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Mr. Chairman, Congressman Camp, and Members of the Committee, I am pleased

to appear before you today to discuss issues related to financing the activities of the

Federal Aviation Administration (FAA).
My testimony today makes the following main points:

m In reauthorizing activities of the FAA, particularly modernizing and operating the
air traffic control system, the Congress faces a decision about how to split the costs
between users of the agency’s services and taxpayers. During recent years, about
75 percent to 85 percent of funding for the FAA has come from users of the air
traffic control system through various taxes, while the remaining amount has come
from the general fund of the Treasury.

m Under both the Congressional Budget Office’s (CBO?s) baseline projections and
H.R. 915, the FAA Reauthorization Act of 2009, funding for the FAA would con-
tinue to exceed aviation-related revenues if current taxes were extended. That
arrangement adds to the federal deficit: For the most part, the share of costs borne
by taxpayers through appropriations from the general fund represents aviation pro-
grams’ effect on the deficit.

m The Airport and Airway Trust Fund (which records both receipts from relevant tax
revenues and FAA’s spending of those funds) is expected to have an uncommitted
balance—that is, the cumulative difference between amounts credited to the fund
and the budget authority provided from it—of $0.8 billion at the end of 2009.
That balance stood at $2.4 billion at the end of 2004 and has gradually fallen over
the past five years.

m In CBO’s baseline projections (which assume that appropriated funding grows
with inflation), uncommitted balances in the trust fund grow to $4.9 billion by the
end of 2014 (if the Congress continues to provide about one-quarter of the FAAs
funding from the general fund of the Treasury). H.R. 915 would authorize higher
spending than the amounts projected in CBO’s baseline but lower appropriations
from the trust fund; therefore, by CBO’s estimates, the proportion of the FAA’s
funding appropriated from the general fund would be higher, as would the uncom-
mitted balances of the trust fund.

m About 70 percent of the funding that comes from users of the system is based on
various taxes imposed on the sale of tickets for commercial aviation. Under current
law, the number of passengers and the fares that they pay largely determine the rev-
enue inflows to the Airport and Airway Trust Fund. However, the operating costs
incurred by the FAA, coupled with the cost of congestion borne by all users of the
air traffic control system, depend on the number, location, and time of flights.



m The issues now being considered by the Congress will have important conse-
quences for how efficiently the national airspace is used in the future. The current
financing system provides limited incentives to air carriers and general aviation fly-
ers to use the system efficiently in congested areas—but structured differently, by
linking the taxes paid by users of the system to the cost of providing air traffic con-
trol services, the financing system could help to reduce the potential for increasing
congestion and delays.

Funding for Federal Aviation Programs

This testimony addresses federal aviation programs that are funded through the Air-
port and Airway Trust Fund. Most of those programs are administered by the FAA,
but they also include payments by the Department of Transportation (DOT) to sub-
sidize air service to small communities. The FAA receives funding for most of its pro-
grams and activities—operations; air navigation facilities and equipment; and
research, engineering, and development—in annual appropriation acts. The bulk of
those resources are used to operate and maintain the air traffic control system. In
addition, the FAA receives funding in a different form for the Airport Improvement
Program (AIP), which makes grants to airports for projects to enhance safety and
increase their capacity; that funding is provided in authorization acts as contract
authority (a mandatory form of budget authority). Finally, DOT receives annual
appropriations to make payments to air carriers to subsidize their costs to provide ser-
vice to certain small communities.

Most benefits of federal aviation programs, particularly those derived from air traffic
control services, accrue to users of aviation services. Therefore, a strong case can be
made that users of those services—including passenger and cargo carriers that provide
scheduled service; commercial and noncommercial general aviation operators, which
provide service that is not scheduled; and air passengers and other customers—should
pay a substantial portion of those costs. Some benefits of aviation programs accrue to
the economy as a whole because they foster commerce and employment and support
flight operations of federal agencies (particularly the U.S. military) and state and local
governments. That fact suggests that taxpayers in general should provide some sup-
port for those programs.

