
MEMO 
To Carol Ra.sco~ Bruce Reed 
From Paul Weinstein 
January 26, 1993 
Re: USAIRIBritish Airways merger: 

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

Although only a minority stockholder. there was strong concern that British Airways 
would have been able to 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 carners, 
who felt British Airways was gaining access to U.S. domestic routes while U.S. airlines were 
not being pennitted lhe same type of access in Great Britain, 

The arrangement would have saved thousands of USAIR jobs, especially in Pittsburgh 
and 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 supermajorit)' of the board give effective control over 
USAIR to British Airways? 

2. Would the crealion 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 ·:!arriers enjoy here? 

British Airways has resubmitted a lower bid which they believe does not require 
Department ,f Transportation approval. 
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British Airways $150KK Trancbed Investment in USAir Group 
summary of Terms~______________________ 

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

securities: 	 IS-year Cumulative convertible Preferred stock with 
varying conversion prices which, in total, have a 
weighted average of $20.50 per share. 

$300MM Tranche I : $19.50/share 
$200MM Tranche II : $20.50/share 
$250MM Tranche III: $21.B2/share or higher 

Rank: 	 until·the shareholder meeting, senior to the Series 
A Berkshire Hathaway Preferred stOCK t but 
thereafter, pari passu with series A and senior to 
Series B convertible Preferred stock. 

Dividend: 	 7\, payable quarterly in arrears. 

Timing and Structure 
of Investment: 	$300MM Tranche I to be completed January 21, IS9): 

Passive investment with three Board seats (of 16 
total) but no governance provisions. Equates to 
15.38 million underlying common shares, a 21.8t pro 
forma voting stake (includes Series A), and a 24~6\ 
pro forma common stake (excludes Series A and B 
Preferreds)~ 

$200MM Tranche II, at BA's option but intended to 
be completed within three years: Provides 
governance/control rights as then permitted by DOT 
and (as to integration) USAir I 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'5 option but intended to 
be completed upon DOT approval of full governance 
and control rights in original transaction, but 
within five years, If not completed, SA loses all 
governance/control rights, except Board seats. 
Equates to 11.46 million underlying common shares, 
and a cU¥lulative 43.7\ pro forma common stake. 
Unless DOT 25t rule has changed, all Tranche III 
shares would initially be non-voting. All 
initially non-voting shares can become voting if 
permitted by then-applicable laws. 



Board nnd Shareholder 
1\pprovnl: 	 The entire $750MM tranched investment is subject to 

the approval of both companyst Boards of Directors 
and shareholders, and Tranche I is subject to 
unwind if entire $750MM investment not approved by 
shareholders by the end of May, 1993. 

1181\1r'. Rightsl
Options: 	 Tranches II and III are at BA's option unless DOT 

grants full approval of original transaction, then 
(assuming SA has not fully sold it holdings) U5Air 
may force BA to immediately complete Tranches II 
and III anytime during the five-year period. 

Furthermore, If SA fails to complete Tranche II 
within three years, USAir has the right to redeem 
all SA shares at higher of face value or then 
current market value (standard redemption rights). 
upon complete redemption, SA loses all rights to 
complete Tranches II and III. This is an incentive 
for SA to complete each Tranche within the intended 
timeframe. 

USAir also has traditional forced conversion rights 
for all three Tranches: after five years from 
Tranche I c10sing l if OSAirts common stock is 
trading at 133% of the relevant conversion price,
USAir may force conversion of each preferred 
Tranche into COmmon stock and el iminate the 7% 
dividend cost. 

Pre"emptive, TOP-UP, an~ Anti-dilution 
provisions: 	 Top-uG,! If currently outstanding convertible 

preferred issues (Series A and 5) or outstanding 
stock options are converted, SA may purchase 
additional Convertible Preferred Stock at the 
higher of $20.50 or the relevant conversion/option 
price to maintain their maximum 43.7% ownership 
stake. 
Pre-emptive; If USAir issues new common stock or 
new voting convertible equity/debt, SA may purchase
additional Convertible Preferred Stock at the new 
issue price to maintain their maximum 43.7% 
ownership stake. 
Anti-dilution: If BA chooses to not participate
pre-err,ptively in a new issue and it is sold at a 
below-market price, the conversion price of each BA 
Preferred Tranche would be reset to reflect the 
dilution of the new below-market issue. 

Tender Rights: 	In the normal course. BA must complete the entire 
$750MM investment before they could tender (witho~t 
the concurrence of the Independent Directors) for 
the remainder Of the company; however, SA may 



, 


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

SA Registration Rights, and uSAir Right of 
First Refusal: 	After three years, SA may sell their USAir holdings 

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., U5Air has a right of first refusal for 
$uch'sales. 

standstill : 	 While BA holds their USAir securities and for two 
years after disposition of all securities, they are 
restricted from acquiring any U5Air equity, etc~ 

January 19, 1993 



Code-sharing between USAir and British Airways 


is permitted today 


under the U.S. - U.K. bilateral agreement. 


II 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 ... 11 
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By DAVID BARBOZA, 
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markets in 'history, w1th a run that in 
February hel?€!d puSb the Dow Jones In
dustnal average above 1,00\) points lor the 

, first time', - . 
Sut in the last few weeks,' the stock 

market bas been struggling, partly be
.cause at inflauon fears amI worries that 
the Federal Reserve Wtl! push interest 
rates lugher. TtJal acnon, some analysts 
believe; would slow growth and cut into' 

f corporate proflts .:' , " 
, Many analysts arc no longer looking 

~ beyond a 1,O<Io.pomt Dow, [nstead.they see 
.... n~~ hurdles ,for l.he market and the possi· 
..., blltty of a.slgmftcant do~ntum> with the 
Q pOtential to ~nd theseemlOgly miraculous 

t... - bull run. Their wornes Increased on Tbursr-... -.!ay,~e la,st tradmg day belore the long 
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"We're seeing an abrupt shift in market 
1 PsyChOlogy, Investors are beginnlng to 

questIon the bull rr:.arket's underpinnings, 
f, such as l1\(erest rates. liqUldity and earn~ 
~ lOgS prospects.", I 

ti Oi Course, few analysts are wilting to 
'; Venture that a bear market like the one in 
,,~97$.74, when the Dow lost about 45 per
; cent, IS on the horilon:But many do see the 
F POSSibility of what Wall Street calls a COr
; rection, when'stocks ral! 10 percent to 20 

perCent alter a big run-up,. 
But there are others who say that the 

outlook for [he economy and [he stOck 
market remains healthy. While a minor, 

~'.l!,:~~.!m ~~.t.::mCk might be in store, they 
say, nothing more ominous is in the cards. 

"You -can have these spike.down types of 
corrections, but tr,ese are-no! the cond!-
Hons of a bear market," said. Joseph V. 
Ba~tjpaglla,chief equity strategist at Grun

c::: .th~l has seen the .Dow rise nearly, 3,000 . 
pomts, Or 75 percent, since Janua"ry 1995. 

~ And while the Dow has gone'about six 
• 	 ~ years without a 10 percent correction _ £he 

!o~gest s~~ p;:riod in history _ it is In the 
midst ot ItS biggest decline Since last sum. 
n:er, dawn 345 points. or nearly:.; percent, 
sm~ March ll, when it peaked at 7,085.16. 
(It IS up 4,5 percent for the year.) . 

Much of the decline has been attributed 
'10 worries about higheT interest rateS in' 
·;the bond market, which makes bonds more 
::aaractive relative to stOCks, largely be" 
:!cause riSing bond yieldS offer high returns' 

Conllnl1li!d on Page 4 

have to'break down, and I don't see (ha~:' 
, . Such a "spike down" OCCurred last su~-
mr:r, when the Dow fell 7,5 percent and the 
Nasdaq compOSite'plunged 17 percent be
fore both indexes roared ba k ' 

"We got down to 5340 °c th Do I' 
July," Mr, 8attipagli~ said~"~re :a:S! 
lot ot beansh sentiment at that int b 
the Dow went on to 6 400 in Dec pobe' u~ 
7 000 last Februarv ,: em r an 
'Since then howe~er the 

has b(!en s~mbling along ~toc: ~a~~el 
ran' e co io' n ra 109 
stocgk~ ~TJS=~~ ~uSee;~:f 5

0f t::;no~~g~.
share'. dna. t. IS 

p~~~~~ , re~:~tly, a .Slgmflcant 
·slowdown ot cash lOf!ows into mutual 
.' funds, . . 

lJ)e~ factar~, along ~lth concerns about 
shrmkmg t:rofu margins and the strong 
dollar hUTllOg e"'pons, continue to raIse 
quesHons about the strl;ngth 01 a market 

Conlil1ued From FIrs! 81,1siness fag#! 

With liuie Of nn risk, On 7hursd<lY. 
when Ihe yield on the 3G-vear Treas; 

-ury bond rose above 1 pereem for the 
first lime in six montbs stock prices 
plunged, ' 

-The Dow was <lown by more than 
215 POints, or about:; percent, in lale 
tradmg Thursday, before rt!c;overing 
some of those losses in the last half. 

Easter weekend, when the Dow iost 14iiJl hOur. to close down 140.11 poims, or 2 
points, Or 2 percent of its 'value, . percent, to 6,741},Sv. The Dow has' , 

','The,market's ra~lng Its most substan- fallen by 3 percent"in a session only 
tial challenge in some time," said Eugene once in the last five years, and that 
E. Perpnt' Jr., the director of techniul was March 8, 199( when it Lost pi 
research at, Janney Momgomery ScOtt pomts, or 3.04 percent 

New data suggest an ac~Jeratins 
economy. One exari'lPle IS the Gov
ernrneOl report Friday that sales of 
new homeS surpassoo an 800,000 an· 
nual pace for, the first time in a 
d,ecade. 7his raises fears of in
creased il'l.f:a(ion, leadIng few ana-. 
JYStS to see stock prices gaining in 
the short term, And if the Fed com in' 
Oles to raise interest ra~es - ir dld so 
last w~ek for .the tlr~(time since 1995 
-. the slump cou:d COntinue. 

"U the Fed tightens again and 
interest rales keep gOing up, we're jn 
big trouble," s~d ~harjes Pradilla" a 
market strategist at Cowen & Com
pan:;,. 

LaSt year, each time .:he yield on 
: the JO-year Treasury mOVed a!:>o~e 7 
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. --sur someare' flow Questionlng 
whether ihm kind of econolT.V is SHII , 
in place, In addition to lh(; "TeportS 
that suggest the economY'is picking 
up. an FrJday the Government said 
that the prcfit margins' at Amencan 
companies were shrinking a! (he end 
of .:ast year, 

The extreme Goldilocks v:ew of 
stead>' grow~h certamly seems less 
certam .than It <hd a few months 

tal & Company, "In order to get to a Pear . at 7.19, When the Yield began fallmg, the c:ltlCa,1 Question (?f eqUlI)' mar" 
maTket the fundamentals of the econo 'I the Dow soared to new records. kets IS: WIll corporatIOns oe able to 

,perce~t, the stocks .tumbled. partlcu-, ag,o," saId John Lip~ky, chief €Cone·,' 
llarlY 10 July, when, the Yield peaked mist a~ ~ase Ma~hat1an Bank. ':SUl 

'. So far, the !flarkefs current pre- match in~estors' expeCtations 1n a 
'dlcament .seems slnklngly close to 
th~ S:luatlon .forecast by Byron R. 
Wlen, the Unued States lOvesf,ment 
strateglsi at M,organ Stanley, In Jan· 
uary, he predl~led thaI 1997 would' 
"s:art off well with:t!;e U.S. market 
domg better than even mOst bulls 
PTOject, but later, when it appears 
clear that the economy is stronger 
than expected and inflation Is rising, 
a sharp co:,rectioo will occur." 

