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EXECUTIVE SUMMARY

Boston’s Legan Airport i an underudlized asset of the Commonwealth of
Massackusetts. The afrpor has an estimated markst value of 3786 milliom, if it
were to be offered 10 investars to operate on a for-profit basts, The sale proceeds
could be split between thc airpor’s cwmemt ownes, Massport, and the
Commonvealth, Masspor would receive the airports $400 million book vaive,
which would be sufficient to pay off its airport bonds, settle up with the federal
government, and endow Massport's money-Insing port operations. The balance of
e Goowamoe 5386 million could be uscd by the Commonwealth for other pressing needs.
Comapiitio
R Under private ownership, Logan could be profitable without federal aid and
Toougn, M without increasing landing fees, due to savings on opecating coms, increased roal
gales, and a 33 per-passenger fee. This would penerate sufficient rovenus to
permit investment of $50 million/year in sirport improvements, possibly imcluding
2 long-nceded commuter norway to reduce sirport delays (now costing users §26
million per year).

Logan Adrport, Inc. would be a bewer neighbor, paying 325 milliomfyear in
property taxss to Boston and host-community fees of §1 millionfyear sach 1o
Chelsea and Winthrop. In addition, residents of East Boston, Chelsez, and
Winthrop could become co-owners of the airpont if the company gave 5500 in
stock toevery regisiered vorer, Crver the mext five years, the airporl company
would plse pay 529 millien in federal corporate Laxcs.and $10 million in state
coTpoTals Hes

Privatizing Logan Alrpert would produce a more wser-friendly airpont for air
wravelers, better relations with neighboring communities, and a large financial
windfall for the Commonwealth of Mazsachusetts.



1.  LOGAN AIRPORT BACKGROUND

Al Histary aod Descriptinn

Boston's Logan Airport i3 the ninth busiest aiport i the country. Like
Washingtop, DC's National Airport, Chicago’s Midway, and Dallas's Lene Field,
Logan is located close 1o the city’s downtown-—just thres miles northeast of
*downtown Boston. [ts close-in location is convendent for air traveiers, hut its close
proximicy 10 East Boston, Chelsea, and Winthrop homes and schools has tmade
for woubled relationships with its nejghbors. The airport's 2,400 acres make it one
of the smailer big-city airports.

The airport opened [n 1923 as Bostom Airport, owned by the Commonwealth of
Massachusetts. For its first five years it was leased o the U.S. government for
joint military and civilian use. Between 1928 and 1939 the airport was operated
by the City of Boston, but 1939 legisiation returned it to the Commonwealth. The
Departmem of Public Works expanded the airport’s land area by filling land, and
comstructed a new terminal and hangars.

New legislation in 1948 created a five-member State Afrport Management Board
to operate the airport. Though the Board further expanded the airport, by 1939
it had accumulated $31 million in operating deficits, and there was dissatsfaction
that the sirport was not being managed well enough to keep up with the growth
in air traffic. The legislatore created Massport in 1936, and renamed the airpart
after Lt. Gen. Edward Lawrance Logan. Massport ook over operation of Logan
Adrport in 1939 and began a major expansion program. New terminals and a new
control towwer were built, and 90 mare acres of the harbor were flled in the area
known a& Bird Island Flats.

Logan is served by 44 airlines: 14 major U5, airlines, 14 commuter airlines, and
16 foreipn flag camiers. The five larpest airlines--Deita, USAir, Northwest,
American, and United--handled some 60% of the passengers at the airport in
1990, Logan is known as an O&D (Origin & Destination) airport, rather than a
hub. More than 0% of total passengers bejnn or end their trip in Boston, rather
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than vsing Logan as a transfer poimt fram another origin 1o another destination.
However, the airport does serve as a bub for regional and commuter airfine
service in New England. In FY 1990, such flights represented 34% of airline
aircraft operations, eompared with 38% domestic and 8% imernational.

General aviation-privately awaed aircraft vsed by individuals and businesses--
represents another component of Logan wsers. In FY 1990, general aviation
represented 6.4% of flight activity at the airport. Owver the past decade, it has
been declimng al an averagé of 2.8% per year. By comrast, the other segments
of aircraft activity have all grown steadily: domestic airline flights by 4.3% per
year, international flights by 9.8% per year, and commuteriregional flights by
11.9% per yoar (see Figures 1 and 2).

Passenger activity also shows quite differeént prowth rates over the past decade
(see Figures 3 and 4), Domestic airline passengers increased from 12.8 million in
19£2 to some 17.2 million in 1991, about 3.5% per year. Intcrnational passengers
grew faster, from 1.9 million up to 3.1 million, nearly 6% per year. But regional
and commuter passengers nearly tripled, growing from around 2 half millian in
1982 to 1.3 million in 1991--growth of more than 149 per y=ar.

In 1989 Logan ranked 10th in the nation in total air cargo volume, It is served by
nine ail-cargo and package/express airfines, which handle 38%% of the cargo, with
the balance being carried in the cargo helds of passenger flights.

In contrast to {5 pre-Masspon years, Logan Airpont consistently operates in the
black, producing a large annual surplus which Massport is able to use w0 subsidize
its other principal enterprises: Hanscom Field, the Tabin Bridge, and the
Maritime (port) operatons. Over the past decade, according to the Massport
figures shown in Table 1, Logan's net revenue {operating revenues 12ss pperating
expenses) has averaged 536 million per year, while the mantime propertics have
averaged a $3.1 million annual loss. (Note: these fipures exciude debt service
costs, capital expenditores, and depreciation.)
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FIGLRE 3
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Logan has fonr major runways capable of bemg used by jet airline aireraft, and
a short {2,500 ft.) runway usable by general aviation. One runway approach has
a Caregory II instrument landing system (IL5) and four other approaches are
equipped with the less-capable Cat. I [LS; none are equipped with the mare
medern Cat. I system. There i a 250-foot high contzol tower, cperated by the
Federal Aviation Administration {FAA).

The airport has five airiing passenger terminals designated A, B, C, D, and E pilus
a general aviation terminai. The commuter airlines operate in terminals A, B, G,
and E; tertninal I is used for charter operations. In addition, there are 12 cargo
buildings containing gver 65{,(00 sq. ft. There are commercial parking facilities
for 10,215 cars, 1 ground roadway svstem, eight rental car facilitics, a Hilton hotel,
fve aircraft maintenance hangars, and a vanety of utility [nstallations.

Maussport has adopted a 10-year plan for modernizing the land-side of the airport-
-ie, the terminals and ground access. Known as Logan Airpant Modemization
Program {LAMPY, it calls for reworking the roadway and ground-transport svstem
in comnection with the Third Hatboar Tunnel project. Projected improvements
include & revised main access roadway loop, expansion of terminals A and E, and
developing a new d&irport transportation center. No expansion of the airside
{runways) is planned.

B. Current Logan Airport Problems

Like most large airports, Logan has s shate of problems. Those problems affect
both its users and its neighbors. The airport has a sericus problem of flight delays,
and it has the angoing problem of opposition to its noise {and therefore to jts
growth) from s neighbors.

The 115, Department of Tiansportation issues a monthly "Air Travel Consumer
Feport” which provides figures on alfling and airport performance. Of the 31
major airports tracked in this report, Logan ranks 215t in s percentage of on-
time arrivals. As of May 1991 {the most recent month reported), 82.1% of
arriving flights were within 15 minutes of their scheduled arrival time. Twenty
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other large airparts—inchuding the huge Dallas/Ft. Warth, New York's JFK, and
Washington National-had better on-time arrival performance. Lagan scored
better on en-time deperturs, ranking 13th out of 31, with 89.0% of departures
cccurring within 15 mimutes of scheduls.

The FAA reports delays in a different way, counting the number of fights delayed
at an airpoit (with delays, again, defined as a deviation of mors than 15 minutes
from scheduled arrival or departee). Of the 55 lavge airports monitored by the
FAA, Logan ranked eighth in the total number of delays for the first five menths
of 1991, Overall, 4,550 flights were delayed in this time perind, giving a rate of
26.7 delays per 1,000 flight operations. While that rate is lower than that of
several larger airports such as Newark (70.5 delays/1000 operations) and
LaGuardia (53.7 per 1,000 operations), is much higker then the rate at ather
airparts of comparable size in the eastern half of the Unired States. Figure 5
compares Logan's delays with those of six other eastern airports with actvity
levels in the same 30-40,000 aperations per month as Logan's. As can be seen,
delays are significantly greater at Logan than at airports with comiparabie leveis
of flight opsrations.

FIGUHE 5
Deluys per Thousand Fllg
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Part of the probiem is that airlines tend to schedule flights more heavily at certain
timeg of day--akin to rush-howrs on expressways, DOT data for May 1991 reveal
that on-time arrivals decline sipnificantly between 5:00 and 10:00 PM (averaging
oniy 72% during thase hours}; similarly, on-time departures reach their daily low
point between $:00 and :00 PM. Logan's pricing structure for landings does not
distinguish between busy and less-busy ttmes of day, and therefore provides no
incentive for vsers to shift marpinel Aiphis out of those times.

