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THE WHITE HOUSE 

WASHINGTON 

August 14, 1976 

MEMORANDUM TO: JIM CONNOR 

FROM: JIM 

SUBJECT: ation Noise Policy 

We cannot do the thorough job that needs to be done 
to consolidate and staff the Aviation Noise Policy 
Statement and have it ready for the 2 p.m. Courier 
on Tuesday, August 17. 

We will have it ready for the Thursday Courier. 

-~~ Digitized from Box 1 of the James M. Cannon Files at the Gerald R. Ford Presidential Library



DRAFT DECISION 

THE WHITE HOUSE 

WASHINGTON 

August 25, 1976 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

JIM CANNON 

Aviation Noise Policy and Aircraft 
Replacement 

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

There are essentially two issues which require your considera­
tion: 

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

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

BACKGROUND 

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

The main federal action to date has been the issuance of noise 
standards for all new aircraft built since 1969. However, 
because of the longevity of jet aircraft, 1600 airplanes (77% 
of the current commercial jet fleet) do not meet the standards. 
The oldest planes in the jet fleet -- about 500 B-707's and 
DC-B's (25% of the fleet) -- are the noisiest and least fuel 
efficient aircraft. Later model aircraft -- about 1,000 B-727's 
B-737's and DC-9's (50% of the fleet) -- are significantly less 
noisy but fail to meet the 1969 standards. About half the u.s.­
owned B747's (50 planes) also fail to meet the standards. 

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

• Modification {retrofit) of existing aircraft engines 
with sound absorbing material; 

• Replacement of older, noisy aircraft with new, quieter 
planes; 

• Imposition of jet "bans" on night curfews at airports 
{e.g. Washington National); 

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

• Modified operational techniques to minimize ground 
noise. 

Many of these techniques are being used in response to strong 
pressures at local levels. Lawsuits against local airports 
are increasing both in frequency and in damages sought. Over 
the last five years airport operators have paid $25 million on 
noise judgments and settlements, and have invested hundreds 
of millions in land acquisitions for noise buffer zones. The 
noise issue has seriously curtailed airport planning and ex­
pansion. 

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

(1) Airlines have experienced a low return on investment 
_ in_ recent _years and are unable to finance new airplanes 

they will need in the 1980's, with or without a federal 
noise policy. 

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

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

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



-3-

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

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

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

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

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

(3) Defer a policy statement until after September 1 to 
permit more thorough analysis of the merits of 
various noise abatement options. 

Discussion of Options 

Option #1 - Comprehensive policy statement. 

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

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

The arguments in favor of this option are: 

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

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

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

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

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

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

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

Option #2 - Limited policy statement 

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

Arguments in favor of this option are: 

• 

• 

• 

It would minimize federal involvement and allow 
communities to decide on preferred noise abatement 
measures (This seems appropriate because: (1) about 
half the six million people seriously effected by 
airplane noise live near 5 major airports; and (2) 
the community is best equipped to trade off the de-' 
gree and cost of service with the amount of noise 
it wished to accept. There is evidence that many 
areas prefer to tolerate noise rather than reduce 

/ 

air activity because of service and employment losses 
that operating restrictions can bring.) 

It would recognize the fact that the noise problem 
is taking care of itself. It is expected that most 
of the noisiest planes will be retured over the next 
ten years, and major federal intervention would serve 
only to reduce this timetable by 2 - 3 years. 

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

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

Arguments in favor of this option are: 

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

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

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

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

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

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

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

Differential treatment of certain airports; or 

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

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

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

RECOMMENDATIONS 



DECISION 

Option #1 

Option #2 

Option #3 
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Issue a comprehensive noise policy statement. 

Issue a noise policy statement that presents a 
limited federal role. 

Delay issuance of a federal policy statement. 

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

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

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

Three .options are included for your consideration: 

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

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

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

The merits of these options are examined below. 



RECOMMENDATIONS 

Issue 1 

Recommending Approval 

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

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

Guy Stever supports approval on the basis that the "facts 
are relatively well known" and he finds it "difficult to 
perceive what the delay in issuing a noise policy state­
ment would enable us to accomplish." 

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

Approval is also recommended by NASA, State, and HEW. /~ 
,+· ~~\ 

Recommending Disapproval . ~v 
\-/ Jim Lynn strongly supports disapproval of Issue 1. He· ./ 

questions whether any Federal action is needed at this 
time. He is particularly concerned that the noise policy 
will increase pressure for a Federal role in solving the 
airlines' and aerospace industries' financial problems. 

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

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

NSC is neutral on this issue. 

Issue 2 

Recommending Approval 

If Option 1 is approved, authorize 
proposals to Congress for a $3.5 billion 
Aircraft Replacement Fund. 

Secretary Coleman strongly supports approval of Issue 2. 
He is convinced that Federal involvement is necessary, and 
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believes that alternative Federal financing roles have 
been adequately studied and can be rejected. He would 
be prepared to hold hearings on the issue, but would 
consider it a grave mistake not to at least announce 
the proposed noise policy. 

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

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

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

Recommending Disapproval 

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

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

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

DECISION 

Option #1 Propose the DOT financing plan 

Option #2 Delay announcement of a financing plan 



THE.WHITE HOUSE 

WASH I NG T ON DECISION 

August 25, 1976 

MEMORA..."!\JDUH FOR: THE PRESIDENT 

FROM: .JIM CANNON 

SUBJECT: Aviation Noise'Policy and Aircraft 
Replacement 

The purpose of this memorandum is to seek your decision on 
av5_ation noise policy and the means for airlines to finance 

aircraft replacement and new 
aircraft development. Secretary Coleman is scheduled to 
testify on the Administration's position before the House 
Aviation Subcommittee September 2. 

There are essentially two issues which require your considera­
tion: 

I. What position should the Admi~istration take 
on aviation noise policy ? 

II. If a noise policy is issued, should a financing mechanism 
to help airlines replace old aircraft and to stim·date 
the development of a new generation of aircraft by U.S. 
airplane manufacturers be included. 

BACKGROUND 

Six rr..illion people are significantly affected by aircraft noise at 
100 airports. About 600, 000 people are seriousiy affected. Public 
o~fic:ials, environmental groups, and airport neighbors have long 
pushed for iederal action to reduce aircraft noise. 

f0Ro 

The main federal action to date has been. the issuance of ~· <~. 
noise standards for all new aircraft. Approximately 1600 c ~l 
airplanes (77% of the current commercial jet fl~et) do not ~6 f) 
me~t the· standards. The oldest planes in the jet fleet "-._____/ 
abo't!t 500 E-707's and DC-S's (25% of the fleet) -- are the 
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noisiest and least fuel efficient aircraft. Later model 
aircraft -- about 1,000 B-727's B-737's and DC-9's (50% 
of the fleet) -- are significantly less noisy but fail 
to meet the 1969 standards. About half the u.s.-owned 
B-747's (50 planes) also fail to meet the standards. 

The FAA has statutory authority and responsibility ior 
-setting noise standards for new and existing aircraft. It 

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

There are a number of ways to reduce aviation noise: 

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

• Replacement of older, noisy aircraft with new, 
quieter planes; 

o Imposition of jet "bans" or night curfews at 
airports (e.g. W~shington National); 

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

• Modified operational techniques to minimize 
noise. 

Many of these t2chniques are clready being used in response 
to strong pressures at local levels. Lawsuits against local 
airports are increasing both in frequency and in damages 
sought. Over the last five years airport operators have 
paid $25 million on noise judgments and settlements, and 
have invested hundreds of millions in land acquisitions 
for noise buffer zones. The noise issue has seriously 
curtailed airport planning and expansion. 

Secretary Coleman's Position tsee-'l'ab- 2\i 

.. 
~ 



DOT and FAA recommend that domestic air carriers and the domestic 
portion of U.S. internation2l air carriers' fleets be 
required to meetfEderal Aviation Regulations, Part 36, 
(FAR 36) noise levels or to be retired according to the 
following schedule: 

1 

-

•. B-7~7's - within six years 

• 

• 

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

2- and 3-engine narrow-body jets 1/3 within three·· 
years, 2/3 within six years, with 1/3 permitted 

·to continue in use after six years at airports other 
than the major ones with substantial noise problems. 

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

The DOT/FAA noise policy statement, potentially a significant stimulus 
toward the needed new generation of aircraft. recommends that the 
Administration support a carrier agreement ~nder which they would 
collect a 2 percent surcharge for 10 years, pool the surcharge revenues 

land_ redistribute them slightly. The fund would be used for replacement 
of aircraft that do not comply with FAR 36. . -~ _ -

Apart from the noise issue, there are a number of related· 
pr6blems currently faced by the airlines and aircraft 
manufacturers. Secretary Coleman proposes to deal with 
these problems in a comprehensive fashion. He maintains 
that: 

--------~~-··- --~---- -
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(1) Airlines have experienced a low return ·on invest­
ment in recent years and are unable to finance 
new airplanes they will need in the 1980's, 
with or without a federal noise policy. 

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

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

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

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

There a~e three basic alternatives regarding what position 
the Administration should Adopt. The options differ in 
the emphasis placed on noise reduction methods. The options 
are: 

(1) Issue a comprehensive policy statement that imposes noise 
standards on existing aircraft and recommends the. no;: 
.financing mechanisn!. 

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

(3) Decide not to issue noise regulations for existing aircraft. 
------- - ---- --- -·---·---'· --~---~~··:::--::._·~------

Discussion of Options 

Option #1 - Issue a comprehensive noise policy statement 
·\ 

~his option embraces the ragulai:ory and 
of Secretary Coleman's proposed policy. 
discussed in Is!:>Ue II below). 

------~------. 

financing compo,nents. 
(That proposal is 
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The arguments in f<t vor of this option are: 

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

--------~gencies, the airlines and airport operators would 
like. 

• It would clarify the federal responsibility for 
reducing aircraft noise dt its source. 

• It would guarantee lower aircraft noise levels 
ove:i;:- 4 - 8 years -- 2 - 3 years sooner than 
presently scheduled fleet retirements. 

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

· • It would delineate the major responsibilities of 
carriers, airport operators, and the various 
levels of government. 

e It would remove an existing air 0£ uncertainty 
which impedes the ability of local authorities 
to plan for their-long-range ai~ service needs. 

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

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

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



Option #2 - Issue a1limited noise policy statement that contains 
a nois~ regulation and hold a hearing on financing. 
This option would limit federal actions to FAA promulgation of 
regulations for existing aircraft types and FA.t\. establishment 
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of the quietest operating procedures consistent with a high safety 
standard. 

Arguments in favor of this option are: 
1 

o It represents Administrative action in the aircraft 
noise problem. 

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

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

.Qption #3 - Decide not to is sue a federal policy statement at 
time. 
This option would postpone the ~nnouncement of the Administration 1s 
aviation noise policy until after September 2. 

Arguments in favor of this option are: 

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

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

Does Option 1fl create an· undesirable 
prececent? 

Does Option #2 encourage local action which 
disrupts air service and stalls ai=port 'and land 
use planning? 



It would recognize the fact that although there is 
pressure for federal action, th:!re is no compelling 
reason for immediate action. Congress is not 
likely to act this year on any of the nine noise 
abatement measures currently before it. 

RECOMMENDATIONS 
I 

\, 

• 

6 
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DECISION ON ISSUE I 

Option #1 

Option #2 

Option #3 

ISSUE II 

Issue a comprehensive noise policy statement. 

Issue a limited noise policy statement. 

I 

Delay issuance of a federal policy statement. 

U a noise poiicy is is sued, should a financing 
mechanism to help airlines replace olci. aircraft 
and to stimulate the development of a new 
generation of aircraft by U.S. airplane manufacturers 
be: included. 

U you decide on Option l on the issue discussed above, i.e., to 
issue a comprehensive noise policy statement with retrofit/replacement 
deadlines, Secretary Coleman ..:urges that the Administration also 
endorse a $3. 0 to 3. 5 billion "enviroIL"l'llental surcharge" collected 
by the carriers to help finance the required replacement and 
retrofitting of jets. In addition to assisting the domestic airline 
industry to modernize its jet fleet, Secretary Coleman argues that 
this program will stimulate earlier development of a new generation 
of aircraft by U.S. - manufacture!"s and strengthen the position of U.S. 
airframe manufacturers in the world aircraft market. 

