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Laection 1.0

INTRODUCTION

1.1 Purpose and Analvtical Framework

The purpose of this volume is to evaluate alternative taxes
or feeg designed to recover costs alliocated to usersl of the FAA
airport and airway system. Alternative taxes are evaluated in
terms of the following c¢riteria: safety, economic efficiency,
administrative efficiency, equity, the existence of precedents,
and the expected effect of the tax on the FAA.

The FAA is different from most federal government agencies
in that the majority of its employvees are either directly
inveolved in the provision of a consumable service or support the
provision of such a service. Air traffic contreolliers are
examples of direct~service providers, while hesadquarters
personnel are examples of those who provide support. The service
which the FAA provides can be broadly defined as a safe,
organized airspace system. It includes provision of air traffic
cc ntrol services and regulation ¢f such aspects of aviation as
aircraft, pilots and airporits. For the purpose of analvyzing its
sources of revenus, the FAA will be considered as a large, multi-
pfoduct “firm."

Figure 1.1 presents the conceptual framework of the tax
analysis. Alternative tvpes of taxes shown in the first column
are evaluated in terms of six criteria presented along the

horizontal axis.
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Taxes ars divided int> twe general categories: direc: and
indirect. Taxes which vary directly with services prbvidéi'ére
termed direct charges. An example would be a fee chargm; ﬁ:llo‘an
aircraft owner each time he made a landing at an ai;port.' One of
the key advantages of direct charges is that they can.be designed
0 let users pay only the costs of producing the services they
actually consume; this is termed economic efficiency. However,
there may be other criteria which direct charges do not meet as
well. For example, charging users directly may cause someé to
avoid available FAA servic:s and thereby cause safety problems.
In addition, it may be administratively inefficient to collect
money each time an aircraft lands at a facility.

Indirect taxes are levied on groups of services consumed by
user groups, instead of per unit of service. For e:zample, the
current passenger ticket tax is levied on airline revenues and
covers all airline uses of the FAA system regardless of services
actually consumed by each airline individually. These taxes tend
té have no effect on safety, and have been administrative y
efficient. However, they are less economically efficient than
are direct chargss.

These issues are more fully discussed in the following

se “tions of the report.

1.2 Relationship to Other Volumes

The analysis in this volume complements the analyses in
Volumes 1 and 2 by discussing alternative ways to recover the

present and future costs allocated to users in those volumes.



1.3 Organization of Volume

Section 2.0 of thisz voiumne presents criteria relevant ‘or
the analysis of various user taxes. Section 3.0 presents »
discussion of those taxes currently imposed on users of the FAA
airport and airway system, while Section 4.0 reviews taxes which
have been levied in the past., but are not currently in effect.

Section 5.0 reviews an alternative set of direct user charges.



Section 2.4

SELECTION CRITERIA

There are six selection criteria that are applied to the

alternative taxes reviewed in this volume:

O

Safety--taxes should not provide incentives to
compromise safety.

Economic Efficiency--taxes charged should closely
correspond to the cost of providing services.
Administrative Efficiency/Feasibility-~administration
of the taxes should impose the lowest possible costs,
i.e., taxes should be easily verifiable and
enforceable, simple to pay and easy to understand.
Equity--users should be able to pay the tax:.any
subsidies required should be explicitly identified.
Precedents--taxes should be similar to other taxes that
have been successful.

Effect on FAA--taxes should not negatively affect the
FAA's ability to operate its system safely, and should

promote cost recovery.

Each criterion is discussed below.

2.1 sSafety

Since the primary role of the FA2 is to provide safe

airspace,

the behavioral incentives of each proposed tax should

be considered carefully. For example, if t! 2 cost of using FAA



services rises for a given user group, will members of that group
avoid using that service in order to save money? If they do use
the service less, to what extent will this pose a safe'ty_ hazarc
to themselves and others?

If a proposed tax appears likely to change incentives in
such a'way that safety is corpromised, then it‘is necessary 1o
consider changes which might ameliorate the problem. If
successful changes cannot be found, then further Study of the
tradeoff between safety and economic efficiency is required.2

One method of minimizing the incentive for changes in
behavior that might compromise safety is to place taxes oﬁ
inputs, such as jet fuel, for which an aviator has few

3 rather than on FAA services, such as weather

substitutes,
reports, which might be avoided. Such indirect taxes are less
economically efficient than direct user fees. Whether the

improvement in safety cutweighs the loss in efficiency is a

question which is beyohd the scope of this study.

2.2 Economic'Efficiency

Economists generally agree that prices serve the role of
signals in an economy. Prices "signal" resources to their most:
efficient use, providing that they are a function of costs. For
example, as the price of commercial "no-frills" airline
transportation has fallen relative to the prices of other modes,
many passengers have switched to air transportation. The result
has been that more resources are being devoted to no-frills

airline transgportation and fewer are being devoted to other



mades. People are being transported more efficiently, assuming
that the changs in relative prices reflects a change in relative
costs.