Anocther factor in delays is the mismatch between torboprop-driven commuter
planes and jet airliners. The take-aff and landing speed of the commuters is much
lower than that of jets. In addition, wide-body jets {DC-10s, L-1011s, 7475, eic.)
create turbulent air as they move down the runway, requiring additional waiting
time before a smail plane can follow them. The mixing of commuter and large jet
airlmers om the same runways redoces the capacity of those runways—i.e.. the
number of flights that can be handled in a given time pericd. But Logan lacks a
separate mmway that could handle the commuter aircraft away from large jet
airliners.

Delays represent a real cost, i0 bath passengers and airiines. Economists measure
the cost of lost time s an "apportunity cost,’ i.e., as the value of what & person
could have done with the time that was otherwise wasted. In individual cases (e.g.,
missing a ¢ritical business meeting}, the cost may be much higher than in the
average case. A baseline estimate of the cost to passenpers of Logan's delays ean
be obtained by making several "ballpark” assumptions. If we take the averape
value of an air travellers time as $17.50/hour ($35,000 per year), and assume that
the average aircraft deiay is 20 minutes (which is probably conservative, since
DOT and FAA define "delay” as a schedule deviadon of at least 15 minutes), then
the calcuiation in Figure 6 shows that the sxtent of reported delays at Logan
Adrport costs air wavellers in the vicinity of $5 million per year.

Added o this cost is the cost to airfines: salaries of flight crews, wasted fuel
burmed while taxiing in line {or holding in the ait), extrs wear and tear on the
aireraft, ete, The Air Transport Association has caleulated the average cost to an
airfine of delayi on taxiing out to the runway (the most prevalent kind} at $19.64
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COST OF DELAYS AT LOGAN AIRPORT
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per minute. Using the same data in Figure 6, we see that Logan’s reported delays
cost the aitlines some $5.5 million per year. Adding passenger and airline costs,
the total cost is some §10.3 million per year.

But that i8 only the cast of delays reported w the FAA--by definition, anly delays
of greater than 15 minwies, But the ATA has collected detailed delay informaton
since 1985 tracking all delays. Their data show that delays over 15 minutes
account for only 40% of total delay time; in other words, sharter defays constitube
60% of the total time Jost in delays. Therefore, the 31005 miilion cost of reported
dedays represents auly 40% of the total cost of delays. The full cost of all delays
at Logan (including the other 0% of delay time) is some $26 million per year.

Another long-standing probiem is noise. Logan Airport for decades has had a
difficult relationship with its neighbors-—the residents of East Boston, Chelsea, and
Winthrop--becanse the airport [s so close to themn and the noise frem landings and
takeoffs s a wnpible annovance. Oppesition from neighborhood groups has
transiated int the polical demand to limit the growth of Logan Airport

In 1974 Massport was in the process of lengthening runways 2 and 4L and adding
1 new commuter runway designated 14/32. The December 1972 Environmental
Impact Statement for this project {prepared by Landrem & Brown) notes that the
seaward extension of Runway End 9 "will result in a reduction of noise levels in
existing residential areas under its departure path by allowing departing aircraft
to be at higher altitude when passing over the areu. The lateral noise effects of
|amding aircraft will also be reduced since longer runiways reduce the need for full
thrust reversal” The EIS estimated that the runway additions overall would
reduce the population within the "40 NEF" area (s measure of the number of
acres exposed to & given noise intensity} by 8%, after taking into accoumt
improvements that would occur in any event due to the phase-in of less-noisy
aircraft over the decade.

However, after construction was in process, the City of Bostan and some Fast
Boston residents obtained an injunction, contending that the project had not
properly complied with the new state emvironmental protection act. The new
governor and trafgsporiation secretary negosated a settlement, set forth in a 1976




13

consent decree, that permitted completion of the two runway extensions but
forbade their use for landings and takeoffs, and prevented compietion of the
commuter runwzy. Since that time, Masspart poliey has been to not make any
further expansions of the airside (nmways) of the airport. Hance, further noiss
reduction ¢an oniy come abowt viz continued improvements in the aircraft fleet,
rather than from moving the runways further away from the affected land uses.

The Federal Aviation Administration, various business organizations, and aviation
user ofrganizations have all expressed concern over Massport's no-airside-growth
policies over the past decade. These groups contend that present delays at Logan
will get worss in the future, as air travel continues to grow but the airport’s
nurway capacity does not, They consider the prospect of a second Boston-area
airport--currently the subject of ongoing site-selection efforts--to be sufficiently far
in the foture that Logan's capacity may become a constraint on the econamic
vizbility of the Boston metro sres over the next rwo decades.

Another probien to the aviatdon community is Logan Airpert’s unusual financial
situation. All air-carrier airports in the United States recaive pramis from the
FAA, under terms of the 1982 Airport and Airway Improvement Act. Section 511
of this law requires that for airports receiving such grants, "all revenues generated
by the airport, if it is a public airport, and any local taxes on aviation fuel . . . will
be expended for the capital and operating cost of the afrport . . ." Logan Airport
is ane of a handful of airports which is exempt from this reguiatian, since its
enabling act was passed before 1982 and permitted revenues to be sent off the
airport to subsidize Massport's other aperations.

As noted above, Massport uses Logan revenues extensively to subsidize its other
operations, most notably the port, but also Hanscom field and recemly even the
Tobin Bridge (whose tolls remain far below normai levels). The FAA is strongly
opposcd to the use of aifport revenues (o subsidize other municipal operations,
as is the aviation community. While Massport has invested considerable capital
in Logan Adrport, the aviation community has legitimate concerns about the kind
of cross-subsidization that Massport carries out
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2.  AIRPORT PRIVATIZATION: A NEW PARADNIGM

Airports traditionally have been operated by municipalites as nonprofit
enterprises. Generally, much of the airside capital cost is provided in the form of
grants from the FAA, and the FAA pays for and maintains the high-tech landing
aids, and equips and operates the control tower, using FAA employees, The
airlines—the aitpert’s largest customers--make contractua) agreements with the
girport operator to provide for a revetne siream to make payroents on tax-
exempt revenus bonds issued to pay for the terminal faeilities. Many airports (but
not Logan) use so-called "residusl cost agreements,” under which aitline payments
are recalcuiated each yeur so as to bring in just enough revenue to cover the
difference {the residual) between operating costs {including debt service) and all
other revenues. Thus, if revenues from concessionaires (such as patking and
newsstands) go up significantly, landing fees may actually ga down to compensate.
Although the airport may build up some financial reserves, the basic principle is
to operate on a braak-cven basis,

A quite different paradigm i5 that airports can and showld operate as for-profit
businesses. This paradigm is being implemented in the United Kingdor. In 1987,
the Thatcher government soid the former British Adrports Authority to private
investors far $2.2 billion, via a public stock offering. BAA ple owns and operates
Heathrow, Gatwick, and Stansted airparts serving the greater London ares and
the four main Seottish airports. Since its privatization, it has purchased the
Southampton aitport and vhtamed management coniTacts to operate the Biggin
Hil and Southend airperts.

The British government is encuuraging the shift of municipal airports into the
private sector, and Liverpono] in 1990 soid a 76% interast in its airport o British
Aerospace Corp. Several other private firms have develaped or plan to develop
new or expanded airporis as private enterprises. They include the London City
Adrport (in operation), Budge Mining Corporation’s planned airport in Sheffield,
and European Land's proposed major expansion of the Newcastle airport.

Other governments have also moved in the direction of privatizing airports. New
Zezland has corporatized its three international airports and has anpounced that
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they will subsequently be privatized. Denmartk in 1990 announced plans to hald
a public stock offering for the Copenhagen airport. Other countries studying or
planning airport privanzation include Germany, Greece, Jamaica, Malaysia,
Mexico, Simgapore, South Africa, Spain, and Venezuela.

The Reason Foundation conducted a preliminary study in 1990 of the impact of
privatization on the British airports. Among ita eaoclugions were the following:

- Capital investment per year has doubled since the airports were

’ privatized. BAA has expanded its terminals at Heathrow and
Gatwick, buiit 2 major new terminal at Stansted, and has begun
work on a high-speed rail line linking Heathrow with cemtral
London.

. Privatization has led to lower operating costs and increased
produetrvity, BAA output per worker has increased significaptly
since it has become a business enterprise, And continued traffic
growth has led to a net increase in employvees, indicating that the
productivity gains have not come at the expense of the wark force.

- BAA's pricing policies are dramatically different from thoee of US
airports. BAA charges for landings primarily on the vaiue of the
service (rather than charging based on aireraft weight, as done in
the United States). In addition, BAA's rates are higher at peak
times of day and seasons of the year. In economic werms, BAA is
the world’s first airport operator to charge market prices.