But Abby Joseph Cohen, the Gold~ 
.	man, Sachs strategiSt who' is well 
kMwn for her bullishness, argues 
Ihn! {he market is simply in a' "chop
py trading range." partly b«:ause 
Stock prices zoomoo up in the first 
six weeks at the year with the help of 
huge inflows of cash into stock mUlu~ 
al funds. 

"The bull market is StU! very 
much alive," she said over £he w'eek
end. "Bull markets tend to end when 
arecessionlsnear,andinmymmda 
recession is" not on the horizon." 

Imitead, she said, the economy and 
profit growth will conUnue in 1991 
and !998, with the Fed acting simply 
!O (4me economic growth.' 

In fact, one of the centrai tenets of 
the current bull phase hos been the' 
so-called Goldilocks economy ~ not 
too ho!. noc too COld, but an ideaJ 
economic situation of steady growth 
and low inlla!ion. 

Tl!Ore dir~I,~ult and challenging envi 
.TOoment.,. . ( . . 

Another sIgn of ctlf.lcult tImes 
ahead may be ~he reports that mUlU· 
al,fund mflows have· slowed ,this 
mon~. \\'hile ll}e figures tor March 
are mc~mpJete, and cash continues 
t~ flow tn, several large fund compa
mes ~ave Witnessed a slowdown. Ac
cOTdlOg to AMG Data Services, 
which tTacks weekly cash flows. 
money has entered mutua! funds this 
mO!'lih al only slightly more than half 
the rate of last March. . . 

. And while some, like Ms. Cohen. 
dismISS the reports, saying that one 
should' "be careful not "to overana· 
Ij'%e smail amount~ of infoTmation," 
o~ers see a troubling ~atlem devel
opmg, one that may be lOlensified by 
Investor .fears ~bout a.market that 
appe~;:s mc~asmg!y volatile. 

Already thIS year, fOr instance, the 
DoW,haS seen a move or at least I 

jpercent, up or down, in 18 of its 60 
sessions, or about ,1 in 3. Las[ year, it 
was fewer than 110 5. 

"This bas all the ~<>;ll~ar~s of a 
bull :nar~t canecllon, saId ~lr: 
Pradilla, Tnef: lend to be volatIle, 
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 ATe services that will be the focus of 
tomorrow'" 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 I 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 an.d 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: 
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• 	 The consensus at the staff level seems to he that Option 3 i. the 
closest thing to the l&lli:.r of the NPR recommendation (NPR called for 
a Government Corporation with borrowing authority), but that Option 
4 is closer to the BIlirit of the recommendation. 

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

• 	 WH Leg AlTairs 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 Me: (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) 
Me involved in a new ATC entity. The political difficulty regarding 
the BEA is most prevalent in Options 3 and 4, while at the same time 
these two options provide the most uscr involvement, 

If you are able to attend, let me know and we can schedule some time to sit 
down and discuss all of this in more detail. I think there are a number of issues 
still up in the air on this one, and that the meeting tomorrow will be quite lively 
and important. 
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QJ!llilll8..FORRESTRUcrURING AIR TRAFfiC CONTROL SERVICES 

The President's Civil Aviation Initiative and the National Performance Review proposed 
that the Fed."al 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 legislatwe strategies for achieving t.he Administration's goals. 

The need for restructuring. Current law provides the FAA with neither the incentives nor the 
freedom to modernize the ATe system in a manner that is not only safe, but also cost-effective, 

Budget consrraioo. The efficient modernization of ATe services requires that capital 
spending be "lumpy,!! i.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 likeJy to change slowly over time than to fluctuate as sharply as needed 
for the most coot-effective investment in a new generation of air tmffic control facilities. 

Agencies are uncertain about the extent to which the ATe modernization effort has been 
underfunded. In recenl months, the FAA has identified $3-$5 billion in additional capital 
expenditures that the agency would undertake over the next ten years if sufficient funding 
were available. Some agencies find this conclusion credible, and argue that an independent 
review of the FAA's capital program might identify substantial further investments that would 
be cost-effective; these agencies believe that the FAA. as currently structured, cannot 
ascertain the needed investments, These 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 modernization, the Congress might he 
hard pressed to find additional resources within the discretionary caps set out under the SEA. 
For this reason, the NPR and some agencies recommend that ATe modernization be financed 
with borrowing that is unrestricted by the current budget rules. The resulting tong-term debt 
would be repaid throUgh user charges on airlines. 

Other agencies argue that the need for borrowing has not been established. First, these 
agencies regard the shortfal1 in ATC funding as largely unproven: these agencies belIeve that 
the FAA has offered no credible evidence for their underfunding estimates; moreover, studies 
by GAO, CBO and the Office of the fuspector General cite poor management, not a lack of 
funding, as the primary reason for delays in the modernization of ATC services, Second, pa."it 
Congressional actions suggest Ihal funds !,dID be found for priority infrastructure projects: 
Congress increased Ihe highway budget, for example, by more than $2 billion in 1994; 
similarly. Congress more than doubled FAA's capital budgel between 1987 and 1993. Finally, 
the Adminislration could """"Ierate sOmewhat the pace at which budget authority for ATe is 
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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 to obligate in that given year. Accelerating ATe 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 A TC modernization, it also encourages Congressional 
micromanagcmcnl of that funding. The FAA receives annual appropriations through five 
separate accounts involving numerous line items. This multiplicity of accounts and line items 
encourages Congressional micromanagement of modernization efforts, and reduces the FAA's 
ability to meet changing needs by reallocating funds. 

Insufficient User Control. All agencies agree thai A TC 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 services through user fees rather than taxes would give ATC 
users a greater economic incentive to monitor the cost-effectiveness of the ATC 
modernization program. 

Personnel and Procurement Rules. All agencies agree that current personnel and procurement 
rules unreasonably constrain ATC management and strategic planning. 

Options. All of the options listed below would reform personnel and procurement 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. 

omON 1 REFORM WIJliIN FAA 

Undc:r 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 (,::ommercial airlines, cargo carriers, general aviation, etc.) would be established to 
inform the investment decisions made by the Seccctary 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. 
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Effect l1lI the Provision ojATC Services 

• ATC spending would be made more cost-effective 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 modernization 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 A TC spending than would the "Board of 
Directors" proposed under Options 2, 3 and 4; ATC spending therefore would not be as 
responsive to user concerns as it would be under Options 2, 3 and 4. 

J!alitiCJIl..CatJ.iid.erotians 

• This option would encounter the least Congressional opposition. Indeed, the Chairs of the 
authorizing committees 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 committees to pass personnel and 
procurement rules thai are significantly different from the roles governing other government 
agencies and programs. 

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

• Because no amendment to the BEA would be sought, critics could not usc this proposal to 
question the Administration's comrnitment to the budget disciplines of that statute. 

• The NPR report called 	for an ATC corporation with borrowing authority; this option would 
not mee! that goal. 

omaN 2: 	 A GOV£RNMBNI CORPORATION FlNANCED BY A MANDATORy 
REvOLVING FlINO BUT WlllIDUT BORROWiNG AlIDJORITY 

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

• 	GavernQ~. The corporation would be governed by a Board of Directors, appointed by the 
Presiden1> that included ATC custorners, the Secretaries of Transportation and Defense. and 
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an ex-officio member to assure federal financial oversight. The Board would set fees for uSe 
of the ATC system, 

• Budget Constraints. 	 To provide some measure of added budget flexibility, corporation 
spending would be financed by a new mandatory "revolving fund," and annual ATe outlays 
would be limited only by each year's receipts; 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 either budget 
offsets of more than $5 billion annually, Of Congressional approval of a "technical" 
amendment to the BEA (the amendment would be "technical" in the sense thaf it would not 
inaease [he deficit -- the PAYGO spending increase would exactly equal the reduction in 
discretionary outlays,) 

FJfect on the Proytsion atATC Sendces 

• Procurement and personnel reforms would make ATe spending mOre efficient. 

• Because the corporation would have a permanent appropriation, 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 iucrease In outlays; moreover, the corporation could not borrow and spend outside of 
BEA constraints. 

• 	ATe customers would have mQre influence over ATe investments through the Boord of 
Directors than they would through the "Advisory Board" of Option L 

• Because the corporation would be "governmental"l and because the government -- through 
its representatives on the Board -- could influence the corporation's decision-making, the 
corporation may not be sufficiently independent of the Executive Branch and the Congress to 
make 1ruly "business-like" investment decisions. even with a Board of Directors dominated 
by private seetor interests. 

eolitical Considerations 

• 	The Chairs of the authorizing committces openly oppose this option, The Chairs of tbe 
appropriations committees, however, have expressed support "'in principle" for establishing a 
corporation, while reserving final judgment until they can examine a specific proposal. 

• Setting ATe services in a separate government corporation might give the Administration a 
better chance at persuading the Government Operations committees to pass personnel and 
procurement rules that are flexible enough to aUow the corporation to achieve significant 
efficiencies in the proviSIon of ATC services. 
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• Ahhough 	the airlines and controllers are likely to support these reforms, they would be 
disappointed that the Administration did nol pursue Dpdon 3. 

• Compared 10 the amendment needed for Option 3, this "technical" amendment is less likely 
to be interpreted a..'ii an attempt to evade the budget discipline imposed by that statute. On the 
other hand, the amendment still would open up the BEA (with all the a!tendan! political 
complications that implies) and stili would require 60 votcs On the Senate 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 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, 

• Would 	not meet the NPR goal of allowing ATC modernization to be financed through 
borrowing. 

OPTION J: _GOVERNMENT CORPORATiON WITH BORROWING AUTI-IORITY 

A government corporation would be established 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 DirectoIS, appointed by the President. 

Option 3 differs from Option 2 only in the budgetary freedom given the corporation: the 
Administration would seck a BEA waiver Ibat allowed Ibe corporatloD to borrow and spend 
funds without regard to SEA constraints; in addition, Ibe corporation's spending would be 
excluded from calculatlons of the budget der.e1I. 

Meet on th~ l?J:Q~W(l1J ri.ATC Services, Same as for Option 2, with the following exception: 

• The 	 ability to borrow and spend funds without any BEA constraints wQuld free the 
corpof'dtion from the spending restrictions that are a nonnal part of the federal budget process. 

frl/ili,«/. CfltLSideratfans. Same as Option 2 with the following exceptions: 

• Airlines and controllers 	 both support the creation of a governmental corporation with 
borrowing authorily, 

• This option would exempt a single goverrunent activity 	from the constraints of the BEA, 
Because this option would create pressure to exempt other government activities from BEA 
constraints (e.g., some might seck the creation of the Inland Waterways Development 
Corporation, in which a federal corporation builds, maintains and operates the inland waterway 
system that is now the responsibility of ,he Corps of Engineern), critics are likely to call into 
question our commitment to deficit reduction. In addition, this option would set the further 
precedent or effectively allowing capital budgeting for a single federal entity. For all of these 
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reasons, the needed BfA amendment might be more difficult to achieve than the "technical" 
amendment needed under option 2 or 4. 

