 86.000 9 61.162 9 95,800 9 137.688 * 193.950 262.762
INT'L PASSENGER TAX 9 71.738 9 79.900 9 31.388 9 43.500 * b7.313 9 73.650 * 90.030
AIRCRAFT USE TAX 9 25.663 9 30.100 9 12.113 * l7.0oo • 22.563 s 28.650 S 34.913
AIRCRAFT TIRE/TU TAX 9 1.070 • 1.O00 9 375 9 50 9 688 82-5 9 963
NEU AIRCRAFT/AVIONICS 9 0 9 0 • 0 • 0 9 0 $ 0 9 0
REFUND OF TAXES 9 -1.866 9 -2.000 * -750 9 -1pO00 9 -1.230 a -1.500 S -1.750.........................................................................................................................

SUBTOTAL USERS TAX 9 1.526.260 6 1.734.400 9 721.350 * 1.056.550 9 1.466.563 9 1.950.475 9 2.571.337

INTRAIJDGETRY TRANSACTN;

FEDERAL. PAYMENT FROM
GENERAL FUND 90 9 0 9 0 9 0 9 0 s 0 $ 0

UMEXPENDED BALANCE OF
GEN'L FUNDAI-PROPRIAT 0 09 086 086 0 09 09 0
INTEREST ON INVESTMENT 9 282.265 9 376.o00 9 412.549 * 318.317 9 222.069 9 127.722 9 72.640.........................................................................................................................

TOTL ANNUAL INCOMF 9 1.008,525 9 2.110,400 9 1.133.099 9 1.374.867 $ 1.680.632 9 2,086,197 9 2.644.177

CASH OUTGO DURING YEAR:

FEDERAL AVIATION ADMIN
OPERATIONS 9 300.024 9 325.000 9 400.000 9 428.000 9 458.000 * 490.000 9 324.000
GRANTS-IN-AID AIRPkT 9 5t6.434 9 620.00 S 875.000 9 936.0009 1.002000 $ 1.072.000 9 1.147.000
FACILITIES I EQUIPMT 9 187.932 9 2187009 • 52.-000 9 562.000 9 601.0009 643.000 9 688.000
IESEARC.ENGINERING
AND DEVELOPMENT 69.729 9 71.900 S 85,000 90.95" 9 97.316 9 104.129 9 111.413

OTHER(INCL. NOISE g
ABATEMENT S TRAININU) 9$ 0 150.2"0 9 165.250 9 10.s20 193.250 9 210.250 *

.4
PRIOk COMMITMENTR 9 0 90 0 349.857 S 349.17 34V.857 9 349.857 0 349.857 *...........................................................................................................................

TOTAL AMI OUTGO 9 1.114.139 9 1.235.600 9 2.385,107 9 2.532,057 • 2.68.474 9 2,854.236 9 3.030.525

..................... .............................................................................................



E hibit P - SENATE DIL TAX VAMATIONS
BASED ON PROPOSE) TAXES IN S.

1649 INCRAIUVA) BY 100% (4%
PASSENGER TICULT TAX)

PRWFICTED STATUS OW A 1tPOI*
AN0 AIRWAY TlUS' FUND

Is in Tbousaods)

FY 1979 FY 1980 FY 1991 FY 1982 FY 193 FY 1984 FY 1965

UHLXPENIJF.D &AL.,START YR 3.697.747 8 4.39.133 s 5.266.933 8 5,.106.633 6 5.26t.012 6 1#.522.5I5 0 5.335.3

CASH IN"COE DIKINO YEAKI

PA5SCMGEk ;C.LT rAX 6 1.284.165 8 1.443.500 4 766.350 8 834,450 6 923,300 8 1,.0,1700 1 1149.050

JATRILt TAXs 81.321 8 95.900 S 225.600 $ 2&5.000 % 405.400 * 14?.O) 4 397.200

FUEL TAX 9 64.149 4 86.000 8 173.486 8 206.229 $ 217.029 8 2&0.571 8 279.429

INT'L PASSNGEI TAX 8 71.738 S 79.900 8 167,400 8 174.000 8 183.400 8 196,400 * 205.600

AIPEFAFT MF TAX • ;.,663 $ .Ioo 8 64.600 S 60.000 8 72.200 8 76.400 S 79.00
AIRCRAFT TIRE/TUK TAX 1 1,070 9 1.000 8 2,000 S 2.200 s 2.200 8 2.200 8 2.200

NEIVkrCRAF1/AVIOMIS 6 0 8 0 * 0 s • • 0 s 08 0
REFUND OF IAXLS 8 -1,&6 8 -2.000 8 -4.000 8 -4.000 8 -4.0OO & -4.000 8 -4.0CO
-- - - - - - ---- - - - - - - - - - - - - - - - - - - - - - -- - - - - - - - ---- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

SUBTOTAL USERS TA. 4 1.526.260 8 1.734.400 4 1.35.436 8 1.545.079 • 1.699,529 8 1.900.0/1 8 2.109.479

INIRAbUtoETRY tLANbACTNM

FliN.RAt P.AI'*NT IDlm

OERAL FUND. 0 8 0 8 08 0 $ 08 0 • 0
UNEXPENDED BALACE OF

GEN'l. FUND( ArPN((JIAT • 0 • 0 • 0 s 0 0 8 0 0

INTEREST ON IMVIST.LPEM S 282.265 8 376.000 8 463.121 8 490.358 • 507.831 8 491.838 8 463.741

TOIL ANIMAL INCOME 8 1.008-25 1 2.1LO400 8 1.856.5.7 8 2#026.236 8 2.207.359 0 2rJ92,710 2,593.219

CASH OUTGO DURING YEA:

FCD-CRA£- AV1A[LO 61*111
KPATIVIS 8 300.024 8 325.000 8 350.000 a 375.,00'.) 400.000 6 425J.OOO S 450.000

OAANTS-1 N-A10 AIRPIIt 8 556.454 8 60.000 8 325.000 8 600.000 G 550,000 $/' 600,000 50.000

FACILITIES Z EOUIPI 4 167.932 * 218.7008 400.000 8 4509000 8 550.000 1 &00.000 6 75.0
RES.ARCNENGI1 51'9R ING
AND DEL*L(O'NLtI 8 69.729 8 71.900 8 90.000 9 95,000* 100.000 8 105.0008 110.000

OThtR(Iti . NOISE
A3ArTEmT I reurmim p % 08 08 0* 0 * 0 0 • 0

PRIOR COMMIITMENTS b 0 8 0 s 349.857 4 34V98,P 9 349.837 0 349.057 6 349.65?

TOTAL ANNUAL OGO * 1,134,139 S 1-23,-600 3 2.014.US7 8 I.&69.857 8 1.949,57 8 2.07V.857 8 2,309.057

I....... - . .......................................... ..........................................................
UNLTvftI~. ILA.C4+ .NI, TA • 4.392.,1.13 6 5.266.933 8 s.lou-633 8 5.265,.012 3 5.5$22.515 8 5.6835.3681 6.113.730)

BIqIJ ; mO. a kmlW~qJt- :umum mmm . .- - - - - - - - - - - - - - - - - - - - --mmmemm~m~mmmwmm mmmmmmmdmm~ mmemm



lsb'bwt 10 - 831ATZ BILL VARIATIONS
BASED OR PS000 TAXsS IN S. 1640
INMREASMS BY W0 (3 PASSENGERTICKEZTTAX)

V*lOJECn STATUS OF AIRPORT AND
AIRmAY TUST FUND

(f In Tbounands)

Vy 1979 fv 1900 Fy 2981 FY 190' F 1933 F4 1984 Fl 1V=

UNEXPENDED SAL..STAkT Yk S 3#697.747 S 4.3v2,1-13 8 ..26.V33 I 4.743,54? 9 4,459-241 * 491V.251 9 • 1d.fo6.49

CASH INCOME DUtING YEAR:

PASSENGR ricKer tAX I 1284.1805
UAYDILL TAX s 81.391
FUE1 TAX 9 64.149
INT'i P 0SSENGk TAX 8 71.738
AIRCRAFT USE FAX 8 25,63
AZ• EAT TIRE/TUbE TAW S 1.070
NEW AIRCRAFT/AVIONICS $ 0
RE lD Of TAXES # - 1466

SUSTOTYd USERS TAX $ 2,526.2&0

1NIRAIN.GETRY TRANSACTNI

* 1,443.500 8
* 95.0vo 8
* 86.000 £
* 79,900 4
* 30.100

• 0 S

* -2,000 6

* 1,734.400 1

574./63 9 625.938 *
169.7;00 8 iVO.7.O 4S

I350.14 S 154. 671 S
12 5,550 8 130.00 $
4t4'508 51.000 $
1,500 8 1.650 *

08 04

-3-000 - 3,0o0 0

1,046.',7 8 i ,159.409 4

692.47?, S 7.46,275 8
229,950 8 260.700 •
162,771 8 195.429 8
1.47.350 $ 147.300 9
54.150 S 57.300 S
1.650 6 1,650 8

-3.000 8 -3,0*0 a

1.274.64L 4 1.425.65.4 9 1.582.109

FEDERAL PAYMENT fH"M
GENRA FUN. 6

UNEXPENDEo bALANCE 0F
GENL FUND API"(OPRIAT 8

INTERESY ON INIE ?..NT S

09 O* %0 04 0 * v 6 0

2 0 0.8B2.265 8 376.000 I li0 34.13 00 ;,97 1e 0444e,2.4, I 426,1421 40 7,22'9 S 3149.813 9 97,1.51447P2 .-

TOTL ANNUAt INCOME 8 1.808.525 8 2,110,400 $ 1.491,413 $ 1, 85,54y 1I,81.875 9 1,7/5.467 * 1.87V@260

CASH OUTGO DURING YEAR:

MEERML AViATION AGAIN
OPERATIONS f
GRANTS-IN-AID AIRPORT *
FACILITIES S EOUIPMT S
RrSEARCH. FNGINEERING
AND DEVELOPMENT *

OHIER(IINCI. NOIst
ApArEMNT S TRkAININk S

300.024 8 325.000 s 3ooO0 1 31.-000 8 400.000 a 42!.000 5 45o,0o
556.4%4 * 620,000 * 825.000 I 6v),000 S 550,000 • 600,000 S 650,000
167F932 8 218.700 10 400,0 '0.000 $ a5annn of-%. s 0 . -

69.7'9 8 /1.900 9 90.000 9 * o00 * 100. 0w $ 105.000 - 110.000

0 5 0 8 0 s 08 08 0s 0

PRIOR CO MITrMNTS is 0 04 34V.8/ f 34,857 8 14Y.657 & 349,857 9 349.057
---------- ----------------

T0TA1L ANNUAI OUTGO 8 1.124.139 8 1,235,600 5 2.014.0.7 8................................................................... !,369,R57 I 1.949.25/ £ 2,079.857 8 2.309,857

UNEXPENDED SALANL.CND Yk 8 4,392. 133 8 5. 26,933 5 4,743,549 8 4.4!.Y.241 S 4.IYl-Z,5 * fH46,B69 0 3.45,.72

861,780
297.900
109:571

154. 350

0
-3.000

1

.4



Exblblt 11 - SENATE BILL TAX VARIATIOil8
BASED ON PROPOSED TAXES IN S. '1649
WITH VARIAUX REDUCTION ( 6-5-4-
3-2% PASSENGER TICKET TAX)

PROJECTED STATUS OF AIRPORT AND
AIRWAY T3S FUND

(510 Tbouaa d)

FY 1979 FY 1980 FY 1901 FY 1982 FY 1983 FY 1934 FY 1985

UNEXPENDID BAL-..START YR 8 3,697,747 5 4v392,133 6 5.266.933 8 5,838.002 8 6,471.320 • 6.048.009 A.754P128

CA"., INCOME DURING YEAR:

PASSENGER TICKET TAX 9 1.284105 8 1.443.30 6 1.149.525 • 1.043.063 8 923.300 * 766275 5 574p525MAYBILL TAX 5 81.321 8 95.900 # 330.400 * 331.250 8 305.400 * 260.700 8 196.600FUEL TAX 5 64.149 * 860000 * 260.229 * 257.706 s 217.029 5 195.429 5 139.714INT'L PASSENGER TAX 8 71,738 $ 9.900 s 251.100 8 217.50 5 1134OO 8 147#300 8 102.900AIRCRAFT USE TAX 6 2. .663 8 . 30.100 8 96,900 6 015.000 s 72.200 s 57.300 8 39.900AIRCRAFT TIRE/TUBE TAX o 1.070 8 1.000 5 3.000 8 2.750 * 2.200 s 1.650 8 1.100NEU AZRCRAFT/AVIONXCS v 05 0 0 06 0 0 08 0REFUND OF TAXES 5 -1.064 S -2.000 -6.000 * -5.000 0 -4.000 8 -3.000 8 -2.000
- -- - - --- -- -- - - -- - - -- -- -- - - - - - - -- - - -- - -- ---- -- - - -- - - ----- - - - - - - - - -SUBTOTAL USERS TAX 8 1.526.260 8 1.734.400 5 2,093,154 8 1.932.348 8 I.699.529 8 1425.654 9 1.0O4.739

INYRAIUDOETRY TRANSACN Ijo

FEIIER.AL PAYMENT FROM
GENERAL FUNI S 0 0 0 0 5 0 0 o 0 0UNEXPENDED BALANCE OF
UEN'L FUNI APPROPRIAT Os 0 0 0 0 0 0 0INTEREST ON INVESTMENT s .092.265 5 3/6.000 8 493.572 0 570,027 * 627,017 8 590*322 5 519.283- --- - -- - - -- - ---- --- --- - -- - - - - -- - - - -- - -- -- -- - - - - - - - - - ---- - - - - - - - - -

TOIL ANNUAL INCOME 6 1.808--.5 2.110,400 5 2.506.726 * 2,502.376 8 2.326.546 8 2015.,976 * 1,574.023

CASH OUTGO DURING ytAR:

FEDERAL AVIATION AGMIN
OPERATIONS 5 300.024 5 32"5.000 8 350,000 8 375,000 $ 400,000 0 425.000 s 450.000GRANTS-IN-AID AIRPRY I 556.454 8 620,000 5 025.000 * 600.000 5 50.000 600.000 t 650.000FACUITIES A EOUZf'NT 8 187,932 5 218.700 * 400.000 * 40.000) 550.,000 600,000 * 750.000
RESEAkCN,ENIIElEkIM(U

Aild DEVELOPMENT 8 69,/29 s 11.900 S 90.000 5 95.000 100,000 . 105.000 * 110OoO

OIHER(INCI. NOISE
AbATEMIENT A TRAINING) 5 0 0 05 0 0 0 0 0 $ 0

PkInR COMMITMENTS 0 0 • 349,857 5 349.857 S 349.057 s 349.5/ * 349.@57- - - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ---- - - - - - - - - -
TOTAL ANNUAl 011760 s 4.114,139 * 1.23.60.o0 • 2.014,1157 s 1,9,57 0 194v.#l5/ 8 2,0798 57 8 2.309 .57

----------------- - --------------------------------------

I1NEXPENIPED PALAIJL.I. YR * 4.39.'.I]]6 0 .6.4 5,835,002 S 6.471.320 * 6.84800o9 * 6.784.128*6 6.O0.294-........................-............................................................... .
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Senator BYRD. The next panel, Mr. Robert A. Richardson, execu-
tive director, and Glen Gilbert, consultant, Helicopter Association
of America; Mr. W. Lawrence Graves, director, Federal Affairs,
Aircraft Owners & Pilots Association; and Mr. Delford M. Smith,
chairman, Evergreen Helicopters, Inc., and Evergreen Interna-
tional Airlines.

Welcome gentlemen, and proceed as you wish.

STATEMENT OF ROBERT A. RICHARDSON, EXECUTIVE DIRECTOR,
ACCOMPANIED BY GLEN GILBERT, CONSULTANT, HELICOPTER
ASSOCIATION OF AMERICA

Mr. RICHARDSON. Thank you, Mr. Chairman, and members of the
committee.

I have a written statement which I would like to have accepted
for the record.

Senator BYRD. Your statement will be received.
Mr. RICHARDSON. Thank you.
My name is Robert A. Richardson, executive director of the

Helicopter Association, and with me is Mr. Glen A. Gilbert, presi-
dent of Glen A. Gilbert Associates, Inc., and consultant to the
Helicopter Association.

The HAA is an international, independent, nonprofit organiza-
tion. The regular members of HAA operate helicopters for hire, for
corporate and private transport and/or for public service.

The operators-are active in the field of agriculture, air taxi,
energy exploration, fire control and support, law enforcement,
emergency medical transportation, logging, offshore operations,
aerial photography, traffic surveillance and reporting, and a host of
other vital missions.

The helicopter industry is at a critical point in its development
because of the lack of understanding within government on the
national, state, and local levels of the capabilities of our advanced
technology helicopters and the contribution that the helicopter can
make to our national transportation system.

The growth of the helicopter industry and its contribution to the
general public is limited today by the lack of public use heliports
connected by discrete helicopter airways in convenient places to
serve the traveling public.

The helicopter does not need the elaborate facilities of airports
and is, in fact, hindered when forced into the traffic patterns of
such massive and complex installations. In fact, in remote areas
and in offshore operations, such as in support of oil production
facilities, the helicopter basically must rely on its own onboard
navigation capability due to the lack of Government-furnished aids.

The helicopter industry was born in the 1940's. At the time of
the Airport and Airway Development Act of 1970, there were less
than 3,000 civil helicopters in this country. Today, the Nation's
fleet has increased to over 8,000. We are the fastest growth element
of the aviation industry at a compound growth rate of 15 percent
per annum, and we conservatively estimate that there will be more
than 20,000 helicopters in the Nation's airspace during this decade.

This growth rate tends to emphasize reality. Helicopters are not
toys. Helicopters are true working machines that serve not only
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the Nation's people transportation requirements, but also the Na-
tion's most basic needs-food supplies, energy development, forest-
ry, construction, public safety, and many others.

A helicopter transportation system, unprecedented or unequaled
in the world, has been exploding in the Gulf of Mexico. Each day
over 7,000 people are moved to energy production sites in these
versatile machines. A single Louisiana-based helicopter operator
transports more people daily than the most active of all U.S. corn-

-- muter airlines and owns more aircraft than almost any of the
world's largest air carriers.

The Nation's public safety organizations recognize the tasks that
can be accomplished by, and only by helicopters. Daily, laws are
enforced, crime is suppressed, apprehensions are made with heli-
copters. Daily, lives are being saved and hospital emergency rooms
are accepting trauma patients delivered by helicopters. Daily, fires
are fought and people are evacuated by helicopters.

During the blizzard of 1979, the only aircraft taking off and
landing at Baltimore-Washington International Airport were the
helicopters.

At Three Mile Island, only helicopters were capable of furnishing
the emergency support.