- Progress on noise reduction has continued as the BAA airports
have become commercial enmerprises. Brtuin’s stringemt noise
regulations apply equally 1o publicly owned and privately owned
airparts. And BAA impases a surcharge on noisier [Stage 2)
aircraft and offers a discount for quieter {Stage 3} aiteraft, to
encourage users to phase out the former and phase in the latter.
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. Customer satsfaction is at high levels, as measured by monthly
surveys, and has increased since BAA's privatization. BAA has
muved aggressively to increase the retail opportunities for
customers.

. Contrary to airline expectations, the composition of airpart revenue
has changed dramatically over the past decade. In 1983 airside
revenues (charges to airlines constivnted 54% of wtal revenue; by
1990, this proporion had dropped 1o 429, as landside revenues
have spared.,

Private airport nperators, such as BAA and Lockheed Air Terminal (developer
of Toronto's new Terminal 3) have realized that airports represent largely
untapped Business appartunities. Adr travelers are an affluemt group, compared
with the general population. Thers is no good public policy reason why they
should pay less than market prices for making use of airports, as reflected
ultirmately in ticket prices. And there are impartant efficiency/capaeity pains to be
had if airports prce landings and takeoffs at market value (rather than on the
basis of weight).

Adffluent pussengery represent a highly artractive audience for poods and services,
which airport operators historically have failed to fully tap. Under private
ownership and operation, both Heathraw and Toronta’s Terminal 3 include
Harrod's departiment stores. The design of Terminal 3 incorparates maximum
opporttunities for advertisers to purchase space for messages and displays aimed
at affluent travelers. Airports generally have not serivusly pursued potential
markets for meeting faciities, shori-term hotel stays, and recreational services,

In addition, airport real estate is often under-utilized. Land value maximization
iz an entrepreneurial function, in which the profit motive directs decisions toward
the "highest and best use" of wach parcel, consistent with the overall use of the
property (whether it be a shopping mall, industria] park, or mixed-use
development), Because airports are traditionally mun as non-profit enterpriszes,
there is little entrepreneurial incentive to scck the highest-walye Jand vses. And
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because cities do not derive normal property tax revences from airparts, they do
not have strong incentives to promote value-maximizing airport land use, either.

Because Massport operates Logan Airport as a "cash cow" for its other properties,
irs incentives are different from those of the typical municipal airport aperator,
Massport points out that In some respects it already operates Logan as a business.

Specifically:

1y

2)

3}

4)

Massport does not use the residual cost methed of recovering costs
from airlines; rather, it uses the more businesslike compensatory
method, subject to FAA constraims embodied in the prant
aSSUrANCes.

Massport has genérally not entered into long-term use agreements
or terminai leases (with the exception of Terminal A, whose lease
with now-liquidating Bastern Adrlines expires in 1994) and two-
ihirds of the gates in Terminal B (leased through 2001 to the South
Tearminal Corporation). All other gates are operated under annual
rental and fee agreements. Alsa, Massport has retained greater
contml over expansion, by avoiding majority-in-interest clauses in
its Jeases,

Massport has sought to price landings based 1o some degree on the
value of the service, rather than simply by the weight of the aircraft,
in its PACE program. This pricing policy was, however, rejected by
TXOT and 5 federal eourt, om grounds that it was inconsistent with
the FAA prant assurances.

Massport operates Logan with a lean staff of only some 500 diect
employess; private contractors provide a great many services.

Masspont is 10 be commended for the sensible business practices noted above.
(And it should be noted that the absence of many lonp-term agreements with
airlines would make the transition to private gwnership less difficull) But the
agency i= significantly conswrained in i ability to operate Logan as a business
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enterprse. Massport is a government entity serving & variety of public goals. In
serving the multiple goals of operating and subsidizing its other enterprises,
Massport cannot make serving its airport customers its highest or only poornity.
Massport is also constrained in its pricing and other policies by iis gramt
agreements with the FAA {as discussed below in Seetian 3}

More fundamentally, Massport is different from a business in terms of the hasic
incentives affecting its policy and management decision-making. Private ownership
of an enterprise makes a fundamental difference, as many countries are
discovering these days. A i:-rivate firm faces the risk of going bankrupt, unless it
satisfies its custarmers. It also faces the risk of being taken over, via the market
for corporate controd, if it fafls to operats in the hest interest of its shareholders.
These powerful incentive forces do not operate in the public sector.

3 PRIVATELY OWNED LOGAN AIRPORT: WHAT WOULD
CHANGE?

What difference would it make if Lagan Airport were privatized? For purpaoses
of this sectiom’s discussion, we will put aside potential legal and financial
difficalties and assume that a majarity of Massport’s board decides (o sell the
airport, which will subssquently be operated according to the for-profit paradigm
described i the previcus section, How might the airpont operate differently onder
this model? How would Massport’s operations ditfer, and what would be the
impact on city governments and the Commonwealth of Massachuseiis?

A.  Corporate Culture

One probable change wouid be in the corporate culture of Logan Airpore, nc. A
recent froni-page article in the Wall Sireet Sowmal outlined the dramatic changes
which took place at Detroit Desel Corp. after it was sold by General Motors ta
Roger Penske. The company, which had been losing money and market share,
"has pilled a high-speed turtaround,” with sales up 23% in the Gret half of 1991,
Note especially the following comment from the fowrmal article:
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Most siriking: Detraiy Diesel iv doing this with the jame senior management
and howurky werk force thai floundered under General Motors. All that has
changed Ir the ownership—and with it Deirofi Diesel’s enfire operafing
philasaphy and style. The compary provider o teabosk sxample of how an
cutfir can succeed once out of the srothering prasp of & corparate giant,

Just such a transformation has taken place at BAA, formerly the British Afrport
Aasthority, thanks to its privatization, Freed from British civil service rules, BAA
14 now able o pay its senior people market-based salaries (which are significantly
higher than public-sector lavels). Some 90% of BAA employees own stock in the
company, and 45% are enrolled in a payroll-savings plan to purchase more. They
giso are cligible for bonuses based on compaty profits and service levels.
Corporatization and privatizaticn have led to sustained increases in productiviry,
as noted earlier. The corporate culture of BAA has changed from that of a
public-sector departrent to that of an entrepreneurial company.

Thus, the first change we would expect fram privatizing Logan Alrport would be
a change of the corporate culture, with subsequent improvements in efficiency and
mroductivity. Workers and managers would be able to benefit directly, as
sharehclders, from improved performance, and there is eVEIY [SEson (o expect
that private-sector management would bring abont that result.

B. Pricing Freedom

The second major change would be the elimination of economic regulation of the
airpart by the Federal Aviation Administration. (Note: FAA safety regulation
would remain in force.) As part of the privatization decision, Massport would
terminate its existing grant relationship with the FAA (as discussed in section 5,
below), That would mean Logan would no longer be governad by the economic
regulatory provisions of the grant assurances corrently in force. Aithough
Massport has a "grandfathered” exemption from one of the §tandard provisions
in these assurenees ({the provision which requires that all revenues gensrated by
the airport must be spent on the capitsl or operating costs of the afrpont or
airport system), all of the other provisions stll apply. Those provisions seriously
restrict the airport’s freedom to determine its pricing structure. Becoming free of



20

the grant assurances would permit Logan to do the following things that it cannos
da today, under Massport cwnership:

Ly

2

Charge per-passenger fees and spend the revenues on any airport
Project that management desms prudesnt. Airports powverned by
FAA grant assurances must apply for FAA permission to levy a
passenger facility charge (FFC), which permission is granted only
if the airport complies with specific FAA noise-control regulations
{which are less-stijngent than many airports prefer), The FAA
liznits PFCs to a maxirum of $3 per passenper. In addition, those
PFC revenues can be spent only on certzin specific FAA-approved
projeets. in part becavse of these restmrictions, many pubiic airparts,
including Logan, have not yet decided to implement a PFC. A
privatized sirport would have no such hesitation. Since Logan
currenily enplanes over 11 miilion passengers per year, each §1 of
FFC would bring in $11 million annually; thus, a $3 PFC wouid
yieid some £33 million.

Charge market-based landing fees, with peak- and off-pesk
differentials to spread out traffic and esse congestion. Massport
sought in jts PACE program to modify its landing-fee structure to
charge each aircraft 2 per-landing fee in addition to a traditionai
weight-based charge. Commuter and general-aviation user groups
filed suit, on grounds that this pricing policy vinlated Logan™s grant
assurance provision which requires that charges be
"nondiscriminatory.” As noted above, DOT ang a federai appeals
court agreed with this imterpretation. But an airport not covered by
FAA grant essurancss would be able to adopt a pricing structure
that (@) charged each aircraft a basic charge for using scarce
runway space (thereby precluding another aireraft from doing so)
and (b) charged higher prices at congested times and gave
discounts at upcongested times. A privatized airport could also
charge 2 lower prive to commuter and general-aviation aircraft that
used a separate commuter runway (if such a runway existed), taking



21

them out of the main landingftakeoff paths . This would greatly
reduce the apposition to tuch a prieing structure by those users.

