


Elimination of the Use of APO-90-7 Benefit/Cost Analyses for
The FAA Contract Tower Program

Background

The Federal Aviation Administration’s (FAA) Contract Tower Program is a 26-year
government/industry partnership that has provided essential air traffic safety services at
U.S. airports since 1982. The FAA controls and oversees all aspects of the Federal
Contract Tower (FCT) Program, including operating procedures, staffing plans,
certification of contract controllers, security and facility evaluations. The program has
won strong bipartisan backing in Congress, and the U.S. DOT Inspector General has
repeatedly verified the tangible benefits and cost-effectiveness of the program for
taxpayers and stakeholders.

Historically, the FAA has conducted Benefit/Cost Analyses (B/C) using the methodology,
data inputs, and algorithms outlined in FAA Report APO 90-7, “Establishment and
Discontinuance Criteria for Air Traffic Control Towers” for all Air Traffic Control Tower
(ATCT) locations operated under the FCT Program. Application of the APO 90-7 criteria
includes the use of existing and forecast airport operations, scheduled commercial air
service aircraft types and based aircraft data among other inputs to determine the
“benefit” side of the equation where accident prevention and flight efficiencies are
quantified. The “cost” side of the B/C equation is determined by the contractor’s cost for
operating the ATCT. The resultant B/C is the net present value of the cumulative
benefits divided by the discounted” operating cost spread out over 15 years.

If the B/C is determined to be equal to or greater than 1.0, the ATCT will continue to be
fully funded by the FAA for the next two years. However, if the B/C is calculated at less
than 1.0, the airport operator (Sponsor) is advised that, while the ATCT can remain
operational under the FCT program, the Sponsor is required to pay a pro rata share of
the operational costs. This congressionally authorized "cost share" program has been
funded by Congress on an annual basis, ostensibly to provide a safety net for Sponsors
desiring to maintain their controlled airspace and who would otherwise face closure due
to the failure to meet the 1.0 B/C threshold. Over the past five years, only two FAA
contract ATCT sites have been terminated due to the Sponsor's inability or refusal to
fund the pro rata share.”

Currently 242 airports in 46 states — approximately 50% of the nation’s towered airports
— participate in the FCT Program and handle about 25% of the control tower operations
nationally, which is nearly 29 million operations annually. The implementation of the
FCT Program has been a highly visible public/private sector success story,
demonstrating that significant savings can be achieved to enable the continuation of air
traffic control services at many of the nation’s smaller airports with no reduction in safety.
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The Problem

The use of the APO-90-7 B/C analysis process to continually measure the ratio of
benefits to cost appears to be an inappropriate tool for managing a governmental
services contract and especially for making site-specific operational funding decisions.
The B/C process was originally developed to assist in making capital investment
decisions. The complex B/C algorithm extrapolates operational and cost data for 15
years into the future, indicative of a rationale for justifying major capital expenses using a
return-on-investment (ROI) philosophy. It should be noted that the FCT Program is
the only services contract within the FAA that uses a B/C analysis on a regular
basis. FAA's contract weather services, flight service stations (FSS), navigation
equipment maintenance, and other similar services are not subject to any sort of B/C
analysis to determine continuation or termination decisions. Moreover, FAA-operated
ATC Tower facilities are not subject to the APO 90-7 B/C analysis.

The APO 90-7 B/C analysis does not measure many of the intangible benefits of having
an ATCT. For example, the B/C does not consider the added safety benefit to the
airspace in major metropolitan areas and regional airport systems, particularly the
negative impact that would result if one or more Contract ATCT facilities in the region
were to be closed. The B/C also does not recognize that Contract ATCT facilities
contribute significantly to local communities by providing economic benefits such as jobs
and by enhancing the marketability and attractiveness of these airports for new tenants
and users. The FCT Program has been a successful component for assisting local
communities in their ability to attract and develop general aviation and commercial air
service while promoting economic development and job creation.

FAA-APO-98-4 (Economic Analysis of Investment and Regulatory Decisions) indicates
that the FAA has also recognized that the use of a B/C Analysis is unrealistic when
applied to Governmentally produced or regulated outputs, it states “Governmentally
produced outputs (or outputs required to be produced by regulation) are usually not sold
under market conditions making it difficult to determine their value to consumers and the
benefits they may provide to the rest of society”. APO-98-4 also indicates that “to
conduct a benefit-cost procedure requires that alternative methods of producing the
output be identified. The benefits of each alternative are then valued in dollars and
compared to their expected costs. That alternative for which benefits exceed costs by
the greatest amount is identified as the project alternative to be undertaken. The action
is worth taking because benefits exceed costs. It is best because benefits exceed costs
by the greatest amount.”

As a recurring activity, the preparation, calculation, and dissemination of the B/C ratio for
each of the 242 airport sites included in the FCT Program require extensive utilization of
the FAA staff labor. Traditionally, the B/C analysis process has required the involvement
of several separate divisions within the FAA. When at least 93 percent of the Contract
Tower facilities are perennially above 1.0, the need to recalculate all 242 airports’ B/C is
a gquestionable use of FAA staff resources when compared to the heavy workload it
requires.



Proposal

Since it was originally developed to assist in making long-term federal capital equipment
and facilities investment decisions, the B/C analysis is an inappropriate tool for federal
services contracts. Furthermore, the B/C ratio does not reflect the true and full value of
ATCT services in terms of flight safety versus the relative cost of the program.

Determining B/C ratios for the FCT facilities requires extensive effort on the part of FAA
headquarters staff to update and maintain specialized data and to communicate with
Regional Staff and Airport Sponsors on B/C issues. From a practical perspective, it is not
cost-effective for FAA staff to regularly recalculate B/Cs for airports that are not in
danger of having their B/C falling below 1.0. As a precedent, FAA has made similar
determinations. For example, when justifying AWOS equipment at low-activity airports,
FAA management determined that it is “not cost-effective to maintain the benefit-cost
model for the number of airports that would be subject to the former benefit-cost policy”.”

It is, therefore, recommended that the FAA discontinue the process of regularly
calculating B/C ratios for airport locations in the fully funded FCT Program unless an
airport’s annual air traffic operations level dropped by at least 30 percent in a given year.
This would then trigger review of the B/C for that particular airport. It is also
recommended that FAA work with the USCTA on new standards consistent with this
proposal.

Summary

Through an equitable and balanced approach to administering federal funding for the
operation of Air Traffic Control Towers under the FCT Program, airports benefiting from
the Program will continue to recognize that full funding is never guaranteed and
participation does not constitute an entitlement. To that end, local and industry interests
will continue to express support for the FCT Program and the full funding necessary to
meet the needs of air traffic control services.

It is very apparent that Contract Air Traffic Control Towers operating alongside FAA-
staffed facilities nationwide serve as a vital part of our national air traffic control system.
The FCT Program will continue to enhance aviation safety at airports that in many cases
might not otherwise have a tower. In any case, the B/C analysis will never be able to
fully measure the true benefits derived from the FCT Program and should, therefore, be
eliminated.

For further information or questions, please contact Spencer Dickerson of the
AAAE/USCTA staff at 703/824-0500, ext.130 or sdickerson@aaae.orqg.
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