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

(1) Announce.the fin~ncing plan recommended by DOT. 

\ 



------ --- --.·------

(2) 

Background 

·-B 

• 
Do nothing at this time except continue to push 
strongly for the Aviation Act and initiate a 
thorough review of the related airplane financing 
and new plane development situation. to consid~r · 
financing options. . . . _ _ __ _ 

American scheduled airlines had about 2000 jet aircraft 
---:---------------i_n their fleets at the beginning -Of 1976 •... Of ·these, ..about 

300 are wide-bodied jets (B-747's, DC-lO's and L-lOlls) 
which will be used into the 1990s. Another about 1,225 
~B-727's, B-?37's and DC-9's in the fleets are, for the most 
part, relatively new. Only about 300 of these will be 
replaced by 1985. Finally, about 475 older B-707's and 

· DC-8 • s will be largely phased out by 1985. 

The applicatio.c. of noise standards on older aircraft may 
effectively require some aircraft, now likely to be replaced 
by 1985, to be replaced at an earlier date. Thus, the 
impact of noise standards may be to increase capital outlays 
during the next several years while reducing outlays some­
what in the mid-1980's, but the magnitudes of these shifts 
has not been established. 

, 
If the airlines were to continue to earnthe 5.7% rate of 
return which they have experienced over the past few years, 

certain--;:;:..~ will have substantial problems 
carriers obtaining the capital needed to finance the fleet'ieplace­

ment and expansion. However, if our airlines begin to 
earn a normal rate of return (10-12% for industry) , they 
will generate $6-8 billion of earnings. This internally­
generated capital plus the new debt and equity which would 
be available if the airlines were financially healthy would 
be sufficient to meet all the capital needs of the airlines 
over this 1976-1985 period. 

Last fall you proposed the Aviation Act of 1975 which.is 
The designed to increase competition in the airline industry, 
Aviation decrease CAB involvement in the business decisions of the 
Act phases _airlines and improve the financial health of the airlines. 
in over ·a-GEf enacted, it is anticipated that the A.viation Act will 
f ·v yea create an economic environment where the airlines earn a 

1 e r . h . h" b" 1 . d normal rate of return. Extensive earings on t is 11 
perlo • have taken place in both the Senate and House. Positive 

action on the Aviation Act or a similar bill is anticipated 
by the end of 1977 • 

. A memorandum at Tab B provides some information.on 
Aircraft Manufacturing Industry. 

.. 

- __ ... - - --·----.!..--- - -- :- - - -- ---
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. . .Discussion of Ootions , ------------------ - .---·- ------ -

Option *l - The DOT proposal would couple the Noise Policy 
with 1egislation which would do the following: 

Reduce the Federal air 
£reight way bill taxes 
Airway Trust Fund from 

.--=----__ _.,~-------~-.. -_ ----:-::-'~ - ·:-.-xespecti vely. 

passenger ticket and 
collected for the Airport/ 
8% to 6% and from 5% to 3%, 

Impose a 2% surcharge for 10 years on all domestic 
passenger tickets and.freight waybills. 

Deposit surcharge revenues(expected to be $3 to 
· 3.5 billion over 10 years) in an Aircraft Replace­

--- - - --ment Fund, managed by intercarrier agreement.. 

·· --------- - --·---~-----Grant each carrier drawing rights to the Fund in 
--------------------------- -- ----------- proportion to its total system passenger and cargo 
--------- ------- --- -~------revenue. Withdrawals would be permitted only for 

replacement of aircraft not meeting existing Federal 
noise standards for new aircraft. There would 
be no requirement that the money be used to 
purchase the next generation of jet aircraft. 

Deposit any balances remaining in the Aircraft 
Replacement Fund after program objectives have 
been achieved in~the existing Airport/Airway Trust 
Fund, dedicating them to noise control purposes 
(including land acquisitions. and easements). 

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

The arguments in favor of this option are: 

• ~t would help finance about one-half the cost of 
replacing the oldest, noisiest B-707's and DC-S's 
while the later model B-727's, B-737's and DC-9's 
would be retrofitted. 

o It would not adversely affect the Airport/Airway 
Trust Fund because the reduced rates are expected 
to be sufficient to cover all outlays chargeable 
to the Fund under the Airport Development Aid . 
Program (ADAP) biil through FY 1980. DOT estimates· 
that without a tax reduction, unused Trust Fund 



--~-.·-..---"-- -···---~--

.. 
balances will grow rapidly {to $1. 7 billion by· ---- - ---- -

.1979} and become· a target for other tax reductions _____ _ 
or unjustified spending proposals already being 
advanced by the aviation industry. 

It would provide the air carriers with greater 
assurance of the financing needed to retrofit/. 
replace existing aircraft. 

--------=-~~----~-----~-- --- ;,-- -- '""It- would help to reduce a financial burden {created -
by the imposition of noise standards on existing 
aircraft) on some air cqrriers that they cannot 

___ --1Ileet. Credit markets are now virtually closed ________ _ 
------------to the industry, because the return on investment 

since 1967 has averaged 5.7%. Even with the 
loosening of CAB control over air fares, as you 
proposed last October in the aviation regula-tory 

-·---·----------- _______ reform bill, some argue that it is unlikely that 
the industry can assume the full burden of meeting 
the noise standards with~n the proposed time 

·frame. 

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

o It could create sizable orders for new aircraft 
and might stimulate airframe manufacturers into 
beginning development of new,- advanced aircraft 
types with improved fuel efficiency and quieter 
engines at a somewhat earlier dat~. There are 
now no u.s.-manufactured 140-200 passenger, 
medium/long range aircraft suitable to replace 
those reaching the end of their useful lives 
in the early 1980's. rt· is desi~able to begin 

. . ' 
to develop within the next year or two a new 

• 
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generation of U.S. aircraft. However, the 
" aerospace industry does not have the economic 
incentive to go forward with these programs at 

_ L this time. (Each new U.S. aircraft has a total 
production ·cost of as much as $1 billion). Employment 

in the aerospace industry would also rise sub­
stantially {each new aircraft program would 4dd-
10,000 new jobs within two years and 25,000 new 
jobs within six years) and the competitive advantage 
of· U.S. manufacturers Wt!>ula· be enhance.a. This 

---would help to maintain the U.S. -preeminent position -­
in the international aviation market in the face 
of stiff new government-subsidized competition 
from France and Germany. Failure to act may 
allow government-subsidized European manufacturers 

__ to preempt the next generation market, thereby 
---- --- · -- ---- - - ----reducing sales and jobs for the U.S. aerospace 

---- -------·---- -. - - - - - - - - -

__ industry. _________________ . _ _ _ _ ____ .. _ 

• It would finance the cost of reducing noise by 
taxing the user. Cutting taxes while initiating 
a surcharge also has the advantage of keeping· 
4ir fares constant. 

o It would have minimal inflationary impact (DOT 
estimates) prirna.rily because private sector 
outlays would be spread over a lO year period 
and would be in the airframe industry which has 
idle manufacturing capacity. 

\ 

------ ·----- -- ------~--~--
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Option # 2 Do nothing at this time e·xcept continue to push 
strongly for the Aviation Act and initiate a thorough 
review of the related ,airplai:ie, financing and n~iv: plane 

. development situation to consider financing opt~ons. 

Factors in favor of this option are: 

• 

• 

, 
If a problem exists, this will allow the Administration 
to examine alternative ways of de2.ling with it including, 
for exampl~: the DOT financing proposal (Option 1 above) 
or some variation, loan guarantees, tax incentives, air­
craft development grants to airframe manufacturers, DOD 

,purchase of noisy planes for the air transport reserve 
fleet, Government purchase of new generation aircraft 
and .special export incentives for foreign airlines willin 
to order new generation aircraft from u.s. manufacturers. 

TO date sufficient information on the aircraft needs 
of the ~irlines, the financing probleras of the airlines, 
the new airframe development plans of the U.S. air­
frame manufacturers and the competitive situation posed 

-by foreign-manufacturers has not been developed by an -
interagency group~charged with carrying out a factual 
analysis of ·the issues and developing appropriate alter-
natives for action.__ _____ ---------" __________________ _ 

------------
------- -- . 

~ • The airlines and airframe manufacturers are just comL~g 
.out of a disastrous recession and thus .there is risk of 
overreacting to a problem which may now be resolved by 
market forces. Deferring action would give additionaL 

·- ---------- - --- ·- ----- - time to assess whether the airlines and airframe 
·----- --- -- -cc·-- --- - - manufacturers will solve any problems on their own .. 

Recommendations 

\ 

• 
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THE WHITE HOUSE 

WASHINGTON 

August 25, 1976 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

JIM CANNON 

Aviation Noise Policy and Aircraft 
Replacement 

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

There are essentially two issues which require your considera­
tion: 

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

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

BACKGROUND 

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

The main federal action to date has been the issuance of noise 
standards for all new aircraft built since 1969. However, 
because of the longevity. of jet aircraft, 1600 airplanes (77% 
of the current commercial jet fleet) do not meet the standards. 
The oldest planes in the jet fleet -- about 500 B-707's and 
DC-8's (25% of the fleet) -- are the noisiest and least fuel 
efficient aircraft. Later model aircraft -- about 1,000 B-727's 
B-737's and DC-9's (50% of the fleet) -- are significantly less 
noisy but fail to meet the 1969 standards. About half the u.s.­
owned B747's (50 planes) also fail to meet the standards. 

There are a number of ways to reduce aviation noise which are 

....... ~~~ 
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currently in practice: 

• Modification {retrofit} of existing aircraft engines 
with sound absorbing material; 

• Replacement of older, noisy aircraft with.new, quieter 
planes; 

• Imposition of jet "bans" on night curfews at airports 
{e.g. Washington National}; 

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

• Modified operational techniques to minimize ground 
noise. 

Many of these techniques are being used in response to strong 
pressures at local levels. Lawsuits against local airports 
are increasing both in frequency and in damages sought. Over 
the last five years airport operators have paid $25 million on 
noise judgments and settlements, and have invested hundreds 
of millions in land acquisitions for noise buffer zones. The 
noise issue has seriously curtailed airport planning and ex­
pansion. 

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

{l} Airlines have experienced a low return on investment 
in_ recent years and are unable to finance new airplanes 
they will need in the 1980's, with or without a federal 
noise policy. 

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

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

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

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

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

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

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

(3) Defer a policy statement until after September 1 
permit more thorough analysis of the merits of 
various noise abatement options. 

Discussion of Options 

Option #1 - Comprehensive policy statement. 

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

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

The arguments in favor of this option are: 

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

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

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

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

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

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

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

Option #2 - Limited policy statement 

This option would limit federal actions to the promulgation 
of regulations for future aircraft types and the establish- /'fO~ 
men t of the quietest operating procedure consistent with a ~' ~-· .:) <~,\. 
high safety standard. f i .., 

1 \~ ~:,, 
Arguments in favor of this option are: ~ ~; 

.........._ _ _.. ... 
• It would minimize federal involvement and allow 

communities to decide on preferred noise abatement 
measures (This seems appropriate because: (1) about 
half the six million people seriously effected by 
airplane noise live near 5 major airports; and (2) 
the conununity is best equipped to trade off the de­
gree and cost of service with the amount of noise 
it wished to accept. There is evidence that many 
areas prefer to tolerate noise rather than reduce 
air activity because of service and employment losses 
that operating :r:estrictions can bring.) 

• It would recognize the fact that the noise problem 
is taking care of itself. It is expected that most 
of the noisiest planes will be retured over the next 
ten years, and major federal intervention would serve 
only to reduce this timetable by 2 - 3 years. 

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

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

Arguments in favor of this option are: 

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

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

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

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

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

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

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

Differential treatment of certain airports; or 

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

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

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

RECOMMENDATIONS 
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DECISION 

Option #1 

Option #2 

Option #3 
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Issue a comprehensive noise policy statement. 

Issue a noise policy statement that presents a 
limited federal role. 

Delay issuance of a federal policy statement. 

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

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

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

Three .options are included for your consideration: 

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

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

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

The merits of these opti~ns are examined below. 



THE SECRETARY OF TRANSPORTATION. 