• This option most closely resembles the NPR recommendation. 

OroON 4; NON-GOVERNMENT CORPORATION WITH GOVERNMENT OVERSIGHT 

The government would charter a nongovernmental, non-profit corporation governed by 
a Board of Directors or Trustees. The charter would specify mechanisms by which ATC users 
would elect representatives to the Board (under Options 2 and 3, the President would appoint the 
Board). The federal government would exercise control over the corporation only through 
regulatory oversight, either through the administrative powers of the DOT or through a new 
regulatory commission. As a nongovernmental entity, the corporation would be freed from all 
government personnel and procurement rules, and would be free to incur long-term debt in 
private capital markets and to raise revenue through fees for the use of the ATC system (existing 
ATC assets 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 offset a 
corresponding reduction in aviation excise 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 efforts to argue that the desired 
BfA amendment was merely "technical." 

FJJeet on the Proyjsion alATe Services 

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

• Critics will argue that a nongovernment corporation would jeopardize either safety or national 
security. All agencies agree, however, that these fears are without merit -- all public interests 
could be safeguarded through strict regulatory oversight.. 

Political Considerations 

• The authorizing committees, and especially the committee Chairs, arc likely 	to cite safety as 
their reason for opposing this option more strongly than any other. A few Republican 
members have expressed a philosophical preference for true privatization, but none have yet 
openly supported this option. 
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• 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 concerns 
that this option would set a precedent by limiting the right to strike of nongovernmental 
employees. The airlines' view of this option is uncertain. 

• Establishing a more independent corporate entity would avoid the charge that the government 
corporation is designed principally to keep the ATe system within the government while 
evading the BEA. Similarly, this option would avoid e!t1ablishing a capital budget for a single 
federal entity. On the other hand, this "technical" amendment still would open up the SEA 
(with all the attendant political complications that implies) and stiH would require 60 votes 
on the Senate 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 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 cO!pOration" called for by the NPR report, this option -- if 
enacted -- could best achieve the broader goals sought by NPR: safe and efficient 
modernization of the ATC system. 

l.&gislatiye Strategy. Congressional critics are seeking assurances that the Administration has 
considered all possible options for restructuring the FAA. AJl agencies agree that the 
Administration therefore should submit a report detailing the reasons why it believes that A TC 
services must be corporatized rather than simply reformed within the FAA. This leaves two 
issues: when to submit legislation and when and how hard to push for legislative action. 
Options include: 

• Seek passage this year ofspecific legislative proposal. 

• Submit It:gisJation this Spring; do not push Congress to ocr before January. 

• Submit a 	report this Spring outlining more than one option for corporacization; restate 
Administration goals for restructuring; and indicate a willingness to work with the Congress 
on a mutually acceptable iegislalive proposal. 
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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 curreniJy being circulated. It 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 ides of creating a new entity, no matter whet we call it. I will be interested to 
hear Barbnra Chow'. political take on this option, but I 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 to get this moving and 
get a legislative "accomplishment" under his helt; 2) VPOTUS may want to push 
ahead witll the restructure sooner rather than later, since it is a NPR 
recommendation. 

Anyway. please give this a look and tell me what you think.' I 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 Dcich 

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. 



'£XEC;t.rnvE: OFFICE OF THE: PRESIOe;f'Itt'r 
C;Ot,JNCII.. OF' EQONOMICAD'IlSERS 

APril 1, 1994 

MS:MOR1\NDtJM FOR 	MICHAEL tlElCH (NEe) 

EI:I H1JRPl!Y (TREAStIRY) 

JEE 1U!:E:E (O!(B) 

FRl\NK KRUESI (POT) 


. FROM: 	 JON BAKER 

S!JJl.TECT , 	 GSE Optio~ for Atr Traffic Control 

The attached draft attempts to capture 'Optlon 3.5·--a 
corporate form sufficiently private to permit us to argue in ~oQd 
faith thaI: we are not evading' the BBA, but sufficiently public to 
address concerns that a privatized system would jeopardize safety
and to avoid setting the precedent of restricting' the right to 
strike for a private firm. I picture the eventual audience for 
this docum~~t as congressional staff and industry
represer.tatives, although ..oUch review and rewriting will likely 
occur De'Cwe.en now and then. 

In w=iting the draft, I started from Ed's various corporate 
models aDd Jee'S recent draft. Many of the choices I ....de were 
arbitrary and can be modifted eubstantially without ~oving otf 
Option 3.5; this draft is intended merely as a basis for 
discussion. It bas not yet been reviewed by Joe Stiglitz, so it 
is noe oeeessarily the positi6~ of CEA, 

! will not be in·the offiee on Friday, April 1, and I will 
probably ~ot be in on Monday, April 4, I can be reached at home 
if you wish to talk it over or make comments before fUesaay at 
301-951-1831. 

cc; 	 Joe Stiglicz 

Elizabeth Schneirov 
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DRA:n' 3/31 7pm 

~-SI1011S01\m) l!!IIl'l'lI1U'1/1li: lCiP, 
OPT%OIil P'Illl ~ All! 'ftAFnc: COfI'mOt. SYS'1'1'lI/I 

To p~ovide civilian air traffic control services in the 
United States~ a non-profit government-sponsored enterprise will 
be established and. chartered. by the Fed.eral Gove:rnment. This air 
traffic control corporation will be subject to regulatory 
oversight by the Department of Tran$portation. It will conduct 
its operations in a business-like manner. 

The corporat1on will be governed by a 9-~ember Board Of 
Directors. The Secretaries of Transpo:rtation and 
Defense will fill two of the 9 seats. The remaining 7 
directors will he appointed. by the President. 

The President shall seleet a specified number of 
directors from eacb of a certain 4esigoated groups of 
air traffic control system users (e.g. passenger 
carriers. air freight carriers, general aviation). 

Directors will serve staggered seven year terms. 

An Advisory Panel of users will l:>e designated by the 
corporation's chief executive officer. Eac:h ~ember of 
the panel must be approved by the Bo""d of Directors. 

The Board of llireetor. will hire (and bave the power to 
remove) the corporation's Chief Executive Officer. and 
will approve significant corporate decisions after 
receiving the advice of the Mvisory Panel (as 
discussed below in connection with overSight). 

The incwr.bent Bcud of Directors and the Advisory- P'anel 
shall each nomitlate candiaat:ea for vacancies ox:. the 
!loard. although the presid.ent will =t be required to 
select fr~ either list. No~inations to the President 
~eed not be made p~lic. 

CORPORAtE POliERS 

The corporation will have the power to enter contraets 
with 	SuPpliers and customers. ana provide services for 
any users. It will not be subject to rules governing 
procurement by government agenc:1es. 

• 	 The corporation will own the current civilian air 
traffic control assets (tra:'lsfen-ed without thar!i!e £rOll1 
the gove=entl when ie commenCes operation. J:1: will 
have the power to acauire or lease additional assets, 
or reconfigure or sell a$sees~ 
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• 	 The co~oration will have the authority to set its own 
budget, borrow funcls, hire or dismiss employees, =d 
determine the compensation of emploYees, directors. and 
officers. It will not be subject to government
personnel rules. 

· 	 The corporation will bave the power to set fees~ ter.m5~ 
and condition$ for userS of airspace by contract with 
users. It will hsve the power to specify charges for 
violations of tbose terms and conditions (through
contractual liquidated damages prov~sions). and the 
power to refuse to deo.1 with users that intentionally 
or recklessly violate ita terms and conaitions. 

RESTlUCTIONS 

Corporat~ Actions 

• 	 The corporation will be non-profit endt::Y. precluded
from 	paying dividends or rebating fees to users. 

The corporation may not adopt fees or policies that 
discriminate among similarly-situated users, 
disadvantage new entrants. harm competition among 
users~ lead to exeessive fees for air service~ endanger 
safetYt endanger national security, or im:;air the 
financial Viability of the corporation. These 
restrictions will be enforced by the l)epart:m.ent of 
Transportation through the oversight authority
discus$ed below and will not give rise to a private 
right of action. 

The corporation may not violate any law or any
international o~ligation of the United States. 

lluring periocls of war, or national entergency declared 
by the ....esident, tbe Board Md the corporation must 
carry out such policies or actions as tbe President may 
direct. 

The corporation mus~ keep financial records i~ 
acco~dance with generally accepted accounting
procedures. and have those records audited annually =y 
a certified F~lic accountant. Audited financial 
statements shsll be suht\litted to ~'>e Department of 
Transportation and made public. 

~gal Obl\qatious 

Tbe corporation shall not be liable for tort claims 
involving the operation of ~be air traffic control 
system arising out of eorporate policies (such as the 
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generation of radar equipment employed, staffing
levels. or pro~edures for using equipment). A 
successful plaintiff with a tort claim involving the 
operation of the air traffic control system shall be 
p~Qeluded from receiving prejudgment interest or 
punitive damages. The total tort liahility of the 
corporation arising out of a si=gle event (e.g. ~lane 
~rash) shall not exeeeQ S100 million. A suit seekins 
tort d~ges from the ~orporatioo in excess of SlOO,OOO 
shall not he tried hefore a jury. 

Employees will have the right to bargain collect:ively
and have the right to strike. Upon the commencement: of 
a strike by any collective bargaining unit, the 
President shall hAve the power to take any oz- all Of 
the following actions upon a determination that 
nat.ional security or pul::)lic welfa.re will be enhanced~ 
ordez- work to continue for 30-days and extend tbe 30
day ~ooliog off period ooce. appoint a meQiator, and 
appoint a fact-finding co~s5ion to assist a mediator. 
At the ""d of a cooling off .period thAt has J:>een 
extended, the President may order work to continue, 
appoint an arbiter and require compulsory arbitration. 

OUtside of the exceptions noeed above. the co~ration 
will boll s1Jbject to all applicable lews of the un:!.totd 
States, or any state or other jurisdiction withi..~ the 
U.S .• including the antitruse laws. 

The residual !I'M, operating ,.., eo agency within 00'l'. 
will promulgate safety rules. The eo~ration and 
users of the airways must operate within the ~onstraint 
of those rulesk 

Significant corporate decisions shell be defined as: 
fees·for the use of the airways. general policies
governing the terms and conditions for the USe of 
airspace that the ~o~ration will negotiate with 
use~s, services o:fered by tbe Qorporation, collective 
hargaining agreements, the ~ensation of directors 
arid officers. and major changes in the co~ration's 
strategic plan. Significant corporate deeisions must: 
be approved by the Board of Directors. 

Before the Board of Directors approves significant 
corporate decisions other than collective bargaining
agrsQments or the cotape:lsation of directors and 
officers, it must reeei~e the advica of the Advisory 
Panel. The J\dvisory Panel Jll'U.St tra.n.smit its advice 
witbin fOUrteen days of reeeiving notice ebat the Board 
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• 

~~ill 	consider a significant co~orate decision. 

Significant corporate decisio~ will not taXe effect 
until the nepartlnent of 'l'ransportation axmou.",ces that 
.l~ will not institute a proc'ieditl.g to aisa.pprove the 
d&eision. If OCT wishes to commence a disapproval 
proceeding~ it must do 50 withiu 30 days of 
transmission of the decision from the Boare.. 001" shall 
conduct such disapproval proceedings as informal 
adjudications (notice and comment, without trial-type 
hearings). A significant corporate decision will not 
take effect if the decision is disapproved, and will 
not take effect so 1""11 as a disapProval proeeeding is 
underway ~ The corporation may w1thd.raw a significant 
decision at any time; doi=g sO will end an O%lgQing 
<disapproval proceeding. 

