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MEMO

To Carol Rasco, Bruce Reed

From Paul Weinstein

January 26, 1993

Re: USAIR/British Alrways mergern:

Towards the end of the campaign, USAIR and British Airways announced a financial
arrangement in which British Airways was to purchase a minority percentage of USAIR,
Under current 1.8, law, a foreign airline may not buy a majority interest in a major U.S.
carrier.

Although oaly a minority stockholder, there was sirong concern that British Airways
would have been able 1o exercise de facto control over USAIR. In addition, both airlines
were hoping to eliminate in the near future any distinctions between the two companies.

There was across-the-board opposition to the agreement from the other major carriers,
who felt British Airways was gaining access 1o U.8, domestic routes while U.S. airlines were
not being permiutied the same type of access in Great Britain,

The arrangement would have saved thousands of USAIR jabs, especially in Pittsburgh
gnd Charlotte, North Carolina, the locations of USAIR's two biggest hubs,

Then candidate Clinton expressed three reservations about the proposed agreement:

1. Would the requirement for the supermajority of the beard give effective control over
USAIR to British Airways? '

2. Would the creation of this new USAIR entity ensure that other carriers have reciprocal
access to British domestic routes?

3. Would U.S. carriers have the same type of investment opportunities in foreign markets
that foreign carriers enjoy here?

British Airways has resubmitted a lower bid which they believe does not reguire
Department of Transportation approval
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British Airways $750MM Tranched Investment in USAir Group

Summary of Terms

Anmountt

gpcurities:

Rank:

Dividend:

$750MM total in three tranches of $300MM, $200MM
and $250MM.

1S~year Cumulative Convertible Preferrasd Stock with
varying conversion prices which, in total, have a
weighted average of $20,50 per share.

S300MM Tranche I : $15.50/share

$200MM Tranche II : $20.50/share

$280MM Tranche IIIX: $21.82/share or higher

Until the shareholder meeting, senior to the Series
A Berkshire Bathaway Preferred Stock, but
thareafter, pari passu with Series 2 and senior to
Series B Convertible Preferred Stock.

7%, payable quarterly in arrears.

¢

Timing and Btructurs
of Investment: $3I00MM Tranche I to be completed January 21, 19923:

Passive investment with three Board seats (of 16
total) but no governance provisions. Eguates to
15.38 million underlying common shares, a 21.8% pro
forma voting stake (includes Series A}, and a 24.¢8%
pro forma common stake (excludes Series A ang B
Preferreds). '

S200MM Tranche II, at BA's option but intended to
be completed within three years: Provides
governance/control rights as then permitted by DO
and (as to integration} USAir‘'s Board, and may
increase Board representation to  four seats,
Equates to 9.76 million underlying common shares,
and a cumulative 34.75% pro forma common stake.
Note, Tranche II will be a mix of voting and
initially non-voting shares if the DOT 25% foreign
vote restriction still applies.

$250MM Tranche III, at BA's option but intended to
be completed upoen DOT approval of full governance
and control rights in original transaction, but
within five vears. If not completed, BA loses all
governance/control rights, except Board seats.
Equates to 11.46 million underlying common shares,
and a cumpulative 43.7% pro forma common stake.
Unliess DOT 25% rule has changed, all Tranche III
shares would initially be non-voting, Al
initially non-voting shares can become voting if
permitted by then~applicable lavs.
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Poard and Shareholder ,

Approval: The entire $750MM tranched investment is sublect to
the approval of both companys! Boards of Directors
and shareholders, and Tranche 1 is subject to
unwind if entire $750MM investment not approved by
shareholders by the end of May, 1393,

g8air's Rights/ ,

Options: Tranches I1 and III are at BA's option unless BROT
grants full approval of criginal transacticn, then
{assuming BA has not fully sold it holdings) USAir
may force BA to immediately complete Tranches II
and IIT anytime during the five~year period.

Furthermore, If BA fails to complete Tranche II
within three years, USAir has the right to redeen
all BA shares at higher o¢f face wvalue or then
current market value (standard redemption rights).
Upon complete redemption, BA loses all rights to
complete Tranches 11 and ITI. This is an incentive
for BA to complete each Tranche within the intended
timeframe.

USAir also has traditional forced conversion rights
for all three Tranches: after five vears from
Tranche I cleosing, if USAir's ‘common stock is
trading at 133% of the relevant conversion price,
UsSair may force conversion of each preferred
Tranche inte common stock and eliminate the 7%
dividend cost,

Pre-emptive, Top~up, and Apti-dilution

Provisions: Tep-up: If <currently ocutstanding convertibvle
preferred issues (Series A and B} or cutstanding
stock options are converted, BA may purchase
additional Convertible Preferred Stock at the
hzgher of 520.%0 or the relevant conversionfoption
price to maintain their maximum 43.7% ownership
stake.
Pre-~emptive: If USAir issuss new common stock or
new voling convertible eguity/debt, BA may purchase
additional Convertible Preferred Stock at the new
issue price to maintain thelr maximum 43.7%
ownership stake.
Anti-dilution: If BA chooses to not participate
pre~emptively in a new issue and it iz sold at a
pelow-market price, the conversion price of each BA
Preferred Tranche would be reset to reflect the
dilution of the new below-market issuye.

Tender Rights: In the normal course, BA must complete the entire
$750MM investment before they could tender {without
the concurrence of the Independent Directors) for
the remainder o¢f the company; hewever, BA may



respond  to third-party tenders, subject to the
Poison Pill until Tranche II1 is completed.

BA Reglistration Rights, and USAir Right of
First Refusal: After three years, BA may sell their USAir holdings

SEtandstill:

privately or via a US public registration, at which
point they lose their rights to make further

_investments and their pre-emptive and top-up

rights, . USAir has a right of first refusal for
such sales,

While BA holds their USAir securities and for two
years after disposition of all securities, they are
restricted from acguiring any USAlr equity, ete.

i
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Code-sharing between USAIr and British Airways
is permitted today
under the U.S. - U.K. bilateral agreement.

" Any United Kingdom designated airline may enter
into a commercial arrangement with any U.S.
airline or airline’s under which that other
airline’s flights carry the airline designator

- code of both airlines and may be held out by the
designated airline as services to a point in U.S.
territory as though those services were its own . . ."



By The New Yk Tames

SEATTLE, March 28 — Each year,
close Lo 200 young pesple die. from
brain injurres sultered in bicycling
aceidents. Those deglhs arve particy-
iarly sad,, doctors say, hecause a@
simpie preventive measyrg - the
hicycle hafmet — i8 alfordable and
eftective, though not heavily promotl-
A&l

But in this eity, where aven ihe

buses arg eguipped with tike racks,
about B0 percent of all ehildren wear
helmets, up fronn only © percent 15

years ago, Child-safety advocares

eredit- 8 strong prometiesal cam-

paign for {he inerease, and say they

want 10 we a aimiiar nafionwide
" affort.

A weordinated national campagn
would be ene 5f the mogy effective
nfury- prevent:orz molies availabie,

gceording to » report last vear from -

the Harborview Injury Prevestion
am} Research Cenler here, which
found scant helmet promotion efforts
in cities ike New York, Philadelphia,
Chicage, Boston and Las Angeles.

A voalition -of doetors, bicyclists
amd child advocates has worked {o-

" gether 0 Seattle 1o convinoe parents

,that biking without helmets i dane
gerous for children, With discount
counons ahd the jure of Iree french
Sries, the group helped eutlit ehildren
with affordable heliets. Then, with
the help of local sports fgures and
ticket giveaways, the coalitlon per
‘suaded children (o wear them. The
numbier of bike-related head iojuries

-
S

Natmnal Bxcycle~HelmetDrme SoughtAﬁerStzccess inSeattle

and deaths is the city has des tined by
ewo-thirds ovet 14 years,
hlationaliy. ca;ly aboul 15 percent
af cfuliren wear heivets, and Ihe
rale is far lower for teew-agers and
for young people in poor or urban
sommunities, & study n the Novem-
bar issup of Pediatrics eslimated
that il aif grildren wore bike helmets,
184 deaths and 116,000 head injuries
would be prevented asouvally, |
*There's o reasen why other Kids
arving the sountry showidn's be hel

" meted and protected,” sabd Dr, Fred |
- Rivara, divertor of the Harborview

center. That would resgtire work by
national groups; he said~A bread
campalgn would ideally invaive cor-

" porale sponsors, ¢hild and bicycie
2AvVOCRLY BROURS, governimamt agen.

cies, medical arganizations and the
media )

A bicycle hebmet is one of the most
eifpctive safety devices available,
reducing the risk of head Inhuries by
85 percent, Dr. Rivira said, 8y con-
trast, senl Belis-fn amtomobites rel
duce the risk of fatal infuries by 48
percest, and motorcycle heimots re.”
duce s risk of hoad injuries by 28
percent.

“i this many x:zza died playing
fosihall, we wouldn't Bave logtbali
anymore, there'd -be such = public
aptery,’” said Dy
man, head of prevestion at the Har-
borview center,

“The $eattie hebimpt promotion pro-
gram is inexgensive, relying on e
parttime coordinator, many volus-
teers. and corporate donations. The

Abraham Berg-,

Harborview study found that each

- doliar spent on bicycle hetmess for

children ages 4 18 15 saved 52 in
maddical cosls.”

Sue Guzman, spokeswinan far the
Brain Injury Asseciation in Washing-
ton, sakl & national campaign coufd

add momentum 18 the work of local -

Agencies.

““We have always fell the best w:fzy“

Convincing parents
that biking can be
made safer for

children.

e ach‘émﬁ any kingt of safety poal is

to unity sl the groups invelved,” she
said. -

The Nationaj Center for lnju Y

" Prevention and Contrsl, part of the’

Centers for Disease Conirof and Pre-
vention, has financed heliet promd-
tinn prograums in ning states, sald
Mary Ann Fenley, & spokexwgman.

" White money might be available for

state efforts inm 1998, 1t woulkl be a
couple of vears before linancing
would be availabde for a national
campaign bucayse of cuts in the Fed-
eral tudget, shiy said.

B, Jeffrey Sucks, an epidemiohy
gist at the nalim:al injury prevention

MC_M

toll of Kids with brain injuries juss

u\,.s%"

center, said Uts national helmet plan;
was incomplsie, .

“We have the wherewithal pnd
knowiedge ab this point,” Dr. Sacks

said. “There's no magic mysiery -

here 1hai we don't know what to do.”’
The main profden, be sald, 16 tosey,

.- Mark Rosenberp -director of
the injury Drevenrion cenlpr, said
prevez:iiﬁg pieycle-related head inip-
rigs 15 one of wi, center's h:gim
" priorites.

“ATE we ;nteresmd in responding
i thix preblem?™ Dy, Rosenberg

- sald, " Absolutely ves. Do we think

_we know everything we need 10 kpow
lo Sotve it faday? N, ! don't think
$0.”

The first phase of a natiomat cam» .
paign would ¢ost 38008 2 year, ac-
cording to the Harborview repurt,
although €.D.C. officials betieve thal
-astimate is fow. . .

v, Bergrman said M was frustrat-
ge that after [ive years of discussion,
the C.0.C, had nol developed 4 wrils
. ten plan for 2 hefmel campaign, yet |
s willing to'spens $380.000 on a My 7
" vember conference to discuss priori-
ties In injury preveation. He sald a
relatively ‘cheap and effective pro-
_gram (0 savé Hves could be put into
place quickly for far foss, and doubts
“if any of the other impertayl injury
Issues in‘which the cemter s invelved
have as gogd prospects for immedi-
ate payofl.”

*1t%s not the money bt the lack of
wiil,” be said, ““In the memstime the

Kenps rising,”

@he New York & Cimes 5
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Muslim Wins .f.:? Million
| In Suit Over Dismissal

BREMONT, Calif, March 30 (AP}
------ - A fnrmer United Alrtines worker
who ciaimed he was discriminated
apainst because of his Mushim be
Hefs and \hen dismissed for com-
plaining has been awarded searly 53
Wilfion i a wrongful tersination
suit.

An Alameda County jury ruled for

Ahmat Abd-Aziz on Friday after g
two-week frial, Lnhed soid # weuld
appeal. Mr. Abs-Aziz, a 2-yearoid
Jordanian wha i$ & permanent rese
dent of the United Staies, won $2.67
milion in punitive damamts, 248,000
in aconomic ﬁi&mag&ﬂs and ﬁa,ei}{% f{!t
emotional distress.” -

tie Bepan worklng for U:z:md as a
customer service agenl st OGakland
Iniernationat Alrpert in 1904, He said

tellow workers made anu-Musiim

and gnii-Arab commens and thai he
pot untair work assignments.

- Alter he {implained w his sapervi-
sons, he was«lismissed because co-
workers acoused Bim of drinking and
stealing company property, both of
 which he denied. Halted officials said
they had five witnesses,.

Charges Are Expected
In Hit-ancf«-Rw‘f Death.
ARLINGTON, . Téx, March 30

(AP} — The police suid they expect-
e 1o Lharge # 1Tvearold bay in &

nit-and-rin accident that killed & |
"PrEguant womnan.

The pelice said the boy -and an-
other driver were racing on Wednes-

7 day right and cot In front of a pickep
truck driven by the waman, Hayvest |

B

Nignhe Alexander, 20, causing 1 to hit
a oirk and overiurn, Ms. Alexander

| was ejected. The ravers did nol stop.

Ms. Alexander was pronpunced

gdead from head infuries on Thursday
iess than two hours after doctors
deliverssd A prematere son, Hayden
: R"i!!‘/}' SM«*'znw!n{*
i’ The baby, wha weighed less zhm
1 bwn pounds, was Histed in critics
condition today al Cosk’s Medical
Center in Fort Worth,

The pilice =zaid they plag i
present 4 case againgt the hoy 1o the
Tarrant Ceunty district. attormey’s
oflice next swweek. The boy is expected
te help ind the other driver.

