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STATUS OF THE AIRPORT AND
AIRWAY TRUST FUND

THURSDAY, FEBRUARY 3, 2011

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:02 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Present: Senators Cardin, Hatch, Snowe, Kyl, Roberts, and
Thune.

Also present: Democratic Staff: Russ Sullivan, Staff Director;
Lilly Batchelder, Chief Tax Counsel; and Pat Bousliman, Natural
Resource Advisor. Republican Staff: Chris Campbell, Staff Director;
Mark Prater, Deputy Chief of Staff and Chief Tax Counsel; Nick
Wyatt, Tax and Nomination Professional Staff Member; and Jay
Khosla, Chief Health Counsel.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

This morning, before we turn to our scheduled business, we have
an important task. Today we welcome the new ranking member of
the Finance Committee, my colleague, my friend, Orrin Hatch.
Only four Senators from Utah have served on the Finance Com-
mittee, and Senator Hatch is the third of those to serve as either
chairman or ranking member.

After Utah attained Statehood in 1896, Senator Reed Smoot was
the first member from Utah to join the committee in 1909. Since
then, Utah has had a member on the committee a remarkable 73
out of the last 102 years. In fact, there are only two periods of time
when Utah did not have a member on the committee, from 1941
to 1952, between Senators William King and Wallace Bennett, and
1975 to June 1991, between Senators Bennett and Hatch.

Remarkably, each member of the Utah delegation has served at
least 18 years on the committee. This June, Senator Hatch will cel-
ebrate 20 years of service on the committee.

By assuming this dual role as ranking member, Senator Hatch
joins an exclusive club. You will have the 4th-longest stretch of
time from an initial appointment to the committee until attaining
either chairman or ranking member status. It will have taken him
just under 20 years to do so. [Laughter.]
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Only three members have taken more time, and that record of
22 years is jointly held by Senator Roth, Senator Byrd, Sr., and me.
[Laughter.]

Both Senator Hatch and I come from western States, where prac-
ticality and pragmatism are a way of life. We like to deliver results
for our constituents. That connection is one reason we have been
able to partner on the committee to get things done.

Senator Hatch and I have been partners in the effort to make the
Research and Development Tax Credit permanent and give busi-
nesses the certainty they need to grow. We worked together to re-
authorize the Children’s Health Insurance Program, sometimes
called CHIP. CHIP ensures that kids in working families can see
a doctor and get the medicines that they need.

Together, we produced a robust bipartisan bill in 2007, and I am
proud to say that that legislation provided a strong foundation for
the CHIP bill which was finally signed into law. Those are great
examples of the Finance Committee’s long history of working to-
gether and building consensus to get things done, and I am con-
fident that tradition will continue.

Now I would like to take a moment to unveil Senator Hatch’s of-
ficial photo, which will welcome guests to the Finance Committee.
[Applause.]

Thank you all. You are a very valued friend, and I look forward
to serving with you.

Senator HATCH. Thank you. I appreciate it.

The CHAIRMAN. Would you like to say something?

OPENING STATEMENT OF HON. ORRIN G. HATCH,
A U.S. SENATOR FROM UTAH

Senator HATCH. I want to thank my friend, Max Baucus, for this
kindness. When I walked in and saw that, I knew there was some-
thing wrong here. [Laughter.]

It is a great honor to serve on this committee.

I am happy to see my friend Ben Cardin come on this committee,
and two new ones on our side, Senator Thune and Senator Coburn,
both excellent Senators, as well as Senator Cardin. Senator Cardin
and I both graduated from the University of Pittsburgh School of
Law.

I just want you to know that I have served with Max Baucus for
a long time. He is an excellent chairman. He is fair, he is honest;
he does a good job. He is from the west, the intermountain west,
which I think brings a certain amount of clarity to the committee.

I am also deeply moved to see so many former staffers and others
here on the sides today. It means a lot to me. I do not want to talk
about it or I will start to get tears in my eyes, but it means a lot
to me. I did not know this was going to happen, to be honest with
you, and it is embarrassing. [Laughter.]

But it is such an honor to serve on this committee. This is the
most important committee in the Senate. It is not a knock on any
other committees, but just because of its jurisdiction. It is an abso-
lutely crucial committee, and I feel very honored to work with Max
Baucus, our Democrats, and of course the wonderful Republicans
we have on our side.
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It is a committee where I hope we can work together in the best
interests of our country. I will be doing the very best I can to do
that, and feel very honored by this. I want to thank all of you for
being here today. Like I said, it means a great deal to me. I did
not realize this was going to happen.

Max, we will work very well together as we have in the past. We
have passed a lot of things together and have done a lot on this
committee together. It is just a privilege to serve here, and not just
on this committee, but in the Senate as a whole, and to serve with
the type of people we have here. I look at Senator Kyl here. There
is not a better Senator in the Senate than Senator Kyl, or a harder
worker, or one who really does such an intellectually honest and
good job.

And I can say good comments about everybody on this com-
mittee, because I like everybody on this committee and appreciate
everybody on this committee. So I do not want to say anything
more. I just want to thank all of you for being here. It is a great
honor for me. I will just tell you I will do the very best I can. As
you all know, that means a lot of work for staff and everybody else.
So, we will do our best, and we hope you will all be helping from
the outside, those of you who are outside. Those who are inside, life
is going to get even rougher. You know what that means with me.
So, thank you, Max. Thanks for taking the time.

The CHAIRMAN. You are welcome. You are welcome, Senator.

1Senai:or HATcH. Thanks to all of you. Thanks very much. [Ap-
plause.]

The CHAIRMAN. I think Senator Kyl would like to say something.

OPENING STATEMENT OF HON. JON KYL,
A U.S. SENATOR FROM ARIZONA

Senator KYL. Yes. Thank you, Mr. Chairman. It is tradition, of
course, when someone ascends to the position of the chair or rank-
ing member, to say a few things. I, Orrin, very much appreciate
what you said about me.

But, Mr. Chairman, maybe we should reveal the results of the
election, that is to say, how Senator Hatch’s colleagues voted to put
him in this position. This is not an automatic proposition. This is
not a matter of just being old. [Laughter.]

Of course, Orrin came to the Senate when he was hardly of age.
[Laughter.]

We actually had an election on this. I hesitate to get into a lot
of detail about the debate that occurred and the candidates that
ran, and so on, but the election took approximately 2% seconds; it
was unanimous. That, obviously, is a testament to the esteem with
which his Republican colleagues hold Senator Hatch.

Just to reiterate something that is frequently said on this com-
mittee: everybody on this committee thinks it is pretty special, and
historically it has been, because there has been a lot of working to-
gether, but that is not to say that people on both sides of the aisle
do not bring to the committee very strongly held views that may
differ with each other. It is just that we have found ways to ulti-
mately work together to produce good results, and I am hopeful,
even based on the conversation the chairman and I had last night
on the Senate floor, that that kind of comity will continue to exist.
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I know that it will between the chairman and our now-ranking
member Senator Hatch, so I am pleased to acknowledge as a real
leader on the Republican side Senator Hatch as our ranking mem-
ber. It is going to make it fun for the next couple of years, working
on this committee, to have the two of you as the leaders on the
committee. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator, very much. Thank you.

Again, welcome, Senator Hatch.

I also want to take this opportunity to welcome our three new
members to the committee: Senator Cardin, Senator Coburn, and
Senator Thune.

Senator Cardin is the 8th Senator from the Old Line State to
serve on the Finance Committee. The last Marylander to serve on
the committee was Senator John Marshall Butler, who concluded
his service in 1962. Senator James Pearce had the longest service
in the committee, with 11 years, 3 months. He first served with the
Whig Party. When that party dissolved, he joined the Opposition
Party, before eventually joining the Democratic Party in 1859.

Senator Coburn is the 7th Senator from the Sooner State to
serve on the committee. The Oklahoman with the highest seniority
in the committee was Senator Robert Kerr. He ascended to the sec-
ond seat behind Chairman Harry Flood Byrd, Sr.

The last Oklahoman to serve on the committee was Senator Don
Nickles. Senator Nickles was appointed to this committee in 1995.
I served with him on the committee for nearly a decade. I might
say, too, another Oklahoman we are proud to have served with is
Senator David Boren, who joined the committees the same year I
did. We were both elected in 1978, and he began in January of
1979. Now he is the president of the University of Oklahoma. We
are very pleased today, though, to see Senator Coburn on the com-
mittee.

Senator Thune is the 4th Senator from the Mt. Rushmore State
to serve on the Finance Committee. Senator Harlan Bushfield was
the first South Dakotan to sit on the Finance Committee. He joined
the committee in 1945. While it took South Dakota 56 years to ob-
tain a seat on the committee, it took Montana longer. It took an
incredible 77 years for my State to get a seat in this committee.

I welcome Senator Cardin, Senator Coburn, and Senator Thune.
I very much appreciate your joining this committee. You are very,
very valuable, important members of the U.S. Senate and represent
your States terribly well, and I just thank you very much for decid-
ing that you wanted to join this committee, and making that choice
instead of serving on some other committee. Thank you very much.

All right. Down to business. Now I would like to turn to the topic
of the hearing, the status of the Airport and Airway Trust Fund.

I want to thank all of you who came to honor Senator Hatch.
Thank you very, very much. I know he appreciates it.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. Turning to the business present before the com-
mittee, Captain A.G. Lamplugh, a British World War I pilot, once
said, “Aviation itself is not inherently dangerous, but to an even
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greater degree than the sea, it is terribly unforgiving of careless-
ness, incapacity, or neglect.”

Today as we explore the state of the Airport and Airway Trust
Fund, also known as the Aviation Trust Fund, we must remember
just how dangerous and careless incapacity and neglect can be
when it comes to aviation. We cannot afford to neglect our aviation
infrastructure. Modernizing our runways and our air traffic control
will improve safety, protect consumers, and create jobs. Strong and
efficient aviation will reduce delays, lower costs, and improve ac-
cess to rural communities, including those in my home State of
Montana.

We thank our witness for joining us today, Dr. Dillingham, par-
ticularly on such short notice. We deeply appreciate your appear-
ance.

The trust fund was enacted more than 40 years ago to help fi-
nance the capital and operating costs of our aviation infrastructure.
Much has changed in aviation over the past 4 decades. From air-
line deregulation in the 1970s to the arrival of the Internet in the
1990s, air travel has undergone a dramatic transformation in the
4 decades since the trust fund was born.

So has the trust fund. Revenues paid into the fund have risen
from about $1 billion in 1971 to a projected $11 billion this year,
and a dramatic increase in air travel made clear the importance of
this fund.

By 2030, the U.S. air traffic system will handle an estimated
191,000 flights every day. This is a daily increase of about 49,000
flights. The number of passengers on U.S. flights will increase from
about 645 million this year to 1 billion per year by 2030.

The revenues from the Aviation Trust Fund are paying for dif-
ferent things than they used to, including new technologies like
NextGen. NextGen is the new GPS-based air traffic system that
will help us better use our airspace. NextGen’s precision will allow
us to significantly upgrade. Proper and careful implementation of
NextGen is critical—critical for improving safety, for improving
aviation efficiency, for creating jobs, and for advancing U.S. com-
petitiveness.

A word about safety. Until now, our air traffic control system has
relied on 1950s air radar that pilots use to navigate from point to
point. The use of NextGen’s GPS technology will allow for more
precise traffic control of aircraft. This will improve safety by letting
the air traffic controllers and pilots know the exact location of
every aircraft at every moment. With NextGen, both pilots and con-
trollers would have virtual maps in front of them to explain flights
and weather in real time.

NextGen will also improve air traffic efficiency. The GPS system
will let aircraft maneuver safely much closer together. This will
allow airports to maximize the use of existing runways and build
future runways closer together, reducing delays. Those delays are
costly and frustrating to passengers.

Consider an FAA Commission report issued last year which
found that flight delays cost our economy about $33 billion in the
year 2007. Passengers lost billions through time wasted at airports,
meals purchased while waiting for flights, hotels rented due to can-
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cellations, and missed connections. Some of that is because of the
weather, but also some of it is because we do not have NextGen.

Implementation of NextGen will also create jobs. According to a
report last October from the Treasury Department, more than 60
percent of the jobs created by infrastructure investments such as
NextGen occur in the construction sector. We all know that the
construction sector was the hardest hit by the recession, with an
average unemployment rate of over 15 percent.

Reauthorizing FAA legislation with investments in NextGen will
help improve the construction industry’s bleak situation and create
an estimated 250,000 jobs in airports across the country. Finally,
implementation of NextGen will improve U.S. competitiveness. We
simply cannot continue to lead the world economy if we do not in-
vest in infrastructure, including our transportation infrastructure.

According to the same Treasury report, the U.S. spends approxi-
mately 2 percent of our GDP on infrastructure, a 50-percent decline
from 1960. Meanwhile, China spends close to 9 percent of its GDP
on infrastructure, and Europe spends about 5 percent. We cannot
continue to ignore our roads, our runways, and our railways if we
want to compete in the global economy.

Today’s hearing is an important step this committee will take to-
ward improving the air traffic system. Through that process, we
will be working to fund an air traffic system that is safer and more
efficient, one that sustains and creates jobs, and one that enhances
our international competitiveness through investments in vital in-
frastructure.