• 	 'rile nepartlnent of TransportatiOI: may conduet, at lUIY 
time and on its own motioll , an ovwsigbt proceeding 
requiring the corporAtion to alter fees or policies au 
the ground that they diseriminate among similarly 
situated usus, disadvantage n"'", entrimts, har.n 
Qo~etition among users# lead to excessive fees for air 
service I endanger safety, endanger national security~ 
or impair the financial viability of the cOX'Poration. 
DOT shall have the authority to enjoin eorporate
actions--both at the c~letion of the ~rocee<llng and 
as interim relief. 

FINANCE 

• 	 The oorporaUo%l will be financed through fees paid by 
users of the air traffic control system, and through
issuing debt, 

• 	 The air traffi" control a.sets now operated by the FAA 
will be transferred to the corporation without char~e. 

The eorporation's debt will be secured solelY by its 
revenues; the authori~ing statute establishing the G~ 
will 	expressly disclaim any gove~t obligation. 

BtJIlGET SCORING 

• 	 This option will require legislation to reduce 
discretiol'.ary budgetary caps by an lIlIlOu:lt equal to the 
reduction in the government1s air traffic control 
outlays. The "'"P reduction will be used as PAYGO 
savings to offse~ an identical reduction in aviation 
excise taxes. This 'technical' a:nendment of the BEA 
would require SO Senate Votes to overcome a point of 
ordar~ 
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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 
NPRIAirline 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 ruU 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, Stigietz 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 ofl). 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 hns been made to put this issue "on the fast track." 



DRAIT Marcb 22, 1994 high noon. 

MEMORANDUM FOR TIiE VICE PRESIDENT 

Our offices have been working with the Executive Oversight Committee at the Department 
of Transportation (DOT) to develop a sound legislative proposal to restructure the nation's air 
trnffic control (A TC) system. To further these efrons, we would like your early guidance on a 
critically important issue whose resolution wiil affect many details of tbe proposal: what 
modifications, if any, should we seek in the Budget Enfon:ement Act (BEA)? 

The President's CMI Aviationlnitiotive, the Nl'R, and tbe Airline Commission all called 
for the FAA's A TC services to be n:structurcd as a government corporntion. All of the proposals 
argued that a corporation would allow ATC services to be provided on • rna'" "business-like" 
basis. The InitWJive stressed the importance of personnel aod procurement ",form. The NPR 
and Commission proposals focused more on freeing ATC spending from the constraints imposed 
by the federal government's hodget rules. 

In our judgment, the cen!nll dilemma is tbis; achieving g,xater freedom from federal 
budget rules not ordy increases the prohability that the corporntion would make more efficient 
investment deciSions, but also rnises far greater burdles for legislative success. These burdles are 
of two kinds. First, proposals that limit the oversight of tbe 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, 
proposals that requ~ a signlflCallt exemption from the BEA are likely to be opposed on tbe 
grounds that they undercut AdrniniSlr.!lion aod Congressional efforts to achieve long-term deficit 
reduction. 

The budgetary reforms being considered by the EOC win requ~ either finding budgetary 
offsets exceeding $5 blJUon per year, or modifying the BEA (which would requ~ sixty Senate 
votes). All of the options listed below would rerorm pen;onnei and procurement rules, aod all 
would make ATC spending at least somewhat more responsive to customer concerns. The 
options differ principally in the scope of Ibe BEA modifications that each would re_qu~. 

Option 1: Partially Add ..... Budgetary Constraints Within Current Law 

Option 1 would not seek any BEAamendment. The budgetary cost of any reforms ,¥ould 
be acoomndated within existing budget rules. 

Under, this scenario, the roc is likely to recommend a corporation along the following 
lines: The o:>rporation would be estabLisbed within DOT. The Secretary would appoint its 
management and would control its decisions. In addition, an Advisory Board of ATe customers 
(airlines, cargo carriers, general aviation~ etc.) would be established to help the Secretary make 
rnore business-like investment decisions. The corporation would have special procurement and 
personnel rules, but would remain subject to aU existing limitations on ATe spending. In the 



future, bowever, capital proje<:ts would be budgeted on an annual cost, rather than a fully-funded 
basis, thereby allowing rome projedS to proceed in patallel rather than sequentially. 

• 	 Procurement and personnel mfonns, togelherwith input from the ..Advisolj' Board," could 
make A TC spending more efficient. Some acceleJation in capital spending would be 
possible. 

• 	 Rep. OberstaI and Sen. Ford probably would support this proposal, and may credit the 
Administration with recommending useful reforms. 

• 	 Because no amendment to the .SEA would be rought, critics could not use this proposal 
to question tbe Administration's commilment to the budget disciplines of that statute. 

• 	 Secretary Pena bas stated publicly that tbe corporation would ease current budget 
constraints in rome fashion. This option would address capital constraints, but not to the 
degree anticipated by the Secretary. 

• 	 The corporation could not borrow. For NPR, an important virtue of corpOJatization is the: 
ability to accelerate capital investments tbrough borrowing. (We have not yet fuUy 
developed our arguments on the benefits of accelerated investment. As a result, while 
some of us COncur that borrowing authority is essential to achieve significant 
improvements in ATe investments, others ltmain unper8uaded.) 

• 	 The corporation may not be as responsive to the "Advisory Board" as it would be to tbe 
"Boanl 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. 

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

Option 2: Provide Minimal Relief from Budgetary Constraints 

Option 2 would give the corporation some small measure of budget flexibility by 
transferring ATC outlays from the discretionary to the mandatory side of the budget. A 
"revolving fund" would be established, and ATC outlays would be limited only by each year's 
receipts. Option 2 would require .either budget offsets of more tban $5 billion atmually, or 
Congressional approval of a "technical" amendment to the BEA, in which tbe discretionary caps 
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are redu«:d and used as a PAYGO offset for the new mandatory spending. As in Option I, 
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 (except Cor the added budget freedom). 

• This option would secure limited freedom from cunent budget constraints. The 
corporation would have a pennanen. appropriation; its oullays would be limited only by 
ro:eipts to the revolving fund. And as with Option I, capital spending 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" (m the sellSe that it 
would. not inerease the deficit  the PAYGO savings would exactly equal the reduction 
in the discretionary outlays). Compared to the amendment n«:ded for Oprion 3, this 
"tcehnical" amendment is less likely to be interpreted as an attempt to evade the budget 
diSCipline imposed by that statute. 

• Procurement and personnel refurms, together with inpul from the "Advisory Board; could 
make ATe spending more efficient. 

• Rep. Oberstar and Sen. Ford are far mOre likely to support this proposal than Options 3 
and 4. . ... 

• 

• 

While addressing budget constrainlS, this oplion still would not allow the corporation 10 
borrmv. Moreover, just as under current law, budgetaty offsets would haye to be found 
for any jncrea&iILO~, 

" 

Un~er tills option the authorizing committees would lose Done: of their current influence 
over ATC oUUays. The appropriators, however, would not be able to exercise as much 
control over A TC spending as they now do, and might therefore oppose this option. 

• 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 efficient as they would be under Opt;on 3 or 4, 

• This option would set a precedent for using a reduction in the discretionary caps as a 
PAYGO offset on the mandatory side, This option may enoourage those in Congress who 
would like to use a reduction in the discretionary caps: as an offset for a reduction in 
inoom¢ (axes. 
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• 	 The BFA amendment would require 60 votes on the Senate floor to overcome a point of 
order. (T1te ntechnical" nature of the amendment, however, would make it easier to pass. 
than the amendment that would he needed for Option 3.) 

• 	 Critic:; still may question why tbe Administration seeks rules only for the ATC 
corporation. but not other government agencies. (Again, Steve Kelman regards this 
criticism as being without merit; bis arguments shall follow.) 

Option 3: (:"vemment Corporation Exempt hm BFA (Current roc Proposal) 

Unde, Option 3, the AdministTalion would scclc a BFA waiver to allow a govemment 
corporation to OOITOW funds without regard to BFA constraints. 

The BOC is now n:rommending • corporation along the following lines: the corporntion 
would he established within DOT .. As in Options 1 and 2, the corporntion would bave special 
procurement and personnel rules. The COrporntioD would he government by a Board of Directors 
that included, among others, ATC customers. Wlrile the Board would have mo.. inlluence over 
corporate deeision-making than would the "Advisory Board" of Options 1 and 2, the Secretary 
of Transportation would retain final decision-making authority. 

• 	 Other countries bave demonstrated the feasibility of this approach by establishing 
government corporations to run their own ATe services. 

• 	 Bec.ause it could borrow funds without any BEA oonstraints, this eorporntion would face 
no impediments to flbusiness-like'" investment. 

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

• 	 This option would sel a precedent for exempting a government activity from the 
constraints of the BEA. 

• 	 No "governmenta[" corporation may be sufficiently independent of the Executive Branch 
and the Q)ngress to make truly t'business-like" investment decisions even with a Board 
of Di{ectors controUed by private sectOr interests. This may be especially true where the 
Secretary of Transportation retains direct control over the corporation's investment and 
business plan. 
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• 	 The BEA amendment, which would require 60 votcs on the Senate floor to overcome a 
point of ordert may be more difficult to achieve than the -technical" amendments needed 
under options 2 and 4. 

• 	 The chairs of the autllorizing committees strongly oppose tIli. option. 

Opllon 4: Non-Government Corporation wl!h Government Oversight 

Option 4 would requite 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; tbe 
reduction in tlte caps would be used as PAYOO savings 10 offset tbe conesponding reduction in 
aviation excise taxes (the taxes would no longer be needed; the corporation would assess user 
fees instead). 

Under this scenario, tile EOC is likely to recommend tbe establishment of a 
"nongovernmental" corporation - either. non-profit fum controlled by ATe useTS or an 
investor-owned firm. User fees would replace most: of tbe existing aviation excise taxes. We 
believe !hat a non-profit corporation is better on the merits. CBO, however, may regard a non
profit entity as a "governmental" entity for purposes of the BEA. If so, !hen Option 4 would 
requite exactly tile same kind of BEA amendment as Option 3. An mvestor-<>woed finn is 
certain to requite only the "te<:hnical" BEA amendment outlined above. Concerns about safety, 
however, are likely to be raised more loudly about an investor-<>wned finn than about any other 
option listed in this memo. 

Wlmfever its form, a nongovernmental corporation would be subject to regulatory 
oversight by the fedetaI government, either tbrough lhe administrative powers of Ihe DOT or 
through a new regulatory commission. As a private fum, the corporation would bave personnel, 
procurement, and budgetary freedom (indudiog the ability 10 charge user fees and 10 borrow). 

• Of all Ihe options considered here, this corporate form would be most reponsive 10 its 
customers, and would have the greatest institutional freedom to pursue efficient ATC 
investments. 

• 	 Eslablishing a nongovennnenlal entily would require only technical amendmenls 10 ilEA. 

• 	 Establishing. more independent corporate entity would avoid tile Charge thaI the 
government corporation is designed principally to keep the ATC system within the 

, " government while evading the DBA. 
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• 	 Secretary Peiia has declared that "we are not seeking any 'privatization' of ATC services." 