Ideally, the prices of all goois and services would equal
the marginal cost of producing them, thereby providing correct
signals. The price (or tax per unit of service) for each FAA
service would be set at the marginal ccst for that service.
However, in order to fully recover all costs, prices of FAA
services must be set above marginal costs.*

Since the FAA cannot set prices equal to marginal costs, any
set of prices (or taxes) which will provide sufficient revenue
for thé FAA will cause some distortion in the economy, in the
sense that some buyers and sellers will be reacting to imperfect
signals. The second-best alternative is to design a set of taxes
which minimizes this distortion. Such taxes would represent the
highest degree of economic efficiency possible (although they.
might not meet other criteriaLS

One additional issue regarding economic efficiency should be
noted. Taxes which are imposed indirectly, i.e., those which do
not tie the cost of a particular service to the revenue generated
to pay for it, are less efficient than direct taxes because they
interfere with the role of prices as signals for efficient use of

resources.

2.3 Administrative Efficiency/Feasibility

Levying any tax imposes two types of administrative costs,

those borne by the agency collecting the tax and those borne by



the groups or individuals that pay the tax. An aéminist:atively
efficient set of taxes will minimize both types of césts while
still collecting the required revanue.

The following criteria can be applied to a set of taxes to

determine its degree of efficiency:

O Taxes should be based on transactions which can b«
observed and verified with a minimun of effort. 'or
example, it is easier to observe the number of
operations at a TRACON or the number of gallons of
gasoline sold to an aviator than it is to assess thé
"value" of an airplane or piece of property. The fewer
the number of transactions, the easier the tax is to
verify.

o Taxes should be simple to pay and minimize collection
costs for both coilectors and taxpavers.

o] Taxpayers should bt: well-informed about tﬁeir
responsibilities in the collection process and
information should be kept current. (This task is made
simpler if the tax itself is simple.)

o] Reasonable penalties should be set in order to deter
tax evasion while at the same time minimizing
antagonism toward the agency which administers the tax.

It should be noted that a number of the above criteria may

cor £1ict with the goal of economic efficiency. For example,
economic efficiency might call for a set of relatively complex
tax2s to be levied on a large group of taxpayers. The costs of
administering such taxes would have to be weighed against the

benefits of the economic efficiency gained by imposing them.



2.4 Eguity

Taxes should be evaluated in the 1ight of the burden which
they may place on each user group. The gquestion of equity is
often raised by asking whether a particular group has the
"ability to pay"” for the total costs which it is imposing on the
FAA. If it is determined that some group does not have the
ability to pay, should that group be subsidized through increased
taxes on other users or from general revenue? If it is not
subsidized, but instead charged the full tax, its use of the air
system will decline (perhaps to nothing). In such cases, it is
necessary to consider, from the point-of-view of the public
interest, the tradeoff between subsidizing this group or <ausing
it to reduce its use of airspace. In particular, 1if a group is
.to be subsidized, a clear rationale should be developed that
answers twe gquestions:

1) Why is the user group being subsidized?

2) Which other groups should bear the burden of the

.subsidy, or should it be placed on the general public?
These gquestions, however, cannot be answered by this study. But
implications for current and projected FAA budgets are examined

below.

2.5 Precedents

It may be desirable that a tax have a precedent, although
this is not a necessary condition for successful implementation.

The importance of a precedent for a particular tax will depend in



part on the degree of controversy which implementing that tax
might provoke. Precedent may also indigate the degree to which

-certain taxes have met the other criteria in particular

" situations.

10



Section 3.0

CURRENT TAZXES

The FAA currently receives revenues from;five taxeg: an
eight percent tax on airline passenger tickets, a five percent
tax on freight wavybills, a $3 per passenger international
departure fee, a 12 cent per gallon tax from general aviation
gasoline, and a 14 cent per gallon tax on Qenera} aviation jet
fuel. This section discusses the manner in which each of these
taxes is collected and then examines them in light of the

selecticn criteriaz set forth from Section 2.0.

3.1 Description of Current Taxes

3.1.1 Passenger Ticket Tax

This tax is imposed as a percentage (eight percent) of the
price of each airiine passenger ticket. It applies to all
scheduled passenger carriers, including commuters and for-hire
air taxis. Airlines collect the tax and remit it to the FAA.

In 1985, total passenger ticket taxes collected amounted to
$2.5 billion, or 88 percent of the total user fees collected in
that year. By 1992, official FAA projections of the passenger
ticket tax will acoount for 87 percent of user fee collections if
the current tax gstructure remains in place.

3.1.2 Frelight Waybill Tax

Colliecticns for this taex are based on revenue for fraight

transported in the U.S. net of ancillary fees such as delivery

i3



or storage charges. The tax rate is five percent. Taxes are not
collected on any freight that will txav@l‘ﬁverseas, even if part
of the transportation occurred in the U.5. For example, if a
manufacturer ships a product from New York to California and then
to the Far East, the portion of the trip in the U.S. would not be
taxed.

In 1985, freight waybill taxes amcunted to $134 million, or
approximately 4.7 percent of total taxes collected. FAA projects
that by 1992 the freight waybill tax will_account for
approximately 5.7 percent of total user revenues if the current
taxes remain in place.