30 Fi éee Ammonia Leak
“Fram Ice Crearn Factory

CORCORD, WM., March 3 {AP)
- Af gmimonia mak al an ice cream
plamt spewed gas intu the air on
Saturday, lorcing  asthorities o
‘evacuata 3% people Iron their homes.

ARer.the leak was discoversd at

.20 A M, about 38 people were £vae-
| uated. They were aifowed 10 return
today, after-spending the snighi with
friends, famidy or inholels, - .

The source of the leak has Peen
found but not gealed.

fire Chief John SHenne said the
main danger was from inhaling the
fumes, bul with harardous leveis of
gas outside the plant, there wag also

The leak was reported by @ motor-
ist who saw & cloud of gus and by
emplayees insige who were Investi

ermployess af the plant ¢id net need
nagpital tr*ea’imem

th:z passibitlity of fire or explosion. .-

| gating an ammonia smeil The 10
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ull Market Faces Its Tou

Q

By DAVID BARBOZA,

It has ‘been one -of the greatest bull

markets in chistory, with a run that in

Fehruary helpad push the Dow Jones in-

dustrial average above 7,080 points for the
. first time. -

Bul in the last few weeks, the stock
market has been struggling, parily be
cause of inflation fesrs and worries that
the Federal Reserve will push interess
raves lugher. Thal action, seme analysts
helieve, wovld siow growih and

{ corporate prohits. ,
Many analysts are no longer locking
beyond 2 7,000-point Dow. Insiead, they see
new hurdies for the marke: and the possi
- bility of & significanml downtuen, with the
potentizi to end the seemingly miraculous
bull run, Their worriss inCreased an Thurs-
__day, the last trading day belore the long

st into-

¥

Continued From Firsi Business Page

with Jigtle or nn risk, Qo Thursday.

_when the vield on the 38-vear Treas.

ury hond rose ahove 7 pereent [or the
first time in 3ix months, siock prices
planged, _

“The Dow was down by more than
215 poinits, or about 3 pareent, in lale
irading Thursday, before recovering
soms of those josses in the ast half-

Easter weekend, when the Dow lost 148.11
puitils, or 2 perceni of #s value, .

UThe market's [acing its most substan.
tial challenge in some time,” said Bugene
E. Peyoni Ir, the director of techmical
regearch at. Janney Monigomery Scott,
“¥We're seeing an sbrupt shift in markat

s pSychology, Investors are heginning to
- question the bull marker’s underpinnings,
k Such as interest rates, liguidity and earn.
'g'mgs Prospecis’” .
¢ Of gourse, few analysts are willing 1o
T veniare that a bear market like the one in
:+¥7574, when the Dow lost about 48 per-
; ¢ent, s on the horizon. But many do see the
[ passibiity of what Wall Street calls a cor-
. rection, whan'stocks fall 19 pereent to 20
" percent alter 4 big run-up. .
" Bot thers are others who say that the
ceutlook for the economy and the stock
markst remaing healthy. While 4 minor,
JNear-term setback might be in store, they

-

5ay, nothing more ominsus is in the cards.

"You ¢an have these spike-down types of
carreCtions, hat these are-no? the aondi
tions Of a bear markel,” said. Joseph V.
Battipaglia, chief equity strategist at Grun-
tal & Company, “In order o get 10 a bear
markes, the fundamentals of the economy
Jhave to break down, and T don't see thar.”

“Buch a “spike down™ oCcurred last sum-
mer, when the Dow fel) 7.5 percent and the
Nasdaq composite pluaged 17 percens, b
fore bot indexes roared back,

“We got down 10 5,340 on the Dow last
July,” Mr. Batripaplis said. *“There was a
lot of bearish gentiment at that point, but
the Dow went on 10 8400 in December and
7,000 1ast February.™ ‘

Since then, howevsr, the siock Market
has been smmbling aleng in a trading

range. Copiog with 3 sefist! of technology

31oCks, persistent questions about high

_share prices and. recently, a sigmficant

Slowdawn of cash inflows inlp mutual

- ~lungs "

These factors, along wisd concerns ahout

- shrinking profit margins and the strong
dollar hurting exports, continue 1o raise
guestions about the strength of 3 market

-ihat has seen the Dow rise nearly,3.000 .

points, or 75 percent, singe January 1895

And while the Dow has gone aboul six
years withous a 10 percens correction « (e
fongest such periad in history — it isin the
midst of its biggest decline since fagt sum.
mer, down 345 points, or nearly § pereent,
since March 11, when it peaked at 7.085.16.
(it is up 4.5 percent for the year)

Much of the decline has besn auributed

‘10 worries about higher interest rates in-

“the bond market, which makes bends more

.asuwractive relative 1o stocks, largely be-

;§:aese.r§sing bord yields offer high returns

Continued on Poge 4

hour, (0 Ciose down 146,11 points, oy 2

pércent, 16 6,7415% The Dow has - .

fanen by 3 percent’in a session only

ooce w the last five years, and that *

was March 8, 1986, when it lost 171
points, or 3.04 percent, z

New data suggest an accelerating
#eonomy. Ooe example is the Gov-
ernment repart Friday that sales of
rew homes surpassed an 800,000 an-
nual pace for,the Heso time in 2
decade. This raises fesrs of in-

creased inflation, leading few ana-

lysis 1o ses stock prices gaining in
the shart term. And i Lhe Fed contin
L83 to raise inggrest rates — iz did 56
fast week for the Hrsttime since 1953
- the slump could continue.

"1 the Fed 1iighiens again and
interes: rates Xeep going ug, we're in
big troubte,” said Charles Pradiiia, a
market straiegist 8t Cowen & Corm
pany, ; :

L.ast year, eath time che vield on
1the 30-year Treasury moved ahove 7
. percant, the siocks lumbled, particu-
Harly in July, when the yieid peakad
1al 718, When the yield began falling,

the Dow soared 10 new records.

$o far, the market's current pre-
“dicament seems strikingly close 1o

the situation forecast by Byron R,
Wien, the United Siales invescument
strategis! st Morgan Staniey. In Jan.

uary, he predicied that 1997 woulg

“grart off well with'the U.S, marke:
deing betier than sven most hulis
profect, but later, when i appears
clear that the economy is stronger
than expecied and inflation i riging,
2 sharp Lorrection will ocgur.””

But Ably Joseph Cohen, the Golg-
‘Tan, Sachs sirategigt who-is wel
knoswn for her bulfighness, argues
that the market is simply in 3 “chop-
PY [rading range,” partly because
$tock prices rwomed up in the first
$iX weeks of the year with the help of
huge inflows of cash ints stock mutp-
al funds. -

“The bull market is sull very
much alive,” she said over the week-
end. *Bull markels tend to end when
a recession is near, nd in roy mind a
recession s nyf on the harizon.”

instead, she said, the sconomy and
profic growth will continge in 1997
and 1888, with the Fed acting simply
t0 Lame economic growh,

In {act, one of the centrai ienery of
the current buil phase hos been the

sg-called Goldilocks economy — ngt -

100 hot, 8Ol o <0, Wy an ideal
econonic situation of Steady growth
and low intiation.

Hork Cluies

oW
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Ehe

| B SoméEYE now  questioning
whether that kind of aconomy is still .
in place. In addition (o the Tepors
that suggett the economyis picking
up. o6 Friday the Government saig
thar the prefit marging at American
Companies werg shrinking af ¢the ond
of tast year.

“The extréme Goldilooks view of
sizady growih Certainly seems less
ceriain than it g 2 few monihs
age.” said Jlohn Lipsky, chief econp.’
mist ag Chase Manhatian Bank, VBul
the critical question for equity mar-
kets is: will corporations be abis 1o
mach investors’ expedrations in a
more difficnlt and challanging envi-
Tonman?” : . *
T Another sign of Qifficul times
ahead may be the reports that muu-
al -fungd inflows have - slowed ihis
monch, While the ligures {or March
are incomiplete, and gash continges
to flow in, several large fund compa-

nies have witnessad a slowdown. AC-

cording o AMG Dats Services,
whick tracks weekly cash flaws,

money has eatered mutual funds s

month al only slightly more than haif
the rate of lagr March. B
A&nd while some, ke My Cohon,
dismiss the reports, saying (hal one
shouid’ “be careful not to gverana-
byze smal) amosunts of information,”
athers see a troubling pattern devel-
oping, one that may be intensified by
investor fears about a marke: that
appears ingreastngly volatile.
Already this vear, [or instance, the
Dow has sesn a move Of a¢ least |

ipercent, up of down, in {8 of its 60

sessions, or about §in 3. Last yesr, i
was fewerthan ) ip &

This has alt the ballmarks of a
bull market correction,” said Mr.
Praditia. ""They tend ¢ be voiatile,
fast and nasty.”

¥
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DATE:  April 12, 1994

TO: - Bruce Reed

FROM: Mike Schmidt

RE: Principals Meeting on the Restructuring of Air Traffic Control
Services

As you know, there will be a Principals meeting tomorrow afternoon from
5:00 - 6:00 in the Vice President's Ceremonial Office to discuss the
Administration’'s legislative position on the restructuring of air traffic control
(ATC) services (the infamous "FAA" issue). I have attached a copy of an briefing
paper on the options for restructuring ATC services that will be the focus of
tomorrow's meeting. The VPOTUS will be chairing the meeting, and it will be
attended by Secretaries Pena, Bentsen, Reich, and Brown, as well as a number of
WH Principals (Panetta, Rubin, Tyson, etc.). Carol cannot attend the meeting,
and asked me to see if you could attend in her place. If you can attend, I will
schedule some time this afternoon or tomorrow to give you some more information
on the issue and on the meeting itself (I will also attend the meeting with you). If
you can't attend, Carol has asked me to attend as an observer and recorder only
(since it is a full-blown Principal’s meeting), and DPC will not have a voice on the
final decisions made on this issue.

The paper that I have attached is an excellent and easy-to—understand
summary of the issues that surround the restructuring of ATC services. It lays
out the four options that will be considered at the meeting tomorrow afternoon:

° Option 1: Promulgate More Flexible Personnel and Procurement
Rules for ATC.

° Option 2: Create a Government Corporation Financed by a
Mandatory Revolving Fund but Without Borrowing Authority.

° Option 3: Create a Government Corporation with Borrowing
Authority.

° Option 4: Create a Non-Government Corporation with Government
Oversight.

They are, for the most part, the same issues I discussed with you several weeks
ago when [ gave you a briefing on this issue. At tomorrow's meeting, final
decisions will be made on which of the four options the Administration will
support and on political and timing issues surrounding our introduction of an ATC
restructuring bill. The Vice President is chairing the meeting because the NPR
recommended the creation of a Government Corporation to provide ATC services.

Other items of interest about the meeting:



» The consensus at the staff level seems to be that Option 3 is the
closest thing to the Jetter of the NPR recommendation (NPR cealled for
a Government Corporation with borrowing authority), but that Option
4 is closer to the spirit of the recommendation.

» Secretary Pena will be pushing hard for Option 3, as well ag for quick
legislative action. Rubin and Tyson will likely be leaning toward
Option 4, but the feeling seems to be that we will end up at Option 3
inn the end.

. WH Leg Affairs and OMB will probably be pushing for some delay in
the timing of any legislative action, given our full legislative plate
this spring. Given the political sensitivity surrounding these options,
that may not be a bad idea

. The key policy issues that the options revolve around are: (1) the
extent to which we want to open up the Budget Enforcement Act
{(BEA), and (2) the extent to which ATC users (airlines, customers)
are involved in a new ATC entity. The political difficulty regarding
the BEA is most prevalent in Oplions 8 and 4, while at the same time
these two options provide the most user involvement.

If you are able to attend, let me know and we can schedule some time to sit
down and discuss nll of this in more detail. | think there are s number of issues
still up in the air on this one, and that the meeting tomorrow will be quite lively
and important.



The President's Civil Aviation Initiative and the National Performance Review proposed
that the Federal Aviation Administration (FAA) be restructured so that air traffic control (ATC)
services could be modernized and managed more efficiently. This memorandum explains the
arguments for restructuring; outlines the substantive and political merits of various options; and
lists legislative strategies for achieving the Administration's goals.

F yestructuring. Curnent law provides the FAA with neither the incentives nor the
freedon o m{}dcmm the A’IC system in a manner that is not only safe, but also cost—effective.

Budger comstrginis. The efficient modernization of ATC services requires that capital
spending be "lumpy.” L.e., large initial outlays followed for some years by much lower levels
investment. Under the annual appropriations process, however, large capital spending
programs are more likely 1o change slowly over time than to fluctuate as sharply as needed
for the most cost-effective investment in 2 new generation of air traffic control facilities,

Agencies are uncertain about the extent to which the ATC modernization effort has been
underfunded. In recent months, the FAA has identified $3-85 billion in additional capital
expenditures that the agency would undertake over the next ten years if sufficient funding
were available, Some agencics find this conclusion credible, and argue that an independent
review of the FAA's capital programs might identify substantial further investments that would
be cost-cffective; these agencies believe that the FAA, as cumently structured, cannot
ascertain the needed investments. Thesc agencies also argue that it is difficult to implement
a lumpy investment plan through the Congressional appropriations process.

Whatever the need for increased funding of ATC mademnization, the Congress might be
hard pressed to find additional resources within the discretionary caps set out under the BEA.
For this reason, the NPR and some agencies recommend that ATC modernization be financed
with borrowing that is unrestricted by the current budget rules. The resulting long~term debt
would be repaid through user charges on zirlines.