We reported legislation to that end in the last two Congresses,
and last year the Senate passed that product by a vote of 93-0. But
unfortunately, those efforts did not result in the bill becoming law,
so we need to act again, and I urge us to do so very quickly. After
this hearing, I hope to mark up this bill within a matter of days
so we can get this bill on the floor and passed.

[The prepared statement of Chairman Baucus appears in the ap-
pendix. |

The CHAIRMAN. Senator Hatch?

OPENING STATEMENT OF HON. ORRIN G. HATCH,
A U.S. SENATOR FROM UTAH

Senator HATCH. Well, thank you, Mr. Chairman. Thank you for
scheduling this hearing. It is an important one.

I would like to welcome our three new members to the com-
mittee: Senators Coburn, Thune, and Cardin. Each of you brings
different strengths and perspectives to the committee, and all three
of you are known as serious legislators. All of you, each one of you,
has a reputation for very hard work, and that means a lot to me.

You engage fully in the fiscal issues that challenge our Nation.
The Finance Committee is smack-dab in the middle of these issues,
and I look forward to working with all three of you, and of course
everybody else on this committee.

There 1s something to be said for experience. Just try and tell the
passengers that were on the plane that Captain Sullenberger guid-
ed safely into the Hudson that years of experience do not count for
anything. Mr. Chairman, we have had a lot of experience dealing
with reauthorizing the Federal Aviation Administration legislation.
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This legislation has taken off but never quite fully landed. It is
time to finish the flight plan and complete our multi-year reauthor-
ization.

Millions of travelers on literally millions of flights each year help
to sustain and benefit from the services paid for out of the Airport
and Airway Trust Fund. The trust fund, however, has not received
the sustained and thorough attention from Congress that most of
our constituents probably expect.

The last reauthorization of the FAA program was done way back
in the 108th Congress, and expired at the end of fiscal year 2007.
Fiscal year 2007 ended at the end of September 2007. Since then,
for more than 3 years, Congress has passed 17 short-term FAA ex-
tension bills. Now, these extensions have been necessary to both re-
plenish the Airport and Airway Trust Fund and to authorize the
use of the trust fund to continue to pay for aviation programs.

The Airport and Airway Trust Fund is used to fund the FAA’s
Airport Improvement Program, Facilities and Equipment Program,
and Research, Engineering, and Development Program. The trust
fund also pays for most FAA operations and maintenance. The
services and facilities maintained by the FAA are utilized by lit-
erally millions of Americans and people from all over the world
every year.

According to data from the FAA, in 2009 FAA air route traffic
control centers handled more than 39 million aircraft, and there
are almost 20,000 airports in the United States. Air travel may be
frustrating in many ways, but a lot of us take it for granted that
we can travel across our country very quickly without too much
trouble. It is absolutely shocking that Congress should go for so
long, more than 3 years, without reauthorizing a program relied
upon by so many people and of such critical importance to our
economy.

Getting back to the FAA programs the trust fund pays for, these
include grants for airport planning development, and also programs
to fund the improvement of the air traffic control system, such as
the NextGeneration Air Transportation System, or NextGen, as the
distinguished chairman has pointed out. I doubt there is anyone
who would say that they do not want our airports or air traffic con-
trol systems to safely handle the unfettered flow of people and
goods across the country and the world.

Now, we expect that our national airport and airway system will
be a catalyst for economic growth and for the simple freedom to
travel whenever one desires to. In order for that to continue to be
the case, we need to make sure we are doing our jobs and not kick-
ing the can down the road. We have kicked the FAA can now 17
times. We have done that by extending an expired FAA reauthor-
ization 17 times and not completing the work on new legislation.
Airplanes are still taking off and landing, and cargo is still being
transported. We should be careful not to take that as a sign that
we can continue to indefinitely put off a long-term FAA reauthor-
ization.

The Airport and Airway Trust Fund is dependent on several
aviation-related excise taxes in order to distribute the burden of
funding the FAA. These taxes include passenger ticket taxes, taxes
on cargo, and taxes on fuel. Fuel taxes are different for commercial



8

aircraft than domestic general aviation. The distribution of these
excise taxes is meant to approximate the burdens different users
of our airports and airway systems place on our system.

The reason it is important that real FAA reauthorization is com-
pleted, as opposed to extending an expired law, is this: we cannot
expect that the package of excise taxes that worked several Con-
gresses ago will continue to be the best way to fund our airport and
airway system today based on how it is being used today.

This is why I welcome the opportunity this hearing provides to
carefully examine the status of the Airport and Airway Trust Fund.
It is an opportunity to examine the series of excise taxes that fund
the trust fund. We must understand how our airport and airway
system functions now, we must understand how we expect it to
function in the future, and we need to understand who uses our
airway system and ensure that costs are imposed fairly and are
representative of the burdens placed on the system.

Mr. Chairman, I am glad that we are taking off on another FAA
reauthorization bill. This time we need to reach our final destina-
tion and complete the legislation, and I know you are dedicated to
doing that, and I am dedicated to helping you.

The CHAIRMAN. Thank you, Senator, very much.

4 [The prepared statement of Senator Hatch appears in the appen-
ix.]

The CHAIRMAN. I would now like to introduce our witness, Dr.
Gerald Dillingham, who is the Director of Physical Infrastructure
Issues at the Government Accountability Office. Thank you again,
Dr. Dillingham, for coming in on such short notice.

As you probably know, it is our practice here to include all writ-
ten statements in the record and encourage our witnesses to sum-
marize those statements for a period of about 5 minutes. So we
would like you to follow that procedure, if you would, please.

Dr. Dillingham, the time is yours.

STATEMENT OF DR. GERALD DILLINGHAM, DIRECTOR OF
PHYSICAL INFRASTRUCTURE ISSUES, GOVERNMENT AC-
COUNTABILITY OFFICE, WASHINGTON, DC

Dr. DiLLINGHAM. Thank you, Chairman Baucus, Ranking Mem-
ber Hatch, members of the committee. My statement today focuses
on three areas: first, the current financial condition of the Airport
and Airway Trust Fund; second, the role of the trust fund in sup-
porting the new satellite-based air traffic management system
known as NextGen; and third, some options for promoting the
health and long-term sustainability of the trust fund.

With regard to the financial condition of the trust fund, since fis-
cal year 2000, revenues to the trust fund have fluctuated, often in
response to general economic conditions and international events.
For example, during the recent recession, domestic passenger traf-
fic declined, and the trust fund revenues fell from $12.4 billion in
fiscal year 2008 to $10.9 billion in fiscal year 2009.

Overall, since the trust fund’s creation in 1970, aggregate reve-
nues have exceeded spending commitments from FAA’s appropria-
tion, resulting in an uncommitted trust fund balance. However, our
work shows that the uncommitted balance has generally declined
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since the end of fiscal year 2001, when it exceeded $7.3 billion, and,
at the end of 2009, it dropped to a low of $299 million.

The principal reason for this decline is the uncertainty associated
with forecasting trust fund revenues. These revenue forecasts are
based on projections made a year in advance, and appropriation
amounts for the next fiscal year are being based on those forecasts.

In the interim, many significant events can affect the demand for
air travel, fuel usage, and other factors that affect the trust fund
revenues. When Congress became concerned about the declining
uncommitted balance in fiscal year 2009, it appropriated an addi-
tional $1 billion from the general fund and decreased FAA’s appro-
priation from the trust fund by $1 billion. This general fund con-
tribution reduced the risk that revenues would not be sufficient to
cover all of FAA’s obligations. In addition, it reduced the potential
for delays in planned projects and programs, including NextGen.

With regard to the trust fund and support for NextGen, NextGen
is intended to meet forecasted increases in demand for air travel
and is designed to enhance the capacity, efficiency, and safety of
the Nation’s air transportation system. NextGen has been identi-
fied as a national priority, and FAA has proposed substantial fund-
ing increases for it related to airport improvement in the coming
years.

For example, in fiscal year 2011, FAA’s proposed budget for
NextGen activities is $1.1 billion. This is up from $868 million
spent in fiscal year 2010. According to FAA’s capital improvement
plan, the agency plans to spend $8 billion for NextGen through fis-
cal year 2016. In addition, FAA plans to build or expand runways
at the Nation’s 35 busiest airports so they can accommodate the ca-
pacity increases that NextGen will allow.

Yet even these planned runway improvements will not be
enough. FAA has determined that 14 airports will need additional
capacity. Much of the funding for runway construction and mainte-
nance will come from the trust fund, and, although runway im-
provements will be costly, they will not only increase the aviation
system’s efficiency, but will also support jobs and help stimulate
the economy.

Turning to our last area: options to promote the health and long-
term sustainability of the trust fund. Given the inherent uncer-
tainty of forecasting revenues and the overall decline in the uncom-
mitted balance of the trust fund, we have suggested that Congress
work with FAA to develop ways to reduce the risk of over-
committing budgetary resources from the trust fund.

For example, Congress could appropriate less than 100 percent
of the forecasted revenues, especially until a large enough surplus
is built up to protect against potential disruption in revenue collec-
tions, and thereby reduce the risk of delaying or terminating
projects.

Another option would be to target a minimum level of the trust
fund’s uncommitted balance and base appropriations on the goal of
maintaining that target level. A third option would be to increase
the general funds contribution or take actions to increase trust
fund revenues. For example, if Congress determines that the bene-
fits of added revenues to the trust fund warrant taxation of op-
tional airline service fees, such as baggage fees, it could amend the



10

Internal Revenue Code to require that those fees be taxed and re-
quire that the revenue be deposited in the trust fund.

Mr. Chairman and members of the committee, the continued fi-
nancial health and long-term sustainability of the trust fund are
critical to ensuring both the continued development of a safe and
efficient national air transport system and the continued contribu-
tion of that system to strengthening key sectors of the U.S. econ-
omy.

Thank you, Mr. Chairman and members of the committee. That
concludes my statement. I would be pleased to answer any ques-
tions that you may have.

[The prepared statement of Dr. Dillingham appears in the appen-
dix.]

The CHAIRMAN. Thank you, Dr. Dillingham.

How much will the increase in general aviation fees that are in
this bill help the viability of the fund?

Dr. DiLLINGHAM. Mr. Chairman, we have not analyzed the bill,
but generally the increase in the gas tax for general aviation is rel-
atively a small part of the trust fund. It will increase it, but over
the last decade or so about 70 percent of the trust fund revenues
have come from the excise tax.

There are a couple of other factors that need to be considered,
too. It depends in terms of if you get, say, more fuel-efficient GA
aircraft into the system, maybe that is going to lessen the amount
of tax that would be going into the trust fund. If you get more into
the system, you are going to have that sort of trade-off with regard
to its contribution to the trust fund.

The CHAIRMAN. But if you compare the Highway Trust Fund,
say, with the Aviation Trust Fund, how much more time do we
have with the Aviation Fund? I do not know if you know much
about the Highway Trust Fund. That has been depleted dramati-
cally. We do not have nearly as much as we have had in the past
in the Highway Trust Fund. It is very difficult to find ways to
maintain a sufficient balance in the Highway Trust Fund to main-
tain past expenditures. So, if we could compare, to the degree you
know about the highway, the aviation——

Dr. DILLINGHAM. Just a little bit, Mr. Chairman. The Aviation
Trust Fund is in much better shape than the Highway Trust Fund.
To keep the Aviation Trust Fund solvent, I guess the major thing
is matching up forecasts with appropriations so that you do not
over-obligate it. That is a much different situation than the High-
way Trust Fund, although you hear about both of them in terms
of being in trouble. But there is just a great deal of difference
there.

The CHAIRMAN. How much of additional expenditures of the
Aviation Trust Fund would be due to NextGen as opposed to the
financing of the Aviation Trust Fund to pay for runways and the
like?

Dr. DiLLINGHAM. Well, almost all of NextGen, because it is facili-
ties and equipment, will be paid for out of the trust fund.

The CHAIRMAN. But how much more does NextGen add to pro-
jected expenses out of the trust fund? On a percentage basis, how
much is NextGen?
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Dr. DILLINGHAM. I would have to get back to you on that, Mr.
Chairman.

The CHAIRMAN. But could you give me a rough sense?

Dr. DILLINGHAM. I know that FAA has projected that it is $8 bil-
lion over the next few years, but in terms of percentage, I could not
tell you off the top of my head.

The CHAIRMAN. Could you get a little bit, though, into the esti-
mates of the cost of NextGen? Because to budget, it helps to know
what we think NextGen is going to cost. Almost always there are
cost overruns, so it is being just honest about it. What is NextGen
going to cost, and how can we be sure that NextGen really is the
cutting-edge technology and not something that is run-of-the-mill
technology? That is, to make sure we absolutely are getting the
best bang for our buck.

Dr. DiLLINGHAM. Yes, sir. You raise an issue that has been
raised ever since NextGen was brought to the table. I would say
that FAA is now making some positive steps to address those
issues. By that, I mean they recently have put in place the Deputy
Administrator at FAA as the person in charge so you now know
who is in charge and who is accountable for NextGen. They have
also now begun to integrate industry as stakeholders in deciding
what needs to be a part of NextGen. You are now getting a closer
approximation of what needs to be there, and therefore the cost.