Historically, a combination of taxpayers and users of air traffic control services have
been paying for aviation programs from the general fund of the Treasury and the Air-
port and Airway Trust Fund, respectively. That trust fund is an accounting mecha-
nism in the federal budget that records receipts from certain taxes paid by users of the
air transportation system—primarily excise taxes on commercial airline tickets—and
cash outflows for a portion of the FAA’s programs and other aviation-related activities.
The fund is also credited with interest on its unexpended balances. Annual spending
from the fund is not automatically triggered by the collection of tax revenues or trans-
fers of interest earnings but is controlled by annual appropriation acts. In recent years,
between 15 percent and 25 percent of the agency’s funding has been appropriated



Figure 1.
Sources of Funding for Aviation Programs, 2004 to 2009
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Source: Congressional Budget Office.

Note: Funding for aviation programs includes amounts for the Federal Aviation Administration’s
(FAA’s) operations; the Airport Improvement Program; air navigation facilities and equip-
ment; research, engineering and development; and the Department of Transportation’s pay-
ments to air carriers to subsidize their costs to provide service to certain small communities.

a. Excludes $1.3 billion of appropriations from the general fund provided under
PL. 111-5, the American Recovery and Reinvestment Act.

from the general fund of the Treasury, while the rest has been derived from taxes
imposed on users of the services; the resulting receipts are deposited into the Airport
and Airway Trust Fund and made available by the Congress from that fund (see
Figure 1).

For 2009, the Congress provided $15.8 billion in funding for aviation programs via
the normal appropriation and authorizing legislation. That amount included nearly
$12 billion in discretionary appropriations provided by the Omnibus Appropriations
Act, 2009 (Public Law 111-8) for the FAA’s programs and related activities of DOT
and $3.8 billion in mandatory contract authority for AIP provided by the Federal Avi-
ation Administration Extension Act of 2009 (P.L. 111-12). About 76 percent of that
funding for 2009—;just over $12 billion—is derived from the Airport and Airway
Trust Fund, and the balance, 24 percent of the FAA’s funding—or $3.8 billion—
comes from the general fund of the Treasury. In addition to those amounts, the recent
economic stimulus legislation—the American Recovery and Reinvestment Act (

PL. 111-5)—provided $1.3 billion in general fund appropriations to the FAA. Most
of those funds—$1.1 billion—was provided to make additional AIP grants to support



capital projects at airports; the remaining amounts will be used to upgrade facilities
and equipment related to the air traffic control system.

Aviation-Related Taxes

Currently, users of the FAA’s services provide about three-quarters of the agency’s
funding. In principle, taxes that reflect the costs of producing a system encourage effi-
cient use of it because users’ choices take those costs into account. Aligning revenues
and costs in the context of the air traffic control system would have two significant
implications. First, users of the system, rather than taxpayers as a whole, would have
to bear most of the costs of providing air traffic control services. (That largely occurs
now.) Second, because costs are generated in large part by moving aircraft through the
system, taxes would generally have to be more aligned with that activity than with the
number of passengers or their fares. Allocating costs efficiently and fairly among dif-
ferent types of users presents challenges, however—especially for systems that are cap-
ital intensive, like the air traffic control system.

The Current System of Aviation-Related Taxes

Tax revenues credited to the trust fund in 2008 totaled $11.8 billion. About 70 per-
cent of those tax revenues came from ticket taxes that are based on the number of
commercial passengers and the fares they pay, and another 20 percent were derived
from the tax on international departures and arrivals (see Figure 2).

Since 2000, revenues from those taxes have grown at an average annual rate of about
2.6 percent, compared with a growth rate of 4.9 percent for nominal gross domestic
product (GDP) over the same time period. After falling in 2001 and 2002 as a result
of economic weakness and the September 11th terrorist strikes, receipts grew at an
average rate of about 5.9 percent annually over the next six years, slightly above the
5.7 percent average annual gain in GDP over the same period.

