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I. EXECUTIVE SUMMARY

Hew ¥York City feces a serious flocal crisis. vYet it
basz failed thus far to consider the possibility of racover-
ing its capital from two of its most attractive assets:
Kennady and LaGuerdis Alrporte.

The two airports are worth aome $2.2 billion, hased on
recant. and propesed sales of cother major airports to in-
vaestera. Under current arrangements, the Fort Authority
leases the mirports and runs them under contract to the
City. Thae City recalves an annual lease payment, based on
the airports' nat revenue, that is subatantially lasse than
it would racaiva in property taxes alone, if the alrports
were private enterprises on the tax rollsz.

Bacause the PA has pald for the runways and terminals,
any proposed s=zle of the alrports would have to compensate
the PA for ilts investment (plus the loe= of its foture
revenus straam from the alrports). Comnsequently, the PA
would receive 3540 million of the %2.23 billion =ala price,
with the City realizing the remalning $1.2% billion.

The proposed sale ia a subatantially better deal for
Hew York than continulng the present lease arrangement.
The present valua of the City's zxpectad leass revenas
gtream, over tha remaining 25 years of the lease, la 3552
million. By centrast, selling the airportes would bring the
City not enly its $1.29 billion portion of the total sale
prica, but a future stream of proparty-tax and incowme-tax
raymants whose present value is $31.24 billlon--nearly six
times the present wvalue of the leage.

Privatizing LaBuardia and Kennedy would offer pany
benefits to New York's miy travelers. If bureaucratic
{non-safety) rules and ragulations were ramoved (&.g., the
Fadaral Aviation hdwministration's arbitrary assigmuent eof
landing slot= and the Port Auvthority's limitation on
long-haul flights at Laguardia), passengera would receive
qgreater and more competitive alirline service., additional
alrport investments in local air traffic control



would laad to reducsd peak-hour delaya, reduced bad-weather
delays, and increaged safety. (A1l FAA safety requlations would
remaln in effect.) And privatization is also nore likely to
provide ilnproved ground aceess, ag 1t i2 currently dolng for
London'e Heathrow Alrport.

Other aitles are moving to privatizse thelr alrporta. London
has already done so, Copephagen and Aackland are doing so, and
Albany, Log Angeles, and Fhiladelphla are considering it. 3Selling
its airport offers a city a way to redeploy its capital to other
pressing naeeds, while improving services to air travelers.

FPRESENT VALUE OF REVENUE T¢ THE CITY OF HEW YORE
{in 4 billion}

From Sale

From PA Lease

0.0 0.5 £1.0 1.5  5§2.0 §2.5 3.0 §3.56




II. INTRODUCTION: HEW YORK'S AIRPORTS

Wew Yorkers put up with numerous inconvenlences for the
benefita of living im tha nation's largest city. Among these
straing are arriving and daparting at two of the country's moat
congested alrports, lLaGuardla and Kennedy. Both airports suffer
from horrendous traffic congestion on the ground, long lines for
take-offg at many times of day, ilpsufficlent control tower
berecnnel, aging air traffic control eculpwent, and lnadequate and
ochsalescent tarminal facilities. Flight delays ipcreased 111
Percent at LeGuardia (LGA) last year and 52 percant at Kenhedy
{JFK); delay= At koth airports have continued to worsen in the
first four manthe of 1990,

Both airports ara actually cwned by tha City of WNew York, but
they have bean operated hy the Fort Authority (PA) under a long-
term lease since 1%47. (Hewark airport, similarly, ig owned by
tha city of Newark and operatad under lease by tha PA)}. The Pa
has developed the current runway and terminal facilities at LA
and JFR, investing over $2.4 billion in the ailrports over the past
four decades. The lease agreement provides that the Pa pays the
elity 75 percent of the two alrports! nat revenues each year, as
the leaze payment.

AB government-run airports, LGA and JPYX are constralned in
many ways. Federal aviatlon policies reastrict the alrport=, as do
certain policy declelens made by the PA. Although the PA operates
the airports in a more businessalike mannar than many municipal
alrpert departments, thelr operatiocn is quite different from that
of ordinary mervice businesses.

Were the airports free to operate as ordinary businasses--
i.e., privately ocwned, able to charge market prices, and freed of
arbitrary internal and external restrictions--Kew Yorkers would
receive considerably better air semrvicna. The ne¥t twe sactions
aketch oot how privatization would deal with many of the airports!
probleams,

III. INPROVING LAGUARDIA

The conventional wisdem is that Laguardia iz virtually at its
maxinmum capacity and all that can ba deone te improve things ls to
expand the terminale and roadways {the "groundside" acspacity) ac
that the passenger load can ba handled meore expeditiously. Hence,
the Port Authority's (PA's) current 3750 million modarnizaticn
program, which is doubling the number of lanas of access roada,
adding 300,000 =g. ft. of terminal space, and redesigning the
baggage=claim areas.

But the conventional wisdom ls based on passive acceptance of
a2 number of constralnts which might well he removed wia privatiz-
ation. If these constraintsz were relaxed or removed, LSA cemld:

0 reduce dalays by adding peak=hour capacity:

o reduce bad-weather delaya:

o increase the degree of airline competiticon, thereby raducing
fares paid by New Yorkers;



o lmprove ground access bayond the Fa's eourrent plans:
o increase safety levels.