3 Charge noise-refated fees, including surcharges on the noisier Stage
2 jet aireraft, and use the proceeds to mitipate noise impacty--e.g.,
forther soundproofing of homes and schools in the airport’s
neighboring communitics. Such noise surcharpes would also
encourage airlines wsing Logan to accelerate their phase-out of
Stape 2 aircraft,

. Airside Improvements

The third majgr chenge if Logan were privatized would very likely be a revision
of Massport’s policy of not making any improvements to the airside, i.e., the
runways. Both the FAA and the aviation user community {which is, after all, the
airport’s primary customer base) are unaninous in supporting the addition of a
saparate commuter runway at Logan. Seetion 1 documented that the growth rate
of commuter and regional airline service s three times that of domestic aifdine
service. This mesns that Logan's alieady-severs delay problems will pet
considerably worse in the coming decade, due ta the basie incompatibility of large
jetliners and small commuter aircraft an the same romways. These delays already
cost Logan users 526 millon per year.

Many studies have concluded that the controversial commuter runway designated
14/32 would be a cosi-effective additan 1o the airport. For example, the October
1982 report for Massport by Flight Transporation Associates (known as the
{doni report) concluded that

The single most bengficial improvement tha! can be made gt Logan Airpon
today s the provision of a second instrirnent approach for finsmment flight]
conditions.... The second instrument approach capabifity cowld be provided
by the bi-direcrional 14/32 rusway, and to g lesser extenr by the unidirecional
14/32 runway
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The Odoni study reported the resulis of computer simulations indicating that "very
significant veduetions in delay can be achieved at Logan” by this means.

Druring the past several years, the FAA has continued to urge Massport to
preserve the gption for adding this runway. [t has organized a Baston Task Force
to study possible enhancements to Logan's capacity. Members include FAA staff
peopie, aitline representatives, air waffic control experts, and Massport. More
than two dozen possible Improvements were studied: airfield changes, facility and
squipment changes, and operational improvemnents. Each was evaluated using the
FAA’s Runwsy Delay Simulation Model, and for each one, projected annuat
savings—m hours of delay and millions of delay-related dollars-—-were calculated.
Omnly two {mprovements showed dramatic impacts: building conway 1432 and
extending runway 15L/33R, to 3500 ft. in length. Either of these additions would
make a major improvement in the delay problem.

Massport has made the politicat decision oot 10 build any runway capacity, and
has recently approved & new hotel/conference center near the flight path of the
14 end of the proposed 14/32 runway. Construetion of a 15-story hoted on this site,
should it be compileted, would definitely affect the degree o which 14532 could
be used bidirectiomally under instrument conditions. Massport cites a 1976
consent decres under which the Commaonwealth and Massport agreed 1o cease
work on 14/32, This decree remnains in effect, but it provides that the court "may
modify or amend further” the terms of the agresment "upon the motion of any
party." Hence, the issus need noi remain closed furever,

Whether a new private owner would seek to build runway 14/32 or to make some
other runway improvemeants cannot be predicted with any certainty. What can be
predicted iz that the new owper would scek to soive the delay problem and
improve the level of service to its customers, Tt would be stromply motivated to
seek a fresh approach to doing so, in part by developing a more positive
relationship with neighboring communities (as discussed below).



D. Passenger Services

There are many ways in which a private airport owner wauld seek to increase its
revenues from airport passengers, not by gouging them but by increasing thei
opportumities to purchase gonds and services. As noted in Section 2, since
privatization, BAA has dramatically increased the fraction of wral revenues
coming from landside sources, from 46% in 1983 o 38% in 194, One
comparison will iflustrate the mapnitude of the changes. BAA's totel revenue
(from both airside and landside} per passenper is 519.39, whereas Logan
Adrports’s current figure is only $6.50. In other words, BAA derives three times
as much total revermn: from each passenger as does Logan under Massport.

A more instructive comparison is to focus only on landside revenues--money
recaived by the airport for such services as car rentals, parking, restaurants, shaps,
etc. Here the comparison is even maore dramanc. BAA derives $9.80 in such
revenues from each passenger, compared with $2.58 for Logan asirpori—some four
times as much. This clearly suggests there are untapped potentials 1o offer goods
and services {0 Logan’s users.

Ta be sure. Heathrow and Gatwick are major internationz! rransfer points, and
duty-fres shops are one important compoenent of their revenue, far more so than
at Logan. However, Heathrow and Getwick also offer a far greater varcty of
tetail opportunities than Logan or other TLS. afiports. As noled above, there is
now a Harrod's department stors at Heathrow, as well as the world's largest-
volume Burger King.

Numerous other possibilities soggest themselves as offering air travelers
worthwhile opportunities to spend maney. Recieational services--such as Denver
and Pittsburgh's new Tee-Cff and Take-Off golf-playing shops and family fitness
centers—are a virmuaily untapped market, Fullv-equipped business centers, meeting
roums, conference facilities, wnd shor-term hate] facilivies are sorely lacking an
most airports. While Logan has been fairly progressive in adding hrand-name
retailers, there [5 stll large scope for profitoriemied emtreprencurship In
developing additional land-side services for air wavelers.
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E. Relations with Nelghbors

How would a privately owned Lagan Airport relate to its neighbors? To many
residents of East Buston, Chelses, snd Winthrop, the airport is a very unwelcome
neighbor, the source of noise and air pollution. Massport has responded 1o this
adversary relationship by making non-expansion of the airside an absalute, aven
when certain expansions cowid have positive envirenmental benefits. For example,
the Emdrotmental Tmpact Report on the runway projects which were curtailed
by the 1975 consent decree found that those additions (the commuter renway apd
extensions of Tumways 4L and 91 "will result in a facility producing significamt
emvironmental benefits (o the community for vears to come” Specifically,
compared with the "no-build” alternative, it forecast a 209% reduction in total
pollutants and an 8%% reduction in noise expasure.

A fresh management approach to the airport might seek to offer the neighboring
communities positive economic benefits in exchange for emvironmentally sensitive
airside improvements. One immedidte difference between 8 privately owned
Logan and Massport ownership is property taxes. Currently, Massport a5 a whole
pays in-lien of property taxes approxdimately 36 million per vear to the City of
Bostan; sinee the airport constitutes about mwo-thitds of Massports book value,
the airport in effect is paying $4 miilion per year. As private property with a
market value of neatly 3300 millicn {(see Section 47, Logan would pay something
ket §25 million per year to Bostom—more than six times Logan's comment payment,

Massport also makes small in-lien payments to Chelsea and Winthrop: $307,036
and $203,573, respectively, in FY 1991, While a privately owned Logan would
have uo legal ohligation to make such payments, it woold probabiy decide that
significant goadwill would result from paving each carnmunity perhaps 31 million
PET year.

Increased payments to the City of Boston would not preferentally aid East
Boston, And payments to city governments do not necessarily benefit the
individual residents of those communities. Logan Airport, Ine. would have an
additicnz] way of being a good neighbor which Massport lacks: it could offer the
residents of these three communities stock in the company. There are 13,872
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registered voters in East Boston, 9,330 in Chelsea, and 12,045 in Winthrop. A gift
of stock worth $500 per person would cost the company $18 million; additional
shares eould be offered at 8 discount. As co-owners of the company, the airpart’s
neighbors wouid share directly in s protitability, via dividends and stock
appreciation. They would also have a voice in its governance {assuming the shares
carried voting rights).

Oifering ezonomic gain-sharing to Logan's atteeted neighbors s a strategy which
has not been tried before, but precedents of this sort st It [s becoming
common practice in privatization arcund the world to reserve a portion of the
shares of stock for employees, in arder to give them a stake in the company’s
future success. In utility pcn'vatiz.ﬁtinn in Britain and elsewhere, shares are made
available on preferential terms for the utility customers. And in siting new "Tocally-
undesirable land-uses” (otherwise known as LULUS), a successful technigue is
host-community benefit fees, in which the potential host community is offered
various community benefits (e.g. road improvemnents, new communily centers, and
sometimes cash payments) in exchange for agreeing to be the site of the facility.

F. Impact on Massport

Sinee Logan Afrport is currently Massport's cash cow, the decision w sell the
airport could onfy be taken if provisions were made to safeguard the future of
Massport’s other enterprises: the port praperties, the Tobin Bridge, and Hanscom
Fleld.

The port properties are the most significant cash drain. As was shown in Table
1, the port propertics have averaged over 33 million a year in operating losses,
Dwuring the 1980z, Mussport admits to having spent half its capital investment "o
projects that did not generate debt coverage,” ie, which produced no net
revenues. Many of these invesimients were one-time improvements made for
policy reasons rather than economic reasoms, [n the more stringent scal climate
of the 19908, fewsr such mvestments will be possible.

Ome way af directing future port investment In ecanomically sound directions
would be to use some of the proceeds from selling Logan Ajrport to set up a
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limited endowment to cover socially desirable port operations which cannot pay
for themseives, Investing a fund of 3375 million in Treasary instruments at 8%
would yield $3 million a year, sufficlent to cover corrent port operatng losses.
With only limited funds available to cover such losses, further part investments
would have 1o pass a more stringent test in terms of generaiing debt coverage.