Revenues credited to the trust fund have been growing at rates similar to that for
nominal GDP largely because passenger air travel, the primary source of the revenue
stream, tends to increase in line with overall economic activity. Revenues credited to
the fund have outpaced the government’s total receipts from excise taxes because the
bulk of the trust fund’s revenues accrue from taxes levied as a percentage of a transac-
tion’s value, or ad valorem—whereas most excise taxes are levied per unit. Although
unit tax receipts increase only as the number of items or amount sold (gallons of gas,
volume of alcohol, and so forth) increases, ad valorem tax receipts also increase along
with the price of the taxed items. Therefore, ad valorem taxes are linked to nominal
sales levels, which tend to track general economic activity. Other major taxes provid-
ing revenues for the trust fund are levied as unit taxes but are set at rates that are
indexed to inflation, which maintains a connection to both prices and economic
activity.



Figure 2.

Sources of Revenues Credited to the Airport and
Airway Trust Fund in 2008
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Note: The total revenues credited to the Airport and Airway Trust Fund in 2008 were $11.8 billion.

Implications of Users’ Funding of Aviation Programs

The design of the funding system for the FAA and related aviation programs will
affect how the air traffic control system is used in the future and ultimately how much
congestion future travelers will face. Before the current economic downturn, conges-
tion and delays had risen to record levels in the United States. Although caused by a
variety of factors, delays ultimately reflect increases in the demand for air traffic con-
trol services beyond the capacity of the system. According to data from the FAA, in
2007 and 2008 about one-quarter of all commercial flights in the United States
arrived at their destination at least 15 minutes after their scheduled time. Correspond-
ingly, in 2007, about 680 million passengers boarded nearly 10 million domestic
flights in the United States (see Figure 3). While both of those figures have declined
somewhat from their peak, increasing demand for travel is expected to return when
the economy begins to recover from the current recession.

The congestion caused by high demand for air travel has been exacerbated by how the
system is used. Over the past decade, commercial air carriers have tended to substitute



Figure 3.
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Source: Congressional Budget Office based on Department of Transportation, Bureau of
Transportation Statistics, U.S. Air Carrier Traffic Statistics (Various years).

higher frequency service with smaller aircraft for less frequent service with larger air-
craft. As a result, the average number of seats on the aircraft per departure declined
from about 130 to 120 over the past decade despite the rising demand for air travel.
The shift to more frequent commercial service reflects changes in demand, including
the value that lucrative business travelers place on options for departures. However, it
also reflects the incentives built into the system of taxes that pay for the system. Most
of the taxes are linked closely to the number of passengers and the fares that they pay
and not to the number of operations. But the cost of providing the air traffic control
system is driven largely by aircraft operations. Because congestion is caused by a vari-
ety of factors, several mechanisms are probably needed to address it, including better
technology. But one such mechanism could be to better align the charges that pay for
the air traffic control system with the costs of providing it.

Status of the Reauthorization of the FAA

The Vision 100—Century of Aviation Reauthorization Act (P.L. 108-176), the most
recent multiyear authorizing legislation governing spending for aviation programs,
expired at the end of fiscal year 2007. Since that time, aviation-related taxes and
spending have been continued through a series of short-term extensions. The most
recent such extension was the Federal Aviation Administration Extension Act of 2009,



which expires at the end of fiscal year 2009. Continuing those taxes and spending for
aviation beyond that time will require the enactment of further legislation.

H.R. 915, the Federal Aviation Administration Reauthorization Act of 2009, as
approved by the House Committee on Transportation and Infrastructure on March 5,
2009, would reauthorize spending for the FAA and related programs through fiscal
year 2012. In general, H.R. 915 would authorize higher levels of funding than those
reflected in CBO’s baseline projections, particularly for air navigation facilities and
equipment. In its current form, the legislation does not address the extension of the
excise taxes that are credited to the Airport and Airway Trust Fund.

The Budgetary Impact of Aviation Programs

Because the aviation taxes do not cover all of the costs of federal aviation programs,
the combination of those taxes and programs contributes to the federal budget deficit.
In fiscal year 2008, for example, spending for the FAA and related aviation programs
exceeded receipts from aviation taxes by $3.1 billion.

By CBO’s estimates, revenues generated by the current set of aviation taxes, if
extended, would not be sufficient to fund aviation programs under either CBO’s base-
line projections or H.R. 915 (see Figure 4). Under either scenario, the combination of
aviation taxes and spending for aviation programs would continue to contribute to

federal budget deficits.