Other agencics arguc that the need for borrowing has not been established, First, these
agencies regard the shortfall in ATC funding as largely unproven: these agencics believe that
the FAA has offered no credible evidence for their underfunding estimates; moreover, studies
by GAQ, CBO and the Office of the Inspector General cite poor management, not a lack of
funding, as the primary reason for delays in the modernization of ATC services. Second, past
Congressional actions suggest that funds can be found for priority infrastructure projects:
Congress increased the highway budget, for example, by more than $2 billion in 1994;
simailarly, Congress miore than doubled FAA's capital budget between 1987 and 1993, Finally,
the Administration could accelerate somewhat the pace at which budget authority for ATC is



obligated by exempting the FAA from a general budget policy: the FAA now follows the
general practice of requesting appropriations for the full cost of the project in its first year;
instead, the FAA could include in their annual budget requests only the amount that they
expect 1o obligate in that given year. Accelerating ATC obligations would not, however, ease
the overall outlay constraints imposed by the BEA; budgetary offsets would have to be found
for any increase in outlays.

Congressional Micromanagement. The current budget process not only limits the aggregate

amount of funding available for ATC modemization, it also encourages Congressional
micromanagement of that funding. The FAA receives annual appropriations through five
scparatc accounts involving numerous line items. This multiplicity of accounts and linc items
encourages Congressional micromanagement of modemization efforts, and reduces the FAA's
ability to meet changing nceds by reallocating funds.

Insufficient User Control. All agencies agree that ATC customers —— commercial airlines,
general aviation, and the travelling public — do not have sufficient input into the FAA's
investment plan. Greater user input could make ATC services more responsive to user needs.
In addition, paying for ATC scrvices through user fees rather than taxes would give ATC
users a greater cconomic incentive to monitor the cost—cffectiveness of the ATC
modemization program.

Personnel and Procurement Rules. All agencies agree that current personnel and procurement

rules unreasonably constrain ATC management and strategic planning.

Optlons. All of the options listed below would reform personnel and procurcment rules. The
options differ principally in the degree to which the ATC corporation is freed from budget
constraints, and the extent and manner in which users and the government are able to exercise
control over spending for ATC services.

OPTION 1. REFORM WITHIN FAA

Under this option, more flexible rules would be promulgated to govern the FAA's
personnel and procurement spending for ATC services. In addition, an "Advisory Board" of ATC
customers (commercial airlines, cargo carriers, general aviation, ctc.) would be established to
inform the investment decisions made by the Secretary of Transportation. Some acceleration in
capital spending would be possible through administrative changes to the budget process, but
ATC spending would remain subject to all of the statutory constraints of the annual
appropriations process.



« ATC spending would be made more cost—cffective by the procurement and personnel reforms,
by the input from the Advisory Board, and the acceleration in capital spending that would
follow the budget policy changes.

¢ ATC modemization could not be financed through borrowing and spending outside of the
usual appropriations process. Differing views on the importance of borrowing authority are
noted above.

« The Advisory Board would have less control over ATC spending than would the “Board of
Directors” proposed under Options 2, 3 and 4; ATC spending therefore would not be as
responsive 1o uger concerns as it would be under Options 2, 3 and 4.
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& This option would encounter the least Congressional opposition. Indeed, the Chuairs of the
authorizing commitiees probably would support this proposal, and may credit the
Administration with recommending useful reforms. Since ATC programs would remain
within the existing FAA, however, even the support of the authorizing committees may not
be sufficient to persuade the Government Operations commitices to pass personnel and
procurcment rules that are significantly different from the rules governing other government
agencics and programs.

o The airlines and controllers may be largely indifferent about these reforms; they would prefer
that the Administration did not pursue Option 3.

o Because no amendment to the BEA would be sought, eritics could not use this proposal to
question the Administration’s commitment to the budget disciplines of that statute.

o The NPR report called for an ATC corporation with borrowing authority; this option would
not meet that goal,

A government corporation would be established within DOT. As in Option 1, ATC
spending would be subject to new, more flexible personnel and procurement rules. Option 2
would differ from option 1 in two important regards:

» overnance. The corporation would be governed by a Board of Directors, appointed by the
President, that included ATC customers, the Secretaries of Transportation and Defense, and



an ex~officio member to assure federal financial oversight. The Board would set fees for use
of the ATC sysiem,

o Budger Constraints. To provide some measure of added budger flexibility, corporation
spending would be financed by a new mandatory "revolving fund,” and annual ATC outlays
would be Iimited only by cach year's seceipts; outlays would not be subject to the annual
appropriations process, To establish the revolving fund, ATC outlays would be shifted from
the discretionary to the mandatory side of the budget. This shift would require ¢ither budget
offscts of more than 35 billion annuvally, or Congressional approval of a "echnical”
amendment o the BEA (the amendment would be “technical” in the sense that it would not
increase the deficit -~ the PAYGO spending increase would exactly equal the reduction in
discretionary outlays.)

s Procurement and personnel reforms would make ATC spending more cfficient.

s Because the corporation would have a permanent appropnation, its outlays would be limited
only by receipts to the revolving fund; Congressional micromanagement would be
discouraged. Just as under current law, however, budgetary offsets would have to be found
for any increase in outlays; moreover, the corporation could not borrow and spend cutside of
BEA constraints.

e ATC custormers would have more influence over ATC investments through the Board of
Directors than they would through the "Advisory Board” of Option 1.

» Because the corporation would be "governmental”, and because the government —- through
its representatives on the Board -~ could influence the corporation’s decision-raking, the
corporation may nol be sufficiently independent of the Executive Branch and the Congress o
make truly "business-like" investment decisions, even with a Board of Directors dominated
by private seetor interests,

Political Considerati

e The Chairs of the authorizing commitiees openly oppose this option. The Chairs of the
appropriations committees, however, have expressed support “in principle” for establishing a
corporation, while reserving final judgment until they can examine a specific propesal,

o Setting ATC services in a scparate govemment corporation might give the Admimstration a
better chance at persuading the Government Operations committees to pass personnel and
procurement rules that are fexible enough to allow the corporation to achieve significant
efficiencies in the provision of ATC services.



» Although the airlines and controllers are likely to support these reforms, they would be
disappointed that the Administration did not pursue Option 3.

+ Compared 1o the amendment nceded for Option 3, this "technical” amendment is fess likely
to be imterpreted as an attempt to evade the budget discipline imposed by that statite. On the
other hand, the amendment still would open up the BEA (with all the atiendant political
complications that implies) and stili would require 60 votes on the Senpate floor to overcome
a point of order. Moreover, this option would set a precedent for using a reduction in the
discretionary caps as a PAYGO offsct on the mandatory side, and may thereby encourage
those in Congress who would like to use a reduction in the discretionary caps as an offset for
a reduction in income taxes,

» Would not meet the NPR goal of allowing ATC modernization t0 be financed through
borrowing. ‘ ,

A government corporation would be cstablished within DOT. As in Options 1 and 2, the
corporation would be subject to more flexible procurement and personnel rules. As in Option
2, the corporation would be governed by a Board of Dircctors, appointed by the President.

Option 3 differs from Option 2 only in the budgetary freedom given the corporation: the
Administration would seck s BEA waiver that allowed the corporation to berrow and spend
funds without regard to BEA constraints; in addition, the corporation's spending would be
excluded from calculations of the budget deficit.

Effect om the Provision of ATC Services. Same as for Option 2, with the following exception:

» The ability to borrow and spend funds without any BEA constraints would free the
corporation from the spending restrictions that are a normal part of the federal budget process.

Bolitical Considerations. Same as Option 2 with the following exceptions:

» Ajrlines and controllers both support the creation of a governmental corporation with
borrowing authority,

« This option would exempt a single government activity from the constraints of the BEA.
Because this option would create pressure {0 exempt other government activitics from BEA
constraints {e.g., some might scek the creation of the Inland Waterways Development
Corporation, in which a federal corporation builds, maintains and operates the inland waterway
system that is pow the responsibility of the Corps of Engincers), critics are likely to call into
question our commitment te defien reduction. In addition, this option would set the further
precedent of effectively allowing capital budgeting for a single federal entity. For all of these



reasons, the nceded BEA amendment might be more difficult to achieve than the "technical”
amendment needed under option 2 or 4.

o This option most closcly resembles the NPR recommendation.

OPTION 4: NON-GOVERNMENT CORPORATION WITH GOVERNMENT OVERSIGHT

The government would charter a nongovernmental, non-profit corporation governed by
a Board of Dircctors or Trustees. The charter would specify mechanisms by which ATC users
would clect representatives 1o the Board (under Options 2 and 3, the President would appoint the
Board). The federal government would exercise control over the corporation only through
rcgulatory oversight, cither through the administrative powers of the DOT or through a new
regulatory commission. As a nongovernmental cntity, the corporation would be freed from all
government personnel and procurement rules, and would be frec to incur long-term debt in
private capital markets and to raise revenue through fees for the use of the ATC system (existing
ATC asscts would be transferred to the corporation).

Establishing the corporation may require only a "technical” amendment to the BEA: the
discretionary caps would be reduced by an amount equal to the reduction in the government's
ATC outlays; the reduction in the caps would be used as PAYGO savings to offsct a
corresponding reduction in aviation cxcisc taxes (the taxes would no longer be needed since the
corporation could assess user fees). CBO may contend, however, that the corporation is
inherently "governmental,” thereby complicating Administration cfforts to argue that the desired
BEA amendment was merely "technical.”

5 he Provision of ATC Servi

o Of all the options considered here, a nongovernmental corporation would be most responsive
to its customers, and would have the greatest institutional freedom to pursuc cost-cffective
ATC investments. In addition, the discipline of private capital markets would cncourage the
corporation to manage its investments efficiently.

» Critics will arguc that a nongovernment corporation would jeopardize cither safcty or national
security. All agencies agrec, however, that these fears are without merit =~ all public interests
could be safeguarded through strict regulatory oversight.

Political Considerati

o The authorizing committces, and cspecially the committee Chairs, are likely to citc safety as
their reason for opposing this option morc strongly than any other. A few Republican
members have cxpressed a philosophical preference for true privatization, but nonc have yct
openly supported this option.



« The main union representing air traffic controllers has cited safety in publicly opposing the
creation of a nongovernmental corporation. In private, unions have also expressed concorns
that this option would set a precedent by limiting the right o sirike of nongovernmental
employees. The airlines' view of this option is uncertain.

¢ Esiablishing a more independent corporate entity would avoid the charge that the government
corporation is designed principally to keep the ATC system within the goversment while
evading the BEA. Similarly, this option would avoid establishing a capital budget for a single
federal entity. On the other hand, this “technical” amendment still would open up the BEA
{with all the attendant political complications that implies} and still would require 60 voles
on the Senate floor to overcome a point of order. Morcover, this option would set a precedent
for using a reduction in the discretionary caps as a PAYGO offset on the mandatory side, and
may thereby encourage those in Congress who would like to use a reduction in the
discretionary caps as an offset for a reduction in income taxes.

» Although not the “governmental corporation” called for by the NPR report, this option — if
enacted -~ could best achieve the broader goals sought by NPR: safe and cfficient
modernization of the ATC system.

Legislative Strategy. Congressional critics are seeking assurances that the Administration has
considered all possible options for restructuring the FAA.  All agencies agree that the
Administration thercfore should submit a report detailing the reasons why it believes that ATC
services must be corporatized rather than simply reformed within the FAA, This leaves two
issues:  when 1o submit legislation and when and how hard to push for legislative action.
Options include:

» Seek passage this vear of specific legislative proposal.
o Submit legisiation shis Spring; do not push Congress to act before January.
o Submit a report shis Spring outlining mere than one option for corporatization; restate

Administration goals for restructuring; ond indicate a willingness to work with the Congress
on a mutually acceptable legislative propasal.



DATE: April 5, 1994

TO: Bruce Reed
FROM: Mike Schmidt
RE: Update on the FAA Restructuring Initiative

I have attached the following packet of information on a new "compromise”
option for restructuring FAA that is currently being circulated. I would create a
new non-profit Government Sponsored Enterprise (GSE) to provide civilian air
traffic control services. Apparently, some feel this type of enterprise would have
an easier time getting the Senate to amend the BEA than would a private
corporation or government corporation. However, I am still not sure how this
would change the overall politics of the situation ~-the committee chairs still hate
the idea of creating a new entity, no matter what we call it. I will be interested to
hear Barbara Chow's political teke on this oplion, but T would assume that
waiting until next year to push a FAA restructuring initiative on the Hill would
still be the best option. The only problems: 1) Pena wants {o get this moving and
get a legislative "accomplishment” under his beli; 2) VPOTUS may want o push
ahead with the resiructure sooner rather than later, since it is a NPR
recommendation.

Anyway, please give this a look and tell me what you think, T will also run it by
Weinstein, since he worked on the NPR stuff with you over the summer. Thanks!



April 4, 1994

MEMORANDUM FOR ELAINE KAMARCK
BOB STONE

FROM: . Michael Deich

SUBJECT: ATC -- Option 3.5-

Attached is Jon Baker's discussion draft of option 3.5. I've only skimmed it. My first impression
is that the only thing that might need to be changed is to get the Secretaries of Transportation
and Defense off the Board of Directors. While both Secretaries should have enough control to
settle any question about the system's safety and responsiveness to national security issues, that
control probably should be exercised through some kind of regulatory structure rather than by
direct participation in the governance of the nominally—private corporation (through their seats
on the Board). Please let me know what you think. Thanks.