Massport owns a large amount of potentially very lucrative real estats in its port
properties (though in today's depressed market it is casy to lose sight of this fact).
Once commercial real estate markets recover later o the decade, Massport will
be in 2 good position to redevelop more of these properties, in pantnership with
the private sector.

The Tobin Bridge was Massport's original cash cow, though it has heen showing
a modest operating loss the past few years. That |nss is due to the failure to raise
bridge tolls tn keep pace with today’s cost of maintenance and cperaton. A 30-
cent round-trip toll is indefensibly low in 1991, No other major uwrban wll bridge
has such exiremely low rates. Moreover, from an environmental standpoing, tolls
are becoming recognized as an important toal of traffic demand manapement.
Particularly with the advent of the Central Artery project, controiling sxpressway
traffic canpestion should be a major palicy objective in the Boston area. Daing 5o
suggests sipnificantly higher 1olls for the Tobin Bridge during rush hours, which
could easity make the bridge self-supportung omee again. There would be no need
to imvest airport sales proceeds in the hridge, when it can and should be a self-
SUPPOTHNgG enterprise--and possitty a contributor of net revenues 1o Massport's
orther remaining enterprises.

Hanseom Field i3 an important reliever alrport for Logan. With the
implementation of market pr[ciflg for general aviation at Logen under prvais
ownership, Hanscom's importance as an aliernate to Logan will be even greater,
Currently, Massport collects virtuaily ne landing fees from Huanscom users and
maintains that the costs of effective billing would be too high. Yet other papulay
general-aviation airports, such as New Jersey’s Mormstown and Teterboro, have
effective billing systerns. Moreover, those airports have become self-supporting
since they were turned over to private management, under long-term lease
agresments. Masspart should investigate the possibility of daing likewise.
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G. Impact on Massachosetts

The primary decision to sell Logan Airport would have 1o be made by the
Commomwealth of Massachusetts, specifically, by the Legislature. What would the
state have to gain from this transaction?

In effect, the state would be meaking the decision to recover itz previous
investment of land and start-up eapital in the airport. Massachusetts has many
critical needs, and relatively limited state fiscal resources. Cther cities and states,
and numerous foreign countries, bave hegun reassessing their various assets to
deterrnine if they might be able to make beiter use of their idle capital by
reinvesting it in more urgent needs.

II the Legisiature decided that private ownership and operation of Logan wonld
offer advantages over public pwnership, amd that a restructured Massport could
meet its other obligations without using the airport as a major source of revenue,
then the state could in good comseience share m the sales proceeds from the
airport. One possible division of the proceeds would be for Massport to receive
sufficient funds to redeern or defease all vutstanding Logan bonds and pay other
settlemment costs {e.g., of FAA grant repayment obligations), and to set up an
endowment for its port operations. That would leave the balance available for
investment in high-prioricy state needs. A preliminary estimate is that this windfail
to the state could be as much as $386 million (ses Section 4),

It would be presumpwous for an gutsider to attempt to spell out what thase high
priority imvestments might be. That wouid best be decided by the Legislature and
the Govemnor, with considerable public input. Passibilitics include start-up capital
for a second Boston-area airport, other major infrasiructure investment, an
endowment for other public purposes (e.g, education, health cars, criminal
justice, ete.) The point is simply that if these estimates are in the right ballpark,
Massport and Massachusetts are sitting on a sizeable asset that could be put to
other uses.
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4. FINANCIAL DETAILS

A. - Yaluation

What might Logan Afrport be worth o private investors? A modest amount of
information can be used to arive at a preliminary estimate. One Jarge-scale
airport sale has taken place—that of BAA in 1987, Three others have been
seriously proposed, In 1988 Merrill Lynch Capital Marckets developed a proposal
to sell Atlanta’s Hartsfield International Airport, but after some inidal interest,
it was not pursued. In 1989 the Danish governmemt announced that the
Copenhagen's Kastrup airport would be sold via a public stock offering, beginning
with 253% of the shares. And in 1990 the New Zealand government announced
that Aucldand International Airport (and o other airparts) would he sold. In all
three cases, valuation studies were carried our, giving us henchmatks to use in
estimating the possible value of other airports.

Airparts vary considerably in size, characreristics, number of operations and
passengers handled, cte. From a commercial standpaint, a business is oypically
valueed based on the futute stremm of revenues it is capable of producing. One of
the most basic ndicators of revenue potential is the number of customers a
business is capable af attracting. Several twpes of wility firms are valued hased on
the number of potental customers they can serve. For example, cellular telephone
and cabile television firms are bought and sald on the basis of & certain number
of dollars per person in the population area served by the firm. One way of
estimating airpart value, by analogy, i5 in terms of the annual enplanements
handled by the airport.

Table 2 shows the annual enplanements at each of the wirports discussed above,
along with the waluation or price of each, and the year in which that value or
price was established. From these numbers, the dallar value per anmuai enplaned
passenger has been computed, These figures are then adjusted for inflation o
1991 doBats. The average of these figures is $69.57 per annual enplaned
passenger. This can be used as a benchmark to estumate the value of Logan
Adrport. With annual enplanements of 11.3 million {not far frum Copenhagen’s
12.2 million), Logan Airport can be valued at 3786 miilion.
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TABLE 2
AIRPOAT YALUATION
Annunl
Alrport ’ Enp W Yaur of £ par 1981 5

el Hlormy 3 milane} ‘Yahallan Enplansment Enplanamant
Heathrow & Gatwick Frf- §1.870 1887 F87.7E raza
Atlarma 24.0 1,500 t3aa 86250 ara a1z
Copenhagen a2 § 5mo 1589 $r3.70 8.7
Auckland 4.5 § 200 1550 Eda 40 $aA.148

[ Averags $658.57 |

Obwviously, this number is only a first approxdmation. What investors wowld
ectually pay for Logan wenld depend on a number of factars. Among them would
be what restrictioms might be included i any deed of sale {presumably, one such
provision would require that the property continue to be used as an airport), what
degree of regulation of airport pricas was to be imposed and by whom, and ather
factars that would mfluence investors’ judgement of the potential riskiness versus
the potential rewards of this investment. Bui ihis momber is defmitely in the
bailpark, in terms of cther actual and potential sales of large commcroial airports.

B Massport's Outstanding Bonds

As of July 1, 1990 Massport bad $465.695 mullion in reverne bonds outstanding.
These bonds are secured by a pledge of all toils, rates, fees, rentals and other
charges from Massport’s projects, including Logan Afrport, Hanseom Field, the
Tobin Bridge, and certain facilities of the Port of Boston. Because the
improvements at Logan have been financed jointly with other Masepart projects,
and because the bond trust zgreement restricts the disposition of Massport
property {s¢c below), the sale of Logan Airpart may require a refinancing of gl
of Masspart’s cutstanding reverue bonds.

Approximately 62% of the ouistanding bonds have been to finance improvements
at Logan Airpart, amouming to $253.73 million, Proceeds from the sale of Logan
could be used to defease or redeem this portion of the total. Monies in the
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Reserve Accousw for the bonds ($17.323 million) would also be available.
Assumming the changes in Masaport operations discussed in Section 3, the 38% of
beomds allocable to non-Logan facifities (approdmately $159.542 million) could be
separately refinanced, at least in part, by a tax-exampt current refunding of
certain outstanding bonds, Some tamble refinancing may also be required.

Massport’s outstanding bonds comprise four separate issues, pursuant to the Trust
Agreement between Massport and State Street Bank & Trust Company:

. 520293 million was issued in 1978
. §71.865 million was issued in 1985
. 5929465 million was issued m 1983
. 590,935 millivn was jssued in 1990,

These bonds are secursd salely by a pledge of Massport’s revenues, allocated in
two ways. Revenues from airport landing and parking fees, bridge tolls, and
certain investment income must first be used for debt service on the 1973 bonds.
Revenues not pledged to debt service nn those bonds, sueh as airport rentals and
concessions, are applied first to pavment of Massport's operating expenses. If
those revenues are not sufficient 10 pav operating expenses, then Massport can
dip imta the revenues devated to the 1978 bonds. Remaining amounts {from both
sourees of revere are then applied to debt service on the 1985, 1988, and 1590
bonds. About 73% of these non-pledged revenues are genemated by Logan

Adrport.

The Trost Agreement contains various restrietions on disposition of property by
Massport which may prohibit a sale of Logan without bondholder consent. In
Section 714 of the Trust Agreement, Massport covenants that it generaily will not
dispose of or encumber any properties financed or refinanced by the proceeds of
the bonds fihe "Projects”), including Logan Adrport. However, Section 714 also
provides for exceptions. Subject to the Enabling Act, as amended from time to
tirne, Massport may sell any lands or rghts or interests in Iands or property of &
Project as Massport shall determine to be not needed or no longer useful in
conpection with the operation or maintenance of such Project. In addition,
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Massport may exchange any such property if it determines that such exchange is
advantageous and in the best interests of Massport.

Henee, if the Enabling Act were ammended to remove the operation of Logan
from Massports mandate, then a sale of all of Logan arguabily would fit within
this exception. Alternatively, if the privatization of Lopan included an exchange
for other property to construct a new airport, this exeeption alse could be
applicable.