In the longer term, as you know, the closer you are to a par-
ticular program or implementing a program, you have better esti-
mates. In the long term, past 2015, 2018, they have just begun to
develop scenarios with regard to the implementation, the timing,
and the cost. That kind of information will soon be available and
will certainly help to hone in on what the costs will be in the longer
term.

The CHAIRMAN. All right. I just want to make sure, again, we are
getting the best product here.

Dr. DILLINGHAM. Yes, sir. In the early stages of NextGen, almost
everything was NextGen. That, too, is being addressed now. FAA
has identified six cutting-edge technologies which are the founda-
tion for NextGen, and those will be integrated with some of the
older technologies, or what we call legacy technologies. But we
have moved along the path of knowing exactly what NextGen is,
and in fact it is going to be those six foundational technologies/
cutting-edge technologies.

The CHAIRMAN. One quick question, if you could keep your an-
swer short, too. What is the current treatment of baggage fees? Are
baggage fees taxed or do the airlines collect baggage fees and not
have to pay tax on those baggage fees?

Dr. DiLLINGHAM. They do not pay tax on baggage fees. They do
not pay the tax, the 7.5 percent.

The CHAIRMAN. And if they were to pay, how much would that
yield?

Dr. DILLINGHAM. We did a study last year, and I think it was
about $180 million. The update that we have is that it is now
around $240 million that would have gone into the trust fund, and
that only represents the baggage fees. There are other fees that,
because of the way the money is reported, we were not able to get
a number on. If airlines continue to use fees, the expectation is
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that the monies available for the trust fund would also increase if
they were taxable. At this point they are not taxable by the current
Internal Revenue Code.

The CHAIRMAN. Thank you, sir.

Senator Hatch?

Senator HATCH. Thank you, Mr. Chairman.

I am very happy to welcome you here. I appreciate your testi-
mony. You are really helping us to understand this better.

Has the FAA or the GAO studied the benefits in terms of rate
of return to passengers from NextGen spending?

Dr. DILLINGHAM. There has been some modeling done. What you
get, Senator, is, in terms of delays, reduced inefficiencies within the
system. So they have, in fact, done some of that early modeling,
and it comes out on the plus side.

Senator HATCH. How will the average passenger benefit from
NextGen, and how closely are those benefits specifically tied to
marginal spending on NextGen?

Dr. DILLINGHAM. Most of the individual passenger’s benefit will
come from what the chairman said early on, the delays that will
be eliminated, the efficiency of the system. I think there are also
environmental benefits that are associated with the implementa-
tion of NextGen as well.

Senator HATCH. All right. Would passenger benefits be consistent
across all dollars spent on NextGen, or would certain dollars spent
in certain places generate more return to consumers than others?

Dr. DiLLINGHAM. I think, Senator Hatch, you are going to get
some across the board. But, of course, if you focus the implementa-
tion of NextGen in areas where there are the greatest delays, like
in the northeast corridor or perhaps on the West Coast, you are
going to get more system and individual benefit from the imple-
mentation of NextGen.

Senator HATCH. As I am sure you are aware, there has been
longstanding discussion as to whether different groups or users of
FAA services are paying proportionate costs for those services. The
tax title of the FAA reauthorization bill, the one that is currently
under Senate consideration, represents a compromise to ensure dif-
ferent FAA customers pay for the services that they consume. Now,
taxes are paid into the Airport and Airway Trust Fund right now.
In your opinion, how closely does the tax burden upon user groups,
such as general aviation and commercial, mirror costs placed upon
the FAA by those same user groups?

Dr. DILLINGHAM. Senator Hatch, as you indicated, this has been
an ongoing issue of who pays with regard to how much they use
the system. The work that we did—I guess I should say, tradition-
ally there has been a public benefit associated with aviation, and
that supports the notion of a general fund contribution.

When you move to talk about individual groups that use the sys-
tem, what we said is that, if FAA is going to impose or in some
way indicate pay-by-your-use, that there were some things that
needed to be in place, like there needed to be a solid cost allocation
model so that one could see on what basis the charges were being
made, as well as some other factors that should be considered: eq-
uity, efficiency, ability to pay, and even the international guidelines
on this. We have not seen that come to fruition yet.
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Senator HATCH. All right. Now, the tax title in the current FAA
reauthorization bill raises the tax on general aviation jet fuel, clas-
sifies fractional aircraft as general aviation, and imposes an addi-
tional surtax. Could you give us your assessment of the burden of
trust fund taxes versus costs imposed on the FAA?

Dr. DiLLINGHAM. We have not done that work, Senator Hatch,
but we could work with your staff to develop that kind of informa-
tion and provide it to you and for the record.

Senator HATCH. All right. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

Senator Cardin?

Senator CARDIN. First, Mr. Chairman, let me thank you very
much for your warm welcome. I am really looking forward to work-
ing with the Senate Finance Committee. Senator Hatch, I see, is
leaving. I just want to say, Senator Hatch, first of all, thank you
for your kind comments. I enjoyed very much working with you on
the Judiciary Committee. You were always a person who brought
your knowledge of an issue to the committee in a very constructive
way and reached across party lines so that we could try to deal
with issues, and I very much appreciate that. I was not surprised,
knowing your background at the University of Pittsburgh, but I
very much appreciate the relationship we had on the Judiciary
Committee, and I look forward to working with you on the Finance
Committee. So, thank you for your kind comments.

Senator HATCH. Thank you, Senator.

Senator CARDIN. And Senator Baucus, I want you to know that
I am really looking forward to working with you and with all the
members of the committee, and I again thank you for the warm
welcome to the committee.

The CHAIRMAN. You bet.

Senator CARDIN. Let me say, if I might, in regards to the issue
we have before us today, NextGen is very important. There is im-
portant progress we need to make on air safety in this country. It
will not only mean more efficient air service so people can get to
their destinations quicker, but we can handle a greater volume of
air traffic, which is critically important knowing the volume levels
that we are now confronting. It will save us in fuel, which is impor-
tant for our energy policy and for our environmental policy. For all
those reasons, this is very important progress that we make.

But as you point out, the cost involved, the investment, will be
substantial. You said FAA is estimating that it will be $8 billion
over the next couple of years. As I understand it, the total revenue
of the existing trust fund is about $10-11 billion a year. So obvi-
ously, even if we extend existing revenues, they are going to be in-
adequate to deal with current needs, and they will not be able to
meet the investments we need in NextGen.

Then, as you mentioned, you have the new airports that are
being scheduled, the new runways. I can tell you, at BWI-Thurgood
Marshall International, we can tell you a whole list of projects that
we have for our runways, for our terminal modernization, that are
critically important for us to meet the demands at that important
airport to Maryland and to our Nation. So as I understand it, the
uncommitted funds have been reduced over the last decade, from
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somewhere around $7-8 billion to virtually nothing that is remain-
ing today.

So, if we are going to modernize our air system in this country,
if we are going to meet the current demands of our airports around
the Nation, we need to either enhance the revenues going into the
trust fund or be prepared to subsidize it through the general funds.
It seems to me they are the two things that are going to need to
be done if we want to make the investment in NextGen, if we want
to modernize our airports, if we want to meet the expectations of
how the funds have been used in the past to keep our system mod-
ernized.

Dr. DiLLINGHAM. Yes, Senator Cardin, you are right in laying out
the landscape for NextGen. I think one of the important variables
or factors here is the timing and the sequencing of what we do for
NextGen. One of the things that is going on now is FAA, in con-
sultation with Mitre, is developing various scenarios by which we
can, in fact, get to NextGen, different times, different situations.
The same thing is going on with the major carriers, and so forth.
You are getting the stakeholders involved. So it is a big invest-
ment, and it is going to be a matter of what we think is important,
and the sequence in which we do those things.

Senator CARDIN. Looking at your report here, it indicates that
the total cost of NextGen could be as high as $40 billion. Now, I
understand some of that is private sector investment, but it could
be at the $40-billion level. I just really want to underscore this.
NextGen, I think, is very important and we should move forward
on it, but it is also important to meet the needs of our airports
around the Nation.

I look at what is happening at my major airport, at BWI-
Thurgood Marshall, and I look at what is happening at some of our
regional airports in Maryland. They depend upon this trust fund
funding in order to meet the needs. They are growing needs, and
they are growing every year. So NextGen is important and we have
to get it done, but we also need to meet the other needs that are
out there.

Dr. DILLINGHAM. Yes, sir. One part of what is now being called
NowGen is getting the maximum benefit from the technologies that
are already in place in the aircraft, getting the maximum benefit
from the runways that we currently have by developing procedures
to allow us to use them more efficiently and more effectively. So
there are a number of scenarios that are being modeled and evalu-
ated with that in mind, both NextGen and NowGen, for the system.

Senator CARDIN. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Thune?

Senator THUNE. Thank you, Mr. Chairman. I, too, am delighted
to be on your committee and appreciate the warm welcome. There
are lots of things that have to be done and dealt with on this com-
mittee and some big challenges ahead. But I look forward to work-
ing with you and the distinguished ranking member Senator Hatch
as well, and other members of the committee. So, I appreciate the
opportunity to be here.

Let me, if I might, follow up on a question that the chairman
asked, Dr. Dillingham. I know you talked a little bit about what
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the cost of lost revenue is with regard to some of the additional fees
that are being charged, and specifically he talked about the bag-
gage fee. But do you see this as causing issues when it comes to
adequately funding the trust fund needs, both in the short term
and the long term?

Dr. DILLINGHAM. Senator, I think the amount of money that we
are talking about is relatively small. That is the extent to which
it is impacting the trust fund. The ongoing question is, to what ex-
tent is this going to be a growing segment of money that is avail-
able, or potentially available, for the trust fund? But as it stands
now, it is a relatively small piece of the pie.

Senator THUNE. All right. And you said about a quarter of a mil-
lion, roughly?

Dr. DILLINGHAM. About a quarter of a million.

Senator THUNE. A quarter billion, I should say.

Dr. DiLLINGHAM. Right. Right. This time around.

Senator THUNE. Right.

Dr. DILLINGHAM. But that is a growth, now, which goes with
what we were saying, that these fees have been growing. At some
point, though, they will reach a level where that is it, there is noth-
ing else to charge for and there is no more raising them. But it is
a billion-dollar piece of the industry at this point.

Senator THUNE. All right. It strikes me that we have so many
trust funds in the government, whether it is this one, or the High-
way Trust Fund, or the Medicare or Social Security Trust Funds.
In many cases, we are now transferring from the general fund to
deal with the costs that are not being met by the trust funds,
which seems to sort of contradict the whole idea of a trust fund.

It also seems that that is going to be very hard to, going forward,
be able to defend. I think the general fund, as we all know, is fac-
ing some serious budgetary constraints, so it strikes me that we
are going to have to figure out ways to make these trust funds self-
sufficient in terms of meeting the needs, the requirements, of, in
this case, aviation capital improvements and those sorts of things.

But what do you think are some options for improving the health
of the trust fund? I mean, if you had to look at how we get this
trust fund so it is more sustainable—I think last year’s number
was about 24 percent of the total expenditures were general fund
transfers. I think that is ballpark. But anyway, what are your
views about how we——

Dr. DILLINGHAM. Senator Thune, I think, again, the major point
is the way the forecasts are used to determine what the appropria-
tions are. That takes place a year before you know what the actual
revenues are. So FAA is making obligations during that period of
time, and once they make those obligations, by law, then they have
to adhere to that. So that brings in the general fund to keep them
from going into an anti-deficiency.

So our major suggestion is, let us look at the way we do fore-
casting and let us try to prevent this over-commitment. I mean,
most recently the forecasting has moved from FAA to Treasury.
Treasury has a lot more experience and responsibilities for these
kinds of things. This would be their first one this time around.

So we are hoping that that will be a major part of it, along with
some practical sorts of things. As we had mentioned, do not appro-
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priate 100 percent of what you think are going to be the revenues.
Have a cushion in there so that, if in fact the revenues do not come
in as expected, you are not dipping into the general fund. As you
say, the general fund can only support so much because of the
whole deficit issue.

Senator THUNE. When do you see the NextGen transition being
complete?

Dr. DILLINGHAM. I think it is going to be ongoing. I mean, the
schedule is 2025, but by 2025 we will be looking at the next
NextGen to keep our system on the cutting edge, as such. So 2025
is the target for the six foundational systems that we are talking
about that will give us better weather information, better surveil-
lance and navigation. But that is always going to be reaching for
the next improvement.

Senator THUNE. All right.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Thune.

Senator Roberts?

Senator ROBERTS. Well, thank you, Mr. Chairman. I associate
myself with the remarks of the members, welcoming our new rank-
ing member and, as always, sir, your leadership on the committee,
and friendship. Thank you for holding this hearing. Thank you, Dr.
Dillingham, for your long service and your testimony, sir. I know
you are a busy man.