EXECUTIVE QFFICE OF THE PRESIDENT
LMUNCH. @F ECONOMIC ADVISERS
WASHIRSTON, O G, 2500

SENISR ECONDMIGT April 1, 18%4

MEMORANDDM FOR MICHAEL DEICH (NEC)
ED MURPHY (TREASURY)
JEE RHEE (OMB)
FRANR RRUESI (IOT)

 FROM: JON BAKER
SUBIECT: GSE COption for Alr Traffic Control

The attached drafr attemptes £o ¢apture *Opticn 3.5%*--a
corporate form sufficiently private to permit us to sargue in good
faith that we aye not evading the BEA, but suificiently public to
address concerns that a privatized system would jecpardize safety
and to avald setting the precedent of restricting the right to
strike for & privaze firm., I picture the eventual audience for
this Aocument as congressional staff and industry
representatives, szlthough mucsh review and rewriting will likely
ceour between now and then,

In writing the draft, I started from Ed’s various corporats
models and Jeea’s recent draft. Many of the chodices T made were
arbitrary and can be modified substantially without moving off
Optiom 3.5; this Qrafr is intended msrely as a bagis for
discussion. It has not yet been reviewead by Joe Stiglitz, so it
iz ner necessarily the position of CEA,

T will not be in.the office on Friday, Aprii 1. and I will
probably not be in on Monday, April 4. I can be reached at home
if you wigh to talk it over or make comments before Tuesday at
301-351~-1831,

cor  Joe Stigliicz
Elizabeth Schneiroy
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DRAFT 3/31 Tpm

SOVERMENT-SRORSORED ENTERPRISE (GSE)
QFTION POR THE AIR TRAFPIC COWIROL SYBTEM

T provide civilian aixr traffic controel services in the
United States., & non-profit government-sponsored anterprise will
e esteblished and chartered by the Federal Government. This air
traffic control corporation will be subject to regulatory
oversight by the Department of Transportation. It will conduck
its operations in a business-like panner.

GOVERMANCE

. The corporation will be goverued by z 9-member Boaxd of
Directors. 7The Secretaries of Transportation and
Pefense will £ill two of the 9 seats. The remaining 7
directors will be appeinted by the President.

. The Presidant shall selett a specified number of
directors from sach of a certaln Jesignated groups of
air traffi¢c control syetem users (e€.5. passenger
earviers. air freight carriers, general aviation).

Directors will serve staggered seven year terms.

an Advisory Panel of users will be desigmated by the
corporation’s chief executive officer. Each menber of
the panel must be approved by tha Board of Directors.

. The Board of Dirsctors will hire {and have the power to
remove) the corporation’s Chief Executive Officer, angd
will approve significant corporate decisions after
receiving the advice of the aAdviscry Panel (a3
discussed below in connection with oversight).

. The incurbent Board of Directers and the Advisory Panel
shall each nomipatre candidates for vacancies on the
Board, although the President will not be raguired to
salect From either lige. Nominations %0 the Presidest
need not be made public.

CORPORATE POWERS

» The corporation will have cthe power ¢ enter coatracsLs
with gsuppliers and customers, and provide services for
any users. It will net be subject te zules governing
progurement by goversment agencies.

. The corporation will own the current civilian air
traffic control assets {transferred without charge from
the government) when it commences operation. Iz will
have the power t0 acquire or lease additional assets,
or reconfigure or sell gssets.
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> The corpoeration will have the aulliority teo set its own
budget, borrow funds, hive or dismiss employees, and
derermine the compensation of employees, directors, and
officers. It will not be subjest to government
persannel rules.

. The corporation will have the power to set fees. terms,
and conditionsg for uvsexrs of airspace by conmtract with
users. It will have the power o specify charges f[or
viclationgs of those terms and conditions {(through
contractual liquidated damages provisions), and the
powser to refuse to desl with users that intentionally
or reckiaessly viclate its terms and conditions,

RESTRICTIONS
Coyporate Actions
* The corporation will be non-profit envity, precluded

from paying dividends or rebating fees to users.

. The corporation may not adopt fees or policies thac
digscriminate amomg similarly~situated users,
disadvantage new entrants, harm competition among
users, 1ead to excesgive fees for air service, endanger
safery, endancer national security, or impair the
finasncial viability of the corporation. These
restrictionsg will be enforsed by the Department of
Transportation through the oversight authoritcy
digeussed below and will not give rise to a private
right of Betion,

. The carpor&ﬁicn may not violarte any law or any
international obligation of the United States.

. During periods of war, or natlonal enmergency daclared
by the President, the Board and the corporatisn must
carry out such policies oy actions as the President may
direct.

. The corpovation must keep financial records in
Bceordance with generally accepted accounting
proceduras, and have thope records audited annually by
a certified pullic asccountant. Audited financlal
statements shall bo subnmitted o the Department of
Transportation and made public.

Leqgal Obligations

. The corporation shall not be liable for tort claims
involving the ¢peration of the air traffic control
system arising out of corporate policies (such as the

2
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generation of radar eguipment employed, staffing
levels, or procedures for using equipment}. A
succexsful plaintiff with a tort claim invelving the
operation of the air traffic gontrel system shall be
precluded frem receiving prejudgment interest or
punitive damages. The total tort liability of the
corporation arising out of g single event (e.g. plane
arash} shall not exgeed $100 million., A sult seeking
tert damages from the ¢ogporation in excess of §100, 000
ghall not be tried before a fury.

- Employees will have the right to bargain collectively
and have the right to strike. Upon the cormencament of
& strike by any collective bargaining unit, the
tresident shall have the power to take Any or all of
the following actionz upon & determinarvion that
pational gsecurity or public welfare will be enhanced:
order work to continue for 30-days and extend the 30~
day eooling off perisd once, appeint a mediator, and
appoint a fact-firding commissicn to assist a mediatoer.
At the and of & cocling off paricd that has been
extended, the President may order work to continue,
appoint an arbiter and require cempulsory arbitration.

. Gutside of the exceptions fored above, the corporstion
will be subject to all applicabla lews of the United
Srates, oOr any state or other Jurisdiction within the
U.8., including the antitrust laws.

OVERSIGHT

The residual FAA, operating as an agency within IOT,
will prompulgate safety rules. The corporation and
users of the ajrways must operate within the constraint
cf thoszse rules.

. Significant corporate decicions szhall be defined as:
fees for the use of the airways. gansral policies
governing the terms and conditions for the use of
airspace that the corporation will negotiate with
ugers, seyvices ¢ffered by the corporation, collective
baygaining agreements, the compensation of directors
and officers. and major changes in the corporation’s
strategle plan. Significant corporate decisions must
ba approved by the Board of Directors.

. Before the Board of Directors approves significant
corporate decisions other than cellective bargaining
agraements or the compensation of directors and
officers, it must receive the advice of tha Advisory
Panel. The Advisory Panel must transmit its advice
within fourteen days of receiving notice thar the Board

3
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will consider a sigunificamt corporate decision.

Significant corporate decisioms will not take effect
until the Department of Trasgportatien ammounces that
iz will not institute a proceeding to disapprove the
decision, IZ D07 wishes vo commenss a disapproval
proceeding, it must do g6 withirn 30 days of
transaission of the decision from the Board. DOT shall
conduet such disapproval procsedings as informal
adjudications (notics and comment, without trial-type
hearings) . A significant corperate decisicn will not
take effect 1f the decision is disapproved, and will
not take effect so long a2g a disapproval proceeding is
underway. The corporation may withdraw a sigmificant
decision at any time; doing so will end an ongoing
disapproval procesding.

» The Department of Tramsportatisnm may conduct, at any
time and on its own motion, an oversight progeeding
reguiring the corporatien to alter fees or policies on
the ground that they discriminate among similarly
situsted users. disadvantage new entTants, harm
compatition ameny users, lead to excessive £ses for air
service, endanger safery, sndanger national security.
or impaiy the flnancial viability of the corporation.
DOT shall Nave the authority o enjoin ¢orporate
actions~~both at the completion of the proceeding and
as interim relief.

FINANCE

. The corporation will be financed through fees paid by
userg of the aiy txaffic contyrol system, and throuah
issuing debt.

. he aly traffies control assets now operated Dy the FAA
will be transferred to the corporation withoutr charge.

. The corperation’s debt will be secured solely by ite
revenuas: the authorizing starute establishing the GSE
will expressly disclaim any goverrment obligstion,

BUDGET SCORING

. This option will require legislatvion to reduce
diseretionary budgetayy caps by an amount egual to the
reduction in the government’s air traffic control
outlays. The <ap reduction will be used asg PAYSGO
savings to offset an idestical reduction in aviation
excise taxes., This *technical® amendment of the BEA
wogid raguire 80 Senate voteg to overcome a point of
exder.
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DATE: March 22, 1994

TO: Bruce Reed
FROM: Mike Schmidt
RE: Restructuring the FAA

Tomorrow morning at 11:00, Bo Cutter, Chris Edley, Joe Stigletz, and Alicia
Munnel (Treasury) will be meeting to discuss the attached draft decision
memorandum for the Vice President on restructuring the FAA (per the
NPR/Airline Commission/Civil Aviation Initiative's call for the FAA's Air Traffic
Control services to be restructured as a government corporation). They have
invited DPC to attend, and I think it would be a good idea for you to attend for
several reasons:

) The memorandum will pot be going through the normal NEC process
-~ instead, it will be pushed on to the Vice President for approval
after tomorrow's meeting (unless any major problems are raised).
Therefore, this meeting may be the last chance we have to comment
on the memo before it goes up to the VP.

) According to my sources, Cutter, Stigletz and Munnel are leaning
toward Option 4 -- creating a non-government corporation with
limited government oversight. This option is not what the NPR
recommended (it recommended creating a government corporation).
As the memo points out, there are good reasons for wanting this
option, but there are also some major political problems that come
with it —— most notably opposition from unions and from Rep.
Oberstar.

If you have any questions about the memo, I would be happy to talk with you
tomorrow morning before the meeting (if you can go). If you can't go, let me know
and I will try to go (although I have another meeting at that time that I am
currently trying to get out of!). Sorry about the short notice on all of this —-
originally, it was supposed to go through the "normal"” NEC process, where
deputies and principals would comment, but for some reason unknown to me a
decision has been made to put this issue "on the fast track.”



DRAFT March 22, 1994 high noon.

MEMORARDUM FOR THE VICE PRESIDENT

Our offices have been working with the Exceutive Oversight Committee at the Department
of Transportation {DOT} to develop a sound legislative proposal to restructure the nation's air
traffic control (ATC) system. To further these ¢fforts, we would like your early guidance on a2
critically important issue whose resolution will affect many details of the proposal: what
modifications, if any, should we seek in the Budget Enforcement Act (BEAY?

The President's Civil Aviation fnitiative, the NPR, and the Airdine Commission all called
for the FAA's ATC services to be restructured as a government corporation. All of the proposals
argued that a corporation would atlow ATC services to be provided on a more "business-like”
basis. The Initiative stressed the importance of personnel and procurement reform. The KPR
and Commission proposals focused more on freeing ATC spending from the constraints imposed
by the federal government's budget rules.

In our judgment, the central dilemma is this: achicving greater freedom from federal
budget rules not only increases the probability that the corporation would make more efficient
investment decisions, but also raises far greater burdles for legislative success, These burdles are
of two kinds. First, proposals that limit the oversight of the Congressional authorizing
committees have met strong opposition from the chairs of those committees. {In contrast, these
proposals have been supported - at least in principle -~ by the appropriators) Second,
proposais that require a significant exemption from the BEA are likely to be opposed on the
grounds that they undercut Administration and Congressional efforts to achieve long~term deficit
reduction,

The budgetary reformns being considered by the EOC will require either finding budgetary
offsets exceeding $5 billlen per year, or modifying the BEA (which would require sixty Senate
votes). All of the options listed below would reform personnel and procurcment rules, and all
would make ATC spending at least somewhat more responsive o customer concemns. The
options differ principally in the scope of the BEA modifications that each would require.

Option 1: Partislly Address Budgetary Constrajnts Within Current Law

Option 1 would not seck any BEA amendment. The budgetary cost of any reforms would
be accomodated within existing budget rules.

Under.this scenario, the BOC is likely to recommend a corporation along the following
lines: The corporation would be established within DOT. The Sceretary would appoint its
management and would control its decisions. In addition, an Advisory Board of ATC customers
{zirlines, cargo carviers, general aviation, ¢fc.} would be established to help the Secretary make
more business~like invesiment decisions. The corporation would have special procurement and
personne! rules, but would remain subject 10 all existing limitations on ATC spending, In the

v
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future, however, capital projecis would be budgeted on an annual cost, rather than a fully~funded
basis, thereby allowing some projects to proceed in parallel rather than sequentially.

Pro

¢ Procurement and personnel reforms, together with input from the "Advisory Board,™ could
make ATC spending more efficient. Some acceleration in capital spending would be

possible.

& Rep. Oberstar and Sen. Ford probably would support this proposal, and may credit the
Admninistration with recommending useful reforms.

& Because no amendment o the ‘BEA would be sought, critics could not use this proposal
to question the Administration’s commitment to the budget disciplines of that statute.

¢ Secretary Pefia has stated publicly that the corporation would ecass current budget
constraints in some fashion. This option would address capital constrazzzts but not (o the

degree anticipated by the Secrctary.

¢ The corporation could not borrow. For NPR, an important virtue of corporatization is the
abilifty to accelerate capital investments through bomrowing. (We have not yet fully
developed our arguments on the benefits of accelerated investment, As s result, while
some of us concur that bomowing authority is essemtial to achieve significant
improvements in ATC investments, others remain unpersuaded.}

¢ The corporation may not be as responsive to the “Advisory Board® as it would be to the
"Board of Directors” proposed under Options 3 and 4. The corporation’s investments
therefore might not be as cfficient as they would be under QOption 3 or 4,

# Since changes to personnel and procurement rules are the focus of this option, critics may
question why the Administration seeks rules only for the ATC corparation, but not other
government agencies. (Steve Kelman regards this criticism as being without merit; his
arguments shall follow.)