WASHINGTON, 0.C. 20590 

Auguat 28, 1976 

MEMORANDUM FOR: Director 
Office of Management and Budget 

SUBJECT: Aviation Noise Policy 

The FAA has completed an evaluation of the inflationary 
impact of the replacement of !our engine jets, as recommended 
by DOT and FAA. in the aviation noise policy. 

The FAA has concluded that because of the excess 
capacity in the aerospace industry the replacement of four­
engine aircra!t will have only a slight inllatio.aary impact. if 
any. The cost/benefit analysis indicates that over the long 
term the replacement program will produce a new benefit to 
the airlines. 

~: James Cannon. Director 
Domestic Council 

William T. Coleman., Jr. 
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/ DRAFT PRESIDENTIAL ANNOUNCEMENT 

I have said before -- and I say again as your President, 

I am impatient with doomsday prophets who say we must stop our 

technological advances in order to save our environment. 

We can enhance our environment, and we can do it through 

technological improvements_ Thes~ two cbjectiv~~ are compatible. 

It takes only determination, intelligence, and some of that 

traditional American ingenuity, for which we have been noted, 

to accomplish them. 

It is possible for Americans to live in healthful and more 

pleasant surroundings and at the same time to encourage the 

industrial progre~s so essential for real jobs for all who can 

work and so essential to a good standard of living._for all. 

The aviation industry offers a dramatic example. 

The ·airplane and the aviation industry have been major 

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

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

Both directly, in air transportation, and indirectly, through 

the myriad of other supporting services and activities . that 

aviation has created, this nation has prospered. 

But every advance has its problems. In aviation, the 

noise of aircraft taking off and landing over populated areas 

is one of the most serious. The older generation of four-engine 

jets imposed the severest noise on airport neighborhoods --

about 25% more noise than the newer generation of jet planes. 



- 2 -

Replacing these older, noisy jets with newer, quieter aircraft, 

and improving some present aircraft with new engines and noise 

suppressing elements, can drastically cut airport neighborhood 

noise. 

In addition, the efficiency of the newer, quieter jets 

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

fuel as well as add to passenger and neighborhood comfort. 

A major program to replace these noisy aircraft and engines 

would give work to American aviation airframe, engine and other 

component manufacturers -across the country. It would give 

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

sale riot only here .in the United States, but abroad. And 

let's face it, there is strong competition from for.eign 

· aircraft manufacturers, not only for world markets but for 

our own airline services right here at home. 

We need the kind of export of aircraft we have had in 

years past to'further our trade and to help our international 

balance of payments. 

This replacement activity would mean thousands more jobs 

real, well-paid jobs for Ame~icans. The airlines of America, 

however, are not presently ~n a financial position to attract 

sufficient private capital. 

Nevertheless, this can be done. It can be done without 

fueling inflation. It can be done without raising any taxes. 

~It can be done without raising airfares for airline passengers. 

It can be done by taking one quarter of the present air 
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ticket tax of 8% - that is 2% of the ticket value - and 

earmarking it for this environmental-improvement, employrnent­

stimuiation, and energy-saving program. 

Or, the tax could be cut by 25%, air fares increased 2~, 

and the proceeds of this 2% put in a trust fund for this 

purpose. Either way the Congress may choose to go, there would 

be a trust fund administered by the Secretary of Transportation. 

These funds would be available to pay one-third of the cost of 

new, quieter equipment, with the airlines paying the remaining 

two-thirds of the cost. 

The trust fqp.d will accumulate $3.5 billion over the next 

10 years, and will gener.ate a $7-billion airline expenditure 

over the same period. "This means a total of $10 billion. 

It is estimated that this program will generate .. 600,000 job-years 

of employment. 

To ensure the program is carried out fully, each airline 

would submit to the Secretary of . Transportation its plan for 

conversion to the quieter, more efficient equipment. After the 
• 

plans are approved by the Secretary of Transportation, the 

funds would be .made available and the implementation of the plan 

would proceed expeditiously. 

Within a decade, we shall have accomplished the conversion 

to quieter aircra£t with benefit to our communities, with great 

savings in petroleum fuels, with new opportunities for American 

industry, and with the creation of thousands of new jobs. 



SUMMARY OF WHAT THE PROGRAM DOES 
AND HOW IT WOULD WORK 

1. Cuts airplane noise pollution. 

2. Saves up to 30% of fuel consumption. 

3. Provides 600,000 job-years of employment. 

4. Increases passenger comfort. 

5. Involves no additional Federal expenditure. 

6. Involves no increase in cost of air travel to the 
passengers. 

7. Will revitalize and restore America's pre-eminence in the 
aviation industry for sales at home and abroad • 

... 
How the Program is Financed 

A. There are two alternative methods of financing -=-- either 
of .which accomplishes the objective without any additional 
government assistance to general aviation. 

I. Allocate 2% of the 8% air traffic tax which the 
government now collects for airport development 
which is not being used and which Congress is 
considering repealing -- to cover 1/3 of the 
purchase of new, quieter planes. 

II. If Congress prefers to reduce the air traffic tax 
from 8% to 6%, then let the CAB, with the support 
of the Secretary of Transportation, add a 2% sur­
charge to air fares, and dedicate the funds collected 
to finance 1/3 of the cost of new, quieter planes 
in order to accomplish the noise-abatement program. 

III. Cost of financing the retro-fitting of limited 
number of existing planes with quieter engines . 
would be met as called for under Secretary Coleman's 
plan. 
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B. In either case 

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

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

III. ••--- ..a...L- _, __ ••-••,..:I'\.:.- -~-.:-~,....__.__._,:a_ nvw "-·u.1;: J:'..&...U4 wvu...a.""' J.Jc u.-..uu..a..u ................. .._"". 

1. The funds for the 2% of . air-traffic tax 
dedicated to noise abatement would be put in a 
special fund under the management of Secretary 
of Tr.ansportation, to be used for the limited 
purpose of financing 1/3 of the cost of new, 
quiet equipment for U.S. airlines, based on 

· equipment-purchase plans submitted by the air­
lines and approved by the Secretary of 
Transportation • 

... 
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THE WHITE HOUSE 

WASHINGTON 

Here are two documents you may 

want for the Aviation Noise 

Paper. 

(1) A brief analysis of Pan Am's 

financial situation. 

(2) Leach's changes on the recent 

Coleman proposal. 

Allen 



Pan Arn 

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

Fleet Needs 

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

Capital Needs and Resources 

Over the 1976-1985 period, it is estimated that Pan Arn 
will require $1.91 billion for this new flight equipment, 
$300 million for other capital expenditures and $343 million 
to retire outstanding debt. This is a total of $2.55 
billion which will have to be financed. 

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

Aircraft Replacement and Leasing During 1976 

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

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

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

During the spring of 1976 Pan Am exchanged about $135 million 
of new convertible debentures for $250 million of older 
convertible debentures trading at substantial discounts 
from par. As a consequence of this exchange, (1) Pan Am 
reduced its debt. (2) increased its equity by the gain 
on the exchange, (3) increased its cash interest expense 
annually by $2.1 million and (4) increased the likelihood 
of conversion because the new convertible debt has a 
conversion price near the current market for Pan Am's 
stock (rather than 4 or 5 times its price as was the case 
with the old convertibles). 

Much to the surprise of Lehman Brothers, Pan Am's investment 
bankers, a large interest in the new convertible debentures 
arose with arbitrageurs who exchanged old debentures for 
new debentures and then sold the new convertible debentures 
to speculative investors such as hedge funds, wealthy individuals 
and retail customers of wire houses. 

New Financing 

As a result of this substantial interest in the new high coupon 
Pan Am convertible debt and because of sizable interest in 
a TWA common stock financing which was being syndicated 
early this summer, Pan Am and Lehman Brothers have moved 
forward with a proposed new convertible debt financing 
intended to raise from $50 to 100 million of new capital 
for Pan Am. 

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

According to the head of Lehman's syndicate department and 
the corporate finance partner most familiar with Pan Am 
finances, there is a good chance that this deal will 
be successfully completed. While market interest in 
airline stocks has recently declined somewhat, it is 
anticipated that there will be sufficient interest for a 
successful deal at a coupon of 10% or more and a conversion 
premium over the market price of Pan Am's stock of 10% or less. 
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Implications 

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

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

Paul C. Leach 
September 10, 1976 
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., THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 

MEMORANDUM FOR THE PRESIDENT: 

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

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

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

In addition the policy statement would include the 
following: 

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

. ~,.~ e,f\I 

2. We would indicate that t@e 1 financing /4 "'w"'f" 
....,.. be required to enable carriers to 
purchase replacement aircraft by the deadlines 
imposed by FAA regulation and that such 
financing will be incorporated in the j .-flt-fl 

t~~:a~:·•c::;~:::dtitit~~·~f7:aft llt~ 
financing proposal would be designed to rn,eet 
the following criteria: consistency with :regulatory 
reform, the user should pay, equity among 
the carriers. and minim'Ul'Il govermnent involve­
ment in private sector investment decision making. 

3. We would make clear that the U.S. noise require­
ments will not apply to :i.nternationa.l air carriers 
for a four year period to enable the negotiation: 
of an international solution through international 
organizations, thus alleviating the substantial concern 
of our European allies that the United States will 
act unilaterally. 
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4. We would schedule a public hearing for •1111111111-
., ' 

1 

• t'J November to enable carriers and 
others to comment on 

J:lub Jft S'o lfeW f'f should be formulated._ , ' 
5. We would send a new Aviation a 

financing proposal, to the Hill in January. 

3 

The advantages of this compromise proposal are as follows: 

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

2. Although EPA and the FA.I\. have conducted munerous 
hearings on all the noise requirements and positions 
to be included in the policy statement, there has 

;:: r;:a:::~,r~;p~&it~!~:o~:~~icw~:~:nt on 

parties are able to see the proposed federal action 
plan and timetable, they will be in a better position 
to make their own plans and to comment upon what 
financial arrangements will be necessary. Thus, 
it ·is entirely appropriate for you to seek public 
comment and take this additional time to resolve 
the financing issue after -a public hearing. 

3. You can reaffirm support for aviat'ion regulatory 
reform as the best long term solution to the 
problem and h~r d 0 si:~M::a0 • i*i:aaach:zg fonmd:a 

.-.t...,.~ww!lii-..,-+l!l!e"""'!ft,.,...-iP!·ep..,_ Ul he 1 p to broaden 
the base of support for reform in the 
next session tf' A Ft"Af.Jcau~ 

p1toto\tr L ·~ 1uc.~f)o'1tmu tt..J 'f"e ~'t\AJ 

BlL~ suet1,11"t.~ lwtt..V ~bi v.e._.~) 'jO\A.. 

----------~··--·-· ···-·. ·-· 
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4. Although the Secretary of DOT woul conduct 
the public hearing, you could set u 
inter-agency task force to develop 
proposal after the hearing. 

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

William T. Coleman, Jr. 



Regulation of Aircraft Noise and Free Markets 

It is sometimes not recognized that there are 

built-in reactions to aircraft noise whether or not 

FAA regulations are put in place. Where noise levels 

increase, the value of surrounding prope~ those 

sensitive is reduced. Some of those mos l more farther 

away, thereby adding to the supply of saleable property 

near to airport and reducing its price. Those that 

buy these properties mo~e in because it is cheap to them, 

or because they are less sensitive to noise. The trans-

formation of neighborhoods around airports in many cases 

replaces homes with industry and with services closely 

related to transportation. 

What happens then when FAA regulations reduce noise? 

Those that moved in earlier will not likely be greatly 

affected, because they were not as sensitive to the noise 

in the first place. They may move out, as they take the 

capital gains of rising land values. They may stay but 

experience rising costs associated with rising land values. 

Economic studies indicate that only in a very few locations 

in this country (such as Boston) would the benefits exceed 

the social costs of reduced noise. 
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The Economics of Coleman's Proposal 

Over a ten-year lifetime of the pool, the tax funds 

would support the purchase of at least 300 airplanes 

(300 airplanes x $30 million per plane = $9 billion, of 

which the pool provides $3 billion of "front end" money). 