The following paragraphs axplaln how these goals could be
acoonplished.

tna of the main sources of delays at LZA 1a that demand for
landings and take-off glote iz graatar than the availlakle supply.
It is not a law of naturae that limite aircraft operations at Lea
to 68 per hour (between € AM and midnight). That limlt is loposed
by the Federal Avlation Adwinistration (FAd) undar the proviaions
of its High Density FRule (which alsao applies at Hennedy, O'Hare,
and Washington Hational). The FAA has made a judgement that ILai's

maximum safe level of operations--given current facilities,

progedures, and auuipment--iz 68 "slobks" sach hour. Hence,
increasing the affactive numbaer of slots would reduce tha axtent

ef reoutine As)aye,

one way to lncrease passenger capacity is to provide
inoentives for a changed mix of aireraft. Thae FAA has decreed
that 14 slots be regerved for commutar flights and six for
"general aviation," i.a., private planes. (Originally, tha Fih
allocated only six hourly slots to commuters, but this number was
increased te 14 in 1%85.) TUnder a warkel-pricing system, alrcratt
operators would bld for the right to use spmcific slotas, with
glota belng leased for spacific perieods (e.g. one year) to the
highest biddera. TUnder such a system, commuter and general
aviation (GA) users would still have a right of access to LEA, bubt
the outcoma would proehakly be a greater number of large alrline
aircraft per hour than at present. Furthermors, even thaugh 1IGa
i= "pusy" for nearly all of its l2-hour day, it is less busy
cutside the peak hours of 7-10 AM and 4-7 FM. Slots at off-peak
houra would go for lowar laase rates than peak-hour slots, thereshy
cffering lower—-cost access for commuter and GR users during thosge
heurs.

One way to accommodate additional commuter aireraft is to make
use of temporarily available runway opace in batween airliner
take-offs and landings. Since most commuter planes can take off
in a faw thousand feet, they do not need to use the full 7000 faet
of runway. LGA has kegun to de this, by sequencing a commitar
flight to take off on the balance of Raz after ah airliner has
landed on it (and before ancther airliner takes off on the
intersecting R13-31). Unfortunately, even though this procedure
nakes usa 0f octherwlse unused capaclty and "blead= off" commuter
flights which would otherwise take up scarce slots, the Faa will
not let this fact be usad to add off=etting zirline slots.

Another, more controversial, wey to add capacity to LGa wonld
be to further extand the runway=' length inte Rikers Island
Channael, permitting larger-cepacity 4-engine jets (w.9., Boeing
747 and Airbus 2=-340] to serve the airport. This would further
increase the passenger capacity eof the airport, without incraasing
the number of aircraft cpemration=, per se. It should ba noted
that the newest generaticn of 4-engine jeta {e.g. the 747-400%
meet the Stage IIT nolse requirements and would have less of a
noise impact on neighboring propertles than some of today's



smallear DC-25 and 727e whigh meet only the Stage IT limlts, A
privataly owned LGA ¢ould limit 4-engine cperations to those
planes meating the Stage ITI reqgulrements; in this way, the noi=e
impact on the cempunity would he reduced by avary 4-engine (Strgm
II1} plane that replaced a Stagm II Z-engine or 1-angine plane.

2. Improved Dad-Weathar Perforpance

Dalays at LGA become much worse in time=s of bad weather, when
visibillty is reduced and all cperaticns must ke conducted under
Ingtrupent Flight Rules (IFR). DPut nore aircraft could ba
accommodated safely per heour under such condiltlons were ILGA
aequipped with state—of-the=art landing aids.

A growing number of the world's sirports have lnstalles
gophisticated landing aids that permit safe lendings and takecffs
even under ceonditions of very low visibility. Unfortunately, the
United Statea has laggad hehind cther nations (evan South Africa!)
in this ragard. Tha Alr Transport Associaticn noted in a 1985
study that the FAA 1s "sericusly deficient" in upgrading airpert
landing syetamr to the level needed for Cataegory II and Catagory
III {virtually kRlind) landinga. And it further noted that during
periods of low celling and reduced visibility, it is the airpert
--not the alr tratiida control system--that pecomes the alr traffics
bottlaneck.

This 1s certainly true of LZA, whers bad weather aften shuts
down eone runwey and greatly alows the pace of operaticns on the
other. Catagory II landing egquipment could bave been installad
Years ago, significantly reducing bad-weathar delays. But the
Fid, not the airpert managemant, i= responsiblms For the landing
aids and the contrel tower. And this iwprovement has glwply not
kaen a prilority for the agency. For technical reasona, involving
the amount of clearance needad on each side of a Cat. ITI runway,
this upgrade of the landing sid=s cannot be mada without relocating
the control tower. The FAA is now discuassing this with the PA,
but the two parties have yet te agree on a preferred nawv location.
Hencs, a new tower and upgraded landing ajds remain years away.

Under the mosat widely dilascussed medel of airport privatiz-
aticn, the control tower and landing aids would be divested by the
TAL to the airport company (as is the case in Britain). Decizions
about upgrading the alrport'e local air trafflc centrol (ATO)
capabllities would bacome the responsibility of the airport
company. The company would have both the motivation to make such
upgradea (better sarvice, hence grestsr revenuas) and also thae
regources at its disposal (from usmar fees} toc make the nesdsd
invastments.

« Increas i aetitio

Tha pressnt sltuation in which demand for alcots at IGa is
greater than supply has led to reduced competition and higher air
fares than would etherwise be thae case. A study by the Alr
Transport As=oclation found that fares at LGz and JFK (aB well as
at O'Hare and Washington Naticnal, the other two capacity-
controlied airports] are seven percent higher than average. To
tha exitant that the wneasures discussed in item 1 {above) increasze
Lca's effectiva capaclty, they would increase airline competitieon
and put downward pressure on fares.



Airlines have learned to use thelr relatlonship with alrport
operators ag a tool in winimizing direct competiticon. At many
alrpoertsa, the incumbent airlines have negotilated long-term leases
of most ar all available gates, and in scme cazes have included
Madarity-in-Interest (MII} clauses in those leases, which grant
the existing airline tenante a de-facto vebs power over gate
expansions that might permit new airlines to begin aervice.

Fortunately, the PA has done better than the average airport
In negotiating with airline tenantes. Except for the two airline-
developed terminals (Delta and Trump), moeat LA laases arsa oh a
month-to-month basis, and there are no MIT claussea. Unfortun-
ately, however, all hut two of the gates are leased con an
exclusive-use basis to particular airlines——a wastaful and anti-
competitive practice, which would not be in the bheat interest of a
privata airport ocwner.