Option 2: Provide Minimal Relief from Budgelary Consiraints

Optionn 2 would give the corporation some smiall measure of budget flexibility by
transferring ATC outlays from the discretionary to the mamdatory side of the budget. A
"revolving fund® would be established, and ATC outlays would be limited only by ecach years
receipts.  Option 2 would require gither budget offsets of more than 35 billion annually, or
Congressional approval of a "technical” amendment to the BEA, in which the discretionary caps



are reduced and used as a PAYGO offsct for the new mandatory spending.  As in Option 1,
future capital projects would be budgeted on an annual cost, rather than a fully~funded basis.

Under this scenario, the EOC is likely to recommend a corporation exactly like that under

Option 1 (cxcept for the added budget freedom).

Pro

This option would secure limited freedom from current budget constraints, The
corporation would have a permanent appropriation; its outlays would be limited only by
receipts to the revolving fund, And as with Option 1, capital speading would be slightly
accelerated through budgeting on an annual, rather than fully-funded, basis,

If a BEA amendment were pursued, it would be only "technical" {(in the scnse that it
would not increase the deficit — the PAYGO savings would exactly equal the reduction
i the discretionary outlays). Compared to the amendment needed for Option 3, this
*technical” amendmeunt is less jikely to be interpreted as an attempt to evade the budget
discipline imposed by that statute,

Procurement and personnel reforms, together with input from the * A{ivzwry Board,” could
make ATC spending more efficieat,

Rep. Oberstar and Sen. Ford are far more ikely to &uppoﬁ this pwpesa! than Options 3
and 4.

While addressing budget constraints, this option still would not allow the mrporanezz o
borrow. Muorcover, just as under current law, budegciary offsets would bave 1o be fou

for_any_increase in outlays.

Under this option the authorizing committees would lose none of their current influcnce
over ATC outlays. The appropriators, however, would not be able to exercise as much
control over ATC spending as they now do, and might therefore oppose this option.

The corporation may not be as responsive {0 the "Advisory Board" as it would be to the

"Board of Directors” proposed under Options 3 and 4. The corporation's investments
therefore might not be as efficient as they would be under Option 3 or 4.

This option would set a precedent for using a reduction in the discretionary caps as a
PAYGO offsct on the mandatory side. This option may encourage those in Congress who
would like to use a reduction in the discretionary caps as an offset for a reduction in
incop: taxcs,



e Thz BEA amendment would require 60 votes on the Senate floor 10 overcome a point of

order. (The "technical” nature of the amendment, however, would make it casier {0 pass-
than the amendment that would be needed for Option 3.) .

Critics still may question why the Administration sceks rules only for the ATC
corporstion, but nat other government agencics. {(Again, Steve Kelman regards this
criticismi as being without merit; his arguments shall follow.)

Qption 3: Government Cefpomtfon Exempt from BEA {Carrent EOC Proposal)

Under Option 3, the Administration would seek a BEA walver {0 allow & government

corporation to borrew funds without regard to BEA constraints.

The EOC is now recommending a corporation along the following lines: (he corporation

would be established within DOT. - As in Options 1 and 2, the corporation would have special
procurement and personnel rules. The corporation would be government by a Board of Directors
that included, among others, ATC customers. While the Board would have more influence over
corporate decision-making than would the "Advisory Board” of Options 1 and 2, the Scoretary
of Transportation would retain fina) decision-making authority.

Pro

Other countries have demonstrated the feasibility of this approach by establishing
government corporations to run their own ATC services.

Because it could borrow funds without any BEA constraints, this corporation would face
no impediments to "business—like" investment.

A Board of Directors would push the corporation to make more efficient investments.

—

This option would set a precedent for exempting a government activity from the
constzaints of the BEA,

Mo "govemnmental® corporation may be sufficiently independent of the Executive Branch
and the Congress to make truly "business—like" investment decisions even with a Board
of Directors controtled by private sector interests. This may be especially true where the
Secretary of Transportation retains direct contrel over the corporation's investment and
business plan.



e The BEA amendment, which would require 60 votes on the Senate floor to overcome a
point of order, may be more difficult to achieve than the "technical® amendments needed
under options 2 and 4,

* The chairs of the authorizing committees strongly oppose this option,

Gption 4: Non-Government Corporation with Government Oversight

Option 4 would require only a2 "technical” amendment to the BEA: the discretionary caps
would be reduced by an amount equal to the reduction in the government’s ATC outlays; the
reduction in the caps would be used as PAYGO savings to offset the comresponding reduction in
aviation excise taxes {the taxes would no longer be needed; the corporation would asscss user

fees instead).

Under this scenario, the EOC is likely to recommend the establishment of a
"nongovernmental” corporation - cither & non-profit fimm controlled by ATC users or an
investor-owned firm. User fees would replace most of the existing aviation excise taxes. We
belicve that a nop-profit corpomation is better on the merits, CBO, however, may regard a non~-
profit entity as a "governmental® entity for purposes of the BEA. If so, then Option 4 would
require exactly the same kind of BEA amendment as Option 3. Agn investor—owned firm is
certain 10 require only the "technical” BEA amendment outlined above. Concerns about safety,
however, are likely to be raised more loudly sbout an investor—owned firm than about any other
option listed in this memo.

Whatever its form, a nongovemmental corporation would be subject to regulatory
oversight by the federal government, cither through the administrative powers of the DOT or
through a pew regulatory commission. As a private finm, the corporation would have personnel,
procurement, and budgetary freedom {including the ability to charge user fees and to borrow).

Ero

o Of all the options considered here, this corporate form would be most reponsive o its
customers, and would have the greatest institutional freedom to pursue efficient ATC

investinents,

e [Establishing a nongovernmental entity would require only technical amendments to BEA,

® Establishing a more independent corporate entity would avoid the charge that the
government corporation is designed principally to keep the ATC system within the
. government while evading the BEA,



e Secretary Pefia hag declared that "we are not secking any "privatization’ of ATC gervices.”

® Critics will argue that a nongovermnment corporation would jeopardize the public interest,
such as safety. (In our judgement, these fears are without merit —— safety and other
public interests would be safeguarded through strict regulatory oversight.)

¢ The authorizing committee chairs are likely to cite safety concoms as their reason for
opposing this option more strongly than they oppose any other option.

¢ The main union representing air traffic controllers has cited safety in publicly opposing
the creation of a nongovernmental corporation (however, the controllers do support the
creation of a government corporation).

& The BEA amendment would require 60 votes on the Senate floor to overcomne a paoint of
order. (The "technical” nature of the amendment, however, would make it casier (o pass
than the amendment that would be needed for Option 3.)

Recommendations: TBD



FAA RESTRUCTURING AND THE BUDGET ENFORCEMENT ACT

As the draft VP decision memo makes clear, the driving factor in
restructuring the FAA is the Budget Enforcement Act (BEA). All options, except
Option 1 which is a minimalist option, requires PAYGQ offsets, and thus effect the
BEA in some way.

. A government-owned ATC corporation (as defined in Options 2 and
3) would be funded in the Budget as a mandatory revolving fund,
where its fees or receipte (ie ~~ the current ticket tax and freight
waybill tax) are "permanently” appropriated on the mandatory side of
the Budget, and its outlays are moved from the discretionary to the
mandatory side of the budget (Currently, 75% of FAA's receipts are
on the mandatory side, but ita outlays and 26% of the receipts are on
the discretionary side).

» Establishing this mandatory revelving fund for a government-owned
corporation would increase mandatory outlasys for the corporation (as
described above). This would create a need for a PAYGO offset under
the BEA. Congress would have to find offsets, or modify the BEA to
balance the mandatory incresse with the corresponding decrease in
receipts and outlays on the discretionary side {(after all, we are simply
moving receipts and cutlays from the discretionary side to the
mandatory side); this would require 60 votes in the Senate, as the
memo makes clear.

. If the ATC corporation were non-governmental, it would not be part
of the Federal Budget. However, this approach would call for the
elimination of current receipts (ticket tax, ete) and replace them with
some kind of user fee, This would reduce receipts (and spending} to
the Budget and hence require PAYGO offsets under the BEA.
Congress could modify the BEA to balance the tax decrease with
corresponding decreases in discretionary outlays, but this would
require 60 votes in the Senate.

. Issuing debt is a budget issue, because the debt finances direct
spending by a government entity (in Option 31 Spending by a
government corporation, financed by borrowing from the Treasury or
from the public, ie counted as a Federal outlay under the BEA. It



could be offset by reductions in other Federal outlays, or the outlay
could be exempted from the BEA. But exemption would be difficult
politically.

Borrowing by a non-government entity (Option 4) would not affect
the Federal Budget. However, the CBO and the Budget Committees
would look closely at any proposed non-government ATC corporation.
If they considered it an extension of the government, its borrowing
would be treated as agency borrowing and require an offsetting
decrease elsewhere under the BEA.
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NAVY USE OF OVERSEAS YARDS FOR REPAIR OF U.S. VESSELS

gx‘*‘\;i,

Why is the Navy repairing U.S. ships in Japanese shipyards when 1.8, shi;;yarés are facing
such difficult times?

This Administration is very concerned about the problems confronting U.S. yards, and we
belicve that every effort must be made to protect our domestic defense infrastructure. For
this reason, the President established an inferagency group to develop a plan that will help
U.S. shipyards convert from naval to civilian ship construction and compete in the
international commercial market. The Administration is planning on delivering its plan
to Congress by Qctober 1.

The Navy's policy is based on our national security requirements (0 maintain a forward
presence in the Pacific to ensure our national security. Approximately 17 U.S. warships
are now "homeported” in Japan, "Homeporting” provides the most cost~cffective means
of ensuring an overseas presence in the Pacific. If a homeported ship had to return to the
.S, for repair, much of the value of homeporting would be lost. Major overhauls of
these vessels, however, are done in U.S. vards.

What about ships stationed in (he United States? Why are these repaired in Japan?

Repairs on ships stationed in the United States are only, conducted when these are
required for safety or to continue essential clements of the mission, For all intents and
purposes, these are emergency epairs. No U.S. based-ships are sent overseas specifically
for repairs. . .

'I':he Japanese povernment Is subsidizing a high percentage of the labor cosis of these
repairs. How can the US. government accept these subsidies and, at the same time,
negotiate Internationally for an end to all shipbuilding subsidies?

A goal of both this and past Administrations, supported by Congress, is that host pations

. should share the burden of keeping U.s. forces deployed overseas, The Government of
Japan's decision to pay part of the costs of labor for repairwork in the U.S. owned Ship
Repair Facility at Yokosuka is entirely consistent with this pelicy. '

The AFL-CIO asserts that the Navy s also repairing ships in higher-cost ;xrivaze yards.
Bz}esn { repairwork in these yards hurt US. yards?

The Navy has used private shipyards in Japan only on those occasions when there is a
major overload. According to the Navy, repalrwork in those yards is in fact cheaper than
in the United States. However, the Japanese government does not pay any of the labor
costs for work occasionally performed by necessity at privaie shipyards, '
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Thought you might want a copy of the Administration's Shiphuilding
Industry Plan, which was submitted t Congress on Qetober 1.

i

Bruce,
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TO THE CONGRESS OF THE UNITED STATES:

In accordance with the requirements of section 1031 of
the National PDefense Authorization Act for Piscal Year 1993
{(Public Law 102-484), I transmit herewith a report entitled
“Strengthening America's Sgipyards: A Plan for Competing in
the International Harket." '

The U.S. shipbuilding industry is unsurpassed in bullding
the finest and most complex naval vessels in the world. Now
that the Cold War has ended, these shipyards, like many other
defense firms, face a new challenge =~ translating their
skills from the military to the commercial market. Individual
3hipyard5 already have begun to meet this challenge. The
enclosed report describes steps that the Government is taking
and will g#ie to assist their efforts. I look forward to
wvorking with the Congress and the industyy to ensure a
successful transition to a competitive industry in a truly

competitive marketplace.

THE WHITE HOUSE,

Gotober 1, 18%3,
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EXECUTIVE SUMMARY

The Rational Dafense Authporization Act of 1893 requires the
President to develop "& comprehensive plan to enable and ensure
that domestic shipyards c¢an compete effectively in  the
international shipbuilding market." This report describes that
plan. In approving it, the President directed initiation of
those actions currently within the authority of the Exgcutive
Branch. Implementing legislation for the remaining actions will
bes submitted to appropriate committees ©f the Congress.

Background

In the past ten years, the U.S. shipbuilding designed and built
the most capable naval fleet the world has ever seen. U.s.
shipyards excel in the production of complex, high=guality naval
vessels., With the end of the Cold wWar and the reductlon in
defense spending, large U.S. shipyards must now translate thelir
skills Zrom the military to the commercial market.

A major copportunity exists. The Maritime Administration
estimates that 7,300 to 8,800 large., ocean-guing ships will he
built for internaticnal commercial market between 1992 and 2001,
with three-guarters of this work afrer 19%€.

Two steps will have to be taken for U.8. shipvards to compete
successfully in the international market, First, subsidies
provided by foreign governments to their shipbuilding
industries, which artificially lower prices, must be ended s¢
that there is a truly level playing field on which to compete.

Second, U.$S. yards must adapt te the demands of the
internazional commercial market, For the past decade, U.S.
yards have been building ships to order for the U.8. Navy and
the Jones Act fleet. At the same time, foreign yards have been
building ships in series, benefiting from economies of scale and
learning efficiencies. To compete, U.8, wvards will have to
develop and market competitive designs; £fully employ wmodern
technolegy and manufacturlng processes; and remain competitive
in wages.

The Administration's Plan

The HAdministration's Efive-part plan is intended to assist
efforts already underway within the Iindustry ¢to compete
interrationally. It is a transitional program, consistent with
federal assistance to other industries seeking to convert from
defense to civilian markets.