Without much more stringent FAA noise standards, from 

75 to 215 noisy four engine airplanes would still be in 

place by 1985 (75 being the DLJ predition with somewhat 

less stringent CAB rate regulations, the 215 being DOT's 

position with stringent CAB regulation). With the more 

stringent FAA noise standards, ~part of this fleet 

would be replaced and the remaining would be phased out 

with a consequent reduction in service. There are no 

estimates of the proportion that would by phased out, 

but assuming generously that two-thirds are not replaced, 

then from 50 to 150 airplanes would be added by using funds 

in the pool. Thus, these are three conclusions: 

(1) Only one-third of the equipment purchased would 

affect the quality of service in any dimension. 

(2) Two-thirds of the equipment bought in part with 

funds from the pool would likely be purchased in any 

event, given stringent FAA standards. 

(3) With on without the pool, noise levels will be reduced 

by the FAA standards in any event. What is effected 
~ 

is the 5&leua~ee of service. 



SUMMARY OF WHAT THE PROGRAM DOES 
AND HOW IT WOULD WORK 

1. Cuts airplane noise pollution. 

2. ~aves up to 30% of fuel consumption. 

3. Provides 600,000 job-years of employment. 

4. Increases passenger comfort. 

5. Involves no additional Federal expenditure. 

6. Involves no increase in cost of air travel to the 
passengers. 

7. Will revitalize and restore America's pre-eminence in the 
aviation industry for sales at home and abroad. 

How the Program is Financed 

A. There are two alternative methods of financing -=-- either 
of .which accomplishes the objective without any additional 
government assistance to general aviation. 

I. Allocate 2% of the 8% air traffic tax which the 
government now collects for airport development 
which is not being used and which Congress is 
considering repealing -- to cover 1/3 of the 
purchase of new, quieter planes. 

II. If Congress prefers to reduce the air traffic tax 
from 8% to 6%, then let the CAB, with the support 
of the Secretary of Transportation, add a 2% sur­
charge to air fares, and dedicate the funds collected 
to finance 1}3 of the cost of new, quieter planes 
in order to accomplish the noise-abatement program. 

III. Cost of financing the retro-fitting of limited 
number of existing planes with quieter engines 
would be met as called for under Secretary Coleman's 
plan. 

-------- -----------
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B. In either case 

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

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

III. How the plan would be administered: 

1. The funds for the 2% of.air-traffic tax 
dedicated to noise abatement would be put in a 
special fund under the management of Secretary 
of T~ansportation, to be used for the limited 
purpose of financing 1/3 of the cost of new, 
quiet equipment for U.S. airlines, based on . 
equipment-purchase plans submitted by the air­
lines and approved by the Secretary of 
Transportation • 

... 



DRAFT PRESIDENTIAL ANNOUNCEMENT 

I have said before -- and I say again as your President, 

I am impatient with doomsday prophets who say we must stop our 

technological advances in order to save our environment • 

. . We. can enhance our environment, and we can do it through 

technological improvements. These two objectives are compatible. 

It-takes only determination, intelligence, and some of that 

traditional American ingenuity, for which we have been noted, 

to accomplish them. 

. It is possible for Americans to live in healthful and more 

pleasant surroundings and at the same time to encourage the 

industrial progre~s so essential for real jobs for all who can 

work and so essential to a good standard of living,_for all. 

The aviation industry.offers a dramatic example. 

The airplane and the aviation industry have been major 

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

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

Both directly, in air transportation, and indirectly, through 

. the myriad of other supportin9 services and activities.that 

aviation has created, ,this nation has prospered. 

But every advance has its problems. In aviation, the 

noise of aircraft taking off and landing over populated areas 

is one of the most serious. The older generation of four-engine 

jets imposed the severest noise on airport neighborhoods --

about 25% more noise than the newer generation of jet planes • 

.. " : .. _; 

' ! 

' I . 
i 
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Replacing ·these older, noisy jets with newer, quieter aircraft, 

and improving some present aircraft with new engines and noise 

suppressing elements, can drastically cut airport neighborhood 

noise. 

In addition, the efficiency of the newer, quieter jets 

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

fuel as well as add to passenger and neighborhood comfort. 

A major program to replace these noisy aircraft and engines 

would give work to .American aviation airframe, .engine and other 

component manufacturers ·across the country. It would give 

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

sale 
0 . 

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

let's face it, there is strong competition from foreign 

aircraft manufacturers, not only for world markets but for 

our own airline services right here at home. 

We need the kind of export of aircraft we have had in 
. \ 

years past to further our trade and to help our international 

balance of payments. 
'• .. 

This replacement activity would mean thousands more jobs 

real, well-paid jobs for .Americans. The airlines of .America, 

however, are not presently in a financial position to attract 

sufficient private capital. 

I 
J 
l 

Nevertheless, this can be done. It can be done without ! 
. . i 

fueling inflation. It 
. -- ..,.....,---......_ i 

can be done without raising any taxes.~(-~ .. fOt],··· 
I·~ ·(,.. 
' -.../ . ' ~ raising airfares for airline passenger~ ~ , !ii). 
' ,,:. i ..... 
:: "' ' .., 

taking one quarter of the present air 
0 

.•. _____ J> 
It can be done without 

It can be done by 



- 3 -

ticket tax of 8% - that is 2% of the ticket value - and 

earmarking it for this environmental-improvement, employment­

stimulation, and energy-saving program. 

Or, the tax could be cut by 25%, air fares increased 2t, 

and the proceeds of this 2% put in a trust fund for this 

purpose. Either way the Congress may choose to go, there would 

be a trust fund administered by the Secretary of Transportation. 

These funds would be available to pay one-third of the cost of 

new; quieter equipment, with the airlines paying the remaining 

two-thirds of the ·cost. 

The trust f411d will accumulate $3.5 billion over the next 

10 years, and will gener.ate a $7-billion airline expenditure 

over the same period. "This means a total of $10 billion. 

It is estimated that this program will generate 600,000 job-years 

of employment. 

To ensure the program is carried out fully, each airline 

would submit to the Secretary of.Transportation its plan for 

conversion to the quieter, more efficient equipment. After the 

plans are approved by the Secretary of Transportation, the 
I 

funds would be made available and the implementation of the plan 

would proceed expeditiously. 

Within a decade, we shall have accomplished the conversion 

to quieter aircraft with benefit to our communities, with great 

savings in petroleum fuels, with new opportunities for American 

industry, and with the creation of thousands of new jobs. 

• i 



SUMMARY OF WHY THE PROPOSED NOISE POLLUTION/AIRCRAFT 
REPLACEMENT PROGRAM IS UNNECESSARY AND INADVISABLE 

I. Noise Standards Consideration 

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

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

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

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

II. Aircraft Financing Proposal Consideration 

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

If the tax is not reduced, the proposal 

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

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

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

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

2 

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

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

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

. For the reasons primarily related to the preceeding 
reason, Atlanta-based Delta Airlines -- an 
extremely efficient carrier -- has opposed this 
proposal. 

The financing proposal would create a high undesirable 
precedent for the government assistance to meet other 
environmental standards such as automotive, water 
pollution, etc. ~ o RD. 

~· <,,, 
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The financing proposal would require that present 
aircraft would be retired prior to the end of 
this useful life. 

III. Foreign Policy Consideration 

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

IV. Regulatory Reform Consideration 

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

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

v. Political Consideration 

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

The political impact of this proposal on the airline 
and aircraft manufacturers labor force will be nil. 
The job impact will be felt, if at all, not before 
1980. 

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

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

Even if the reaction were to be positive, the plus 
would be minimal because the subject matter is w~ 
down the scale of voter concerns. The jobs aspji!~t fr i~,7 
will never get across in any forceful way. (:J "':~. 
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Effect of Aircraft Replacement Fund on Carriers Finances 

CARRIER CONTRIBUTION AND ENTITLEMENT 
(Dollars in millions) 

Carrier 

Trunk 

American 
Braniff 
Continental 
Delta 
Eastern 
N<•tional 
Northwest 
Pan American 
Trans World 
United 
Western 

Contribution (2% 
Passenger & Waybill Surcharge 

10 years, 1977-1986) 

$ 424.8 
119.8 
132.5 
384.0 
357.1 
83.2 

162.3 
28.7 

319.4 
598.3 
126.2 

Total Trunk $ 2736.2 

Local Service 
Allegheny 
Frontier 
North Central 
Ozark 
Piedmont 
Air West 
Southern 

$ 103.5 
41. 2 
39.6 
31. 5 
35.9 
44.0 
26.3 

Texas International 
Total local service$ 

15.8 
337.8 

Number of 
Non-Complying 

707s & DC-8s 

91 
11 

5 
34 

10 
79 
90 

100 
23 

443 

Total 
Entitlementl 

$ 377 
124 
112 
299 
342 

75 
171 
353 
379 
469 
109 

$ 2810 

$ 80 
37 
34 
28 
28 
38 
25 
17 

$ 287 

[~.t,7i} 

~:;,••~ 
,.,,.,.,) 

Enti-tie~ent less 
Contribution 

$ (47.8) 
4.2 

(20.5) 
(85.0) 
( 15. 1) 
( 8. 2) 

8.7 
324.3 
59.6 

(129.3) 
( 17.2) 

$ 73.8 

$ ( 2 3. 5) 
( 4.2) 
( 5. 6) 
( 3.5) 
( 7. 9) 
( 6. 0) 
( 1. 3) 

1. 2 
$ 50.8) 

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

Source 
DOT 



Effect of Aircraft Re lacement Fund on Carriers 

Contribution 

CARRIER CONTRIBUTION AND ENTITLEMENT 
(Dollars in millions) 

(2% Number of 
Passen.ger & Waybill Surcharge Non-Complying Total 

Carrier 10 years, 1977-1986) 707s & DC-8s Entitlementl 

Trunk 

American $ 424.8 91 $ 377 
Braniff 119.8 11 124 
Continental 132.5 5 112 
Delta 384.0 34 299 
Eastern 357.1 342 
N.:•tional 83.2 75 
Northwest 162.3 10 171 
Pan American 28.7 79 353 
Trans World 319.4 90 379 
United 598.3 100 469 
Western 126.2 23 109 

Total Trunk $ 2736.2 443 $ 2810 

Local Service 
Allegheny $ 103.5 $ 80 
Frontier 41. 2 37 
North Central 39.6 34 
Ozark 31. 5 28 
Piedmont 35.9 28 
Air West 44.0 38 
Southern 26.3 25 
Texas International 15.8 17 
Total local service$ 337.8 $ 287 

Entitlement less 
Contribution 

$ (47.8) 
4.2 

(20.5) 
(85.0) 
(15.1) 
( 8.2) 

8.7 
324.3 
59.6 

(129.3) 
( 17.2) 

$ 73.8 

$ ( 23.5) 
( 4. 2) 
( 5. 6) 
( 3.5) 
( 7.9) 
( 6.0) 
( 1. 3) 

1. 2 
$ 50. 8) 

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

DOT 
Source 



I. BACKGROUND 

A. THE IXDUSTRY 

:More than 90 percent of all scheduled airline serrice in the United 
States 11 is provi<le<l by the 10 major trunk carriers.1

:? About 8 percent 
is provided by local service carriers.13 .Air serrice, unregulated by the 
CAB, is also provided by scheduled carriers operating wholly ·within 
the states of California and Texas,u as well as by a number of com­
\muter carriers operatin~ _small airplanes. In addition there are eight 
.supplemental carriers wnich provide solely charter serrice.15 

The scheduled lines provide serviee to about 430 cities. Mathe­
matical permutations and combination~ of this number of points 
shows that there are more than 90,000 theoretically p~sible city-pair 
markets wi.thin the contiguous 48 states. Of these, approximately 
58,000 receive certificated carrier sr.heduled service.16 .'.\lore than 70 
percent. of all passenger-miles, however, are flown between 908 city­
pairs, and the largest 145 markets account for about 40 pe1·cent of 
all service.1

' 

Since 1938, when CAB regulation begun, the in<lustry ha::> grnwn 
enormously. Revenue passenger-miles ha>e increa5ed from 476 
million to 114 billion.18 Investment has grown from about $30 million 
in 1938 to over $7 billion today.19 At the same time, in ret\l dollar 
terms, nirline fares have fallen significantlv.w In 1938, 16 tnmk 
carriers were operating. The 10 prese"Q.t trunk carriers have ttll oper­
ated since 1938; the other six carriers operating then huve since 
merged with the presently ex.fating 10. The route net,.-01·ks of the 
existing tnmk carriers have grown extensively since 19:38. But, 
no ne\V trunk carrier has been allowed to enter the domestic industry. 