The lack of availakhle gatas, combined with the present Faza
slot aystem (in which Elots arae legally "owned" by the incumbent
alrlines, though they were created by the alrport's investment)
has made 1t extremely difficult for new, lower-fare entranta such
as America West to gain access to LGA. Naw Yorkers are therefors
deprived of the banafits of meore aggres=ive competiticn (as
witnese the recent ssme-day price increasas on the twse shuttle
airlines}.

Competiticn is alsc artificially restricted by the Fa's
Parimeter Rule, which restricts service to and from LGa to cities
no mere than 1,500 miles digtant. When challenged in court by
Delta Alrlines as viclating the Airline Daragulation Act's pre-
emption of state regulation, this regulation was upheld by the
Bupreme Court in 1988. The Court held that the rule i=x not "state
regulation® baecausae the PA as the ownar of multiple airports
gerving a Eingla gecgraphic ragicn may legitimately allccate
traffic among them. But were the alrporte owned Ly separate
companies, the FA weuld have ne authority to impose an arbitrary
rale liwiting which cities could be served by LGA-basad flights.
Thus, Hew Yorkers using LGA would have a greater cholca of
degtinationg under privatizatien.

4. Improvad Ground Access

Traffic congesticon around LGA is horrendous, and the
improvements offered by the current roadway expansion will do
little more than ease the pain., After wmore than 40 yvears of Fi
operation, L8& 1s atill no closer to being connected to Manhattan
for anywhere else) by rail. Thia s remarkable in the one city in
America where rall transit is the lifeblood of the urban trans-
portation mix, MIntermodalisn" was cne argument for oreating the
Port Authority in the firat place, but for whatever sat of
reagons, intermodallism has been a dismpal failure in the case of
alrport access.

In sharp contrast, one of the first major capital improvemants
being takan by the management of Heathrow airport since its 1987
privatizaticn is the development of a high-=peed rail link to
cantral London. In a jolnt venturs with British Rall (vhich owns
the right-of-way), British Alrports Authority is develeping a $400



1nillien line to downtown London. BiR (the airport owner) will
operate the trains, which will be designed for people with luggage
ard will include onboard dilsplay screens for flight informaticn.
Journay tine from Heathrow to central London will be cut to juat
16 minutes, compared with nsarly an hour on the present subway
line, which is operated by the municipal translt agency.

Bid has undertaken thie project in order to enhance tha
airport's laval of service to its customera. It was & sound
business decizion, and is being put into practice expaditiously.
Privatization offers similar hope to LGA's long-suffering users.

S, Ingoreaged Sarety

The safety level of cperaticns at L&A depends critically on
the guality and quantity of local alr traffic control [(ATE)
rescurcas. Thoze rescurces include the controllers in the tower,
their alectronic equipwent, the landing aidse {(dimcussed agrlier},
and the alrport radars, At present, all thase rescuces are under
the control of the FAi, not LEA's manageament, Consequently, LGA's
safety ig held hostage to federal budget pressures and
bureaucratic inflaxibilitia=.

For example, the FAa ig not pernitted under federal «ivil
service rules to pay competitive wagee in high cost-of-living
areay such as Mew York City. It hae had chrenle difficulties
attracting and keeping sufficlent contrallar= in this region.

Iast year the FAa adoptad an exparimental pay dlfferentlal program
in an effort to attract more controllers. But although the
program applled to the regional centrol center at Talip and tha
TRACON facility at Westbury, it did not apply to thae zirpoert
control towera. Hence, befeore the FAh ran short of monay for the
proygram, a number of controllers transferred from tha IGR and JPE
towers to the other facllities, making the shortage of axperienced
paergonnel in thoss towsrs that much worse. )

The LGA tower ls crltically short of fully gualified
controllers, Only 45 percent of the current work force meets the
FPL (full performance level) critarion, meaning that thsy are able
to handle all ATC functlong. The rest are, in effect, still on-
tha-joh trainees—-in one of tha wost demanding and stressful jobs
in America, and at one of the nation's most congested airports.

Were the tower owned by the LGA company, rathar than by the
Fa%, thera is no gquastion that the company would offer pay scalss
and benafits higher than in other parts of the country, in order
to attract sufficient FPL controllers to do the job safely. Both
the liakility exposure and the desire to serve lts customers would
motivate the company te de this, and it would have tha means to dao
s0 by baing fram of federal civil-service constraints and being
able to raise the necessary funds via user chargas,

IY. IMPROVING KEHNEDY INTERNATTIONAT

Kennedy's problems are similar in many reaspects to theose of
Lafuardia. EBut JFK is a vastly larger alrport, with four wmain
(non=intarsecting) runways and rocm for modest ewpanegion, While
it alsc suffers from delays, they are cohcentratad in the periocd
from 2 PN to 8 PM when the majority of flights to and from Europe



take place. JFK has substantiasl unused capacity, and it could be
managad to taka batter advantege of lt. And its current §3.2
billion expansion of ground-side capacity is open to serious
gquestion on grounds of cowt-effectiveness,

Privatizing JFX would bring isprovenents of the same types as
dizcussed above for LGA, but differing in thelr specifics.

1. Less-costly terminal expanalon

The airlinea have ralsed aerious concerns about the wisdon of
apending %3.2 billion to expand and modernize JFK'es ground-side
capacity without doing anything to increase 1ts air-side capacity.
Even with tha racent revisicns to these plans {reportedly involw-
ing up to $1 killion in cutbacks, simplifying tha naw central
tarminal and possibily eliminating the proposed people-mover
betwesn tarminale), 1t 1a atill gquestionakle on grounds of cost=
effectiveness.

Sone critics have suggeszted that the PA's plan= ignorm the
fundanental change= taking place in intarmetional aviation. Naw
¥ork le rapldly losing its position zs the U.S5. gateway city for
flights to and from BRurope. Many cthar lerge citiaz--Atlenta,
Chicage, Dallas, Hou=ton, Miamil, Minmespolis, Pittsburgh, 5t.
Louis, and Washington--now have direct, nonetop ssrvice to Europe,
and snzller hubs such as Charlotte and Ralelgh-Durhzn are galning
such dervice, as well. Indeed, as European economic unification
approaches in 1882, there will ke even stronger pressures for nore
direct service between Furcpean citles and numerous amerlcan omnas.