3.1.3 International Departure Fee

Passengers traveling across U.S. borders pay a S3 fee per
departure, collected by the airlines. This fee is also impoaed
on flights to or from Alaska and Hawaii. The tax is collected by
the airlines in a manner similar to the eight percent ticket tax,
and returned to the FAA. However, international fiights which
nclude a stopover in the U.S. but do not enplane or deplane
passengers during that stop, are not subject to the eight percent
passenger ticket tax.

In 1985, the international departure fee iccounted for $108
mi lion, or 3.8 percent of total user fees collected. This is
projected to fall tc approximately 3.1 perceni by 1992 if the
current tax structure remains in place. |

3.1.4 General Aviation Fuel Taxes

Separate taxes are levied on gasoline ( 2 cents per gallon)
and jet fuel (14 cents per gallon) consumed by general aviation.

The taxes are imposed at the retail level.

12



The IRS allows exemptions from payment, or refunds of
payments, of these taxes for certain uses which include natural
resource extraction, crop dusting and other  ommercial purposes.

Tn 1985, the general aviation fuel tax accounted for $100
milliion in collections, or 3.5 percent of total collections.
Should the current taxes remain in place, by 1992, the general
aviation fuel tcxzes would account for 2.9 percent of total

collections.

2.2 FEwvaluation of Current Taxes

In this section, the five current aviation taxes will be
evaluated according to the criteria presented in Section 2.0.
The 1esults are summarized in the matrix found in Table 3.2.1.

3.2.1 Economic Efficiency

None of the current taxes accurately reflects the cost
incurred by the FAA per unit of service provided. Specifically,
on any given airline flight, revenue collected through the eight
percent ticket tax depends on both the average fare and the load
factor. Yet, the costs incurred by the FAA to provide services
for that flight are the same whether there is a single passenger
paying a low fare or a plane-load of first class passengers. A
similar problem arises with the international departure tax,
except that it does not vary with the average fare because it is
ct arged on a per-passenger basis. Freight revenue is alr » a poor
measure of the cost incurred by the FAA in providing services to
a freight-carrier flight. With regard to the fuel tax, the
guantity of fuel consumed by an aircraft isnot a good measure of

its use of FAA services or the cost of providing them. The

i3
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number and gquantity of services used in a giren fiight dep:nd on
a number of factors other than fuel consumption, including origin
and destination point, on-board eguippage, pilot training and
purpose of flight.

3.2.2. Safety

With one possible exception, current taxes encourage use of
FAA safety services. This is true or the few taxes leviaed on
commercial aviation (tickets, waybi 1s and departure taxes)
because in the absence of prices for specific safety services,
airlines will consume as many services as needed.

General aviation fuel taxes are levied on a commodity which
is a necessary input for any flight that takes place. However,
some pilots may use auto fuel in lieu of avgas in order to avoid
botn the user fee, and the higher retail prices charged for
aviation fuels. The FAA has granted Supplemental Type
Certificates (STC) for certain aircraft allowing the legal
substitution of autc fuel. In the absence cf an STC, such a
substitution may be unsafe.

3.2.3 Administrative Efficiency

Both the passenger ticket tax and the international
departure tax meet all of the criteriz set forth in Section 2.2
for administratively efficient taxes. S3Specifically, they are
based on transactions which are easily observed; they are simple
to pay and the responsibilitv of the airline for collecting them
is clear (meaning that the airlines are well informed of their
responsibility):; the set of taxpaving entities is limited to the

airiines, and penalties sre sufficient to discourage evasion.



The FAA has perceived a number of administrative
difficulties in the collection of the general aviation fuel
taxes,6 which are paid primarily at the retail level. In
particular, there has been no overall accounting method to keep
track of who should properly be allowed exemptions from paying
taxes, or receive refunds on taxes paid on noncommercial aviation
fuel. In addition, no compre:ensive accounting method exists to
monitor manufacturer and retail tax collections.

3.2.3 Equity

Table 3.2.2 presents the estimated cost allocations for the
ten user groups for 1985, and compares them with tax revenues
received. The top part of the table presents a scenario where
the costs of regulation are alliocated to users; the bottom
represents the case where these costs are allocated to the public
sector. In general, domestic and freight air carrier tax
receipts are at least sufficient to cover the costs they imécse
on the FAA. A modest increase in the departure fee would make
internaticnal operations compensatory.

Tax receipts from commuters and general aviation were
insufficient to cover the costs they imposed on the FAA in 1985.
The divergence between costs imposed and taxes paid by these user
groups is large enough to guestion their ability-to-pay fully
colipensatory taxes. Whether the current subsidy to these users
should be continued, and which entities should pay for it--the
general fund or other users--are policy guestions beyond the
scope of this study.

