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.S, Houge of Representatives
Committee on Transportation and Infrastructure

Fames L. Oberstar TWashington, BE 20515 Fohn L. Mica
Chaieman Ranking Republican Mentber

March 12, 2007
TDavid Heymafeld, Chef of Stall 4 James W, Cooa I, Repubhican Chief of Stafl
‘Ward W. McCarragher, Cluef Counsel

SUMMARY OF SUBJECT MATTER

TO: Members, Subcommittee on Aviation
FROM: Staff, Subcommittee on Aviation
RE: March 2007 Federal Aviaton Administration (FAA) Reauthotization hearings.

PURPOSE OF HEARING

In March 2007, the Subcommittee on Aviation will hold four hearings on the FAA’s
reauthorization proposak:

> At 10:00 a.m. on Wednesday, March 14, 2007: The Administration’s FAA
Reauthorization Proposal.

» At 10:00 a.m. on Wednesday, March 21, 2007: FAA’s Financing Proposal.

> At 10:00 a.m. on Thursday, March 22, 2007; FAA Opetrational and Safety
Programs.

> At 10:00 a.m. on Wednesday, March 28, 2007: FAA's Airport Improvement
Program.

This memo highlights the major financing and programmatic aspects of the FAA’s proposal,
and will setve as the Summary of Subject Matter for all four reauthotization hearings. For more
detailed information about the FAA’s proposal or about the FAA’s current financing and
programmatic structure, please see the FAA’s Next Generation Air Transportation Financing Reform Act of
2007, FAA’s section-by-section analysis of its proposal and the Subcommittee’s jurisdictional
statement explaining the FAA’s current financing and programmatic structure, as attached. Witness
lists will be forwarded under separate cover.

The Subcommittee will hold 2 hearing on the Essential Air Service program, and any
proposed changes to the program, in April, 2007.



I Funding and Financing

The Administration’s FAA reauthorization proposal, the Next Generation Air Transportation
Financing Reform Act of 2007, is a three year authorization with an estimated cost of approximately
$44.7606 billion.

Most of the FAA's funding is currently detived from the Airport and Airway Trust Fund
{commonly known as the “Aviation Trust Fund”), The Aviation Trust Fund holds the tevenues
from the various aviation excise taxes that ate paid by aviation system users. The Aviation Trust
Fund receipts totaled $10.6 billion (§11.1 billion including interest) in fiscal year (FY) 2006, with
approximately $5.5 billion of this total derived from the 7.5 percent passenger ticket tax.

The FAA’s proposal would make significant changes to the current Aviatdon Trust Fund tax
structure. Specifically, the FAA proposes to eliminate 2 numbet of excise taxes, increase fuel taxes
and decrease the International Artival/Departure tax as follows:

Tax Taxable Unit 2007 Proposal
Domestic Ticker Tax Price of ticket 7.50% Eliminated
Frequent Flyer Tax Value of miles purchased 7.50% Eliminated
Domestic Segment Tax Per passenger per flight segment $3.40 Eliminated
International Arrival/Departure Tax Per passenger $15.10 $6.39
Alaska/Hawaii Arrival/ Departure Tax Per passenger §7.50 Eliminated
Cargo Shipments Price paid for transportation by air 6.25% Eliminated
Commercial Jet Fuel Per Gallon $0.043 $0.136
General Aviation Jet Fuel Per Gallon $0.218 $0.70
Aviation Gasoline Per Gallon $0.193 $0.70

Under the FAA’s proposal, most of the FAA’s revenue would come from new cost-based
user fees. The FAA also proposes new certification and registration fees. These new fees would not
be deposited into the Aviation Trust Fund, but instead would be deposited into two proposed new
accounts' at the Treasury as offsetting collections.” The fee rates would be determined by FAA and
driven primarily by FAA’s cost requirements, with input from a proposed new governance board
called the Air Transportation System Advisoty Board. Fee expenditures would be subject to
appropriation.

! The proposal climinates the cutrent Operations account (primatily for personnel costs) and the
Facilities and Equipment (F&E) account (ptimarily for capital) and creates the “Air Traffic
Organization” and “Safety and Operations” accounts. Under the current account structure, the
FAA’s estimated F&E funding would be: FY 2008 - $2.462 billion; FY 2009 - $2.959 billion; FY
2010 — $3.115 billion. The FAA’s estimated Operations funding would be: FY 2008 - $8.726; FY
2009 — $8.978; FY 2010 - $9.305 billion. The FAA’s estimated total requirement for F&E funding
in its new three year proposal is approximately $380 million less than what it requested for the first
three years of its last reauthorization proposal — the Centennial of Flight Aviation Authorization Act,

* As offsetting collections, the fees would offset the cost of discretionary appropriations to the FAA.



x1i

In proposing a cost-based user fee, the FAA has cited its desite to better align its costs or
services with its tevenues. By doing so, the FAA believes it would operate in a mote effictent and
business-like manner. Additionally, the FAA states that its fees would be more equitable to airspace
users because users would be charged based on the costs that they impose on the system. The FAA
also cites the move to the Next Generation Air Transportation System (NGATS) as a reason to
transition to a new financing structure.

The chart below describes the proposed authorized funding levels for FAA’s Airport
Improvement Progtam (AIP) and Research Engineering & Development (RE&D), and the FAA’s
estimated cost and funding requirements for the Air Traffic Organization (ATO) and Safety &
Operations accounts:

(in § millions)
PROGRAM FY 2008 FY 2009 FY 2010 ToTAL
Air Traffic Organization 9,308.0 10,016.0 10,469.0 29,793.0
User Fees: — 7,513.0 7,971.0
Trust Fund: 7,916.0 1,130.0 1,126.0
General Pund: 1,392.0 1,373.0 1,372.0
Safety & Operations 1,879.0 1,921.0 1,951.0 5,751.0
User Fees: - 544.0 569.0
Trust Fund: 672.0 69.0 69.0
Cert. & Licensing Fees: e 116.0 120.0
General Fund: 1,208.0 1,192.0 1,193.0
Airport Improvement 2,750.0 2,900.0 3,050.0 8,700.0
Program
{100% Trust Fund)
Research, Engineering & 140 191 m 522.0
Development
Trust Fand: 123.0 174.0 174.0
General Fund: 17.0 17.0 17.0
Total 14,077.0 15,028.0 15,661.0 44,766.0

a. Governance

The FAA’s proposal would create a new 13-member Air Transportation System Advisory
Board. This Board would include the FAA Administrator and a representative of the Department
of Defense, three individuals representing the public interest, and eight representatives from the
airport community, aitlines, cargo airlines, general aviation, business aviation, and aviation
manufacturing. In setting user fees and certification and registration fees, the FAA would be
required to rely on the FAA’s cost accounting and cost allocation systems. Prior to imposing or
adjusting a fee, the FAA would also be required to consult with air catriers, including foreign
carriers, and with other persons who are subject to paying fees under the auspices of the new Board.



xii
b. Cost-Based User Fees

The FAA’s proposal includes two new cost-based user fees: 1) an En Route and Oceanic fee;
and 2) a Terminal fee that would be adjusted specifically for takeoffs and landings at large hub
airports.” Military, other public use, and air ambulance aircraft would not pay these fees.

Further, aircraft paying general aviation fuel taxes are exempt from the En route and
Oceanic fee and the Terminal fee, except if they takeoff or land at a large hub airport, in which case
they would be subject only to the Terminal fee at the large hub airport.

Under the proposal, En Route and Oceanic fees would be charged for high alttude and
oceanic flights, with the FAA basing these fees on distance traveled, or other methods consistent
with treaties and international agreements.

Terminal fees would be charged for takeoffs and landings at airports with mote than 100,000
passenger boardings per year. There ate approximately 200 airports with over 100,000 passenger
boardings per year. The proposal also permits the FAA to base its Terminal fee on aircraft weight.
The Government Accountability Office (GAO) has questioned the connection between the weight
of an aircraft and the cost it would impose on the system, stating:

While there may be a relationship between the distance a plane travels in the [national
airspace system] and the costs that it imposes, the introduction of the weight component
into the formula weakens any such connection, For example, since heavier planes would
be charged more than lighter planes, they would be required to contribute more for
traveling the same distance in the system, even though they may not impose greater costs
on the ATC system.*

FAA officials contend that a weight-based fee accounts for the fact that large aircraft require
more spacing on depatture and approach in the terminal atea, and therefore cost the FAA more to
handle. However, FAA officials acknowledge that it is challenging to quantify this issue, and that
the FAA has initiated a study to quantify the cost implications of aircraft weight in the terminal area,
In addition, FAA officials and the GAO point out that a weight-based fee is consistent with
International Civil Aviation Otganization (ICAQO) guidance and international charging structures,
FAA also notes that a fee that does not account for weight would negatively affect regional aitlines
and air taxis that operate smallet aircraft.

Under the proposal, the Terminal fee may be higher for aircraft that takeoff and land at a
large hub airport. There are currently 30 large hub airports, which are defined as commercial service
airports with at least 1 petcent of annual U.S. passenger boardings. The Administrator may also vary
this fee with the time of day or day of the week, or for a particular large hub airport if an aircraft

* While FAA officials state that this fee is intended to pertain only to flights that actually takeoff
from or land at a large hub airport, and is not specific to the terminal airspace surrounding a large
hub airport, the proposed legislative language is unclear in this regard.

* GAO-06-973, Aviation Finance: Qbservations on Potential FAA Funding Options, p.26, September 2006.
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operates in terminal airspace that is congested (as a sort of cost-based congestion fee) if such fees

would help reduce delays.

The FAA has provided the following data to illusttate who would likely pay the proposed

user fees:

» The FAA pteliminarily estimates that there would be approximately 14 million billable
flights each year.

» The top 101 companies (those with over 10,000 flights pet year) would account for 87
petcent of the billable flights, Of those, the top 33 companies (those with over 100,000
flights per year) would account for 73 percent of the billable flights. Less than 500
companies account for 95 percent of the billable flights. These companies include
legacy, low cost and regional aitlines, cargo airlines, and some fractional operators.

» An additional 2,500 air taxi operators, and another roughly 2,400 smaller commetcial
operators (primatily regional airlines with fewer than 10,000 flights per year) would be
subject to the fees.

» There ate approximately 18,000 general aviation users who takeoff or land at large hub
airports. The FAA expects that many of these users may choose to use an alternative
airport in the same metropolitan atea where they would not be subject to user fees.

The FAA’s proposal would require the establishment of procedures for the collection of
user fees and would permit the FAA Administrator to establish reduced fees as an incentive for
aircraft owners to equip with new technology. In addition, the proposal would also give the FAA
broad authority to establish a reserve fund. The establishment of a reserve fund is similar to other
international user fee models. The reserve could be tapped if fee revenue falls short of expected
levels and additional funding is needed. While the proposal gives no specific dollar amount or
percentage, FAA officials preliminarily estimate that a reserve of two months of costs
(approximately 16.7 percent of the ATO’s annual budget) might be necessary, but caution that
additional analysis is needed.