However, Section 714 also provides that "Notwithstanding the [other provisions
of Section 714}, the Authority may, if permitted by law, sell or exchange all or any
part of a Project other than apy property necessary for the efficient operation of
Logan Airport [upon the fulfillment of certain financial conditions]." (Emphasis
added.) This lanpuage suggests that no sals of Logan Airport is contemplated by
the Trust Agreement without bondholder approvai.

Although it may be pussibie- 10 abtain the eonsent of all bondholders, this may
prove to be difficolt. It might therefore be necessary to refinance ail of Massport's
gutstanding bonds, including that portion allocable to non-Logan prajects. The
basic appreach would be to redeem the Logan-related bonds from proceeds of
the sale of the airport Funds for refinancing of the nom-Logan prujects could
come ﬁﬁmarﬂy from a tax-cxempt refinancing of the Series 1978 bonds, as
discussed below.

The Series 1985, 1988, and 1990 bonds are currently not subject to optional
redemption. (Massport's revenue bonds are penerally not subject to a call for 10
years after {ssuance.} Such bonds may, however, be "defeased"--i.e., prm-:'sinﬁ for
payment may be made by depositing with the Trustee government obligations
{e.g. Treasury notes) whose principal and interest are sufficient to pay or redesm
the bonds, Upon such deposit, the pledge of the revenues under the Trust |
Agreement and cther cbligations to the bondholders are rerminated and
discharged. Defeasance of all outstanding bonds not otherwise subjest o
redemption will free Massport from the restrictions on disposition of praperty
noted above.
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Of the proceeds from these non-callable bonds, some $136.093 million (529%)
were used for Lagan Ajrport impravernents. Funds necessary for the defeasance
of these honds would be provided from procesds of the sale of Logan (for the
52% poriion) and from a8 taxable refinancing of the remaining 48%. (Current
federal income tax laws would prohibit a tax-exemptl "advance refunding” of the
nom-callable bonds.)

The Series 1978 bonds are currently subject to redemption at a premium of 2%
until Juiy 1, 1992 (declining 1/2% biarmuaily to July 1, 1993). These bonds could
therefore be "called" and refunded on new terms. Such a refinancing may provide
a vehicle for maintaimng some tax-exempt Tnancing with respect 1o Massport's
non-Logan facilities. Atthough the bonds are redeemabte only at a premium, the
Interest rates un refunding bonds (given current interest rates on revenue bonds
of like maturities) may be less than the rates on the Series 1978 bonds (7-18%
o 6-1/255).

L Distribution of Sale Proceeds

The decision 0 sell Logan Airport would have ta be made jointly by the
lemglature and Massport's board, after both concluded that such a transaction
wonlid be in the best interest of the citizens and taxpayers of the Commonwealth.
The presumption would be that those citizens and taxpayers would benefit from
moving the airport nto the private sector and reinvesting the Commonwealth's
previous invesiment i the alrport into other, more pressing needs in the 199s.
How much, then, would be available for such reinvestment?

Amy such transaction would have 10 leave Massport well-equipped to carry ont its
ongoing obligations to operate its other Projects, and 1o fulfill its oblizations to
iy bondholders [(as diseugsed above). [n quantitative terms, whar would be
nacessary to do this? The discussion in Section 3 indjcated that Massport should
be able to make the Tobin Bridge sslf-supporting, as it used to be, by r::smriﬁg
bridge t0lls to realistic levels. Likewise, Hanscom Field, which would have more
general-aviation business after Lagan’s privatization, has strong potential for being
self-supporting (and in any event, has a current operating (o3 which is tiny m
comparisun to Massport's resources).
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Mausspori's major challenpe in a post-Logan era would be to manage its Maritime
operations cost-effectively. Sectivn 3 suggested that a portion of the sales
Froceeds from Logan could be retained by Masspon as an endowment to
subsidize these opetations. A fund of $37.5 million would generate 3 milliom per
year, appitdmately the average annual operating loss on these operations (see
Tabile 1). Massport would retain the ability to issue bonds for port and martime
projects which could generate a return on the investment of bond proceeds. A
fixed endowment for money-losing ventures would bimit the extent to which such
ventures could continue to. be undertaken.

Besides endowing the Maritime operatiops and redeeming $288.73 million of
Logan-related bonds, Massport may need another portion of the sales proceeds.
Under Massport ownership, Logan airport receives federal airport grants. As
discussed below in Section 5, Massport is exempied from the usual restriction
placed on such grantees which requires all revenues generated by the airport to
be spent on the capital or operating costs of the airport. Such an exemption is
highly unlikely to be transferred to Logan’s new private owner. Moreover, it is
uncertain whether a private owner would wish 0 be governed by the economic-
regulatory provisions of the grant agresmenis with the FAA.

Thus, it appears likely that the sale of Lagan Airport wouid involve the
termination of the grant agresment between Masspart and the FAA_ This wouild
require a financial settlement between the parties, whose worst-case outcome
wouid require the repayment of outstanding grants. FAA airport grants have a 20-
year life, so the relevant amount is the total grants teceived during the 20 years
preceding the year of Logan's sale. Assuming (per Massport's estimate) that
Logan Teceives $5 million in such prants in 1992, the 20-year total would be
$73,179,199. How much of that sum would have to be repaid wouid be the subject
of negotiations between Massport and the Justice Department. Many of the
facilities paid for by those grants are partially or fully depreciated by now, so it
15 niot clear that the full dollar amuunt would have to be repaid. But a worst-case
asscsement must make provisions for ap to this total amounnt.

Altopether, then, Massport miphe need the following amounts from the sales
Procesds:



34
. To redeem outstanding Logan Airport bonds:  3288.7 mdilion
. To endow its Maritime operations: 37.5 million
. T sctle outstanding prant ablipations: 73,2 millicm

TOTAL: $399.4 million

Interestingly, this sum s very close to an estimate of the book *alee of Logan
Afrport. Massport's Official Staternent for its 1990 bond issue {p. A-2) lists
$610.928 million of investment in Airport facfites, which is 66% of s tatal
facility invesnment, This gross-investment figure must be adjused by accounting
for depreciatinn, amgrtization, and work in progress. Although this balance sheet
does not aliocate "accumulated depreciation and amorfization” ar "construction
in progress" to the mdividual facilities, an estimate can be made by assuming that
the same 66% applies to these categaries. Applying 66% of the depreciation,
amorhzation, and construction in progress to Lopan, we arrive at an estimated net
asset value of $401.4 million,

The valuaticn estimate derived previously pave a potential sale price of 5756
million for Logan Airport. If Massport were to receive approdmately $400 million
of these proccods, hased on the considerations discussed above, that would leave
some §386 million as net proceeds to the Commonwealth of Massachusetts.

. Five.Year Financial Projection

How viable would a privately owned Logan Airport be? Could it survive without
federal grants? Would it make sufficient profits to attract investors? Could such
a transaction be financed? While a detailed finaneial assessment & beyond the
scope of this study, this preliminary overview is sufficient to esrablish the basgic
casge for Hnaneial feasibility.

Table 3 provides a summary of Massports expected Logan Afrport revenues and
expenses over the next five years (FY 1992 through 19983 The expense figures
are taken om Massport's Capiad Budger, FYPI-FY0, issued in May 1991, A
cover memo explains that the budget reviewed severul spending options and
selected the middle one, summarized on p. 11 of that docwment. In September
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1991, Massport revised i revenue projections for Lopan Adrport, and these

revised (somewhat lower) revemrue figures are the ongs used in Tabie 3,

TABLE 3
LOQAN/MASSPORT
PROJECTED INCOME STATEMENT
%000
FY 52 F¥ 83 FY 29 FY 85 FY 86

REVEMNLES ~
Landing Fams 58,2838 44, 5B3 48,388 48,811 51,362
Parkirmg Faes 37,650 a7, 710 35,532 47.014 43,089
Rentals 40,188 43, 5E2 50,300 53,474 E6.755
Concessions 2,08z 21,554 22810 23,718 24,730
Dthar 20,871 22,054 23147 24 315 25,540

TOTAL REVEMUES 158,0B8 188 B43 181,179 197,333 208 KRS

EXPEMSES *+
Operating &

Maimanance 21,731 54,704 101,779 102,653 118,772
Debt Sapdce 42 B3R 43,147 45,444 61,847 81,644
Payments-in-leu G B84 7130 7234 T.330 F,428
Seffinsurance fund 150 150 150 180 150
Daposk to MR fund 1,400 1,490 1,603 1,18 1,835
Bond resanve deposit 1,850 1,650 774 774 4
(Leas funds from cap. ing) {700 {775) - - -

TOTAL EXFENSES 1M ,658 147,563 157,984 181,628 209,829

MET AVAILABLE {FROM OFERATICNT)}

FOR INVESTMENT 16,428 23280 21,155 15,504 {5,344)
MNor-Logan Imestment 28,000 32,000 28,000 16,008 15,500
Logan Majw Mairtenanca 17,025 11,576 12 155 12,753 13401

SURPLUS [DEFICIT) {20,597 (23,236) (26,9500 {12,959) {32 245}

* Mocepont 0-6-D1 revised figures
** Masspon 91-00 Capital Budget (Takle 4)
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In its capital budget document, Logan was shown as generating sufficient revenue
#ach year to fond the planned level of non-Logan capita) imvestment, with major
waintepance and new-facility investmemts 2t Logan to come from previoushy
accurmnulated funds and new bond 1ssues. Massport expects to invest 3 minimum
of $50 million per year in new facilities at Logan.