• 	 Critics will argue that a nongovernment corporatjon would jeopardize the public interest, 
such as safety. (In our judgement! these feaIs arc without merit - safety and other 
public interes1s would be safeguarded through strict regulatory oversight.) 

• 	 The- authorizing committee cllairs are likely (0 cite safety oonccms as their reason for 
opposing this option mOre strongly than they oppose allY other option. 

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

• 	 The SEA runendment would require 60 votes on the Senate floor to overcome. point of 
order. (The "'technical'" nature of the amendment~ however, would make it easier to pass: 
than the amendment Ihal would be needed for Option 3.) 

Recommendations: 1'8D 
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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 PAYGO oITsets, and thus eITed the 
BEA in some way. 

Government Owned Corporation (Options 2 & 3) 

• 	 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 receipts (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 it. outlay. and 25% of the receipts are on 
the discretionary side). 

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

M2n-Gove.rnment Corporation (Option Sl 

• 	 If the ATe oorporation 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, etc) 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 
oorresponding decreases in discretionary outlays, but this would 
require 60 votes in the Senate. 

Borrowing Authority (Options 3 (Government) and Option 4 rNon-Government) 

• 	 Issuing debt is a budget issue, because the debt finanoes direct 
spending by a government entity (in Option 3). Spending by a 
government oorporstion, financed by borrowing from the Treasury or 
from the public, is oounted "" 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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U"" Bruce,

((, 

;~; An update on the AFL-CIO press conference on ship-repair: Lan~' . 
' ..~;; Kirkland lSlI!ltspeaking at or attending the press conference today; Nor is 

~(., anyone from the Shipbuilders Council. Instead, someone from the AFL-CIO 
.,:,:,Public Employee Unionwill be spwing, ' . , , 
~.~ ,
. ,-' ",.' , 

':,':.' According to Johri Goodman over at the NEe (He is the persori who works 
, ~,,;, on shipbuilding issues 8.l!d wno helped, write the Administration, reSponse I'gi.,ve ' 
'h you this morning), after speaking witlfthe AFL-CIO and others at the ' 
;j': Shipbuilders Council. Mr. Fisher made more of this press conference than was 
(, actually the case, Mr. Kirkland and the President of the Shipbuilders Council had 
.; .. no intention of smearing,thti Administratiori on this one: especially silice they' ," 
',': know tJiitt the Administration i. about to'announce a majo! Shipbuilding Initiative' 
.'t· that will oonefit their 'memoors.· ", " " ' "',', ',' " , . .,;:. , 

..~: .~ '. ,to. ,";. " • ..1 .~.~.
',;-' " .. ~ - . .. 
,,~, " Interesting, eh? In any event, we are at least prepared to'respond forCefully', 
/); to any fallout from the press conference today. That in itself is a good thing. I 
, .. thO k,1'" " In. . . .... ..: . . 
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NAVY USE OF OVERSEAS YARDS FOR REPAIR OF U.S. VESSELS 


Why is the Navy repairing U.S. ships in Japanese shipyards when U.S. shipyards, are facing 
such dimcult limes? ' 

This Administration is very concerned about the problems confronting U.s, yards, and we 
believe that every effort must he made to protect OUr domestic derense infrastructure. For 
this reason, the President established an interagency group to develop a plan that will help 
U.S. shipyards convert from naval to civilian ship construction and compete in the 
international cornmerclai markeL The Administration is planning on delivering its plan 
to Congress by October 1. 

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

What about ships st.lioned In the United States? Why are these repaired In Japan? 

Repairs on ships stationed in the United States are only, conducted when tbese are 
required for safety or to continue essential elements of the mission. For all intents and 
pUljJOses, these are emergency repairs. No U.s. based-ships are sent ~erseas specifically 
for repairs . 

• 
The Japanese government Is subsidizing a high percentage or the labor eosts of !bese 
repairs. How can tbe U.S. government atcept these subsidies and, at tbe 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 nations 
shouid 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 poliCy, 

The AFL-CIO asserts thaI the Navy Is also repairing ships In higher-cost private yards. 
Doesn', repairwork in these yards hurt U.s. yards? 

The Navy has used private shipyards in Japan only on those occasions when there is a 
major overload, According to the Na..·y, repairwork in those yards is in fact cheaper than 
in the Uniled States. However, the Japanese governmenl does nOt pay any of the labor 
costs for work occasionally performed by necessity at private shipyards. 



Bruce, 

Thought you might want a copy of the Administration'. Shipbuilding 
Industry Plan, which was submitted to Congress on ]ctOber l. 

I'; I 
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TO THE CONGRESS OF THE UNITED STATES, 

In accordance with the requirements of section 1031 of 

the National Defense Authorization Act for Fiscal Year 1993 

(Public Law 102-(84), I transmit herewith a report entitled 

·strengthening America's Shipyards, A Plan for competing in 

the International Market." 

The U.S. shipbuilding industry is unsurpassed in building 

the finest and most complex naval vessels in the world. Now 

that t;he 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 

shipyards already have begun to meet this challenge. The 

encYosed report describes steps that the Government is taking.. . 
and will ~ake to assist their efforts. I look forward to 

working with the Congress and the industry to ensure a 

successful transition to a competitive industry in a truly 

competitive marketplace. 

THE WHITE HOUSE, 

October 1, 1993. 
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EXEcurr'i'l! SUllllARY 

The National Defense Authorization Act of 1993 requires the 
president to develop ~a cornprehensivg plan to enable and ensure 
that domestic shipyards can compete effectively in the 
interna-:ional shipbuilding market .. " This report describes that 
plan~ In approving it, the President directed initiation of 
those actions currently within the authority of the Executive 
Branch. Implementing legislation for the remaining actions will 
be submitted to appropriate committees of 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-quality naval 
vessels. With the end of the Cold War and the reduction in 
defense spending, large U.. S. shipyards must now translate their 
skills from the military to the commercial market. 

A major opportunity exists. The Maritime Administration 
estimates that 7,300 to 9,900 1arge. ocean-going ships will be 
built f'J[ international commercial market between 1992 and 2001, 
with three-quarters of this work after 1996. 

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

Second, U.S. yards must adapt to the demands of the 
interna:ional commercial market. For the past decade, u~s. 
yards have been building ships to order for the U.S. 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.S. yards will have to 
develop and market competitive designs; fully employ modern 
technology and manufacturing processes; and remain competitive 
in wages. 

The Administration'S Plan• 

The AdministratiO,nls five-part pla.n is intended to assist 
efforts already underway within the industry to compete 
internationally. 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.S. Government is 
seeking to level the international playinq field through 
negotiations at the Organization for Economic and Cooperative 
Development (OECD) to end foreign shipbuild,ing SUbsidies. The 
current draft agreement prohibits direct and indirect subsidies 
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to shipbuilders, including export cradi t programs with term.s 
more generous than agreed international terms. It bans anti
competitive arrangements and domestic build requirements, except 
for the Jones Act. It establishes an injurious pricing 
discipline and binding dispute settlement procedures.. January 
1, 1995 is the target for its entry intc 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 MARITECB, the Department of 
Defense through its Advanced Research Projects Agency (ARPA) 
will share the costs of industry-initiated research and 
development projects to accelerate technology transfer and 
process change. MARITECH will focus on the manufacturing and 
information technologies 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 consideration will be given to 
yards engaged in DoD and commercial work. MARITECIl will be 
funded at ,30 million in FY94, ,40 million in FY95 and $50 
million each year in FY96-FY98. 

Eliminating Unnecessary Government Regulation~ All government 
agencies will review and revise or eliminate any regulations 
that impose unnecessary burdens on the shipbuilding industry a 

Major activities include acquisition reform within 000, 
standardization of international construction standards by the 
Coast Guard, and the updating of OSHA standards. Additionally, 
to facilitate cooperation in the shipbuilding industry, the 
Department of Justice will provide advisory opinions regarding 
proposed business conduct. 

Financing Ship Sales through Title XI Loan Guarantees. Title XI, 
now provides u.s. buyers of ships built in U.S. yards with loan 
guarantees. Forty seven million dollars are available for 
commitment in FY94. The Department of Transportation will 
support funding of $50 million in FY95, $30 million in FY96, and 
$20 mi2lion in FY9i,' which could guarantee an additional $2 
billion in loans. To encourage foreign carriers to build in 
U.S. yards, the Administration proposes to. extend coverage to 
foreign buyers~ . 

Assisting, International Marketing_ Executive Branch 
organizations will initiate or expand activities to assist yards 
in their marketing efforts and· to facilitate cooperative 
arrangements between u.S. and foreign yards. 
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Challenge for the Industry 

The Adrrj,nistration's plan provides important assistance to U.S. 
shipyards in taking advantage of the significant opportunities 
in this decade's rapidly expanding international market. Yards 
also will have to be--and no doubt will be--aggressive in their 
own efforts. 

The Administration looks forward to working with Con9ress and 
with industry in establishing a basis for the industry to enter 
the international marketplace. By working in partnership--labor 
and management, shipyards' and customers, Congress. and the 
Administration--Amer ieans can meet this challenge as they have 
met others in the past. 
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INTRODOCTION 


In the past ten years, U.S. shipbu:lders built the most capable 
naval fleet the world has ever seen. U.S. shipyards excel in 
the production Qf complex, high-quality naval vessels. With the 
end of the Cold War and the reduction in defense spending , large
U.s. shipyards must now translate their skills from the military 
to the ~ommercial market. 

The National Defense Authori2ation Act of 1993 (Public Law 102
484) requi res the President "to establish an interagency working 
group for the sole purpose of developing and implementing a 
comprehensive plan to enable and ensure that domestic shipyards 
can compete effectively in the international shipbuilding 
markeL" This report describes that plan. In approving it, 
the President directed initiation of those actions currently 
within the authority of the Executive Branch. Implementing 
legislation for the remaInIng actions will be submitted to 
appropr iate commi ttees of the Congress., 

BACKGROUND 

A~ Industry Structure and Eaployment 

U.S. shipyards with the capability to construct vessels commonly 
are divided between flmajor ll shipbuilding facilities and 
second-~ier facilities. (There are other shipyards with only 
the capability to repair vessels.) 

The Maritime Administration (MARAD) defines a Umajor" 
shipbuilding facility as one that is in operation and can 
construct vessels of at least 400 feet in length. There are 17 
shipbui:tding facilities in the United States that meet that 
definition. These yards vary conSiderably in size,. facilities, 
and e:np.~oy:nent, the largest yards generally being the nine yards 
that cu:rent1y are building ships for the United States Navy. 

Second-tier shipbuilding faci1i ties number approxiTr.a te1y 100. 
They generally construct and repair smaller vessels such as 
inland waterways and coastal carriers, tug boats, supply boats, 
ferries~ fishing v-9ssels, barges, drill rigs,' and small military 
and government-owned vessels. Some of these yards compete 
successfully in specific international markets. Most build 
ships for the domestic market, which is protected by the Jones 
Act (Section 27 of the Merchant Marine Act of 1920, 46 App. 
U.S.C. Sec 883). That act restricts U.S. coastwise and inland 
maritime traffic to U.S.-built ships sailing under the U.S. 
flag. These yards also vary considerably in facilities and 
size. They too have seen a reduction in demand for domestic 
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shipbuildin9r but they do not face conversion problems to the 
same degree as the major yards. 