Revenues from Aviation Taxes

The Airport and Airway Trust Fund is credited with revenues from taxes levied on the
transportation of persons and cargo by air and on jet fuel and gasoline used in both
commercial and general aviation. Under current law, most of the taxes credited to the
trust fund are scheduled to expire after September 30, 2009. CBO estimates that rev-
enues dedicated to the trust fund will total $11.2 billion in fiscal year 2009—a
decrease of 5 percent from the 2008 amount—as the economic downturn is expected
to cause a sharp decline in consumer and business demand for air travel. Data avail-
able from the first four months of fiscal year 2009 (that is, October 2008 through Jan-
uary 2009) show a drop of about 10 percent in domestic air travel compared with
traffic during the same period a year earlier. With no significant change to overall
ticket prices, the falloff in traffic indicates a reduction in airlines’ receipts and, by
extension, a decline in federal revenues.

In its baseline projections, CBO assumes that those taxes will be extended indefinitely
at current rates. (The rules governing those projections specify that excise taxes dedi-
cated to a trust fund, if expiring, should be assumed to be extended.) On that basis, by
CBO’s projections, trust fund revenues will increase by 5 percent, to $11.7 billion, in
2010 and grow at a similar rate in subsequent years as economic conditions improve.
If the current system of taxes remains in place, average annual revenues are projected
to grow by 5.3 percent from 2009 to 2014—slightly higher than the 4.2 percent



Figure 4.

Projections of Aviation-Related Revenues and Funding
Under CBO’s Baseline and H.R. 915, the FAA
Reauthorization Act of 2009
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Note: Funding for aviation programs includes costs of the Federal Aviation Administration’s (FAA’s)
operations; the Airport Improvement Program; air navigation facilities and equipment;
research, engineering and development; and the Department of Transportation’s payments
to air carriers to subsidize their costs to provide service to certain small communities.

average annual growth rate projected for nominal GDP—reaching $14.5 billion by
2014 (see Table 1).

Projected Spending for Aviation Programs Under Assumptions in

CBO’s Baseline

CBO’s baseline provides a benchmark for considering future levels of spending for
aviation and related programs. The agency calculates the baseline projections of dis-
cretionary spending by inflating the most recent enacted amounts of funding for
future years and estimating the outlays that would result. Pursuant to rules that gov-
ern the calculation of the baseline for certain expiring mandatory programs—such as
contract authority for AIP—the baseline assumes mandatory funding for that pro-
gram in 2010 and future years will remain at the 2009 level of just over $3.8 billion.

Under CBO’s baseline, total funding for the FAA and related activities by DOT will
grow with inflation and reach $17.0 billion in 2014; estimated outlays for aviation
programs will total $15.7 billion in 2009 and grow to $16.9 billion by 2014. Under

those assumptions, outlays will exceed revenues from aviation taxes by $4.5 billion in



Table 1.

Historical and Projected Revenues from Aviation Taxes
Credited to the Airport and Airway Trust Fund

(Billions of dollars)

Average, Actual Projected

2005-2007 2008 2009 2010 2011 2012 2013 2014

Passenger Taxes 7.6 8.2 7.7 8.1 8.6 9.0 9.5 10.0

International Departure/Arrival Taxes 2.0 2.3 2.3 2.3 2.4 2.6 2.8 2.9

Aviation Fuel Taxes 0.8 0.7 0.7 0.7 0.8 0.8 0.8 0.9

Cargo Taxes 0.5 0.5 0.5 0.6 0.6 0.6 0.7 0.7
Total, Revenues Credited to the

Airport and Airway Trust Fund 109 118 112 11.7 124 13.1 138 145

Source: Congressional Budget Office based on Department of Transportation, Bureau of
Transportation Statistics, U.S. Air Carrier Traffic Statistics (Various years).

2009 and by declining amounts in subsequent years. By 2014, that difference shrinks
to $2.4 billion (see Table 2).