To prepace a simitar Ave-year income statement for a privatized Logan, fertain
ASSUMPHONS are necessary. Table 4 presents this income staterment, whose starting
point s Massport's own figures. The revenue line items in Table 4 are derived as

folloars:

ILanding fees: Total revenue from landing fees is assumed to be the
same as Masspori projects, While the structure of landing fees
would probably be altered, 1o incorporate market-pricing principles
for congestion-management and noise teduction, this projection
assumes no changs in the total amount being paid by aviation users
for landings and takeoifs.

Parking fees: This source of revenue is also assumed to be the
same as Massport projects.

Rentais: This category, which is payments by aviation users for
terminals, hangars, and other properties, is also the same as
Massport projects.

Concessions: As discussed in Sectiun 3, 4 private wirpor ownet
would seek to offer increased and higher-value retail poods and
service opporinities o Logan's users. Accordingly, revenues in this
catepory have been increased by five percentage points each year
above Massport’s projections (i.e., by the fifth year they are 25%
higher).

Passenger Faciiity Charges: This revenue source does naot appear
in Massport’s projections. It has beep assumed to be $3 per
enplaned passenger {the FAA timit), even though a private airport
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TABLE 4
LOGAN AIRPORT, INC.

PROJECTED INCOME STATEMENT

040
Ff 52 FY 93 FY 54 FY 25 FY 245
REVEMLIES :
Landing Fees 38,288 44 583 48,388 48,811 51,362
Parking Fees 7650 37,710 o8,333 47,014 48,088
Remtals 40,188 43,582 ShLa3a2 3,474 86, 7BE
Concessions 22147 24127 26,232 28 473 30,924
Fassenger Facilty Ghanges 34,800 35,700 A6, B00 37,500 38,700
Cther 20,871 220 23,147 24,318 26,540
TOTAL REVEMUES 183,941 207,735 221,201 239,577 281,370
EXPEMNEES
Cparaing &
Maimenancs 87 144 BE 989 44654 101,977 1046, B85
Propenty Taxes 5,182 26,152 25,152 26,152 25182
Heaat Cemmunity Paymants. 2000 2,000 2,000 2,000 2,000
TOTAL GPERATING EXPENSES 114,296 117,121 121,808 129,129 134,047
NET OPERATING INCOME 79,845 BOG1B 84,355 114,448 117,323
Debt Sarvica - aoquisition 37,335 av,335 37,335 fcrjcicly 37,335
new Capital mvestmert 4,750 4,750 11 875 11,875 11,878
WNET INCOME BEFORE
CEFRECIATION & AMDRATIZATION 37,664 48,530 S0,185 81,238 8,113
Depraciation 4 Amortization 25 000 28,051 31130 24 238 37,376
PRE-TAX INCOME 12,564 20,479 19,056 27,000 349,737
Fadetral Tax & 26% J,266 5,325 4,954 7,020 7.5z
Siate Tax (@ 3.5% 1,183 - 1,548 1,810 2,985 2820
AFTER-TAX INCOME 5,101 13,200 12,230 17.415 19,825
Aler-tax Ingome as a % of
Taotal Revenue 4.2% B.d4% 5.6% 7.3% 7.9%
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operator would not be limited 1o this amount. Massport's projectian
of future passenper valume hes been used in this calcuiation.

Other: Massport’s projection has been used for this category.

On the expense side, the categories are semewhat different, given the different
nature of a public agency and a private business. The specific line jtems are as
foliows:

Operations & Maintenance: Because of the incentives for efficiency
and productivity discussed in Section 3 (and for which we have
evidence from the case of BAA), Massport'’s projected O&M
expenses were adjusted downward by 55 for the first two years,
7% for the second two years, and 109% for the Gfth year.

. Property tax: Ar 3.2%, the curremt effective rate, Logan's new
market value of 3786 million results in a propery tax level of
$25.152 millinn.

Host-community payments: This is §1 million per year paid to
Chelsea and Winthrop discussed in Section 3.

Dzht serviee: For purposes of this financial statement, the purchase
of Logan Airport has been assumed to be financed by & 50-30 mix
of debt and equity. Hence, une-half of the $736 miltion purchase
price 8 assumed to be bormowed, at an effective interest raxe of
0.5%. This results in initjal debt servic: costs of $37.335 million per
year. In addition, new debt is assumed to be issued, in the first and
third years, t¢ fnance 350 mullion per year in facility additions.

Depreciation and amortization: This non-cash item has been
estimated to begin at $25 million per year, increasing each year to
reflect the investment in new facilities.
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. Corporate income taxes: An effective federal corporate tax rate of
26% and a state corporate rate of 9.5% have been used to
calculate the anmual tax payments to these two levels of
government,

As Tahle 4 reveals, Logan Airport, Inc. would be profitable under these
assumptions. By the fifth year, the after-tax incomne of nearly 520 million is equal
to 7.9% of pross revenues, a respectable margin of profit.

In terms of investment in the airparnt, Table 3 showed that Massport plarmed o
mnvest $650.9 miilion in major maintenance at Logan over the five-year periad,
none of which would be financed fram Logan's awn revenues (which wonld,
mst=ad, be diverted to non-Logen praperties). By contrast, Logan Adrport, Ine.
could generate this mmvestment Internally, New debt issuance would be limited o
the sums necessary to fipanee $50 million per year in new facilities. This would
make it feasible to proceed with selecited ruoway improvernents, subjecl, of
oourse, to proper emvironmental review. It cauld also mean implementation of
such projected Improvernents as consolidation of rental car locations in 2 central
area and addition of a people-mover, both of which would preatly reduce
wehicuiar traffic and emissions at the airport

It s also important to forus brefly on the tax payments which Lopgan Adrpaort, Inc.
would make., As one of Boston's larpest single land uses, the airport now makes
only icken in-lieu peyments rather than normal property taxes. It pays nothing o
Massachusetts or to the faderal government. As a private commercial business,
Logen would pay over 325 miflion a year to Boston and $1 million each o
Chelsea and Winthrop each year. Over the five-vear period 1992-96 it would pay
$10.4 million in Massachusetts state corporate income taxes. And gver that same
five-year period, it would pay over $28.6 million in federal ¢orporute income
taxes; in addition, if the privatized Logan Airpornt did not take federal arport
grants, it would save the federal government some $5 million per vear or $25
milhen over the frve-vear peniod.



5. LEGAL ISSUES

A number of legal ssues arise in commection with the possible privatization of
Logan Airport. Some of these have been alluded to in previous sections, but the
purpose of this section is to review these issues systematicslly.

A, Federal Laws

Under the Airpart and Aipwsy Improvement Act of 1982, Logan Airport currently
receives grants for "acquiring, establishing, and improving air navigation faeilities."
Az a publicly owned aiport, Logan receives a basic amount each year as an
entitlement prant (hased on enplanements) and may also receive discretionary
grants for specific improvernent projects (in competition with other airports).
Between 1968 and 1991, Logan received aver $76 million in federal airport granis.

Section 511 af the Act sets forth certain grant obligations. One of the most
important. Sec. 511{a){12), is that:

ail revenues generated by the arpon, if it 5 o public atrport, and  any
Iocal taxes on aviaion fuel . . . will be expended  for the capital or
operating costs of the airport, the locaf airport svstem, or other local facilities
which are owned or operated by the owner or operator of the airport and
directly and substantiully related to the actual gir iransporialion of passengers
aF propey . ..

Brranse Massports Enabling Act was passed before 19582 and allowed for
revenue to be sent off the airport o subsidize Masspart’s aother aperations, the
Act also granis Logan a "grandfather” ‘exemption from this requirement.
Therefore, it would appear that Massport can divert the proceeds from the sale
of Logan to whatever purpos# it wishes, without running afoul of the revenue
restriction.