In 1992, all U.S. shipbuilding facilities employed about 123.900 
workers--down from a recent high of 171,600 in 1982. 
Approximately two-thirds of these workers were employed in the 
17 major yards, and almost 9S 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 O.S. shipyards focused 
their efforts on producing ocean-going vessels for the U.S. flag 
fleet~ The 0.5. government supported this strategic focus with 
a number of direct and indirect Sub5idies~ Among those 
subsidies was the construction differential subsidy (CDS}, which 
underw:ote ,the differential between the price of U.S.-built and 
foreign-built ships. When that differential rose, so too did 
the average subsidy. At the end of the 19705, the level of 
subsidy ~as at the statutory limit of SO percent of the purchase 
price for most types of vessels. 

In 1981, the Reagan Administration stopped funding for CDS. 
Since O.S. prices were greater than those offered by foreign
yards--often subsidized by their own governments--orders by O.S. 
carrie:s for U.S.-built, ocean-going vessels were sharply 
reduced. Between 1983 and 1992, only eight commercial 
ocean-going vessels have been built in these yards~ The surge 
in government orders for naval vessels provided a new challenge 
for U.S. yards. Between 1981 and 1990, such orders averaged 
17-18 ships per year. By the early 19905. these efforts had 
resulted in the creation of the strongest, most capable naval 
fleet in the world. 

The enc of the Cold War and the emergence of gemocratic states 
in the former Soviet Onion and Eastern Europe has brought
tremendous benefits but also has led to a number of changes~ 
O.S. national security no longer requires the high levels of 
naval construction of the 19805. As a result, O.S. yards now 
confront the challeng~, similar to that faced by many other 

future: the commercial (both domestic and international), 

defensE~ contractors, of 
technol~gies to new markets. 

translating their skills and 

c. Future Markets for the Major o.s. Shipyards 

There are four possible markets for O~ S,. shipbuilders in the 
~arket 

O.S. naval vessels, foreign naval vessels, and non-Shipbuilding 
markets. Of these; the interna':ional commercial market offers 
the most significant prospect for expanding production. 
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1. The Commercial Market 

The cOln.'T'.ercial market consists of both the domestic market 
(protected by the Jones Act) and the international market. 

The Jones Act market is expected to remain small throu9h this 
decade. Demand for new ocean-going vessels for the Jones Act 
fleet is estimated to be at most 2 to 3 vessels a year. These 
numbers reflect a decline in demand for tankers due to a 
projected reduction in Alaskan oil shipments and changes in 
trading patterns. They take into account the requirement in the 
Oil Pollution Act of 1990· (Public Law 101-380) that single
hulled tankers be phased out beginning in 1995 according to a 
schedule based on age and capacity so that all tankers will have 
double hulls 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 1992 and 2001. 
Three-q'.larters of this new construction is expected to occur in 
the second half of this period. Most will result from the need 
to replace aging vessels, not to accommodate trade growth. (See 
the Ann•• for details.) 

2. U.S. Naval Vessels 

The U.S. Navy will continue to provide a market, albeit a much 
smaller one, for U.S. Shipbuilders. The Navy has about 100 
ships on order or under construction, three quarters of which 
will be delivered after 1994. Although the details of the 
defens. program for FY 1995-1999 still are under review, the 
Department of Defense IDoD) projects that it will order on 
average 8 new ships a year (including 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 addi tioqal sealift procurement, however.. Thus, 
while the total requirements remain uncertain, OoD does not 
believe that its annual needs will increase significantly. 

3. Foreign Military Vessels. 
The market for foreign military vessels probably will remain 
relatively small. Most countries with significant blue water 
fleets purchase naval vessels from their own yards, althou9h 
nations with predominantly coastal fleets are likely to continue 
to purchase certain classes of small vessels abroad. 
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4. Non-Shipbuilding Markets 

In slack periods, shipyards have engaged in non-shipbuilding 
projects, including the construction o~ railroad cars, 
under-river tunnel sections, wind tunnels, prison barges, 
offshore oil rigs, and marine equipment. Quasi-shipwork 
projects including methanol plant barges and power plant barges 
(about 40 of which are now' in operation) also present a 
potential source of business. 

D. Competing in the International Market 

There are cur rent ly over 133 foreign yards capable of' building 
ships over 400 feet. Japan and Korea together account for over 
half of the world production of commercial Ships. Two steps 
will have to be taken for U.S. shipyards to compete successfully 
in the international market. 

1. Leveling the Playing Field 

Many foreign yards have benefited from substantial shipbuilding
subsidies. In July of 1993, MARAD published a "Report on 
Foreign Shipbuilding Subsidies" describing current government 
programs for assistance to shipyards in 31 nations and the 
European Community. These subsidies include direct official 
support, for instance by the European Community, as well as 
indirect support, as exe~plified by Japan's home credit schemes. 
Subsidies must be eliminated if there is to be a truly 
competitive international market in which U.S. shipbcilders can 
compete. 

2. Adapting to the Demands of the International Commercial 
Market 

U.S. shipyards are unsurpassed in the buildin9 of hi9hly complex 
naval vessels. Many of them have invested heavily in modern 
facilities and technology. Additionally, industry and 
government sources agree. that labor rates in o.s. yards are 
competi ti ve 1 being lower than those in Germany and on par with 
those in Japan, although greater than those in Korea. Pinally, 
U.S. shlpyards workers' are highly skilled and as productive as 
any in the world. Thus U.S. yards bring many stren9ths to the 
conunerclal marketplace. 

For the past decade, however, o.s. yards have been building 
ships to order for the military requirements of the O.S. Navy 
and the sporadic demands of the Jones Act fleet. At the same 
time, foreign yards have been building ships in series from 
standard designs optimi.ed for produeibility as well as 
functionality, thereby benefitin9 from scale economies and 
learning efficiencies. Although the steps required to adapt to 
the demands of this commercial market vary among U.S. shipyards, 
in general yards must: 

http:optimi.ed
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Shorten the time required to develop a ship design in 
response to a specific demand by adopting modern design 
procedures and developing designs in advance of need. 
Market research and aggressive marketing also will be 
necessary. 

Strengthen relationships with suppliers to reduce the time 
required to procure materials and parts as well as their 
costs~ 

Fully employ modern technologies in the construction of 
shiEs including construction techniques such as modular 
construction, manufacturing processes, and proe'ess flow. 
l'he lay-out of at least some facilities may have to be 
revised to adopt these tools. 

Gave-rnrr,ent regulations sometimes impose unnecessary overhead 
costs Cln the shipbuilding industry or inhibit change. Examples 
includE! 000 proct.:.rement regulations, actual and apparent 
differences between international construction standards and 
those the U.S. Coast Guard sets for U.S.-flagged vessels, and 
specification-based OSHA standards. 
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THE ADMINISTRATION'S PLAN 


Throughout the Onl ted States, shipbui lders are focusing on the 
challenges of entering the international market for ocean-going 
vessels. Individually, yards are working to improve their 
technol!;:)gies and production processes for building commercial 
ships, In addition, some yards have entered joint ventures or 
alliances with foreign yards to develop new designs and 
production capabilities. 

The Administrationls plan is intended to assist industry efforts 
to compete internationally~ Furthermore it is intended to be a 
transitional program, consistent with federal assistance to 
other industries seeking to convert from defense to civilian 
markets, The plan has five elements~ ensuring fair 
international co..-npeti tion, improving commercial competi tiveness 
with MARITECH, eliminating unnecessary government regulations, 
assisting with the financing of 
international marketing efforts. 

Ship sales, and assisting with 

A. Ens~rin9 Fair International Competition 

The U.S. Government is seeking to level the international 
playing field at the Organization for Economic and Cooperative 
Development (OECD). To 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 1993 has been set as 
a target date for completion.) 

The OECl) draft agreement that currently is under negotiation is 
comprehEms i ve in its coverage. It prohi bi ts di rect and indi rect 
subsidies to shipbuilders in the form of loans, grants, debt 
forgiveness, tax benefi ts, and research funding above defined 
limits~ It also bans export credit financing programs with 
terms m:ore generous than agreed international terms. Official 
regulations and practices such as those that allow anti 
competitive arrangements or impose domestic build requirements 
and other discriminatory regimes are forbidden (although the 
U.S. has proposed a d~rogation for the Jones Act). The draft 
agreement also establishes an injurious pricin9 discipline for 
ships, similar to anti-dumping laws which do not apply to ships. 
Binding dispute settlement procedures are envisaged to enforce 
the agreement. A target date of January 1, 1995 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 
subsidies, it will work with Congress On legislation to bolster 
those efforts Any such legislation should provide for thea 

investigation of the policies of nations toward their 
Shipbuilding industries in response to specific complaints and 
the the il1".position of sanctions, at the Pre~ident I s discretion, 
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where there are adverse effects on the u.S. shipbuilding 
industry. 

B. Improving Commercial Competitiveness with MARITECH 

Onder fI!AR:LTECB, the Oepartment 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 yards to be more cost effective in the design and 
construction of ocean-gOing vessels and to enable entry into the 
con~ercial market by improving manufacturing and information 
technologies for the design and production of ships and (2) to 
foster continuous product and process improvement through 
collective efforts~ 

ARPA will match funds from industry for research and development 
projects they propose in these areas. ¥ards will propose 
Focused Development Projects that determine an actual market 
need, develop an innovative design, and def i ne a corepeti ti ve 
construction approach for filling that need. They will be 
encouraged to initiate partnerships with customers, suppliers, 
and technologists. Funds will be awarded competitively, and 
special consideration will be given to yards engaged in both 000 
and commercial work. 

Overall, the goal of MARITECH is to: 

ptrengthen the ability to perform proactive product 
gevelopment and marketing by encouraging firms to perform 
proactive market analysis and develop ready ship product 
deSigns for specific markets, thereby eliminating the need 
for time consuming preliminary design work prior to bid 
$ubmission. 

pevelop libraries of designs enabling yards to respond to 
customer requests, using a library of designs tailored to 
the specification requirements. 

f:ngage in continuous process and product improvement r 
reducing the time it takes to a produce Ship. This will 
help further lower both direct labor costs and financing 
costs, thereby leading to,an overall reduction in price. 

MARITECll will be funded at $30 million in FY94, $40 million in 
FlO9S and $50 million each year in FY96 through FY98--a total of 
$220 million over five years. With matching funds r it would 
thus generate $60 million in new R&D investments in FY94 and 
$440 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 shipbuilding industry also will remain eligible to compete 
for funds in the Technology Reinvestment Program (TRP). The TRP 
is a collaborative inter-agency effort to support technology 
development and deployment and education and training under the 
Defense Conversion, Reinvestment, and Transition Assistance Act. 
All proposals require 50 percent cost sharing. Shipbuilding 
infrastructure is one of eleven technology focus areas 
identified as TRP priorities. 

If an agreement is concluded in the ongoing international 
negotiations on suhsidies, future spendin9 under MARITECB and 
TRP would have to comply with its rules on the proportion of 
government matching funds allowed a 

c~ Eliminating Unnecessary Government 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. Major 
examples of agencies whose regulations affect this industry are 
the Department of Defense, the O.S. Coast Guard, the 
Occupational Safety and Health Administration (OSllA) , and the 
Department of Justice. 