Projected Spending Under H.R. 915, the FAA Reauthorization Act of 2009
H.R. 915 would authorize appropriations for the FAA’'s major programs and provide
contract authority for AIP in amounts that exceed the funding projected in CBO’s
baseline by $5.7 billion over the 2010-2012 period.! To project funding through
2014 under H.R. 915 (for purposes of comparison with the baseline), CBO assumes
that funding for 2009 will remain at the enacted level, that amounts for 2010 through
2012 will be provided as specified in the bill, that discretionary appropriations will
grow with inflation after 2012, and that AIP’s contract authority will remain fixed in
subsequent years at the bill’s proposed 2012 level.

By CBO’s estimates, funding under H.R. 915 would increase from the 2009 level of
$15.8 billion to $17.6 billion in 2010 and grow to $19.5 billion in 2014—about
$2.5 billion (or 15 percent) above the baseline level for that year. Outlays would
increase from $15.7 billion in 2009 to $17.1 billion in 2010 and reach $19.5 billion
in 2014. Under those assumptions, outlays for aviation programs would exceed reve-
nues from aviation taxes by between $5 billion and $6 billion a year over the 2010-

2014 period (see Table 2).

1. Although H.R. 915 would authorize additional spending for other aviation activities to be imple-
mented by DOT and other agencies, these estimates reflect the bill’s provisions that apply to DOT’s
payments to air carriers and the FAA’s major programs: operations (including estimated costs for
proposed changes to the FAA Personnel Management System and specified increases for aviation
inspectors and airspace design); AIP; facilities and equipment; and research, engineering, and devel-
opment.



Table 2.

The Budgetary Impact of Aviation-Related Taxes and
Spending Under CBO’s Baseline and H.R. 915, the
FAA Reauthorization Act of 2009

(Billions of dollars)

Actual Estimated Projected
2008 2009 2010 2011 2012 2013 2014
Aviation-Related Revenues 11.8 11.2 11.7 12.4 13.1 13.8 14.5
CBO's Baseline
Funding 15.1 15.8 16.2 16.4 16.6 16.8 17.0
Outlays 14.9 15.7 16.1 16.3 16.4 16.6 16.9
Net Effect on Deficit 3.1 45 44 3.9 33 2.8 2.4
H.R. 915
Funding n.a. 15.8 17.6 18.3 19.0 19.2 19.5
Outlays n.a. 15.7 17.1 18.0 18.8 19.2 19.5
Net Effect on Deficit n.a. 45 5.4 5.6 5.7 5.4 5.0

Source: Congressional Budget Office.
Notes: n.a. = not applicable.

Funding for aviation programs includes costs of the Federal Aviation Administration’s (FAA’s)
operations; the Airport Improvement Program; air navigation facilities and equipment;
research, engineering and development; and the Department of Transportation’s payments
to air carriers to subsidize their costs to provide service to certain small communities.

Funding provided to the FAA by the American Recovery and Reinvestment Act is not
included in the figures presented here.

The Airport and Airway Trust Fund
In addition to considering broader net impacts of aviation-related taxes and spending
on the federal deficit, stakeholders—including the Congress, members of the aviation

community, and the FAA—often focus on balances of the Airport and Airway Trust
Fund.

The status of the trust fund is generally assessed by projecting uncommitted balances,
which represent the cumulative difference between amounts credited to the fund and
budget authority provided each year from the fund. The amounts credited to the fund
include interest on its cash balances, which are intragovernmental transactions and do
not have any net impact on the budget deficit. Because the FAA spends appropria-
tions over a period of several years, the fund’s cash balance is larger than the uncom-
mitted balance at any particular point in time.

Over the 2004-2008 period, deposits to the fund (including interest) were not suffi-
cient to cover total spending for aviation programs, and between 15 percent and
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Table 3.