During the height of the tropical storm David, helicopters were
pressed quickly into service for evacuation and rescue purposes.

As I am speaking here today, helicopters are performing a seed-
ing and fertilizing effort covering 20,000 acres of devastated land in
the Mount St. Helens area.

Here are some other examples of how helicopter transportation
is providing unique benefits to our economy:

New York City tells us that for every corporate headquarters
that is located in the city near the financial community 500,000
workers are employed. Sixty-eight corporations stay in town by
flying to the 60th Street heliport alone.

Digital Equipment Corp., a large, fast growing computer manu-
facturer in Massachusetts, has dispersed their several plants to
sites that afford living space for their workers, and that reduce
their workers' commuting needs. RCA has the same system in New
Jersey. Helicopter transportation permits them to maintain cost
effective supervision and control, as well as technical support
among these plants and their central offices.

The helicopter should be recognized as a productive, efficient and
unique air transportation vehicle, ready to perform its share of the
Nation's needs for transportation. The helicopter can provide short-
haul rapid transportation directly between the centers of economic

-- ctivity, as opposed to time-consuming and energy-consuming rout-
ings via fixed-wing airports.

This point-to-point transportation capability can provide much
needed relief of congestion at fixed-wing airports and their access
roads. In fact, the helicopter and other members of the vertical
takeoff and landing family now being developed may be the only
way we can prevent zero-growth air transportation resulting from
conventional airport saturation. The helicopter can provide time-
saving and energy-saving transportation service within urban
areas.
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But the helicopter industry has some severe problems, many of
which, however, can be alleviated through the use of airport/
airway user tax funds. Some of these are as follows:

HELIPORT

Among the Nation's 25 largest cities, only 11 have public-use
heliports, and only four of these are recognized in the national
airport system plan. There are no heliports equipped for all-weath-
er operations. The only discrete helicopter airwaty in the United
States runs along the Northeast corridor from Washington, D.C., to
New York to Boston.

However, operators cannot land or depart at either downtown
Washington or Boston because no public-use heliports are there.
They must use conventional airports. Yet, a heliport capable of
handling as much traffic as a medium-sized airport can be accom-
modated on a 3-acre site or on an elevated platform or rooftop, and
can be equipped for all-weather operation, all at a ct probably on
the order of 1 or 2 percent that of a new medium-sized jetport-if
the real estate can be found.

Helicopter operators obviously need a system of all-weather heli-
ports to serve all the regions of the United States where the
demand for helicopter transportation is now fast growing. The
action earlier this year by the Subcommittee on Aviation of the
House Public Works and Transportation Committee to authorize in
H.R. 6721 not less than $10 million for heliport construction during
the next 5 years under ADAP certainly is a step in the right
direction. We strongly urge that this provision remain in the final
version of the Airport and Airway Improvement Act of 1980 when
it is passed by the Congress.

AIRWAYS

Helicopter discrete narrow width all-weather airways are needed
to connect the all-weather heliports, with suitable air traffic sepa-
ration service.

Senator BYRD. You have gone considerably over your time. Do
you have much more?

Mr. RICHARDSON. Not too much more, sir. I will try to summarize
it.

Senator BYRD. Good.
Mr. RICHARDSON. The five Manhattan Island heliports are in use

this year with 90,000 operations. It is forecast that at these heli-
ports in New York next year, we will have 125,000 operations.
Comparing that with LaGuardia which is a highly complex naviga-
tion airport, with multimillion-dollar facilities, the heliport invest-
ment is minor.

As far as navigation is concerned, the -FAA's line of sight air-
plane navigation system requires helicopters to fly at altitudes
which are frequently higher than is efficient for them in terms of
fuel consumption.

To help solve the helicopter needs, just to briefly outline, the
FAA has proposed at previous hearings in the Congress during the
ast year a dynamic 5-year heliport R. & D. program which we

have summarized at the end of our written statement.
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Now I would like to have Mr. Gilbert give you the points that we
would like you to consider in terms of the aviation fuel tax, the
ticket tax.

Senator BYRD. Just summarize that in 1 minute. That is all we
need.

Mr. RICHARDSON. All right, sir.
Mr. GILBERT. Thank you, Mr. Chairman. We will do it in 1

minute.
We propose that the aviation fuel tax be reduced to 5 cents per

gallon until such time as the unallocated balance of the airport
and airway trust fund reaches a level of approximately $500 mil-
lion. We feel that the current unallocated balance of the trust fund
is excessive. A 5-cent-per-gallon fuel tax seems to be adequate for
some time to come.

Over and above our proposal with regard to the fuel tax reduc-
tion, we would like to see some permanent fuel tax exemption for
certain types of helicopter operations, which we have identified:
Natural resource discovery, recovery, and support activities. The
exemption language and the definition are shown on page 6 of our
testimony.

Insofar as the helicopter industry is concerned, we support the
provisions of S. 1649 relative to reducing the airline ticket tax, and
also the question of decentralizing the larger and medium hubs as
proposed in that act.

We would like to stress once more the following:
The FAA strongly urges that the Airport and Airway trust fund

be removed from the Federal unified budget, and that these funds
be made immediately available to draw against for aviation pur-
poses as intended in the original Airport and Airways Development
Act of 1970.

Further, we-propose that these funds also be made available in
the form of initiatives to encourage users to acquire new and
advanced airborne navigation and air traffic control equipment,
which will increase aviation safety and increase the capacity of the
Nation's airspace for transportation.

Thank you, sir.
Senator BYRD. I think that helicopters play an important part in

our transportation needs.
Mr. Graves.

STATEMENT OF W. LAWRENCE GRAVES, VICE PRESIDENT,
FEDERAL LEGISLATIVE AFFAIRS, AIRCRAFT OWNERS &
PILOTS ASSOCIATION
Mr. GRAVES. Mr. Chairman, I am Larry Graves, representing the

Aircraft Owners & Pilots Association, and our 250,000 members
across the country.

We strongly support S. 1648, the bill passed by the Senate last
winter, and strongly endorse the views of Senator Cannon and
Senator Packwood that the tax provision that accompanies S. 1648
should reflect and accompany that bill.

We do support the Ways and Means Committee's decisions with
regard to the taxes on general aviation. The Ways and Means
Committee decided to adopt 8.5-cent fuel tax in exchange for a
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repeal of the user tax. We argued, and they agreed, that the user
tax is an onerous burden and that the net revenue from the in-
crease in the fuel tax and repeal of the user tax will be the same or
better to the Federal Government, primarily because of the addi-
tional costs that are involved in collecting the user tax as opposed
to the fuel tax.

Third, we urge you not to extend the taxes for the aviation trust
fund without a program. We don't think there is any need to add
to the surplus until we know what direction the expenditure pro-
gram is going to take.

Next, I would also like to comment on two of the points made by
the Administration this morning. They argued in favor of taking
administrative costs for the FAA from the trust fund, and men-
tioned the highway trust fund, the social security trust fund and so
on.

The truth is that no other administrative costs are paid for by
the expenditure of other trust funds. The highway trust fund, the
waterways trust fund, and the social security trust fund only pay
for the benefits for which they are authorized.

I would note in conjunction with this issue that when the 1977
bill was approved by the Congress, a limitation was put on the
maximum amount that the FAA could take out of the trust fund
for its own uses. In every year since that time, the FAA has
exceeded that maximum amount.

At the same time, a minimum level was placed on their spending
for airway and airport development. They failed to reach even the
minimum amount in every year since the authorization in 1976.

Fifth, the allegations of the Administration that general aviation
does not pay its fair share of the costs of running the aviation
system is totally false. An example can be seen at Dulles Airport
where general aviation regularly lands on the taxiways out there.
We don't need the runway length, width, depth, you name it, that
is required for the larger aircraft.

In addition, we support the 11,000 airports around the country
that are not eligible for Federal assistance of any kind.

Sixth, the committee should keep an eye on the administration
of this program in determining the taxes that are going to be
collected. About a month ago, the FAA asked the aviation depart-
ment of the State of Virginia to supply it with a list of the ap-
proved but not funded projects for ADAP programs. These total
about a little above $13 million.

The State aviation department wrote to the various airports that
were involved in the State, updated the grants, and sent them back
to the FAA. After 3 weeks of work they got them on paper. The
FAA then said that it was sorry, it was embargoing any expendi-
tures for ADAP until the second quarter of fiscal year 1981.

Their claim is that these airport improvements in Virginia and
around the Nation would be inflationary. We think that it is just to
enlarge further the surplus and reduce the apparent deficit of the
Federal budget.

Finally, considering the tax levels in the House bill, the commit-
tee should keep in mind that the House has agreed to reduce their
authorization levels by $300 million because of the reconciliation
process. We would not like the Senate Finance Committee to be
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funding a House-passed bill that is going to be $300 million- less
than is included in the bill.

Thank you.
Senator BYRD. Thank-you.
Mr. Smith.

STATEMENT OF DELFORD M. SMITH, CHAIRMAN, EVERGREEN
HELICOPTERS, INC.

Mr. SMITH. Thank you, Mr. Chairman.
Mr. Chairman, my name is Delford M. Smith. I am the chairman

of the board of Evergreen Helicopters, Inc., of McMinnville, Oreg.,
and also current president of the Helicopter Association of Amer-
ica.

I would like to take this opportunity to briefly expand upon one
item mentioned in the Helicopter Association's testimony that is of
particular importance to Evergreen Helicopters and other compa-
nies engaged in tree farming and timber harvesting with helicop-
ters.

Mr. Chairman, I have a few photographs that might help visual-
ize our operation. Withr your permission I would like to pass them
to your chair, please.

Senator BYRD. Very good.
Mr. SMITH. Evergreen uses its helicopters in all phases of tree

farming, including: seeding, fertilization, spraying for disease,
insect control, fire control, timber thinning and timber harvesting.
The use of helicopters supplements conventional logging methods,
allowing the harvesting and thinning of timber in otherwise inac-
cessible mountainous terrain.

Helicopter logging also permits harvesting of trees when conven-
tional methods might harm the environment. It does not require
extensive road building and it allows more forest land to be re-
tained for cultivation. After the harvesting, the land is restored to
its natural condition.

In our tree harvesting operations, we use helicopters to move
logs from roadless forest areas to cleared staging areas where they
can be loaded onto trucks. We construct these staging areas and
temporary heliports ourselves.

While logging, we remove from our helicopters the VHF radios
used for Federal aviation navigation communications and instead
equip the helicopters and our logging crews with industrial-use
shortwave radios.

We refuel the helicopters by transporting jet fuel in our own
trucks to the temporary heliports. At no time during our helicopter
logging operations do we use or rely upon any public or private
airport or communications facility. In fact, the helicopters operate
at a maximum altitude of only 500 feet and rarely venture more
than a half-mile from the logging site.

The Airport and Airway Revenue Act of 1970 imposed a 7-cent
per gallon tax on fuel used by noncommercial aviation as a means
of allocating to general aviation its share of the costs for using the
Federal airport and airway systems.

The legislative history indicates that Congress intended to
impose this excise tax only on fuel used by those aircraft that
actually used the system. To this end, Congress exempted from this
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-tax aviation fuel used in farming. The farming exemption was
intended to take care of the farmer who was not utilizing govern-
ment facilities by exempting him from paying the tax on aviation
fuel used solely in his farming operations.

But unfortunately, the farming exemption in the 1970 act relied
on the Internal Revenue Service's definition of farming. In 1970
there was no use of helicopters in tree farming. Helicopters began
to be used in 1971. The IRS has refused to consider the cultivating
and harvesting of timber as farming, even though trees are an
agricultural crop fully as much as wheat, corn, oats, etc. The IRS
applies the farming exemption to nurseries and Christmas tree
farms, but not to timber harvesting.

Evergreen and other helicopter logging companies have repeated-
ly filed claims with the IRS seeking refunds of the excise taxes
paid on aviation fuel used solely in timber farming, but theIRS
has refused the refunds. The matter has also been unsuccessfully
pursued in the courts. It appears that legislation is the only alter-
native.

We urge this committee to correct the current unfair situation
by including in the new Airport and Airway Revenue Act a provi-
sion that would clearly exempt from the excise tax aviation fuel
used in helicopter logging, an activity that makes no use of Federal
airport and airway system.

We have no problem with paying our fair share of user taxes
when we use the Federal system, which we do in many of our other
helicopter operations, but we don't believe we should pay a user
tax on fuel or helicopters that stay for months at a time in remote
mountain areas far from any Federal facilities.

I would like to note that part of the savings through elimination
of the fuel tax will inevitably be passed on to the Federal Govern-
ment through higher bids for timber on Federal lands. Much of the
timber we harvest is purchased by bid from the U.S. Forest Service
of the Department of Agriculture.

Thank you for giving us the opportunity to present our views.
[The prepared statements of the following panel follow:]

STATEMENT OF THE HELICOPTER ASSOCIATION OF AMERICA BY ROBERT A. RICHARDSON,
EXECUTIVE DIRECTOR, AND GLEN A. GILBERT, PRESIDENT, GLEN A. GILBERT & ASSO-
CIATES, INC., CONSULTANT, HELICOPTER ASSOCIATION OF AMERICA

Mr. Chairman and members of the subcommittee, my name is Robert A. Richard-
son, and I am Executive Director of the Helicopter Association of America. With me
is Glen A. Gilbert, President of Glen A. Gilbert and Associates, Inc., and Consultant
to the Helicopter Association of America.

The Helicopter Association of America (HAA) is an international, independent,
non-profit organization. The Regular Members of HAA operate helicopters for hire,
for corporate and private transport and/or for public service. The operators are
active in the fields of agriculture, air taxi, energy exploration, fire control and
support, law enforcement, emergency medical transportation, logging, offshore oper-
ations, aerial photography, traffic surveillance and reporting, and a host of other
vital missions.

The helicopter industry is at a critical point in its development because of the
lack of understanding within Government on the national, State and local levels of
the capabilities of our advanced technology helicopters and the contribution that
the helicopter can make to our national transportation system.

The growth of the helicopter industry and its contribution to the general public is
limited today by the lack of "Public Use Heliports" connected by discrete helicopter
airways in convenient places to serve the traveling public. The helicopter does not
need the elaborate facilities of airports and is in fact hindered when forced into the
traffic patterns at such massive and complex installations. In fact, in remote areas
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and in offshore operations, such as in support of oil production facilities, the
helicopter basically must rely on its own on-board navigation capability due to the
lack of government furnished aids.

The helicopter industry was born in the 1940's. At the time of the Airport and
Airway Development Act of 1970, there were less than 3,000 civil helicopters in this
country. Today, the nation's fleet has increased to over 8,000. We are the fastest
growth element of the aviation industry at a compound growth rate of 15 percent
per annum, and we conservatively estimate that there will be more than 20,000
helicopters in the nation's airspace during this decade.

This growth rate tends to emphasize reality-helicopters are not toys-helicopters
are true working machines that serve not only the nation's people transportation
requirements but also the nation's most basic needs-food supply, energy develop-
ment, forestry, construction, public safety and many others.

A-. helicopter transportation system, unprecedented or unequalled in the world,
has been exploding in the Gulf of Mexico. Each day over 7,000 people are moved to
energy production sites in these versatile machines. A single Louisiana based heli-
copter operator transports more people daily than the most active of all U.S.
commuter airlines and owns more aircraft than almost any of the world's largest air
carriers.

The nation's public safety organizations recognize the tasks that can be accom-
plished by-and only by-helicopters. Daily, laws are enforced, crime is suppressed,
apprehensions are made with helicopters. Daily, lives are being saved and hospital
emergency rooms are accepting trauma patients delivered by helicopters. Daily,
fires are fought and people are evacuated by helicopters.

During the "Blizzard of '79" the only aircraft taking off and landing at the
Baltimore-Washington International Airport were helicopters.

At Three Mile Island only helicopters were capable of furnishing emergency
support.

During the height of Tropical Storm David helicopters were pressed quickly into
service for evacuation and rescue purposes.

As I am speaking here today, helicopters are performing a seeding and fertilizing
effort covering over 20,000 acres to devasted land in the Mount St. Helens area.

Here are some other examples of how helicopter transportation is providing
unique benefits to our economy. New York City tells us that, for every corporate
headquarters that is located in the city near the financial community, 500 urban
workers are employed. Sixty-eight corporations stay in town by flying to 60th Street
Heliport alone. Digital Equipment Corporation, a large, fast growing computer
manufacturer in Massachusetts, has dispersed their several plants to sites that
afford living space for their workers and that reduce their workers' commuting
needs. RCA has the same system in New Jersey. Helicopter transportation permits
them to maintain cost effective supervision and control as well as technical support
among these plants and their central offices.

The helicopter should be recognized as a productive, efficient and unique air
transportation vehicle, ready to perform its share of the nation's need for transpor-
tation. The helicopter can provide short haul rapid transportation directly between
centers of economic activity as o sed to time-consuming and energy-consuming
routings via fixed-wing airpo rts. This point-to-point transportation capability can
provide much needed relief of congestion at fixed-wing airports and their access
roads. In fact, the helicopter and other members of the vertical take-off and landing
family now being developed, may be the only way we can prevent zero-growth air
transportation resulting from conventional airport saturation. The helicopter can
provide time-saving and energy-saving transportation service within urban areas.

But the helicopter industry has some severe problems, many of which, however,
can be alleviated through the use of airport/airwal user tax funds. Some of these
are as follows:

Heliports.-Among the nation's 25 largest cities, only 11 have public-user heli-
ports, and only four of these are recognized in the National Airport System Plan.
There are no heliports equipped for all weather operations. The only discrete
helicopter airway in the United States runs along the Northeast Corridor from
Washington, D.C. to New York to Boston. However, operators cannot land or depart
at either downtown Washington or Boston because no public-use heliports are there.
They must use the conventional airports. Yet, a heliport capable of handling as
much traffic as a medium sized airport can be accommodated on a three acre site or
on an elevated platform or roof top, and can be equipped for all weather operation,
all at a cost probably in the order of one or two percent that of a new medium-size
jetport-if the real estate could be found! Helicopter operators obviously need a
system of all weather heliports to serve all the regions of the United States where
the demand for helicopter transportation is now fast growing. The action earlier
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this year by the Subcommittee on Aviation of the House Public Works and Trans-
portation Committee to authorize in H.R. 6721 not less than $10 million for heliport
construction during the next five years under ADAP certainly is a step in the right
direction. We strongly urge that this provision remain in the final version of the
Airport and Airway Improvement Act of 1980 when passed by the Congress.

Airways.-Helicopter discrete narrow width all weather airways are needed to
connect the all weather heliports, with suitable air traffic separation service. For
example, the five Manhattan Island heliports are all in uncontrolled airspace and
can be used only in "good" weather. They are not served directly by any govern-
ment aids or facilities. Last year there were more than 90,000 operations at these
heliports, and New York City projects that they will reach 125,000 this year. This is
one-fourth the number of fixed wing operations at LaGuardia, yet LaGuardia has
highly complex navigation and air traffic facilities, furnished by the government,
ind uses a multi-million dollar airport.