B. THE REG1JLA.TORY FRA~IETI""ORK 

The Civil Aeronautics Board practices economic regulation; it 
regulates the price::; charged by interstate airline:> and entn- into 
that industry. Safety is regulated not by the Boa.rel, but by the Federal" 
Aviation Administration. This report does not concern safety 
regulu tion. 

n Exchulinir AlJ.;~~ :md Hawnii and un~laterl air ~age. 
t• Th~ ~·,,; !nciu<l& th~ ronowir.g: "Gnil:S!d. TWA, .'unl!rican, Eaotem. Conti!t!!r.r::il. Br"litlff, Delta. 

~ational, We;c•rn, ::->urtnw ... t. Tb." oth~r m:i.jor IJ.S. CW'rier, P:i.n .!.merican, now providO!S lnt~l'll;lti<>lllll 
~n-:~e a'most e:tdusivel7. 

"T:1erP ,., .. ninl' !0<-:.l ser..-ka roniel"5. Mo.-t or :b~m were ndn:itte<l to thl' i::v1u,-.ry by ti: .. CAB in th& 
!ortiPs. The)' incluu~: Air New Englanu, 3.ir West, Alll!)Jheny, Frontie:, );ortb Ce:m-.U. Oum.:, Piedmont, 
South•rn, Tex.,.:; lmerru.tion~L 

" !ntrostat" t'".trrl~a op.>r.1te in Florida and Illinois II.ii well. 
u Thes" inciu..!e 07t'Sefl.' ;o.;ational Airways, Traru lntemation:U .Urways. World. S:.1.tum. and Capit:U, 

and three sr::ia::er carrt~r.i: McCulloch !ntert1:1tion'11, :\lod•rn Air T::msport. am! J.>IL:l3on Flying SP.nit..,. 
"See stat! sn:dy by the Bur""u or Oper.uiog Rights, the Doa:.,""tic Rout" <>>st=. A.:ial>Sis and Poiicy 

Recom:n.nrfo•iuns. October 1~74, p. 1, (her.inolter referred to ;J.3 £0~ study];~ Tr"n;port AssodatiOll 
testimon~·, Fe!>. 6, 1~•~. exhibit 8, Hecirings at p. 13>i. 

it Ihirl. 
u BOR study appendU 8, table l. 
" BO R srudy table I, p. 16. 
••Th~ a.-~raz~ fare ~r pas.."'!nl![e mil~ has fal!~n from ~o.o.n in 1~3S to SO.Ot~ L"l 1~;1 {roG.>t<!l!t IG:lS dollars\. 

See ,\TA t~1ia:o11y, exhibit 1. Hearings at p. l:::'J. 

~.t'l7Q 
11 ~~AJAJeA'1 CoHH ,;re. e 
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The Civil Aeronautics Act of 1938, the precursor of to<b.y's Federal 
A nation Act, Wf!.5 designed primarily to unify various Federal ac­
tinties which were filmed at subsidizing an infant airline industry. 
The Act provided the C.AB's present authority: to regulate rates, 
to ~ant "certificates of convenience and necessity" allo,,,ing firms 
to tty, to grant immunity from the antitrust laws, and to control 
:mergers. 21 

These regulatory provisions were modeled after the 1887 sto.tute 
providing the Interstate Commerce Com.mission with authority to ' 
regulate railroads.22 That Act, in turn, was modeled after the British 
Railway Act of 1845.zi These provisions have come to be regarded 
u,3 creating "classical" price and entry regulation. They include: 1) 
t1. requirement that the Board allow a firm to provide sernce--to 
enter the industry-if the "applic11nt is fit, willing, and able to per­
form such transportation properly * * * and that such transporta­
tion is required by the public convenience and necessity"; 24 and 2) a 
requirement that rates and practices of the air carriers shall be just, 
reasonable, and nondiscrimmatory. 23 

The act provides the Civil Aeronautics Board with se>eral highlv 
generalized standarcl3 to guide it in cal"I}ing out its duties. These 
standards have often been characterized as requiring the Board, both 
to promote the industry nnd to regulate it. For example, section 102 
of the Act st11tes that the Board in carrying out its duties shall take 
into account "the encouragement and development of an air tmn;;­
portation system properly adapted to the present and future needs 
of the foreign and domestic commerce of the United States," as well 
as "the provision of adequate, economical, and effirient sernce by 
air carriers at reasonable charges \\ithout unjust discriminations," 
and "competition to the extent necessary to assure the sound de•elop­
men t of an air transportation system." 26 In addition, the Boaru is 
instructed when setting rates, to consider, among other things-

:n )!uch of the Act, howev•r. con~m3 o;rrnntinl!" of suhsic!!tS by the Governmect to :lirlines. 
'-' S~e C. $. Rhyne. Th< C1dl.4n•>'IM1tfic~ Act .-t•r11olot<d. pp. l:?!-2.j (l'J:l'l). 
;, <;omp...-e 4'l _U;~·C.:}~~B._1_:r.rn with 49 L.S.~~ 2; 3'1/; s Vi~t~ Ch. :!?~{154.~l_; F.i..15 \"!ct. Ch. 31 (BM). 
- :>"Ctton -lOl(.j)\,) .•• ::tat. •.54. es amended hy •O ::.tat. 143, 8. :>tat.&;,, 49 l'.;:,.1,;. 1371: 

The Board s~U !s3uo; a certi!lcate authoctziog the whole or any psrt of the traP.sportation co .. ~l bY 
the applicsti~n. If it fulus that the applicant i~ fit. \\illin<t:. and ab!~ to perform such traruportation 
p;operly aml to cOJnform to the provision.:; oi th!> chapter and the rule§, ~ul,.Cion!, and r~quil?m!!nts 
o; the Boord hereunW.r, and that such transportation is "''tuiretl by the public conYenienc" and~· 
~r.y; othervr.se such application shall be denit!d. 

:s ~ct!on llj()-!(d), 7! Stat. 7:>8, 4!1 U.S.C. 141>'2: 
Whenever, a!ter notice and hn.rin!l, upon complaint, or upon lt3 own initfati .. e. i!i<i" Board shsll b" 

oi the opinion that any individaal or joint rate, fare, or chain demanded, char;ied. coil.-:t~d or received 
by any "ir c11rrlor fer intl'rsta~ or o.-ersess air transportation, or any classification. rule,_ r..galatkn, or 
prectice at'!eeting such rate, fa,,., or charg~. or the VDlue of th~ 5"n1ce th•n>under, 13 or Mil b~ unjas< or 
=~nable, or unjustly diserimin1'tory, or unduly pre{l'n!nnal, or unduly prejudicial, the Bm>rd 
~!:all determine and preseribi> the lawful r3te. fare, or charg., (or the maximum or minimu:n, or tha 
r.i.anmum and minimum ther"OI) then!Slter to be dl!'!!lanc!O'<I, charJ!l!d, cclloeted, or reeeiv•<l. or lh9 
hwful classil\cation, rule, rt'gU!ation, or proctice tilttP.llltet" to be ma<l• e!feeri..-•: P,..,ridtd. That~ 
rat@s farPs, Rnd charges for o~~ air traruportatton, the Board shall deternti n!! and prescrtbe o!l.ly a 
just nnd r•a.."-Onab!e mall mum or minimum, or maximum and minimum rate, tan', or charge . 

.- ;z stat. no. !•l u .s.c. i30"i: • 
In the et•rcbe and performance of its powen and duties under this chapter. the B~ shall consider 

the following, among other things, :i.s being In the public interest, and in ncconb.nce 'l"ith the public con­
..-enlenctt and necessity: 

(a) The encouragement and de...,lopment of an air-tT:UlSportation s~tem proP"f"lY eda;>te<l to tha 
p.._nt and [utaP n-is o[ the !o..,igu and domestiecommP.ree olthe United Statl!S, of the Postal s .. mce, 
and of the nation"1 def•nse: 

lb) The regulation or air rrnnsportatioo in such manner as to recognize and pnserTitthe inherent 3d· 
..-intagl!S of, a..sslll"9 the b1ghl'!!t d~ o! saC..ty In, and los!H sound eeon~mic rondittoM ln, .such tt:ltU· 
portation. and to impro~ the ..,.l,.t1on.s ~t......,n. anli c~l!.1:lte tt"ampf)Ttat!?n by, ar.r earners;. 

(c) The promotion ol ad,,quate, econonucal, and efttc1enc ~ce by :ilr cnmen at res..<onable cn:irg.,, 
,.-jcbnut unjU>°t dL<crlmin:itioru, undue P"'l~nC!!S or ad .. antnges, or unfair or d1!9tt'Uctive cor.:1petitiT1t 
pr,,., Uc,..: 

: dJ ComP"tit!tJn to t!te ntPnt necessary to a&-ure the sound develnpmP.nt of an air-tr:msportation sys· 
tPm properly aolapto!d to the nee<l$ ol the foreign and domestic commen:e of th,. l:nited :itat~ r.l the 
Postal Serviet-, nnd of the narioru.l clefel\.ifl; 

<el Th~ promotion o! saf,.cy in air comml'l'n': anti 
(0 Th,; promotion, en<"Otlrn!!ement, and d•nltJpm,;nt of ciru aeronautics. 



The need in the public interest for :i.dequate and efficient transportation of 
person.s and property by air carriers at the lowest cost consi:>tent with the furni.:;h­
ing of such service, ... and the need of each air carrier for re\·enues su.fficient to 
enable such :i.ir carrier under honest, economical and efficient management to 
provide adequate and efficient air carrier ser.ice.:n 

The procedures that the Board must follow are to some extent; 
specified by the Federal Aviation Act. itself and more generally are 
~ontained in the Administrative Procedure Act and the relevant 
judicial precedents. Rather than en1luating the Board's performance 
in terms of its ability to conform it:; actions to all the highl.)· ~eneral 
and potentially conflicting standards contllined anywhere m the 
statute, the subcommittee proceeds in the belief that the mo.st ba.s-ic -part 
<!f the B_oard'.;; mandate ~s to see that low ~ost, efficient air transportation 
1s pronded to the public by a healthy, mdustry 28 and that the Boa.rd 
mu;;t act within the Rrocedural constraint:; imposed by the Adm.inbtra­
th-e Procedure Act: 9 

C. THE ORIGINS OF CAB REGuLATIOX 

The early history and development of airline regulation is note­
worthy primarily because it does not shed much light on what would, 
or would not, happen in the future if increased reliance upon competi­
tion is substituted for classical regulation. There was neither a "golden 
age"-nor a "dark age"--of unfettered competition succeeded by the 
introduction of regulation in 1938. Rather, ever since the Wright 
brothers flight in 1903, the structure and behavior of the aviation 
industry have been shaped to a large extent by a combination of 
Go....-ernment subsidy and Government regulation. 

The conclusions that emerge from a brief examination of that bistorv 
are: (1) The structure of the industrr in 1938-a few large airlille 
systems and several smaller systems_:,Yas more a result oC adminis­
tration of a Government subsidv system than of natural market 
forces. That industry stmcture has been preserved to the present time, 
in large part through restrictive CAB entry policies. 