This is not only a top national priority, but I want to indicate for
the record, it is a top priority for my home State of Kansas. Three
years ago when we tried to pass this bill, Dr. Dillingham, we had
40,000 employees in Wichita, which we like to think of as the air
capital of the world, and the surrounding counties. Now we are
down to 25,000. That shows you the rough economic times that we
have gone through and what we are facing.

We have 3,200 aviation and manufacturing businesses, including
Cessna, Hawker-Beechcraft, Bombardier, Lear Jet, Boeing, Spirit
Aerosystems, Garmin, and Honeywell, just to name a few. It is a
part of our history, really. It is a way of life and it is part of our
future, and it is part of the entrepreneurial spirit. I wish somehow
we could translate that into some kind of revenue that could help
NextGen, because that is going to obviously affect our economic sit-
uation out there.

I just want to point out that general aviation has been called to
increase its contribution to the Airport and Airway Trust Funds. I
think that, without question, GA has stepped up to the plate. They
have agreed to pay for the necessary increases to move our aviation
infrastructure into the NextGen technology.

Mr. Chairman, I cannot recall a time when industry has come to
me and said, we want to help and we are willing to support an in-
crease in our taxes to do so, but that is what general aviation did.
Their only request is that they be able to pay through the current
efficient and effective tax structure of the fuel tax. One thing about
it, you do not have to worry about any baggage fees in regard to
general aviation. I hope. [Laughter.]

Anyway, they raised the general aviation jet fuel tax by nearly
61 percent, from 35.9, or 40 cents a gallon, adding 20.9 cents per
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gallon. They will contribute an estimated $113 million to updating
NextGen, so I think that is certainly noteworthy.

In conclusion, I am hopeful that the Senate will continue to work
in this spirit of bipartisanship on this bill. Mr. Chairman, are we
going to do this next Tuesday? Are we going to do this, or is it
going to be pushed down the road?

The CHAIRMAN. Well, my hope, Senator, is we mark it up on
Tuesday.

Senator ROBERTS. I would hope that would be the case.

Dr. Dillingham, pardon my lack of understanding on this. You
have stated, on page 12 of your testimony, “One approach would
be to appropriate less than 100 percent of the forecasted revenues,
especially until a sufficient surplus is established to protect against
potential disruptions.” How can you have a surplus if you are going
to appropriate less than 100 percent of the forecasted revenues?

Dr. DiLLINGHAM. What happens, Senator, is, when the forecasts
are made, that is when the appropriations are made, if in fact the
appropriations are made based on 90 percent of the forecast, then
you would have a cushion if the revenues did not come in a year
later as you had predicted they would. So you would not be in a
situation of running into a negative or zero on the trust fund. It
is the timing of the situation that creates the possibility or prob-
ability of going negative and not having a surplus. I did not make
that clear, did I?

Senator ROBERTS. Well, yes, you did. You might want to consider
moving over to OMB. [Laughter.]

I will just take it at that. We can go into that. I am sure staff
can figure that out so I understand this.

Dr. DiLLINGHAM. I am still working on understanding it, too.

Senator ROBERTS. All right. Thank you. Thank you, Dr. Dil-
lingham.

Mr. Chairman, are you ready for a tax on baggage fees?

T}ae CHAIRMAN. No. But I am just wondering if the tickets are
taxed——

Senator ROBERTS. Then why not the bags?

The CHAIRMAN. Yes. Then why not the bags?

Senator ROBERTS. Have you seen the ads by Southwest? You are
going to get Southwest employees all over you.

The CHAIRMAN. No, they do not tax bags.

Senator ROBERTS. Yes, I know. That is the whole point. I think
that just gets passed on to the consumer.

The CHAIRMAN. It is.

Senator ROBERTS. Why don’t we fine the TSA employees who get
a little too personal?

The CHAIRMAN. I like that.

Senator ROBERTS. I have a knee replacement, and I have to tell
you, it is a wonderful experience. You have to put 15 minutes into
your schedule to get through the whole mess. Depending on the
personality—if they have any—of the TSA employees, that could be
a possibility. You would have to hire somebody else to look and say,
oops, you get another one. I am wandering into things I should not
be wandering into. [Laughter.]

Staff will really chastise me. But somehow I would just like to
have a say about the people who are doing that. Maybe you could
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have the TSA employees charge another $5 to the person instead
of these just terribly personal pat-downs and just do a body mas-
sage. [Laughter.]

Just a thought. It makes as much sense as your tax on bags.

The CHAIRMAN. I am not going to go there.

Senator ROBERTS. I am not either, anymore. [Laughter.]

I am done. Thank you.

The CHAIRMAN. Thank you, Senator Roberts.

Thank you, Dr. Dillingham, very, very much for your time with
the hearing. It will help us all by getting this bill reported out and
passed very quickly. Thank you very much.

The hearing is concluded.

[Whereupon, at 11:05 a.m., the hearing was concluded.]



APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

Hearing Statement of Senator Max Baucus (D-Mont.)
Regarding the Status of the Airport and Airway Trust Fund

Captain A. G. Lamplugh, a British World War | pilot, once said:

“Aviation in itself is not inherently dangerous. But to an even greater degree than the sea, it is terribly
unforgiving of carelessness, incapacity, or neglect.”

Today as we explore the state of the Airport and Airway Trust Fund — also known as the Aviation Trust
Fund — we must remember just how dangerous carelessness, incapacity, or neglect can be when it

comes to aviation.

We cannot afford to neglect our aviation infrastructure. Modernizing our runways and air-traffic control
will improve safety, protect consumers, and create jobs.

Strong and efficient aviation will reduce delays, lower costs, and improve access to rural communities,
including those in my home state of Montana.

We want to thank our witness for joining us today, particularly on such short notice. We look forward to
his testimony.

The Aviation Trust Fund was enacted more than 40 years ago, to help finance the capital and operating
costs of our aviation infrastructure.

Much has changed in aviation over the past four decades.

From airline deregulation in the 1970s to the arrival of the Internet in the 1990s, air travel has
undergone a dramatic transformation in the four decades since the Trust Fund was born.

And so has the Trust Fund.

Revenues paid into the fund have risen from about $1 billion in 1971 to a projected $11 billion this year.
And a dramatic increase in air travel has made clear the importance of this trust fund.

By 2030, the U.S. air-traffic system will handle an estimated 191,000 flights every day. This is a daily

increase of about 49,000 flights. The number of passengers on U.S. flights will increase from about 645
million this year to one billion per year by 2030.

(19)
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The revenues from the Aviation Trust Fund are paying for far different things than they used to,
including new technologies like NextGen. NextGen is the new GPS-based air-traffic system that will help
us better use our airspace. NextGen's precision will allow us to significantly upgrade our aviation
system.

Proper and careful implementation of the NextGen system is critical. It is critical for improving safety,
for improving aviation efficiency, for creating jobs and for advancing U.S. competitiveness.

Let’s start with safety.

Until now, our air-traffic system has relied on 1950s-era radar that pilots use to navigate from point to
point. The use of NextGen’s GPS technology will allow for more precise tracking of aircraft. This will
improve safety by letting air-traffic controllers and pilots know the exact location of every aircraft at
every moment.

With NextGen, both pilots and controllers will have virtual maps in front of them displaying flights and
weather in real time.

NextGen will also improve air-traffic efficiency.

The GPS-based system will let aircraft maneuver safely much closer together. This will allow airports to
maximize the use of existing runways and build future runways closer together, reducing delays. Those
delays are costly and frustrating for passengers.

Consider an FAA-commissioned report issued last year, which found flight delays cost our economy
$32.9 billion in 2007. Passengers lost billions of dollars, through time wasted at the airport, meals
purchased while waiting for flights, and hotels rented due to cancellations and missed connections.
That's unacceptable, and NextGen can help fix it.

Implementation of NextGen will also create jobs.

According to a report last October from the Treasury Department, more than 60 percent of the jobs
created by infrastructure investments ~ such as NextGen — occur in the construction sector. And we all
know that the construction sector was one of the hardest-hit by the recession, with an average
unemployment rate of over 15 percent. Reauthorizing FAA legislation, with investments in NextGen, will
help improve the construction industry’s bleak situation and create an estimated 280,000 jobs in
airports across the country.

Finally, implementation of NextGen will improve U.S. competitiveness.

We simply cannot continue to lead the world economy if we don't invest in infrastructure — including
our transportation infrastructure. According to the same Treasury report, the U.S. spends
approximately two percent of our GDP on infrastructure, a 50 percent decline from 1960. Meanwhile,
China spends close to nine percent of its GDP on infrastructure. Europe spends five percent.

We can't continue to ignore our roads, runways and railways if we want to compete in the global
economy.
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Today's hearing is an important step this Committee will take toward improving our air-traffic system.
Through that process we'll be working to fund an air-traffic system that is safer and more efficient, one
that sustains and creates jobs, and one that enhances our international competitiveness through

investments in vital infrastructure.

We reported legislation to that end in the last two Congresses, and last year the Senate passed that
product by a vote of 93 to zero. But unfortunately those efforts didn’t result in a bilt becoming law.

So we need to act again, and { urge us to do so quickly.

HH#
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Mr. Chairman and Members of the Committee:

We appreciate the opportunity to participate in today’s hearing on the
status of the Airport and Airway Trust Fund (Trust Fund). Established in
1970, the Trust Fund helps finance the Federal Aviation Administration’s
(FAA) investments in the airport and airway system, such as construction
and safety improvements at airports and technological upgrades to the air
traffic control system, as well as FAA operations, such as providing air
traffic control and conducting safety inspections.' FAA, the Trust Fund,
and the excise taxes that support the Trust Fund (which are discussed
later in this staternent) must all be periodically reauthorized. The most
recent reauthorization expired at the end of fiscal year 2007.* Proposed
reauthorization legislation was considered but not enacted in the 110th
and 111th Congresses, although several short-term measures were passed
to extend the authorization of aviation programs, funding, and Trust Fund
revenue collections. The latest of these extensions—the Airport and
Airway Extension Act of 2010, Part IV—was enacted on December 22,
2010, extending FAA programs, expenditure authority, and aviation trust
fund revenue collections through March 31, 2011.° The financial health of
the Trust Fund is important to ensure sustainable funding for a safe and
efficient aviation systera without increasing demands on general revenues.

My statement today provides an update on the status of the Airport and
Airway Trust Fund, including the current financial condition of the Trust
Fund, anticipated Trust Fund expenditures for planning and implementing
improvements in the nation’s air traffic management system that are
expected to enhance the safety and capacity of the air transport system,
and options for ensuring a sustainable Trust Fund. This statement draws
on our body of work on these issues, supplemented with updated
information on the Trust Fund from FAA and the Congressional Budget
Office.* All dollars reported in this statement are nominal, unless
otherwise noted.

'Airport and Airway Revenue Act of 1970, Pub. L. No. 91-258, 84 Stat. 236 (1970).

2Vision 100—Century of Aviation Reauthorization Act (Vision 100), Pub, L. No. 108-176, 117
Stat. 2490 (2003).

Pub. L. No. 111-329, 124 Stat. 3566 (2010), While the majority of the extensions expire
March 31, 2011, certain authorities were extended until April 1, 2011, or June 30, 2011,

*Commercial Aviation: Consumers Could Benefit from Better Information about
Atrline-Imposed Fees and Refundability of Government-Imposed Taxes and Fees,

Page 1 GAO-11-358T
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Background

Sources of Trust Fund
Revenues

The Trust Fund provides the primary source of funding for FAA and
receives revenues principally from a variety of excise taxes paid by users
of the national airspace system. The excise taxes are imposed on airline
ticket purchases and aviation fuel, as well as the shipment of cargo.
Revenues deposited in the Trust Fund are subject to congressional
appropriations. In addition to Trust Fund revenues, in most years, General
Fund revenues have been used to help fund FAA operations.

Table 1: Trust Fund Excise Tax Revenue Sources

Source

Rates effective as of January 1, 2011

Domestic passenger ticket tax

7.5 percent

Dornestic flight segment tax

$3.70 per passenger per segment; indexed to the Consumer Price index

{excluding flights to or from rural alrports}

Tax on flights between the continental United States and
Alaska or Hawaii {or between Alaska and Hawaii}

$8.20 per passenger, indexed {o the Consumer Price Index

Tax on international arrivals and departures

$16.30 per person; indexed to the Consumer Price Index

Tax on mileage awards {frequent flyer awards tax) 7.5 percent of value of miles

Domestic commercial fuel tax

$0.043 per galion

Domestic general aviation gasoline tax

$0.193 per gation

Domestic general aviation jet fuel tax

$0.218 per galion

Tax on domestic cargo or mail

6.25 percent on the price paid Jor transportation of domestic cargo or mail

Source: GAD prasentation of FAA and (RS data.

Note: The Trust Fund alsc earns interest on its cash balance along with refunds or credits, such as
refunds of taxes on aviation fuel other than gas (noncommercial) and refunds of taxes on aviation
gasoline {noncommercial).