Navigation.-The FAA's line-of-sight airplane navigation system helicopters use
today requires them to fly at altitudes frequently higher than those most efficient
for helicopter operations in terms of fuel consumption, mission time, and separation
from fixed wing airplanes. In remote areas such as Alaska, where helicopter trans-
portation is vital, and offshore, there is no appropriate navigation system at all. The
helicopter industry needs a nationwide low altitude system that will permit them to
provide their unique transportation services in congested, remote and offshore envi-
ronments regardless of the weather. This is why the HAA is a vigorous supporter of
the civil application of the NAVSTAR GPS Satellite Navigation System.

To help solve the helicopter needs just briefly outlined, the HAA has proposed at
previous hearings in the Congress during the past year that a dynainic five year
helicopter R&D program be initiated during fiscal year 1981, drawing on the nearly
$5 billion unobligated surplus in the aviation trust fund-funds already paid in by
the aviation users, including the helicopter industry, with very little-if any-
return to that industry. We again bring this proposal forward at the hearings today
before this distinguished subcommittee. (Details are shown in the Attachment to
this statement.)

With the preceding remarks as background, I now will present the helicopter
industry's position on user taxes relevant to the proposed new Airport and Airway
Improvement Act of 1980.

AVIATION FUEL TAX

The Aviation Fuel Tax should be reduced to five cents per gallon until such time
as the unallocated balance of the Airport and Airway Trust Fund reaches a level of
approximately $500,000,000. At such time, an aviation fuel tax commensurate with
the need to sustain a logical level of funding for the Trust Fund, but not to exceed
seven cent per gallon, shall be impose. This position is established because:

The current unallocated balance of the Trust Fund is excessive.
A five-cents-per-gallon tax appears to be adequate for some time to come in light

of the significant surplus in the Trust Fund.
An increase to seven cents per gallon (about 28.5 percent) should be reasonable to

accommodate inflationary and other contingencies later on at the appropriate time.
In addition to and apart from these proposals, the HAA urges that a permanent

fuel tax exemption be established as follows:
Exemption.-Under regulations prescribed by the Secretary, no tax shall be im.

posed under this section on any liquid sold for use or used on a farm for farming
purposes or used in helicopter natural resource discovery/recovery support.

Definition.-Whereever the term helicopter natural resource discovery/recovery
support is used in this Act, it shall be interpreted to include any and all uses of a
helicopter to support natural resource discovery and/or recovery, including but not
limited to the fields of petroleum and any other energy exploration and production,
forestry and logging activity, and agricultural seeding, fertilizing and spraying.

Legislative history seems clear that the intent of Congress was that the airport/
airway user tax would be applied to defray costs to the FAA of providing airport aid
and airways facilities such as navigation aids, communication facilities and air
traffic control services. Obviously, it would follow that only the users of such
facilities and services should be charged this fuel user tax. There are a number of
types of helicopter operations which fall into the category of non-users of airport/
airways facilities funded by the airport/airways user tax. These include energy
management transportation (both offshore and in remote areas), and forestry and
agriculture transportation. The foregoing definition and exemption language is in-
tended to cover this situation.
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TICKET TAX

The HAA supports the provisions of S. 1649 relative to reducing the airline ticket
tax to 2 percent and permitting the larger and medium hub airports to control their
position on a local basis instead of on a federal basis, because:

The large and medium hub airports are professionally staffed, self-sufficient reve-
nue generators.

This will result in savings of federal administrative costs and bureaucratic delays.
Local governments, along with the airlines, have a better idea of what needs are

required in their locale.
Increased needs for smaller airports, public-use heliports, and other systems pro-

grams can be funded at higher than present levels with a combination of the
proposal's reduced ticket tax, limitations on larger hubs, and utilizing the existing
trust fund surplus.

FUNDING FAA'S ADMINISTRATION, OPERATIONS AND MAINTENANCE

The HAA supports the provisions of S. 1648 placing limitations on uses of Trust
Fund monies for "other expenses" (see 7(d)).

Finally, Mr. Chairman, the HAA strongly urges that the airport/airway trust
fund be removed from the Federal Unified Budget and that these funds be made
immediately available to draw against for aviation purposes as intended in the
original Airport and Airways Development Act of 1970. Further, we propose that
these funds also be made available in the form of initiatives to encourage users to
acquire new and advanced airborne navigation and air traffic control equipment
which will increase aviation safety and increase the capacity of the airspace as a
transportation medium.

Thank you.

[Attachment]

RESEARCH AND DEVELOPMENT FOR HELICOPTERS

A. Heliports/helicopter airways-total, $75,000,000
To develop all-weather public-use heliport design criteria in the following areas:
Planning criteria for site locations including, -specifically, interface with other

modes of public and private transportation.
Construction criteria for elevated, ground level, and floating sites in remote,

offshore, and city center environments.
Heliport lighting, marketing, safety, refueling, firefighting and security design

criteria for varying environments.
Noise level-and noise abatement design criteria for various heliport environments

($3,000,000%
To develop specific site locations for primary and secondary all-weather public-use

heliports for each of the nation's twenty-five largest cities and to prepare detailed
heliport development plans for each site location. Development plans will include
time phased plans for all development activities up to the operational opening of
each site. ($3,000,000)

To develop specific site locations and to prepare detailed heliport development
plans for all-weather, public-use, city-center heliports in at least ten cities not
included in the nation's twenty-five largest cities. ($2,000,000)

To develop terminal guidance equipment and procedures for all-weather, public-
use heliports. ($4,000,000)

To develop automatic heliport (including helipad End helistop) weather observa-
tion and broadcasting system equipment and procedures. ($5,000,000)

To develop IFR navigation equipment and operational procedures that are com-
patible with and designed for the capabilities and limitations of helicopter oper-
ations. ($6,000,000)

To develop communications systems that are not line-of-sight dependent and that
will result in reliable communications between air traffic service facilities and
helicopters operating in helicopter IFR airways. ($6,000,000)

To develop safe, economical and technically feasible air traffic control procedures,
practices, and operational concepts designed to maximize helicopter performance
characteristics. ($3,000,000)

To develop discrete helicopter airways design criteria using navigation, weather
communication, and air traffic control equipment and procedures developed above.
Include design criteria for enroute, approach, landing, and departure from estab-
lished public-use heliports and airports. ($4,000,000)
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To plan, construct, and demonstrate complete public-use, all-weather heliports
using prototype equipment and procedures developed for terminal guidance, weath-
er observation and broadcasting; IFR operations, communications systems, and air
traffic control. Test and evaluate selected systems and elements of systems in order
to derive standard equipment and procedures. Priority consideration should be
given to city-center heliorts in metropolitan areas such as New York, Washington,
Boston, Chicago, Los Angeles and other selected suitable demonstration areas.
($21,000,000)

To plan, construct and demonstrate complete discrete IFR helicopter airways and
to test and evaluate prototype equipment and procedures. Priority should be given
to (1) Gulf of Mexico IFR helicopter airways and (2) to helicopter IFR airways
serving Chicago-St. Louis-Pittsburgh-Cleveland-Minneapolis/St. Paul-Milwaukee-
Cincinnati area. ($16,000,000)

To provide discretionary funds for further support of any of the programs outlined
above ($2,000,000)
B. Helicopter noise reduction-total, $25,000,000

To reduce helicopter external noise. ($15,000,000)
To reduce helicopter internal noise. ($10,000,000)

C. Navigation-total, $25,000,000
To develop civil applications of Navstar/GPS

Grand total, $125,000,000

STATEMENT OF W. LAWRENCE GRAvES, VICE PRESIDENT, AIRCRAFT OWNERS AND
Piwrs ASSOCiATION (AOPA), REGARDING MODIFICATION AND EXTENSION OF Avi-
ATION EXCISE TAXEs

SUMMARY OF MAJOR POINTS
1. AOPA supports the Ways and Means Committee general aviation tax package.
2. AOPA opposes S. 1649, the Commerce Committee tax proposal to support S.

1648, and S. 1582, the Administration's Trust Fund tax proposals.
3. AOPA recommends Aviation Trust Fund taxes not be extended without an

AOPA program as has occurred in the past.
4. AOPA recommends that Trust Fund O&M money be embargoed in event the

Administration carries out its threat to embargo ADAP and F&E funding from the
Trust Fund for any specified period of time.

5. AOPA recommends prohibiting use of the Trust Fund to construct subways and
highways.

STATEMENT

I am W. Lawrence Graves. AOPA represents over 250,000 individuals who own
and fly general aviation aircraft for business and personal purposes from approxi-
mately 13,000 airports in the United States. Our members have a deep interest in
the actions to be taken by the Committee on Finance regarding the excise tax
proposals to support the Airport and Airway Trust Fund.

Ways and Means Committee Print 96-62 contains the Committee amendment to
be introduced on the floor of the House as Title II of H.R. 6721, the Airport and
Airway Improvement Act. AOPA fully supports the actions taken by the Ways and
Means Committee on the general aviation taxes in H.R. 6721.

We are particularly gratified that the Committee agreed to exempt general avi-
ation aircraft from the aircraft use tax and hold the fuel tax to 8 cents per gallon.
The use tax has been resented by our members, not so much because of the revenue
involved, but because of the abusiveness of the Internal Revenue Service in collect-
ing the tax. No notification of liability for the tax has been printed on aircraft
registration forms and many well-meaning, t.paying citizens have been intimidat-
ed by IRS for failure to pay a tax of as little as $25. Further, in support of this
action, the Senate Budget Committee, in drafting its Second Concurrent Budget
Resolution for Fiscal Year 1981, included the general aviation tax levels shortly to
be added to H.R. 6721.

The prolonged manipulation of the Aviation Trust Fund is a disgrace. The Admin-
istration recently announced it would defer making grants from the Trust Fund in a
move it described as "anti-inflationary." The real purpose is more of the budget-
balancing charade played by the Administration when it uses the Trust Fund
monies in political arithmetic designed to offset the Federal deficit.

68-894 O-80---11
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All of this is played out against a backdrop of many air rts with less than
optimum safety, and with most major metropolitan areas suffering from an acute
shortage of reliever airport capacity. Successive administrations seek vast sums
from the Trust Fund for FAA's "operations and maintenance." In spite of reduced
air travel, the Trust Fund achieved the dubious distinction of having more than a
four billion dollar uncommitted surplus.

As you know the Administration recently announced that it would not expend
ADA Pand F&E money from the Trust Fund until the second quarter of fiscal year
1981. We believe operations funding from the Trust Fund should be embargoed for
the same period of time.

We urge the Committee to prohibit the use of Trust Fund monies for the purpose
of constructing off-airport highways and subways. This prohibition was adopted by
the Ways and Means Committee and reflects the fact that both highways and
subways have their own source of funds and do not need to be supported by the
Aviation Tust Fund while safety needs would go unmet.

S. 1582, the legislation introduced by request of the Administration, has been
judged by virtually all who have considered it as working against safety and
imposing a crushing financial burden on general aviation. It has been introduced at
a time when pilots ate urged to equip their aircraft with the most advanced
navigation and communications equipment, to enhance further the safety of an
already excellent air traffic control system. The Administration proposal would
discourage the purchase of such equipment by imposing stiff excise taxes.

AOPA also opposes the ad valorem fuel tax proposed by the Administration
because it is regionally discriminatory, and would impose an administrative hard-
ship on small fuel retailers. Primarily, revenues going into the Treasury would rise
with higher fuel prices, thus giving the Federal government a vested interest in
inflation along with high fuel prices. AOPA also objects to the recommendation of a
ten-year tax authorization with only a five-year spending authorization.

S. 1649, the legislation introduced to support S. 1648, the Senate-passed Airport
and Airway Improvement Act, also contains an ad valorem fuel tax for general
aviation. It also would continue the tax for ten years even though S. 1648 proposes a
five year authorization. AOPA therefore strongly opposes S. 1649.

In closing, we would like to state our unequivocal opposition to a simple extension
of the existing program. The new legislation holds out some promise for general
aviation, provided that the authorization for 'operations and maintenance" can be
reduced, and that the House refuses to amend Section 208(0 of the Airport and
Airway Revenue Act, thereby preventing diversion of Trust Fund revenues to high-
ways and subways. The program as it exists now generally has been detrimental to
the welfare of general aviation. We would rather have no program at all than an
extension of the existing ADAP program even though we would continue to have to
pa a four cent per gallon fuel tax.

We would even more strenuously object to continuing the existing taxes without
an ADAP authorization. To impose "user taxes" in the absence of a program would
effectively constitute the imposition of general excise taxes. We urge the Committee
to view the taxes as inseparable from the program.

In your own Commonwealth, Mr. Chairman, 11 of the 83 certificated airports
have projects already approved but still pending from ADAP funds totaling $13.3
million. The remainder are tied up in badly-needed improvements at general avi-
ation airports.

Those projects include instrument landing systems and lighting improvements,
terminal additions, runway overruns and have languished for years. This is despite
the fact that more than $5 billion has been accumulated in the Aviation Trust
Fund, and the Administration threatens to embargo money already set aside and
which is desperately needed for aviation safety in the Commonwealth.

Virginia authorities also estimate that safety improvements at airports in the
Commonwealth will accrue to a total of $85 million within the next five years. That
sum will be required at air carrier general aviation and commuter airports, and for
work to start on badly-need reliever airports adacent to metropolitan areas.

What's worse, Mr. Chairman, is that several weeks ago, the FAA, in a hurry-up
message to Richmond, advised airport sponsors to reshape their grant requests to
account for inflation, and to account for other spiraling costs, and to resubmit their
requests as soon as possible.

State and local officials works overtime to comply. A few days later, they were
told their grants could not be processed because funds were allocated for other
purposes, or were to be embargoed by the administration as a hedge against infla-
tion. In each of the cases, Mr. Chairman, localities and the Commonwealth already
had their matching funds in hand, and literally asked only where to send their
checks.
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Virginia is but one of 50 states. Officials of the 49 others present similar accounts
dispairing of the ADAP program as currently administered by the FAA. They tell of
unmet critical safety needs; of local efforts to provide the necessary matching funds;
of outdated federal standards which drive up the costs of airport development, and
which make a mockery of the efforts of the Congress to meet the safety needs of
aviation.

We urge you, Mr. Chairman and members of the subcommittee to look ve
closely at the Aviation Trust Fund and the levies which support it, particularly with
the already huge-and evergrowing-surplus which exists today.

TESTIMONY OF DELFORD M. SMITH, CHAIRMAN OF EVERGREEN HELICOPTERs, INC.

Mr. Chairman, my name is Delford M. Smith. I am chairman of the board of
Evergreen Helicopters, Inc., of McMinnville, Oregon, and also current president of
the Helicopter Association of America.

I would like to take this opportunity to briefly expand upon one item mentioned
in the Helicopter Association's testimony that is of particular importance to Ever-
green Helicopters and other companies engaged in tree farming and timber harvest-
ingwith helicopters.

Evergreen uses its helicopters in all phases of tree farming, including: seeding,
fertilization, spraying for disease, insect control, fire control, timber thinning and
timber harvesting. The use of helicopters supplements conventional logging meth-
ods, allowing the harvesting and thinning of timber in otherwise inaccessible moun-
tainous terrain. Helicopter logging also permits harvesting of trees when conven-
tional methods might harm the environment. It does not require extensive road
building and it allows more forest land to be retained for cultivation. After the
harvesting, the land is restored to its natural condition.

In our tree harvesting operations, we use helicopters to move logs from roadless
forest areas to cleared staging areas where they can be loaded onto trucks. We
construct these staging areas and temporary helicopter parts ourselves. While log-
ging, we remove from our helicopters the VHF radios used for federal aviation
navigation communications and instead equip the helicopters and our logging crews
with industrial-use, short-wave radios. We refuel the helicopters by transporting jet
fuel in our own trucks to the temporary heliports. At no time during our helicopter
logging operations do we use or rely upon any public or private airport or communi-
cations facility. In fact, the helicopters operate at a maximum altitude of only 500
feet and rarely venture more than a half mile from the logging site.

The Airport and Airway Revenue Act of 1970 imposed a seven-cent per gallon tax
on fuel used by noncommercial aviation as a means of allocating to general aviation
its share of the costs for using the federal airport and airway systems. The legisla-
tive history indicates that Congress intended to impose this excise tax only on fuel
used by those aircraft that actually use the system. To this end, Congress exempted
from this tax aviation fuel used in farming. The farming exemption was intended to
take care of the farmer who was not utilizing government facilities by exempting
him from paying the tax on aviation fuel used solely in his farming operations.

But unfortunately, the farming exemption in the 1970 act relied on the Internal
Revenue Service's definition of farming. In 1970 there was no use of helicopters in
tree farming-helicopters began being used in 1971. The IRS has refused to consider
the cultivating and harvesting of timber as farming, even though trees are an
agricultural crop fully as much -as wheat, corn, oats, etc. The IRS applies the
farming exemption to nurseries and Christmas tree farms, but not to timber har-
vesting.

Evergreen and other helicopter logging companies have repeatedly filed claims
with the IRS seeking refund of the excise taxes paid on avi tion fuel used solely in
timber farming, but the IRS has refused the refunds. Th'.'matter has also been
unsuccessfully pursued in the courts. It appears that legislate is the only alterna-
tive. u

We urge this committee to correct the current unfair situation by including in the
new Airport and Airway Revenue Act a provision that would clearly exempt from
the excise tax aviation fuel used in helicopter logging-an activity that makes no
use of the federal airport and airway system.

We have no problem with paying our fair share or user taxes when we use the
federal system, which we do in many of our other helicopter operations, but we
don't believe we should pay a user tax on fuel for helicopters that stay for months
at a time in remote mountain areas far from any federal facilities.

I would also like to note that part of the savings through elimination of the fuel
tax will inevitably be passed on to the federal government through higher bids for
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timber on federal lands. Much of the timber we harvest is purchased by bid from
the United States Forest Service of the Department of Agriculture.

Thank you for giving us this opportunity to present our views.

Senator BYRD. Mr. Smith, it seems to me you have a good point
in regard to the aviation fuel tax. As I understand your testimony,
you don't use these particular helicopters that you are speaking of
in public facilities. You use them like a farmer would use a tractor
only on his farm.

Mr. SMITH. Yes, sir.
Senator BYRD. You use these helicopters only for logging, only

for the purpose which has been designated agriculture.
Mr. SMITH. Yes, sir.
Senator BYRD. Why does the Internal Revenue say that you are

not exempt from that tax?
Senator PACKWOOD. There is no valid reason, Mr. Chairman.
Senator BYRD. Let me ask you this. How do you thin by helicop-

ter?
Mr. SMITH. What is desired by the U.S. Forest Service and the

timber industry is about 600 trees to the acre, and if they have a
greater count in the reforestation where they have more trees, and
there are too many of them to nourish properly, and grow properly,
they desire to come in and thin.