(2) There was never a period in which mark~t forces led to "destmc­
tive competition" or "industry chaos." Rather, the administr:l.tion of 
the system of Government subsidy, not market forces, brought a.bout 

"'s..etion 100!(~). 72 Stat. 731!. 49 u.S.C. 1-182: 
In PXPrcistng and J)erlorming its powers a.ad duties with. respect to the the c!.etennlnntion ol rate:;!or the 

cer:i.:lge of penons er propttty, the Boacd sh..U take into consideration, :llllong other-factor.i-
(l) The eCect o! su~h r:1tes upon the movement oC traffic: 
(2\ Tha need In the public interest ol adt!(Ju,.te and efficient transportation of persons and pro~ 

by air ~rriers nt the lowest cost consistent with the tumi;;hi.ug ol such service; 
(3) Su~h standanb respecting th! character and quality ol service to be rendered by :Ur carriers a4 

mi>y h<O prescribed by Of' pur.ru.ant to hur; 
( ~ 1 The inher@nt ad vantages of tnn,,;portatlon by aircl"1ft; and 
(5) The need ol each air carrier !or revenue sufliclent to enable such air c::irrler, under honest, eco­

nomic-.it, :>nd ellicient manlliement. to provide 3d.,quate and elficient air c:>rrler sernce. 
"' The subcommittee, in setting rort.b this simplii)ing as..-umption at this stage of the report, do\!S not ::ni'Sn 

to ignore other objective11 olten viewed 8.j desir.lble regulatory goab, such as sarei;y, energy coru..rv~ion. 
e:r;ironmental protection. de .. elopmont ol the i:ldt:Stry, d•velopment of commerce. postal c-13. and. 
national de!ense 11te<U. Some of these objectives nre subau:ned in the mandate as set out in the ten. Other 
oiJJeeti.,..,. are t:ii.:;cussed throughout the n!poti B$ they become rolevant to the pllrticul.l.r policy m:i.tto?r con­
sidered. Ia gener:il. the subcommittee believes that its recommendations. hy leading to more efficient GS& 
of aircraft, would tend to further such objectives ss coruerving enorgy and protecting the enviromne-nt· 
Its recommendatioll!I would have lit~le significant etlect upon such objl'Cti .. ~as sarety, the national c!elffi!i<O, 
or the postal service. In ~eneml. there is at less' as much ~,._«on to believo that the subcommi:tee·s l"?COm­
mendations. by brlnf:ing about lower air far@!!, would stimulate industry dl!velupment and lo.::al COID.lil>!rce as 
co ~lie~ the contrary. 

Close analysis ol some of th"58 other obj.etiv~ would shed tittle light on the merits ol the poUcy choices 
actually at i;sue; consid~ration of cth..n inevitably rums upon highly 5Pt'Cttlative. ant.I diC'l'Ctly co1Llticting. 
pre<itctions about the funir.. Thus, to Im them all at the outs..t, as if tho Boord's work could not be enlu­
si"'1 until co115itler,.,1 totally in th~ ti)?ht of et1<:h or them (r:ithor than conside!'.in1( tho Board'; wvrk in light 
of the major cbj""ti ve list.!<l in the te"<t, while brinl!'ing in these other objl!Ctiv~ 01tly wh-.n the~· ha.-e signili­
cant bP,.rinlf) wvuld corJUS<> the main ""6WD•nt nnd undemste the need for regubtory ch:J.Uge. 

:t 5 u.s.c . .551-5"9, 701-IOD. 



the cilt!1l in:-1t.ances oi "destructivelv competitive" behavior in the 
midthirtic:-1. • 

(3) The l1•gi;;h\ti>e history of the Federal Aviation Act indicates ­
t~at Con~rt!:-1>1 jntende<I not to allow the industry to remain the exclu­
sive prest>rvn of tho~ firms doincr business in 1938-thiit Congrt:s.", 
while suspidou;; of Y!r' much co~petition, ~ntended more new entry 
and _grcrit1~r i:ornpetltl<1n than the CAB has m fact allowed. 

l-1) llow1!v1~r suc<:e-.;;ful the CAB may have been since 1938 in 
promoting t.lui rJevelopment of the industry and of air services, it has 
been !t..>s.-; st11'.1:1}'-;..;ful in maintaining fares at a level that the average 
A.meru:1m t:a11 ufford. 

T~e. hh1tory and de>elopment of CAB regulation is set out in 
detil;il lU 1L{>p4mdix .B_ That history mil be briefly summarized in this 
section. 

1. Pre-l!J:'!ii: lnfanC?J. 

Prior to I !l2;) aviation was in its infancy. Despite the Wright: 
brot!i~~·. lli~ht,, Americans tended to be less enthusiastic about the 
pos~1b1ltt.1c~ of uviation than their Europea~ counterparts-at least. 
until Anwr1cn's entrv into World War I. ConC'ress then appropriated. 
8640 million for n.n aviation proon.m . .After the war, with the help of 
~he_ .Arm.v, 1.hH Post Office org:nized an airmail service, which was 
ms~1t1_ittitl (from Xew York to Philadelphia) on August 12, 1918 . 
.. !:nation t.<'d111ology then expanded rapidly with the assistance of 
A..rmy iuul Po!it Office funds. Still, a private aviation industry did not 
appear conunercially possible until 1925, when technology devel<?ped 
to whert' cm·riuge of mail and light packages seemed potentiallv 
profitable. 

2. 1925-34: S11b.'l'i.<ly. 

The hiM.ory of Am~rican civil aviation effectively begi~s with the 
pa:>sil.go of tlan Kelly A.et in Februarv 1925. That Act provided for tl;ie 
Postm:""tl'r G1mer:tl t<1 contract witb private firms to carry the mail. 
Payment. wn:-1 initi11.lh- limited to four-fifths of the revenue derived 
from ainn:iil postage.-In 1926, Congress made the carriage of airmail 
mor~ attractive, first by providing public funds for the development, 
of arrport~ n111l navigation equipment and, second, by in~roducing a 
new system of compensation that effectively cut the tie between 
payment~ t.o the airlines and postage rates. The Post Offic8-W:l5 thus 
freed to s11h:-1idize the airlines directlv. 

In e!trly ln27, the Postmaster General took advunt11ge of the new 
law to cut. :iirnu.Lil postage rates. The lower rates incr~ased mail vol~ 
nnd m:\tle 1-hn 1urm:lll ;;ntem 75 percent self-supportmg. In 1928, how­
ever, Po~t.m:i.-;ter General New cut rates a()'ain, this time "ithout clis-

b. I o 
t';1I ~g t ''' 1·ontr:icts for airline compensation. The result was that 
~irma1~ \·ol111ntl i1_1cre11sed 95 percent, c:llTiage costs sta):ec~ roughly the I 
::.ame (for the airplanes had extra sp11.ce), and net mrlme reYenues1 
nearly 1ln11hl1•1l. A political storm broke as several airlines received~ 
large '\•~ct':4:-t profits"; at the same time other airlines (with different~ 
routes nnd t'o..;ts). were highly unprofitable. . . 

Becaust' of this :1.nd other defects in the compensation scheme, 1n 
1930 Con~rt•~-; redsetl the subsidy system. The new law changed the 



bitsis for culculating compensation; it allowed the Postmaster General 
to uwurd 10-year contracts and to renegotiate rates periodically; it 
insisted upon competitive bidding; but it permitted the Postmuster 
General, without coµipetitive bidding, to add length to a short route, 
tm·rting a c~lirier's existing short airmail route into a longer one. 

Postmaster General Brown immediately began to use his new powers 
to forge a more unified air transport system comprised of a few large 
companies. In 1929 the government's 24 airmail contracts were dis­
tributed umong 19 firms; by 19:33, 18 of the go.-ernment's 20 contru.cts 
,..,-ere held by three large holding groups (which later became today's 
"Big Four": Upjted, American, TWA, and Eastern). The Postmaster 
General used the promise of contract awards to encourage mergers; 
he tended to aw1lrd contracts to large firms often simply by extending 
their routes und sometimes by ignoring lower bi<ls. Some of the large 
firms bought out smaller competitors that might othenvise ha•e under­
bid them; and large firms, strengthened by airmail subsidies, enjoyed 
financial advantages over their less well subsidized, smaller ri.-rus. 
These factors, and various financial considerations, seem to have been 
more responsible for the concentration of routes among the "Big Four'' 
in 1938 than any natural attrition induced bv economic forces. 

In using his subsidy powers to the advantage of the lil.I'ger firms, 
the Postmaster General of ten evadedr or ignored, competitive bidding 
requirements . .As a re:mlt Senator Hugo Black began an extensive 
congressional investigation. That investigation led to such '\idesprea<l. 
dissatisfaction ·with the subsidy system that President Roose-velt 
canceled all contracts and ordered the Ar,ny to carry the mail. When 
Army carriage proved unworkable, the President asked for temporary 
eme1-gency bids, pending new legislation. The three large holding 
companies could not be challenged on most long routes, but shorter 
routes fell into the hands of a number of smaller companies. The air­
mail system that emerged just after these 1934 bids strongly resembles 
the industry's structure today. 

8. 1934-38: Tran.~ition. 
In 1934 and 1935 Con~ress enacted pro-..,;sionsl reform legislation, 

containing the follO\~ing significant provisions: (1) Holding companies 
were made unlawful. United and Am.erican were reorganized and shorn 
<>f their manufacturing connections. (2) A commission was established 
to study air transport and recommend legislation. (3) Strict com­
petitive bidding was mandated; but existing airmail contracts could 
be extended without new bids, and the Interstate Commerce Commis­
sion was authorized to change the rates of compensation (up or down) 
under existing contracts. __ _ 

The years 1934-38 were diff:i.cult for the industry. Profits were low 
and investment fell. Bids to carry the mail were so low that they huv-e 
led to the claim that ''ithout regulation the industry would be charac­
terizecl by predatory, below cost, pricing. Yet, these low bids resulted 
not from industry structure so much as from the 1935 legislation 
itself. As Colonel Gorrell, president of the Air Transport Association, 
sto.ted: 

The law puts a premium upon an unreasonable low bid, since there is always the 
possibility that~ bter on, a rate first put unjustifiably low will be raised by the 

. 
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action of the Interstate Commerce Commission. In other word5, if an :i.ir car-rier is 
in a rela.tively strong financial position, it can afford to bid a;; a figure far below 
what may be reasonable, since the Commission is ultimately under the duty of 
fi.."ting a reasonable rate.3~ 

The low profits and poor investment record in this period seem to have 
reflected, in part, public disenchantment ,..,ith the industry as a result 
of the Black hearings and a poor safety record; in part, u consequent 
belief that Congres~ would not continue the previously high level of 
subsidy; and in part, the general depressed economic climate of the 
tim~. 

The Federal Aviation Commission, established by Congress in 
1934, reported back in 19;35 recommending the creation of an indepen­
dent regulatory agency modeled after the Interstate Commerce Com­
mission. After 3 years of debate and modification, in 1938 the Civil 
Aeronautics ~\.ct became law. 

The legislative history of the 1938 act suggests an ambh-alent atti­
tude towards competition. For one thing, the act's -sponc;ors often ex­
pressed fear of too much competition. To some ext~nt this fear ~ted 
upon the predictions of industry spokesmen that mthout regulation 
destmctive competition would injure the airlines in the future. (There 
was no evidence of destructi.-e competition in the pMt.) To a greater 
extent it may have reflected the more general fear of excess competi­
tion and suspicion of the competitive process pre,alent during the 
Great Dep"l"es.,ion. Some in Congre3s blamed the competith-e system 
for bringing about. the depre5sion, and many had •oted for the Na­
tional Industrial Recovery Act, which wac; an effort to stop "excess 
competition" in every major indu~try, not just air1ines . ..lt the same 
time, the act's c;pooso:rs made clear that the point of ginng the Civil 
• .\eronautics Board pO\ver to control competition, by limi::ing the ability 
of new firms to enter the iDdustr:r. was that it use such power only inso­
far as entry threatened to destroy service over particular routes or 
threatened uruafe service. The CAB must use those powers only to 
protect existing service, not to protect existing firms. St1tternents of 
both Senator ~IcCarran and Senator Truman, the act'"i primary 
senatorial supporters, reflect the sentiments set out L.'1 the study Com­
mission's recommendation nine: 

There must be no arbitrary denial of the right of entry of ne~comers in the 
field where they can make an adequate sho,...-ing of their readinl'5S to render 3. 
better public service than could otherwise be obtained. There mU.5t be no policy 
of a permanent freezing of the pre::ient air transport map with respect either to 
the loc:ition of its rout.es or the identity of their operators-. The present operators 
of airlines have no inherent right to a monopoly of the routes th.at they :;erve.11 

In fact, the legislative history suggests a congressional intent that as... 
the industry matured, and bec11me self-supporting, the Board would 
increasingly allow, and rely upon, new competition. 

The net result was an act that set out a highly geneml aim-the 
development of an extensfre, safe system of air travel at low fares­
v.itb somewhat ambivalent instructions as to how that result is to 
be achieved. The act prondes the Civil Aeronautics Board with 
powers to control rates and entry and delegates to it the task of 
developing more specific policies designed to achie\-e the broad objec­
tives. 