Procurement Regulations. Acquisition reform is being given high 
priority \(ithin 000 and is intended to reduce or eliminate 
barriers to the integration of military and commercial 
production, which will benefit shipbuilding along with other 
industrial sectors. Near term efforts that will benefit this 
industr}' include (I) removing legislative impediments to the 
purchasE' of commercial items, (2) prohibiting the use of DoD 
specifications or process standards unless there is no practical 
al ternat iva, and (3) removi ng the most ser ious impediments to 
doing business \(lth the government ~hat do not require 
legislative action. 

Coast Guard Construction Regulations* The Secretary of 
Transportation will direct the coast Guard to continue working 
with the International Maritime Organization to upgrade critical 
international standards and with O~S. carriers and standards 
bodies to delete or revise regulations that add costs 
unnecessarily. 

• 
OSHA Regulations. OSHA is currently working with the 
shipbuilding industry to review and revise its standards. The 
proposed revisions will continue to address the hazards to which 
\(orkers are exposed, but will do so by replacin9 
specification-based provisions,. which limit employer innovation, 
with pe'~formance-crien,;ed provisions \(herever appropriate~ The 
proposed revisions also will update, reorganh:e,. clarify, and 
simplify Current rules. 

~A~n~t~i~-~t~r~\~ls~t~~R~e~Q~U~l~a~t~i~o~n~s,. To facilitate various forms of 
cooperation in the shipbuilding industry, the Department of 
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Justice will provide upon request an advisory op~nlon regarding 
proposed business conduct pursuant to its Business Review 
Procedure. Federal law enables shipyards to engage in a wide 
range of vertical 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.S.C. section 4301 
et seq) provides anti-trust protection for firms engaging in 
joint research and development or production ventures. The 
Export Trading Company Act (15 U.S.C. section 4011 et seq) 
provides a limited antitrust exemption for export trade and 
related activities~ In evaluating joint conduct under the 
antitrust laws, the Department of Justice will take into account 
efficie~cies that the venture will produce as well as the 
existence of global competition in relevant markets. 

D. Financing Ship sales through Title XI Loan Guarantees 

Title XI now provides U.S. buyers of ships built in both major 
and second-tier yards .... i th guarantees for long-term loans at a 
fixed rates covering up to 7S percent of the loan value. In 
order to encourage foreign carriers to come to the United States 
to build ships, the Administration proposes to extend coverage 
to foreign buyers. Loan guarantees for foreign buyers would 
have to conform to OECD provisions governing export credi ts. 
While loans under these provisions also are available through 
the Export/Import Bank, MAAAO's greater expertise in shipping 
and Shipbuilding justifies extending its involvement to the 
financins of the export of ships. 

MARAD nnw charges a fee of 0.5 to 1 percent on the outstanding 
balance of the loan guarantee. '1'0 gain greater leverage from 
federal funds in this increasingly tight budget environment, 
that fee would be raised to the ranqe of 1 to 1. S percent, 
reducin9 the federal risk exposure. That level should provide 
an inc'Jcement to a substantial number of carriers to buy ships 
in U.S. yards. 

In FY93, $48 million was appropriated, of which $47 million 
remains available for commitment in FY94 and beyond. The 
Department of Transpor~ation will support additional funding- of 
$50 million in FY95, $30 million in FY96, and $20 million in 
FY97. This could guarantee an additional $2 billion in loans. 
Consistent .... ith the Administration~s intent'to facilitate the 
transit.lon to international competitiveness, any funds so 
appropriated and 'not spent within five years would expire. 
Consistf!nt wi th the emphasis on the international commercial 
market, certification of military utility would no longer be 
requi red ~ 

If an agreement is concluded in the on90in9 international 
negotiations on subsidies, any conditions of the Ti tle XI loan 
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guarantee program that were inconsiste~t with the agreement
would have to be modified or eliminated. 

Ea Assisting International Marketing 

The Administration will use existing organizations to assist 
shipyards in their international marketing efforts (e. g. I the 
U.S~ Fcreign Commercial Service, American embassy personnel, and 
MARAD) and to facilitate cooperative arrangements and alliances 
between U.S. 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 

Shipbuilding 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 marketplace. The second prong is 
to provide assistance to U.s. shipyards in the transition from 
dependence on defense contracts to conunercial competitiveness. 

The Administration's plan provides important assistance to u. S. 
shipyards as they prepare to take advantage of the Significant 
opportu~ities provided by this decade's rapidly expanding 
interna1:ional market.. U~S. shipbuilders still will face serious 
challen~;es, 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; to establish a stronger 
relationship with their supp:iers; to improve productivity in 
order to drive down costs and shorten delivery times; to obtain 
competi ti ve labor packages and remain competi ti ve in wages: a.nd 
to seek private financing sources and joint venture partners 
here and abroad. Bui:ding 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 international market place. By workirtg in partnership-
labor and management, shipyards and customers, Congress and the 
Administration--Americans can meet this challenge as they have 
met others in the pasta 
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The Demand for Shipbuilding for the Commercial Market 
1992-2DDI 

Demand for new vessels for the commereial shipping industry will 
come from two sources: replacement of existing vessels and 
acquisition of additional vessels in response to increased 
demand for the movement of goods in trade~ 

The task of forecasting future shipbuilding activity takes the 
form of I} 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.s. Department 
of Commerce's "Industrial Outlook 1993--Shipbui Iding and 
Repair;" DRl/McGraw-Hill, and a.p. Drewry's ·world Shipbuilding P 

of April 1992) are in general agreement that demand for new 
vessels in the 1990s will result primarily from the requirement 
to replace existing vessels not from an increase in the volume 
of trade. The base case projection in this report is taken from 
Drewry's work 9 

Replacement Demand 

The statistical tables in Lloyd's "Register of Shipping P show 
that, as of mid-1991, there were over 0,000 vessels totaling 
over 167 million gross registered tons (CRT) 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 
environT.'lents, and, as far as the shipbuilding industry is 
concerned, this sector of the fleet represents the major market 
sector for fleet replacement. U 

Total New 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 projection for 
replacement tonnage from 1992-2001 is 153.3 million GRT • 

•
Higher and lower projections also have been made to reflect 
major sources of uncertainty. Ship owners may choose to spend 
substantial 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 
replacement is 138 million GRT. 

Al terna t; i vely, the condi tion of exist ing vessels and pressures 
being placed on owners by classificatio~ societies, marine 
underwriters, and civil authorities {such as passage of the Oil 
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Pollution Act of 1990} may cause owners to replace vessels 
(especially single-hulled tankers) before they reach the age of 
25. The higher projection is based on the assumption that an 
additional ten percent of the base case tonnage would be 
replaced by the year 2001. The high case projection for 
replacenent is 168.6 million GRT. 

,'I"ankers and Drv Bulk Carriers. Dry bulk carriers and 
tankers account for approximately 80 percent of the projected 
replacement demand in the base case--51 and 15 GRT respectively. 
The age profile of tankers is heavi ly skewed, with about 55 
percent of the total over 15 years of age and 46 percent (61 
million GRT) between 15 and 19 years. Additionally, as Drewry 
notes, "Of the major fleets perhaps tankers are in the sorriest 
state of repair (along with combined carriers). Over half of 
those trading today were built in the 1970s. Many were left 
idle, poorly maintained, until they resumed trading in the mid
1980 1 s. As 
usual, which 

a result, today's fleet is more 
should hasten replacement demand 

dilapidated than 
well before the 

vessels reach 2S years.

Trade Induced Demand 

Trade-induced demand is projected to account for less than a 
quarter of total demand for new vessels in the base case 
projection. It is over half the demand for chemical carr iers 
and containerships, however f and 80 percent of that for gas 
carriers~ 

The base case projection for trade-induced demand through the 
year 2001 is approximately 46 million GRT. The largest 
projected growth in 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 
increaSf~ by over 30 percent as the net effect of increased world 
trade and the introduction of containerships on new routes 
partially off set by the increase in vessel size on some 
existing routes. This produces a growth in containership 
tonnage of 8.8 million ~RT. 

Higher and lower projections also have been made for demand due 
to trade growth. The lower· projection' is based on the 
assumption that trade growth will only be 50 percent of that 
projected in the base easel or approximately 23 mission GRT for 
the perIOd 1991 to 2001.. This assumes a growth rate in world 
trade 5ubstantially below historical levels. The higher 
projection is based on the assumption that trade qrowth will be 
10 percent higher than the base case or 51 million GRT. 

Total Demand 

The following tables show the three projectio,n by ship type. 
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Demand for New Vessels from 1992-2001 by Type
(Number and capacity in Gross Registered Tons (GRT) ) 

Low Case 

aepllleemltnt Trade Grovth '1'0 tal 
~ mCmil.) !L. QB!(mil., !!2.:. !iB!(mil. ) 

T6nker 3195 67.8 118 3.6 3313 7l.. 
Dry sulk 
Chemical 

UOS 
10' 

46.0 
1.5 

262 
'0 

10.5 
1.0 

2170 ,., 56.5 
2.5 

G.. (LPG/LNG) 
C'ontainership!S 
Other 

211 
313 

6150 

1.0 
5.5 

16,2' 

136 
333 
250 

2.2 

••• 
1.5 

347 
.. 6 

7000 

3.2 
9.9 

17.'1 

Total 12481 138.0 1189 23.2 13670 Hil.2 

BaGe Co.•• 

Replacement Trade Grolfth Total 
1!!2,.,. !!!1{mU. ) !S.... §!!(mil. ) !a.:. GR'l'(l'llil. ) 

Tanker 3550 75.3 235 7.1 3735 82.' 
Dry Bulk 2120 51.1 524 21.0 2644 72.1 
Chemical 115 1.7 180 2.1 295 3.8 
Gas {LPG /LNG) 
Containerships 

234 
348 

1.1 
6.1 

273 
..5 

••• 
8.8 

507 
1013 

5.5 
14 .9 

Other 7500 18.0 500 3.0 8000 21.0 

Total 13861 153.3 2377 4£.3 1£324 199.6 

High c.s. 

Replacement 
No. W(mil.) 

Trade Growth 
"0. W{rnil., 

Total 
~ ~(1l\il. ) 

'fenku 3905 82.8 258 7,8 4163 90.£ 
Dry BuIlt 2332 56.2 576 23.1 2908 79.3 
Chemical 12. 1.9 118 2.3 324 '.2 
G•• (LPG/LXG) 257 1.2 300 • .8 557 6.0 
Containerships 383 6.7 732 9.7 1115 16 .• 
Other 8250 19.8 550 3.3 $800 23.1 

Total 15253 168.6 2614 51. t) 17867 219.6 
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Numbers of Large Ships 

Most of the vessels to be replaced in the lIether" category are 
relatively $orcall. Drewry I S analysis {used here as the base 
case) indicates that the number of large ships (those of 6, 000 
GRT or greater) to be built during the period will total 9,000 
vessels. The comparable figure for the lowe: projection is 
7,270 new shipSi and 9,867 for the higher projection. 

The re:r.aining lIother i vessels (7,244 in the base case) include• 

fishing vessels, offshore activity support vessels, and a 
variety of miscellaneous types which average only 2,500 GRT. 

Demand for Large Vessels from 1992-2001 by Type 

Base Case 

Replacement Trade Growth Total 
(Number) (Number) (Number) 

Tanker 3550 235 3785 
Dry Bulk 2120 524 2644 
Chemical 115 180 295 
Gas (LPG/LNG) 234 273 507 
Containerships 348 665 1013 
Other 256 500 756 

Total 6623 2377 9000 

Timing Qf Demand 

The de"and for 199.6 million GRT or approximately 158 million 
conpens,~ted gross 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 
ship being built.) Drewry projects that 40 million CGRT will be 
delivered through 1996 and the remaining 118 million CGRT will 
be delivered from 1997 through 2001. 