Objections to the proposed user fees may be appealed to the Secretary of Transportation.
The Secretary would be required to disapprove the proposed fees if the Secretary finds that they are
not based on appropriate costs, do not fairly allocate costs among usets, ate unteasonably
discriminatory to a particular category of users, or are not in accordance with the FAA’s strategic
business plan. The Secretary’s decision would not be subject to judicial review.

[ Certification and Registration Fees

The FAA proposes to impose fees to pay for the costs of cettification and registration
activities, including: registering an aircraft (§130); replacing an aircraft registration (§45); issuing an
otiginal dealer’s aircraft certificate ($130); issuing an additional aircraft certificate (§105); issuing or
renewing a special registration number (§80, §50 respectively); recording a security interest ($130);
recording a security interest in aircraft parts ($130); issuing or replacing an aitman certificate (§50,
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$25, respectively); issuing an airman medical certificate (§42); and for providing legal title opinions
pertaining to aircraft transactions ($100).

The FAA is also requesting authotity to propose additional fees for certain activities
pettaining to the issuance of certificates to both foreign and domestic repair stations, flight and
maintenance technical schools, training of designees, appointment of delegated organizations, and
training of foreign aviation authorities. The FAA would determine the charges for these activities at
a later date, The FAA’s proposal would also give it the authority to establish additional, unspecified
fees to cover the cost of other aviation regulation, certification and related services. The FAA’s
proposal would exempt it from the rulemaking requirements of title 5 of the U.S. Code in setting
these fees.

d. Fuel Tax

The FAA’s proposal would increase the tax on commercial aviation jet fuel from 4.3 cents
per gallon to 13.6 cents per gallon. The commercial jet fuel tax would be deposited into the
Aviation Trust Fund to pay for the users’ share of AIP, RE&D and EAS. The proposed $6.39
(reduced from $15.10) International Atrival/Departure tax would also be deposited into the
Aviaton Trust Fund as a funding stream for ATP, RE&D and EAS.

The proposal would also raise the tax on general aviation jet fuel from 21.8 cents per gallon
to 70.0 cents per gallon: 13.6 cents per gallon would be deposited into the Aviation Trust Fund to
pay for the users’ share of the AIP, RE&D and EAS programs and the remaining 56.4 cents per
gallon would also be deposited into the Aviation Trust Fund for the ATO.

In addition, the FAA’s proposal would raise the tax on aviation gasoline, used primarily for
piston general aviation, from 19.3 cents per gallon to 70 cents per gallon: 13.6 cents per gallon
would be deposited into the Aviation Trust Fund to pay for the users’ share of the AIP, RE&D and
Essential Air Setvice (EAS) programs and the remaining 56.4 cents per gallon would also be
deposited into Aviation Trust Fund for the ATO.

Tax Taxable Unit 2007 Proposal Proposal |Proposal Total
AIP/RED/EAS | ATO Costs Fuel Tax
Commercial Jet Fuel Per Gallon $0.043 $0.136 User Fees $0.136
General Aviation Jet Fuel|Per Gallon $0.218 $0.136 $0.564 $0.70
Aviation Gasoline Per Gallon $0.193 $0.136 $0.564 $0.70

Under the proposal, the 13.6 cent per gallon portion of the fuel taxes that are dedicated to
AIP and also RE&D and EAS and the $6.39 International Arrival/Departure tax would be regularly
adjusted for inflation.

In addition, the 56.4 cent per gallon portion of the general aviation fuel taxes (for both
general aviation jet fuel and aviation gasoline) that are dedicated to the ATO would be adjusted
every two years based on the FAA’s cost accounting and cost allocation systems.



XV

e. Borrowing Authority

The FAA’s proposal would authorize, during fiscal yeats 2013 through 2017, borrowing
authority for the Secretary of Transportation through the Department of the Treasury to finance
capital investments in the air traffic system to be owned and operated by the FAA. This borrowing
authority would be capped at a maximum of $5 billion of principal debt, and all indebtedness issued
under this authotity must be repaid by the end of fiscal year 2017. The FAA would not be able to
issue any obligations without first obtaining approval by the Office of Management and Budget
(OMB) of the proposed investments to be financed.

f. Cost Allocation

The FAA has based its proposed new financing scheme on a new cost allocation
methodology to determine what level of system costs are assignable to which aviation user groups.
With its new cost allocation report, the FAA intends to establish a firm link between the costs
incurred by the Agency for supplying ait traffic services and fees paid by the users of those services.
The FAA believes that the argument for this link is on much firmer ground than its previous
attempts to link agency costs to taxes and fees. This is due to its relatively new cost accounting
system, which for the first time is providing detailed cost information down to setvice delivery
points (SDP, e.g. an air traffic control tower).

The FAA’s new cost allocation report, which is based on FY 2005 data, differs from
previous efforts by assigning costs only to that portion of the FAA’s budget associated with ATO.
Previous cost allocation studies have included other significant cost items, such as the AIP.

The FAA’s cost allocation system, the Cost Assignment Methodology for Estimating
Resource Allocation (CAMERA), assigns each user group into one of two principle uset groups: 1)
“high performance,” which includes all fixed-wing turbine engine aitcraft operations; and 2)
“piston,” which includes piston engine aircraft and helicopters. CAMERA then assigns FAA’s costs
into one of three tiers. The chart below depicts the results of the FAA’s cost allocation study:

(in § millions)
FAA FY 2005 Cost Allocation Study Results
High Performance Piston Total
(% of Cost) (% of Cost) (% of Cost)
Commercial $6,745 (73%0) $50 (0.5%) $6,794 (73.5%)
General Aviation $896 (9.7%) $546 (5.9%) $1,441 (15.6%)
Public $433 (4.7%) $11 (0.1%) $445 (4.8%)
Flt Svc Stations (Funded $564 (6.1%)
from the General Funds)
Total $8,074 (87.3%) $607 (6.6%) $9,245
(including $564 FSS)

-~J
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General aviation gtoups, who generally oppose the FAA’s methodology, have raised
questions regatding whether the FAA adequately takes into account price sensitivity and users’
willingness/ability to pay. These groups argue that failure to take these factors into account when
allocating costs and setting tax and fee rates could result in some users (particularly low-end piston
general aviation users) being priced out of the market.

The Congtessional Research Service (CRS) has noted that since the existing tax structure was
created in 1970 there has been general acceptance of the concept that there is a public interest
component to the operation of the national aviation system.” The term “public interest” has
generally referred to that portion of the cost of the FAA’s operation of the airway system that is
approptiated from the Treasury’s general fund. This is the amount that is supposed to equate to
what certain public users (e.g. militaty, government users) and nonuser beneficiaries (also known as
societal users)® of the aviation system might have contributed to the Aviation Trust Fund through
the payment of taxes or fees, if they actually paid these taxes or fees, According to CRS, this has
historically been one of the most contentious elements of the aviation funding debate, In the past,
many aviation interest groups and Congressional authorizing committees have taken the position
that the general fund contribution to the FAA’s annual appropriation is too small to correspond to
the existing and potential public benefits of the aviation system. Conversely, CRS states that the
FAA, OMB, and other government agencies, as well as Congtessional approptiations and budget
committees, usually believe the general fund contibution is too large. In its 2007 cost allocation
study, the FAA has chosen to assign costs to public users, but not to societal users.

II. Airport Improvement Program

According to the FAA’s Operational Evolution Plan (OEP), new runways and runway
extensions provide the most significant capacity increases. In addition, projections developed by the
DOT, FAA, and the MITRE Cotporation indicate that as eatly as 2013, 15 airports and 7
metropolitan areas will need additional capacity to meet expected demand. The FAA’s National
Plan of Integrated Airport Systems (NPIAS) states that duting the next five years, there will be §41.2
billion of AIP-eligible infrastructure development, an annual average of §8.2 billion. The Airports
Council International / North America (ACI-NA) Capital Needs Survey estimates total airport
capital needs — including the cost of non-ATP-eligible projects — to be about $17.5 billion per year
from 2007 through 2011.

The FAA’s proposal provides $8.7 billion total for the AIP from FY 2008 to FY 2010. In
total, this is approximately $1.8 billion less than the program received between FY 2005 and
FY2007. FAA officials acknowledge that airport capital requirements are up. However, FAA
officials also contend that even with lower AIP funding levels, the FAA’s proposed programmatic
changes to AIP and the Passenger Facility Charge (PFC), coupled with a PFC increase, would
provide the FAA and airports with more capital and flexibility to target investments and meet airport

SCRS Report (RL33698), Reantborization of the Federal Aviation Administration: Backgronnd and Issues for
Congress, p.19, January 29, 2007.

¢ In other words, benefits received by the public at large from the aviation system regardless of
whether they fly or not.
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capital needs, including planned runway and rinway safety area improvements at critical OEP
airports.

The FAA’s proposal would reduce primary airport AIP entitlements for medium and large
hub airports by 50 percent in FY 2008 and FY 2009 and would phase them out completely by FY
2010. FAA officials reason that because of high PFC revenues drawn from high passenger volume
larger airports have better access to private capital markets, The FAA further points out that most
of these airports are already turning back 50 to 75 percent of AIP entidements under current law by
charging a $3.00 -§4.50 PFCs respectively.” The proposal would also reduce the Federal AIP share
for runway and taxiway reconstruction projects at large and medium hub airports from 75 percent to
50 percent. FAA officials state that all airports receiving AIP funds have an obligation to maintain
their airport pavement.

In addition, the FAA’s proposal would increase the current §4.50 cap on the PFC to $6.00.
The FAA points out that the PFC cap has not been raised since 2000, and that inflation and
construction cost increases have eroded the PFC’s value. Airport groups have raised similar points,
and have argued for raising the PFC cap to $7.50 and possibly indexing the cap to infladon or
construction costs. In the past, airlines have tended to resist increasing the PFC, viewing it as an
increased ticket tax.

FAA officials believe that the proposed PFC increase would offset capital funding forgone
by its proposal to eliminate primary airport entitlements for mediutn and large hub airports. For FY
2007, the FAA estimates approximately $2.7 billion in PFC collections. The FAA estimates that
raising the PFC cap to $6.00 would raise an additional $1.5 billion for airport capital improvements,
approximately $1 billion of which the FAA believes would go to large airports.

In addition to raising the PFC cap, the proposal would expand the types of projects for
which PFCs can be used. Under current law, PFC eligibility today tracks with AIP eligibility;
however, there is somewhat broader eligibility for noise compatibility projects and “ground-side”
projects, such as passenger terminals and ground access improvements. The FAA’s proposal would
expand PFC eligibility to encompass any airport capital project that is eligible to be funded with
airport revenue, provided that the project is not anticompetitive. Under the proposed expanded
eligibility, PFCs could be used to finance aitline offices and operations ateas in the terminal as well
as structural wotk to support revenue producing concessions. Revenue producing patking garages
would also be PFC eligible. These projects would not be eligible under current law.