Table 3.2.2 also indicates that public sector use oI FAA

facilities is fully compensated. The tax collections shown are

15
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genexral fund contributions tc the FAA's operations and
maintenance budget. The <olilecticons are split among public
sector users in proportion to their allocated costs.
Figures 3.1 and 3.2 illustrate the trends in recovery
over time. Figure 3.1 illiustrates the changes in user recovery
assuming that regulatory costs are allocated to users, while
Figure 3.2 illus rate:s the case when regulatory costs are
allocated to the public sector. In both cases:
O Air carrier recovery rates begin to exceed 100 percent
in the late 1980's.
O General aviation recovery rates remain stable over the
time period.
O Public sector contributions are assumed to egqual cost
allcocations beginning in 1987.
These results alsc indicatse that the FAA budget will be
approximately self-financing {sgsuming an appropriate
contribution to cover public sector costs) by 1992.

5.2.4 Precedents and Effect on FAA

All of the current taxes already exist, and have been in
place for over 15 years. Lessons learned from these taxes could
serve as a precedent for other taxes.

None of the taxes levied on either air carriers or gsneral
aviation will have any mérginai effect on ¥ A in the future.
However, it should be noted that the tax base for the general
aviation fuel tax is probably not large enough to permit full
recovery of all costs allocated toc these users. Alternative or
supplementary taxes may be necessary if fully compensatory

taxation is desired.
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Sosction 4.0

PREVIOQUSLY LEVIED USER TAXES

This section reviews two federal taxes which were levied in
the past to fundé FAA operations, but which are nco longer in
active use. These are: a tax on tires and tubes, and an
aircraft registration fee. Both taxes are evaluated based on the
criteria in Section 2.0 of this wvolume. Based on discussions
with FAA and Department of the Treasury staff, reasons why these

revenue sgurces are no longer actively used are also included.

4.1 Description of Taxes

4.1.1 Tire and Tube Tax

Rates of 5 cents and 10 cents per pound respectively were
levied on tires and tubes. The collection and enforcement of
tiis tex did not present major problems for the FAA., It wes
a lowed to lapse due to the small amount of revenue it raiced.

In the year before it expired (1983) the tire and tube tax
accounted for approximately $1 million or less than one percent
of total fees collected.

4.1.2 Rircraft Registration Fee

A federal excise tax in the form of an aircraft registration
fee was assessed on general aviation wvehicles. It was an ennual
fee of $25 plus 2 cents per pound of gross take~off weight ubove
2,500 pounds for non-turbine powered aircraft and 3.5 cents per

pound of grocss take-off weight for turbine powered ailrplancs.
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This tax was replaced by the current $5 per-year fee, which is
collected directly by the FAA for the purpose of offsettir g the
cost of maintaining the registry, in exchange for a 2 cenis per
gallon increase in the general aviation fuel tax.

In 1982, the last year it was ceollected, aircraft
registration fees amounted to S$80,000 or less than one percent of

ithe total user fees colliected.

4.2 Evaluation of Previously Levied Taxes

4.2.1 Economic Efficiency

The tire and tube tax was an imperfect measure of the use of
FAAR services. In addition, the tax was so low relative o the
price of these products that it had virtualliy no effect on the
behavior ¢f buyvers or sellers. The air raft registration fee, as
it was previously imposed, had nc relatiion to either the fixed or
variable costs imposed on the FAA by aircrafi owners.

4.2.2 Safety

The tire and tube tax may have caused a very small safety
reduction by inducing users to delay their purchase of these
products. However, the small size of the tax makes it doubtful
that this problem was very pronounced. The aircraft registration
fee, should not have had any effect on Saféty either. The fee
was relatively small, and was designed primarily to offset the
costs of maintaining the aircraft registry. However, other
aviator behavior--such as use of certain air traffic faci ities--
may nave been affected if users avoided the fee and the F/ A

installed enforcement procedures at opevating sites. Fox
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example, some aviators might choose to aveid using FAA towers or
FSS services if that would trigger an enforcement action against
them.

4.2.3 Acdministrative Efficiency

Both taxes met all of the adwministrative efficiency criteria
set forth in Section 2.0. However, verification and enforcement
programs were nolt given significant resources because of the

modest amounts these taxes were capable of collecting.

4.2.4 Eguity

Bécause of the relatively low rates established for these
taxes, ability-to-pay was never an issue in the past. Neither
tax was designed to offset a major portion of the costs imposed
on the FAA by users.

Had the tazes been established at higher rates, they may
have altered aviator behavior. For example, some aviators may
have been tempted to delay tire and tube purchases or to avoid
payment of registration fees which would mean reducing their use
of air traffic facilities. Such behavior would have been a
manifestation of inability or unwillingness tc pay. How high the
taxes would have nhad to have been established before avoidarce
behavior became a problem is bevond the scope of this study
However, neither tax is likely t¢ have contributed significantly
to total user tax receipts without causing some avoidance
problems.

4.2.5 Precedents and Effect on FAA

Both the tire and tube tax and the aircraft registration fee
already have existed in the past. They are both precedents for

other types of taxes as well as candidates for renewal.