Income Credited to the Airport and Airway Trust Fund and
Funding for Aviation Programs, 2004 to 2009

(Billions of dollars)

2004 2005 2006 2007 2008 2009°

Trust Fund Deposits (Revenues and

interest) 9.7 10.7 11.1 115 12.4 11.4
Funding from the Airport and Airway Trust Fund
FAA Operations 4.5 4.9 55 5.6 6.4 5.2
Airport Improvement Programb 3.6 3.7 3.1 3.7 3.7 3.8
Facilities and equipment 2.9 2.5 2.6 2.5 2.5 2.7
Research, engineering, development, and other® 0.2 0.2 0.2 0.2 0.2 0.2
Subtotal 11.2 11.3 114 12.0 12.8 12.0
Funding from the General Fund of the Treasury
FAA Operations 3.0 2.8 2.6 2.7 23 3.8
Total Funding for Aviation Programs
(From trust fund and general fund) 14.2 141 14.0 14.7 15.1 158
End-of-Year Uncommitted Balances in the
Trust Fund 2.4 1.9 1.8 1.5 14 0.8
Memorandum:
Trust Fund's Share of Total Funding (Percent) 79 80 81 82 85 76

Source: Congressional Budget Office.
Note: FAA = Federal Aviation Administration.

a. Estimated. Excludes $1.3 billion of appropriations from the general fund provided under
PL. 111-5, the American Recovery and Reinvestment Act.

b. The figures for the Airport Improvement Program represent contract authority.

c. Includes appropriations to the Department of Transportation for payments to air carriers to sub-
sidize their costs to provide service to certain small communities.

21 percent of the FAA’s funding was drawn from the general fund of the Treasury.
Uncommitted balances in the trust fund stood at $2.4 billion at the end of fiscal year
2004 but have gradually fallen since then (see Table 3).

Trust Fund Balances Under CBO’s Baseline

The Airport and Airway Trust Fund’s uncommitted balance at the end of 2008 was
just over $1.4 billion. According to CBO’s estimates, revenues and interest credited to
the fund in fiscal year 2009 will total $11.4 billion, Of the $15.8 billion in funding
provided to the FAA this year (with stimulus funding excluded), $12.0 billion was
derived from the trust fund. Assuming that no additional funds are appropriated from
the trust fund for the current year, CBO estimates that uncommitted balances at the
end of 2009 will total just under $800 million.
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Table 4.

Projected Income Credited to the Airport and Airway Trust
Fund and Funding for Aviation Programs Under CBO’s
March 2009 Baseline

(Billions of dollars)

2009° 2010 2011 2012 2013 2014

Trust Fund Deposits (Revenues and interest) 11.4 11.9 12.6 13.3 141 14.9
Funding from the Airport and Airway Trust Fund
FAA Operations 5.2 5.4 55 5.6 5.7 5.8
All other programsb 6.8 6.9 6.9 6.9 6.9 7.0
Subtotal 12.0 123 12.4 125 12.6 12.8
Funding from the General Fund of the Treasury
FAA Operations 3.8 3.9 4.0 41 4.2 4.2
Total Funding for Aviation Programs
(From trust fund and general fund) 158 162 16.4 16.6 168 17.0
End-of-Year Uncommitted Balances in the
Trust Fund 0.8 0.4 0.6 1.4 2.8 49
End-of-Year Cash Balances in the Trust Fund 9.3 9.2 9.6 10.6 12.2 14.5
Memorandum:
Trust Fund's Share of Total Funding (Percent) 76 76 76 75 75 75

Source: Congressional Budget Office.
Note: FAA = Federal Aviation Administration.

a. Excludes $1.3 billion of appropriations from the general fund provided under PL. 111-5, the
American Recovery and Reinvestment Act.

b. Includes appropriations to the Department of Transportation for payments to air carriers to sub-
sidize their costs to provide service to certain small communities.

There is no clear method for projecting uncommitted balances in the Airport and Air-
way Trust Fund because activities such as the FAA’s operations historically have
received a varying mix of funding from the trust fund and the general fund. Many
alternative combinations of funding levels from those sources could provide the FAA
with the total funding levels projected in CBO’s baseline, and the magnitude of the
contribution from the general fund to the FAA’s programs will be a key factor in the
trust fund’s long-term solvency.