JRK's traditional domestic-service malnatay wasd internhational
conmeckting flighte--i.a., feading passengers from Furcpean flights
toc and from connacting flights to cther large U.5. cities.
Conventional origin & destinetion (04D sarvice--i.e., flights
serving other clties for trips beginning and ending in Hew York—-—
have traditicnally been lower at JFE. Although tha PA "balisves"
that O&D Flight=z arsa probably becoming &2 largar fraction of the
total {as more internsticonal esrvice goes directly to other US
cltieg), it has collected no statlstlcs on this since 14841

Yabt it has amwbarksd on & $3.2 billion ground-=ide avpansion
darigned to asrve its treditional businazs. Why jinvest Rllllons
in shuttling passengers to 2 central terminal and enakling them to
ride a people-maver among terminals if JFE's primary future
business 1s going to be 0D traffic? Such a2 basic changa in
sarvice patterns, if indeed it is oceurring, has profound
implications for terminal dem=ign and en-zirport ground-trans-
portation requirements. To spend $3 killion on the agsumptlon of
businegs-as—usual hag struck some chservers as akin to Invasting
huge sum= in modernizing steamship terminals in tha 1950e--just a=s
coean liners were being displaced by trana-Atlentic air travel.

It is likely that 2 private airport operator, without tha wvast
financial rasources of tha PA to fall back on, would sibject
future capital investment plans to much sharper scorutiny, to make
certain that the spending was a sound inveatment.

2, Reduced peak-period delays
Ax an airport with priwarily long-haul service, JFEK's ailrline

L)



traffic is dominated by wilde-body aircraft (747, DE=-10, L-1011, A-
100, etec.}. Recausse thasa aireraft are wo large, they generate
turbulent air (in the form of vortices) behind them a= they take
©fI. Hence, for safety reasong, smell planes of the types usad by
commuter and general aviation (GA)] cperators must paintain extra
time and distance batween their landings and take-offs and those
of wide-body jets. Mixing small planes and wide-body jets on the
Eame runway signficantly reduces that runway's capacity., Yet
because runway access is not priced at market value, smpall planes
are mixed with wide-bodias even at JFK's heavily tongested paak
houra of ocparation.

Market pricing--i.a., charging a price hased not on the welght
of the aircraft but con the amount of scarce runway time each plana
consumes (durlng which no other aircraft can bae thera) --would
provide powsrful incentives for craating geparate, lower-priced
runway space for commuter and GA flights. Tt would mlso lead to
some of this traffic choeosing to operata outsida the peak hours
altogather, or shifting te lower-priced reliever airports ln the
Hew York metropolitan area.

The FaA prevents euch incentives from being uzed by mandating
that between 12 and 17 of the peak-hour slota [deparding on the
hour) be reserved exclusively for commuter and Ga alrcratt. The
Fa has made a token effort to use Pricing incentives, by imposing
a 5100 surcharge for GA aircraft (but not commiters) oparating
between 3 FM and 10 PM. But under true privatization, the Faa
slot allocations would be removed and true market rricing weould ba
pernmitted, thereby leading to shifts in demand fer gaarce glota,
as discisszed in the previous paragraph.

Thare is spaca at JFK to add a maparats commatar/Gh ruhway, so
this traffic could be accommedated without reducing the capacity
of the main runways. The alr Transport Assoclatien proposad in
1285 that a 5000-ft. runway for this purpose be added parallel to
and east of the northesst end of runway 4R=22L. HNelther the Faa
nor the PA has seriously pursued this pProposal, and the BPA has
instead considered building a carge facility in thie area.

Evan without adding a esparate runway, there ara waye to
separata certain commutar flights from thea wide-body Jet traffic
on the main runways. Pan Am Express has piconeered what ia known
a5 the Separate Access Landing System (BATS). Commuter alroraft
with Bhort Take-off and Landing (STOL) capakllity {typically, the
ability to land or take off in eround 2,000 ft.}) can be amuipped
with an on-board flight computer that parmits flying pre-
progranmed spproach paths cutside norme] ailr traffic space, AL
JEK and at Washingten National, ¥Pan Am Express has beaen using SiALs
with Dash 7 aircraft to land on unused portions of axisting
runways. Theas 10 landings a day at JFK are exenpt ITom the usual
commuter alot limltatioms=crepresenting a net addition to the
airport's capacity. Under private owhership, much stronger
incentives would be used to ancourage shifte of this sort.

3. I ed bad- & Hoe

In contrast with LGA, two of the runwaye at JFE aras equippad
with modern, reducad-visibility landing equipment. Runway 4R is
equipped for Cat. III landings (down to &§00 ft. visibility) and



runway 13L has Cat. II capabllity {1,320 £f. wvleihiilty}. But
capacity ig etill raduoed significantly during bad weather.

ona principal reason for this is that the pair of parallel
runways=-=4L=-228 and 4R-22L--can cperate simultanacusly only during
good waathar, That is dus to PAA requirenents that limit
simultanecns IFR operations to runways at least 4,300 ft. apart.
Runways 4L-22R and 4R-22L ara separated by only 2,900 ft. HNew
technology will scon lead the FAA to revies its limit, fuick-Scan
radar, now in operaticnal testing at Ralaigh~Durham alrport,
permita safa IFR oparations cn parallel runways= as close as 2,500
ft. Once the FAR issues a new standard based on its experlence at
Ralelgh-burham, airperts will be able to upgrade thelr radare and
inprove bad-weather performance acoordingly.

Unfortunately, however, chtaining such a radar for JFE would
take at least four and as Many as geven years, The Faa ls sublect
to nunerous budget constraints and conflicting demande from
ajirporty across the country. In addition, its proourement process
ig legendary for belng cumbersome apd tims-consuming. If JTK were
privately owned, and responslble for ites own ATC functlons, 1t
would be able to purchase a Quick-Scan radar as Bcon as FAA lssues
ity new regulation pernitting thelr use. JEK's users would
axpariance reduced bad-weather delays nany vears sooner.