The FAA’s proposal would expand PFC eligibility for intermodal rail ground access projects.
Under current law, PFCs may be used to fund these projects only if they are dedicated to 100
percent airport use. The FAA’s proposal would apply the same usage standard currendy in place for
airport revenue funding of ground access projects ~ “direct and substantial” airport use. The FAA’s
proposal would also eliminate the requirement for airport ownership of the system.

7 Airports that have high passenger volume are in a position to make more money through PFC
charges rather than accepting ATP money. Cutrent law requires that an airport charging a $3.00 -
$4.50 PFC return part of their AIP money or charge a lower PFC amount. They cannot both accept
full ATP entitlement money and charge the maximum PFC amount.
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The FAA’s proposal would increase minimum annual discretionary AIP from $148 million
to $520 million. The proposal would also restructure discretionary AIP set-aside programs:

> The cutrent noise set-aside, which receives 35 percent of discretionary AIP, would be
expanded to cover other environmental uses and redesignated as the “environmental”
set-aside that would receive 8% of total AIP funding,

> As a result of phasing out primary airport AIP entitlements for medium and large hub
airports, the FAA would eliminate the Small Airport Fund. However, the FAA would
create a new discretionary AIP set-aside that would dedicate 20 percent of discretionary
AIP to projects at small hub, nonhub, nonprimary commercial service, reliever, or
general aviation airports.

> The military airport program (MAP) discretionary set-aside would be eliminated.
The FAA states that the MAP set-aside is no longer needed given that MAP airports
compete well for AIP funding. However, the special AP eligibility rules that currently
apply to these airports would be retained. There are currently 14 airports that participate
in this program.

» The reliever airport set-aside would be eliminated. The FAA states that the airports that
participate in this program have high activity and historically receive more discretionary
funding than the approximately $5 million in the program. There are currently 18
airports that meet the criteria to participate in this program.

Under current law, if overall AIP funding levels fall below $3.2 billion, several significant
changes in the AlP entitlement formula funding would be triggered. For example, if total ATP
funding falls below $3.2 billion, primary aitports would receive 50 percent of their normal
apportionment, and the minimum primary aitport entitlement would be reduced from $1 million to
$650,000, the state apportionment would be calculated at a lower percentage of total AIP, and
nonprimary AIP entitlements for general aviation airports would be eliminated. The FAA’s
proposal would eliminate this “$3.2 billion trgger.”

The chart below illustrates current funding levels for AIP programs, and proposed funding
levels for AIP programs with programmatic changes:

10
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{in § miltions) Current Law (in $ millions) FAA Proposal
AIP Funding Category FY AIP Funding Categoty FY FY FY EY
2007 2008 | 2009 | 2010 | 2010
$3.5
billion?
Apportionments Apportionments
Primary Airports 857.7 Primary Airports 6280 | 6720 | 569.0 | 569.0
Cargo Airports 119.1 Large 81.0 86.0 0 0
Alaska Supplemental 213 Medium 49.0 52.0 0 0
Nonprimary Airports 409.0 Small 2300 246.0 262.0 262.0
State Apportionment 2713 Non-Hub 269.0 | 288.0 | 307.0 307.0
Small Airport Fund Cargo Airports 81.0 21.0 103.0 118.0
Small Hubs 66.7 Alaska Supplemental 19.0 20.0 21.0 21.0
Non-Hub Commercial Service 266.8 Nonprimary Airports 309.0 | 365.0 | 4250 | 4310
Non-primary 1334 State Apportionment 3000 | 300.0 | 3000 | 3390
i Discretionary
Capacity/Safety/Security/Noise 365.9 Capacity/Safety/Security/Noise | 390.0 390.0 475.0 682.0
Pure Discretionary 121.9 Pure Discretionary 130.0 | 130.0 | 158.0 227.0
Noise Set-Asides (35% of Disc. 283.0 Environmental Set-asides (8% 211.0 | 223.0 | 235.0 271.0
AIP) of total ATP)
Military Airport Program 323
Set-Asides
Reliever Set-Asides 53 Small/Non-Hub Discretionary 136.0 162.6 217.0 295.0

(20% Disc, AIP)

The FAA’s proposal would separate the state AIP apportionment from the nonptimary
entitlement program and set the state apportionment at 10 percent of total AIP funding. The

proposal also provides for a minimum state apportionment funding level of $300 million per year.

If the overall level of AIP funding results in a state appordonment of below $300 million, the funds
would be taken on a prorated basis from the nonprimary entitlement progtam to make up the

difference.

The FAA proposes significant changes to the current nonprimary airport entitlement
program. Undet current law, general aviation airports, commetcial service airpotts that boarded

between 2,500 and 10,000 passengers annually, non-primary airports, and reliever airpotts receive

entitlements (if AIP is at least $3.2 billion) based on one-fifth of their expected infrastructure

requirements as published in the NPIAS, capped at $150,000 annually. There are approximately
3,100 nonprimary airports in the NPIAS. In FY 2006, there were approximately 2,700 non-ptimary
airports that qualified for this entitlernent.

¥ Since AIP funding levels in the FAA’s proposal are substantially lower than current AIP funding

levels, this column is intended to illustrate how the FAA’s proposed new AIP formula might

hypothetically work with the approximate FY 2007 $3.5 billion AIP funding level.

11
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The FAA would modify the current nonptimary entitlement program by providing for tiered
funding levels based on airport size and aviation activity, The entitlement would range from
$400,000 per fiscal year for the largest genetal aviation airports to $100,000 for those airports with
10 to 49 based aircraft. Airports with less than 10 based aircraft would not be eligible for a
guaranteed annual apportionment.

Nonprimary Entitlements

Current Law FAA Proposal
> Over 2,400 nonptimary airports receive > 540 “General Aviation Advanced”
the $150,000 maximum nonprimary airports (with more than 100 based
entitlement. aircraft) would receive a $400,000 per
year entitlement,
> 280 nonprimary aitports receive between
$0 and $150,000. > 375 “General Aviation Intermediate™

airports (with 50 to 99 based aircraft or
with 3 based jets) would receive a
$200,000 per year entitlement.

»> 1,445 “General Aviation Basic” aitports
(with 10 to 49 based aircraft) would
receive 2 $100,000 per year entitlement.

> 750 “General Aviation Limited” (less
than 10 aircraft) would not receive
entitlements, but the federal share for
state appartionment AIP and
discretionary AIP would remain 95%.

In the past, the GAO has noted that smaller airports are particulatly reliant on AIP grants,
because AIP generally represents a larger percentage of capital funding for smaller airports than it
does at larger airports. tis worth noting that under the FAA’s proposed programmatic changes and
requested funding levels, there is less total funding for programs traditionally and specifically
associated with small airports when compared with the current programmatic structure and funding
levels.” In fact, about 300 aitports that currently receive nonprimary entitlement grants would no
longer receive these grants under the FAA’s proposal. In addition, the proposal would reduce the
Federal AIP contribution to 90 percent from 95 percent for small airports (however, nonprimary
airports that would no longer receive nonptimary entitlement funds would still receive 95 percent
Federal contribution for discretionary and state apportionment AIP).

However, FAA officials assert that the proposal’s tiered approach to nonprimary
entitlements would channel larger grants to busier small aitports (e.g., Tetetboro, NJ; Van Nuys, CA;
or Centennial, CO) to meet the demand of emerging markets such as very light jets, air taxis, and
fractional ownership. The FAA estimates that the largest general aviation aitports make up nearly 50
percent of the capital needs of the entire general aviation airport system.

’ More specifically, comparing current funding for the Small Airport Fund, nonprimary entitlement
and state apportionment programs with proposed funding for the small airport discretionary set-
aside, nonprimary entitlement, and state apportionment progtams.
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The FAA is also proposing two pilot programs that would involve airports and airport-

related funds in air traffic control modernization effotts:

111

»  An Automatic Dependant Sutveillance ~ Broadcast (ADS-B) (FAA’s flagship program to
transition to satellite-based sutveillance) deployment pilot program that would broaden
AIP eligibility to include installing ADS-B ground stations at no more than 10 airport
locations.

» A Terminal Navaid Takeover Pilot Program in which 10 large airports would be
authorized to charge a $7.00 PFC in exchange for taking over ground based tetminal
navigational and weather equipment at those airports.

Environmental Provisions

The FAA’s proposal includes two new environmental programs. The first program, the

environmental mitigation demonstration pilot program, would allow the FAA to fund six projects at
public-use airports to take laboratory-proven environmental research concepts into the actual airport
environment for demonstration. FAA would publish information on best practices based on project
results. Funding would come from the noise set-aside of the AIP discretionary fund (redesignated
as the “environmental” set aside). FAA would fund up to a maximum of $2.5 million per project.

The sccond program would require the FAA to enter into a cooperative agreement with the

Partnership for Air Transportation Noise and Emissions Reduction Center of Excellence to form a
research consortium for the development, maturing and certification of Continuous Lower Energy,
Emissions, and Noise (CLEEN) engine and airframe technology. The consortium’s work is to be
carried out over the next decade and have performance objectives for aircraft fuel efficiency, nitrous
oxide emissions from aircraft engines, aircraft noise, alternative fuels, and retrofit technologies. It
would be funded through the FAA’s NGATS program.

Other environmental provisions include:

» Making permanent the Airport Cooperative Research Program (ACRP). (§601) This

provision is linked to another provision to increase AIP funding of the ACRP to $5 million
per year for environmental research for the airpott environment.

Codifying current practice that State participants in the AIP State Block Grant Program
(SBGP) (i.e., lllinois, Michigan, Missouti, North Carolina, Pennsylvania, Tennessee, Texas
and Wisconsin) have the responsibility and authority to comply with environmental
requirements for projects at non-commetcial service airports within the SBGP, and that
other Federal agencies must recognize State environmental review analyses for Federal
approvals, licenses, or permits related to these projects.

Broadening FAA’s authority to accept aitport or AIP funds from airport sponsors to fund
additional FAA staff and/or contract support to help streamline environmental reviews for
airport capacity projects to include special environmental studies for ongoing Federally
funded airport projects, studies to support approved airport noise compatibility measures or

13
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environmental mitigation commitments in an agency record of decision or a finding of no
significant impact.

» Allowing airports to use AIP funds to conduct environmental review of airport-proposed,
FAA approved flight procedures as well as allow the FAA to accept funds, including
AIP/PFC funds from an aitport sponsor to hire staff or obtain services to provide
environmental reviews for new flight procedures that have been approved for aitport noise
compatibility planning purposes.

IV.  Congestion Management
a. LaGuardia Airport

On August 29, 2006, the FAA issued a proposed rule to address congestion at LaGuatdia
Airport (ILGA) in anticipation of the High Density Rule expiring in January 2007." The proposed
rule would cap operations at 75 per hour and would allocate operating authorizations (OA) to
scheduled air carriers, which would have a 10-year expiration period ranging from 2010 to 2019. As
the OAs expire (approximately 10% per year), they would be reallocated for a new 10-year petiod.
FAA’s proposed rule would also mandate that an average size aircraft be used to serve LGA. In
addition, the FAA indicated in its proposed rule that it would seek legislative language to allow it to
use market based mechanisms (such as auctions or congestion-based pricing) at LGA. Such a
provision was included in the FAA’s reauthorization proposal, as discussed below.