One simple method for estimating uncommitted balances assumes that the amount of
funding provided from the general fund for the FAA’s operations remains at the 2009
enacted level plus inflation (see Table 4). Under that assumption, which CBO incor-
porates in its baseline, the general fund would provide about one-fourth of the FAA’s
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funding in future years, and uncommitted balances in the trust fund would fall to
$400 million in 2010 but then increase to $4.9 billion by the end of 2014.2

Alternatively, rather than allow uncommitted balances in the trust fund to grow, the
Congress could provide a greater percentage of the agency’s funding from the trust
fund, thereby reducing the contribution from the general fund needed to make up
any shortfall. Until 2007, a provision of the FAA’s authorizing legislation effectively
required the Congress to maximize appropriations from the trust fund. The law spec-
ified that amounts in the trust fund should be used first to fully fund the FAA’s capital
programs (AIP and air navigation facilities and equipment) and research activities.
Excess amounts in the trust fund were to be used to support the FAA’s operations—
particularly for salaries and expenses related to operating the air traffic control system.
The provision also authorized appropriations from the general fund for the balance of

the FAA’s operating costs.

If total funding is maintained at baseline levels, policymakers could use the growing
income to the trust fund from extending the current aviation taxes to gradually
increase, from 76 percent in 2010 to 87 percent in 2014, the portion of the FAA’s
funding derived from the trust fund. Another approach would be to maintain, at
about 76 percent, the proportion of the agency’s funding derived from the trust fund
and dedicate future revenues and interest credited to the trust fund (along with
increasing general fund contributions) to support whatever level of total spending is
possible. By CBO’s estimates, extending the current aviation taxes would initially sup-
port about 2 percent less spending than the baseline level of funding for 2010, but by
2014 would permit funding about 10 percent more—under an assumption of a

76 percent share funded by the trust fund. In either case, CBO has assumed that
uncommitted balances in the trust fund remain fixed at $800 million—the estimated
amount for the end of 2009.

Estimates of uncommitted balances in the trust fund in future years are uncertain,
however. Actual balances will be affected by economic conditions, the amount of
funding that the Congress provides for aviation programs in the future, and the struc-
ture of aviation taxes.

Trust Fund Balances Under H.R. 915

H.R. 915 would establish a new formula for allocating amounts credited to the trust
fund so as to reduce the chance that overly optimistic revenue estimates could cause
the Congtess to provide funding from the trust fund that exceeded actual deposits
credited to the fund (as has happened in recent years). Specifically, for the first two
years following enactment, that is, 2010 and 2011, only 90 percent of the revenues
and interest anticipated to be credited to the fund in those years would be authorized
to be appropriated for the FAAs programs. Excess amounts credited to the fund in

2. Funding provided to the FAA by the American Recovery and Reinvestment Act is not extrapolated
in CBO’s baseline.

13



those years would accumulate as uncommitted balances. Starting in 2012, the bill
would authorize appropriations totaling 90 percent of the anticipated deposits for
that year plus any excess amounts that were credited to the fund in 2010 but not
appropriated.

According to CBO’s estimates, revenues and interest credited to the fund under
H.R. 915 would total $11.9 billion in 2010 and grow to $14.9 billion in 2014. Total
funding for the FAA and related programs would increase from $17.6 billion in 2010
to $19.5 billion in 2014. Under the allocation formula specified in the legislation,
uncommitted balances would increase by about $1 billion in each of fiscal years 2010
and 2011, causing an increase in interest credited to the fund. Funding provided from
the trust fund in 2010 would total $10.9 billion, leaving a shortfall of $6.7 billion—
or about 38 percent of total funding—that would need to come from the general
fund. The share of appropriations from the general fund would fall to 30 percent in
2012, when the bill’s formula would authorize the appropriation of excess revenues
credited to the fund in earlier years. After 2012, anticipated growth in deposits would
outpace projected increases in funding, further reducing the contribution required
from the general fund to about 25 percent of the FAA’ total spending by 2014. Under
H.R. 915, CBO estimates, uncommitted balances would increase from $800 million

at the end of 2009 to $3.3 billion by the end of 2014 (see Table 5).

Thus, under H.R. 915, spending on aviation programs would be higher than under
the assumptions in CBO’s baseline, but the uncommitted balance in the trust fund
would grow over the next few years because spending from the general fund of the
Treasury would rise and the system’s users would pay a smaller share of its costs.