& | Ayt 3 round access

The PAa's $3.2 billien ground-side expansion fails to provida a
rail comnectien to JFE, though making some provision for a
posgible futurs right-of-way to extend the (recantly cancelled)
JEK Express line two miles te¢ the terminal. Transit autheority
preglident David L. cunn was quotaed 1n the Hew York Times as saying
ahout the PA's decision not te ilnclude a rail link, "In the long
run, it's a bhad mistake." As neted in Sectien III, cne of the
tirat najer capital expenditures by newly privatirzed British
Rirports Authority was to develop a high-speed rail link to
central Londen. While privatizatien of JFK would not guarantes
the addition af reil acce==, it would certainly lead to a fresh
lock at ways of improving customer access to the alrport, after
more than 40 years without action on this matter by the Pa.

E. Increasad safety
A8 wae dlacussed in Sacticn IITI for Lasuardia, the control

tower at JFK was not included in the FAA's Fay Demcnstration
Project, which offared a 20 parcent pay incentive for controllers
willing to work in hicgh cost-of-living areas such as New York.
Consequently, J¥K's tower still has a shortage of Full Performance
Imval controllers, as it has had ever since the 1981 controllers!
strike. Were the tower to become part of a privately-ownad ITE,
the management would quickly move to increase pay acalas o
attract the full camplement of FPL personnel, tharaby increasing
the margin of safety in this vital portion of the ATC systen.

¥. SELLING MAJOR AIRFORTH
Five yesars ago, the idea of selling a major munlecipal alrport

would probably not have been taken sericus=ly. But over the past
tive years, as governments around the world have sold off some

in



3185 billion worth of assetc and enterprimes, airporte hava joined
the list of potential candidates for sale by governments.

2z in many cther areas of privatization, the British wara the
firet to privatize ajrports. British airports Authority had baan
created (from m number of govearnmant dapartunetnts) as an inde-
pendaent government autherity in 1965, It owned and operated
Haathrow, Gatwisk, and Stansted in the Tondon area and Scotland's
iberdeen, Edinburgh, Glasgow, and Prestwick ajirports. In 1953,
the government anncunced that BAA would join the list of state
antarprises to be sold, and Parliament passed the enabling
lagislation in 198¢6. In July 1587, 500 million sharee were sold
to the public, generating 52.5 billien {at today's rate of
exchangea) for tha British Treasury. Today, the market wvalues
those shares at naarly $4 hillion.

BAh was privatized as a single unit, giving it a near-monopoly
on air szrvice in the London area {with thres alrports}, aa wall
az in Scotland (wilith the other Four)., Several think tanke had
done studies recommending that the three London airports bm =old
off separately, Eo that they could conpete with one another. But
both BAA and the government preferred the monopoly route. DAk wae
used to baing able to allocate traffic among the airporta and to
cross-aubeidize Gatwick and Stansted with earnings from Heathrow.
And the govermment. figured that it would get a highar total price
from =elling the conpany as a whole.

The concomitant of monopoly, of course, was ecohomic
regulation. (BAA's alrperte arm licensed and regulated am ta
gafety by the Civil Asroneutics Authority, just as tha Fah
regqulates our airperte for safety.} Wisely, the government did
not adopt conventional publie utility regulaticn, which permits
tha regulated meneopely to earn up to X pearcent on its installed
capltal (the "rate base"). Decadea of aconomic study have shown
that, in additlion to being costly and cumberscne, reta-of-return
regulation offers perversze incentives for the utility to over—
invest in fixed plant and eguipment (since an ¥ percent return on
$5 billion i= mors money than X percent on %3 killien).

Tha British instead opted for a far eimpler form of price
regulation, called RPI minus X. Thie means that each airport!s
aercnautical charges, averaged out per passenger, mway incraaea
aach year by no more than the Reteril Price Index minus a facter
determined every five yearz by the government. For Baatas firat
five years, X has been sat at ona. Asronautical revares
constitute sowme 40 percent of BAA's income; the rameining &0
percent comas from copmarcial revenues--duty-frae shops=, rest-
aurante, parking, ground-tranaport access fea=x, etc. These rates
ara unregulated.

In ita firet two and a half years, Bhd has done very well, as
indicated by the lncrea=e in its stock value. TIts overall trarric
lovels have continued to increase, and its income per passenger
has increased, as well. With the growth in volume, neo sxployees
have been laid off. However, productivity has increased, with
income per emploves up 10 pecent in the most recent financial
year., Over 90 percent of the enplovess own shares in BAhA, and 4%
percent contribute te a company stock savings plan. This year BAh
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has introduced bonus scheamas bazed on profits and mervice
gtanderds.

During 1589 two other governments amnounced plans to sall
major alrports. The Danlsh governmant decided to sell Rastrup,
tha Copenhagen intermational airport. And New Zealand's raformist
Labor govermment announced tha fortheoming sales of that country's
threa major zirportsa: Auckland, Christchurch, and Wallington,
{Thosa three airports had heen "corporatized® several vears ago,
in praparation for possibkle future =als.)

In additicn, the Canadian government hegan reforming its
alrport policy 1n 1988, with a program to defederalize it= 1a3s
airports. Last year, this program was amended to include the
pos=sibility of selling sone of these airperts, inecluding Toronte'ts
Laztar B, Pearson International. In response to that announce-—
ment, BAA created 2 jolnt venture company, 51 parcent swnad by a
Canadian partner, to seek ailrport acguisitions.

In the United States, the first sariour proposal to aell a
municipal alrpert came frem Albany, Hew ¥York, in 1%38. The aounty
sxequtive, James Coyne, facing severm budget pressures, proposed
selling the alrport as a way of (1} obtaining a cne-time infu=icn
of vapital, and (2} gaining an annual stream of revenusa in tha
form of property tawes. Offers wera recelyed from the local
transit agency and from a private consortium copsisting of a lacal
firm, British American, and Lockheed Air Terminal. In December
1585 the FAM rejected Albany's propesal, rullng that tha proposed
sale {and a leasing alternative) ware not conaistent with its
interpretation of federal grant regulations. Tha county has
dacided to pursue a leaze-mapnagement contract, instead.