Senator BYRD. What do you do? You pull them out by helicopter?
Mr. SMITH. Yes. You will take one for every two. There is one

picture there that illustrates a thinning site.
Senator BYRD. Then the helicopter can pull the tree out?
Mr. SMITH. Yes, sir. They make a cut on the bottom, and then

you vertically lift it up where there is no damage to any other
standing timber.

Senator BYRD. There needs to be a cut, though?
Mr. SMITH. Yes, sir.
Senator BYRD. You do not pull it up by the roots.
Mr. SMrrH. No, sir. There is a cut at the bottom.
Senator BYRD. Mr. Graves, you mention the ad valorem fuel tax.

You say that it is regionally discriminatory. Would you amplify
that?

Mr. GRAVES. Yes, sir. It is based on the price of fuel, and the
price of fuel varies geographically. It is generally lower in the
South and Southwest, and higher in the New England area. Since
it is a percentage cost, it could have the impact of being 10 cents in
Texas, and 15 cents in Massachusetts.

Senator BYRD. Thank you.
Senator Packwood.
Senator PACKWOOD. I have no questions. I might say that I have

known Del Smith for a dozen years, and his company is a great
example of the growth of the helicopter industry.

How many helicopters did you have in 1968 or 1969?
Mr. SMITH. Approximately 15, sir.
Senator PACKWOOD. How many does the company now have?
Mr. SMITH. 160.
Senator PACKWOOD. That is a good example of growth.
Thank you very much.
Senator BYRD. Thank you, gentlemen.
The committee stands in recess.
[Whereupon, at 10:45 a.m., the subcommittee recessed, subject to

call of the Chair.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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2 LILMAI

THE POSTMASTER GENERAL
Washington, DC 20260

September 12, 1980

Dear Mr. Chairman:

This expresses the views of the Postal Service on the request
made in the Department of the Treasury's September 8 testimony
for an amendment to HR. 6721 relating to the Postal Service.
The amendment would overturn a December 28, 1979 memorandum
of the Deputy Assistant Attorney General, Office of Legal
Counsel (copy enclosed), holding that terminal handling
charges for U.S. mail are not taxable under 26 U.S.C. 4271(a).
We believe that memorandum is persuasive on both legal and
policy grounds, and we strongly oppose the Treasury amendment.

The only justification offered by Treasury for the proposed
amendment is the argument that the Postal Service and the
mailing public receive an unfair preference in not being taxed
on mail terminal handling charges, when freight shippers are
taxed on a "single element" transportation charge which covers
most freight terminal handling services as well as "line haul"
transportation. This argument was a central part of the case
Treasury made to Justice and was rejected on two separate
counts.

First, as Justice found, a factual basis for the allegation
of discrimination in favor of the Postal Service is unproven.
Air freight tariffs provide for certain terminal handling
services without charge. While the Internal Revenue Service
has argued that this means that the "single element" rate
which freight shippers pay is higher than it would otherwise
be, the extent to which this may be true is not known. More-
over, mail is handled on the ground very differently from
freight and the terminal handling charges for mail, item
by item, are very different from whatever unstated "terminal
handling charges" might be reflected in the single-element
freight tariffs. Indeed, many terminal handling services
for mail are similar to "assembly and distribution", which
is one of the often separately charged services for freight
which IRS has held not subject to tax. We agree with the
Justice memorandum that it appears at least as valid to
suggest that making the Postal Service pay tax on separately
stated mail terminal handling charges "might create an unfair
imposition on the Postal Service". (Page 10.) If freight
shippers perceived that the industry's single-element tariff
practices were subjecting the industry to tax discrimination,
they could be expected to structure their tariffs differently.
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Second, on a fundamental policy level, what Treasury is

proposing conflicts with the conceptions upon which Congress
has drawn in setting the limits of the tax. The tax applies

to air transportation and closely air-related functions, and
not to separately charged "accessorial" or secondary functions,
as your Committee has explained. S. Rep. No. 706, 91st Cong.,
2d Sess. 16-17 (1970). The mail terminal handling charges are
accessorial, as Justice has found. The fact that the air
freight industry has chosen not to compute separately certain
charges which may also be accessorial, and therefore cannot
show what they are for purposes of tax computation, is no
reason to abandon the Committee's rationale and broaden the
foundation of the tax. The types of services involved, such
as loading the mail on the aircraft, primarily involve labor
and related expenses which are not part of the airport and
aircraft operation costs to which the Federal subsidies
supported by the tax are permitted to extend. Even the ter-
minal buildings, parking areas, and on-airport postal facili-
ties where these services are performed cannot be subsidized from
the tax. The long-time surplus position of the fund does not
supply a reason for broadening the tax to cover services well
removed from air transportation itself.

The proposed amendment would tax the postage-paying public
an additional $2-1/2 million per year. For the reasons
stated, the Postal Service believes that the amendment
is unjustified and should not be approved.

Sincerely,

Honorable Harry F. Byrd, Jr.
Chairman, Subcommittee on Taxation

and Debt Management Generally
Committee on Finance
United States Senate
Washington, D.C. 20510

Enclosure



163

Pzepartnwrt of ~.~t
pmshi ngtat, PAL 20530

LAW OPRE,

MEMORANDUM FOR HONORABLE ROBERT CARSWELL ' J
DEPUTY SECRETARY OF THE TREASURY

Re: Tax dispute between the Internal Revenue Service
and the Postal Service

The Attorney General has asked this Office to respond to
your request for an opinion concerning the long-standing contro-
versy between the Internal Revenue Service (IRS) and the United
States Postal Service (Postal Service) about the proper method for
computing amounts to be taxed under 26 U.S.C. § 4271(a). That
provision imposes a 5%/ excise tax on amounts paid for the trans-
portation of property by air:

There is hereby imposed upon the amount paid
within or without the United St5te-for the
taxbTc transportation (as-defined in section
U272) of property a tax equal to 5 percent of
the amount so paid for such transportation.
The tax imposed by this subsection shall apply
only to amounts paid to a person engaged in the
business of transporting property by air for
hire. 1/ [Emphasis added.)

You have referred the matter to this Department because the IRS
and Postal Service, after years of discussion and administrative
proceedings, are not in agreement, and in an opinion dated
April 22, 1977, we held that the controversy is not justiciable. 2/

Essentially, the legal issue is whether the 57 tax applies to
amounts paid by the Postal Service for terminal handling services,
which relate to the ground handling of mail. The Postal Service

1/ "Taxable transportation" as defined ir 26 U.S.C. § 4272(a) is
"transportation by air which begins and e ds in the United States."

2/ See Executive Order No. 12146 (Legal Services). We have been
aided by several memoranda of law prepared by the parties. The

extended period of time from the date of your opinion request,
November 6, 1978, to the date of this opinion is accounted for by
the time involved in the preparation of the parties' memoranda,
the last of which is dated October 25, 1979.



164

argues that terminal handling charges are not taxable, while the
IRS takes the position that they are. 3/ See Rev. Rul. 74-512,
1974-2 C.B. 371. For reasons elaborated bel-w, we conclude that
the Postal Service is correct. 4/

Factual Background

Pursuant to 49 U.S.C. § 1375(d), air carriers are responsible
for handling and transporting inail in accordance with regulations
established by the Postmaster General under 49 U.S.C. § 1375(a).
For their services, air carriers and commuter/air taxi operators
are compensated by the Postal Service at rates prescribed by the
Civil Aeronautics Board (CAB). CAB rate orders distinguish between
"line-haul" and "terminal handling" charges paid by the Postal Ser-
vice to air carriers. 5/

Line-haul charges paid by the Postal Service compensate air
carriers for costs attributable to the flight operation of airplanes.
such as those arising from overh,-ad. depreciation and maintenance.
Such charges are calculated by multiplying a line-haul rate by a
figure representing the distance that a mail shipment is flown.

In contrast, terminal handling charges compensate air carriers
for costs attributable to the handling of mail on the ground. Such
charges are calculated by multiplying the terminal handling rate by
a figure representing th'e W:ei ,ht of mail in a given shipment. Such
charges cover expenses arising from the uso of facilities, equipment
and personnel in handling mail on the ground. They include the cost
of leasing and maintaining ground facilities, acquiring and maintain-
ing equipment used to handle mail on the ground, and meeting labor
expenses associated with mail handling.

3/ We understand that the tax on terminal handling charges for the
ten-year period from 1970, when -be statute became effective,

until 1980, when it is to expire unles. renewed, will total roughly
$20 million. 14e also understat d thIQ t the Po. tal Service has under-
taken to cartark fund,; to cover any tax liability pertaining to terminal
handling charges.

4/ This is also the conclusion reached by the Tax Divisioi of this
Department, which we consulted. Attached is the Tax Division

me-morandum.

5/ Rates set by the CAB for the air transportation of mail are re-
ferred to 3S "multi-element" in nature because they distinguish

between the two types of charges. Freight shippers other than the
Postal Service, we understand, are charged by air carriers a "single
element" rate based only on the num-ber of aircraft miles required
for transporting a given shipment, T1,e single element rate does not
distinguish between line-haul and tcr-inal handling charges.

2
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In further detail, terminal handling services normally in-
clude, for example, picking up mail for air transportation at the
Postal Service's on-airport postal facilities. Mail may then be
transported by an air carrier to its freight terminal, or it may
be taken directly to an area for loading on a plane. Carriers
also arrange for loading-mail. moreover, if handling at an inter-
mediate point is necessary, carriers are generally responsible
for unloading the mail, transporting it to their ground facilities,
segregating it for onward dispatch, conveying it to the appropri-
ate plane and loading it. At a destination point, carriers are
responsible for unloading the plane, delivering mail to their
ground facilities and finally transporting it to the Postal Serv-
ice's on-airport postal facility.

The terminal handling functions described above are performed
in certain circumstances not by carriers, but by Postal Service
personnel. As elaborated in 1 6 of the agreed-upon Statement of
Facts:

For example, shipments identified as having
especially high value are transported by the
Postal Service, under Postal Service guard,
directly to planeside and are picked up at
planeside by the Postal Service at the
destination airport. The only ground han-
dling function performed by the carrier in
such cases is the loading of the mail aboard
the aircraft. At Newark and John F. Kennedy
(New York) Airports, the Postal Service per-
forms all ground handling functions for all
large shipments of mail, except the loading
and unloading of aircraft. The Postal Serv-
ice may in future situations provide addi--
tional services similar to [highly valuable]
mail or perform the functions for large ship-
ments at other airports. 6/

Additionally, at many airports the terminal handling services
ordinarily perfcrmed by air carriers may be carried out by third
parties who contract with carriers to perform the services. The

6/ Even when the Postal Service performs all terminal handling
functions norr-,ally performed by air carriers except the load-

ing and unloading of aircraft, the Postal Service pays a carrier
the full terminal handling charges attributable to the mail
enplaned.

- 3 -
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third party itself "may or may not be an-air carrier." Statement
of Facts, 1 7. 7/

The Postal Service performs virtually all of the paperwork
associated with the air transportation of mail. That includes the
preparation of billing statements listing amounts it owes to air
carriers. This practice contrasts with that involving shippers
other than the Postal Service. Shippers in general receive bills --
termed "waybills" or "airbills" -- from air carriers listing charges
owed for tho air transportation of freight. With respect to the
Postal Service, however, air carriers have no role in billing unless
they object to the Postal Service's computations. 8/ Billing state-
ments submitted by the Postal Service indicate the-amount of tax
to be paid under 26 U.S.C. S 4271(a). That tax is calculated by
the Postal Service only on the basis of line-haul charges paid to
air carriers. 9/

II

Discussion

In ascertaining whether the tax imposed by 26 U.S.C. S 4271(a)
applIes to terminal handling charges paid by the Postal Service, 10/

7/ Functions of terminal handling other than those already mentioned
are performed regularly by the Postal Service. These include

sorting mail by flight, and containerizing mail the transportation of
which is to be assessed at special rates for containerized shipments.
The Postal Service also tenders shipments of mail to air carriers.
At its on-airport postal facility at a destination airport, the Post-
al Service accepts mail from carriers, and sorts it for further dis-
patch by air or ground transportation. Statement of Facts. 3 n.6 & 5.

8/ See Statement of Facts, 10.

9/ See Statement of Facts, 12.

10/ Congress clearly intended to subject governmental entities, in-
cluding the Postal Service (or its predecessor, the Post Office),

to the excise tax imposed by 26 U.S.C. S 4271. The House Committee
report states:

The exemptions for transportation furnished to State
and lozal governments, the United States, and non-
profit educational organizations are terminated.
Removing the exemption for transportation furnished
to the United States subjects the Post Office to
the 5 percent property tax on amounts it pays for
the transportation of mail by air. It did not seem
appropriate to continue special exemptions for these

[Footnote continues on next page)

4
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we start with the statutory text. It provides, in pertinent part.
that there be imposed "upon'the amount paid within or without the
United States for the taxable transportation [defined as 'trans-
portation by air which begins and ends in the United States'] of
property a tax equal to 5 percent of the amount so paid for such
transportation-- -

The statute' s language is not dispositive. On the one hand,
it may be asserted that the phrase, "the amount paid," should be
read to refer to a single, total amount, not to a portion of a
total amount paid to air carriers. This would support the IRS's
interpretation. But on the other hand, the amount in question is
to be paid for the taxable transportation by air. The reference
to transportation "by air" may suggest that taxable charges must
be directly linked to the air transportation, as opposed to the
ground handling, of mail. -Tiis would support the Postal Service's
position. Since the statute's plain language is not susceptible
to a single, unambiguous interpretation, we turn to the legisla-
tive history.

The tax of concern here derives from Pub.L. No. 91-258 (1970),
title I of which is known as the Airport and Airway Development
Act of 1970; title II is the Airport and Airway Revenue Act of
1970. The basic goal of both titles was to foster improvement and
expansion of the nation's airport and airway system. See H.R.
Rep. No. 601, 91st Cong., 1st Sess. 1 (1969). Title I--was de-
signed to raise revenues needed to carry out the program of air-
port and airway improvement contemplated by title I, which included,
among other aspects, federal financing of certain development pro-
jects. Title l-imposes a number of user charges," which raise
revenue in direct proportion to the use of the airway system and
place the primary financial burden on those who benefit directly
from the system's services. One major user charge imposed by title
1I, 26 U.S.C. § 4271(a), is the tax on property transported by air.

Relevant committee reports and much of the floor debate refer
to the 5% tax in general terms as a "waybill" tax on air freight. See,
e.g., H.R. Rep. No. 601, 91st Cong., Ist Sess. 39; S. Rep. No. 706,
51st Cong., 2d Sess. 2 (1970). Such references evidently contcnplate
the tax's application to charges on v'aybills presented by air carriers
to ordinary freight shippers. These references donot comprehend the

(Footnote continued from preceding page]
governmental and educational organizations since
this tax is now generally viewed as a user charge.
In this situation, there would appear to be no
reason why these governmental and educational
organizations should not pay for their share of
the use of the airway facilities.

H.R. Rep. No. 601, 91st Cong., Ist Sess. 46 (1969). See also S. Rep.
No. 706, 91st Cong., 2d Sess. 18 n.5 (1970).

- 5 -
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situation of the Postal Service, which prepares its own billing
statements and does not receive waybills in the normal course of
business. Il/

The principal discussion in the legislative history of the
scope of the tax is in the Senate l'inance Co:nnittee report. See
S. Rep. No. 706, 91st Cong., 2d Sess. 16-17. The report distl-n-
guishes taxable charge- from "accessorial," non-taxable charges.
The critical language is as fjQllowas:

Amounts paid for accessorial services provi-.d
by the air carrier (either directly or through
an independent contractor) with respect to the
property transported by air are taxable under
this provision if such service can only be pro-
vided by the airline and if the charge for the
service is applicable to all those using it.
On the other hand, if the service could also
be provided by, say, a freight forwarder, the
amounts paid for the service perfor-ed by the
air carrier are not considered to be amounts
paid for the transportation of property by air,
and are therefore not subject to tax, if the
charges for such services are separately
stated.

Under both versions of the bill, the tax
applies to amounts paid, 'whether within cr
without the United States, to a person enoiped
in the business of transporting property ':y
air for hire. In the case of freight for,;ard-
ers, express companies, and similar persons
(since the forwarder, etc., is not the person
engaged in the business of transporting the
property by air for hire), the tax is to be
imposed upon, and measured by, the amount paid
by the forwarder, etc., to the air carrier
In such a situation, the tax is not imDose4
upon the shipper, although it may be Drcsu- &
that the amount charged by the fj-.'rdar, etz.,
to the shipper will take the r I(nto
account . . . .

11/ The IRS suggests that the different billing arrangement
between the Postal Service and air carriers should be

regarded as of "no real consequence" ;ince the legislative history
indicates that the tax is to be levied on the "amount paid for the
transportation." Position of the Internal Revenue Service,
November 6, 1978, at 5. This begs the question whether the "amount
paid for the transportation"--the total amount paid to air car-
riers--is an amount paid for taxable transportation by air within
the meaning of the statute, :.hich is the issue here.

- 6 -
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The application of this tax may be illustrated
by the following examples:

Example (1). A pays F, a freight forwarder,
$140 to containerize his merchandise and
arrange for its shipment by air on Z airline
from New York to Los Angeles. F must pay Z
airline $90 to have the merchandise transported
by air. The $90 F pays to Z is subject to the
5-percent tax.

Example (2). A contracts directly with Z air-
lire to pay $140 to have his merchandise picked-
up in New York, shipped by air, and delivered
by consignee in Los Angeles. Of the $140 Z
airline receives, $50 is attributable to pickup
and delivery services to be provided by Z air-
line. A will not have to pay the 5-percent tax
upon the $50 attributable to such services.

Example (3). Z airline includes as part of its
fee for transporting certain perishable goods in
refrigerated compartments on board its aircraft
a $1-per-cubic-foot charge. This charge is
subject to the 5-percent tax.