Under the FAA’s reauthotization proposal, the Port Authority of New York and New Jersey
(Port Authority) would be allowed to implement a market-based mechanism to allocate OA’s at the
airport, if the Secretary determines that using such a mechanism is appropriate and after the
Secretary issues a rule to establish the terms and conditions of any selected mechanism. Any surplus
revenue generated by the imposition of such mechanism would be placed in an escrow account for
use on otherwise eligible airpott related projects or any other project that the Secretary approves. If
the Port Authority failed to implement an approved market-based mechanism within one yeat, the
Secretary would reserve the right to do so under the pilot program described below.

b. Pilot program for market based mechanisms

The FAA’s proposal would create a pilot program for market-based pricing mechanisms
for domestic flights to address aitport congestion at up to fifteen airports. Under the pilot program,
either an affected airport or the FAA would be authotized to impose approved market-based
mechanisms, such as auctions or congestion pricing. For delays affecting regional airspace,
participating airports would be able to impose an approved matket-based mechanism on aircraft
operators directly. Surplus revenue resulting from the imposition of a market-based mechanism
would be placed in escrow for use on airport-related projects or any other project the Secretary
approves. For airport congestion that negatively affects the national airspace, the Secretary would

' $6¢ 71 Fed. Reg. 51360. On December 27, 2006, the FAA issued an order that temporarily limited
flights at LGA to permit 75 scheduled and six unscheduled operations between 6 a.m. and 10 p.m.
M-F, and 12 noon -10 p.m. on Sundays until such time as a permanent regulation is in place. (71
Fed. Reg. 77854).
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be permitted to adopt a market-based mechanism directly, if the airport has not alteady done so.
Any surplus revenue generated by a DOT-imposed market-based mechanism would be placed into a
special Treasury account for regional or national capacity enhancing or delay reducing projects.

V. Other Provisions
a. Realignment and Consolidation of Aviation Facilities and Services.

The reauthorization proposal would allow the Secretary to establish a “Realignment and
Consolidation of Aviation Facilities and Services Commission (Commission)” to conduct an
independent review and analysis of FAA’s recommendations for realignment of facilities or services
(e-g., air traffic control towers). The Commission would be made up of five membets appointed by
the Secretary and would serve a three-year term.

The Commission would review the FAA’s recommendations, seek public comment and,
after completing its review, forward its recommendations to the President. If the President accepts
the Commissions recommendations, the proposal would be transmitted to Congress. Congress
would have 60 days from the transmission date to pass a joint resolution objecting to the total
package of recommendations of the recommendations would be considered accepted and the
Administrator would implement them. 1f the President does not send the Commission
recommendations to Congress, the process would end.

b. War Risk Insurance

The Secretary is authorized to provide insurance or reinsurance to air catriets, and currently
provides wat-risk insurance for both foreign and domestic flights of U.S. air carriers. The FAA’s
proposal would extend this authority, which is set to expire on March 30, 2008, through March 30,
2013. In addition, the Secretary is authorized to limit the liability of aitlines, aircraft manufacturers,
and engine manufacturers for third party damages from an act of terrorism to $100 million and
prohibits punitive damages for such occurrences. The liability limit does not apply to passengers but
only to people and property on the ground. The FAA’s reauthorization proposal would extend this
third-party liability limitation, which is set to expire on September 30, 2007, to December 31, 2011.

Current law also requires the FAA to provide hull loss, passenger and third party liability war
risk insurance to aitlines that it insured on Nov. 25, 2002, from the first dollar of loss at capped
premium rates (L., a total premium that is no more than double what the airlines were paying on
June 19, 2002)) through September 30, 2007. The FAA reauthorization proposal would repeal the
first dollar of loss coverage requirement and allow it to set deductible levels for such insurance,

FAA states that commercial insurers would then be able to provide some war risk coverage for U.S.
aitlines. The FAA’s goal is to move the airlines towards the private insurance market for war sk
coverage.
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HEARING ON THE ADMINISTRATION’S FED-
ERAL AVIATION ADMINISTRATION REAU-
THORIZATION PROPOSAL

Wednesday, March 14, 2007

HOUSE OF REPRESENTATIVES,
COMMITTEE ON TRANSPORTATION AND INFRASTRUCTURE,
SUBCOMMITTEE ON AVIATION
Washington, DC.

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room
2167, Rayburn House Office Building, the Honorable Jerry F.
Costello [Chairman of the Subcommittee] presiding.

Mr. COSTELLO. The Subcommittee will come to order.

The Subcommittee is meeting today to hear testimony on the
President’s fiscal year 2008, actually, the Federal Aviation Reau-
thorization Proposal submitted by the Administration and by the
Administrator.

I would ask all Members, staff and everyone in the room to turn
off their electronic devices or to put them on vibrate.

I will give an opening statement and call on the Ranking Mem-
ber, Mr. Petri, to give his opening statement as well.

I welcome everyone to our first of a number of hearings on the
FAA Reauthorization. In particular, I would like to welcome the
FAA Administrator, Administrator Blakey, here today to present
the Administration’s FAA Reauthorization Proposal to the Sub-
committee.

Following this hearing, the Subcommittee will give detailed con-
sideration to specific aspects of the FAA reauthorization proposal
in upcoming hearings in the month of March. On March 21st, we
will examine the FAA’s financing proposal. March 22nd, we will ex-
amine the FAA’s Operational and Safety Programs, and March
28th, the FAA’s Airport Improvement Program. The Subcommittee
will look at the Essential Air Service Program and small commu-
nity air service issues in a hearing in the month of April.

On February 14th, the FAA submitted its reauthorization pro-
posal to the Congress. The FAA’s proposal includes a new financing
plan to transform the FAA’s current excise tax financing system to
a hybrid cost-based user fee system as well as major changes to the
Airport Improvement Program. In addition, the reauthorization
proposal includes provisions on the environment, airport conges-
tion, war risk insurance as well as other items affecting the avia-
tion community.

At the outset, I would like to make a few observations about the
FAA’s reauthorization proposal.

o))
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As I noted in our hearing on February 14th, when we received
the President’s budget proposal, the FAA’s new proposal would hy-
pothetically yield approximately $600 million less in fiscal year
2008 than maintaining the current tax structure and over $900
million less from fiscal year 2009 to fiscal year 2012. This is par-
tially because the FAA’s estimated cost requirements for its major
capital programs are actually lower than what they were four years
ago.

For example, the FAA’s estimated total requirement for facilities
and equipment in this new three year proposal is approximately
$380 million less than what it requested for the first three years
of its last reauthorization proposal, the Centennial of Flight Avia-
tion Authorization Act. This is despite the fact that the FAA has
cited the need to finance a major new air traffic control moderniza-
tion initiative as reason for reforming the current tax structure.

At the same time, I have major reservations about implementing
a user fee for which there does not appear to be a hard ceiling and
for which FAA would have broad authority to raise fees to match
whatever costs were incurred. Air traffic control modernization is
a technologically intensive and financially high risk endeavor. In
the past, the FAA has incurred major cost overruns in its mod-
ernization program. While the FAA believes that its user fee sys-
tem would be more transparent, I am concerned that the airline
passengers and the other air space users could end up paying hid-
den costs for future problems and delays with the FAA’s mod-
ernization program.

Therefore, it is imperative that the FAA give Congress a
straightforward assessment of its cost requirements for the Next
Generation system and for Congress to consider whether to author-
ize its request.

In terms of capacity, airport runways may provide an even great-
er benefit than the air traffic modernization and, in fact, the FAA’s
operational evolution plan states that new runways and runway ex-
tensions provide the most significant capacity increases. However,
the FAA has requested approximately $1.5 billion less for the AIP,
the Airport Improvement Program, in its new three year proposal
than what it requested for the first three years of its last reauthor-
ization proposal. Given the fact that the FAA acknowledges that
the airport capital requirements have increased, I believe that this
funding request is extremely shortsighted.

The FAA’s proposal to increase the cap on Passenger Facilities
Charges, the PFCs, from $4.50 to $6.00 is worthy of consideration.
The PFC cap has not been raised since 2000, and inflation and con-
struction cost increases have eroded the PFC’s values. However, I
have some concerns with expanding the eligibility for PFC projects.
Expanding PFC eligibility and the proposed cuts to the AIP could
result in moving funding away from capacity-enhancing air side
projects.

The FAA has also proposed to restructure the Non-Primary Enti-
tlement Program into a tiered system of apportioning AIP entitle-
ments so that the larger general aviation airports get more fund-
ing. The FAA believes that its proposal would meet the demands
of emerging markets, such as very light jets, air taxis and frac-
tional ownership which land primarily at general aviation airports.
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We need to examine this proposal carefully to determine the im-
pacts on these smaller general aviation airports.

I welcome and look forward to hearing the testimony of the Ad-
ministrator, Administrator Blakey, this morning.

I will call on the Ranking Member of the Committee, but before
I do, I would ask unanimous consent to allow two weeks for all
Members to revise and extend their remarks and to permit the sub-
mission of additional statements and materials by Members and
witnesses.

Hearing no objection, so ordered.

At this time, I would recognize the Ranking Member of the Com-
mittee, Mr. Petri, for any opening statement or remarks that he
may have.

Mr. PETRI. Thank you very much, Mr. Chairman.

I would like to join you in welcoming the Administrator of the
Federal Aviation Administration, Marion Blakey, to the witness
stand and, at that same time, thank her for the years of strong
leadership that she has provided to the organization.

I have some not too extensive remarks that I would like to in-
clude in the record.

I will just say that many of the concerns that you expressed, 1
think are shared by all Members of the Committee about certain
aspects of this program, but the important thing is that we get on
about the business of reauthorizing these programs so that we can
facilitate the deployment of Next Gen. It is absolutely essential to
accommodate the needed growth in aviation services. If we don’t
modernize and expand the capacity of the system, it will start con-
straining our economy and will have lots of ripple effects.

Plus, getting this system deployed will help provide a renewal of
leadership for the world aviation community, for American aviation
interests and a platform for them to compete around the world, and
that is important as well.

This is very important business, and I am hoping that while
there will be differences, that at the end of the day, we can agree
on the importance of the task at hand and find reasonable accom-
modation for these differences so as to get the main job done.

With that, I yield back.

Mr. CosTELLO. I thank the Ranking Member and at this time
would recognize the Ranking Member of the Full Committee for
any opening statement or comments that he may have. Mr. Mica
is recognized.

Mr. MicA. Thank you, Mr. Costello, and I want to thank you for
convening this hearing this morning.

This is a very important topic. We are about six months and a
few days away from the September expiration of our current au-
thorization. Really, the basic fundamental question of the author-
ization process for FAA is how we fund the new system. Now I
know I am beginning to sound like the lone stranger supporting
the Administration’s proposal, but I think people are going to have
to sober up and see that we are not going to be able to fund what
the Ranking Member of the Subcommittee said, Next Generation
air traffic control system, without a method to fairly finance it.