Ensuring Fair International Competition The U.$. Government is
seeking to level the international playing £field through
negotiations at the Organization for Economic and Cooperative
Development {(OECD) to end foreign shipbuilding subsidies., The
current draft agreement prohibits direct and indirect subsidies
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to shipbuilders, including export credit programs with terms
more generous than agreed international terms. It bans anti~
competitive arrangements and domestic build requirements, except

for the Jopnes Act. Ir establishes an inijuricous pricing
discipline and binding dispute settlement procedures. January
1, 18%% is the target £for its entry inte force. The

Administration believes that such a multi-lateral agreement is
the best way to deal with the problem of foreign subsidies. To
bolster these efforts, it will work with Congress on appropriate
legislation,

Improving Competitiveness., - Under MARITECH, the Department of
Defernge through its Advanced Research Projects Agsncy (ARPA)
will ghare the costs of industry~initiated research and
development projects to accelerate technology transfer and
process change. MARITECE will focus on the manufacturing and
information technolegies used in ship design and production.
Partnerships with customers, suppliers, and technologists will
be encouraged. Projects will determine an actual market need,
develop an innovative design, and define a competitive
construction approach. Special congideration will be given to
yards engaged in DoD and commercial work. MARITECH will be
funded at $30 million in FY%4, $40 million in FY¥83 and 559
million each year in FYSE~FYSB.

Eliminating Unnecessary Government Regulation. All government
agencies will review and revise or eliminate any regulations
that impose unnecessary burdens on the shipbuilding industry.
Major activities include acquisgition reform within DoD,
standardization of international censtrugtion standards by the
Coast CGuard, and the updating of OSHR standards. Additionally,
to facilitate cooperation in the shipbuilding ingdustry. the
Department o©f Justice will provide advisory opinions regarding
proposed businessg ¢onduct,

Financing Ship Sales through Title XI Loan Guarantees. Title XI,
now provides U.8., buyers of ships built in U.8. yards with lcan
guarantees. Forty seven million dollars are available for
commitment in FY94, The Department of Transportation will
support funding of ¢5%0 million in PY85, §30 million in FY¥86, and
§20 million in FY87,” which could gquarantee an additional €2
Billion in loans. To encourage foreign carriers to build in
U.S. vyards, the Administration proposes to.extend coverage to
foreign buyers.

Assisting International Marketing. Executive Branch
organizations will initiate or expand activities to assist yards
in theilr marketing efforts and - to facilitate cooperative
arrangements between U.8. and foreign vards.
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Challenge for the Industry

The Administration’s plan provides important assistance to U.8.
shipyards in taking advantage of the significant opportunities
in this decade’s rapidly expanding international market. Yards
alsc will have to be--and no doubt will be--aggressive in thelr
own efforts.

The Administration looks forward to working with Congress and
with industry in establishing a basis for the industry £o enter
the international marketplace. By working in partnership-—~labor
and management, shipyards "and customers, <Congress ., and the
Administration--Americans can meet this challenge as they have
met others in the past.



IRTRODUCTION

In the past ten years, U.S5., shipbuilders built the most capable
naval fleet the world has ever seen. U.S. shipyards excel in
the production of complex, high~guality naval vessels. With the
end of the Cold War and the reduction in defense spending, large
U.8. shipyards must now translate their skills from the military
te the commercial market.

The Rational Defense Authorization Act of 1993 (Public Law 102~
484} reguires the President "to establish an interagency working
group for the scle purpose of developing and implementing a
comprehensive plan to enable and ensure that domestic shipyards
can compete effectively in the international shipbuilding

market.” This report describes that plan. In approving it,
the President directed initliation of those actions gurrently
within the authority of the Executive Branch. Implementing

legislation for the remaining actions will be submitted to
appropriate committees of the Congress.

BACRGROUND

A. Industry Structure and Employment

U.8. shipyards with the capability to construct vessels commonly
are divided between M"major" shipbuilding facilities and
second-tier facilities. {There are other shipyards with only
the capability to repair vessels.)

The Maritime Administration (MARAD} defines a ‘“maior™
shipbuilding facility as one that iz in operation and can
construct vessels of at least 400 feet in length. There are 17
shipbuilding facilities in the United States that meet that
definition. These yards vary considerably in size, facilities,
and empioyment, the largest yards generally being the nine vards
that currently are building ships for the United States RNavy,

Second~tier sghipbullding facilities number approximately 100,
They generally construct and repair smaller vessels such as
inland waterways and coastal carriers, tug boats, supply boats,
ferries, fishing vessels, barges, drill rigs,’ and small military
and government-owned vessels. Some of these yards compete
successfully in specific international markets. Mogt bulld
ships for the domestic market, which is protected by the Jones
Act {Section 27 of the Merchant Marine Act of 13820, 48 App.
U.5.C. Sec 883y, That act restricts U.8. ceastwise and inland
maritime traffic to U.S.~built ships sailing under the .8,
flag. These yards alsc vary considerably in facilities and
size. They itoo have seen a reduction in demand for domestic



shipbuilding, but they d¢ not face conversion problems to the
same degree as the major vards,

In 1992, all U.$. shipbuilding facilities employed about 123,900
workers~~down from & recent high of 171,600 in 1982,
Approximately two-thirds of these workers were employed in the
17 major yards, and almost 95 percent of those were employed in
the nine yards currently building ships for the Navy.

B. Post-World War II Production in Major Shipyards

In the decades after World war II, large U.8. shipyards focused
their efforts on preducing ocean-going vessels for the U.L8, flag
fleet. The U.S. government supported this strategic focus with
2 number ©f direct and indirect subsidies. Among  those
subsidies was the construction differential subsidy (CDS8}, which
underwvrote the differential between the price of U.$.-built and
foreign~built ships. When that differential rose, so too &id
the average subsidy. At the end of the 1970s, the level of
subsidy was at the statutory limit of 50 percent of the purchase
price for most types of vessels,

In 1981, the Reagan Administration stopped funding for CDS.
Since [.S. prices were greater than those offered by foreign
yards~-~often subsidized by their own governments~-prders by U.S.
carriers for U.S,~built, ocean-going vessels were sharply
reduced. Between 1983 and 1992, only eight commercial
orean~going vessels have been built In these yards. The surge
in government orders for naval vessels provided a new challenge
for U.S8. yards. Between 188l and 19530, such orders averaged
17-18 ships per year, By the early 1%90s., these efforts had
resulted in the c¢reation of the strongest, most capable naval
fieet in the world.

The end of the Cold War and the emergence of democratic states
in the former Soviet Union and Eastern Eurcpe has brought
tremendous benefits but also has led to a2 number of changes.
U.5. national security no longer reguires the high levels of
naval construction of the 1880s. As a result, U.S5. yards now
confront the challenge, similar to that faced by many other
defense contractors, of translating thelir skills and
technologies Lo new markets.

€. FPuture Markets for the Maijor U.S. Shipvards

There are four possible markets for U.S. shipbuilders in the
future: the commercial market (both domestic and international),
U.S. naval vessels, foreign naval vessels, and non-shipbuilding
markets. Of these, the international commercial market offers
the most significant prospect for expanding production.



1. The Commercial Market

The commercial market consists of both the domestic market
{protected by the Jones Act) and the international market,

The Jornes Act market is expected to remain small through this
decade. Demand for new ocean~going vessels for the Jones Act
fleet is estimated toc be at most 2 to 3 vessels a year. These
numbers reflect a decline in demand for tankers due to a
prodected reduction in Alaskan oil shipments and changes in
trading patterns. They take into account the reguirement in the
01l Pollution Act of 1980. {(Public Law 101-380) that single-
hulled tankers be phased cut beginning in 1995 according to a
schedule based on age and capacity so that all tankers will have
double nulls by 2015,

By contrast, the already~sizeable demand for new vessels in the
international commercial market is expected to grow
significantly in the coming decade. Drawing on a variety of
analyses, MARAD estimates that 7,300 to 9,900 large ships {(of
which half will be tankers) will be built between 1892 and 2001,
Three~guarters of this new ¢onstruction is expected te oocur in
the second half of this period. Most will result from the need
te replace aging vessels, not to accommedate trade growth. (See
the annex for details.}

2. U.B, Naval Vessels

The .8, Xavy will continue to provide a market, albeit a much
spmaller one, for U.S. shipbuilders. The Navy has about 100
ships on order or under construction, three guarters of which
will be delivered after 1994, Although the details of the
defense program for FY 1895-]1999 still are under review, the
Department of Defense {DoD) projdjects that 1t will order on
average 8 new ships a year {inc¢luding sealift ships} in those
years.,

In the following decade, replacement of aging military vessels
may require some modest increase in construction. DoD does not
now plan any additional sealift procurement, however. Thus,
while the total reqguirements remain uncertain, DoD d{oes not
believe that its annual needs will increase significantly.

3. Poreign Military vessels

The market for foreign military wessels probably will remain
relatively small. Most countries with significant blue water
fleets purchase naval vessels from thelr own yards, although
nations with predominantly coastal fleets are likely to continue
to purchase certain c¢lasses of small vessels abroad.



4. Non-Shipbuilding Markets

in slack pericds, shipyards have engaged in non-shipbullding
projects, including the construction of railroad cars,
under~river tunnel sections, wind tunnels, prison barges,
offshore oil rigs, and marine equipnent, Quasi-shipwork
projects including methancol plant harges and power plant barges
{about 40 of which are now' in operation}) also present a
potential source of business.

D. Competing in the Internaticnal Market

There are currently over 133 foreign vards capable of building
ships over 400 feet. Japan and Korea together account for over
half of the world production of commercial ships. Twe steps
will have to be taken for U.$. shipvards to compete successfully
in the international market.

1, Leveling the Playing Field

Many foreign vards have benefited from substantial shipbuilding
subsidies. in July of 1983, HMARAD published a "Report on
Foreign Shipbullding Subsidies®™ describing current government
programs for assistance to shipyards in 31 nations and the
European Commonity. These subsidies include direct official
support, for instance by the European Community, as well as
indirect support, as exemplified by Japan's home credit schemes.
Subsidies must be eliminated if there is to be & truly
competitive international market in which U.8., shipbuilders can
compete.

2. Adapting to the Demands of the International Commercial
Market ’

U.8. shipyards are unsurpassed in the building of highly complex
naval vessels. Many of them have invested heavily in modern
facilities and technology. Additionally, industry and
government sources agree that labor rates in U.L8. vards are
competitive, being lower than those in Germany and on par with
those in Japan, although greater than those in Korea. Finally,
U.8. shipyards workers are highly skilled and as productive as
any in the world., Thus U.S. yards bring many strengths to the
commercial marketplace. s

For the past decade, however, U.S. yards have been building
ships to order for the military requirements of the U.8. Ravy
and the sporadic demands of the Jones Act fleet. At the same
time, Fforeign yards have been building ships in series from
standard designs optimized for producibility as well as
functionality, thereby benefiting from scale economies angd
learning efficiencies. Although the steps required to adapt to
the demands of this commercial market vary among U.$, shipyards,
in general yards must:
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Shorten the time required to develop a ship degign in
response to a specific demand by adopting modern design
procedures and developing designs irn advance o¢f need,
Market rtesearch and aggressive marketing also will be
neCessary.

Strengthen relationships with suppliers to reduce the time
reguired t& procure materials and parts as well as their
costs.

Fully employ moedern techneologies in the construction of
ships including construction techniques such as modular
construction, manufacturing processes, and process flow,
The lay-eut of at least some facilities may have to be
revigsed to adopt these tools,

Government regulations sometimes impose unnecessary overhead
costs on the shipbuilding industry or inhibit change, Examples
include Dol procurement regulations, actual and apparent
differences between internaticnal construction standards and
those the U.S. Coast Guard =sets for U.8.-flagged vessels, and
specification~-based OSHA standards,



THE ADMIRISTRATIOR'S PLAN

Throughout the United 8tates, shipbullders are focusing on the
challenges of entering the international market for ocean~going
vessels. Individually, yards are working to improve their
technologies and production processes for buillding commercial
ships, In addition, some yards have entered joint ventures or
alliances with foreign yards to develop new designs and
production capabilities.

The Administration’'s plan is intended teo assist industry efforts
to compete internationally. Furthermore it is intended to be a
transitional program, consistent with federal assistance to
sther industries seeking to convert from defense to eivilian
markebs, The plan has five elements: ensuring fair
international competition, improving commercial competitiveness
with MARITECH, eliminating unnecessary government regulations,
assisting with the financing of ship sales, and assisting with
interpnational marketing efforts.

A. Ensuring Fair International Competition

The U,5. QCovernment is seeking to level the international
playing field at the Organization for Egonomic and Cooperative
Development {OECD}, o this end, the Administration initiated
international negotiations to end foreign subsidies. U.s.
negotiators believe that there is a reasonable chance that these
negotiations will be successful. (November 1%93 has been set as
a target date for completion.)

The OECD draft agreement that currently i1s under negotiatien is
comprehensive in its coverage. It prohibits direct and indirect
subsidies to shipbuilders in the form of loans, grants, debt
forgiveness, tax benefits, and research funding above defined
limits., 1+ also bans export credit financing programs with
terms more genercus than agreed international terms. Qfficial
regulations and practices such as those that allow antie-
competitive arrangements ¢©r impose domestic build reguirements
and other discriminatory regimes are forbidden (although the
U.8. has preoposed a derogation for the Jones Act). The draft
agreerent also establishes an injurious pricing discipline for
ships, similar to anti-dumping laws which d¢ not apply te ships.
Binding dispute settlement procedures are envisaged to enforce
the agreement. A target date of Januvary 1, 1895 has been set
for the elimination of subsidies and other distortive practices.