Although the foregoing passage was written with reference to the
shipment of ordinary freight, it nevertheless provides general rules-
of-thumb for judging whether charges paid by the Postal Service are
non-taxable. Charges are to be considered "accessorial" and non-
taxable so long as certain conditions are met. First, the charges
must be for services that are not such as can only be provided by
the airline. In effect, if an 'arline alone can provide them, then
the services are to be presumed to be taxable. Second, the charges
must be separately stated. Presumably this second criterion is a
rule of convenience; it assures a reasonably determinate distinction
between taxable and non-taxable charges. The application of these
two t-sts is illustrated by the exarple of a freight forwarder. A
freight forwarder might perform such functions as picking up a ship-
ment at a shipper's place of business, transporting it to the for-
warder's warehouse, containerizing a shipment', arranging for its
transportation by air by a carrier, completing relevant paperwork
and taking the shipment to a carrier's freight terminal. If a freight
forwarder performs such services, they may be said not Lc be ones
that only an air carrier could provide. In general, if charges for

-7 -
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such services also are separately stated, they would meet the re-
quirements of non-taxability. 12/

We consider that, on balance, the charges paid by the Postal
Service for terminal handling services satisfy the criteria of non-
taxability identified in the Senate report. First, although they
are not separately stated in the sense that billing statements pre-
pared by the Postal Service individually list terminal handling
charges as distinct from line-haul charges, they are in fact separated
out by the Postal Service when it calculates the tax owing to air
carriers. The billing statements prepared by the Postal Service
indicate an amount of tax only with respect- to line-hdul charges.
The practical purpose of distinguishing taxable and non-taxable
charges is thus served by the Postal Service's separate treatment
of the two types of charges in its billing operation.

Second, the terminal handling services normally performed by
air carriers, for which they are compensated whether or not they
perform all such services in a given case, are in some cases per-
formed by the Postal Service itself. Such functions are clearly
not of a type that can only be performed by an air carrier. Also,
as to loading and unloading aircraft, which apparently the Postal
Service does not do, such functions may be performed by third par-
ties that are not air carriers. See Statement of Facts, 1 7. Thus,
on the record before us, there is no basis for saying that such ser-
vices can only be performed by an air carrier.

12/ We have considered the issue, not raised by the parties, whether
the rules-of-thumb enunciated in the Senate report should not

be seen as an authoritative expression of legislative intent. We
note that the Conference report confirms that the bill as enacted
"follows the substance of" the Senate amendment regarding the 5% tax
on amounts paid for the transportation of property by air. See
H.R. Rep. No. 1074, 91st Cong., 2d Sess. 50 (1970). Also, the Senate
Corrnittee report expands on similar, but more abbreviated, comments
in the report of the House Committee on Interstate and Foreign
Commerce, I.R. Rep. No. 601, 91st Cong., Ist Sess. 45 (1969) ("In
the case of freight forwardersexpress companies, and similar per-
sons (where the forwarder, etc., does not itself fly the property),
the tax is imposed upon and measured by the amount paid by the for-
warder, etc., to the air carrier."). Accordingly, the Senate Commnit-
tee report's discussion is borne out by other indications of legis-
lative intent in the legislative history.

8
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Ili response, the IRS argues that, as a matter of consistency,
the Postal Service's terminal handling services should be viewed
as taxable since, it says, they are taxable as to regular shippers.
See Rev. Rul. 74-512. Also, the IRS maintains that terminal handling
s-vices do not meet the criteria in the Senate report. It contends
that the test of "separately stated" accessorial services requires
that the services be broken down in detail by specific functions,
not limped together in a broad category like that of terminal hand-
ling services. 13/ Further, the IRS urges that the key question
is not whether a-party other than the air carrier can, as a matter
of capacity, perform a certain service, but rather is whether any
party other than the air carrier can, as a matter of legal responsi-
bility, perform the service. Because under federal regulations
air carriers are legally responsible for certain services such as
loading and unloading aircraft, 14/ the IRS maintains that only
carriers can perform such functions in the sense intended in the
Senate report.

The problem with the IRS effort to reach a result here based
on the tax treatment of ordinary freight shippers is two-fold. First,
there is no indication in the record that ordinary shippers pay
Omulti-element" rates for the air transportation of property. As
a threshhold matter, ordinary shippers would be unable to meet the
test. of having separately stated charges for terminal handling ser-
vices to the extent that a distinction between line-haul and separately
stated terminal handling charges is not made with respect to them. 15/

13/ The IRS does not argue that the charges, to be serarat~y stated,
have to be separately totalled on the billing statements pre-

pared by the Postal Service. This presumably is not argued because
if that were all the Postal Service had to do to meet the test of
having "separately stated" charges, it could be easily accomplished
since the Postal Service has to calculate the total of line-haul
as opposed to terminal handling charges in any event in order to
calculate the tax owing on the former type of charges. We concur
with the implicit view that it would be unreasonably formalistic --
in practical terms, purposeless -- to require such an explicit break-
down in the present circumstances in which a breakdown already occurs
and is reflected directly in the Postal Servipe's calculations.

j/ See, 14 CFR S 121.538 (security program for aircraft);
4-CFR S 121.665 (load manifest forms); 14 CFR 5S 121.691 &

121.693 (ditto); 14 CFR S 139.59 (safe operation of ground vehicles).

15/ Also, there is no indication that the types of terminal handling
services for which the Postal Service pays a separately calculated

sum are ever performed by ordinary shippers to the extent that they
are performed by the Postal Service.

9



172

.ih addition, although the IRS concludes that exempting termi-
nal handling services paid by the Postal Service from taxation
would result in a preference for the Postal Service as opposed to
other shippers, that conclusion is subject to serio,' question. A
central premise of the IRS argument is that many if nut all of the
terminal handling services for which the Postal Service pays a
separate charge are performed by air carriers for regular freight
shippers at no additional charge. See Resolution No. 210.75 of
Trade Practice Manual, appended to t.i-stipulated Statement of

cts . The IRS argues that this means that the basic taxable rate
charged to regular shippers is higher than it othernuise would be
since it has to take account of no-additional-charge terminal
handling services. See Position of the Internal Revenue Service,
9-10 (Nov. 6, 1978).--n that basis, the IRS concludes that to
exempt from taxation the terminal handling charges paid by the
Postal Service would give it an undue preference. However, as a
general matter, it appears equally valid to sug-est that to make
the Postal Service pay the tax on terminal handling charges, which
are not paid separately by regular shippers, might create an unfair
imposition on the Postal Service. V.e do not say that this is nec-
essarily the correct factual conclusion. However, the record
before us is an inadequate basis on which to draw the opposite
conclusion. 16/ More importantly, w,:e con.icar that the relevant
inquiry is whe-ther the criteria in the Senate report apply in the
case of the Postal Service's payment of terminal handling charges.
We are not faced with the issue of other shippers. It bears
stressing that nothing in this opinion should be regarded as reach-
ing a conclusion with respect to them.

Turning. then, to the IRS contention that, in order to be
"separately stated." specific terminal handling services must be
identified in detail in terms of specific functions performed, we
find no support for that view in the statute or legislative history.
Nor has any been cited by the IRS. See Reply of the Internal Reve-
nue Service, 1-2 (Feb. 14, 1979). Further, the contention would
appear to be at odds with the logic of the examples in the Senate
report. Example 1. for instance, states that when an airline
charges a freight forwarder a sum to containerize his merchandise
and arrange for its shipment by air, only the amount paid by the
forwarder to the airline is subject to tax. It is noteworthy that,
in this example, two different su.s--The a:nount ow:ing to the airline
and that owing to the forwarder--arc not br,-,1.en down in detail in
terms of specific functions perform nd by each party. This indi-
cates that Congress did not have ii d that, to be "separately
stated," charges have to be broken do'- in detail in terrs of
specific services perfor:-.ed.

16/ The Attorney General and as his designee the Office of Legal
Counsel do not make findings of fact but instead issue opin-

ions on the law given the facts stated in an opinion request.
See, e.g., 19 Op. A.G. 465 (18S9); 14 Op. A.G. 36 (1872); 12 Op.

.0 (1867); 1 Op. A.G. 346 (1820).

- 10 -



173

With respect to the IRS argument that the proper test is
whether terminal handling functions are ones for which the air
carrier has legal responsibility, not whether they are ones that
can only be performed by the carrier as a matter of capacity, we
again find no direct support in the statute or legislative history.
In plain language, the Senate report, in asking whether "such
service can only be provided by the airline . . .", does not speak
of leal responsibility. Moreover, the emphasis on the example of
a freight forwarder as illustrative of the principle of non-
taxability undercuts the IRS argument. For it seems undeniable
that a shipper's use of a freight forwarder, whose services would
not be taxable, would not by itself relieve an air carrier of the
legal responsibility imposed by the federal regulations cited by
the 'RS. This indicates that legal responsibility, and the prin-
ciple of non-taxability under this statute, are analytically
distinct. 17/

Having concluded that terminal handling charges paid by the
Postal Service meet the tests of being separately stated and of
not being such that only the air carrier can perform them, we must
consider whether they may not be considered "accessorial," or second-
ary, to the air transportation of mail. This term, not used in the
statute, is not defined in the legislative history. The Postal Serv-
ice argues that the term is not inapplicable because terminal han-
dling functions are generally associated with discrete portions of
an airport--such as freight terminal buildings and parking lots--

17/ The IRS argues that the "legal r-sponsibility" test is im-
plicit in language of the Senate Corunittee report, which

provides that amountsns paid for accessorial services provided by
the air carrier (either directly or through an independent con-
tractor) with respect to the property transported by air are
taxable . . . if such service car, only be provided by the airline
and if the charge for the service is applicable to all those using
it." The first part of this sentence refers to services provided
either by an air carrier directly, or by an independent contractor;
the second part says that if such a service "can only be provided
by" tne carrier, and if it is separately stated, then it is not
taxable. The IRS contends that this language contort'plates a sit-
uation in which one other than an air carrie performs a service,
but the service still "can only be provided by" the carrier, and
thus is taxable. This possibility is said to undermine the Postal
Service's position that a test of capacity is to be applied, and
is said to support the IRS's test of legal responsibility. We do
not consider suzh an implication to be necessary or clear. '. othing
in the passage says that ultimate legal responsibility on the part
of the air carrier renders a given service one that only the car-
rier can perform. When the Postal Service performs terminal han-
dling functions, presumably the legal duties of air carriers under
federal regulations are not dissipated by that fact alone.

- II -
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other than the airfields, taxiways and the like, and only the
latter sort of facilities are to be federally funded pursuant to
title I of the Act. This limitation on funding is explained in
the Conference Report, H.R. Rep. No. 1074, 91st Cong., 2d Sess.
42 (1970):

The House bill continued unchanged the practice
under existing law of prohibiting Federal finan-
cial aid for airport terminal buildings except
those housing facilities or activities directly
related to the safety of persons at the airport.

Section 210(b) of the Senate amendment contained
provisions similar to those of the House bill
except that it also contained additional language
permitting Federal financial assistance to terminal
buildings directly related to the handling of
passengers or their baggage at the airport. With
respect to these additional terminal facilities,
the Secretary could not furnish Federal financial
assistance unless he found that no reasonable
financial alternative existed. His finding was
required to be based upon consideration of the
feasibility and extent of other sources of finan-
cial participation, the financial condition of the
airport sponsor, and any other factors relevant
to such determination.

Section 20(b) of the onference agreement follows
the House version.

Accordingly, the Postal Service contends that the Act reflects a
policy of limiting federal involvement with certain terminal
facilities, and those limitations correspond roughly to a distinc-
tion between purely air-related operations giving rise to line-haul
charges, and non-air-related operations giving rise to terminal hand-
ling charges. This correspondence dods buttress the Post Service's
position that Congress did not intend the federal tax to .pply to
the latter type of charges.

In response, the IRS contends that the 1970 Act's definition
of "airport development," 49 U.S.C. S 1711(3): is quite broad, as
it includes the acquisition of land on w ich airports are to be built,
and thus it undermines the Postal Service's observation about the
limited nature of federal funding of development projects. The prob-
lem with this argu.cent is that while the definition is a broad one,
the statute is explicit in identifying certain project costs as
disallowable with respect to federal funding. See 49 U.S.C. 5 1720(b).
The definitional section is thus subject to subsequent limiting prcvi-
sions, as emphasized by the Postal Service.

12
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Tha IRS further maintains that in 1976 the Act was amended
to make clear that terminal facilities would not be disallowable
project costs. However, the 1976 amendments establish, inter
alia, that allowable costs ". . .. would be limited to nonrevenue
proUucing public use areas at the airport which are directly
related to the movement of passengers and baggage in air commerce
within the boundaries of the airport." H.R. Conf. Rep. No. 1292,
94th Cong., 2d Sess. 32 (1976); see § 12 of the Airport and Air-
way Development Act Amendments o= 976, Pub.L. No. 94-353, title
I, 1 12, 90 Stat. 871, 879. The amendments thus did not eliminate
the central limitation on federal funding of terminal facilities,
and do not undermine the Postal Service's main argument. 18/

In sum, in light of the applicable legislative history, we
conclude that charges paid by the Postal Service for terminal han-
dling services are not taxable under 26 U.S.C. § 4271(a).

Leon Ulman
Deputy Assistant Attorney General

Office of Legal Counsel

18/ See also 49 U.S.C.A. § 1720\- .979 Supp.). The IRS seeks to
relfyn-language in the SenaLe Co7.Mittee report, S. Rep. No.

706, 91st Cong., 2d Sess. 16-17 (1970) statin that when an air
carrier jointly provides services with an entIty that it not respon-
sible for the air transportation of mail (Air Express is the ex-
ample given), then the amounts paid for the air transportation of
mail include both what is directly paid the air carrier and certain
expenses of the other entity (Air Express) that are "pro--erly
attributable" to the taxable transportation. The example provided
is of cooperative advertising expenses, part of which benefit the
air carrier and should be attributed as amounts paid for air trans-
portation. This language is distinguishable here because the
special circumstances of a joint provision of services, such as be-
tween a carrier and Air Express, do not obtain in this case.

- 13 -
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APPENDIX

STATEMENT BY THE TAX DIVISION

DEPARTMENT OF JUSTICE

INTRODUCTION

The controversy presented herein concerns whether
the tax imposed by I.R.C. §4271 on the taxable transporta-
tion of property applies to the full multi-eleme-nt rate
(comprised of a line-haul charge and a terminal handling
charge) which the United States Postal Service (hercinafter
"Postal Service") pays for the transportation of mail by
air or only to the portion of that rate attributable to
the line-haul charge.

I.R.C. §4271(a) provides:

In General.--There is hereby imposed upon
the amount paid within or without the United
States for the taxable transportation (as
defined in section 4272) of property a tax
equal to 5 percent of the amount so paid for
such transportation. The tax imposed by this
subsection shall apply only to amounts paid
to a person engaged in the business of trans-
porting property by air for hire.

"Taxable transportation" is defined in I.R.C. 54272(a)
as "transportation by air which begins and ends in the
United States."

The Internal Revenue Service contends that the 5
percent tax applies to the full multi-element rate, relying
on Rev. Rul. 74-512, 1974-2 Cum. Bull. 371, This ruling
holds that terminal handling charges included in the multi-
element rate are subject to this tax, as the terminal handling
services are an essential part of the transportation of
property by air. As a result, the Comnissio:er of the
Internal Revenue Service seeks payment of this tax on fhe
charges paid by the Postal Service to air carriers for
terminal handling service commencing with the calendar
quarter ended September 30, 1970, up to the present, and
for a21 future quarters up to the quarter ending June 30,
1980._1_/ The Postal Service takes the position that the

I/ I.R.C. S4271 was added by Sec. 204 of Public Law
-91-258, May 21, 1970, effective with respect to transporta-
tion beginning after June 30, 1970. Pursuant to subsection
(6) of S4271, the tax imposed by §4271(a) shall not apply
to transportation beginning after June 30, 1980.



177

-2-

terminal handling charges are not taxable inasmuch as they
fall within an exception applicable to separately stated
charges for accessorial services which are capable of
being performed by a party other than the air carrier
providing the transportation. This exception is clearly
enunciated in the legislative history of the statute. See
S. Rpt. No. 91-706, 91st Cong., 2d Sess., p. 16 (1970) and
discussion, infra, p. 9-10.

STATFI.MENT OF FACTS

Approximately 96 percent of the air transportation
of mail Js handled by thr tendering of such mail by the
Postal Service to sciuduled air carriers and cormuter/air
taxi ope'rators for transportat>Jn, pursuant to 49 U.S.C.
§1375(d). 2/ The Ci'vil Acronuzics Board (CAB) is directed
by statute. to establish the rates of payment for this trans-
portatien. 49 U.S.C. 51376(a).

The multi-ele:nent rate established by the CAB is
comprised of twu cl(-ents: a line haul (distance related)
charge and a terminvz handling (no-distance rclatcd)
charge. The line-haul eler.ert, which is stated in terms of
the weight of iail en-planed multiplied by the distance
it is transported, compensates the air carriers f.r costs
attribi,,tahle to flight operations of aircraft, such as
aircraft operating expenses, including associated overhead,
depreciation, andz Maintenance costs. 3/ The terminal
handling element, stated in terms of the mail enplaned,
compensates the carrier's for costs attributable to the
processing of mail on the ground, and is comprised of both
expense functions and operational fkinctions. The expense
category includes ccmpensation for costs associated with
the expense of equipment dnd facilities used to handle mail
on the ground, thc rental cost of ground facilities leased
by the air car i'er, and labor costs for ground handling of
mail. 4/

2/ Statement of Facts, V2.

3/ There is re dispute as to the imposition of the 5
percent tax on line-haul charges, the Postal Service
having conceded liab ii ty for these payments. See State-
ment of t'c1S, 3.

4/ 4tate:ient of Facts, 3(b). The IRS, in its position
paper, as i't d oes in Rev. Rul. 74-512, supra, ignores these
expense functions as conpun:ents of the terminal handling
element, citing only operational functions associated with
terminal handling as part of that charge. See discussion,
infra, p. 3.
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The operational functions inherent in terminal handling
encompass services generally performed by the air carrier
relating to the handling cf mail on the ground, such as the
acceptance of mail by the carrier from the Postal Service
at an on-airport postal facility, the transportation of
that mail by the carrier to its ground facilities, packaging
and sorting of the mail by flight, the loading and unloading
of mail on and off the aircraft, and the transportation of
the mail at the destination point by the carrier from its
ground facilities to the on-airport postal facility. 5/
These services are generally performed by the air carrier
which transports the mail; however, at many airports air
carriers contract for such services to be performed by a
third party, which may or may not be an air carrier. 6/

The Postal Service also performs ground handling
functions: it sorts mail by flight and tenders it to the
air carrier; at its destination at an on-airport postal
facility, mail is accepted from the air carrier and sorted
for further dispatch (by air or ground transportation);
the Postal Service computes the amounts owed to the carriers
for mail transportation and prepares virtually all of the
paperwork involved in air transportation of mail, including
execution of dispatch records, reports of irregular mail
handling, certification of drayage, reports of damage to
mail or postal equipment, labelling of "loose sack" mail
and placarding of containers which have been loaded by the
Postal Service. 7/

5/ If handling at an intermediate point is required, the
mail is unloaded, transported to the carrier's ground
facilities, segregated for onward dispatch, transported
to the plane, and there loaded on to the aircraft. State-
ment of Facts, 4.

6/ Statement of Facts, 7.