GAQO-10-785 (Washington, D.C.: July 14, 2010); Next Generation Air Transportation
System: FAA Faces Challenges Responding to Task Force Recommendations,
GAO-10-188T (Washington, D.C.: Gct. 28, 2009); Commercial Aviation: Airline
Industry Contraction Due to Volatile Fuel Prices and Folling Demand Affects
Atrports, Passengers, and Federal Government Bevenues, GAO-09-393 (Washington,
D.C.: Apr. 21, 2009); Next Generation Air Transp ion System: Status of Systems
Acguisition and the Tr ition to the Next Generation Air Transportation System,
GAQ-08-1078 (Washington, D.C.: Sept. 11, 2008); Aviation Firance: Observations on
Potentiol FAA Funding Options, GAQ-08-973 (Washington, D.C.: September 29, 2006);
and Airport and Airway Trust Fund: Preliminary Observations on Past, Present,
and Future, GAO-05-657T, (Washington, D.C.: May 4, 2005).
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As figure 1 shows, Trust Fund revenues have fluctuated since fiscal year
2000." A number of factors, such as external events and general economic
conditions, contributed to this fluctuation in revenues because they affect
the number of tickets purchased, the fares paid by passengers, the amount
of fuel purchased, and the value of air cargo shipped. For example,
revenues declined early in the decade because of a series of largely
unforeseen events, including the September 11, 2001, terrorist attacks, that
reduced the demand for air travel, resulting in a steep decline in airline
industry revenue. Similarly, during the recent recession, Trust Fund
revenues declined from $12.4 billion in fiscal year 2008 to $10.9 billion in
fiscal year 2009, in part because of the 7 percent decline in domestic
passenger traffic during that period.

Figure 1: Trust Fund Receipts, Fiscal Years 2000 through 2010

Doltars in bitiions

o
2000 2003 2002 2003 2004 2005 2006 2007 2008 2008 2010
Fiscai year
Saurce: GAO analysis of FAA data.

Note: Taxes related fo passenger tickets, including the ticket tax, made up about 65 percent fo 63
percent of the revenues going into the Trust Fund in fiscal years 2000 through 2010,

®Although figure 1 shows Trust Fund receipts fluctuating, these receipts are in nominal
dollars; if the numbers were adjusted for inflation, the value of receipts in fiscal year 2010
would be considerably lower than the value of the receipts in fiscal year 2000,
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Uses of Airport and Airway The Trust Fund is the primary source of funding for FAA’s capital

Trust Fund Revenues

programs and also provides funds for FAA's Operations account. The
capital accounts include (1) the Facilities and Equipment (F&E) account,
which funds technological improvements to the air traffic control system,
including the modernization of the air traffic control system, called the
Next Generation Air Transportation System (NextGen); (2) the Research,
Engineering, and Development (RE&D) account, which funds research on
issues related to aviation safety, mobility, and NextGen technologies; and
(3) the Airport Improvement Program (AIP), which provides grants for
airport planning and development. In addition, the Trust Fund has
provided all or some portion of the funding for FAA’s Operations account,
which funds the operation of the air traffic control system and safety
inspections, among other activities. Finally, the Trust Fund is used to pay
for the Essential Air Service (EAS) program.® In fiscal year 2010, FAA's
expenditures totaled about $15.5 billion, with Trust Fund revenues
covering about $10.2 billion, or 66 percent, of those expenditures. As
figure 2 shows, while total FAA expenditures grew about 60 percent from
fiscal year 2000 through fiscal year 2010, the Trust Fund's revenue
contribution only increased 12 percent, while the contribution of general
revenues from the U.S. Treasury has increased to cover a larger share of
FAA’s operations expenditures. We discuss this change in more detail in
the next section of this statement.

®EAS was established when the airline industry was deregulated in 1978, Airline
Deregulation Act of 1978, Pub. L. No. 95-504, § 33(a), 92 Stat. 1705, 1732-39 (1978) (codified
as amended at 49 U.S.C. §§ 41731-—41748). Since then, the program has subsidized air
service to eligible communities that would otherwise not have scheduled service.

Page 4 GAD-11-358T
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Figure 2: Trust Fund Expenditures, Fiscal Years 2000 through 2010

Baliars in billlons

2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010
Fiscai year

Total expenditures from the General Fund

Total expenditures from the Trust Fund

Source: GAQ analysis of FAA data.

Note: These expenditures exclude the general revenuss provided under the American Recovery and
Reinvestment Act of 2009, Pub. L. No. 111-5, 123 Stat. 115 (2008).

The Financial
Condition of the Trust
Fund Has
Deteriorated over the
Last Decade

Since the Trust Fund's creation in 1970, revenues have in the aggregate
generally exceeded spending commitments from FAA's appropriations,
resulting in a surplus.” This surplus is referred to as the Trust Fund’s
uncommitted balance-—the balance in the Trust Fund that remains after
funds have been appropriated from the Trust Fund and contract authority
has been authorized. As of the end of fiscal year 2010, the Trust Fund’s
uncommitted balance was about $770 million (see fig. 3).°

"FAA considers the comitted balance to include appropriations from the Trust Fand and
authorized contract authority, whether or not obligated.

*GAO annwally audits the excise tax contributions to the Trust Fund, and the most recent,
audit was published in November 2010. See GAQ, Applying Agreed-Upon Procedures:
Fiscal Year 2010 Atrport and Airway Trust Pund Excise Taxes, GAO-11-120R
(Washington, D.C.: Nov. 4, 2010).
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AR
Figure 3: Trust Fund End-of-Year Uncommitted Balance, Fiscal Years 2000 through
20610

Doltars in bittions

$7.35

8
$7.07

o
2000 2001 2002 2003 2008 2005 2008 2007 2008 2008 2010
Fiscal year
Source: FAA.

As figure 3 shows, the Trust Fund’s uncommitted balance has declined
since reaching $7.35 billion in fiscal year 2001. This decline is largely a
result of how Congress determines the amount of appropriations that
should be made from the Trust Fund. Starting with the Wendell H. Ford
Aviation Investment and Reform Act of the 21st Century (AIR-21)° in 2000
and continuing with Vision 100, Congress has based FAA's fiscal year
appropriation from the Trust Fund on the forecasted level of Trust Fund
revenues, including interest on Trust Fund balances, as set forth in the
President’s baseline budget projection for the coming fiscal year. Each
vear’s forecast, and accordingly FAA's appropriation, is based on
information available in the first quarter of the preceding fiscal year. For
example, the revenue forecast for fiscal year 2011 is prepared in the first
quarter of fiscal year 2010. These revenue forecasts can be uncertain
because it is difficult to anticipate, a year in advance, events that may
significantly affect the demand for air travel or fuel usage, the fares that
passengers pay, and other variables that affect Trust Fund revenues. In

°Pub. L. No. 106-181, 114 Stat. 61 (2000).
“Pub. L. No. 108176, 117 Stat. 2490 (2003).
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fact, as figure 4 shows, FAA's forecasts of Trust Fund revenues (including
both tax revenues and interest earned by the Trust Fund's cash balance)
have exceeded actual Trust Fund revenues (including interest) in 9 of 11
years, and in aggregate, these forecasted revenues have exceeded actual
tax revenues by over $9 billion over that period." Accordingly,
appropriations from the Trust Fund, which are based on these revenue
forecasts, have also exceeded actual revenues, thus drawing the
uncommitted balance lower over the course of the last decade.

Figure 4: F Trust Fund and Actual Trust Fund Revenues
Received, Fiscal Years 2000 through 2010

Dallars in billions

2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010
Fiscal year

D Forecast total revenue

Actual tolal revenue

Sousce: FAA.

Until recently, FAA generated a forecast for the President’s budget using
models based on historical relationships between key economic variables,
such as the growth rate of the economy, and aviation measures, such as
passenger traffic levels and passenger fares, that affect Trust Fund
revenues. The responsibility for forecasting Trust Fund revenues shifted

“As previously noted, the Trust Fund also earns interest on its cash balances.
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from FAA to the U.S. Department of the Treasury (Treasury), which
already had responsibility for other federal excise tax revenue forecasts, in
fiscal year 2010. We have recently been asked by the Senate Commerce,
Science, and Transportation Conumittee to examine the Trust Fund
revenue forecasting process and how it might be improved; we expect to
begin our review this year.

The Trust Fund’s uncommitted balance, which exceeded $7.3 billion at the
end of fiscal year 2001, dropped to $299 million at the end of fiscal year
2009—the lowest balance over the past decade. One of the greatest
declines in the uncommitted balance occurred in 2002 folowing the
sudden drop-off in aviation activity after the terrorist attacks of September
11. In addition, the declines in passenger traffic and aircraft operations
and reduced fuel consumption in 2009 resulted in actual revenues to the
Trust Fund that fell significantly below forecasted levels in fiscal year 2009
and an uncommitted Trust Fund balance that approached zero.” In
response, the fiscal year 2009 omnibus appropriation increased the general
revenue contributions to FAA's operations and decreased FAA's
appropriation from the Trust Fund by approximately $1 billion compared
with what was originally outlined in the President’s fiscal year 2009
proposed budget for FAA. " These additional general revenues kept the
Trust Fund’s uncommitted balance from going negative, thereby avoiding
budgetary challenges for FAA. As a result, general revenues accounted for
24 percent of FAA’s expenditures in fiscal year 2009 and reached 34
percent in fiscal year 2010 (see fig. 2)."

If the uncommitted balance is nearly depleted and actual Trust Fund
revenues continue to fall below forecasted levels, there is a risk of
overcomumitting available resources from the Trust Fund—meaning
revenues could be insufficient to cover all of the obligations that FAA has

“Some of the decline in Trust Fund revenues could also be attributed to a decline in tax
revenues from cargo and general aviation.

“Omnibus Appropriations Act 2009, Pub. L. No. 1118, div. I, title I, 123 Stat, 524, 918-19
(2009).

HPAA’s general revenue contribution can also be presented in relation to FAA's
appropriation. Although the numbers for general revenue contributions in relation to
expenditures and in relation to appropriations are rot necessarily the same, these numbers
are very similar.

Page 8 GAO-11-358T
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the authority to incur.” A low uncommitted balance signals to FAA that
limited revenues are available to incur new obligations while still covering
expenditures on existing obligations and increases FAA's challenge in
moving forward with planned projects and programs. FAA officials have
noted that they closely monitor the Trust Fund’s available cash and FAA's
obligations to ensure that enough cash and budget authority are available
to cover FAA's expenditures and obligations. In the short term, if there
were arisk of overcommitting Trust Fund resources, FAA officials noted
that they might delay obligations for capital programs if the Trust Fund did
not have adequate revenues to cover those obligations without additional
funding authorized and appropriated from the General Fund. According to
FAA officials, they would first defer some capital program obligations so
they could continue to fund operations, such as air traffic control and
safety inspections. These actions would ensure that the agency did not
incur obligations or expenditures in excess of the Trust Fund’s cash
balance, which could potentially lead to a violation of the Antideficiency
Act.” Later this month, in the President’s budget, the administration will
release its newest estimate of the Trust Fund’s fiscal year 201! year-end
uncommitted balance. .

An obligation is an action that creates a legal Lability or definite commitment on the part
of the government to make a disbursement at some later date. FAA's fiscal year
appropriations and authorization provide the legal authority for FAA to incur obligations
and make payments out of the Trust Fund (through the Treasury).

“The Antideficiency Act prohibits an officer or employee of the federal government from
incurring an obligation, or making an expenditure, in advance or in excess of an
appropriation or fund. 31 U.S.C. § 1341(a)(1). However, FAA's aviation programs are partly
funded with contract authority, which is an exemption to the Antideficiency Act and
authorizes FAA to incur obligations in advance or in excess of an appropriation. This
authority permits FAA to incur obligations in excess of the revenue in the Trust Fund.
However, FAA must receive an appropriation from the Trust Fund in order to liquidate
these obligations. If there is not adequate revenue in the Trust Fund, the obligation cannot
be liquidated. Because of the uncertainty in forecasting, the addition of revenues into the
Trust Fund throughout the fiscal year, and the mix of FAA programs funded through
contract authority and through regular appropriations, it may be difficult for FAA to
determine at what point it would violate the Antideficiency Act. Accordingly, FAA must
carefully manage its obligations and expenditures so that it can take action before it
reaches the point where it could potentially incur an Antideficiency Act violation.

Page 9 GAO-11-358T



32

Anticipated Future
Expenditures for
NextGen

Congress may choose to increase FAA’s authorized funding level in the
near term to allow FAA to further develop NextGen, the new satellite-
based air traffic management system that is designed to replace the
current radar-based system. NextGen improvements include new
integrated systems, procedures, aircraft performance capabilities, and
supporting infrastructure needed for a performance-based air
transportation system that uses satellite-based surveillance and navigation
and network-centric operations. These improvements are intended to
improve the efficiency and capacity of the air transportation system while
maintaining its safety so that it can accommodate anticipated future
growth. FAA has generally identified the NextGen capabilities that it plans
to implement in the near term to midterrn, through 2018. FAA’s capital
investment is expected to be $11 billion to $12 billion through 2018. This
cost does not include research, the airport and associated airfield
improvements, or the aircraft equipage that is necessary to realize all
benefits. In addition to FAA’s capital investment costs, FAA estimates that
the equipage necessary to realize significant capabilities implemented
through 2018 will cost in the range of $5 billion to $7 billion. Decisions
about the long-ferm direction for NextGen (beyond 2018) have yet to be
made, and two key planning documents—the NextGen Integrated Work
Plan and Enterprise Architecture—contain a wide variety of possible ideas
and approaches. Therefore, the costs of the system over the long term are
uncertain, but have been estimated to be in the $40 billion range
(combined public and private investment in ground infrastructure and
avionics). FAA's proposed budget for NextGen activities is $1.14 billion in
fiscal year 2011, up from the $700 million spent in fiscal year 2009 and the
$868 million spent in fiscal year 2010. In addition, as we have previously
reported, NextGen’s ability to enhance capacity will partly depend on how
well airports can handle greater capacity.” FAA’s plans call for building or
expanding runways at the nation’s 35 busiest airports to help meet the
expected increases. However, even with these planned runway
improvements and the additional capacity gained through NextGen
technologies and procedures, FAA analyses indicate that 14 more airports
will still need additional capacity, which could require additional Trust
Fund resources.