The Administration has proposed a hybrid system. It involves
several areas of raising revenue, some from general aviation, some
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from user fees, some from the current tax that we have on pas-
senger tickets. It is going to take all of the above plus the Adminis-
tration’s proposed increasing of the PFCs, which I also support in
giving airports additional flexibility to utilize those funds.

I don’t have one of the pictures here, but all you have got to do
is look at the traffic in the air today, the air traffic in the day, and
we have returned to congested skies. General aviation isn’t going
to be able to move the new generation of ultra light jets. They
might just as well keep those parked in other general aviation if
we don’t find a way to fund this system and improve its operations
because there will be total gridlock and total meltdown.

So it is a very serious subject. We have got to stop playing the
games, get behind some meat and potato proposals to fund this.

The other thing too that the Administration has proposed and I
have recommended, a lot of games are being played with FAA and
trying to modernize it. I have great concern with the departure of
Russell Chew, our COO, who brought some of the bureaucracy
under control. He instituted a businesslike structure and plan for
FAA which has been partially implemented. We have seen the dif-
ficulty in consolidating, modernizing, replacing human to human
activity with high tech and data to data operations. But the BRAC-
like provision that I recommend, that has been included by the Ad-
ministration, I strongly advocate because we have got to do a better
job both with technology and with funding this critical system to
our future.

With that, those comments, I thank you for this very important
beginning of finding a way to make all that happen.

Mr. CosTELLO. Thank you.

The Chair recognizes Mr. DeFazio.

The Chair recognizes Mr. Lampson for an opening statement.

Mr. LAMPSON. Thank you, Mr. Chairman.

I will submit my comments for the record but make just a very
short statement to thank you and the Ranking Members for con-
ducting this hearing and for Administrator Blakey to come over.
We are anxious to hear her comments.

Aviation is one of the most important modes of transportation in
the United States, and it is also an issue of great importance in
my district in Houston where we have some serious issues regard-
ing capacity. It is always important to be able to sit down and hear
from key witnesses with regard to the Administration’s proposal for
the FAA reauthorization.

I look forward to hearing from Administrator Blakey concerning
the new cost-based user fees that will be used to fund some FAA
services as well as the discrepancy of congestion fees among major
airports using the same facilities and air space in many instances.

I am anxious to hear about the crisis facing the FAA with regard
to the retiring air traffic controllers. It is my understanding that
FAA estimates that over 70 percent of its controller workforce will
be eligible to retire in 10 years. It is vitally important that we have
as many well qualified controllers as possible ready to replace
these retiring workers so that in no way is the safety of passengers
compromised.

Again, I look forward to hearing from the speakers, and I thank
you, Mr. Chairman, for calling this meeting.



Mr. CoSTELLO. Thank you.

The Chair recognizes Mr. Ehlers for an opening statement or re-
marks.

Mr. EHLERS. Thank you, Mr. Chairman. I appreciate this, and I
appreciate the hearing.

I want to begin by publicly apologizing to the Administrator. At
the last hearing we had, there was considerable frustration and
anger among Members of the Committee about the huge increase
in the gas tax. As everyone in the Congress knows, if we try to
raise the gas tax on automobiles by one cent, there is an incredible
reaction from the public, and the huge increase in the gas tax that
was being discussed triggered a strong reaction. I see Mr. Boswell
smiling. I think he was part of the reaction.

I was impolite enough to say that that proposal was dead on ar-
rival. I apologize to the Administrator for implying somehow that
everything she said was dead on arrival. It was only the tripling
of the gas tax.

I do appreciate your work and the incredible amount of effort it
takes to try to run the FAA and modernize it.

In terms of what is on the table today, I think the NextGen air
traffic control system is the key factor in increasing safety and de-
creasing costs in the future, and I will be watching that very close-
ly in the next few years because I have great interest in it.

Also, I am very interested in how ADS-B is going to impact on
the air traffic control system. Will it, in fact, improve the situation,
reduce costs of air traffic control or not? So I am eager to see what
the developments are on that, what the long term plans are and
what the timeframe is.

With that, and we have others who want to make comments, so
I will yield back the remainder of my time, Mr. Chairman.

Mr. COSTELLO. I thank the gentleman.

The Chair recognizes, for an opening statement or comments, the
gentlelady from California, Ms. Matsui.

Ms. MATsuUIL. Thank you, Mr. Chairman. Thank you and Ranking
Member Petri for holding this important hearing and to Adminis-
trator Blakey for providing testimony.

It is the duty of this Committee to craft the best possible policy
for the future of the Nation’s aviation system. Air travel is more
important than ever to America’s commerce and our way of life.

In and around my district, I have a large commercial airport and
the reliever report. I fly back and forth to Sacramento and to D.C.
a lot, and so I am personally very dependent on the system.

It is clear that our aviation system faces tremendous challenges.
We have an aging infrastructure that needs to be modernized, and
we need to expand capacity to meet future demand. So we have to
look at this situation strategically in the near, medium, and long
term.

I know there are many different objections voiced about this pro-
posal. For example, the airports have been very clear that they
think the increase to a $6.00 PFC is not sufficient to meet their in-
frastructure demands. In Sacramento, we are constructing a new
terminal, so this is something that really affects my constituents.

In general, there is going to be a lot of debate about how we allo-
cate the burden of maintaining, modernizing and expanding the
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aviation system. It is this Committee’s job to make sure the alloca-
tion is fair and that it yields sufficient resources to support future
demands. This is certainly not an easy task, but it is essential for
the long term success of the Nation’s aviation system and for its
economy.

I appreciate the thought and effort that Administrator Blakey
and her colleagues have put into this reauthorization proposal and
look forward to working with all of you as we continue this debate
this month. Thank you very much.

Mr. CosTELLO. The Chair recognizes Mr. Salazar for an opening
statement or comments.

Mr. SALAZAR. Thank you, Mr. Chairman.

Administrator Blakey, thank you so much for being here today.
I think I speak for most of my colleagues on the Committee when
I say I look forward to working with you and your staff in the com-
ing months on this very important issue. I appreciate that we will
be having several hearings on various aspects of the Administra-
tion’s FAA reauthorization proposal.

As T have indicated before, I am concerned about the specific
issue of user fees. I am still concerned, and I associate my remarks
with Mr. Mica’s remarks about the meat and potatoes way of fund-
ing this reauthorization and the NGATS. I am still unconvinced
that the current system of aviation excise taxes, which has pro-
vided a stable and ample trust fund, needs to be changed so dras-
tically, and I am very concerned about its impact on general avia-
tion.

We keep hearing about the cost of modernization and NGATS.
While we agree that updating our aviation industry will require a
substantial amount of money, CBO has already indicated that both
the modernization and NGATS can be accomplished under the ex-
isting FAA financial structure.

In the coming weeks and months, we will be focusing on the
aviation needs of rural communities. Often times, these small com-
munities get overlooked and sidelined, and I want to ensure that
the Administration’s proposal adequately addresses the needs of
such communities.

I believe that we are working toward the same goal, to ensure
that the United States continues to have the safest and most effi-
cient transportation system in the world, and the purpose of these
hearings is to decide how to best get there.

I look forward to your testimony today, Ms. Blakey, and I am
confident that we will address the issues I raised.

Thank you, Mr. Chairman, and I yield back.

Mr. CoSTELLO. I thank the gentleman.

Mr. Boswell is recognized for an opening statement or brief re-
marks.

Mr. BoswWELL. Thank you, Mr. Chairman, and I appreciate again
your having this continuing dialogue.

I guess I would join Mr. Ehlers, Ms. Blakey, in saying that I
said, yes, almost internally as he said what he did the other day.
I Waﬁr{l’t quite ready to use DOA, but we have got to talk. We have
to talk.

I would say this: You have got your job to do. We respect your
job, and you have to perceive it as you see it, and we respect that.
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However, we do too, and I think you respect that. I believe that for
the moment at least. You just nodded. I thank you. So we will en-
deavor to respect your position and talk as you see it, and hopefully
you will appreciate our responsibility to do oversight and to stand
strongly for that which we believe and seek your willingness to
work with us for solutions.

I am not into games. I don’t think any of us are. We must engage
in solutions.

Of course, you know that many of us advocate for general avia-
tion. We are not making any secret about that and for many rea-
sons. Yes, we use it. We greatly appreciate the impact of general
aviation on the National economy, jobs, manufacturing, moving
people, moving people with tight schedules, moving priority goods,
et cetera, et cetera, et cetera. I personally believe that GA is at the
table and willing to pay their or our part through current re-
sources.

Let us see if we can’t find a solution. It is not we, they, you, us.
It is a solution. That is what we need. I think you have got the
wherewithal to come a little further than you have come so far, so
we will just have to work on it together. But stand your ground.
We will stand ours. But at the end of the day, if we have just ar-
gued and no solution, what have we accomplished?

General aviation is at the table. I hope you are talking to them
and talking to them openly, and I seek that very much.

Thank you, Mr. Chairman. Let us carry on.

Mr. CoSTELLO. I thank the gentleman.

The Chair recognizes Mr. Hayes for an opening statement or
brief remarks.

Mr. HAYES. Thank you, Mr. Chairman.

Welcome, Ms. Blakey.

I would like to reflect what Chairman Boswell—he is Chairman
on the Agriculture Committee—has already said, just briefly. This
is a terrible imposition on a segment of the marketplace which will
have incredible impact on that industry. We are all friends here.

I would like to follow up on what I said in an earlier hearing.
I would like to have some way to sit down with some of the poten-
tial providers of air traffic control upgrades and look and see what
they are saying.

But as I look, and you all have some wonderful numbers. There
are some number crunchers out there that can give you numbers
that will dazzle you, but they just don’t, I think, accurately reflect.
I am not that well prepared. We will talk about it in questions
later, to go over that, but when you look at the percentage increase,
the guy flying a 747, it is an 18 percent cut for a guy flying a Bo-
nanza. It is a 275 percent increase.

Again, we welcome the debate and welcome your interest and ac-
tivity and commitment to the job, but let us keep all the doors and
dialogues open going forward so that we don’t lose a vital and dy-
namic part of the U.S economy which is suppliers and everything
else that are providing. We don’t want the impact of the luxury tax
that took place a few years ago. The airlines are critically impor-
tant. We have given them billions of dollars in subsidies. Let us
just be careful going forward that we don’t do the wrong thing.

Again, thanks for being here.
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Thanks, Mr. Chairman, for having the hearing.

Mr. CosTELLO. I thank the gentleman.

The Chair recognizes the gentleman from Wisconsin, Mr. Kagen,
for an opening statement or brief remarks.

Mr. KAGEN. Thank you, Mr. Chairman. I am very pleased to be
here today, and I want to thank Administrator Blakey for being
here and joining us as well.

I would also like to thank Chairman Costello, Chairman Ober-
star, Ranking Member Mica and my good friend and colleague from
Wisconsin, Tom Petri, because by working together, these hearings
on FAA will help us to reauthorize something that will be proud
for everyone to stand by.