:11 Hearin1t3 on S. ~end S. 1;60 b~fo!'e a subcommittee of the Senate Committee on Intentate and Foreign· 
Com.me...,.,. 75tb Cong .• lst Sf'SS .• at p. 4M (l~:r.). 

u Federal • .\.nation Co~ion, Report, reco=entlation 9 (193.>). 

·. 



.. .. . . 

4. Post-1938: Re9ulatio-n. 

This report v.ill not attempt to deal with a history of CAB regu­
lation here, even in summary fashion. The major events of airline 
history since 1938 are well known. The industry expanded considerablv 
during "\\ orld War II; and, after the wu.r, the CAB for the fir;;t tinie. 
allowed a number of new firms to enter the industrv. These firms 
became today's regional and supplemental carriers. The 1950's sa\v 
the introduction and widespread use of coach fares. Jet service was 
adopted in the early 1960's and soon became predominant. 

In the late 1960's the industry, rel)ing upon its mYn and upon 
Government demand forecasts, ordered large numbers of new, mde­
bodie<l jets. The:;e fo1·ecasts, always difficult to make, were overly 
optimistic, ·with the result that in the early 1970's the industry found 
itself with considerable overcapacity. 

\\-ith the exceptions previou::;ly noted for supplemental and regional 
carder:> (which in part re,;ulted from congressional legislation), the 
Board ha:; allowed no new fim1 to enter the scheduled clome-stic 
industry. Entry policy, which for the past 20 years has been concerne(l 
with the question whether existing firms should be alio\ved ne,..,,· 
routes, was quite libernl during the mid-1960's bnt highly re?trictive 
in the 1910',;. Airline profits hi1ve been cyclical, with troughs (of l 
percent to 4 parcent return on investment) in the early 1960'$ and 
early 1970';; and peaks (of 12-14 percent) in the early 1950's and mid-
1960's. Technological a<l>ance has been rapid, lowcri."lg costs .md 
allowing fare-;, in real dollar terms, to fall well below 19:38 level::;. 
And, as previously n1entioned, industry gro\vth has been rnpid and 
the expim~ion of air seni<:e hes been extensive. . 

Indeed, no one could doubt that, judged by its effects, the CAB ha:; 
been succe,;;sful at promoting the development of air :;ervice end the 
exiation industry. In the subcommittee's view, however, the Bo.1rcl 
h~ls ·not succeeded in carrying out its mandate to brin~ about ;,:ue:h 
service e.t low fores-at fares as low as indu::;trv econonucs and tec:l1-
nology permit and which will allo,...- the widespread u-;e of the Ame.ric::lu 
a.-iation system by the whole of the American public. This matter i5 
the subject of the remainder of the Report. 

n With th~ pooaible exception ofits ~ecent certification or Air !Ir ew Enz!a.nd. Con:ie!l:r a corn:nuter:ic.c now 
a regioll.!l! ca,rter. 
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§ 1302. 

FEDERAL AVIATION PR.Q.GRAM.. • 2{} 

In toke-oft nnd lnn11in11" or alrcrnft. 
Johnson \'. Alr11ort Aul I l'il y or City of 
Omnhn, lUU'.!, ll:i N. .:!<I ·1:!11, l'i3 Neb. 
801. 

rmcr cllnpter !) ot tllls title, 
nlr ex c•s nnd nlr freight nro not dlf­
fcrc classes of trnmc requir6•K scpauttG 

1or1fy for cnch clnss from the Bonrd, 
ut were both included within tho "prop­

erty" nnthorizntion of former section 401' 
(21) of this title. Deltn Air Lines, Inc. 
v. Civil .Aeronnutlcs Dd., C.A.5, 1007, 247 

tlon 177 of this title, and former section 
1 et seq. ot this title, a "seaplane" iiJ 

n "vessel" within meaning of sec­
ot Title 1, defining vessel ns in­

wnter crntt or other nrUflclnl 
used or cnpnble ot being 

cans ot transportntlon on 
Peoples, D.C.Cnl.1943, ro 

Consideration of matters in public interest by Board 
In the exercise and performance of its powers and duties under 

this chapter, the Board shall consider the following, among other 
things, as being in the public interest, and in accordance with the 
public convenience and necessity: 

(a) The encouragement and development of an air-transportation 
system properly adapted to the present and future needs of the 
foreign and domestic commerce of the United States, of the Postal 
Service, and of the national defense: 

(b) The regulation of air transportation in such manner as to rec­
ognize and preserve the inherent advantages of, assure the highest 
degree of safety in, and foster sound economic conditions in, such 
transportation, and to improve the relations between, and coo1·dinate 
transportation by, air carriers; 

(c) The promotion of adequ§te. economical, and efficient service by 
air carriers at reasonable charges, without unjust discriminations. 
undue preferences or advantages, or unfair or destructive competi­
tive practices; 

(d) Competition to the extent necessary to nssurc the sound de· 
velopment of an air-transportation system properly adapted to the 
needs of the foreign nnd domestic commerce of the United States, of 
the Postal Service, and of the national defense i 

36 

Ch. 20 GENERAL PROVISIONS 49 § 1302 
(e) The promotion of safety in air commerce; nnd 
(f) The promotion. cncourngcmcnt. and development of civil aero­

nautics. Pub.L. 85-726, Title I, § 102, Aug. 23, 1958, 72 Stat. 740. 

Historical Note 

I~trceth-o Date. Section ertectlve on the 
OOth day following the dnte on which 
the Admlnistrntor ot the Federal Avia­
tion Agency first nppointcd under this 
chapter qunlllles nnd tnkcs office, see 

section 1505(2) ot Pub.L. 85-726, set out 
as n note under section 1301 ot this ti­
tle. The .Administrator was appointed, 
qualified and took office <>n Oct. 31, 19".>S. 

N otcs of Decisions 

('on.tructlon 1 
Contracts or arrnnccmonte wlth forcli:-n 

lines 8 
Duo en.re 11 
Jurisdiction 9 
Power of Coni:-reH S 
Prnctlcca wlthln chapter '7 
Purpose 2: 
naclal dlscrlmlnatlon of etate laws II 
Responalbllltles of Board 10 
Soverela:nt:r of Federal Government ' 
State laws 

Rac!Pl dlscrlmlnatlon 5 
Taxation 6 

Taxation of otato laws 6 

Llbrar>• references 

Avlntlon cS=>31. 
C.J.S. Aerlnl Navlgntlon § 6 et seq. 

L Construction 
Provisions ot former section 402 of this 

title were peremptory, and as much an 
enactment by Congress as any ether 
section of former chapter 9 ot this title. 
American Airlines v. Civll Aeronautics 
Bd., 1951, 102 F.2d fl.7, 80 U.S.App.D.C. 
305. . 

i. l'urpoao 
A. mnjor purpose behind enactml'nt ot 

this cho.pter was eliminating element of 
risk trom carrier's operations. C. A. B. 
Y. Dcltn Air Unes, Inc., 1001, 8.1. S.Ct. 
lGll, 367 U.S. 316, 6 L.Ed.2d 860, 

Former section 401 et seq. ot tills tltlo 
mnnlCests Intent to lenve Board free, ex. 
cept tor requirement ot written and ver1· 
ft('(l nppllcnt1on1, to work out nppllcntlon 
1•r<>l'•'•l11ru11 rl·nsonnllly adnptod to tnlr and 
or<lorly ndmlnlstrntlon of Board's com. 
plex responslbllltles, Civil Acronnutl<?s 
Dd, v. Stnto Alrlln~, App.D.C.1000, 70 S, 
Ct. 3i9, 338 U.S. 572, 9-i L.Ed. 3ri3. 

This chapter was pnsscd by Congress 
tor the purpose ot centrnllv.lng In n single 
nuthorlty the power to frnme rules for 
tho sate and efficient use ot the nation's 
nlr space. Air Linc Pilots Ass'n, Intern. 
v. Quesndn, C.A.N.Y.1900, 276 F.2d 802. 

The purpose ot former section 401 et 
seq. ot this title is not prlmnrily to ad­
vnnce private Interest ot carriers but to 
advance publlc interest in an adequate 
nir transport system. United Air Lines 
v. Civil Aeronautics Bd., C.A.7, 19152, 198 
F.2d 100. 

The prlmnry purpose ot former section 
401 et seq. ot this title was to nssuro 
uniformity ot rntes nnd scr\'iccs to nil 
persons using i'acilltlcs ot air cnrrlers, 
nnd to nchic\'o that It wn~ <'SSentlnl, In 
judgment or Congr<'ss, Lhat u slnglo 
agency, rnther than numerous courts un• 
der diverse Jnws, hnve primary respon­
sibility for superYising rates nnd serv­
ices. Llchten v. Eastern Airlines, C.A.N, 
Y.1951, 189 F.2d 039, 25 A.L.R.2d 1337. 
See, also, New York & Honduras Ilosnrio 
Min. Co. v. Riddle .Alrllnes, Inc., 1957, 
102 N.Y.S.2d 314, 3 ,\.D.2<1 457, nffirme1l 
172 N.Y.S.2d lGS, 4 N.Y.2d 7115, 140 N. 
E.2d 03. 

This chnpter wns enacted ns nd,·anced 
legislo.tlon in recognition ot rapidly 
growing air commerce oud wns comprc• 
henslvely de•lillcd to J;>romoto cMl nero· 
nautics, and to tbnt end develop 11.nd se· 
cure maxlnmm neronnutlcnl snrety. Ros­
cnhan v. U. s., C.C . .A.Utnh 1042, 131 l!'.2d 
932, certiorari denied 63 s.ct. 093, 318 lJ, 
S. 700, S1 L.Ed. 11011. 

This chapter ls intended to be com. 
prchensivo scheme tor rcgnlntlng Inter. 
11t11to nlr tr11\'1>l In llnlt<'<I t:ll11ll·~. lJcrk· 
111on v. Trnns World Alrll11c1, Inc., D.C, 
N.Y.1002, 200 F.Supp, 851, 

l'urpesct of former S<'Ctlon ·101 ct seq; 
ot this title wns to foster air tran11port11• 
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Policy Declaration of 

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

"Declaration of Policy: The Board 

"SEC. 102. In th · e exercise and performance of its powers and 

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

among other things, as_ being in the public interest. and in 

accordance with the public convenience and necessity: 

I r 
"(a) The encouragement and development of an air 

transportation system which is responsive to the needs of the 

public and is adapted to the present and future needs of the 

foreign and domestic commerce of the United States. of the 

Postal Serv~ce, and of the National defense; 

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

efficient and low-cost services by air carriers without unjust 

discriminations, undue preferences or advantages, or unfair 

or deceptive practices; and the need to improve relations 

among and coordinate transportation by air carriers; 

"(c) Maximum reliance on competitive market forces 

a11d on actual and potential competition to provide the needed 

air transportation system; 

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

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

in air co·mmerce ". 

. . I 



Deciarahon of Policy 

. . . . Section 4. This section amends Section 10 2 of the Act dealing with 

the Declaration of Policy of the Board. Every decision of the Board 

must reflect the basic guidance provided by the Declaration of 

Policy which is an integral part of the Act. This amendment 

rearranges the order of the Declaration into a more logical form,, 

but more importantly,, it changes the basic thrust of the policy 

announced in the declaration. 

The present policy declaration is protectionist and 

promotional of the industry in tone. It speaks in terms of promotion 

of the industry in several places, and at the same time provides for 

competition "only to the extent necessary ••• " 
. -

The amended policy declaration recognizes the need 

for "encouragement and development" but clearly states that the 

basic policy goal is to develop a system to satisfy the needs of 

the public, not just the airline industry itself. It speaks in terms 

of a "variety" of "efficient and low-cost services". It reaches 

this goal by "maximum reliance on competitive market forces" and 

by the "encouragement of new air carriers" rather than the heavy 

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

be continued to the "highest degree". 

l ·of the amendments is to focus upon the public needs, and to rely 

In essence then,, the thrust 

upon competition and the market to provide such needs,, including 

the liberalized entry of new carriers, while at the same time 

I 
preserving the highest degree of safety. Needless to say,, the 

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

been deleted. 