FGAO-08-1078.
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Additionally, the Future of Aviation Advisory Committee® recently
proposed to the Secretary of Transportation that the federal government
undertake a significant financial investment to accelerate efforts to equip
aircraft and train staff to use key NextGen technologies and operational
capabilities, including performance-based navigation (PBN), automatic
dependent surveillance—broadcast (ADS-B), ground-based augmentation
system (GBAS) and data communications. The amount of investment
required will depend on how any financial incentives are structured.
Financial assistance can come in a variety of forms, including grants, cost-
sharing arrangeraents, loans, loan guarantees, tax incentives, and other
innovative financing arrangements. One financing option proposed by the
NextGen Midterm Implementation Task Force® to encourage the purchase
of aircraft equipment is the use of equipage banks, which would provide
federal loans to operators to equip their aircraft. Another financing option,
proposed in various forms by a variety of stakeholders, would involve
setting up an equipage fund using private equity backed by federal loan
guarantees. While the details of different proposals vary, they would all
allow operators who purchase equipment through the fund to defer
payments on the equipment until FAA makes improvements required for
the operators to benefit from the equipment. As we have previously
reported, prudent use of taxpayer dollars is always important; therefore,
any financial incentives should be applied carefully and in accordance
with key principles.” For example, mechanisms for financial assistance
should be designed so as to effectively target parts of the fleet and
geographical locations where benefits are deemed to be greatest, avoid
unnecessarily equipping aircraft (e.g., those that are about to be retired),
and not displace private investment that would otherwise occur.
Furthermore, it is preferable that the mechanism used for federal financial

On March 24, 2010, the Secretary of Transportation authorized the establishment of a
Federal Advisory Commitiee to address aviation issues. The Future of Aviation Advisory
Committee (FAAC) was set up to develop information, advice, and recommendations to the
Secretary of Transportation on ensuring the competitiveness of the U.S. aviation industry
and its capability to address the evolving transportation needs, challenges, and
opportunities of the global economy. On December 15, 2010, the cormittee presented its
recommendations to the Secretary of Transportation.

“Recognizing the importance of near-term and midterm solutions, FAA requested that
RTCA, Inc.—a private, not-for-profit corporation that develops consensus-based

rece dations on jcation: igation, surveillance, and air traffic management
system issues—create a NextGen Midterm Implementation Task Force to reach consensus
within the aviation community on the operational improvements that can be implemented
between now and 2018. The Task Force issued its r dations in 2009.

HGAO-10-188T.
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assistance result in minimizing the use of government resources (e.g.,
some mechanisms may cost the government more to implement or may
place the government at greater risk than others).

Options for Ensuring
a Sustainable Trust
Fund

Given the uncertainty inherent in forecasting revenues and the decline in
the uncomumitted balance of the Trust Fund, we have suggested that
Congress should work with FAA to develop alternative ways to reduce the
risk of overcommitting budgetary resources from the Trust Fund.” Better
matching of actual revenues to the appropriation from the Trust Fund
would help to ensure that Trust Fund revenues are sufficient to cover all
the obligations that FAA has the authority to incur, thereby reducing the
risk of disruptions in funding for aviation projects and programs. One
approach would be to appropriate less than 100 percent of the forecasted
revenues, especially until a sufficient surplus is established to protect
against potential disruptions in revenue collection. This change would
reduce the likelihood that FAA would incur obligations in excess of the
cash needed to liquidate these obligations and thus reduce the risk of
delaying or terminating projects. The House of Representatives' FAA
reauthorization bill proposed in the 111th Congress includes a provision
that would limit the budgetary resources initially made available each
fiscal year from the Trust Fund to 90 percent, rather than 100 percent, of
forecasted revenues for that year; then 2 fiscal years later, when actual
revenues would be known, any amount that exceeded 90 percent of
forecasted revenues in the second previous year would be appropriated
from the Trust Fund to FAA® Congress would need to provide additional
general revenues in the first 2 years to make up the difference. Another
approach would be to target a minimum level for the Trust Fund's
uncommitted balance and base appropriations on the goal of maintaining
that target level. This change would make it more likely that uncommitted
resources would be available to FAA in the event that actual revenues fell
short of forecasted revenues in a future year. Either approach would resuit
in fewer Trust Fund resources available for FAA for some period of time,
requiring additional general revenues to make up the difference, unless
FAA’s overall resources are reduced.

HGAO-09-393.

“This provision is contained in H.R. 915, 111th Cong. (2009), introduced on February 9
2009, but was amended from 95 percent to 90 percent on March 5, 2009. HLR, 2881, 110"
Cong. (2007), which was introduced two sessions ago, passed in the House on September
20, 2007, and included a provision to limit FAA’s budget authority to 95 percent.
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In the longer term, future Trust Fund revenues under the current tax
structure may be lower than previously anticipated. For example, in
January 2011, the Congressional Budget Office forecast about $25 billion
less in Trust Fund revenues over the next 6 years (through fiscal year
2017) than it forecast in 2007 for that same time period. Given the decline
in expected future revenues, appropriations from the Trust Fund under
current law will be lower in future years than previously projected unless
new revernue sources are found. To maintain appropriations consistent
with what earlier revenue forecasts would have afforded, Congress could
take action such as increasing general revenue contributions or increasing
Trust Fund revenues. For example, we suggested that if Congress
determines that the benefit of added revenue to the Trust Fund warrants
taxation of optional airline service fees, such as baggage fees, then it
should consider amending the Internal Revenue Code to make mandatory
the taxation of certain or all airline-imposed fees and require that the
revenue be deposited in the Trust Fund.”

The Future of Aviation Advisory Committee also recommended that the
Secretary of Transportation commission an independent study of the
federal aviation tax burden on passengers, airlines, and general aviation to
determine if existing levels of taxes and fees sufficiently balance the
Department’s statutory mandates to “encourage efficient and well-
managed air carriers to earn adequate profits and attract capital...;”
“promot[e}, encouragle], and develop civil aeronautics and a viable,
privately-owned United States air transport industry;” and “ensur{e] that
consumers in all regions of the United States, including those in small
communities and rural remote areas, have access to affordable, regularly

¥ As we reported in GAO-10-785, while fares have decreased, airkines have imposed fees for
a variety of passenger services, most notably for a first or second checked bag, for which
separate charges did not previously exist. Fees have also been imposed for early boarding,
seat selection, and meals, among other services. Under governing Treasury regulations and
Internal Revenue Service (IRS) guidance, charges for services beyond those mandatory
charges 'y to port such as checked baggage, are not subject to the
7.5 percent excise tax, and ly, those are not deposited into the Trust
Fund. See Rev. Rul. 73-508, 1973-2, C.B. 366. See also Rev. Rul. 80-31, 1980-1, C.B. 251; Priv.
Ltr. Rul. 118216-09 (Sept. 28, 2000); 26 C.F.R. §§ 40.4261-7, 48.4261-8. To the extent that
airlines continue to rely on revenues from optional services, such as baggage fees, the
Trust Fund will not benefit because many of these additional fees, in accordance with
Treasury ions and IRS guid are not included in the tax base. If baggage fees
alone had been subject to the 7.5 percent excise tax in fiscal year 2010, the Trust Fund
would have received approximately an additional $248 million in revenues. This amount is
expected to grow in future years if airlines continue to shift toward more fee revenue
relative to fare revenue.
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scheduled air service.” The committee recommended that the study
address the following questions:

How do the federal taxes imposed on the U.S. aviation industry compare
to those imposed on other modes of transportation?

Is the existing level of aviation taxes and fees levied efficiently and
effectively for the services provided by the federal government?

Are there more efficient ways to collect and administer existing aviation
taxes and fees that would save taxpayer and aviation industry dollars?
Would regular consultation between those departments and agencies that
administer aviation taxes and fees prior to implementing any changes to
tax rates and policies result in (1) a more efficient and rational aviation tax
system and (2) the desired industry and social outcome?

What is the appropriate balance between General Fund financing and
Trust Fund financing of capital and operating costs of the national aviation
system, recognizing the significant role commercial and general aviation
play in fostering economic growth and development?

Based on the results of the study, the committee recommends that the
Secretary pursue appropriate legislative and regulatory actions that may
be needed to ensure that existing and any new aviation taxes and fees
applied to passengers, airlines, and general aviation are effective and
collected efficiently, appropriately recognizing the role commercial and
general aviation play in fostering economic growth and development.”

Thank you, Mr. Chairman, that concludes my statement. I will be pleased
to answer any questions that you or other Members of the Committee
might have.

Contacts and Staff
Acknowledgments

(540224)

For future questions about this statement, please contact me at (202) 512-
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Bryant-Bertail; Lauren Cathoun; Carol Henn; Bess Eisenstadt; Heather
Krause; Hannah Laufe; Maureen Luna-Long; and Andrew Von Ah.

249 U.S.C. § 40101(a).

“The committee’s recommendations are currently under consideration by the Secretary of
Transportation.
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Responses to Post-Hearing Questions for the Record
“Status of the Airport and Airway Trust Fund”
Committee on Finance
U.S. Senate
Hearing held on February 3, 2011
Physical Infrastructure Issues
U.S. Government Accountability Office

Questions from Senator Max Baucus

1)

2

Up until a few years ago airlines didn’t charge for checked baggage. Now nearly all
major airlines, except Southwest Airlines and Jet Blue, charge fees for the first two pieces
of checked luggage. And last week the Associated Press ran a story about airlines
imposing fuel surcharges. The AP reported, “For the first time since late 2008, U.S.
airlines are adding fuel surcharges to ticket prices. They 've already raised fares five
times since December to offSet a 23 percent increase in the price of jet fuel.”’

How much do airlines collect on baggage fees and fuel surcharges on an annual basis? If
those fees and surcharges were taxed like tickets, at a rate of 7.5%, how much would the
Airport and Airway Trust Fund receive in a typical year?

Fuel surcharges are subject to the 7.5 percent excise tax, but are not reported separately,
so it is not possible to determine how much the airlines collected just from fuel or other
surcharges. Baggage fees, however, are reported separately and, as we reported in our
testimony, would have yielded $248 million in tax revenue during fiscal year 2010 if they
had been subject to the 7.5 percent excise tax. In fiscal year 2009, taxing baggage fees
would have yielded $186 million. The amount of potential tax revenue is likely to
increase in future years as baggage fees become more common. In addition to baggage
fees, many other airline fees are not subject to the 7.5 percent excise tax, such as early
boarding, phone reservation, and seat preference fees.!

Some aviation taxes — such as the one for international flights — are indexed for inflation.
If taxes on aviation fuels — both for commercial and general aviation — had been indexed
Jfor inflation when the Airport and dirway Trust Fund was enacted in 1970, how much
more revenue would the Trust Fund have collected over that period? What would those
fuel tax rates be today if they had been adjusted for inflation?

The Airport and Airway Revenue Act of 1970 established an excise tax of 7 cents per
gallon for noncommercial jet fuel and 3 cents per gallon for noncommercial gasoline.
From 1970 until 1993, commercial aviation jet fuel was not taxed. In 1993, Congress

'See GAQ, Commercial Aviation: Consumers Could Benefit from Better Information about Airline-Imposed Fees
and Refundability of Government-Imposed Taxes and Fees, GAO-10-785 (Washington, D.C.: July 14, 2010), table

1, for a full list of taxable and nontaxable airline fees.
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imposed a tax of 4.3 cents per gallon on commercial aviation jet fuel, to be deposited into
the Treasury’s general fund. Since 1997, this 4.3-cent commercial aviation excise fuel tax
has been deposited into the Airport and Airway Trust Fund. Using the Consumer Price
Index (CPI), we calculated that $1 in 1970 would be worth $5.68 in 2011. If the various
tax rates in place in 1970 had kept pace with the CPI, then the various fuel tax rates in
2011 would be 40 cents for noncommercial jet fuel and 17 cents for noncommercial
gasoline (see table below). Over time, however, Congress has established different tax
rates for different categories of aviation fuels and has revised these rates numerous times.
Recently, for example, the Senate Finance Committee approved an increase in the general
aviation jet fuel tax rate to 35.9 cents per gallon (not including a 14.1-cent surcharge on
fuel for fractional aircraft®) as part of the FAA reauthorization legislation. The tax rate for
noncomimercial gasoline remains unchanged at 19.3 cents per gallon, and the tax rate for
commercial jet fuel remains at 4.3 cents per gallon.