7/ Id., 15. Approximately 80 percent of the mail is
tendered by the Postal Service in "loose sack" form, the
other 20 percent is placed by the Postal Service in
containers owned by the air carrier. In both cases, the
rate is divided into line haul and terminal handling
elements; however, the rates for the transportation of
containerized mail are lower than the "loose sack" rates.
See Statement of Facts, n. 6.

f
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Although terminal handling services other than those
enumerated directly above, are generally performed by the
air carrier, several of these functions are sometimes
performed by the Postal Service, depending upon the
particular airport involved 8/ and the value of the
specific mail shipment. 9/ For example, shipments
designated to be of high-value are transported to the
Postal Service, then taken under guard directly to plane-
side, and are picked up at planeside by the Postal Service
upon destination. The only ground handling function
performed by the carrier in such cases is the loading and
unloading of the mail onto and off the aircraft. Yet,
under the CAB's mail rate orders, the Postal Service must
pay the full terminal handling charge regardless of the
extent to which these functions are performed by Postal
Service personnel. 10/

Unlike other shippers, the Postal Service is not
billed by the air carriers. Rather, it tenders its own
billing statement to each air carrier in which it states
the compensation due it for the period covered by the
executed form, and submits a check for the indicated
amount. The carriers, thus, do not perform the billing
function, unless they take exception to the Postal Service's
computations, which may be done by filing written excep-
tions.l/

The billing statements furnished by the Postal Service
to the air carriers do not separately itemize the line-haul
and terminal handling charges. A single sum is stated,
based on a computerized calculation which aggregates the
line-haul and terminal handling charges. The Postal Service
simultaneously by computer calculates the 5 percent excise
tax imposed by 26 U.S.C. S4271 on the line-haul charges
only, and remits that amount to the Internal Revenue
Service. 12/

L/ At Newark and John F. Kennedy Airports, the Postal
Service performs all ground handling functions for all
large shipments of mail, except the loading and unloading
of mail onto the aircraft. See-Statement of Facts, 6.

j id.
10/ Id. The terminal handling charge covers the costs
incurr-d by the carrier at both the origin and destination
airport. Id. at 18.

lI/ Id., 110.

12/ I d., 112.
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DISCUSSION

Congress recognized that the dramatic past and
projected growth in the use of the airport and airway
system of the United States mandated the generation of
increased revenues to provide facilities to meet ever-
increasing demands placed on that systemi.13/ To provide
for these revenues, it enacted Public Law 91-258,14/
which i; comprised of two titles. Title I, the Airport
and Airways Development Act of 1970, was enacted for
the purpose of financing expenditures to improve the
Nation's airports and airways. In order to raise the
revenue necessary to implement the provisions of Title I,
Title I of Public Law 91-258, the Airport and Airway
Revenue Act of 1970, was acopted. Title II amended the
Internal Revenue Code by providing for an increase in
the gasoline tax on nonconumrcial aviation,15/ by increasing
the passenger ticket tax for domestic travel from five
percent to eight percent,16/ by establishing a new tax of
$3.00 on internationTa- air passenger travel,17/ by imposing
a new tax of 5 percent on the transportation of property
by air, 18/ and by levying a new annual aircraft registration
tax of $25 plus an amount dep-ndent upon the weight and
method of propulsicn of the aircraft.19/

k3/ See I{.R. Rep. No. 91-601, 91st Cong., ist Sess.,

p. 36 (1969).

14/ 84 Stat. 219 (May 21, 1970).

-- 15/ I.R.C. §4041.

16/ I.R.C. S4261(a).

17/ I.R.C. S4261(c).

18 I.R.C. 94271.

19/ I.R.C. S4491.
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The House Commerce Committee suunarized the intent
of Title II, as follows:20/

As part of the program designed to finance
the needed expansion and improverment of the
Nation's airport and airway system, the ad.iinis-
tration presented to the Conrress proposals to
increase certain aviation user taxes and to
impose othcr new aviation user taxes. These
were recommended on the basis that they %-ere
needed to provide the additional venues to
finance the expected increased demand for use
of the civil aviation system. Moreover, it
was believed that the civil users of the system
should pay an increasing portion of the total
Federal Government outlays for the air trans-
portation system.

This dispute involves the determination of the proper
base to be applied in computing the--5 percent tax on the
amount paid for the transportation of property by air
imposed by Section 4271(a) of the Internal Revenue Ccde.21/

20/ HI.R. Rep. No. 91-601, 91st Cong., 1st Sess., p. 35
(1969).

21/ As stated infra, n. 3, there is no doubt that the
Postal Service, along with other federal agencies and state
and local governments, are liable, at least in part, for
the tax imposed by I.R.C. S4271(a). In discussing elimina-
tion of pre-existing exemptions on the taxation of trans-
portation of persons by air, one of which included trans-
portation furnished to the United States (at the discretion
of the Secretary of the Treasury) and to state and local
governments, the House Ways and Means Com.ittee eliminated
most of the exemptions as either obsolete or as unnecessary
complications of existing law. The Coxinittee's report, as
adopted by the Cormnerce Committee stated: "

The exemptions for transportation furnished
to state and local governments, the United States,
and nonprofit educational organizations are
terminated. Removing the exemption for trans-
portation furnished to the United States, subjects
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The Internal Revenue Service urges that the tax on
the transportation of mail by air is equal to 5 percent of
the amount that the Postal Service must pay to the air
carrier. It bases its argument on the plain meaning of
the statute and the statute's legislative history, noting
particularly that the Committee reports repeatedly refer
to the 5 percent tax as a "waybill" tax, that all shippers
other than the Postal Service are pre3ented with waybills
by the carriers for transportation of freight, and that
the tax imposed on the transportation of property is
computed as 5 percent of the total amount reflected on
the waybill. Thus, it concludes that no distinction
should be drawn between the Postal Service and other
shippers merely because the billing arrangement between
the Postal Service and other carriers differs.22/

"2Y (Cont'd.)

the Post Office to the 5 percent property tax on
amounts it pays for the transportation of mail by
air. It did not seem appropriate to continue
special exemptions for these governmental and
educational organizations since this tax is now
generally viewed as a user charge. In this
situation there would appear to be no reason
why these governmental and educational organiza-
tions should not pay for their share of the use
of the airway facilities. Moreover, should these
exemptions be retained where now applicable it
would be difficult to see why other equally
meritorious nonprofit organizations should not
also be granted exemption. Id. at 46.

See also the Report of the Senate Finance Committee,
S. Rpt. No. 91-707, p. 18, which affirms the inappropriate-
ness of continuing special exemptions for governmental
agencies, and recognizes that removal of the exemption for
transportation furnished to the United States would subject
the Post Office to the new 5 percent tax on amounts it pays
for the transportation of mail by air. Id., n. 5.

22/ As stated supra, p. 4, the Postal Service computes
own bill and presents it to the air carrier while other

shippers are presented with waybills by the carriers.
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It argues further that the amount of the waybill
reflects the extent of the use one makes of airport and
airway facilities. Thus, it is that amount which should
be applied for the purpose of imposing a tax on the trans-
portation of property. In so urging, the Internal Revenue
Service relies on the indisputable aim of Congress in
passing this legislation, that the tax for both passengers
and freight be equitably related to use of the airways and
airport facilities.

As stated in the House Commerce Committee Report, in
discussing the three reasons for the decision to derive
the bulk of additional commercial aviation revenue from
the passenger and freight ticket taxes:

Third, a ticket tax is geared to charge
an equitable tax related to the distance
traveled and the cost per mile of air
operation, since ticket prices for short
flights are more per mile than long-line
flights and the tax is proportional to
the price of the ticket. Ticket taxes
on passengers and shippers are therefore
an efficient and equitable user charge
imposed directly on the ultimate passenger
and freight users of the commercial sector
of the aviation system. 23/

From this it concludes that Congress did not intend
that the tax levied upon the users of airport and airway
facilities by Section 4271 be measured only by the portion
of the cost to the shipper which is directly attributable
to the number of miles that a shipment of property, including
mail, is flown. Rather, the tax must take into account those
constant factors, unlike distance, which determine the amount
to be paid to an air carrier by the shipper. It draws a
comparison to the non-distance related services which are

23/ H.R. Rpt. No. 91-601, 91st Cong., 2d Sess., p. 39
U969); See also S. Rpt. No. 91-706, 91st Cong., 2d sess.,
p. 6 (1970).
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included in standard frcight rzte: without additional
charge, suc:i as the loading zind unloading of aircraft, to
those terminal handling functions coriputed in the rate
which the Postal Servire mu-,t pay for the transporation of
rail by air,2,/ finding that the similarity in these services
does not support the position r:f tho Postal Service that a
tax should be computed only o:i the line-haul (distance
related) element of the totai rate.

The Postal Service, however, relies on language found
in th:e Senate Finance Cormittee Report, which expanded upon
a similar proposal by the House Cor.-erce Committeeo, to
carve out an exception to the tax on the transportation
of property for accessorial services which are capable of
being performed by a party other than the air carrier.

The Senate Finance Corn'nittee stated:25/

Amounts paid for accessorial services
provided by the air carrier (either directly
or through an indepcidcent contractor) with
respect to the property transported by air
are taxable under this provision if such
service car, only be provided by the airline
and if the charge fir tlih service is applicable
to all those using it. On the other hand, if
the service could also be prov idcd by, say, a
freight for;.arder, th, ,mouns__id for the
service perforrd by the air carrier arv- not
c_onsidrcdto Le am.ountsypai d fo the trans-
portation of pronertv I, air, and are therefore
not subject to the ta., if the char(;-cs for 6uch
services are separately stated. (Ernph.sis supplied).

24/ The non-distance related services included in standard
freight rates without additional charge are enumerated in
the Air Traffic Conference Trade Practice Manual of Standard
Freight Practice, Appendix B, Resolution No. 210.75 (effective
July 1, 1974). However, this agreement does not apply to
mail tendered by the Postal Service for transportation.

25/ S. Rpt. No. 91-706, 91st Cong., 2d Sess., p. 16 (1970).
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The application of this tax may bv illustrated
by the following examples:

Example (1). A pays F, a freight
forwarder, $140 to containerize his
merchandise and arrange for its shipment
by air on Z airline from Now York to
Los Angeles. F must pay Z airline $90
to have the merchandise transported by
air. The $90 F pays to Z is subject to
the 5-percent tax.

Example (2). A contracts directly
with Z airline to pay $1.40 to have his
merchandise picked up in New York,
shipped by air, and delivered by consignee
in Los Angeles. Of the $140 Z airline
receives, $50 is attributable to pickup
and delivery services to be provided by
Z airline. A will not have to pay the
5-percent tax upon the $50 attributable
to such services.

Example (3). Z airline includes as
part of its fee for transporting certain
perishable goods in refrigerated compart-
ments on board its aircraft a $1-per-cubic-
foot charge. This charge is subject to the
5-percent tax.

The Postal Service relies on this language to support
its conclusion that the terminal handling charge for mail
falls within the exemption for separately stated charges
for accessorial services. Initially, it argues that the
terminal handling charge is separately stated. It acknowl-
edges that there is no overt breakdown of the multi-element
rate into line-haul and terminal handling charges, but
emphasizes that the multi-element rate involves separate
development of line-haul and terminal handling charges,
the result being that the Postal Service's computer
calculates the tax on the line-haul charge only before
aggregating the line-haul and terminal handling charges
for purposes of payment to the air carrier.
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The Internal Revenue Service takes issue with this
position, arguing that because the terminal handling
charge is computed on the weight of mail enplaned and not
upon the particular services performed by the various
parties, the charge is not separately stated by function
and thus does not provide the requisite breakdown to
enable the Postal Service to fall within this exception.

The next and major argument urged by the Postal
Service is that the terminal handling services are capable
of being performed by a party other than the air carrier,
as is evidenced by the fact that at some airports, the
Postal Service or an independent contractor of the carrier
performs all of the terminal handling functions other than
the loading or unloading of mail aboard the aircraft.26/
Finally, the Postal Service submits that terminal handling
services are accessorial services which are exempt from
this tax, citing for support Rev. Rul. 71-398, 1971-2
Cum. Bull. 373. It analogizes its services to those
"Assembly and Distribution Services" held in the ruling
to be accessorial and capable of being performed by a
party other than the air carrier, and thus exempt from
tax.

We conclude, on balance, that the tax imposed by
I.R.C. S4271 on the taxable transportation of property
applies only to the line-haul charge and that the terminal
handling charge is exempt from taxation under the exception
applicable to accessorial services which can be performed
by someone other than the air carrier.

Initially, an examination of the threshold question
of whether the charges are separately stated is warranted.
As discussed, supra, p. 4, the Postal Service separately
calculates the line-haul and terminal charges by computer,
and totals up these amounts to derive the multi-element
rate. It simultaneously computes the 5 percent tax on the
line-haul charges only, and remits that amount to the
Internal Revenue Service. The Internal Revende Service,
however, urges that this is insufficient, asserting that
the exception applies to charges which are functionally
separated and identified and not lumped in with the weight
of mail enplaned calculation. Yet, there is nothing in
the legislative history of the statute to support this
conclusion.

L6/_Statement of Facts, 6 and 7.
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In illustrating application of this tax through
examples, the Senate Finance Com:nittee in Example 1,
supra, p. 10, cave a clear indication that Congress did
not intend a precise breakdown of services by function
in order to meet the requirement of separately stated
services. In that example, the airline, Z, charged $90
to transport A's shipment by air. This $90 charge could
be stated in terms of the line-haul element, compensating
the carrier for costs attributable to flight operations
of the carrier and certain "no additional charge" services
provided by an airline as part of its freight services.
See Air Traffic Conference Resolution 210.75.27/ It
clearly is subject to imposition of tax pursuant to
S4271. Yet, the $50 balance paid by A to r, the freight
forwarder, is not subject to tax although the services F
provided included containerization of the merchandise,
arranging for its shipment by air with Z airline, and
apparently pickup and delivery to Z airline in New York
and pickup and delivery in Los Angeles. The charges are
not separately broken down by specific functions in either
this example or example 2, equally applicable here. It is
apparent that these functions are in the nature of terminal
handling services, the sum of which can be distinguished
from the charges imposed by the carrier for the transporta-
tion of the property without any resultant imposition of
tax on that amount.

The second test for taxability under S4271 is whether
these terminal handling s-rvices may be erformed by a
party other than the air carrier. The Internal Revenue
Service seeks to impose its own criterion to this test,
that being not who has the capability to perform the
services in question but who has the duty and responsibility
for such services, urging that the word "only" in the quoted
phrase "if such services can only be provided by the airline"
must mandate this result.

27/ Admittedly, those services provided "at no additional
charge" by the carrier are taxable because they are not
separately stated. Yet, the resolution recognizes that
there are services beyond the eleven "no additional charge"
services enumerated therein for which a separately stated
charge may be imposed by the carrier on air waybills.
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Yet, here again, we see nothing in the legislative
history to support the conclusion that the air carrier has
responsibility for these functions. The language of the
Senate Finance report states, in part:28/

* * * (I)f the service could also
be provided by, say, a freight forwarder,
the amounts paid for the service performed
by the air carrier are not considered to
be amounts paid for the transportation of
property by air, and are therefore not
subject to the tax * * *.

There is no test of responsibility; the test clearly
appears to be that of capability. It is apparent that
the Postal Service is capable of performing all ot the
terminal handling functions generally done by the air
carrier or subcontractor, other than the loading and
unloading of the aircraft, as is evidenced by the State-
inent of Facts, %6. This paragraph indicates that at
Newark and JFK Airports, the Postal Service performs all
ground handling functions for large shipments of mail,
except t.e loading and unloading of aircraft. Despite
this fact, it still must pay the full terminal handling
charge imposed by the CAB's mail rate orders.

The conclusion that the Postal Service is capable
of performing these functions is further illustrated by
the fact that in certain instances, for example, where
the shipments are identified as having especially high
value, the Postal Service handles those functions generally
delegated to the air carriers. In these situations, it
will transport the shipment directly to planeside under
Postal Service guard and pick it up at planeside at the
destination airport, again only leaving to the carrier
the function of loading and unloading the aircraft. Thus,
these services are not services which can only be provided

28/ S. Rpt. No. 91-706, supra, p. 16.
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by the carrier nor is there anything in the record to
indicate that these services are the responsibility of
the carrier.29/ Moreover, the fact that in a given
situation the carrier actually performs a specific
function is not determinative. The determinative factor
is whether the function could be performed by a third
party.

The final issue to be resolved is whether these terminal
handling services are accessorial. Regrettably, the word
accessoriall" is nowhere defined in the legislative history.
Yet, there are several sources to which we may refer for
guidance for a definition of the %:ord "accessory." Webster's
Third New International Dictionary (1961) defines accessory
as something of "secondary or subordinate importance." The
United States Customs Court, in discussing the determination
of whether an item was an accessory or integral part of a
machine, stated: "If its use is casual, auxiliary or
optional it is an accessory. If however, it is used as an
essential part, and if the machine is 'capable of performing
its ordinary and proper functions without it,' it will be
considered, at least for tariff purposes, as an integral
part of the rmnchine." Schwarz v. United States, 284 F. Supp.
792, 797 (U.S. Cust. Ct. 1968). "Accessory uses" have also
been defined as "necessary to serve the primary uses."
L'Enfant Plaza No., Inc. v. District of Columbia Redev. L.
A G., 345 F. Supp. 508 (D.C. 1972).

29/ In its opening position paper (p. 10), the IRS attempts
to establish that even if the services covered by the terminal
handling charge are accessorial, the charge for them would
nevertheless be taxable since the services paid for are of
a type that can only be performed by air carriers. It cites
several F.A.A. regulations for support for ,this premise. We
simply cannot draw the implication which tne IRS wishes to
draw, that the regulations make the carrier responsible
for ground handling of cargo, which in turn, makes ground
handling an operation which can only be performed by the
carrier and is, therefore ti::able under S4271. The IRS
fails to realizeo that the test is not whether the carrier
may have ultimate responsibility for a function, but whether
the function can be performed by someone other than the
carrier.

68-894 0-80----13

I
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Determination of the accessorial nature of these
services may be had by close examination of the statute
and its legislative history. The tax imposed by S4271 is
a tax on the transportation of property by air. The key
words in that statute are those underlined.30/ This tax
is, as evidenced by the exception to the tax for accessorial
services, meant to be imposed as a user charge for the use
of the airport and airway facilities. Congress did not
intend the tax to support development of all facilities
at airports, but rather only those which relate to the
operation of the aircraft. Line-haul charges for mail
clearly relate to airfield operations; terminal handling
charges do not. These are by their very nature performed
primarily in freight terminal buildings, postal facilities,
and roadways and parking lots on the grounds of the airport.