24



Enforcement and verification mechanisms would have to be
established if the taxes were reinstated. Furthermore, there is
a significant question whether the tax base is substantial enoudh
to make a significant contribution to cffsetting costs allocated
to users. The potential for an alternative type of aircrait

registration fee is reviewed in Section 5.0.
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Section 5.0

POTENTIAL NEW TAXES

5.1 Intreoduction

This section describes a set of direct user taxes designed
to meet the criterion of economic efficiency described in Section
2.0. Specifically, these taxes provide revenue sufficient to
cover FaA costs attributable to users, while causing the least
amount of distortion in the price signals given to buyers and
sellers of aviation goods and services. Thay are economically
efficient because users are charged only fo - those services they
actually consume. The taxes are based on c¢ost allocations
described in greater detail in Volumes 1 and 2.

There are four tvpes of direct user fee taxes reviewed in
this section:

o Charges per FAA service rendered at each operating site.

For example, a user fee charged for each operation at an
FAA tower.

o} F&E and maintenance surcharges at FAA operating sites.

For example, an additiconal charge to cover the capital
and maintenance services provided at an FAA tower over
and above the incremental cost of providing terminal
separation.

o Landing fees at NPIAS airports to cover the cost of AIP

airport grants.




o Registraticn fees to cover the cost of aviation

standards, R&D and airport safety administration.’

These taxes and their performance relative to the criteria set

forth in Section 2.0 arae reviewed below.

5.2 Definitions of Direct Unit Charges

Table 5.2.1 defines the direct user charges and the FAA cost
elements included in each. 2Also presented in this table are
possible collection methods. Each of the charges is briefly
discussed below. Conceptually, thev could be instituted as a
substitute for current taxes, or some of them could be applied to
offset shortfalls in recovery under current taxes, or to
eliminate cross-subsidies within or betwsen user groups.

5.2.1 Charges at Operxsating Sites

FAA operating sites produce identifiable services that are
consumed by the aviation publiic. The unit costs of.producifg
these services for sach of the ten user groups are identified in
Volumes 1 and 2. Charging these costs per unit of service would
insure that users pay for oniy those resources they consume.

The f£four FAA operating sites--towers, TRACONS, FSSs and
ARTCCs--would levy a separate charge each time they provided
services. At towers, a charge would be levied for each aircraft
oPerationJS AT FS88g, a charge would be made for each servize
rendered, while at ARTCCs users would be charged for each aircraft
handled {i.e., departure, arrival or over). At TRACONs, users
would be charged for each primary or secondary operation. No

charge would be made for an over since doing so would discourage
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users from making contact with the TRACON while passing through!
its tervitory. Instead, the cost of overs would be incorporated
intc the fees for the other two services at TRACONs.

Collection would depend upon whether a user was fliyi g IFR
or VFR, and upon the service consumad. IFR users ©of towers,
TRACONs and ARTCCs could be bilied for the services they conéume
based upon the details of their IF: flight plans. All of the
necessary information to identify the services consumed 1is
available. Local airports or FBOs would have to be depended upon
to collect the taxes for VFR operations.

FSS service costs would bs recovered in a different manner.
Users would be assigned & unigue account code through which they
could access the F33s. Thevy would then be biilled periodically
for the services they consumed. It should be noted that users of
FS8 services, such ag weather reports, ¢an find private-sector
alternatives at a lowey cost to them; the FAA might find itself
in competition with the private sector. If this occurred, it
would be necessary to ensure that the private alternatives did
not compromise safety.

The level of charges at operating sites could be set to
account for the marginal and joint costs at the sites. Also
included in each charge would be the overhead assigned to the
relevant tvpe of operating site. The ARTCC handle charge also
would incliude F&E, R:D and Aviation Standards services performed

specifically for IFR ussrs.
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5.2.2 F&E and Maintenance Surcharges on Operations
and Seconds

These surcharges would be added to the basic tower and TRACON
charges. This collection method is appropriate because users
benefit from capital and maintenince services basced on how often
and how intensively they use the FAA system. For example, a
general aviation piston operator who flies only a few hours per
year and utilizes few FAA facilities consumes iess F&E and
maintenance services than an air carrier flying thousands of hours
per vear and utilizing all of the most sophisticated FAA
equipment. The surcharge would reflect these very different use
patterns.

The F&E surcharge would include all F&E ailoéated to users
(except for capital services performed exclusively for IFR
users). The maintenance surcharge would include all FAA
maintenance not assigned to operasting sites and includes
maintenance of NAVAIDs and other FAA facilities.

5.2.3 @Grant Landing Fees at NPIAS Airports

These fees would be levied at primary, commercial service,
reliever and general avsiation airports eligible for FAA airport
grants. Revenue would be allocated among a rports based on need,
and the allocation formula in the relevant tax law. In this way,
users would pay for upgrading airport facilities based upon their
pattern of usage, and the airport system would become self-
financing.

The fees would be collected in exactly the same manner as the
charges described above. However, non-towered airports would have

to be depended upon to coilect fees from VFR operators. The size
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of the fees would depsnd upon the type of airport. Those
collected at primary alrports would be higher than at general
aviation airports, reflecting the differsnces in the sizes 0f the
capital investment in each type of facility.