I believe that everyone here today will agree that by examining
and understanding all the complexities surrounding this issue, we
will ensure that the future trust fund will be successful, and it is
immensely important to us all.

As our Nation’s infrastructure continues to grow and to expand,
the need to address the problems associated with such growth be-
come apparent. Nowhere is this clearer than in our aviation infra-
structure and operations. With the numbers of air passengers in-
creasing every year, delays growing longer, not just for passengers
but for everyone in this room and Members of this Congress, the
air traffic congestion is increasing. Fuel prices are rising, and the
air personnel shortages are obvious to everyone. They are becoming
a reality.

I believe we must look at this as a real opportunity, a unique op-
portunity to create a better and more efficient technologically ad-
vanced system that will serve our citizens with the best service
possible. I am particularly interested in hearing Administrator
Blakey’s thoughts on the Small Community Air Service Develop-
ment Program which could greatly benefit my constituents in
northeast Wisconsin and bring in economic development to our
area.

During this hearing, it is my hope that we can start to work to-
wards putting together reauthorization legislation that will suc-
cessfully address the financial, the developmental and moderniza-
tion demands to design an aviation system that will serve all of its
users.

Thank you, Mr. Chairman. I yield back.

Mr. CosTELLO. I thank the gentleman.

At this time, the Chair recognizes the Administrator of the FAA,
Administrator Blakey, for her statement, and we welcome you here
today.

I want to let the Members know that we had a long conversation
yesterday and talked about some of the issues that we will be ad-
dressing here today.

Administrator Blakey?

TESTIMONY OF THE HONORABLE MARION C. BLAKEY, ADMIN-
ISTRATOR, FEDERAL AVIATION ADMINISTRATION, U.S. DE-
PARTMENT OF TRANSPORTATION

Ms. BLAKEY. Good morning, Chairman Costello. It is a pleasure
to appear before you and Congressman Petri and all the Members
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of this dedicated Subcommittee. I appreciate your focus on FAA’s
move toward financial reform.

In my view, the future of this system and this bill are inex-
tricably linked. As plainly as I can say it, without the funding pro-
vided for the Next Generation financed through the Next Genera-
tion Financing Reform Act of 2007, there will be no NextGen sys-
tem in time to prevent gridlock in the skies. Without the program
flexibility, financial stability and beneficial budget treatment that
this bill brings, our plan for the Next Generation air transportation
system is likely to limp along far behind the traffic.

The act provides for financing through fuel taxes and user fees.
Significantly, the user fees will be treated as offsetting collections
that ensure that aviation revenues are used for aviation purposes.
The act allows for borrowing authority, an important tool in any fi-
nancial tool box.

Without a firm foundation of financial stability, the year to year
uncertainties of budgets and revenues will neutralize the impact of
our having a long term plan. Instead, NextGen will be the solution
to a problem that we anticipated and studied but failed to really
address, a legacy of starts and stops, very much too little too late.
It is my firm belief that our status quo financing structure cannot
deliver the NextGen system we need when and where we need it.

Remember, this is a system that uses the latest satellite tech-
nology to expand capacity, reduce delays, lower unit cost, provide
major environmental benefits and substantially improve safety.
Satellite technology has revolutionized everything in America, from
cars on the highway to GPS embedded in our toddlers’ sneakers.
Isn’t it time that we brought it into aviation?

Make no mistake, NextGen is not about pie in the sky. We have
a clear vision and a plan to execute it. Both were developed in part-
nership with stakeholders from across the spectrum of aviation,
from pilots and airlines to the GA community at every level to me-
chanics to Wall Street and beyond. They agree. We agree. NextGen
will get us where aviation needs to go. But we do need to act quick-
ly if we hope to avoid the aviation system resembling the L.A. free-
way on a hot Friday afternoon.

A cost-based system, such as we advocate, will be much more
transparent and accountable for the FAA, the passengers and the
users, and significantly, it will give Congress more insight into our
cos}tls, helping you conduct much more detailed and effective over-
sight.

Yes, changing our financing structure is hard. I acknowledge
that. But if we fail to create a direct link between FAA costs and
revenues, if we just circle the runway, waiting for the weather to
clear, aviation users across the spectrum will suffer. To put it mild-
ly, and I think many of you noted this here today, the system is
in trouble. While it is the safest system in the world, it is grossly
inefficient and everyone who flies it, knows it. It is built on a series
of fixed way points from the days of flying the mail in the twenties
and thirties. We have squeezed every ounce of capacity out of the
current air traffic system.

Even so, in the future, congestion will rule the day. The undeni-
able fact is that we face a billion passengers by 2015. An ever in-
creasing number of very light business jets is going to be fueling
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that. Traffic levels will double, perhaps in some areas, even triple
in the not too far distant future. We have to plan for this.

I am here today to say that the band-aid solutions of the past
will not be enough. We can’t keep trying to scale up an air traffic
control system that is based largely on 1960s technology. We need
to take bold action, and with taxes and user fees expiring in Sep-
tember, we have to get it right this first time. We really have to
take action now. The next six months are pivotal. If we let this
once in a lifetime opportunity pass, we will begin to watch world
leadership slip through America’s grasp, in aviation.

The challenges I just described aren’t limited to our air space.
The problems of crowded skies and airports are worldwide. Europe
is already moving ahead with Sesar, their version of NextGen, and
they have got the funding to do it.

My assessment, the rest of the world already knows how critical
this is, but they aren’t waiting around for the United States. They
like our help and leadership, but they also know how to do it. We
may have been the birthplace of aviation, but success at Kitty
Hawk is not going to be enough to keep us out front now. Someone
else’s technologies and someone else’s standards will pave the way
if we don’t.

While the rest of the world has their action plan in high gear,
we risk getting bogged down in a debate over who is going to pick
up the tab. Truth be told, right now, the passenger in the middle
seat is footing the lion’s share of the bill for operating the system.
The folks back home, buying airline tickets, pay 95 percent of the
cost, but they are imposing only 73 percent of the requirements.
That is not right.

Imagine a restaurant that required you to pick up the tab for the
people sitting at the next table. It is not as far fetched as it sounds
because it is what happens in our skies every day. A seat on a com-
mercial jet liner is the most heavily taxed spot in all of aviation.

General aviation represents 16 percent of the cost to operate the
system, yet it currently only pays 3 percent. Everyday passengers
shouldn’t have to pick up the tab for a CEO flying across the Coun-
try in a private jet.

This year represents a rare opportunity to leave an important
legacy for our children, but to successfully develop that NextGen
system, we need a revenue stream that is tied to the actual cost
of our operations. We need a revenue stream that is reliable and
equitable where all users pay their fair share. The hybrid financing
scheme that we have put on the table last month is balanced, it
is fair and it delivers on all these counts. We can indeed alter the
future of aviation by creating a NextGen system that keeps Amer-
ica, number one.

If we fail to act on the NextGen financing reform, we will be
headed overseas to ask world leaders of aviation to help us catch
up.
Thank you very much.

Mr. CosTELLO. I thank you.

I have a few questions, and then I will reserve some time and
come back and have a few more later.

I wonder, Administrator Blakey, concerning the user fee proposal
by the Administration, I think there is a lot of questions and confu-
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sion as to how this system would operate. So I wonder if you would
take the time to walk us through from an administrative stand-
point, how the fees would be assessed, how they would be collected,
how the system would work.

Ms. BLAKEY. Certainly. As you all may have observed from look-
ing at our proposal, the taxes and fees expire in September of this
year. We would take fiscal year 2008 to continue the current sys-
tem of taxes and fees while we put together the administrative ap-
paratus that is necessary to then begin setting the new system,
turning the new system on for 2009.

What you would expect is this: The GA community continues to
pay exactly as they do today. This has been their preference. So
when we talk about increasing a fuel tax, it was their preference
that they pay at the pump through a fuel tax, and that will con-
tinue just as it does now.

For those who will be paying user fees, and this is largely com-
mercial aviation, they will be paying as they pay all of their other
bills. For the most part, these are significant companies. They pay
vouchers just like everyone else. There are only about 500 of them
that we expect to be issuing on a monthly basis. So it is not a par-
ticularly complicated system. Remember that we charge overflight
fees right now on a monthly basis to air carriers all over the world.
We do it efficiently and well and no complaints.

But I would expect under the new system, that what we will do
is put out a request for proposals and find out who can most effi-
ciently do the billing, and we will issue a contract so it will not be
an increase in bureaucracy for the FAA. Those fees, the charges for
those fees would begin going out after the services are rendered,
and we would expect payment within two months of when the serv-
ice was rendered.

Mr. CosTELLO. You know you have heard from Members of the
Subcommittee concerning how user fees would impact general avia-
tion for the recreational person or for the person who does not fly
commercially or does not charter. How do you see the user fees im-
pacting that type of person or that sector of the people who will be
affected by the user fees?

Ms. BLAKEY. I don’t see them affected at all. That is one of the
great myths in all of this. There was a great fear on the part of
general aviation pilots that they would suddenly be charged user
fees, and for two years, there were magazine articles and in the
press, there were questions about how a user fee would affect gen-
eral aviation.

The only circumstance in which the recreation flyer would pay
any form of fee, and this is something that is discretionary under
our proposal. All of this has not been determined that it will actu-
ally occur this way, but it would be if the recreational flyer decided
to fly into one of the 30 most congested airports in the Country.
There, we would expect that we would be charging a terminal fee.

But let me give you an example of what we are talking about in
fees because, again, I think this is something that is looming much
larger than is in any way, shape or form likely. If you are talking,
for example, about a small plane like a Cessna 182 flying into a
large hub, the fee for landing there would be $3.86 if you use the
kind of weight measure that is used around the world. Let me re-
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peat that, $3.86. Now whoever flew that plane is going to pay a lot
more than that to park in the parking garage.

But I can go up. A Beech Bonanza would pay $5.07. Now, is this
an onerous fee to fly into the most congested airports in America?

Even going into the jets, a Cessna Citation, now here, we are
over $10 million in aircraft so presumably there is some where-
withal there, but you are talking $15.93. Again, I don’t think we
have got a parking garage in Washington where you are going to
be able to park for 24 hours for that.

So I ask you, does this look to you like this is an onerous burden?
I think when people look at the actual facts, they will realize that
general aviation, 99 percent of the time, the recreational flyers pay
no user fees, and if they should want to fly into O’Hare, those are
the kinds of fees we are talking about.

Mr. CosTELLO. I have several other questions, but I will go to
other Members now and come back later to ask my questions.

At this time, the Chair recognizes the Ranking Member.

Mr. PETRI. I think many of the Members will have questions.

I wonder if you could outline for us, the best you can, the pro-
jected cost, additional cost of what is expected to be deployed of the
new system during the reauthorization period before us. Do you
have an idea of what we are talking about, what we are going to
be buying during those five years and what it would cost?