While the Administration believes that a multilateral agreement
provides the best way of dealing with the problem of foreign
subgidieg, it will work with Congress o¢n legislation to bolster
thogse efforts. Any such legislation should provide for the
investigation of the policies of nations toward their
shipbuilding industries in response to specific complaints and
the the imposition of sanctions, at the President's discretion,



where there are adverse effects on the U.S. shipbuilding
industry. .

B. Improving Commercial Competitiveness with MARYTECH

Under MARITECH, the Department of Defense through its Advanced
Research Projects Agency {ARPA) will participate in an industry-
led, industry~driven program to accelerate technology transfer
and process change. The principal thrust of this effort will be
{1} to provide a near~term infusion of technology that would
allow vyards to be more cost effective in the design and
construction of wcean—-going vessels and to enable entry into the
comnercial market by improving manufacturing and information
technologies for the design and production o©f ships and (2) to
foster continuous product and process improvement through
sollective efforts.

ARPA will match funds from industry for research and development
projects they propose in these areas, Yards will propose
Focused Development Projects that determine an actual market
need, develop an innovative design, and defing a competitive
cpnstruction approach for filling that need. They will be
encouraged to initiate partnerships with customers, suppliers,
and technologists. Funds will be awarded cgompetitively, and
special consideration will be given to yards engaged in both Dob
and commercial work.

Overall, the goal of MARITECH is to:

Strengthen the ability to perform wroactive product
development and marketing by encouraging firms te perform
proactive market analyvsis and develop ready ship product
designs for specific markets, thereby eliminating the need
for time consuming preliminary design work prior to bid
submission,

Develop libraries of designg enabling yards to respond o
customer reguests, using a library of designs tailored to
the specification reguirements.

Engage in continuous process and product improvement,
reducing the *ime it takes to a produce ship. This will
kelp further lower both direct labor costs and financing
costs, thereby leading to an coverall reduction in price.

MARITECHE will be funded at $30 nmilliom in FY94, $40 million in
FY8S and 830 million each year in FY96 through FY8B--a total of
$220 million over five years. With matching funds, it would
thus generate $&0 million in new R&D investments in FY94 and
3440 million over the period. In-kind matching would be
allowed. ARPA will execute the program in collaboration with
the Department of Transportation,
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The shipbullding industry also will remain eligible t¢o compete
for funds in the Technology Reinvestment Program {TRP). The TRP
is a collaborative inter~agency effort ¢o support technelogy
development and deployment and education and training under the
Defense Conversion, Reinvestment, and Transition Assistance Act.
211 proposals reguire 50 percent cocost sharing. Shipbuilding
infrastructure is one of eleven technology focus areas
identified as TRP priorities.

If an agreement is concluded in the ongoing Iinternational
negotiations on subsidies, future spending under MARITECHE and
TRP would bhave to comply with its rules on the propoertion of
government matching funds allowed.

€. Eliminating Unnecessary Govermment Regulation

All government agencies having regulations that apply to the
shipbuilding industry will review them and revise or eliminate
any that impose unnecessary burdens on the industry. Mador
examples of agencies whose regulationg affect this industry are
the Department of Defense, the U.8., Coast Guard, the
Occupational Safety and Health Administration ({0S8HA), and the
Department of Justice.

Frocurement Regulations. Acguisition reform is being given high
priority within DoD and is intended to reduce or eliminate
barriers to the integration o©f military and commercial
production, which will benefit shipbuilding along with other
industrial seciors. Rear term efforts that will benefit this
industry include {1} removing legislative impediments to the
purchase of commercial items, (2) prohibiting the use of DoD
specifications or process standards unless there is no practical
alternative, and (3) removing the most seriocus impediments to
doing business with the government that do not reguire
legislative action.

Coast Guard Construction Regulations. The Secretary of
Transportation will direct the Coast Guard to continue working
with the International Maritime QOrganization to upgrade critical
international standards and with U.8§., carriers and standards
bodies to delete of revise regulations that add costs
unnecessarily.

O8HE Regulations. OSEA is currently working with the
shipbuilding industry to review and revise its standards. The
proposed revisions will continue to address the hazards to which
workers are exposed, but will do soc by replacing
specification~based provisions, which limit employer isnovation,
with performance-oriented provisions wherever appropriate. The
proposec revisions also will update, recorganize, clarify, and
simplify current rules,

Anti~trust Requlations. To facilitate  various forms of
cooperation in the shipbuilding industry, the Department of




Justice will provide upon reguest an advigory opinion regarding
proposed business conduct pursuant to its Business Review
Procedure. Federal law enables shipvards to engage in a wide
range of wvertical and horizontal cooperative ventures. Existing
antitrust law enables {firms to form legitimate joint ventures
involving some risk sharing or integration. The National
Cooperative Research and Production Act (15 U.S5.C. section 4301
et seq) provides anti-trust protection for firms engaging in
joint research and development or  preduction ventures. The
Export Trading Company Act (15 U.5.C. section 4011 et seq)
provides a limited antitrust exemption for export trade and
related activities. In evaluating doint conduct under the
antitrust laws, the Department of Justice will take into account
efficiencies that the venture will produce as well as the
existence of glocbal competition in relevant markets.

3, Pinancing Ship Sales through Title XI Loan Guarantees

Title XI now provides U.5. buyers of ships built in both major
and second-tier vards with guarantees for long-term loans at a
fixed rates covering up to 75 percent of the lean value. In
order to encourage foreign carriers to ¢ome to the United States
to build ships, the Administration proposes to extend goverage
to foreign buyers. Loan guarantges for foreign buyers would
have to conform to OECD provisions governing expert credits.
While Jloans under these provisions alse are available through
the Export/Import Bank, MARAD's greater expertise in shipping
and shipbuilding ijustifies extending its involvement to the
£inancing of the export of ships.

MARAD now charges a fee of 0.5 te 1 percent on the outstanding
balance of the lovan guarantee, To gain greater leverage from
federal funds in this increasingly tight budget environment,
that fee would he raised to the range of 1 to 1.5 percent,
reducing the federal risk exposure. That level should provide
an inducement to a substantial number ©f carriers to buy ships
in U.5. yards.

In ¥¥33, $£48 million was appropriated, of which $47 million
remaling available for commitment in FY84 and beyond, The
Department of Transportation will support additional funding of
$50 million in FY9S5, 6§30 million in FY96, and $20 million in
FY87. This could guarantee an additional $2 billicn in loans.
Consistent with the Administration’s intent* to facilitate the
trangition to international competitiveness, any funds so
appropriated and ‘not spent within five years would expire.
Consistent with the emphasis on the international commercial
market, certification of military utility would no longer be
required.

If an agreement i3 concluded in the ongoing international
negotiations on subsidies, any conditions of the Title XI loan
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guarantee program that were inconsistent with the agreement
would have to be modified or eliminated.

E. Bsgisting International Marketing

The Adminisiration will use existing organizations to assist
shipyards in their international marketing efforts ({(e.g., the
U.5. Fcreign Commercial Service, American embassy personnel, and
MARAD} and to facilitate cooperative arrangements and alliances
between U.8. and foreign yards. Organizations that previously
have not devoted much effort to the shipping market will
increase their level of activity.

Challenge for the Industry

Shippuilding and repair are inherently global in nature, and
shipyards face fierce competition from abroad. In the face of
that reality, the Administration has developed a two-pronged
plan to help American yards compete in this arena, The first
prong is to insure fair treatment for the U.S, shipbuilding
industry in the international marketplacre. The second prong is
to provide assistance to U.8. shipyards in the transition from
dependence on defense contracts to commercial competitiveness.

The Administration’s plan provides important assistance to U.LS.
shipyards as they prepare to take advantage of the significant
opportunities provided by this decade’s rapidly expanding
international market. U.S. shipbuilders still will face sericus
challienges, however, Yards will have to be--and no doubt will
be~~aggressive in their own efforts to develop competitive
designs and market them world wide; ¢ establish a stronger
relationship with their suppiiers; to improve productivity in
order to drive down ¢osts and shorten delivery times: o obtain
competitive labor packages and remain competitive in wages; and
te seek private financing sources and Joint venture partners
here and abroad. Building on their recent success in military
construction, there is every reason to believe that American
ingenuity can meet these challenges.

The Administration looks forward to working with Congress and
the Industry in establishing a basis for the industry to enter
the internaticnal market place. By workimg in partnership—-
labor and management, shipyaerds and customers, (ongress and the
Administration--Amkricans can meet this challenge as they have
met others in the past.
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ANNEX

The Demand for Shipbuilding for the Commercial Market
1892-2001

Demand for new vessels for the commercial shipping industry will
come from two BoOurces: replacement o©f existing vessels and
acguisition of additional vessels in response to increased
demand for the movement of goods in trade.

The taszk of forecasting future shipbuilding activity takes the
form of 1} adjusting the “future fleet” to reflect anticipated
changes in the levels of trade, 2) identifying vessels currently
in each of the trades, and 3} projecting their replacement
dates.

Forecasts from several independent sources {the U.5. Department
of Commerce's “Industrial OQutlcok 1993-~Shipbuilding and
Repair;” DRI/McCGraw-Hill; and H.P. Drewry's "World Shipbuilding®
of April 1892) are in general agreement that demand for new
vessels in the 19908 will result primarily from the reguirement
to replace existing vessels not from an increase in the volume
of trade, The baseé case projection in this report is taken from
Drewry's work.

Replacement Demang

The statistical tables in Lloyd's “Register of Shipping"™ show
that, as of mid-1%8%1, there were over §,400 vessels totaling
over 167 millicon gross registered tons (GRT) over 15 years old.
Without replacement, the world fleet, including all types of
ships, would have 194 million GRTs from vessels over 25 years of
age by 2001, Lloyd’'s notes that "These vessels by and large may
be considered to be the deep sea fleet, often trading in harsh
environments, and, as far as the shipbuilding industry is
concerned, this sector of the fleet represents the major market
sector for fleet replacement.”

Total Wew Construction. The base case projection is based
on the assumption that existing vessels will be replaced when
they reach 25 years 'of age. The base case proejection for
replacenent tonnage from 19822001 is 153.3 million GRT.

Higher and lower projections alse have been made to reflect
maior sources ©of uncertainty, Ship owners may choose to spend
gubstantial sums on repair, maintenance, and refurbishment and,
therefore, defer replacement. The lower projection is based on
the assumption that replacement of ten percent of the tonnage in
the base case will be so deferred. The low case projection for
repiacement 18 138 million GRT.

Alternatively, the condition of exigting vessels and pressures
being placed on owners by classification societies, marine
underwriters, and civil authorities {such as passage of the 0il



Pollution Act of 1990} may cause owners to replace vessels
(especially single~hulled tankers) before they reach the age of
25. The bigher projection is based on the assumpticon that an
additional ten percent of the base case tonnage would be
replaved by the year 2001, The high case projection for
replacenent is 168.6 million GRT.

Tankers and Dry Bulk Carriers. Dry bulk carriers and
tankers account for approximately 80 percent of the projected
replacement demand in the base case--51 and 7% GRT respectively.
The age profile of tankers 1is heavily skewed, with about 55
percent of the total over 15 years of age and 46 percent (61
million GRT) between 15 and 18 years, Additionally, as Drewry
notes, “0Of the major fleets perhaps tankers are in the sorriest
state o©of repair (along with combined carriers). Over half of
those trading today were built in the 1870s. Many were left
idle, poorly maintained, until they resumed trading in the mid-
1880's. As a result, today's fleet is more dilapidated than
usual, which should hasten replacement demand well before the
vessels reach 25 vears."

Trade Induced Demand

Trade~induced demand is proiected to account for less than a
gquarter of total demand for new vessels in the base case
projection, It is over half the demand for chenical carriers
and containerships, however, and 80 percent of that for gas
carriers.

The base case projection for trade-induced demand through the
year 20081 is approximately 46 million GRT. The largest
projected growth din tonnage is 21 million GRT in dry bulk
carriers. This is based on an assumed growth in the demand for
such ships of 20 percent——slightly less than 2 percent per year
compounded, The demand for containerships is projected to
increase by over 30 percent as the net effect of increased worid
trade and the introduction of containerships on new routes
partially off set by the increase in vessel sgize on some
existing routes. This produces a growth in contalnership
tonnage of 8.8 million .GRY.

Higher and lower projections alsc have been made for demand due
to trade growth, The lower proiection is based on the
assumption that trade growth will only be 50 percent of that
projected in the base case, or approximately 23 mission GRT for
the period 1991 teo 2001. This assumes a growth rate in world
trade =substantially below historical levels. The higher
projection is based on the assumption that trade growth will be
10 percent higher than the base case or 51 million GRT.

Total Demand

The folliowing tables show the three projection by ship type.