It should be noted that these fses are likely to be less
efficient than having airports establish their own landing fees,
from which they would finance their own capital regquirements.
The landing fees discussed in this section still reguire a
collection and reallocsation function through the FAA. It may be
more efficient for the FAx to establish standards fcr airports
that local airport authorities would meet in part by collecting
landing fees. At 2 minimum, the administrative cost of
collecting and reallocating fees would be avoided. Phasing in
airport self-financing could cause dislocations, however, Iin
cases whe "e short-term reqguiremerts would exceed the capacity of
the airport to collect funds to meet them in a timely manner.

5.2.4 R&D, AVS and Airport Safety Administration
Registration Fee

This registration fee would recover the cost ¢f ailrpo €
safety administration, and R&D and aviation standards prog ams
with the exception of those benefitting only IFR users. The
fee would be collected by mailing a bill to the asircrafi owner.
Upon the receipt of payment, a registration certificate would be
returned to the user who would then digplay it prominently on the
aircraft.

It may be desirable to make the registrétion fee guarterly
in order to make the payment schedule more convenient for users.

This payment scheduls could be particulsriy important to cwners



cf older commercial equipment and to general aviation-piston
operators, both of whom may deploy their aircraft on a seasonal

basis.

5.3 Ewvaluation Criteria for Direct User Cha ges

Table 5.3.1 summarizes the evaluation c iteria applied to
tra direct user charges. These results are discussed immediately
be ow.

5.3.1 Economic Efficiency

The main objective of a direct user charge is to promote
economic eficiency. For all of the charges considered in Table
5.3.1, users would pay only for those costs which they impose on
the FAA. Their decision to use FAA facilities and services would
be based on whether they believe that the benefits received were
at least egual to the cost of the service. As a result, the FAA
would produce only those ssrvices which users could justify
economically. The charges would act as efficient price signals.

Potential charges outlined here are based on average
marginal costs. True economic efficiency would be based on more
detailed fees--e.g., peak-lcad prices. In addition, if more
complete data were available, it would be possible to calculate
user fees for more services--e.g., pilot certification.

Developing these more detailed charges is for the mbst part
a data problem which could be eliminated with additionasl work.
Methods for improving the data are currently being evaluated by
FAA. Conceptually, the fees described in this section are

economicaily efficient.
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5.3.2 Safety

Direct user fees woulld divert general aviation operators
from FAA facilities and services. There would alsc be reductions
in use at NPIAS airports. Safeiy congcerns srise in Lwo cases:

C I1f a significant number of aviato rs opt not to use a
service that theyv otherwise would have used, the level
of safety could be reduced. For « xample, some aviators
may choose to fly without a proper pilot briefing.

O If an alternative, but inferior, service--e.g., non-
towered airporits—--is chosen by a substantial number of
users, there could be a reduction in the level of
safety due o congestion at alternative facilities.

For example, scome aviators may opt tc use non-towered
fécilities, and so cause congesticn at these
facilities.

Twe of the more sericus potential prob ems would include a

reduction in the use of F8S pililot brisefing :ervices without

E and a reduction in the

suitable substitution of privaie services,
use of general aviation IFR flving. One reszson for the reduction
in general aviation IFR filyving might boa that fewer pilots would be
willing to pay the high user fess at towered facilities where IFR
training is conducted. Tho remeining effects would be local in
nature and would involve decreased (increased) safely due to

increased {decreased) congestion.

5.3.3 Administrative Efficiency

The administrative efficiency of the direct user fer depsnds
upon whether or not the user fliies IFR. With the except.on of

FSS services, IFR users could be bilied for all of the scrvices
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they consume. Charges levied at FAA operating sites and at NPIAS
airports could be assessed to users based upon their IFR flight
plans. The registration fee could be collected quarterly via the
mail. Fees for FSS services would be collected in the same manner
as that employed by private providers. Each FSS user would have a
unique account number which would be used to access both pre-
flight and in-flight FS5 services.

Collection of fees from VFR users would regquire the
cooperation of non-FAA personnel at airports without manned FAA
facilities. Most would have to be collected in the form of
landing and take-coff fees collected by airports or FBOs. Since
not all of the airports are staffed 24 hours per day, there could
be instances when collections would not be made. Fees could be
adjusted for prime-time use of facilities in order to offset this
10

problem, however.

5.3.4 Eguity

In general, there is a guestion about the ability of general
aviation piston operators to pay the full cost of FAA servicns
they consume. This problem exists for both direct and indirect
taxes. Identifving fullv-compensatory direct user fees
facilitates the design of subsidies for general aviation
operators if such subsidies are deemed to be warranted.

Commuter airlines would also face increases in their costs
of using FAA facilities, because the current tax system does not
reflect the true costs impored on the FAA by this user group. If
a government subsidy for these operators is deemed to be

justified, it should be develcoped in the light of their true
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costs. One ocutcome of the imposition of the user fees described
above might be for larger carriers to subsidize commuter use of
the FAA system because of the close marketing relationship
between the two types <f carriers.