The Accuracy of CBO’s Revenue Forecasts

The amount of revenues that would be generated if current aviation taxes are
extended is a key factor in assessing the resources that will be available from the Air-
port and Airway Trust Fund over the next few years. The projections of aviation reve-
nues face a number of uncertainties, however. Air travel is very sensitive to economic
conditions, and the economy can grow faster or more slowly than expected. Oil
prices, an important input into air transportation costs, are especially volatile and can
rise or fall more than expected. Other factors more specific to the air transportation
sector can significantly affect revenues, as occurred after the terrorist attacks of
September 11, 2001.

Revenue projections have tended to overestimate actual outcomes in recent years, but
the estimates produced after 2001 have generally been more accurate than those pro-
duced in 2001 and immediately before. Revenues fell substantially with the recession
in 2001 and following the terrorist attacks, and they did not rebound as quickly as
expected thereafter. From 1999 through 2005, CBO’s forecasts of revenues produced
at the beginning of each calendar year (covering the fiscal year in progress plus the
subsequent three years) exceeded actual revenues over that period by an average of
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Table 5.

Projected Income Credited to the Airport and
Airway Trust Fund and Funding for Aviation Programs
Under H.R. 915, the FAA Reauthorization Act of 2009

(Billions of dollars)

2009° 2010 2011 2012 2013 2014

Trust Fund Deposits (Revenues and interest) 11.4 11.9 12.6 13.4 14.2 14.9
Funding from the Airport and Airway Trust Fund
FAA Operations 5.2 3.2 3.7 51 5.8 6.5
All other programsb 6.8 7.7 7.8 8.2 8.2 8.2
Subtotal 12.0 10.9 11.5 13.3 14.0 14.7
Funding from the General Fund of the Treasury
FAA Operations 3.8 6.7 6.8 5.7 5.2 4.8
Total Funding for Aviation Programs
(From trust fund and general fund) 158 176 18.3 19.0 19.2 19.5
End-of-Year Uncommitted Balances in the
Trust Fund 0.8 1.8 2.9 3.0 3.2 33
End-of-Year Cash Balances in the Trust Fund 9.3 10.9 12.4 12.8 13.0 13.0
Memorandum:
Trust Fund's Share of Total Funding (Percent) 76 62 63 70 73 75

Source: Congressional Budget Office.
Note: FAA = Federal Aviation Administration.

Although H.R. 915 would authorize additional spending for other aviation activities imple-
mented by the Department of Transportation (DOT) and other agencies, these estimates
reflect estimated authorizations for FAA’s major programs—operations (including estimated
increases for the agency’s personnel management system, and specified increases for avia-
tion inspectors and airspace design); the Airport Improvement Program; facilities and equip-
ment; and research, engineering, and development—and DOT’s payments to air carriers to
subsidize their costs to provide service to certain small communities.

a. Excludes $1.3 billion of appropriations from the general fund provided under PL. 111-5, the
American Recovery and Reinvestment Act.

b. Includes appropriations to the Department of Transportation for payments to air carriers to sub-
sidize their costs to provide service to certain small communities.
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about 7 percent.? Although forecasts produced starting in 2002 have become progres-
sively more accurate, they still have overestimated actual revenues by about 4 percent
on average. The forecast covering the most recent four-year period, 2005 through
2008, overestimated revenues by 2 percent.*

With the current forecast of trust fund revenues (excluding interest earnings) totaling
about $48 billion over the 2009-2012 period, each 1 percent deviation of projected
revenues from the actual values would amount to a difference of almost half a billion
dollars over the period. Given the depth of the current recession, the difficulty in pro-
jecting when and how rapidly the economy will turn around, and the normal variabil-
ity in the myriad other factors that affect the price and volume of air travel, the cur-
rent revenue forecast is particularly uncertain.

3. CBO has been independently projecting aviation revenues only since 2006, previously relying on
the FAA to use its models incorporating CBO’s economic forecast. None of the four-year periods
cited contain CBO’s independent projections. CBO’s recent forecasts using its own models have
been very similar to those produced by the FAA, suggesting that the historical track record may
have been similar if CBO had independently produced the projections.

4. All of those projections were adjusted for the estimated effects of new legislation enacted after the
forecast was produced, which such forecasts are not intended to capture.
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