In testimony before the House and Senate Commerce
Committees and the House Ways and M'eans Committee, Secretary
of Transportation Volpe testified that the Administration
had considered suggestions that federal funds he provided
for the financing of airport terminal facilities and parking
areas, but that, on balance, it had been considered unwise
to expand the traditional area of federal responsibility. 31/

30/ This is evidenced by reviewing IRC -1.262, which defines
taxable transportation relating to the tzox imposed by S4261
on the transportation of persons. In S203(b) of P.L. 91-258,
sura, that section was amended in three separate subsections
to substitute the words "transportation by air" for transporta-
tion."

31/ Hearings on H.R. 12374 and H.R. 12780 before the
House Committee on Interstate and Foreign Commerce, Ser.
91-22, 91st Cong., Ist Sess. 59-61, 124, 138(b) (1969)
(hereinafter "House Commerce Committee Hearings");
Hearings on Airport/Airway Development before the Sub-
committee on Aviation of the Senate Committee on Commerce,
Ser. 91-13, 3-4 (1969) (hereinafter "Senate Commerce
Committee Hearings"); Hearings on Administration's
Proposal on Aviation User Charges before the House
Committee on Ways and Means, 91st Cong., Ist Sess. 4,
35, 46-47 (1969) (hereinafter "House Ways and Means
Committee Hearings").
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In response to a question from Congressman Byrnes of the
House Ways and Means Committee, Secretary Volpe designated
the area of federal responsibility as "the airfield portion
of the airport, the runways, taxiways and so forth, but not
terminal buildings and parking lots."32/ Therefore, at least
part of the charges which comprise the terminal handling rate
were not designed to be included in the amounts upon which
the tax on transportation of property by air is imposed.

Moreover, Rev. Rul. 71-398, surpa, indicates that there
are numerous accessorial services '.%hich by their nature
could be performed by a party other than the air carrier.
The Postal Service relies particularly on the fourth service
enumerated in the ruling, Assembly or Distribution Service,
analogizing it to the terminal handling of mail. The
description of this service, which the IRS ruled was
accessorial and could be performed by a party other than
the air carrier, and therefore not taxable, reads:

(4) "Assembly or Distribution Service,"
are two distinct services. In pro-
viding the assembly service the carrier
will accept two or more parts of a
shipment from one or more shippers at
a point of origin and will provide
special assembling of such parts for
shipment. At a destination point,
the carrier will provide distribution
service that involves separating parts
of a shipper's shipment and delivery
of such parts to different consignees.

The terminal handling of outbound mail may be analogized
to the assembly service, in that it involves acceptance,
consolidation, and often containerization of separate ship-
ments of mail received from the Postal Service and from
inbound connecting flights. Akin to the distribution function,
the terminal handling of inbound mail involves removal of mail
from containers, separation of mail by destination and delivery
to the proper destination, either the local postal facility
or on outbound connecting flight.

32 fouse Ways and Means Committee Hearings, n. 15,
supra, 46.

(i
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On the basis of the foregoing analysis, we conclude
that Congress intended, as the Internal.Revenue Service
recognizes in Revenue Ruling 71-398, that the tax imposed
by 54271 is to be applied to some non-distance related
charges but not to others. The tax unquestionably does
not apply to separately-stated charges which could also
be provided by a party other than the air carrier and,
thus, does not apply to terminal handling charges which
are accessorial in nature.
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STATEMENT OF THE
AEROSPACE INDUSTRIES ASSOCIATION OF AMERICA, INC.

CONCERNING AIRPORT AND AIRWAY DEVELOPMENT
SUBMITTED FOR RECORD TO

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT GENERALLY
COMMITTEE ON FINANCE
UNITED STATES SENATE

September 1980

On behalf of the nation's major manufacturers of aircraft, aircraft

engines and related components and equipment, the Aerospace Industries

Association appreciates this opportunity to comment for the record on

H. R. 6721, "The Airport-and Airway Improvement Act of 1980." Obviously,

development and maintenance of a modern, coordinated and efficient airport

and airway system is essential to the aerospace manufacturing industry, as

well as the country as a whole.

It was to support such a system that Congress created the Airport

and Airways Trust Fund in 1970. However, much of the money in this fund

has never been spent. It currently contains a surplus of $3.5 billion in

uncommitted funds. To that extent air carriers, their passengers and their

shippers have been shortchanged. We simply do not have as safe and efficient

an airport and airways system as could be provided by currently available

technology. Congestion at major airports (as explored in the attached study)

results in wasted fuel, increased costs and wasted time for passengers. The

Aerospace Industries Association feels strongly that the time has come to reverse

the policy of past years and tackle these problems head-on.
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Therefore we support the funding levels contained in H. R. 6721

($5.032 billion for airport grants through 1985 and $3.019 billion for

facilities and equipment through 1985) as an important first step.

However, that mandate does not go far enough. The R, E&D authori-

zations should be at least $300 million per year for FY 1982-1985. Obviously,

such a figure is considerably in excess of the Senate authorization of $90

million and the $85 million authorized by the House. But the need is there

and clearly militates against use of Trust Fund monies for Operations and

Maintenance. Should Congress nevertheless insist on some Trust Fund funding

of 0&M that funding should not exceed the Senate authorization of $2 billion

(through FY 1985). Furthermore, no O&M funds should be released until all

ADAP, F&E and R, E&D funds authorized are-committed; O&M funds should also

be used only for maintaining the system. We would also oppose use of Trust

Fund monies for general transportation planning.

Because the Trust Fund contains such a massive surplus -- and will

remain in a state of surplus regardless of any of the proposed authorizations

and revenue proposals -- we oppose any revenue proposal which would raise the

costs paid by the users of the aviation system. Because airline passengers

pay such an inordinate share at present, we support reduction of the 8-percent

passenger ticket tax -- perhaps to 5 percent -- so long as the reduction would

not degrade resources necessary for ADAP, F&E, R, E&D activities.

Further, since it is evident that taxes paid on airplane weight and

on fuel used bear little or no relationship to the burden the airplane puts

on the system, we support the House proposal to eliminate the registration fee
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and weight-determined use tax for jet-power airplanes. In addition, we

feel that jet fuel used by aircraft manufacturers for test and crew training

purposes should not be taxed.

In closing, we would like to comment on two peripheral issues asso-

ciated with H. R. 6721. First, we note that the bill would establish a task

force to study problems regarding airport access, including study of the current

schedule committee system as compared with several proposed slot allocation

schemes. While we would not object to such a study of these matters, we would

have serious objections to adoption of any alternative allocation scheme which

would inhibit the growth of commercial aviation. The existing schedule com-

mittee system has worked well and should be changed only with the greatest

care and study.

Second, we are concerned that the funding for reliever airports might

not be sufficient under the proposed bill. Development of reliever airports,

including privately owned, public-use airports and heliports, is essential

to relieve congestion and delays at major airports (see Congestion" study

which accompanies this statement). Therefore, we support the maximum funding

practicable for reliever airports and would recommend an increase over the

proposed $225 million (over five years), with a commensurate increase in over-

all ADAP authorizations. Further, to expedite the reliever airport program,

we would urge the Secretary of Transportation to make maximum use of his

discretionary funds to develop and construct reliever facilities.

N
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SUMMARY AND CONCLUSIONS*

The problems resulting from the rapidly growing conges-
tion at airports and In the airways are a major concern to
the traveling and shipping public, general aviation, Con-
gress, the Federal Aviation Administration, the airlines,
airport management, and aircraft and engine manu-
facturers.

The principal detriments resulting from congestion are:
" Threat to safety In the air.
" Increased airline operating costs due to delays which

waste fuel and crew time and disrupt normal operations.
* Constriction of the future growth of air transportation.
" Inconvenience, and loss of much valuable time, to the

traveler and shipper.

Congestion problems are Increasing rapidly and, in
spite of a multitude of warnings, plans and programs to
take corrective action have been entirely Inadequate. The
major congestion problems and their potential solutions
are reviewed briefly beginning on page 12 of this report.

The FAA has reported that aircraft congestion In the air
around airports cost the air carriers approximately $200
million per year during the early 1970s. The Impact of de-
lays Is highlighted by a comparison of the estimated cost of
delays for just three major U.S. airlines In 1977. Costs for
the airlines in that year were $273 million versus the average
annual net profits of $175 million for all U.S. scheduled
airlines during the past ten years. One large U.S. airline
reported that its delay costs in 1977 were 8.45 times its
delay costs In 1967.

One of the primary sources of funds for development and
construction of airport and airway system improvements in
the United States has been the Airport and Airway Trust
Fund. Much of the available funding from this program,
however, has not been allocated and spent to relieve con-
gestion, due in part to excessive red tape and lack of an
effective national plan.

The Trust Fund was established by the Airport and Airway
Development Act of 1970. That Act, as amended through
1976. will expire on September 30, 1980. Several bills have
been Introduced to continue the airport and airways pro-
gram. The Administration's measure (H.R. 3745) calls for
diverting a major portion of the Airport and Airway Trust's
funds to pay for the operations of the Air Traffic Control

system. A bill proposed by Senator Howard W. Cannon
(S. 1648), which has passed the Senate, contains a con-
troversial provision which would remove the largest 72
airports from grant-in-aid funding. The House measure
(H.R. 6721) essentially continues the existing program,
but at higher funding levels. Both bills call for increased
funding for facilities and equipment.

CONCLUSIONS
1. We are running out of time in which to solve the airport

and airway congestion problems which result In delays,
excessive costs, and waste of fuel. Occasional periods
of low aviation growth must not be allowed to reduce
the sense of urgency behind the need to solve the
long-range congestion problems.

2. It Is clear from current and serious airport and airway
congestion problems and from forecast Increases In
traffic, that any new airport and airway legislation must
provide adequate funds to solve the congestion prob-
lems as quickly as possible. Legislation must also
require a better Implementation plan than currently
exists.

Although money has been available from the Airport
and Airway Trust Fund to meet a substantial part of
the needs, not all available funds were applied; they
were, instead, set aside as a surplus.

3. Arbitrary restraints on use of the Trust Fund should be
removed. The Administration should request full autho-
rized funding levels for Trust Fund programs and
Congress should appropriate these funds in the com-
plete amounts. Funding has not kept pace with Infla-
tion, nor have programs been funded to the levels
authorized by the current act (ref. 13).

4. The current large, uncommitted Trust Fund balance
($3.5 billion forecast at the end of FY 1980), plus new
funding, must be spent to Improve the airports and
airways and to relieve congestion.

The integrity and the original Intent of the Airport and
Airways Trust Fund should be maintained. The user tax.

6
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the basic source of revenue for aviation needs, should
continue to be collected only for airport safety and
capacity development and for funding airways and
air navigation hardware (F&E) and for research and
development (R&D). Appropriate tax levels should be
set to meet these needs. Funding of any operational
& maintenance (O&M) expenses from the Trust Fund
should only be made after these other needs are met
(ref. 13).

5. Provisions of the Airport and Airway Development Act
of 1970 include the requirement for a National Airport
System Plan. A viable, comprehensive plan has not
been established.

6. The Grants-in-Ad Program, funded from the Trust
Fund, has not kept pace with airport development and
improvement requirements. Means must te found to
expedite:

* the Identification of needed Airport Development
Aid Program (ADAP) projects and review of eligi-
bility criteria.

e the processing-through eliminatio; of red tape-
of ADAP agreements and approvals by the affected
local governments and the FAA.

* the allocation of funding to approved ADAP projects.

7. The ADAP and planning grant programs should be

pWO Oo LoS Anes Oepardment of Awrpor1s

expanded to cover privately owned public-use airports
which serve as reliever airports.

8. Air Traffic Control (ATC) system developments have not
been made fast enough to meet safety and congestion
alleviation requirements. It Is difficult to find specific,
meaningful plans, timetables and funding programs for
completing R&D and for Implementation of the various
components and stages of the continually developing
system.

There is some concern as to whether the ATC system
development program Is headed In the right direction.

9. New legislation should require that the Federal Aviation
Administration (FAA) program for airport and airway
development be revised to properly implement the
intent of the current Airport and Airway Development
Act in an expeditious manner.

A thoroughly developed Masfet Plan must be estab-
lished for the airports and for the ATC system-a plan
with a rational set of solutions to congestion problems,
complete with time schedule, assignment of respon-
sibilities, funding plan, and a program for execution.

Strong leadership and a clear organizational struc-
ture are required to implement the Master Plan.

10. Consideration should be given to the establishment of
a blue ribbon commission to review the entire subject
of airport and airway congestion and delays, and to
establish a comprehensive action plan.
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AVIATION GROWTH TRENDS

Current airport and airway congestion problems are a
result of the continuing high rate of growth in commercial
and general aviation, combined with Inadequate expansion
of airport and airway systems capacity. Airline traffic growth
has been particularly strong since 1976.

Total U.S. passenger traffic on International and domes-
tic scheduled flights has Increased as shown below and in
Figure 1 (ref. 1).

Percent Increase
Over Previous Yew

In Revenue
Passenger Miles

6.6
10.7
16.6
17.0

Percent Increase
Over PrevIous Yoar

In Passengers Carried

4.9
10.6
13.9
19.1

FIGURE I
PASSENGER AND AIR CARGO TRAPPIO

AT U.S. AIRPOR1 t .
1lr.IeS7S

11

I'E Estimate

There has been a similar growth In air cargo traffic, both
domestic and International, at U.S. airports (ref. 1).

Percea Increase In Percent Increase In
Year Freight Ton Miles Freght Tons Carried
1976 8.5 6.1
1977 10.3 8.5
1978 10.7 6.1
1979(E) 8.5 6.4
E Estimate

1376 1077 10 1 1*
,on ~te340o" eVW doestc echedule4 soft1

a

Ya
1976
1977
1978
1979 E

to
p

I
I

Revenue Passenge Miles
----------Passengers Carried

• ......• Freight Ton Miles
......... Freight Tons Carried

TABLE 1-1979 FAA FORECAST INDICES OF AVIATION GROWTH
1376 low 2000

(actual) (forecast) (forecast)
Number of Aircraft

General Aviation 187,000 311.000 390,000
Helicopter 4,700 8,000 12.000
Air Transport 2,500 3,000 3.400

IFR Aircraft Handled by FAA Air Traffic 28,100,000 45,600,000 60,100.000
Control Centers

Terminal Operations with Control Service 66,700,000 100.000,000 122,000,000
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Some of the growth In the number of passengers carried
by airlines will continue to be absorbed by a trend to large
capacity aircraft. Nonetheless. In the United States, the Alr
Cargo Deregutation Act 01 1t977, the Airline Deregulation
Act of 1978. and recant Cii Aeronauts Board (CAB)
actions have begun to compound the problem as more
flights by existing and new carriers are scheduled into
medium and large hub airports. Most of the congestion at
these airports occurs at peak hours.

A March, 1979 FAA report included the forecast for the
growth of aviation In the Uniteo States which is shown in
Table I and Figures 2 and 3 (ref. 2).

These several measures of growth in traffic and aircraft
operations are Indicative of the ever-Increasing, heavy load
which will be placed on airports and on the airways system.
The FAA forecasts no increase In military IFR traffic over
current levels.

Total International CMI Aviation Organization (ICAO)
world passenger and air freight growth has also been
strong in the last few years. Revenue passenger miles in
1978 increased 14.9 percent over 1977 and 13.5 percent
more passengers were enplaned. Preliminary data for 1979
show international revenue passenger miles up 12.5 per-
cent. International cargo traffic figures also show strong
percentage increases for each of the last four years (ref. 3).
Trends In international aviation growth will. of course,
affect traffic at U.S. airports.

~j
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COST OF DELAYS

Stated very simply, delays cause massive Inconvenience to
the public. In December 1977. for example, air carrier de-
lays totaled 22,898 hours. A total of 4,875 aircraft were
delayed for over 30 minutes with 769 of these delays oc-
curing on December 20, 1977 (ref. 7).

To the passenger, the cost of delays-due to extra hours
in the air, missed connections, up to one hour to obtain
baggage, difficulty in locating auto parking space and
missed business meetings--is Immense.

From the airlines' standpoint, airport-airside congestion\,
has slgnlficantly Increased operating expenses for fuel,

PInQW LOS AI 9we"Upl mW Of A l rols

/ ,

crew, and maintenance. The FAA has reported that during
the early 1970s, airport congestion cost the air carriers
approximately $200 million per year (rof. 5).

After safety, delay remains the airlines' number one oper-
sting concern. A comprehensive study of reported delays
incurred during 1977 by three airlines-American, Eastern
and United-at 32° of the 438 airports served by Air Trans-
port Association (ATA) member airlines, showed these
airlines had extra costs amounting to $273 million at an
estimated loss to the traveling public of $212 million-
(see Figure 4).

Of particular concern Is the fact that these delays wasted
237 million gallons of fuel, a resource that had at times
been in such short supply that airlines had to eliminate
some flights (ref. 8). The delays in 1977 for all U.S. airlines
equate to fuel losses of more than 350 million gallons. Fuel
losses attributable to delays in 1979 were 106 million gal-
Ions for Eastern Airlines alone (ref. 15).

The impact of the cost of delays is highlighted when the
1977 losses of American, Eastern and United-$273 million
-are compared to their combined net Income for that same
year of $219 million. The cost of delays might also be com-
pared for emphasis to the average annual net profit of
$175 million for the U.S. scheduled airlines during the past
ten years (ref. 7).

There is clear evidence that the overall costs of delays
are Increasing. Eastern Airlines' delay costs In 1977 were
8.45 times their 1967 delay costs; during the same time
period Eastern's revenues Increased by a factor of only
3.01 (ref. 5).

Aircraft delays of 30 minutes or more at 34 selected air-
ports In the U.S. Increased progressively from 31,682 In
1975 to 61,598 in 1979. Total airport operations at these
airports also Increased but in nowhere near the same pro-
portion (ret. 17).

Extrapolation of the airline delay data to the entire cer-
tificated route air carrier fleet would put annual delay costs
on the order of $1 billion a year (ref. 15).

'These airports account for 55 percent of all U S. domestic
scheduled operations.

*'Baad on the FAA figures o $12.50 per hour as a standard value
for one passener's time.

t0
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FIGURE 4
COST OF AIRLINE DELAYS&
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CONGESTION PROBLEMS
-AND SOLUTIONS

Airport and airway congestion problems involve:
* Landside at Airports (defined as the landslde of every-

thing up to the passenger departure gates).
e Airside at Airports (airfield and terminal airspace).
* Enroute Air Traffic Control.

LwA le at Aipeit
The principal landside congestion problems at airports

are:

a Ground Access
-inadequate roadways for auto, bus and truck traffic,

on and around the airports.
-Inadequate public transportation.

a Insufficient parking on or near the airport.
* Inadequate terminal buildings for handling the quantity

ol passengers and cargo.
* Inadequate ticketing facilities.
* Inadequate baggage claim facilities.

Many airports, including the medium and large hubs,
have rapidly Increased access problems. At many of the
medium and large hubs, the landside delay problem is
created by all of the above deficiencies. The congestion in
and around the airport terminals, caused by access In-
adequacies, wastes ground transportation fuel and erodes
the overall efficiency of the air transportation system.