Ms. BLAKEY. Absolutely, absolutely. In fact, I think we have a
very detailed plan for the NextGen system for the next five years.
You will look in the out years in the budget, and you will see there
that the Administration is proposing a total of $4.6 billion addi-
tional over five years for deployment of next year. Now that is very
significantly for ADS-B which I have heard a number of the pilots
here already speak about.

ADS-B is the backbone of the new system. It is an absolutely
critical technology that is becoming deployed worldwide. We are
not the only Country moving toward it. It is because it provides
great precision in terms of surveillance, knowing exactly where air-
craft are, and giving pilots and controllers the same picture on a
screen of where they are in relation to all the traffic around. It up-
dates every second versus the best of our radar, the very best, is
every six seconds. So you can see the potential in that kind of pre-
cision as you go down the road for all sorts of efficiencies and safe-
ty that is involved.

We will put a lot of money into ADS-B during that period. We
also will be putting money into what is called SWIM, and this is
essentially the internet for aviation. This is the ability to move
data and to provide from a number of key databases for both secu-
rity, defense as well as critical information for us, a network of in-
formation that can be called on.

There are a number of other demonstration programs in there as
well. Data link, the concept that you do not want to continue to
rely solely on voice communication, one controller talking to one
pilot, but rather use data as we do in every other form of life,
email, if you will, to communicate so that you can do so much,
much more efficiently.

There is tremendous safety in all of this as well. One of the big
errors that you have in aviation now is what are called hear back,
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read back errors, when a pilot does not hear correctly what the con-
troller said or vice versa. The precision of data, having it right
there in front of you in black and white, is huge.

So that is the kind of investment. That is what we are looking
for over the next five years. As we move into the out years, there
are spikes. Some of the investments get higher because, as you
would appreciate, when you are moving into full deployment on all
of this, it gets to be increased in the years, in the early teens, if
you will. Then as you go down toward 2025, the investments begin
to decline. We are projecting for infrastructure for the entire
NextGen, a range of between $15 to $22 billion out to 2025.

Mr. PETRI. Could you describe at all the impact of a delay in the
reauthorization on this? Would it be possible to begin contracting
and deploying this system? You are already probably studying and
doing some pieces of it even as we speak.

Are there ways we could, if the reauthorization should, heaven
forbid, be delayed for some reason, accommodate the needed financ-
ing and steps that would be required to nonetheless begin with this
new system?

Ms. BLAKEY. One of the most important aspects of the new sys-
tem is it provides certainty. It provides predictability, stability in
the financing, so that all who are out there contracting, bidding
and providing, know what to count on. That has been one of the
most enormous problems in the FAA’s capital investments up until
this point, the ups and downs in the funding streams that have
often put contracts at risks, have sometimes caused them to stop,
change course. As that went on, they were prolonged. The costs
went up, and on it went.

We don’t want to see that happen with this. The stakes are too
high to get in front of the congestion, and frankly the costs will go
up if we do it that way.

Now if we miss the 30th of September as a date, what is likely
to happen? I can’t tell you. We only have two months left in the
trust fund to operate the FAA. We are having to let a major ADS-
B contract this summer. We have all of these airport projects that
you all referenced that are critical to stay on track. If the Congress
lits the taxes and fees lapse, there will be no money for any of
that.

If, on the other hand, Congress decides to do what was done with
the Highway Bill, and I know a number of the Members of this
Committee remember the agony that you all went through on that,
that is a series of short term extensions. That doesn’t work in avia-
tion. These projects are too big. Once you start saying, well, we are
going to authorize for two months, three months, construction on
runways doesn’t work that way. People can’t operate without hav-
ing the knowledge that they are going to be able to get through a
construction season and through a critical phase of a project.

We have dollar figures, and they are pretty staggering, and I
would be happy to provide the Committee, based on the scenario
that might be likely. So if you all would like to discuss it further,
if you think that is becoming a likelihood, but I would certainly beg
you, please, do not miss the deadline. This is very critical.

Mr. CoSTELLO. The Chair recognizes Mr. DeFazio.

Mr. DEFAZIO. Thank you, Mr. Chairman.
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Madam Administrator, great to see you here again. You received
such a warm reception last time. I bet you were looking forward
to coming back. You are doing a great job of defending the indefen-
sible so far, but I do have a few questions.

Since this is a supposed to be cost-based system, there is a cer-
tain percentage contributed by the general fund which I have al-
ways felt was inadequate. As I look at the Administration’s projec-
tions, you apparently project you will continue at approximately
that percentage into the future or that amount of contribution
which would become a smaller percentage into the future, is that
correct?

Ms. BLAKEY. It is about 19 percent.

Mr. DEFAzZI1O. Right, but I think the numbers for the general
fund are fairly stable and we are expecting costs to increase, so it
would become a smaller percent.

Ms. BLAKEY. That is probably true.

Mr. DEFAZIO. But then I look at another portion that really puz-
zles me about your user fee. Now that is paid for by taxpayers in
the United States, correct?

Ms. BLAKEY. And let me know one thing about the general fund.
As you see for the first time, what we are doing is putting certain
kinds of costs that the general fund should cover, categories of
costs, which we think is a good and fair thing to do because we see
them either supporting the smallest of GA in a way that GA cannot
support for their safety functions, that we believe it is appropriate.

Mr. DEFAz10. No, and I saw that, and those things are all emi-
nently justifiable. I would say that given the role aviation plays in
our National economy, that you could easily justify a larger con-
tribution, but we won’t debate that here. That is probably not your
choice to make with this Administration.

Here is a concern since this is supposed to assess the costs where
they lie. We have an international arrival and departure tax. A
very large proportion of people arriving and departing are foreign
citizens. Foreign citizens do not pay taxes in the United States.
Yet, you are proposing to reduce their contribution by 60 percent
which would be about $1.1 billion in 2008 and up to $1.6 billion
in 2012. Yet, at the same time, we are levying taxes on the people
of the United States and asking them to contribute to aviation, but
now we are saying foreigners should contribute less. I am curious
why we would walk away from $1.1 billion up to $1.6 billion in
part paid for by foreign travelers.

Ms. BLAKEY. Well, as you can appreciate, there are several ways
that people pay under this system. We felt a hybrid system was the
most flexible way to accommodate people. They will pay user fees,
and that is where that money is made up.

Mr. DEFAZIO. No, these are not fees paid by airlines. These are
paid by individual citizens of other nations when they arrive or de-
part the United States. I know the industry likes to think that
every fee paid by everybody is paid by them. It isn’t. It is paid by
people who arrive on their planes, and they are now going to con-
tribute $1.6 billion less toward the system in 2012.

Since we are trying to do something which is impossible, and
that is assess where the costs lay, I am just puzzled because I
doubt that any foreign country is going to dramatically drop their
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arrival and departure tax. It is a big source of revenue for a lot of
countries, but the U.S. would unilaterally drop ours. It just seems
to me a very puzzling thing, and I am not certain why we are doing
that.

Let me go to another conjecture we make. I did have the
misfortunate of studying economics as a young man. You reach a
certain point where you have to add capacity at a margin, but be-
fore that margin, you don’t have to add capacity.

In your statement, where you talk about two identical aircraft
flying from Boston to Miami, you are saying one is full of pas-
sengers and the other is half full, and then you are talking about
that or you talk about flying two planes and how that adds cost.
If someone flew two planes, that adds cost to the system. Well, ac-
tually it doesn’t. The air traffic controller is there. It may add to
their workload, but until you reach the point where you have to
add another air traffic controller, they aren’t increasing cost to the
system because the air traffic controller is there.

That is part of what underlays your supposition here which is
that there isn’t an underlying cost to the system to be maintained,
that actually every increment counts. Now we are going to move
to this extraordinary billing system, and I just have got to say, how
much do you expect this billing system is going to cost? How much
per unit?

There is going to be, I can’t remember in here how many billable
activities. It was many millions of billable activities on an annual
basis. How much do we expect the overhead is going to be for the
private entity which is going to administer the billing system?

Ms. BLAKEY. It is tiny.

Mr. DEFAZIO. It is tiny? It will be tiny? I mean if you look at the
insurance industry in America, their overhead is 26 to 28 percent.
Medicare’s is 2 to 3 percent.

You are saying, well, we are going to put this out to the private
sector. We are going to bid this out. We are going to outsource it.
It will be so much more efficient. Well, if they follow the insurance
model, we will actually lose a quarter of what we are raising to
costs for those folks. If we follow the Medicare model, the Govern-
ment model, we would lose 2 to 3 percent.

Ms. BLAKEY. I assume what you are talking about is the entire
administrative cost of running those programs. If it is costing our
insurance system $27, 27 percent to issue a bill, that accounts for
a lot of what is wrong with our insurance system. I can guarantee
you in aviation, that is not the case.

Mr. DEFAZI0. No, their overhead, but the point is have you done
an analysis?

I mean, first off, I think the billing system is going to be impos-
sible, and it is going to be a mess. Secondly, have you done a study
to show that it can be done cheaper by the private sector or is that
just an ideological assumption by this Administration who wants to
outsource everything?

Ms. BLAKEY. There is no ideology in this. It is a question of effi-
ciency. I do not have any preference where it is done.

Mr. DEFAzI10. Have you assessed then? Have you run two mod-
els? Here is the Government model; here is the private sector
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model. Have you gone out to some private sector folks and say,
what would you bid for this?

Ms. BLAKEY. Yes, we are doing that now.

Mr. DEFAZIO. And you compared to the public sector?

Ms. BLAKEY. We are doing that now.

Mr. DEFAzIO. Okay.

Ms. BLAKEY. I will be happy to show you the study as soon as
it is done. We have undertaken that.

Mr. DEFAzIO. Right, okay.

Ms. BLAKEY. Believe me, whatever is the most efficient. But you
have to remember, we are already billing right now for our over-
flight fees, and it is minuscule. This is the assumption that some-
how it costs a lot of money to put an invoice.

Mr. DEFAZ10. But how many million operations is that per year
versus what you are going to bill under the new system?

Ms. BLAKEY. You know I can get some calculations.

Mr. DEFAZIO. Right.

Ms. BLAKEY. But the top 110 companies that are involved in
commercial aviation are going to be paying 87 percent of this. You
can’t tell me it is that difficult to bill that.

Mr. DEFAZIO. But still, it is millions of operations, Madam Sec-
retary.

My time is expired, Mr. Chairman. Thank you, Mr. Chairman.

Mr. COSTELLO. You are quite welcome.

The Chair recognizes Mr. Mica.

Mr. MicA. Thank you, Mr. Costello.

I just got some interesting news. It says the U.K. has signaled
that it is likely to approve the Open Skies Aviation Pact between
the E.U. and the United States which to me is very good news,
something I have worked for. There are some special interests that
have tried to keep this from happening, who unfortunately maybe
thwarted. For the interest of the Members of the Committee, if you
don’t have international service now, its biggest promise is to bring
into our world, 27 countries all at once, both for expansion of avia-
tion and passenger service. The consumer will benefit. So I think
it holds some great promises.