Two othar majer citles are currently siudving the possible
sale of thair airperts. Leos Angeles has a major feasibility study
of futursa airport options under way, for the post-1892 period
{when its main alrline leases explre). ESelling the ailrport is cne
of the principal spticn= heing considered. Airports director
Clifton Moore has said, "The lssuae i=s getting the value out of
what the city owns. The only practical way to gat that money out
iz to =all or lease the azaset ovar the long term ta people with a
lot of money, or o form a utility and float steck." In March of
1980, the Philadelphia City Council authorizaed a study of the
feaasibility of salling Philadelpnia Internatiomal Airpert, for
simllar flacal reasons.

Tha U.5. Departmant of Transportation has endorsed airport
privatization in principle in lte Mational Tranaportation Policy.
Spacifically, that document endorses the private ownership and
aparaticn of transportation facilitims, and encouragas the use of
market pricing to make the best use of existing capacity. Dut a
epacliflic DOT pellicy on airpert privatication i1a atill heing
daveloped. )

VI. VALUING NEW ¥ORK'S AIRPORTS
What might Fennedy and LaGuardia be worth, if they wera ta ba

=0ld, to be oparated as private husinesss=? A number of factors
would enter into the valuation that investors mignt put on the
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Properties, but cne certaln starting point is to review the sale
prices of other largm mirpatts.

The only major-airpert sale that hag ectually taker placa thus
far la that of Ionden's Heathrow and Gatwick, which between them
handle 27.5 percent of BAA's pasmengers. BAA sold for $2.5
billion {at today's exchange rate); if we take 87.5 parcent of
this price as the portion pald for Haathrow and Satwick, that
glves 52,1875 billion as their approximate sale prica.

Price estimates have bheen wade for several other largme
airporte, In 1987, Merrill Lynch Capital Marketa held discussicns
with the City of Atlanta about the possible sala of Hartsfield
International. The price mentioned in medla accounts was 51.5
killon. Discuseicns about the eale of the Lok Angeles Dept. of
Airporte! two major alrports (ILos Angeles and Ontario) have used
$2 hillion as a ballpark figure! since LAX accounts for 380 percent
of thege two airports' passengers, that would put its value at
about 51.8 billlon. Most recently, analysts in FEurope have
egtinated that the first 25 percent of the sharmes of the Copan-
hagen airport might sell for %225 million. If so, that would put
the whole airport's value at $900 million.

One way to uss thasa values to derive an estinated valum for
IGA and JFE ia to reduce sach price to a Punctional walue that
relates to the ability of the airport to generate reveme., Both
cable TV aystems and cellular telsphona systems are hought and
80ld kbaged on tha number of potential customers in thelr service
area. By analegy, other things being equal, airports night be
kought and =oid hased on thea number of passangsrs they handle.
The following table compares the above airports on this basis:

Alrport 1987 Enplanements  Eat. Pricge 5 per Enplanad
{millions) {8billions) PaEssngaey

Atlanta 24.0 §1.58 $62.50

Copanhagen {183} 12.2 o.9 ¥3.70

Heathrow/Gatwick 27.6 2.19 73.30

Los Angeles 21.8 1.8 82.60

AVERAGE 474 .50

The figure of $74.50 is the average price paid per apnual
enplaned paezenger. This rmumber provides a basis For an initial
estimata of the value of IGA and JFK. For 1987, enplanementz at
LEA were 12.049 million; multipiving this by $74.50 yields a value
of $898 million. Likswise, for IFK, 1947 enplanemente ware 14.653
million. This aguates toc a value of $1,062 billion for JFE.

These numbers, of course, are based on 1987 activity levela.

Since 1890 enplanemant Figqures are not yet avallable, an alternate
wiYy to update the numbers to 1990 iz to take tha 1987 "prices" and
adjust them 12 parcent upwarde to account far inflatien since
than. That gives a LaGuardia value of 5$1.006 hillion and a
Kennsdy value of $1.223 killion. Together, the two alrports may
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ba astimated as belng worth $2.23 bBillion.

Some may criticize these estimates az being too low. For one
thing, the walue of the land may be viewed ag being worth con-
lderably more than thees values for the entire airportz (lend
plus ilnprovements). Early in 1990, commercial land in the
vicinity of LGA was going for values of around 550 par sg. ft.
That would make LGA'a 650 acres worth $1.4 billion. Likewima,
land near JFK was aelling for around %27 per egq. ft., making JFE's
4,390 acrea potentially worth $5.16 billion.

What this land-value approach neglects, however, is thet under
any conceivable sals proposal thers would be deed restrictions
limiting the use of the land to sirport purpeses. Those acras
would not lagelly ba usekle for tha kinds of real-astate uass that
would Jjustify price= of $27 to $50 per =q, ft. Hence, thege
hypothetical land values are not ralavant to estimating thege
airpeorts' walua ag ajrperte. In an eronomls sense, these land-
value eatimates measure the "opportunity coat" of devoting these
lands to airpert purposes.

another factor to take into account 1z the amount the Port
kuthority has invested in improvements to the two airport
properties. Fach year, the PA computes the net value of jt=
investment in the facilities, beginning with that value at the
gtart of the yaar, adding in new capital inveastmpant and sub-
trasting that year's depreciation to produce a year-end total. 2w
of Decembar 21, 158% the PA's net investmant 1n JFE wag 5543.7
niliion and in IGA it wae $210.5 millicon. Teogether, the PA's het
investmant in the two eirports totalad $754.3 million.

It should be noted in connection with this investment figure
that a businass is not necessarily worth its bock value., Capital
investment may ke =cund or unscund. TFeor example, the federal
govemment invested 51.5 billlon in the %2.1 billion Greet Plaine
foal Gaslfication Plant. After tha five participating energy
commpanles detaultad on the govarmment's lLoan, the best price the
Dept. of Energy could get for the plant was 5600 million. On the
cther hand, numercus cowpanles are valued by the stock market at
multiples of their book value, bazad on thair ability to generats
high earnings from their invested gapital.