I "i 
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-~· THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 

, 
• 

SEP I 1918 

MEMORANDUM FOR: L. William Seidman, Assistant 

SUBJECT: 

to the President for Economic Affairs 
William F. Gorog, Deputy Director, 

Domestic Economic Policy 
James T. Lynn, Director, Office of 

Management and Budget 
James L. Mitchell, II, Associate Director, 

Natural Resources, Energy and Science 
James M. Cannon, Director, 

Domestic Council 
Judith R. Hope, Associate Director, 

Domestic Council 

Noise Reduction Program 

Attached for your information are some summary comments on 
the implications of cooperative arrangements between U.S. and 
foreign aircraft manufacturers and their relationship to the DOT 
Noise Reduction Program. 

&_, 
William T. Coleman, Jr • 
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Cooperative Arrangements Between U.S. and 
Foreign Aircraft Manufacturers: Relationship 

to DOT Noise Reduction Program 

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

' 

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

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

Growth in size and competitiveness of foreign manufacturers 

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

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

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

The foreign market for aircraft sales is more important to the U.S. 
manufacturers today than it was one generation of aircraft ago, and will 
become even more important in the future: 

, X• 
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The air travel market in the U.S. is mature and traffic is growing 
slowly today (only' a percent or so faster than GNP). 

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

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

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

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

U.S. control of management decisions is reduced. 

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

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

Employment opportunities leave the United States, creating 
unemployment problems here and also reducing the flow of 
fresh new engineering and other talents into the U.S. aerospace 
industry. /''iD-i?/>, 

LJ 
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There is greater risk of "technology transfer" to foreign 
competitors. 

·The workloads and profits of the U.S. manufacturers are 
reduced under the heavier arrangements. 

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

Thus DOT's replacement program (if it can be worked out to insure 
that the carriers buy a new U.S. aircraft) represents the opportunity to 
minimize foreign involvement in this next generation of U.S. developed 
medium-range aircraft. This would have a number of favorable results: 

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

Little ·requirement for foreign participation in management 
decisions. 

Less technological risk. 

Retention of U.S. leadership in the commercial aircraft market. 

Less requirement to share profits with foreign partners. 

But timing is a critical element: 

' 

The French-German consortium will have a modified A-300B 
within 2-3 years and a better version by 1980. Absent a better, 
competitive U.S. aircraft, it will probably dominate the intra­
European market for the 1980's. 

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

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

Major cooperative arrangements (Boeing and the Japanese on 
the 7X7; McDonnel-Douglas and the French on the Mercure) 
are still in the talking stage and could be abandoned. But they 
will grow firmer as time passes, and firm commitments will be 
necessary. 



THE WHITE HOUSE 

WASHINGTON 

September 1, 1976 

MEMORANDUM FOR: JIM CAVANAUGH 

FROM: 

SUBJECT: 

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

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



MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

September 2, 1976 

JIM CANNON 
I 

JUDITH RICHARDS CT~ 
Aircraft Noise 0 

Secretary Coleman's testimony on Aircraft Noise has been 
postponed until Thursday, September 9, 1976) ~ ~ 

~ & ~· ..,t..___ 
~p.,7 



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

these materials. 
 



cc : 1.e.tL cL-
THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 ~\\ ---
September 3, 1976 

MEMORANDUM FOR James M. Cannon 
Assistant to the President 

for Domestic Affairs 

SUBJECT: Aviation Noise Policy 

I would hope that the enclosed clippings could be put in the President's 
briefing materials for him to read prior to my discussion with the 
President on Tuesday. 

f"·l 
William T. Coleman, Jr. 

Enclosures 
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Discussions o!~Joint Projects Are Press~~ 0 
By French and U.S. Plane Manufacturersr 

ticlpation by Spanish and British firms.) 
By RoBEaT PRINSXY I Boeing is propasing to do just that. In 

!to/f Bqonn of TBS WALL S'RDT' JOOMAI. r talks that have been going on with Aerosp&· 
PARIS-French aircraft manufacturers tiale since early this year. the two com~: . 

are looking across the Atlantic for partnel"S ni~-are working on a plan to deveIOp· a new,. 
and. with perhaps more interest than everl s·hurter--version of the Airbus with a revised 
before. U.S. plane makers are looking back. ,I ~ing built by Boeing. In return, Aerospa-

. "Th!s l/J the best time there ever has ~ale" W~_ld g;et a !hare of UM! work ln a pos­
been or ever will be" fo'I' a transatlanttct W · ried B · · h H ld 
linkup to bUild new civil aircraft, says an of- or_ ntzs 0 
fiC!al of li"rance's privately owned Avionsi Talks With US Firms 
Marcel Dassault·Breguet Aviation - Das-I • - ,_. . • • ·-
sault. for short. . B• •WALL STl\•llT JOC7111U1. Stal/ Rdf><n't.., 

In the pa.st. U.S. makers have so- doml~ LQNDON-British government offi-
~ ~ •....i rr. ..... n.1..t ...... 1r .. t tn<Lt th .. v r.ould Af.l cl.ala,; concerned that France may be 

On paper, the Dassault-McDonnell Doug-· 
las project looit:s more attractive to ·some 
French officials. Boeing is so much bigger 
than Aerospatlale that an- alliance of these 
two companies risks reducing the French 
firm to the role of subrontractor. they fear. 
Also, some of them say, there Isn't any 
guarantee that U.S. airlines will want to add 
Airbuses to their fleets of wide-body jets, 
which -currently are made up exclusively of 
Lockheed l.1011 TriStars, McDonnell Doug­
las DClOs and Boeing 747s. Airlines like to 
minimize the number of different craft they 
must service. 

In c:ontt-ast, McDonnell Douglas and Das­
sault are on a more equal foottnir. tboup 
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·Plc112e JVlalters Start '76 .Stalled 011 Comt11ercial Sales 
t:r rwr.c.1n l.INDSEV 
~r · .• 1 1 -"~.,. Ytorl< ttii":u 

,/1~ 1\NGEl..E'> - 011 a 
wi,i:l:.\\"ilL Jc . .,~rt plateau 
11b:iut. ;-;a mil lrM1 d<iwn· 
fowl'\ Los Ar1r,.,lcs, stn11d (i\'e 
:?31).fcct t.·101 I jct nlrlincr;-1, 
each Va!.v1! ;1t more than 
$20 mil!ir111, rh:it. nai one 
SC<'il1" to want. 

Tl· rp(' wc·tr h iill by the 
l.t•rkhc( d 1\if"I: I, Co1 p<11'<1 • 
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THE NEW YORK TIMES 
Friday, September 3, 1976 

Replacing the Airlines' FJeets 
By RICHARD W1TKIN 
Spec'.G to The N.,.. Yori< nmo 

LONDON, Sept. 2-If there 
is one thing on which there 
is almost universal agree­
ment among· aviation ex­
perts, it is that the world's 
airl,ines are going to need a 

lot of new air­
craft-many hun­

Analysis dreds of them-
Economic starting about 

1980 or 1981: 
Tl..<>t ....,""'"-" larC!e.. 

pioneer jets with a totally 
new design, whose up-to-the­
.minute technology would 
mean lowest· possible noise, 
enormous fuel savings and ·a 
carefully calculated seating 

·capacity for the most profita· 
ble possible operations on iri· 
tended. routes. ' 

But as airline travel in 1976 
has: climbed out of a painful 
recession, the iss4e of· re­
nl.acements for ·the old jets 

·I I 
plane, whether ~ra¥ new or 
a derivlttive, wOuld µse a 
brand new engine or a lower­
powered .. version of-an exist· 
ing jumbo engine. ;The case 
for the modified exist!ng en­
gine has been gaining some 
momentum in step with the 
growing interest in: using a 
modified existing aircraft. 

Battle Brought intO Open · 
The sales battle was 

brought into the. oper:i at t?e. 

J'ohn C. Brizendine, took a. 
middle position. saying. his. 
company ·~go either way." 

The whol& matter of re­
vlacements must remain 
somewhat blurred until.\ 
someone finds a solution for 
the overriding difficulty: bow­
will the new · fleets · be - fi. 
nanced? 

i.ar1e Orders Vital 
Almost everyone concedesi 

that large new plane pro-, 
'"""'m.c .• will onlv be started ' 
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l·l 011 JETLINERS-SOME NOT YET ClAIMED-PARKED AT LOCKHEED PLANT IN PALMDALE, CALIF. 

AIRCRAFT 

A scene outside Lockheed Aircraft 
Corp. ·s assembly plant in Palmdale. Cal­
if., symbolizes the condition of the S4.7 
billion U.S. commercial aircrait industry 
today. There. glinting in the desert sun, 
stand five imn1ense L-1011 Tri<;:t<>r ;,.._ 

ecutives could not take the L-10 I ls. So 
Lockheed has been stuck with the five 
planes, which are parked on a ramp 
awaiting buyers. 

It will probably be a long wait. Not 

---~ 

1975. Boeing ($2.7 billion through Sep­
tember) watched its sales oi 747s drop 
from 29 in 1974 to 20 last year. And 
Lockheed ($2.5 billion through Seplem­
ber), which won 28 orders for the Tri­
Star in 1974, did not get even one last 
year. (.Military business. which accounts 
for more than half of each company·s 
revenues. and deliveries of jetlicers un­
der old orders muffled ~e impact on 
profits.) 
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· U.S. Airlines Rebu,ff 
DCl-0 Discount Bid 
lvlade by McDonnell 

I • • • 
t Price Is Cut $6 :Million -for '77 
1 Defrrnry; Foreign Carriers 
l )lay Order 11 of the Planes<P , 

I 

By TODD E. FA;>;DELL 
,<:,lfJ!f R-.po.-te,. "'THE 'V.t.1.1 .. STlt!:l!:T Jot:nN.U. 

NEW YORK-Major U.S. airline! are po-~ 
Jitely but firmly rebuffing a. vigorous pitch 
from McDonnell Douglas Corp. to sell· them ' 
DClO wide-body aircraft for 1977 delivery at 
a. dt!count of $6 million each, industry exec· 
uti.ves say. 

'In an effort to bolster a nearly void 1977 1 
production-line·· schedule for the big plane, I 
McDonnell Douglas° formally offered in Oc· 1 
tober to sell planes at the cut-rate price. De· 
pending on the customers and other factors, i 
the .$6 million discount would drop the price-) 
"1'\a,. Tt.te.,._ ;_.,,.. +k- ••1 ..... -• nt\•t' .._ __ ----..::-~•-1- 4 

lo, ne11s. Total backlog approximated S6 billion, 
compared with nearly $5 billion a. ye~ ear· 
b~ · r 

liveries have reached 212. Total backlog-, which doesn't include op-
McDonnell Douglas's firm backlog on tioii.s. WlUI 21'7' .. commercial and 79% govem-1 

Dee. 31 was $2.9~1:lillion, compai;ed .with $3.~ ment business. 
billion the year before, and was compoaed of Corporate employment at yHr-end was 
:lll~.-commercial and 71% government busl· r 62,830, down from 70,739 a year earlier. 

Delta Exercises Optian t~ additional aircraft. Delta has eight re­
maining second-buy options. Tile latest air· 

BJ/ 4 w .t.LL STitsJ:T JouKN.t.L Stott X•Jto.-tw craft is scheduled for delivery In Decem-
BURBANK, Calif. - Lockheed Aircraft ber ·1977• ; 

Corp. said Delta Air Lines exercised one Lockheed also said Cathay Pacific Air· . 
seqond·buy o~tion .tor. an L-lll TriStar jet, ways canceled two second·b~ &ptions fOr : 
raising that airline s firm orders. to 22. Delta the Tri-Star, thus reducing the total ordeI" ,, 
already operates a fleet of 18 TriStars. backlog to 207 made up of 153 firm orders 

At the same t~e, the airline decided tot and 49 second buys. A TriStar sells tor about f 
po~tpone a decision on firming up-orders for r $:?! million to $25 mlllio~. _ ~ 

. • ... . ._ •1!· • ·~. ·~ 

Airframe Firm 
Feeling Impact 
Of Airline- Ills 

CoM"1£1l-Cll. 

aircraft ordered" :fiar.. deli:ve?')'l ' 
prior to n~ yearr and - tbe• 
company would Hk& to keep: 
the tine ·going. on. i~ newesl-i 
fOOder Com:rnercial aiirtiner. 
But i! t!le fra.r~pressed aidin4' 
indusey .can't see its way to 
buy:ill'g new aircraft, ·the man .. 