5.3.5 Pracedents

In general, there are acceptable precedents for all of the
direct user fees. Aviators have become accustomed to paving
landing fees at certain large airports, and most of the charges in
this section are conceptually similar to these fees. The use of
FAA-designated individuals to perform variocus certification
examinations provides another precedent for direct user feas.

This is especially important because the arrangement for payment
is made directly between the designee and the party seeking
certification.t?

F88 service taxes and the guarterly registraticn fee are not
similar to landing fees, however. The FSS service charges would
be similar to the fees charged by NOAA when it establishes
regional hotlines. For eximple, NOAA sets up a hotline in the
southern U.S. during hurricane seascon. Members of the public are
invited to call the hotliine to obtain the latest weather
information, and pay for the service on their phons bBills. With
regard to registration fees, both the federal and state
governments have historically charged such fses to owners of

aircraft, although not at the levels discussed in this section.

5.3.6 Effects on the FAA

In general, the effect of the direct user fees would be to
reduce consumption of FAA services Ly general aviation coperators.

The assessment of direct user fees would cause these operators To
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divert to non-FAA facilities, or to forego the use of FAA
gervices. As a rvesult, future workloads would be below levels
currently frrecast.

Offsetting this trend, however could be the potential need to
establish additional FaA facilities at new sites that would become
congested due to the diversion caused by the charges. Since the
1evels of traffic and its distribution among user groups, ore the
main elements of FAA facility establishment criteria, new traffic
patterns induced by the fees would be reflected in these criteria.
Assessing the extent of the need for additional facilities,

however, is beyond the scope of this study.

5.4 Iilustrative Charges

This section reports, for the purpose of illustration,
selected rates for the direct user charges. These rates do not
take into account the effects of the incidence of the fees. That
is, the charges themselves could cause UsSers to reduce their
consumption of FAA services. To the extent that the FAA avolds
costs when demand falls, these charges should be sufficient to
recover all FAAR revenue reguirements. However, 1f the FAA is
unable to aveid all of the costs, for whatever reason, there
might be some revenue shortfall. Fee schedules would have 1o be
adjusted in order to cover this shortfall.

The illustrative charges, which represeﬁt the marginal cost
for the averagse user, for 1985 are shown in Table 5.4.1. There
are two sets of charges--one where the costs of aviation

standards and airport safety administration are allocated to

40



w0

5
W o e <O
w3 ah W e
£

ne

I -
BN N A ot B S

]
v o
s

¥y
o
— 3

~3 3
3 0
P

LT
At

10847 833
a1y
SUTaN 1y 334
ONTGRETY INYNG

10N
S1Y

w3
fasd
s

w3 5 =
[V N A

et

=

e I

P A e i
w

a4 B
e et
o2 oo e

2

653
Fm
feal
—

(135 40 40 43d)

JOUYHUNG
JONUNI LN UK

H2°51%
£y 'GE
LR AR
EE2TS
9Ly
25 °Ge

05628

AR
75 958
AN

{335 ¥ o6 43

JHEHIENS
34

P B BN e ]

£Ris
96 914
£'91%
96°81%

£L°Es
96ais

95019
957818
967918
951

{331A435 ¥3d0)

Eitlivia]

oo
g

SHESN OL CALYD0TIY SLS0D A¥OLYINDHw
SYDHYHD LD0dEuIA

§y3h= 5861

T°y'6 8ldel

p SWUNTOA

(233 4o

JERHD
NoooEl

96 "G2%
@y 6
A
P
76°2%
gy gY

0Hals
LR
LA 2 )
VRS

¢ ¥3d) (NOTLEHAD ¥34)

204D
43801

W 98

L NOTLdAD
9g-2a{- 3¢
EREHIRRE N £



m 00
iy O e

Lt B o]

ALF

+
.
a

al

$

$
) 0
79 °59%
BE Y3
PERES

&Y '52
Q)2
RET9LLS
SLGRie

{ONTONGT W3
Glr0edty

Slay I¥ 334
ONTONGTY INGES

o
s
Py
Py

)
i)
o5

Do O 5
43— 3 u
W v e e v U

— DY

£vrals
R
A
g2'91%

(235 ¥0 40 ¥3d)

JOWYRONAS
JONUNTIN T

16751%
By '04
gy rs
28278
¥L°T8
gy 'C$

vgpss
GL 948
99°35$
EEA ]

{338 40 d) ¥

JHUHIENG
2

85 °15%
¥5oLs
00 °ee

¥a ks
G618
y50Ls

B9 TS
£9°E18
B9ELY
6Y'ELs

{ANYE 43d)

39K
e

‘ol
‘Al
Bi$
ais
ik

L

B i i

A R A )

ATy

v 1%
y2BT4
¥ els
yoBIs

{20135 d30)

A
554

217d0d 0L UEL¥20TIVY SIS0D A¥OLVINSIY
SIDUVHD LOd¥Id
¥93A= 5461

(PoNUTIUODY T p'G S1GEL

% SWNTOCA

£67LCS 997908
vg°gs BE'LS
72°04 65 °L%
yEoLE EhTLY
£5°G$ L9724
15748 b6 7LE
29°57% AR
c9 528 LBChd
28 '52% LUy
297608 LBEYS

{235 ¥0 df W3 (NOTIBY3A0 ¥3d)

o0 3GUEHI
NOJBY L ¥3M0L
Wit byioe

W2
EAN
=34
{-J4

BLE

51544

# NGILd0
3g-12(7-99
aYL-TRgE YL

42



users, and one where these programs are allocated to the public
sector. The charges are based on the cost data in Volumes 1 and
2.