Ultimately, the walue of any business is determined by
investors' best estimates of what degree of earnings the busjineace
will produce. In the case of an enterprisa which has hesn highly
constrained by govarnment, such as a major airport, thip estimate
will depend cruzially on what constraints will ke put on the
enterprise once it has been privatized. The rawmoval of federal
reastrictions on alrport pricing, of arbitrary federal rules (the
Fhi's High Density Rula) and of lagal rulas {(the PA's Perimetesr
Rule) would all affect the ultinate price that could ba cobiainad
for the airports.

VII. POSSIBLE SALE PROPOBAL

The two airports constitute an asset with a probable market
walue in the vicinity of 52.23 billion. This asset is joinkly
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owned by New York gQity, which owne the land, and the Part
Authority, which hasz bhullt and owns the improvemsnta [they are
lipted as agsets oh the Pa's balance sheet). How might a salme
proposal he atructurad, so that it would be in the lnterests of
both the City and the PAY

At presant, both tha PA and the Clty receive anhual streame of
reverma from this assat. According to the lease agreement, tha
computed "net revenue" (gross revenue less operating/maintenance
axpan=a, ganaral & administrative costs, and debt service) for
aach year is split 75/25 between the City and the PA, respeact-
ively. Over the past s=ight years, the net revenue showe a
genarally rising trend (see Figure 1). However, as the najor
capital program gebts inte high gear saveral yaars from now,
greater expenses will ke incurred, leading to a significant fall-
off in anhial net revenus. The annuial average paymant to the Cley
over the past eight years was 561.% millicn. Figure 1 projects
future anmual net revenues to the City, estimated so ag to average
the same §61.9 million par yaar. On thiz bagig, the FA'a annual
share of the revenue stream would ba 520.6 million.

FIGURE 1:
PROMECTED CITY LEASE EEVERUE THROUGH 2015
fin % milliom)
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hnother inportant factor 1s the PA'e net investment (after
dapraciation) in the twe alrports. PA figures as of December 31,
1289, giva tha follewing as the PA'a net investment:

JFX¥ $543,715,000
LER 210,579,000
Total: 5754,294, 000,

The walue of the alrports to the PA can now ba astimatad, It
is the sum of their book value—-%754 millien--plus the present
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value of the PA's lncome stresm from the airports. Since the
lease runa for 25 years (until 2015), a 25-year time period was
used to compute the present value, using a 10 percent discount
rata. Thig ¥lelds a pregsent value of %187 million. Rdding that
to the baok value gives a total of $941 millian.

A similar calculatien fer the Clty's lncome stream yields a
pragent value of $562 million. The remalning number is the asset
walue of the City's land. From the table bhelow, we can deduce
that if tha twe alrports are worth 52.229% billion, and we know tha
othar components making up this total, then the book value of the
City's azs=at (tha land) must be worth the remaining %726 million.
These figures arse summarized as follows:

Division of Sale Price Botwesn Port Authority and ity
[millans)
Port Auth. NY City Total
Book value of assat 5754 8128 81,480
Pregsent value of incoms 187 E&2 745
stream {25 vears)
TOTAL: 5941 $1,288 82,229

A mutually beneficial deal aight therefore be struck in which
the PA receives it=s portion of the airports' value {(its neat
Investment plus the present value of jit2 incompe =tream), totalling
2941 millian, and the ity receives lts portion of %1.29 killion.

The City would benefit financially to a much greater extent
than ainply from regeiving ita share of the sale price. By
selling the alrports, the City would be returning these wvaluable
propertie=s to the property tax rolls. Hence, in addition to the
cna-tine capital windfall of %1.29 killion, the City would begin
receiving property tax pavaenta oh the extenaive acreage which
comprises the airports. At the current rate of 59.50 per 5100 of
assesved (nmarket) value, these propertles waorth 52.22 billion

FIGURE 2: PROJECTED INCOME FROM PROPERTY TAXES |
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would genarate somes $21% million in annual property tax revenue.
That 1% nearly 3.5 times as much as the Cclty currentliy receivae in

annual laase payments {Flogure 2).

In addition, the 2ity would receivae city lncome tax revenuss
from the privately owned alrports. Conservatively assuming thea
same 544 million of annual average revenuaes (aftar depreclation
and amortization} that has oecurred over the past elght yeare, and
applying the B.A5 parcant corporate income tax rate ylelds an
annual tax of £3.89 milllen.

overall, the fiscal benefits to New York City of selling Iaa
and JFE, compared te retaining the status guo, cen ba sumnarized
by comparing present values of the two alternatives. For the
status guo, wa have already calculated tha pramant value of the
leage payments ax £562 millicon. Using the sama 25-yeary period and
10 percent discount rate, we find that under the airport-sale
alternative, tha preasent valua of the property tax revenue strean
iz 51.92 billisn, while that of the incone tax stroam is 535
millien. BAdding thase present values to the City's portion of the
sale price ($1.29 billicon) gives a total prazant value of this
alternative of $3.24 hillion. This is 5.8 times greater than the
presant value of retaining the statu= guo (see Figure 3).

i FIGURE 3: PRESENT VALUE OF CITY'S ALTERNATIVES
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Thers would also be modest fiscal benefits to other levels of
govermment if the alrports were privatized. aAgain, using tha
conservative figura of 544 million in annual taxable net revenue,
Kew York State would receive corporate income tex revenues {at 10
percent) of $24.4 million per year. And at the federal govarn-
ment'e 1589 affective corporate tax rate of 26 percent, tha 1,5,
Treasury would receilve 511.4 million per yaar.

Property Ta¥ Payments
%$1.92 billion

Zell Alrports
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These revenue estimates ars prabably guite conssrvative,
howavear, The first two years' financial results of Britain'a
privatized BAA showed pre—-tax operating proflta of 24.2 percent
for 1987-88 and 17.2 percent for 1988-89, an average of 20.7
percent, In 1989 T5A and JFK had combined gross revenues of $469
millien. If, under privatization, they were able to earn a pre-
tax profit of 20 percent, that would be $94 millien. &n that
baziz, the corporata income taye=x would be a= follows:

Hew York City (5.85%) $8.3 million
Kew York ctate (10%) $9.4 million
U8 Treasury (26%) $24.4 million.