Aviation Excise Fuel Tax Rates, 1970 and Current

Fuel type Tax rate in 1970 | 1870 inflation-adjusted tax rate | Existing tax rate (cents

(cents per galion) {cents per gallon) per gatlon)
Noncommercial jet fuel 7 40 21.8
Noncommercial gasoline 3 17 19.3
Commercial jet fuel® 0 0 4.4

3)

Source: GAC analysis of aviation statutes.
*Commercial aviation jet fuel taxes were not imposed between 1970 and 1993,

*Includes 0.1 cent for the Leaking Underground Storage Tank (LUST) Trust Fund.

Data are not readily available on fuel usage over the past 40 years. Such data are
necessary to compute the revenue that would have been collected under an indexed rate.
In addition, certain assumptions would need to be made about how usage might have
changed under a different tax rate. Nevertheless, we would be happy to work with the
Committee to develop an estimate if that information would still be of interest.

1 understand that Australia, Canada and a number of European nations are already
using advanced air traffic control technology. What can the United States learn from
other countries that have experience implementing satellite technology similar to
NextGen? Are we collaborating with these countries to find out what works, and what
doesn’t?

To varying degrees, Australia, Canada, and a number of European nations are using
advanced air traffic control technology, as are other countries, including the United
States. For example, many countries have begun to implement a satellite-based NextGen
surveillance technology, Automatic Dependence Surveillance-Broadcast (ADS-B), which

?A fractional jet is a common term for fractional ownership of aircraft. With fractional jets, customers (referred to as
“owners™) buy a “share” of an aircraft, rather than an entire plane. The price is prorated from the market price of a
full aircraft. Owners then have guaranteed access (50 to 400 hours annually or a certain number of days per year,
depending on share size) to that aircraft.
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is being developed and deployed in stages. When complete and installed at air traffic
control facilities and on board aircraft, ADS-B will provide air traffic controllers with the
precise location and direction for every aircraft in the airspace system and will allow each
aircraft in the system to know where other aircraft are operating. Both Australia and
Canada are using the initial capabilities of ADS-B in the management of selected parts of
their airspace systems. Similarly, FAA facilities and aircraft equipped with ADS-B are
using this technology, most notably in the Gulf of Mexico and Alaska. FAA is also
incorporating ADS-B into its testing and planning of future NextGen initiatives.

Other countries may appear to be ahead of the United States in their adoption and
implementation of advanced air traffic control technologies. What appears to be a
disparity in the pace of adoption is not necessarily a real disparity and can be attributed to
differences in the size and complexity of the U.S. and other airspace systems and to the
“leap-frog factor.” As you know, the U.S. airspace system is the largest and most
complex in the world, with more airports and more air traffic to manage safely.
Consequently, the full testing and adoption of a new technology takes longer than it does
in a smaller, less complex system. The leap frog factor comes into play when a nation
with a relatively unsophisticated air traffic control system skips—or leaps over—
intermediate developments in a technology, such as improvements in ground radars, and
moves directly to an advanced technology, such as ADS-B, which uses satellites for
navigation. This effect is can be seen in countries such as India, China, and some African
nations. FAA and the European Union formally signed an agreement in March 2011 to
work together on research related to air traffic service to atrcraft flying between the
United States and Europe. According to FAA officials, the agreement encourages
industry participation on both sides of the Atlantic, ensuring the development,
harmonization and use of the best technologies available.

We have recently begun a study of FAA’s efforts to collaborate and ensure
interoperability between its own and Europe’s air traffic management technologies and
operating procedures.

Questions from Senator Orrin Hatch

1) In addition to the taxes that fund the Airport and Airway Trust Fund, consumers of FAA
services are subject to other taxes and fees, such as the Passenger Facility Charge and
security fees. Though Passenger Facility Charges are not technically federal taxes, they
still add to the total cost of air travel. How do taxes and fees that arven’t collected by the
FAA trust fund impact trust fund revenues? Is there an impact to trust fund revenues if
Passenger Facility Charges are increased by a 81, and how could that impact be
measured?

The imposition of taxes and fees indirectly affects trust fund revenues, because additional
costs imposed on passengers will marginally reduce the demand for air travel and
correspondingly reduce tax collections. The extent of reduction depends on (1) the
amount of the additional tax, (2) the extent to which that tax is paid by passengers—that
is, some of the cost could be absorbed by airlines if they choose to reduce base fares, and
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(3) passengers’ price elasticity of demand, or the extent to which price changes influence
passengers’ travel purchase decisions. In addition, an increase in passenger facility
charges would have another relevant impact by increasing the amount of Airport
Improvement Program (AIP) funds available to smaller airports, since larger airports
would be required to turn back to FAA a greater portion of the AIP funds that they would
be entitled to receive under current AIP rules. FAA could use this money to support AIP-
eligible projects at smaller airports,

In your oral testimony you cited runway expansion undertaken as part of the
implementation of NextGen as a source of job creation. Would runway expansion lead to
more people overall being employed or would it provide work for people already
employed? (Would construction firms hire new employees or have the work done by
existing employees?) Would any new jobs that are created be long-term, or would they
vanish once construction is completed?

Several factors, such as the amount of funds available for infrastructure investment, the
scope of the projects, and the availability of different categories of workers in the
marketplace could have an impact on the nature and scope of employment created
through aviation infrastructure construction. Furthermore, when the economy is at less
than full employment, investments in infrastracture projects, like airport runways, can be
a source of job creation. For the next several years, the economy is expected to remain at
less than full employment, but according to economic forecasts, it will move toward full
employment by the end of the decade. Because much of the NextGen spending will take
place over many years, including during perieds of both full and less-than-full
employment, it is difficult to say to what extent that spending will create new jobs. It is
also difficult to estimate how long runway construction jobs would exist, since runway
construction projects take place across a variety of locations over a long time frame.

During the hearing, I asked a question as to whether different groups of users of FAA
services are paying proportionate costs for the services they use, and you indicated you
were willing to work with me and my staff on this question. I am still very interested in
this topic, and would appreciate any thoughts you have on how closely the burden of trust
Sfund excise taxes on user groups mirrors the cosis placed on the FAA by those same user
groups. Also, how much of an impact do you believe the legislation reported by the
Finance Committee on February 8, 2011, will have on the distribution of frust fund excise
taxes applicable to those user groups?

Over the last decade, there has been widespread disagreement about the equity of the
current aviation tax system. Many parties, particularly commercial passenger airlines,
believe that the current excise tax system does not charge users equitably based on their
use of the system. According to representatives of the passenger airline industry, the
general aviation community does not pay its fair share becaunse it contributes
proportionally less revenue to the trust fund than commercial aviation. In response, the
general aviation industry maintains that the system’s design and capacity have been
developed for passenger airlines and that the general aviation community does not require
such an extensive system. In 2007, FAA reported on a cost accounting system that it
developed based on fiscal year 2005 costs. This system was intended to more equitably
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assign costs to aviation system users. However, as we noted in 2007, FAA’s cost
accounting system did not adequately document the basis on which it assigned costs to
aircraft groups or support its assumption that all types of aircraft with the same engine
type affect costs in the same manner. Another source of contention in the equity debate is
how to fairly allocate costs that are not directly attributable to any particular user group
(such as overhead and other fixed and common costs). To help resolve these equity
issues, the Secretary of Transportation’s Future of Aviation Advisory Committee
(FAAC) has recently recommended an independent study of the federal aviation tax
burden on passengers, airlines, and general aviation to determine if existing levels of
taxes and fees sufficiently balance the Department’s statutory mandates to “encourage
efficient and well-managed air carriers to earn adequate profits and attract capital . . . ;”
“promotfe], encourag[e], and develop civil aeronautics and a viable, privately-owned
United States air transport industry;” and “ensur{e] that consumers in all regions of the
United States, including those in small communities and rural remote areas, have access
to affordable, regularly scheduled air service.”

On February 14, as part of its FAA Reauthorization Markup, the Committee reported the
Joint Committee on Taxation’s revenue estimates for this bill. The revenue effects were
moderately small, ranging between -$2 million and $88 million over the next 4 years and
mostly attributable to increased fuel tax payments from the general aviation community.
The Congressional Budget Office estimated that revenues would increase between $29
million and $103 million over the next 4 years.

Questions from Senator Tom Coburn

1) How effective is the current FAA priority rating system for aviation projects? What can
be done to improve it?

FAA uses a National Priority System (NPS) to prioritize airport development projects for
discretionary funding.® This system is the first evaluation factor FAA uses to categorize
airport development in accordance with agency goals and objectives. The NPS model
generates values between | and 100, with a higher number indicating higher priority.
Each fiscal year, an NPS threshold is established. All projects at or above the NPR
threshold are considered to be consistent with FAA goals and objectives. Since 2005, this
threshold has been around 41 for discretionary funds. From fiscal year 2005 through
fiscal year 2009, 86.5 percent of AIP-funded projects had an NPS of 41 or above,
excluding state block grant projects.

GAO has not evaluated the NPS. However, in developing a response to this question, we
reviewed the available evaluative literature. We found that the Department of
Transportation Office of Inspector General (OIG) has andited FAA’s priority system
several times. In October 26, 2007, the OIG reported “FAA’s policies are effectively

*A majority of AIP funds are awarded to airports based on statutory apportionment formulas. Remaining funds are
awarded at FAA’s discretion. FAA’s ranking system is specified in the Airport Capital Improvement Plan at
http//www faa. gov/airports/resources/publications/orders/media/AIP_5100_39A.pdf.
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ensuring that the highest priority rated projects are funded in accordance with regulations.
However, under Vision 100 FAA can fund—and is funding—lower priority rated projects
(i.e., those rated under 40).” The OIG also found that “FAA is meeting its strategic goal
of funding projects that can enhance airport safety, security, and system capacity.” We
would be pleased to work with your staff to update and extend the information and
analysis that was provided by the OIG in 2007.

2) Can'you explain in greater detail how Congress has drained the Airport and Airway
Trust Fund from a year-to-year basis, including how Congress took into account the
uncommitted balance reserves of the Trust Fund in determining annual appropriations?

The Airport and Airway Trust Fund has declined for a number of reasons, including the
process of basing appropriations from on the trust fund on forecasted trust fund revenues
and other congressional actions. Except in its first 4 years, the trust fund has ended each
year with an uncommitted balance. This uncommitted balance, which peaked in 1991 and
again in 1999 at over $7 billion, has since fluctuated and trended downward. According
to the administration’s recently released estimates, the uncommitted balance for the trust
fund for fiscal year 2011 is $121 million, and for fiscal year 2012, it is -$3 million.

Our work has focused on the process through which Congress determines the amount of
appropriations that should be made from the trust fund. Starting with the Wendell H. Ford
Aviation Investment and Reform Act of the 21st Century (AIR-ZI)4 in 2000 and
continuing with Vision 100-Century of Aviation Reauthorization Act (Vision 100),’
Congress has based FAA’s fiscal year appropriation from the trust fund on the forecasted
level of trust fund revenues, including interest on trust fund balances, as set forth in the
President’s baseline budget projection for the coming fiscal year. Each year’s forecast,
and accordingly FAA’s appropriation, is based on information available in the first
quarter of the preceding fiscal year. For example, the revenue forecast for fiscal year
2011 is prepared in the first quarter of fiscal year 2010. These revenue forecasts can be
uncertain because it is difficult to anticipate, a year in advance, events that may
significantly affect the demand for air travel or fuel usage, the fares that passengers pay,
and other variables that affect trust fund revenues. In most years during the last decade,
the forecasted revenues have exceeded the actual revenues, which has contributed to the
decline in the trust fund’s uncommitted balance.

In analyzing the decline of trust fund’s uncommitted balance over the past decade, FAA
officials have identified another important factor contributing to the trust fund’s decline.
Specifically, according to FAA, congressional decisions to deliberately spend down the
trust fund’s uncommitted balance during the first half of the decade, including decisions
to factor the uncommitted balance into the funding equation rather than strictly following

“p.L. 106-181, April 5, 2000.

*P.L. 108-176, December 12, 2003,
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the process set forth in AIR-21,° contributed to the decline. The following table
summarizes FAA’s analysis.

Airport and Airway Trust Fund, Fiscal Years 2000 through 2006

Dollars in billions

FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Projected revenue 9.251 9.645 11.183 9.680 10.218 10.677 11,319
Appropriation from 10.055 10.438 12.699 10.242 10.861 11.080 11.692
trust fund
Difference -0.804 -0.793 -1,616 -0.562 0.642 0.353 0.373
Source: FAA,

Note: Figures may not add because of rounding.

When actual revenues fell short of projected revenues, FAA noted, the uncommitted
balance declined more than Congress originally intended. We have not analyzed the
relative contribution of these factors to the decline in the trust fund's uncommitted
balance, nor have we identified other potential contributing factors.

3) Under NextGen development, what safeguards are in place for satellite disruption events
that would render GPS radar inoperable?