Now one of the things that might stand in our way is even the
capacity to deal with this new tremendous increase in air traffic on
both sides of the Atlantic. Wouldn’t you agree that, first, this is a
very positive step, but secondly, if we are going to play in this glob-
al market, see jobs increase and aviation expand on both sides of
the Atlantic, that we would have to have a system to deal with
that?

Ms. BLAKEY. Absolutely, absolutely, and the skies around JFK as
well as Heathrow are going to have to have the advantage of these
new technologies which Britain has committed to.

Mr. Mica. Right. A little bit was talked about who pays for this
system, and I have spent some time looking at the European sys-
tem, the Canadian system. It is my understanding that those are
pretty much paid for by the users. There is not much of a general
federal contribution in any of those instances. Is that your knowl-
edge?

Ms. BLAKEY. Yes, as a general matter.
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Mr. Mica. Right now, it is about 19 or 20 percent that the aver-
age citizen pays, and I think what you are proposing is a little bit
fairer. I would like to see the whole thing paid by the users, not
some poor guy in Iowa or North Carolina or Hawaii who never gets
on an airplane and doesn’t have the benefit of a $15 million jet
with maybe six seats or a $750 plane ticket. But he, right now, is
underwriting, to the tune of 20 percent, the system and the serv-
ices, is that correct?

Ms. BLAKEY. That is correct.

Mr. Mica. Okay. It does cost us about $14 billion, and we take
about $2 billion out of the general treasury, is that the ballpark?

Ms. BLAKEY. Yes.

Mr. MicA. You have tried to put together a fair system so every-
body pays based on use. That is your basic criteria.

Ms. BLAKEY. Equity was one.

Mr. MicA. I see you have advocated some increases for general
aviation based on, I guess it is their fuel tax, 21 and 19 going to
54— am sorry—56.4. Your calculations determine that that is
based on their actual cost to operate in the system.

Ms. BLAKEY. It is. The way this works is this, that when we look
at general aviation across the board. This includes high end as well
as the recreational flyer. They impose about 16 percent of the cost
on the system. We then took a look at what we thought very legiti-
mately the general fund could support.

Congressman Mica, I hear your concern on that, but our position
was that the general fund could pick up a number of costs that
benefit GA like the flight service stations, which are an important
measure of safety there, and low activity towers where the towers
really don’t have a cost benefit but they are important again to the
GA community. So we took those off, and that dropped then the
percentage down to about 11 percent of the costs that have to be
covered.

Out of that 11 percent, the way the weight of the fuel tax will
go is the GA community is only picking up 1 percent for the rec-
reational flyer. The 10 percent is picked up by the turbine pilot, by
the turbine aircraft, which is, of course, for the most part, your
business aircraft, your high end GA.

Mr. Mica. Okay. One final question, my time is about to expire,
but I made this radar screen up for you. This is a mock-up. It is
a Mica radar screen. Each of these dots indicate either a commer-
cial jet, a general aviation jet or general aviation aircraft. Now, of
course, a lot of general aviation doesn’t get into this range of this
radar screen. Maybe some flying lower, whatever, close to the
ground. But for the most part, what is the difference in your cost
of service and can you identify or can you tell me which is which
of my dots?

Ms. BLAKEY. Well, not at this distance, and I am squinting.

[Laughter.]

Mr. MicA. They are all the same. These are perfectly round sym-
metrical dots, all equal.

Ms. BLAKEY. Yes, yes. We can pull up N numbers, and we know
exactly who each one of those dots would be if it were a real radar
screen, and the cost to provide air traffic control is essentially the
same to all the dots.
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Mr. MicA. Thank you. You have answered my questions.

Just for the record, I didn’t have time. You mentioned flight serv-
ice stations, and you know the problem we have had with consoli-
dation. At some point, you might want to talk to folks about that
and the BRAC provision.

Thank you.

Mr. CosTELLO. The Chair recognizes the gentleman from Mis-
souri, Mr. Carnahan.

Mr. CARNAHAN. Thank you, Mr. Chairman, and thank you, Rank-
ing Member, for this ambitious schedule to get through this author-
ization.

To Administrator Blakey, thank you for being back and for your
work on this proposal. I consider this a starting point, but there
is obviously a lot of concern about many of the provisions in this
proposal.

I want to express my concern particularly about the general avia-
tion fees. My State, while it has several urban hubs, we have a lot
of rural area in between. General aviation is vital to those indi-
vidual recreational flyers as well as small business. So I think it
has got to be addressed in a more fair and even way.

You mentioned the CEOs flying the corporate jets. That is cer-
tainly one segment of general aviation, but I think we have a whole
lot of other folks flying the smaller planes. We have got to be care-
ful on the burden we put on them.

I also want to follow up on the prior questioning about the pri-
vatization of the billing system that has been proposed. I under-
stand you are doing a study about that. I, too, would very much
like to see that comparison. To be frank, the Administration does
not have a very good track record on privatization in general. So
I have that concern.

In particular, I would like to ask would the privatization pro-
posals that you are discussing allow these billing operations to be
outsourced, say, to India or somewhere outside the United States?

Ms. BLAKEY. Well, I will tell you. We have looked at the issue
of how you send the bills out and get the receipts in as a purely
administrative function, a very small one, which we don’t come to
this with the conviction that it should be private or public or some
in between organization. I think our view was we would like to just
do it with the best, most efficient system through good analysis,
and we are using an outside accounting firm and their expertise to
look at this, to tell us what might make the most sense. But we
don’t have conviction that it has to be private any more than we
do that it needs to be public or one of the non-profit organizations
that serve aviation. For example, a lot of this is done outside the
United States by the International Air Transport Association which
is a non-profit.

So we don’t know. I certainly don’t have, and if Congress has
some views that there should be certain kinds of parameters or
constraints on that. I think our intent would be to consult with the
stakeholder community and you all, look at the best method to do
it and see.

No one has taken any great interest to this point in how we col-
lect the fees from foreign airlines, which we do on a monthly basis,
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but there may be some things to learn there. It is going very effi-
ciently, and it is being run in house. We are doing that ourselves.

Mr. CARNAHAN. Thank you. I am going to jump on to another
question.

The other thing I would like to touch on before my time is up,
we talked at the prior hearing about my concern with the high rate
of retirement among active controllers and their treatment. I want
to ask you to address the issue. Under the NextGen proposal that
was released, it details a need to hire 15,000 new controllers over
the next 10 years while simultaneously FAA is actively planning
the NextGen system which will rely heavily on satellite and net-
work-based air traffic control. How does your plan to hire these
new controllers mesh with the need to move to increasingly more
technology-driven systems and do you anticipate that air traffic
controller positions will be eliminated through this process?

Ms. BLAKEY. No, I will tell you. The two plans mesh very closely
because obviously when you are planning 10 years out as we are
with our controller hiring plan, you want to take advantage of all
of the NextGen systems that will be coming into place. Remember
that we have known that this group of controllers was going to be
retiring at approximately the rate they are for the last 20 years.
It was a group of people that were hired at one point 20 years ago
following the PATCO strike, and they must retire by age 56.

So this is something we have long planned for, and the plan we
have is really moving along with great precision and working well.
We are bringing in new controllers. We have got our academy
classes filled. We are committed this year to hiring 1,386 control-
lers which exactly meets our end of the year totals for traffic.

The 15,000 that you mentioned for the 10 years out, we are not
seeing a need to diminish the need for controllers. In fact, as you
see, we are increasing the number of controllers because there will
be more traffic. We see that more traffic means they will be able
to take advantage of this new technology which will make their
monitoring and managing traffic and looking at anomalies and
working on the issues of traffic flow. So it will change their jobs.
Frankly, their jobs will be less stressful.

I would love to share with you a study that was just done by
MITRE, looking at the application of NextGen technologies in a
simulation with controllers doing the traffic that we are antici-
pating in 2014 without it and then what their workload is like if
they have the advantage of this technology. It is like night and day,
and they will have a tremendous advantage and a great deal more
information, a lot more automation and the ability, as I say, to
manage a broader range of traffic without that constant pressure
of talking to every single aircraft. It is, frankly, a great improve-
ment in the job and a big boost for safety.

Mr. CARNAHAN. Thank you. I would be very interested in seeing
that.
| Ms. BLAKEY. But there will be more controllers, not less control-
ers.

Mr. CARNAHAN. I would be very interested in seeing the study.
Thank you.

Ms. BLAKEY. Sure.

Mr. CosTELLO. I thank the gentleman.
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The Chair recognizes Mr. LaTourette.

Mr. LATOURETTE. Thank you very much, Mr. Chairman.

Administrator, welcome. I have just a couple of observations.
Picking up on what Mr. Mica was mentioning earlier with more
and more governments going to cost-based user fee systems, I think
that you and your team should be commended for putting forward
the proposal that you have. Even though we may not agree on all
the pieces, I think it is important that we have this dialogue.

I also want to commend you and your team for the cost allocation
study, and I think it does give us a clear picture of who has been
bearing the bulk of the costs of who has been using the system. No
matter what the outcome of this tax-based system versus user fee
discussion that we are going to be having over the next couple of
months, I do find the information that you put together to be valu-
able.

There are some pieces of the proposal, though, that cause me
some concerns. While I don’t expect you to have all the answers
today, maybe you could tell me what the thought process was.
First, congestion fees, I get congestion fees. I think that is an im-
portant piece of the plan, but I am wondering why they are as-
sessed by airport. It seems to me that it doesn’t matter whether
you are a big plane or little plane if you are going to New York,
Chicago or San Francisco, I think you should pay a congestion fee.
But why do we pick one airport in New York, for instance, when
others are served by the same TRACON?

Following some of the answers you have given to people already
on this and Mr. Mica’s radar screen which I really couldn’t see
from where I was seated, what does it matter if that dot is going
to the airport at White Plains versus JFK or LaGuardia? Why is
the congestion fee based by airport as opposed to TRACON?

Ms. BLAKEY. Well, of course, there is a certain amount of history
in this that goes back to existing legislation. Our current statutes
actually allow for congestion fees by airport under certain very re-
strictive circumstances. So it is, in a way, an elaboration on that.

There is also, in terms of the specific airport that I believe you
are referring to and that is LaGuardia, a history here that shows
that there really is no way that we currently area aware of to ex-
pand the footprint of LaGuardia and bring in more aircraft. When
the cap was lifted—as you know, that was back in 2000—it was a
fire sale on everyone rushing in there. Really, not only LaGuardia
gridlocked, but it really put the whole system into vast delays.

So the issue of how do you best allot the capacity at LaGuardia
has been a subject of long debate. The proposal that we have does
give the port authority the ability to step into this. But at the same
time, we are looking at incentivizing GA to land at other airports
through this because if you put a congestion fee on LaGuardia, if
you are GA and you can use another airport anywhere such as
Teterboro, there are incentives for that for start. We hope that it
will have those effects.

We would be very happy to come up, though, and talk to you,
Congressman LaTourette, at some length about this because there
have been a number of theories about it. As you know, this bill also
allows for auction-based allocations, et cetera of the existing slot