VITI. IMPTLEMENTATION

The year 1990 is an cpportune time for New York City to
consider selling its two airports., Hot only does the city face a
figcal criasis of conaiderable dimensions, but it is alsc already
in negotiations with the Port dutherity over the teros of the
airport lease. The City could raise the igEue of terminating tha
lea=e and selling the airperta in the courme of theae negotla-
tione, '

Af the owner of tha ajirperts, it i= ba=ically the Clty's
decision regarding what to de with them. TIn 1947, the ity
declded that the best way to meet the need for modern ailrports and
city revenues was to lease the alrpeorts to the FA to ke deaveloped
and cperated., It would certainly be within the City's prerogative
to dacidm that thoze intereszts would be better ssrved, 43 yesars
latar, By terminating the leasa, selling the alrports to private
enterprice, and relmbursing the FA for lts expenditures and loss
of future income.

It 1s strongly recommended that the Clty sell the two airports
separately, so that LGA and JFK would be free to competa with ona
ansthar, under different management and cwnership. Thiz kind of
compatition would offer air travelers greater prospacte of fare
raduetions, as hoth alrporte coffered long-hauvl service (for
axample) and hoth bacams mors cpean to antry by new airlines (as
discussed in Sectieon III).

Bazed on the racord of numarous privatizations of government
enterprises, there are a savaral poasible medas of =ale, The City
acild sell the alrports vie public steock offaring, 2= the British
did with BAA and as the Danes are preparing to do with Copen-
hagen's Xastrup. A sacond altermative ias the sale to elther a
single layge firp or a copsortium of firms. An advantage of thie
approach la the poasikility of gaining the expertise of one or
nore firms already in the airpert business. Yet another alter-
native, in principle, ir a W ; though thie
teshnique e generally used for smaller enterprizes than those at
tha bkillion-dallar lewvel. Alternative two iz probably the most
realistic for L&A and JFE.

Humerons datalls remain to he ressarched, regarding posslible
constraints at the leocal (City) and state (New York and Haw
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Jersey) lavel, but man initial review has not identifled any
insuperable barriers at these levels. The Clty oyme the airports
and may chooeae what it wishes to deo with thewm. The Fort Authority
mist protect its invastmant, but it is not regquired by any law to
be the operator of the City's mirports. The contractual relatian—
ehip hetween the City and the PA can ba changed 1f both parties
decide that 1t serves thelr interssts te do so (although it =zhould
ke noted that the current lease agreement apparently containz neo
provisions for marly termination). In addition, the terms of the
Fi's existing sirport bonds must be reviewad for any constraints
which might affact tha proposed change in status of the alrports.

The more significant potential conatraint i= at the federal
leval. Ever since Albany County ascught to sell its airport to a
private conzertium last year, the faderal government—-spucifically
the Faa and ita parent agency, the Department of Tratsportation--
hava been struggling with the issue of ailrport privatization.
Internal and extarnal werking greups have discussed and dehated
the iswue since last December, and have thus far failed to provida
either a deacision with respect to Rlbany (whose revised proposal
calls for a long-term lease-nanagement agresment, rather thanp an
outright sale) or an overall DOT/Fii policy on airpert privatiz-
ation.

Ironically, the core concern of POT/FAA les one that is not
relevant to the New York alrports., DOT and Faa do not want local
govermments to ba able to "divert™ alrport revenue off the
airports and into general city budgets. BRirporte which receiva
federal ajrport grants must agres to vericus "assurances" which
inolude a provisicon that all airport revenue must remain on the
airport. Yet the basic provisione of the Clty/PA lease agreement
already provide for the City to receive 75 percent of net alrport
revenues as its anhual leasa payment. These leass tarms pre-date
the FAA grant language and have therefore beaen grandfathered in.
LA and JFE have recalved federal airport grants over the yaars
despite the fagth that alrport revenuesz ars regularly "divertsd®
into the City's general-fund coffers. It would be politically
quite difficult for DOT to tell Wew York ity that it could not
change lts pelicy on running its alrporta bacause ths change would
permit revenues te flow inte the City'a treasury--when airport
revenues havea bean doing just that since 1847,

The FAAR could ralse another, related issue: that of the
federal investment in LEA and JFK. &wver the years, the various
airpert grant programs (FARAP, ADAP, AIF) have provided approx-
imately $150 million o JFK and %105 million to LGA for varlous
capital Imprevemants. The agency night reguire that thase eumsz be
repaid, as a vondition of the alrports being ssld, if the
purchaser was not willing to ablde by all the grant assurancas
which hawve accompanied this ald. Thik would add a modest sum to
the total coet of the transaction, tha sesct amount depending on
how thia accumulated investment anded up belng valued (a.g., to
what extent 1t would be dapreciated).

In addition to these grant funds, the FAA hae alss invested in
tha contrel towers and landing aids at the two alrports. Under
current law, 1f the airports wara =cld, these lecal aTC fFacilitiss
would remain with the Fal, and their value would be irrelavant to
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the gire of the transaction. As noted in the discussions in
Sectlions ITT and IV, however, some of thae benaefite of privatiz-
atien would not ke realized nnleass the sonkcrol towers apd landing
alde aleo passed inko prlvate cwnership. If federal law wers
changed to parmit divestiture of the local ATC facilities (with
the centrollers beconing alrpert employvees), there would be
additicnal capital and operating costs to take ilnte account in
gtructuring the financial transacticns.

The federal policy envirenment regarding ajirport privatiz-
ation, though somewhat murky as this 1s writtan, is likely to ba
considerably olarified during 1990. What are now some rather
large uncertainties and possaible barriarsg meay well be cleared away
either by administratiwve action or by legislestion, or both, glven
the growing interest in airport privatization on the part of
airport cperators, investment bankers, and airport nsare.
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