Pemand for New Vessels from 1992-2001 by Type
{Number and Capacity in Cross Registered Tons {(GRT))

Low {ase
Replacement Trade Growth Total
Bo. OGRT{mil.} Ne . GRT(wil.} No., GRIT{mil.)
Tanker ares £7.8 118 3.6 3313 Tl.4
Pry Bulk 1908 45,0 252 1.5 £17¢ 86.5
Chemical 104 1.5 ag 1.6 194 2.%
Gas {LPG/LNG) 211 1.6 138 2.2 347 3.2
Containerships 313 5.% 33 4.4 646 8.9
Gther 6788 16.2 250 1.5 1608 17.7
Toral 12481 138.8 3185 23.2 13876 x81.2
Base Case
Replacement. Prade Growth Total
No, GRIimil.) No. GRT{mil. Ho, GRT{mil.}
TAanker 3550 5.3 235 7.1 373s 842.4
Dry Bulk z120  s1.1 524 21.0 2644 2.1
Lhemical 118 1.7 80 2.1 295 3.8
Has {LPG/LNG) 234 1.} 213 4.4 507 5.5
Containerships A48 .1 665 a8.8 10633 14.9
Other 7500 1.2 5680 3.0 §000 2.0
Total 13867 153.3 2377 46.3 168324 i8%.¢6
High Caze
Replacenment Trade Growth Total
No. GRT(mil.) Eo. GRT(mil.}) Ho, GRTi{mil.)
Tanker 390% 82.8 258 7.8 4143 80.6
Pry Bulk : 2332 56.2 8% 23.% 2948 79.3
Chemical 128 1.9 ias 2.3 324 £.2
Gas {LPG/LRG) 257 1.2 360 4.8 587 £,0
Containexshnips 383 £.7 132 2.7 1115 1. ¢
Other 8250 ~ 19.8 550 3.3 sso0 23,1

Total 15253 ise. & . 2514 51.0 17887 239.6



Numbers of Large Ships

Most of the wvessels to be replaced in the Pother® category arve
relatively small. Drewry's analysis {used here as the base
case) indicates that the numbsr of large ships {(those of 6,000
GRT or gresater} to be built during the period will total 9,000
vessels. The comparable figure £for the lower projection is
7,270 new ships; and 9,867 for the higher projection,

The rexaining "other®™ vesgels (7,244 in the base case) include

fishing vessels, offshore activity support vessels, and a
variety of miscellaneous types which average only 2,300 GRT.

Demand for Large Vessels from 1852~2001 by Type

Rase Case
Replacement Trade Growth Tetal
{Number} { Number) : {Number )

Tanker 3550 235 3785
Dry Bulk 2120 524 2644
Chemical 115 i8¢ 285
Gas (LPG/LNG) 234 273 507
Containerships 348 665 ipi3
Qther 256 509 756
Total 6623 2277 90300

Timing of Demand

The derand for 189.6 million GRT or approximately 158 million
compensated g¢ross registered tons {CGRT} is not expected to
occur evenly throughout the period. {CGRT are gross tons
adjusted by a factor reflecting the complexity of the type of
chip being built.) Drewry prejects that 40 million CGRT will be
delivered through 1996 and the remaining 118 million CGRT will
be delivered £rom 1897 through 2001.



EXECUTIVE OPFICE OF YTHE PRESIDENY
OFRICE OF MANAGEMENT AND EUDGET
Washington, D.C. 26503
July 20, 1933

LEGISLATIVE REPERRAL MEMORANDDM

TO: Legislative Lialson Officer -

JUSTICE -~ Sheila ¥. Anthony - (202)514-2141 -~ 217
LABOR - Robert A, Shapire - {202)219-8201 - 330
COMMERCE -~ Michael A, Levitt - (202)482-2086 ~ 324
CEA ~ Francine Obermiller ~ (202)395-5036 = 242
NEC - SBonia Mathews ~ (202)456~6722 - 429

S§BA - Christine Swedin - (202)205-6702 - 315

FROM: JAMES J. JUKES (for) LyIm-
- Asgistant Director foY lLegislative Reference

OMB CONTACT: Jim BROWH ({3595-3473)
Sscretarys line {for simple responses): 395-3454
Alice DAVIS (3853101}

SUBJTECY: TRANSPORTATION Proposed Report RE: HR 1913,
Kigh-Speed Rail Development Act of 1993

DERDLINE} 2:00 P.M. WEDNESDAY July 21, 1993

COMMENTS ¢ I1f wo d4¢ not heayr from you by the dseadline, ws
will assume that you bave no oblection to this letter.

OMB reguests the views of your agency on the above subiect before
advising on its relationship to the program of the President, in
accordance with OMB Circular A-19.

Please advise us if this item will affect direct spending or
receipts for purposes of the the "Pay-As-¥You-Go" provisions of
ritle XIIXI of the Omnibus Budget Reconciliation Act of 1994,

Alice Davis Bob Damus
Roger Adkins Clarissa Cerda
Michael Deic Bernie Martin
Mike Schmid Tom Arthur
je-Walden Howard Paster
Bruce Rae EQd Clarke
rish-H Chris Edley
Joan Baggett Sheryll Cashin
Ellen Seidman Gene Sperling
Sally Katzen Paul Dimond
Isabel Sawhill Ken Schwartsz
Larry Matlack \ g:,ég 13190V

5M$mw~5£%P1£§¢
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REBPONSE TO LEGIBLATIVE REFERHAL MEMORANDUM

If your response to this request for views is aimple (e.g.,
concur/ne comment) we prefer that you respond by faxiang us this
response sheet. If the response is simplae and you prefer to
call, pleagse call the branch-wide line shown below (NOT the
analyst’s line} to leave a message with a secretary.

You may also respond by (1) calling the analyst/atterney’s direct
line {you will be connected to voice mail if the analyst does not
answer); (2) sending us a memo or letter; or (3) if you are an
OASIS user in the Executive Gffice of the President, sending an
E-mail message. Please include the LRM number shown above, and
the subject shown below.

TC: Jim BROWN
Office of Management and Budget
Fax Number: (202) 395-3109
Analyst/Attorney’s Direct Number: (202) 295-3473
Branch-wWide Line (to reach secretary}: (202) 395-3454

FROM: {Dat.e)

{Name)

(Agency)

(Telephone)

SUBJECT: TRANSPORTATION Proposed Report RE: HR 1319,
High-Speed Rail Development Act of 1993

The following is the response of our agency to your request for
views on the above-capticned subject:

concur
No obijection
No comnment

See proposed edits on pages

Other:

FAX RETURN of pages, attached to this
response sheet
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The Honorable John D. Dingell
Chalrman, Committee on Energy
and Commerce

House of Represenutives
Washington, D.C, 20515 *

Dear Mr. Chairman:

I appreciate the committee’s rapid development and action on H.R. 1919, the
High-Speed Rail Develo t Act of 1993, High-speed rail gansportation
offers the poteniial of & high capacity, energy efficient, and environmenislly
sensibie zansportation alternative in high density intercity corriders: The
progroms suthorized in HLK. 1919 will heip the United States realize this
potential. :

ﬁ?"“ for establishing a program of financial assistance to States, 2ties,
the private sector to facilitate development of high-speed rail systems In

meritorious Intercity corridors. The bill also incorporates the
Administration’s propased program to develop high-speed rail tecluwlogy.

We believe the Subcommittee on Transportation and Hazardous Materials
has further strengihened our original proposa! In many respects. As
mentioned In my testimony, the Adminigteation also believes it is &
and appropriate that provision be made in the bill to assure that i
fair and equitable labor siandards incorporated s part of these projects and
opportunities for a diversity of businesses o play a strong role in proj
funded under the programs.

We support the fundamental precept, expressed In other federal capita
investment programs, that the rates of wages oh construction projects funded
by the bill should conform o those prevalling in the locallty pursuant to the

Davis-Bacon Act. Just as Important, appropriste goals for the participation of
U, S. businesses, across the specrmurn of size and ownarshlp, will conti
the vitality of the program and should be included in the biil. As an &
to the surface transportation sector, the high-speed rail program shoulg
minimum, maintain goals for disadvantaged and women-owned businesses
equal to those recently renewed for other strfade franspariation programs.
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Also, srrangements to protect the employment interests of railroad
employees adversely affected by the provisions of the legislation ard needed.

We strongly support the addivion of such provisions al an appropriate stage of
the leglslative process.

There is one provision of H.R. 1919 a3 reporwd by the Subcommittae with
which the Department must take exceplion. In section 4(a), the bill]
authorizes a total of $1:210 billion over Ave years for high-specd ra

assistance. The Administration proposes only $982 million for this |purpose
aver the same Hime period. The difference, §228 milllon, is to fund
the National Magnetic Levitation Prototype Development Program.! I request
that the Jevel of appropriations in section 4(a) be amended to read 25 follows:
$96 million for fiscal year 1994; $166 milllon for fiscal year 1995; $183 million
for fiscal year 1996; $238 million for fiscal year 1997; and 5299 million for fiscal
year 1948,

Overall, [ beliave that this is an excelient bill that deserves quick and
favorable action. I look forward to working with you to bring the benefits of
high-speed rall o the Unlted States.

The Offtce of Management and Budget advises that theve 18 no ob ,
from the standpoint of the Administration’s program, to the submission of

this report for the consideration of the ttee, and that en t of HLR.

1919 with proposed modifications would be in accord with the program of the

President, ° ‘
Qmereiy,

Federico Pefia
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Mr. Carl Carlson
P.O. Box 4 _
Barrington, NH 0382%

Deary Hrﬁ Carlson:

Thank you for your letter ﬁa President Clinton concerning
your interest in reemployment with the Federal Aviation
Administration (FAA).

While we appreciate your desire to be reemployed with the FAA,
we are not able to consider you for employment at this time.
On Decemher ¢, 1981, the President determined that it would
be detrimental to the efficiency of the service to reemploy
discharged strikers with the FAR in any capacity. On

March 16, 1984, the Director of the Office of Personnel
Management confirmed that the President's decision regarding
the strikers was indefinite in duration.

Legislation to 1ift this employment ban has been introduced by
both the House and Senate; however, t¢ date, nothing has been
passed,

Until thig ban is lifted, any air traffic controller who was
fired for striking remains ineligible for employment with the
FARA.

Sincerely,

Crignial Signed By:
Staphon M. Solte

Kay Frances Dolan
Director of Personnel

APN-200:KASK:376~7338:AK/LIR:2/9/93
cc:  APN-200/1/AHR-1/A0A=3/AGI-1/I-5
CONTROL NUMBER(S): 3505-93/A630204016
SUSPENSE DATE: 2/9/93

FILE: CARLSON, CARL W.

E:\CARLSON, AK

RETYPE PER OST:LJR:3/74793
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CARD 1. “Thanks e much far your stpnor and
cacouragement. With your help, we tan thange aur
country and pid eer people first.”

CARD 2. "Thanks so much for your jetter, 1
welcome your ideas. They will be earcfully
considered. Fm gratefl you ook the time o write,”
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mail, letter-writing camgpaigns, frequent writen,

Thresw C, . 3
fnvilmtons/Scheduling { fﬁﬁ
Insugurs) M

Maiiluia/Recuesis for pbewx, position papers,
speechos

Kids Letrs
Pareign Mail

Eagle Seout, Weddiag, Buthday, Congrais Requesis
{ Pormer Time Sensitive}

Casework (people with Seob

ssignad 16

A

CONTRDL MO,

FIOZGE-088

S5IMS 5-10

22 T ELE LRI,

Seraters, Governor
Other eleeed o{{'z::aa

(Piuac do not chc:k of{ withoul seeing s Supereitor firs))

- . EEOFLE BASE CODES
Prospective Su;z;mmm. but sot cloarly supportive af
BC; cheek i you'm not sure whether they suppornt.
Delinite Supporters of BT
Nstives of BC's Bome siale but no longer Uving there
Lohildren and youag iocnegers



THE WHITE HQUSE
WASHINGTON

February 1, 1993 | ACT |0N

B4 assigned in

The Honorable Pederico Pefiz
Secretary of Transportation
washington, D.C. 206590

g30202~017

Dear Mr. Secretary:

I need your immediate help. President Clinton has reached out to
the Amsrican people and tney have responded with an outpouring of
letters. Many of these are requests for help or information which
can best be answered by the professionals in your depariment. They
are all letters which we received shortly before the Inauguration,

President Clinton places great emphasis on timely and informative
responses to constituent mail. I know how hargd everyone is working
during this period of change; however, I hope that your staff will
be able to give thoughtful attention to these letters.

As yeu respond te these reguests, 1 would appreciate copies of the
correspondence. The original inconming letter to the President and

a copy of your agency’s response should be returned teo Dan Burkhardt,
01g Executive 0ffice Bullding, Room 91, The White House, Washington,
D.C. 205040, If you have any guestions, please contact Dan at

(202) 456~7488,

I look forwvard to meeting w1th you in the near future and appraazate
your generous help in this natter.

Sincerely,

\écm %Ef’“

MARSHA 5COTP

Deputy Assistant to the
President for Presidential
Messages and Correspondence

[

ve:  Department of Transportation
) Room 10203 _
400 7th Street, 5.W. ‘ .
Washington, D.C. 20550

{wjenclosures: 23 pieces)



CCam M, CarLseN | 23 Nonr 42

- P.o. Box ¥ [S14 50

Barrinaton, NH ozezs

Pavs oent -~ F1mer Btk CLiNthw
bLovernors Mansion
Lirrug Keew , Arw,. 72701

HonomramLe reg)opnNT ~ELEeT CLanton |

CoNeRATULATIONS ON Yoor VIETORY, WANK You )
FOR MRKING YouRSELF AVAILABLE TO g
AmEmvcan PuBLic AND THEIR NESDS.

\am o rFoemer AR Tearric CommmollER  wWiTH
ALmosT 25 YEARS of GoveEgment SERVICE. | BEUEE
I WAS UNTUSTLY SEPARATED FRom wme FAA
By fFowmer JZrsivpnT Kedcad N Augusr 14@),
| LovED wmy Tes. Witw Nomemous LETTERS
OF APORECIATION ANMD COMENDATION | weurd
HAYE LIMEDP Te FINISH oOUT WMy CARGES
As AN Ae Tgasrie CowTmmollER,

\e TUBRE ANYTHING You £OULD DO Foi AT
LEAST SowE DE THE PORMER CONTROLLERS
Vith  gENIoRTY T

May | Wisr You THE DBEST OF STRENATH AND
WAS powm , AND Wit &ODs HELP WE caN 4ET
AwERicA BALK ©N THE RIGHT -TRACK,

I KNow You eBN HEWR A FowrmeR Pie
Teac¥ic ContrroinbR 4RC REINSTRTED,
Tarw You. | —={vcERLY,

5}21-. ) CREILSO
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