Los Angeles International is a good example of an airport
with ground access and parking congestion problems; La
Guardian is an example of one with terminal building and
apron/gate congestion (r01. 5).

AWalde at Arports (AbIeld S Termtal Airps*e)
The most critical airalde congestion problems at the

medium and large hubs exist on the airfield and terminal
airspace, with lesser problems occurring in transition air-
space. These congestion problems are very expensive to
the airlines, to passengers, and to shippers. They waste
fuel and can, ultimately, affect avfagion safety.

proto, LOS Ange" O"6nmstV ol MpoWta
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Causes of peak hour congestion and saturation that
relate to Air Traffic Control Include:

* Inability to achieve uniform and closer safe spacing
between succeeding aircraft, regardless of weather,
so that available runways can be fed continuously to
maximum capacity.
inability of the existing number of runways to handle
the demand.

* Limiting effect of wake vortices on reduction of spacing
between aircraft.

" LImting effect of noise restrictions which force air-
craft to fly patterns that are wasteful of airspace and
fuel.

* Inability of many airplanes to use non-ILS (Instrument
Landing System) runways under instrument weather
conditions.

Chicago O'Hare Is one major airport where runway con-
gestion Is a limiting factor.

Weather. oi course, Is also a contributing factor to con-
gestion problems.

The number of Instrument operations at airports with
FAA Air Traffic Control service are expected to Increase
from 28 million In 1978 to 45 million in 1990 according to
an FAA projection. Suoh growth could produce Intolerable
delays. Saturation has already been reached at peak hours
at some major hub airports such as Chicago, Atlanta. J. F.
Kennedy, La Guardia. Washington National. San Francisco,
and Los Angeles; and the FAA forecasts increased delays
at several additional major airports.

The following shows examples of IFR (Instrument Flight
Rule) demand versus IFR capacity for five large hub air-
ports (ret. 16):

IFR PEAK HOUR DEMAND-CAPACITY
1171

Atlanta
Denver
J.F. Kennedy
La Guardian
San Francisco

Defmad
137
82
68
77
72

Capafty
107
63
53
60
53

The same FAA report which Included these data notes
that airport analyses Indicate delays now reach one hour or
more per aircraft operation In IFR peaks at these airports.

Any Improvements which are made to reduce alrolde
congestion at hub airports could increase the landalde con-
geston problem; the efficient development of an airport
system requires planning to balance the airside and land-
side capacity.

Other causes of congestion applicable to airports of any
size can Include:

e Insufficient gate positkns.
e Inadequate snow and ice removal equipment.
" Insufficient landing and terminal area traffic control

aids and equipment.
" Lack of airport surface traffic control system equip-

meni (for ground and air vehicles).

According to Walter A. Jensen, Vice President, Opera-
tions and Engineering, Air Transport Association of Amer-
ica (ref. 4), the enroute traffic control system in Its present
stage of development handles, with but few exceptions, the
current volume of traffic without excessive delays. Jensen
notes, however, that there is room for Improvement In a
number of aea, such as:

" Enroute system is manpower-Intensive. Automation,
although helpful In recordkeeplng functions, Is not
being used to its full potential to assist controllers in
conflict prediction, flow control, and decision-making.

" Enrouts system is wasteful of fuel. It forces aircraft to
use lees than optimum altitudes and sometimes to use
other than optimum speeds.

" Overload, at times. In the communications part of the
system.

Insofar as automation Is concerned, expansion of the
capaty of the current enroute system will be more costly
in terms of manpower than a more fully automated system.

If the FAA projections for growth in the number of air-
craft handled by air route traffic control centers (page 9)
are realized, some of the higher density sectors wil be
strained to the point of excessive enroute delays. Aircraft
operations at less fuel-efficlent altitudes will be further
Increased (ref. 4).

SOLUTIONS
Lanodle al A pots

Most of the solutions to landslde airport problems are
fairly obvious but the problems of Implementing them are
sometimes difficult. Implementation Involves not only the
problems of financing but usually also Involves combina-
tions of political problems and government regulations-
edral, state, and W-cal.

The FAA was required by the Airport and Airway Develop-
ment Act of 1970 (as amended) to prepare a 10-year Na-
tional Airport System Plan (NASP) for the development of
public airports in the United States; the FAA's program,
however, has not solved the nation's airport congestion
problems.

The airport-landside congestion problems are different at
each airport and the solutions may Include one or more of
the following:

a Add terminal buildings andlor expand existing terminal
buildings.

e Add or expand ground vehicle parking facilities.
Improve Access roadways to the airports for ground
vehides; Improve roadways and traffic efficiency on
the airports.
Install fixed guldeway access systems to airports (sub-
ways, monorail, rail).

a Add or Improve gate positions, baggage handling
facilities and ticketing facilities and procedures.

13
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* Purchase and/or modify neighboring real estate ("land
banking") to prevent airport closure due to environ-
mental or safety reasons, or restricted operations due
to curfews (ref. 4).

* Develop approaches to control unreasonable environ-
mental restrictions.

Alrin at Airports (Alisid an Termn Airspace)

Solutions to airslde congestion are heavily dependent on
the financial support from the Airport and Airways Trust
Fund for grands-in-aid for airports, the FAA Airway Facilities
and Equipment Program, and FAA Research and Devel-
opment.

The solutions to congestion (depending on the particular
problems of a given airport or community) are to:

o Expand existing air carrier airports.
* Add new air carrier airports to relieve currently con-

gested airports.
o Add new general aviation reliever airports to divert

flights from congested air carrier airports.
o Expand existing general aviation airports.
o Add or Improve approach and landing aids at airports

where needed, including Category I, II, and Ill capa-
bility. Existing public and private airports should be
upgraded to serve a reliever function.

o Increase R&D substantially to:
-Develop some form of collision avoidance system

(CAS) and Integrate with COTI (Cockpit Display
Traffic Information).

-Develop automated means to provide closer spacing
between aircraft on final approach" (ref. 4).

-Develop ground and airborne solutions to the wake
vortex problem to allow closer spacing of aircraft
(ref. 4).

-Develop wind shear detection systems.
-Develop 4-D navigation area.
-Develop the Microwave Landing System (MLS).
-Develop and install Improved weather forecasting

equipment at airports.

'FAA is currently working on this problem.

-Develop and Install improved airport surface traffic
control system (for air and ground vehicles).

* implement regulations to prevent mixing Instrument
and visual traffic-an efficiency and safety problem
(ref. 4).

" Add high speed turn-offs and procedures for their use.
" Add runways to existing airports.
" Lengthen and/or strengthen existing runways and

laxiwsys (to allow use of larger capacity aircraft and to
expand capacity of reliever airports).

" Use more high capacity aircraft to reduce the number
of flights (where traffic density permits).

Us of systems such as the 4-D and the MLS with auto-
land signal quality could Increase the instrument Flight
Rules (IFR) traffic volume to nearer the Visual Flight Rules
(VFR) traffic volume by providing uniform and closer air-
craft spacing.

fEwuote Air Traffic Cenr
Improvements to the enroute system are dependent on

the FAA's Airway Facilities, and Research and Development
programs, as funded by the Airport and Airway Trust Fund.
Recommendations for improvements to reduce congestion
and improve safety, recommended by the Air Transport
Association and others, include:

e Exploit the FAA's program of enroute automation to
the fullest; far better utilization of airspace will be
necessary in high density areas (ref. 4).

o Develop air-to-ground and ground-to-air data link;
none exists as yet.

a Develop airborne separation assurance as a backup
to ground based control (ref. 4).

e Expand the capacity of the upper enroute airspace by
use of 1,000 ft. vertical spacing of aircraft above 29,000
ft. (ref. 4). (Currently 2,000 ft. separation above 29,000
ft.; 1.000 ft. below 29,000 ft.)

a Conduct research and development of a "pilot-based"
Air Traffic Control system (ref. 2 and 6).

a Expand the use of the Area Navigation System.

14
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FUNDING THE SOLUTIONS

The major congestion problems existing today are strong
evidence that insufficient planning and funding have-been
applied to solve the problems.
. ItolIlirport construction and development funds, par-
ticularly for the medium and large hubs, came primarily
from local sources and private enterprise.

The Airport and Airway Trust Fund is the primary source
of funding for the Air Traffic Control system and provides a
major source of funding (the Airport Development Aid
Program) for improvements to airports.

The Airport and Airway Trust Fund

The current federal support of airport and airway pro-
grams is governed by the Airport and Airway Development
Act of 1970 and the Airport and Airway Revenue Act of
1970. The last amendments to this legislation were made
In 1976; the legislation expires September 30, 1980.

The Airport and Airway Revenue Act established a trust
fund financed by user taxes. The current legislation pro-
vides that the following programs receive monies from the
fund (see also Figure 5):

Examp,1
FY 1970

Authorized Funding Levels
($ in Millions)

Grants-In-Aid Program (Airports)
" Airport Development Aid

Program (ADAP)
* Planning Grant Program (PGP)
Facilities & Equipment (Airway)
Research. Engineering and Development
Facilities Maintenance (Air Navigation)

90 percent of project cost. depending on the nature of the
project). The rest of the funding for public airport develop-
ment comes from local governments and sponsoring
agencies.

FIGURE 5
FY 1076

AUTHORIZED FUNDING LEVELS
from

AIRPORT AND AIRWAY TRUST FUND
($ in MIlions)

540

15
250
50
50

Existing legislation limits use of ADAP funds to publicly
owned airports, but some proposed new legislation would
permit application of ADAP funds to privately owned air-
ports which will continue to operate as public-use airports
for the economic life of government-owned facilities. Under
current legislation, private airport development and im-
provement must be funded by the private sector.

The current ADAP program can provide substantial fund-
tng grants to support public airport programs (from 50 to

fteNh Enginveng 0
Fit t( am nt

Fuell. & Equipment (Airway)
s25
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The funding under ADAP of public space in terminal
buildings is a recent progressive step.

Funding for improvements In access roadways and
public transportation to airports to relieve congestion must
be provided by local governments. The complexity and
problem of funding such programs, of course, varies great-
ly between communities. Access roads on the airport are
eligible for ADAP funding.

Current legislation effective after 1976 permits the FAA
to use trust funds for flight check and maintenance of the
air navigation facilities- about $300 million was so allocated
for FY 1979.

Actual ADAP expenditures obligated or allocated from
1970 through March 1979 total $3.17 billion (ref. 9). Al-
though this is a sizable expenditure, the nation is still faced
with current and rapidly Increasing congestion problems. It
Is ludicrous that there Is a $3.5 billion uncommitfed balance
projected for the Airport and Airways Trust Fund at the
beginning of FY 1981; much, or all of this should have been
spent to alleviate and prevent congestion.

EffectiveneIs of the Federal Program
The Grants-in-Aid Program, as pointed out In previous

sections of this report, has not kept pace with airport devel-
opment and improvement requirements.

A number of years ago, the FAA adopted a long range
plan for development o1 an Upgraded Third Generation Air
Traffic Control System (UG3RD). It Is difficult to find spe-
cific, meaningful plans, timetables and funding programs
for development and Implementation of the various com-
ponents of the ATC system, or for the compete system.
ATC developments have not been made fast enough to
meet safety and congestion alleviation requirements. There
is some concern as to whether the ATC system program is
headed in the right direction.

The FAA has held several reviews with industry on the
National Aviation System P!en (which Includes the ATC),
but the impact seems to have been negligible from the
standpoint of maintaining a program to keep pace with
growth.

The March 1979 FAA report, New Engineering & Develop-
ment Initiatives, contains the results of an evaluvaciri of
National Airspace System policy and technological Issues
by the users and the aviation industry. The FAA Is con-
tinuing to evaluate and use some of the guidance from this
report as evidenced in their Consultive Planning Confer-
ence of January 29-30,1980.

Proposed Legislation

The Airport and Airway Development Act, which estab-
lished the trust fund, will expire on September 30, 1980
and several bills have been Introduced to continue the
airport and airways program.

The Administration has proposed a bill (H.R. 3745) which
would shift the bulk of trust funds used away from grants-
in-aid to operations, but this proposal is receiving no
serious consideration.

The Senate version IS. 1648), sponsored by Senator
Howard W. Cannon. would phase out the allocation of
grant-in-aid funds to the larger airports and fel those air-
ports deal directly with the airlines to secure funding for
development. A companion Senate bill (S. 1649) would
reduce the passenger tax from 8 percent to 2 percent and
Increase the general aviation fuel tax.

The current House bill (H.R. 6721) does not exclude the
larger airports from funding as does the Senate bill.

A comparison of funding, called for by the House and
Senate measures, as of April 15, 1980. is shown in Table 2.

TABLE 2
A COMPARISON OF FUNDING PROPOSALS

IN THE HOUSE AND SENATE*
(Authorizations in Millions)

Grants-in-Aid (ADAP)
House
Senate

Facilities & Equipment
House
Senate

Research & Development
House
Senate

Operations & Maintenance
House
Senate

IFY I1 FY 82 FY 83

$875 $936 $1,002
825 600 550

FY14 FY5

$1,072 $1,147
600 650

525 562 601 643 688
400 450 550 600 750

85
90 95 100 105 110

400 428 458 490 524
350 375 400 425 450

*As of April 15. 198.ao
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The Senate ADAP funds drop InFY 82 and FY 83 as first
large airports and then medium size airports are phased out
of the program. The House bill would require annual autho-
rizations for R&D; all other accounts Increase 7 percent
annually. The House measure also contains a provision
which would penalize the Administration if it continued to
underspend in the facilities and equipment area, a practice
which Congress has denounced. This penalty would reduce
operations by $2 for each $1 shortfall In facilities and equip-
ment. Senator Cannon has stated that he will not support
any conference report that does not defederalize the large
airports (remove them from ADAP).

What New Legislation Must Provide For "
New airport and airway legislation must require the devel.

opment of a comprehensive, meaningful airport and airway
Improvement program with emphasis on reducing conges-
tion and maintaining safety. Solutions to congestion prob-
lems proposed earlier in this report must be included in the
program. The program must be complete with specific
objectives, schedules, and funding requirements.

New legislation must include a requirement for develop-
ment of a plan to speed up the process of approval of
ADAP programs, and the application of funds. It should
address the need for Research, Engineering and Develop-
ment funding, which has been Inadequate to solve the Air
Traffic Control congestion problems. Moreover, funding
for facilities and equipment has been Inadequate In view of
the size of the problems.

Congress must provide-and FAA must allocate-re-
search, engineering and development funds for meaningful
and timely Improvements to the Air Traffic Control system.
Realistic research, development and implementation sched-
ules must be established. Adherence to such schedules
must be a top priority in terms of future FAA operational
goals.

New legislation must also include provisions for ADAP
funding for existing and new privately-owned public use
airports which serve as reliever airports.

Legislation should give consideration to Inclusion In the
ADAP program of selected airport ground access projects
that are off the airport. However, limitations must be speci-
fled to hold expenditures to reasonable levels and on-the-
airport projects must lake priority.

Legislation should Include requirements for increased
allocation of R&D funds to the FAA in order to solve traffic
control problems expeditiously.

Although Congress can legislate the requirement for the
development of plans and establishment of a comprehen-
sive airport and airway development program, the effective-
ness of such a program depends on the amount and quality
of effort applied by the producer of the program. Consid-
eration should be given to establishment of a blue ribbon
committee to ensure the United States has a high quality,
effective airport and airway program by continually moni-
toring the progress of its development and Implementation.
The committee should include substantial participation
from the aviation industry.

17
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.Hr. Chairman and members of the Senate Subcommittee on Taxation and Debt

Management Generally, Co mittee on Finance, the American Association of State

Highway and Transportation Officials is very much concerned about the nation's

aviation system and the future of the Airport Development Aid Program (ADAP)

and the Aviation Trust Fund. We appreciate this opportunity to provide our

views for the record on the subject.

For the record, the Armerican Association of State Highway and Transportation

Officials (AASHTO) is an association whose membership includes the

departments of transportation and highways of the fifty States, the District of

Columbia and Puerto Rico. The policies presented in this statement were approved

by our Standing Committee on Aviation, and subsequently approved by our Policy

Committee, which requires an affirmative vote of at least two-thirds of the

chief administrative officers of these departments.

We would first like to take this opportunity to note our deep concern over

the possibility that the Airport and Airway Act of 1970, as amended, may be

permitted to expire on September 30, 1980. The States believe that it is

extremely Important that the act be continued, since airport development is

essential to the vitality of the economy of our nation and its transportation

system. As you know, this act is the only source of federal aid for airport

development. We therefore urge the timely passage this session of legislation

continuing the Aviation Trust Fund and taxes.

AASHTO supports the continuation of the Airport and Airway Trust Fund

in the years following fiscal year 1980. The States believe strongly in the

continuation and strengthening of a-program to develop and maintain the nation's

system of airports and airways. While much of the other facets of our transportation

system are for the most part already in place, the air transport systems continues

to need further development.
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AASHTO believes that the level of Airport Development Aid Program funding

should be increased for the post-1980 program. Current needs and those projected

for the future are such that increased funding will be necessary to preserve the

existing system and provide the level of safety in air travel which the public

deserves. We feel that these two areas, safety and system preservation, should be

emphasized early in the continuing program, with capacity expansions receiving

Increased attention later in the program when the primary concerns are substantially

met. Funding should be based on system needs, taking into consideration the

financial needs of airports and communities.

The level of ADAP funding increases should reflect the need to utilize the

current Trust Fund surplus. Given the current level of Inflation, particularly as

it applies to construction costs, which have Inflated much more rapidly than the

overall cost of living, the buildup and continuation of surplus Trust Funds is

undesireable. As you know, the continued holding of funds in inflationary periods

can rapidly reduce their value in terms of constant dollars. For the record, we

would mention that we support an increase in FAA Operations and Haintenance funds

appropriated from the Trust Fund, up to but not exceeding the level of funding

for the airport system capital improvement program.,

AASHTO does not support a reduction in the taxes collected for the Trust

Fund. The goals of the Trust Fund are of such importance and significance that

consideration should not be given to a reduction in revenues until substantially

more progress toward meeting these goals has been made. At the same tine, we

believe that levies on General Aviation could remain at their present rates and pro-

vide a balance between allocable costs and revenue sources.

-2-
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In summary:

-AASHTO supports continuation of the Airport and Airway Trust Fund.

-AASHTO believes that the present level of ADAP funding should be increased
to meet current and projected needs, with additional annual increases to
counteract inflation of construction costs.

-The Aviation Trust Fund surplus should be utilized in an expedient manner
to avoid further reductions of its usefulness by inflation.

-Reduction of Aviation Trust Fund revenues should not be considered until
substantially more progress is made toward meeting its goals.

-Levies on General Aviation could remain at current levels.

0
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