However, the grandfather exemption belongs to Massport, because of the
Enabling Act, not to Logan, With Massport’s enemption inapplicable, there would
be some question of the application of Seetion 517(2%12) to 2 povatized Logan
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Adrport. Tt is possible that Massport’s grant apgreements provide only for the
transfer of thoss resirictions which Massport possesses, in which case a private
purchaser of the airport might also be exempt from the restriction. On the other
hand, if Section 511{a)}12) does apply 1o a privatized Logan Airport, the private
uwmer woold not be able 1o use airpont revenues to pay off debt or provide a
refurn o investors, unles: an exemption from the restrction wore made.
Alternatively, the FAA could interpret the words "capital ... costs” in Section
311ray12) as including such cosis of a private airport owner. To date, the FAA
has not given any indication of its position on this issue, although a recent legat
opinion from the Jusnce Department appears to suggest that the FAA would
have the authonty under Section 511(a)(12) o allow a private party to recover
its capital costs from airport revenue. '

There would be a great advantage for a private sirport owner te be released trom
all the FA A grant cbligations, not just the revenue restriction discussed above. It
is possible this could be dons by a settlement of Massport's outstanding federal
granw with the U5, goviernment and a complets termination of the foderal grant
agreements,

The costs of erminating the existing grant agreements are not cartain. Massport
might be required to repay grants it has received for unfinished projects or even
to repay all grants stll outstanding. Each FAA gramt carmes with it a 20-year
agresment Thus, only grants made within the 20 years prior to privatzation
would be subject to possible repayment. Conceivably, instead of repayment the
faderai government migit want 4 gro-rita share of the sale proceeds equat 1o its
share of the investment; on the other hand, the federal povernment might waive
its claims to the repayment of federal subsidies entirely as it did in the case of the
Coniail privatization. The amounts, if any, which would have to be repaid, need
to be determined by negotiations between Massport and the ULS. government.

Of course, once privatized, Logan Airpott would want o forego federal grants in
order to avoid their attendant restrictions. The loss of federal gramts, while
gliminating ane possible source of revenue, would open the door to incrcazed
economic flexibility, by bringing relief from grani restriciions. Under Section
311{a}(1), airports receiving fideral grants “roust be available for public use on
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fair and reasonuble terms and without onjust discrimination.” The federal
Deparmnent of Transportation has jnterpreted these words (and courts have
agreed) in a narrowly resitictive way. For exampie, Massport's new 1989 landing
fee structure, which charged all aircraft a basic charge fur lapding i addition to
a weight-based component (rather than in the traditicnal charge based solely on
weight) would have significantly increased the landing costs of stnaller aireraft and
decreased the costs for larpger aircraft. The First Circuit upheld DOT s finding that
this fee structure was invalid for voreasonably discriminating against gencral
aviation flights. Release from Section 511{a){1) would allow Logan’s new owner
to use market-based pricing, perhaps along the lines of BAA's pricing, as
dizcuseed in Section 3.

Apart from grant agreements, thete are ceriain other resinctions on sirports
imposed by federal statutes, For the most part, these would be inappiicabls w0 a
private airport owner. Private ownership would release Logan from compliance
with federal statures that forbid it from direetly charging passengers {the Anti-
Head Tax Act, which applies only to states and their polivical subdivisions). A
159 Jaw modified that act, 1o permit publicly owned airports 1o levy a passenger
facility charge (PEC) of up to §3 per head, but subject to detailed regulation by
the FAA of the rate charped, the uses 1o which the revenues may be put, and
compliance with a specific federal propram for phasing out noisy aircraft.

In addition, private ownership wiould reiease Logan from complying with a federat
law that pre-empts state regulaton of airports and airspace, since that act appliss
only to airports owned by states or their political subdivisions. It could also free
Logan from claims that any new fees represented an vneonstitutional burden on
interskate commetce, since the Commerce Clause applies only to state and local
governments and nat o private emities.

On the other hond, private ownership would remove Logan's current exemption
fiom the [edera] antitrust laws. A private airport owner would be subyject ta the
[eders] aptitrust laws. Soch lisbility could arise under Sections 1 and 2 of the
Sherman Act for restraint of trade, should Logan refuse to grant carriers terminal
space or landing rights. Air carriers cowld also argue undet the "essential facilities"
docirine that Logan's owners have a duty to make available to it a faciliy it needs




43

to compete. Government-owned airports, including Lopan, have consistently been
held to be exempt from these normal sntitrust provisions, under the state action
doctring.

Privately owned airporis remain fully subjeet to all applicable FAA safery
tegulations. There wauld be no change in Logan's status in this regard.

Federa] emviranmental law would also apply to a privately owned Logan Airport,
as it applies today. Two specific issues deserve mention here. In an attemp-t m
reduce air pollution in compliance with EPA puidelines, a faderal eourt order has
frozen the number of parking spaces in the City of Boston. Under federal
regulations implementing this ban, Logan has recerved its own repulated arsa
separate from the City of Boston, This has given Logan preater freedom to
allocate its parking spaces among commercial and employes needs. A proposed
change in federal regulations would even allow Logan to boost the oumber of
comrmercial parking spaces. It is unclear whether Logan would retain its special
siatus vnder these federal regulations if it had prvate awners.

Second, under private ownership, Logan would have to comply with the same
federal noge pollution reguiations that it does today under Massport ownership.
These ragulations require airports to comtrol noise pallution that affects nearby
communities and individuals,

B. State Laws

Massport is a “public insteurnentality” analogous to 2 municipal corporation. It is
managed by a board of seven members, appointed by the Govermor with the
advice and consent af the Legislature, Board members hold staggered terms of
seven years and can be removed by the Governar and the Legislature only upon
a finding of malfeasance or willful neglect af duty. A vowe of four members is
needed to approve any Massport action.

The Enabling Act gwves Masspott powers similar to those of a eorporation,
meluding the power to enter into contracts, buy or seil land, and ennstruct or
acquire facilities. It also has the power to charge tolls, rates, and fezes, sst legai



44

penaltizs and fines on its propertics, and exercise the power of eminent domain.
Massport can issue revenue bonds payable only from Massport revenues.
However, Massport can have no equity shareholders.

Pursuant to the Enabling Act, Massport was given legal title to Logan Adrport by
the Commmomwealth. However, the Enabling Act contains a number of provisions
restmicting Massport’s ahility to transfer alrport property. Because of these
restrictions, selling Logan would require legislative action, probably amending or
replacing the Enabling Act.

Massport cannot sell any of s airport property 0t recerved fom the
Comrmomrweaith m 1956 "withaut the prior approval of the governar and counceil
[the state Legslaturel” Thus, any sale of Logan would require the Legislature
10 pass a statute. In addition, the Enabling Act provides that if Massport pays off
its bonds at any peint and fulhlls its other Dnancial obligations, all properties and
facilities revert back to the Commonwealth, Thus, if provision were made for such
a payment of honds, the Legislature would have to pass legislation to convey
Luogan from the Commoerwealth to the new owners.

The key restriction on the Legislature’s powers are the trust and bond
agreements, which require that Massport must first use its revenues to satisfy the
payments on it3s bonds. Because of the consdwtional right o comract, the
Legislature canmot substantially impair this arrangement or intetfere with existing
lease agreements. Thus, any deal w privatize Logan would have to provide for
payment of the bonds, as diseussed in Section 4

The Enabling Act grants Massport an exemption from all state and loeal taxes.
A change in vwnership would deprive Logan of this exemption because it applies
only o Massport m general. Masspart apd Lagan currently pay a type of tax in
the form of in Hen payments. Under amendrments to the Enabling Act, Massport
must make in lien payments {0 Bosion, the city of Chelsea, and the town of
Winthrop, which all border on Logan. Presumakbly, after privatization when Logan
began paying regular property taxes, there would be na need far in licu payments.
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Massachusetts state courts have held that Massport must obey many of the same
state environmental regulations that apply to ptivate businesses. These laws
inciude the requirement o file environmenta] Impact statement for new building
or expansion projects at Logan. The same requirement would apply to a new
private owner,

State environmental laws have been used to block expansion of Logan's monways,
as discussed in Section 1. The 1975 state court injunction and 1976 consent decree
prolbitmg expansion of Logan™s runways would probably carry over to the new
caner. But as noted in Seetion 3, the state, as one of the parties o the consent
decree, could move to reopen the cass.

In addition, a private owner would be required to comply with state laws
reguiating tddal areas that could prevent the owners from developing currently
unused lands on Logan property, Massport i3 exempt from laws regulating tidal
areas because of its Enabling Act and its status as a public instrumentality.

The courts bave also vsed Massport’s character as a state instrumentality to
itnmumize it from civil suits of an envirenmental natore hased upon common law
nuisance dgoctring. Since Masspaort is a state body, the Supreme Judicia] Court has
keld, it is not liable for demages caused by increased aircraft nojse levels created
by airpert expansion. The court suggested that if Logan were privately owned,
however, it could become subject o such common law suits for damage. It should
ke noted, however, that muonicipal airport operators in many other states already
face such liability for noise exposure.

C.  Local Regulation

Masspart’s exemption from state and local taxes shields Logan from compliance
with local zonming and property tax requiternénts. Under private ownership, Logan
would pay property taxes at the normal commercial rate, which will be 3.2%
($32.00 per $1.000 of assessed value) next year. Assuming that the legisiation
authorizing the sale of Logan provided for a deed restriction 1o ensure that the
land remains in use as an airport, local zoning laws should not be a barrier @ the
airport’s continued functioning. Moreover, the increased property tux revenues
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flowing to the City of Boston after privatization may promote a more positive
relationship between Logan and the City than has been the case historically.
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