To provide a backup in case of disruption to satellites in the Global Positioning System
(GPS), FAA will retain much of its current radar system. The potential for malicious or
unintentional interference with GPS satellite signals has been recognized for more than a
decade. As early as 2001, the John A. Volpe National Transportation System Center
conducted a study at the request of the Department of Transportation.” The study made
recommendations to address potential signal interference, including maintaining a backup
system. FAA intends to retain approximately one-half of the Secondary Surveillance
Radar (SSR) network to serve as a backup for the GPS-based Automatic Dependent
Surveillance-Broadcast (ADS-B). Under this strategy, FAA plans to retain approximately
40 terminal SSRs and 150 en route SSRs beyond 2020, or approximately one-half the
number in use today. FAA has reported that the life-cycle cost for maintaining these
secondary radars through 2035 will be $442 million. In addition to the secondary radar

AIR-21 included two new spending guarantees. One made it “out-of-order” in the House or Senate to consider
legislation that failed to use all trust fund receipts and interest annually. The second made it out of order to consider
any bill that provided funding for research or operations if it failed to fully fund the Airport Improvement Program
(AIP) and FAA’s Facilities and Equipment (F& E) account at their authorized levels. These guarantees were
extended through fiscal year 2007 in Vision 100. See Congressional Research Service, dviation Spending Guarantee
Mechanisms, Robert S. Kirk, CRS -R1.333654 (Washington, D.C.: Mar. 25, 2008).

"See Vulnerability Assessment of the Transportation Infrastructure Relying on the Global Positioning System —
Final Report, John A. Volpe National Transportation Systems Center (Washington, D.C.: Aug. 29, 2001).
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systems, 101 Air Route Surveillance Radars (ARSR) provide nationwide primary aircraft
surveillance. The ARSRs currently in operation date back to the ARSR-1 and ARSR-2
systems deployed in the 1960s. The Departments of Defense (DOD) and Homeland
Security (DHS) have recently assumed responsibility for operating, sustaining, and
upgrading the ARSR network, although they have subcontracted technical support for the
network to FAA.

For fiscal year 2011, $5 million was requested to continue facility improvement and
infrastructure upgrades at ARSRs and Long Range Radar sites. In coordination with
reimbursements from DOD and DHS for activities to support the primary en route radars,
this requested funding would support the repair and maintenance of the aging en route
radar towers, facility grounding upgrades, and critical infrastructure upgrades and
refurbishments required to sustain en route secondary beacon radar operations for an
additional 20 years. In addition, for fiscal year 2011, FAA requested $300,000 for in-
service engineering activities.

4) What programs within FAA do you believe are the least effective? What programs within
FAA are not supported by FAA'’s mission?

Our work has generally not made relative comparisons of FAA’s program effectiveness,
although GAO has reviewed FAA programs across almost every line of business. Our
reviews have shown that the overwhelming majority of FAA programs generally meet
their objectives. When our reviews have pointed to opportunities for improving program
outcomes, we have made recommendations and FAA has generally concurred with and
implemented those recommendations. For example, in December 2009, we completed a
review of FAA's funding and consideration of regional glarming studies in the award of
Airport Improvement Program (AIP) grants to airports.” Maximizing the efficient use of,
and investment in, airport capacity through regional planning efforts, especially in
heavily congested regions of the country, is an important goal of these planning grants.
However, we found that in 4 of the 10 metropolitan regions with airports forecast to be
significantly capacity constrained by 2025, FAA had funded plans that did not meet its
own criteria for regional planning, had not been reviewed by FAA, and were only used
selectively by FAA and airports in making decisions about planning and funding
individual airport projects. We made recommendations to FAA that, if implemented,
would help to ensure that federal AIP funds are employed to achieve their maximum
benefit and to improve the level of regional- and airport-level coordination. FAA
concurred with our recommendations. When our reviews have indicated that FAA
programs are not meeting their objectives, we have taken stronger steps to bring about
improvement. For example, when we found, in the 1990s that FAA’s program for
acquiring air traffic control technologies was encountering serious cost and schedule
problems, we placed the program on our high-risk list, where it remained for over 15
years. During that time, we made dozens of recommendations for improvement and, over
time, FAA implemented most of them, earning its way off the list in 2009,

*See GAQ, National Airspace System: Regional Airport Planning Could Help Address Congestion If Plans Were
Integrated with FAA and Airport Decision Making, GAO-10-120 (Washington, D.C.: Dec. 23, 2009).
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5) What are your major concerns within FAA management? How can Congress practice
better oversight of the FAA in these areas {e.g. requiring certain metrics to improve
performance)?

My major management concern within FAA is the extent to which FAA is able to make
the most effective and efficient use of available resources to carry out the agency’s
mission. FAA has long been challenged to meet all of its statutory responsibilities, such
as certification and approval activities, pilot testing, and safety inspections and
monitoring, without the assistance of the aviation industry. Hence, FAA will have to
continue relying on various types of designees to supplement its core workforce and on
its organization-based safety management system to meet many of its statutory
responsibilities. It is therefore incumbent on FAA, through effective regulation and
oversight, to ensure the quality, integrity, and effectiveness of those that carry out these
responsibilities and act in the name of the FAA Administrator.

There are several avenues through which Congress can exercise oversight of FAA.
Congress can continue to use GAO to monitor FAA’s activities, progress, and challenges.
We are currently monitoring the development and implementation of NextGen and
providing Congress with “just-in-time” information through several reporting
mechanisms. For example, we are reviewing FAA’s acquisition of NextGen technologies
to develop a baseline for providing Congress with timely oversight information. The
FAA Administrator is currently considering our recent recommendation to develop a
timeline and action plan for reaching agreement with stakeholders on a list of specific
goals and outcome-based performance metrics for NextGen, When completed, this
timeline and action plan will provide Congress with metrics for assessing FAA’s progress
toward agreed-upon NextGen priorities. Another oversight option for Congress would be
to track FAA’s progress in achieving its strategic plan, known as the Flight Plan. These
outcomes are operationalized through plans for FAA’s lines of business. For each line of
business, the Flight Plan identifies measurable performance targets. Examples of these
targets are, for Aviation Safety, to “cut the rate of fatalities per 100 million on board by
FY 2025;” for Policy, Planning, and Environment, to “reduce the number of people
exposed to significant noise by 4 percent a year through FY2013” and for Airports to “by
FY 2010, reduce category A and B {most serious) runway incursions to a rate of no more
than 0.45 operations and maintain and improve through FY 2013.” FAA also posts
quarterly reports of its progress in achieving these targets on its Web site. These and
other metrics to be developed should provide Congress with additional tools to monitor
NextGen developments and upcoming challenges.
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Statement of Senator Chuck Grassley
Senate Finance Committee Hearing — February 3, 2011

Aviation is vital to all communities, whether urban or rural. It is imperative that we have
efficient, affordable, and safe air travel.

The last aviation reauthorization bill expired in 2007. Since then, we have been limping along
on seventeen extensions. Congress must promptly pass a multi-year reauthorization bill.

This reauthorization bill is not new to the Senate Finance Committee. Several times over the
course of the past several Congresses, we have reported a revenue title out of the committee and
the full Senate has overwhelming passed this legislation. However, there were outstanding
issues that could not be resolved between the House and Senate versions of this bill.
Unfortunately, it is our airports and the flying public that have suffered from our lack of action.
It is my hope that the House and Senate will be able to reconcile the differences between the two
versions of this Congress’ reauthorization bill and that it will be passed into law in the near
future.

An important component of the aviation reauthorization bill before the Senate is the
modernization of our air traffic control system. Our country is still using 1950s equipment and
technologies to manage our skies. A lot of the cars on our highways have more sophisticated
equipment than our air traffic controllers. We must continue to move forward in a prudent
manner to replace this old radar ground technology with real time GPS technology to enhance
the safety and efficiency of our air space.

While the reauthorization bill before the Senate is needed, we know work still needs to be
done. As we evaluate funding for the future, the Senate Finance Committee will need to make
decisions over the funding responsibilities that should be allocated to all participants including
passengers, airlines, and owners and operators of the aviation inventory across the nation. The
Senate Finance Committee also has a fiduciary responsibility to try to ensure that the excise tax
system is straightforward, fair, and not an administrative burden. The committee should also
continue to review tax schemes and cons so wrongdoers cannot whipsaw the government trust,
nor manipulate unfair competitive advantage over the honest taxpayer by scamming the trust out
of excise taxes designed to fund the safety of the skies.

Today we will hear testimony regarding the status and future of the Airport and Airways Trust
Fund. Isincerely believe that Congress and the American people have a vested interest to ensure
a stable, dependable, and predictable revenue flow to the Airport and Airways Trust Fund. I
look forward to hearing Dr. Dillingham’s testimony and continuing to work with the Senate
Finance Committee and Congress on this important matter.
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STATEMENT OF HON. ORRIN G. HATCH, RANKING MEMBER
U.S. SENATE COMMITTEE ON FINANCE HEARING OF FEBRUARY 3, 2011
STATUS OF THE AIRPORT AND AIRWAY TRUST FUND

WASHINGTON — U.S. Senator Orrin Hatch {R-Utah), Ranking Member of the Committee on
Finance, delivered the following statement, as prepared for delivery, at a committee hearing on
the status of the Airport and Airway Trust Fund:

Thank you Mr. Chairman. Thank you for scheduling this hearing.

Before | address the matter before us, I'd like to welcome the three new members to
the Committee. Welcome Senators Coburn, Thune, and Cardin. Each of you brings different
strengths and perspectives to the Committee. All three of you are known as serious legislators.
All of you bring a reputation for hard work. You engage fully in the fiscal issues that challenge
our nation. The Finance Committee is smack dab in the middle of those issues. |look forward
to working with you.

There is something to be said for experience. Just try and tell the passengers who were
on the plane that Captain Sullenberger guided safely into the Hudson, that years of experience
don’t count for anything.

Mr. Chairman, we’ve had a lot of experience dealing with reauthorizing the Federal
Aviation Administration (FAA) legislation. This legislation has taken off, but never quite fully
landed. it's time to finish the flight plan and complete a multi-year reauthorization.

Millions of travelers on literally millions of flights a year help to sustain and benefit from
the services paid for out of the Airport and Airway Trust Fund. The trust fund, however, has not
received the sustained and thorough attention from Congress most of our constituents
probably expect. The last reauthorization of FAA programs was done way back in the 108%
Congress and expired at the end of fiscal year 2007. Fiscal year 2007 ended at the end of
September 2007. Since then, for more than three years, Congress has passed 17 short term
FAA extension bills. These extensions have been necessary t0 both replenish the Airport and
Airway Trust Fund, and to authorize the use of the trust fund to continue to pay for aviation
programs.

The Airport and Airway Trust Fund is used to fund the FAA's airport improvement
program, facilities and equipment program, and research, engineering, and development
program. The trust fund also pays for most FAA operations and maintenance.

The services and facilities maintained by the FAA are utilized by literally millions of
Americans and people from all over the world every year. According to data from the FAA, in
2008, FAA Air Route Traffic Control Centers handled more than 39 million aircraft, and there are
almost 20 thousand airports in the United States. Air travel may be frustrating in many ways,
but a iot of us take it for granted that we can travel across the country very quickly without too
much trouble. it’s absolutely shocking that Congress could go for so long, more than three

years, without reauthorizing a program relied upon by so many people and of such critical
importance to our economy.
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Getting back to the FAA programs the trust fund pays for; these include grants for airport
planning development, and also programs to fund the improvement of the air traffic control
system, such as the Next Generation Air Transportation System, or NextGen. | doubt there is
anyone who would say they do not want our airports or air traffic control system to safely
handle the unfettered flow of people and goods across the country and the world.

We expect that our national airport and airway system will be a catalyst for economic
growth and for the simple freedom to travel where one desires to. In order for that to continue
to be the case we need to make sure we are doing our jobs and not kicking the can down the
road.

We have kicked the FAA can now 17 times. We've done that by extending an expired FAA
reauthorization 17 times and not completing work on new legislation. Airplanes are still taking
off and landing and cargo is still being transported. We should be careful not to take that as a
sign that we can continue to indefinitely put off a long term FAA reauthorization.

The Airport and Airway Trust Fund is dependent on several aviation related excise taxes in
order to distribute the burden of funding the FAA. These taxes include passenger ticket taxes,
taxes on cargo, and taxes on fuel.

Fuel taxes are different for commercial aircraft and domestic general aviation. The distribution
of these excise taxes is meant to approximate the burdens different users of our airport and
airway system place on that system. The reason it is important that real FAA reauthorization is
completed, as opposed to extending an expired law, is this. We cannot expect that the package
of excise taxes that worked several congresses ago will continue to be the best way-to fund our
airport and airway system today based on how it is used today.

This is why | welcome the opportunity this hearing provides to carefully examine the
status of the Airport and Airway Trust Fund. it is an opportunity to examine the series of excise
taxes that fund the trust fund. We must understand how our airport and airway system
functions now. We must understand how we expect it to function in the future. We need to
understand who uses our airway system and ensure that costs are imposed fairly and are
representative of the burdens place on the system.

Mr. Chairman, I'm glad that we’re taking off on another FAA reauthorization bill. This
time we need to reach our final destination and complete the legislation.
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