In reviewing these charges, it must be borne in mind that the
levels shown in these tables are designed to be fully
compensatory. The rates could be lowered:

o If it was decided that certain users reguire a subsidy

from the general fund, or from other usar groups.

o If these fees were to be utilized to supplement those

which already exist.

For example, commuters are a user group with a subst.ntial
short-fall in revenue ccllected under current taxes. if a
naticonal landing fee of 521 per landing at NPIAS airports were
established for commuters, it would have raised approximataly 105
percent of the total amount of funds collected from these users
in 1985. The combination of the current passenger tax and a
landing fee would have raised commuter cost recovery 25.8 percent
from 12.6 percent.

Table 5.4.4 summarizes the estimated percent of total 1985
allocated costs that would be recovered by each direct user
charge. The large revenue generators vary from user group to user
group. For example, the tower and FSE charges would be the
largest revenue gensrators for rotor operators: this reflects the
fact that these users use other FARA resources relatively less than
other groups. Unlike other general avietion groups, GA-turbo
operators are relatively heavy users of ARTCC services; the ARTCC
charge would, therefore, be a relatively large revenue generator

for this group. Alr cerriers, as a group, would pay large

43



amounts under the F&E surcharge, which reflects the fact that
they are prime beneficiaries of many NASP and other capital
programs.

Finally, it should be noted that the fees shown on the
accompanying tables reflect average congestion caused by users.
It may be desirable to charge peak ioad and off-peak fees in
order to encourage more efficient utilization of existing
facilities. Deriving the exact sizes of these fees is beyond the
scope of the present project. Additional information and
analyses would have to be undertaken to identify the optimal size
of different types of FAA facilities. Developing optimal
congestion fees would reduce the long-term investment and

maintenance requirements of the agency.
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HOTES

lwhile there is a technical difference between a "tax"
enacted by Congress, and & "fee” ¢or "charge™ set by an agency, the
terms will be used interchangsably because the ultimate authority
for collecting revenue comes from Congress regardless of who sets
the final levelg of fees or taxes.

21+ should not be pregumed that very small changes in safety
can never be compensated for by large changes in economic
efficiency. However, it is important to understand the degreze to
which the Congress or the Administration will accept reductions
in the absclute level of safetly even 1f cost-beneficial.

3Some general avistion piston users employ auto fuel irstead
of avgas.

4the FAA is characterized by joint production. The marginal
cost of a service which is provided jointly cannot always be
clearly defined. For example, a single ARTCC provides radar
separation for a variety of users. No user could receive the
service if the Center did not exist, but there is no clear rule
based on the production technoliogy by which to assign portions of
the joint cost of the Center toc each group.

Even 1f marginal costs for jointly provided services could be
clearly defined, the data to identify the exsact marginal cost of
each do not exist. For sxzample, no data exist on the consumption
of capital services at FAL operating sites.

SThe design of a set of taxes which would provide
sufficient revenue for the FAA with a minimum of economic
distortion can be describsd using the following hypothetical
problem. Suppose that the government wishes to raise a given
amount of revenue by placing per-unit tazes on a sat of goods and
services. The most economically efficient set of taxes would be
those which signal buvers and sellers t0o act as closely as
possiblie to the way they would act if 211 prices were egual to
marginal costs, while still raising the revenue necessary to
operate the FAA in the long-run. The taxes, or prices, which
solve this problem are known as Ramsey Prices.

6This section is basad on discussions with Jean O'Leary.
Office of Avistion Policy, FARA.

7Certification fesn are separately discussed in ancother
volunme.



SIt might be more convenient, administratively, to charge a
fee for landing or taking off that would cover all operations
costs.

gA recent FAA study of the feasibility of privatizing Flight
Service Stations examined the impact on the use of various FSS
services that charging for them directly would have. See:
Comsis Corporation, Gsllman Research Agsociates, J. Tilghman
Montgomery Assoclates, EXP Associates, Flight Service Station
Privatization Study, prepared for Office of Aviation Safety,
Federal Aviation Administration under contract number DTFAQl-84-
Y~-01033, Junse 1985,

104 survey on the impact of airport passenger head taxes in
1973 noted that the expectation of administrative costs in excess
of revenues collscted was one factor inhibiting the
implementation of such taxes at non-hub airports. See: William
R. Fromme, The Airpori Passenger Head Tax: Analvsis of its
Potential Impact, (Washington, D.C., U.S. Department of
Transportation, Federal Aviation Administration, Office of
Aviation Policy, July 19743}, p. 23.

Llrhe regulaiary basis for designees is contained in 14 CFR
Part 183, Representatives of the Administration.