• 

, 



EXECUTIVE OPPICE OP THE PRESIDENT 
OPPICE OP MAHAGEKENT ANn BUDGET 

Washington, D.C. 20503 

JUly 20, 1993 

LEGISLATIVE REPBI!RAL JlEltOllllllDUH 

TO: Legislative Liaison Officer 	

JUSTICE - Sheila F. Anthony - (202)514-2141 - 217 
LABOR - Robert A. Shapiro - (202)219-6201 - 330 
COMMERCE - Michael A. Levitt - (202)462-3086 - 324 
CEA - Francine Obermiller - (202)395-5036 - 242 
NEC - Sonia Mathews - (202)456-6722 - 429 
SBA - Christine Swedin - (202)205-6702 - 315 . 

FROM: 	 JAMES J. JUKES (for) ~i.... 

Assistant Director flJ Legislative Reference 


OKS CONTACT: 	 Jim BROWN (395-3413) 
seoretary's line (for simple responses': 395-3454 
Alice DAVIS (395-3101) 

SUBJECT: 	 TRANSPORTATION Proposed Report RE: HR 1919, 

High-Speed Rail Development Act of 1993 


DEADLINE. 2.00 P.M. WEDNESDAY 	 July 21, 1"3 

COMMENTS: If ve do not hear from you by the deadline, ve 
will assume that you have no Objection to this letter. 

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

Pleass adviss us if this item will affeot direct spending or 
receipts for purposes of' tbe the npay-As-You-Go" provisions of 
~itl6 XIII of the omnibus BUdqst Reconoiliation Act of 1990. 

CC: 

Alice Davis Bob Damus 

Roger Adkins Clarissa cerda. 

Michael Delc Bernie Martin 

Mike Schmid Tom Arthur 


~ie-wal 	 Howard Paster 
Ed Clarke~~_~'ae-l.e.m~ Chris Edley 

Joan Baggett Sheryll Cashin 
Ellen Seidlllan Gene Sperling 
Sally Katzen Paul Dimond 
Isabel Sawhill Ken Schwartz 
Larry llatlack er I!u.U....... 

$~",,-,- Mt·~ 



RBSPONSE TO LEGISLATIVE REFERRAL KEKORANODH 

If your response to this request for views is simple (e.9-, 
concur/no comment) we prefer that you respond by taxinq us this 
response sheet. If the response is simple and you prefer to 
call, please 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/attorney'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 Office of the President, sending an 
E-mail message. Please include the LRM number shown above, and 
the subject shown below. 

TO: Jim BROWN 
Office of Management and BUdget 
Fax Number: (202) 395-3109 
Analyst/Attorney's Direct Number: 
Branch-Wide Line (to reach secretary): 

(202) 
(202) 

395-3473 
395-3454 

FROM: (Date) 

(Name) 

(Agency) 

(Telephone) 

SUBJECT: TRANSPORTATION Proposed Report RE: HR 1919. 
High-Speed Rail Development Act of 1993 

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

Concur 

No obj ection 

No comment 

See proposed edits on pages 

Other: 

FAX RETURN of pages. attached to this 
response sheet 
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, 
THE SECRETAIW OF tRANSPORTATION 

_NG_II·e ...., , 
! 

The Honorable John tl. Dblgell 
Chat"""'" Committee on·energy 
and Com.merce 
H'o_ of Repr_tAuves 
Washington, D.C. 20515 

Dear Mr. 0IA1nn4n: 

Iappn!date the commlttee', rapid development and action on H'Ej:19, the 
High-Speed IWI Development Act 011993. HIgh-.peed ratl tran.por alion 
oilers the potential of a hlgh capacity, energy effident, ""d envl. Wltally 
.....Ibl. transportation alternative in IUgh denlily Interdty corridors, The 
p'OSrom. authorizocl In H.R. 1919 will help the United State. reallze tlUs 
potential. . 

I puticularly appreciate that H.R, 1919 incorpcirates tha Admlni.tratl n'. 
proposa1s ror estabUshing a Proer&m oIftn6JldOi ...Ist...... to Stam. ties,
W tha private _or 10 lacilitate development 01 high-speed rail ems In 
meritorioua Intercity corridors. The bill wo IJicorporates the 
Admlnl>tr.tlon'. proposed program to develop hJgh..peed raU tech 

W. beU"". the Subcommlilee on Tr...porlAllW. and Haurdou$ Ma erial. 
11a, further otrengthened ow original pmpoaal In many respect&, At; 
IMlIUOned In my testimony. the Admln;'tra;;"" .1.0 bel"",,, It '6 d ••ble 
and appropriate that provWon be made In tha blll 10 ..sure that will be 
fair and equitable labor Iiondards Incorporaled 11$ part or these projectf'and 
opportul\lties lor • diversity 01 busin..... 10 playa .trong role In p . 
funded under tha programs. 

W••upper! the fundamental P"""'P!, expressed In other federal capit 
inV"tment prosrams i that the tl1tf:$ of wo.ge& oil con.structkm pro funded 
by the blll should a>nfonn to those prevanlni 1/'1 the !ocallty purouan to the 
Davio-Bacon Act. lusl a. Important, approprlabt soak for the pal'll<! lion 01 
U, S. bu&In....... , • .",.. the opectrum or size and ownetahlp, will COlI ibute to 
the vitAlity.of the progt'''''' iInd should be irtclu4ed in the bUt As ln dillon 
!o the ,,"'are tl'anaporlat!on _r, the IUgh..~ rail program aMuJ ,al a 
minimum, maintaln Soalo lor disadvantaged and women-owned b ... 
equal to thoc.e rooently renewed for other turieee lrenspurtAttun s'.. 

http:vitAlity.of
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I , 
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, 
Also. "'l1li8""'",,11 to protect the employmet.tlnteresll of railroad 
employees advenely affected by the provisioru! of the JegWation ar needed. 
We l1:I'o1Igly IUpporl the addition of such pl'OYislOllll all1l appropri Ie stage of 
the le&IslatiOf! prom•. 

There la one provision of H.R. 1919 .. rep<>rttd by the Subcomml with 
which the Deparhncnl ....... , ,01<. e>«epti<m. frI _on '(a), the billl 
euthnri.zela Iotal 01 $1'.210 bllilon over five yiws lor high-f,poed ra 
...latante, ilte Administration propo •• only $982 million for thi. pur""", 
over the .ame time period. The difference. $%2l! mUllan, I< to fund 
the National Magnetic Levitation Prototype Development Program. I request 
that the level 01 appropriation. In section '(a) be amended to read follows: 
S96 mlltion for Ibcal year 1994; $166 million lor r..cal year 1995; $1 million 
lot fiocal ,...... 1996; $238 million (or f>llCOl year 1997; end n99 mil, for Ibcal 
year 1998. 

Overoll. 1 believe thel this Is an excellent blIl hi deserves quid< 11\~ 
favorable .etlon. 1 look forward to worklng with yOIl to bring thei>tnofill of 
hlSh..peed rail to the United States. . 

Th. OffiCI! 01 Management ancl Budget advlsOs that thn Is !to ob.Jeftlon., 
Ir"'" the standpoint 01 the Administration'. program, to the 5U slon of 
this report for the consideration oi the cotru'l'11ttee/ And that en t of fLR. 
1919 with p~ modllleations would be In accord with the pro am of the 
President. ' 
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Mr. Carl Carlson 
p.o. Box 4 
Barrington, NH 03825 

Dear Mr* Carlson; 

Thank you for your letter to 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 December 9, 1981, the President determined that it would 
be detrimental to the efficiency of the service to reemploy 
discharged strikers with the FAA 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 lift this employment ban has been introduced by 
both the House and Senate; however, to date. nothing has been 
passed. 

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

Sincerely, 

Ongnlal SIgned By: 
Stephon M. SoH. 

Kay Frances Dolan 
Director of Personnel 
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I 1 CARD I. -rhAnkl.O much (or your Jl.>r~n and 
encoutAgcll'lerlt. With )'Qllf help, we (.Ii ehl;nge our 
counlIy and put our proplt. fint.· 

I I CAitO 2. "Thanks: JO much {or your leUu. 
welrotne }'Our idea,. They will b¢ earefully 
GOllJiciered. I'm gra.tcfu! youloQl!, \he time to write.· 

I I CARD,J, 'Thank. lor wrillng to me. it', important 
tM! I heu \he tMugbiJ. txperientet, aru.f conet:,rm of 
people who ean: about the fU~IIn: of America. I 
apprecllllc YOUI laking the time to lel me know how 
you rcd. ~ 

I I POLICY LEITER (formu ~Hot hsu~n 

Writer ASKIr-.>O lpe<;itie, k&itimat.c qucllkml on 
polk)' inuCl. Our rupclIne uY' they wi1I ~{an in 
depth JetPOrt!, when BC iJ' P'i'aidenl, but not now. 

I I NRN: No reply necesu.ry 
For lent" without /'trum .ddre-nea, hatt mail, junk 
mail, kUer'wnlmg eamp4ign$, frc.quenl wriitn, 

RIWEK TO SrECIAL AREAS 

I ] 

I I 

I ] 

I I 

""co." )C- :3 
In'lJlationtlSchcduling 1 ~ 
Inaugural /YO ,, 
MliJOuts/RU{UClU fot phOIQI, po'itioo ptpen, 
.~he~ 

I I Kids LctttN 

I ] Potclign MAil 

I ] Ea,gle Scout, Wedding., Birthday, ConVl.lJ RequtSlS 
( Ponner Time Seo~ilive) 

I I 

f J Senawl'l. O.,,,m., 
f ) Olllla !;J«;;ed 

I I VIP 
I] POH II 
I I POMEG 

I I 
{Plene do 1'101 check 

, f£~WLE BASE CODES 
a Pro'peellvc SUPPOf\CI'I. but OO! e!urly supportive of 

BC; check if you're nOl lure wfit,ther (hey $l.Ipport. 

as Dettnilc Surpof\C11I of Be 
ARK N.t.iVC/I qf SC', borne 'LIIle bill no IongelU.,.ing \h!;re 
«IDS ChlldJ'Cn and yOllng I.ecflag.m 
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THE WHITE HOUSE 

WASHI NGTON 

February 1,' 1993 

The Honorable Federico Pena 
Secretary of TransportatIon 
Washington~ D.C. 20590 

Dear 	Mr. Secretary: 

I need your lIninediate help. President. Clinton has reached out to 
th~ ;~~~icon p~opl~ 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 department. They 
are all le1:ters which we received shortly before the Inauguration. 

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

As you respond to these requests, I would appreciate copies of the 
correspondence~ The original incoming letter to the President and 
a copy of your agency's response should be returned to Dan Burkhardt, 
019 Executive Office Building. Room 91, The White House, Washington,
D.C. 	 20500. If you have any questions, please contact Dan at 
(202) 456-7486. 

I look for\l'ard to meeting with you in the near future and appreciate 
your generous help in this matter. 

MARSHA scon 
Deputy Assistant to the 

president for Presidential 
Messages and Correspondence 

cc: 	 Depart:ment of Transportation 
Room 10203 
400 7th Street, s~w. 
Washington, D.C. 20590 

(w/enclosures: 23 pieces) 
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