OVERVIEW

he Federal Aviation Administration’s (FAA) Fiscal Year (FY) 2003 President’s
Budget requests $14.012 billion, which is approximately 1.6 percent lower than FAA's budget
resources in 2002 due to security responsibilities being shifted from FAA to the Transportation
Security Administration by 2003 and one-time anti-terrorism funding. This budget proposes
funding 74 percent of the agency programs

FY 2003 President’s Budget Request from Airport and Airway Trust Fund resources
(% in Millions) derived from excise taxes and interest.
RE&D
F&E $127 The budget also assumes the collection of $30
$3,000 1% million in overflight fees for services provided
21% by the FAA, which will be used for the
Essential Air Service (EAS) program.
Operations
AlP Grant $7,482 Table 1 reflects the budget resources proposed in
$3.404 54% the FY 2003 budget request as compare_d
2’4% to FY 2002 enacted levels (adjusted for anti-
terrorism supplemental).
Figure 1

In FY 2003, FAA will continue to focus on achieving the FAA's strategic goals: safety, and system efficiency.
The Administration’s strong commitment to a safe, efficient, and modern aviation system will be
continued, including initiatives to reduce the fatal accident rate on U.S. carriers 80 percent by 2007 and the
upgrading of the air traffic control system.
Summary of Funds
($ in Millions)

FY 2002 FY 2003
Appropriation Enacted ® Change Request *
$
Operations $ 7,273 $ 209 7,482
$
(General) $ 1,492 $ 2,191 3,683
$
(Trust) $ 5,781 $  (1,982) 3,799
Emergency Supplemental $ 200 $ (200) $ -
$
(Overflight Fees) non-add $ - $ 30 30
$ -
$
Facilities & Equipment $ 2,932 $ 68 3,000
Emergency Supplemental $ 108 $ (108) $ -
$ -
$
Research, Engineering, & Development $ 198 $ (71) 127
$
Emergency Supplemental 50 $ (50) $ -
$ R
$
Airport Grants (Ob Lim) $ 3,303 $ 101 3,404
Emergency Supplemental $ 175 $ (175) $ -
$ =
TOTAL ! $ 14,238 $ (226) $ 14,012 Table 1

! Includes estimated accrual payment of $405 million in FY 2003 for civil service retirement and health benefits (See page 4).

Budget in Brief - 1



OVERVIEW

2 Includes emergency supplementals, but not FY 2001 balances transferred from Emergency Responses Fund ($351 million for
Operations, $87.5 million for F&E, and $50 million for the Aviation Insurance Revolving Fund).
% 2003 total excludes $458 million that was appropriated in 2002, now shifted to the Transportation Security Administration

OPERATIONS

For FY 2003, the Administration is seeking $7,482 million for FAA Operations. Changes from that
appropriated for FY 2002 are summarized in the following table.

FY 2002 FAA Appropriations $7,083.2*
Back-Out of One-Time Anti-Terrorist Supplemental Funding -$200.0

Transfer of Civil Aviation Security to the New Transportation Security Administration -$149.2

FY 2002 Adjusted FAA Base Appropriations $6,733.9

FY 2003 Changes:

Dollar Percent
Change Change
Reductions:
Program Reductions -91.5 -1.3
Program Eliminations -19.1 -0.3
Subtotal, Reductions -110.6 -1.6
Mandatory Increases:
Mandatory Pay Adjustments +267.3 +3.8
Mandatory, Non-Pay Inflation +35.7 +0.5
Mandatory Increases in Operations and Maintenance +75.7 +1.1
Costs for New Equipment to Promote Aviation
Safety and Improve System Efficiency
Mandatory Program Cost Increases (e.g., contractual non-pay costs above inflation) +19.8 +0.3
Subtotal, Mandatory Increases +398.5 +5.9
Discretionary Increases:
Improve System Efficiency and Reduce Delays +24.2 +0.4
Efforts to Reduce Runway Incursions +5.0 +0.1
Increase Safety Oversight +19.8 +0.3
Promote Information Security +1.8 *x
Replace Outdated Personnel Computer System +4.6 +0.1
Subtotal, Discretionary Increases +55.3 +0.8
Fully Fund Federal Retirement and Health Costs +404.8 +6.0
FY 2003 Budget Request $7,482.0

Notes:

* Includes $6,883.2 million in regular FY 2002 appropriations, plus $200 million in antiterrorist
supplemental appropriations.

** |ess than 0.05 percent

Table 2
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The following describes each of the entries on that table.

BACK-OUT OF ONE-TIME ANTI-TERRORIST SUPPLEMENTAL FUNDING -$200.0 Million

In response to the terrorist attacks of September 11, 2001, $200 million was appropriated to the FAA for
additional Federal air marshals, an air marshal training facility, security experts, and security improvements
on aircraft. This supplemental was one-time funding and is not required by the FAA in

FY 2003. Any funding needed to continue these activities in FY 2003 will be requested separately by the
Transportation Security Administration (TSA).

TRANSFER OF CIVIL AVIATION SECURITY TO THE NEW TRANSPORTATION ........... SECURITY
ADMINISTRATION -$149.2 Million

The Aviation and Transportation Security Act (Public Law 107-71) created the Transportation Security
Administration (TSA) — a new modal administration within the Department of Transportation. This change
reflects the fact that, consistent with this legislation, the Civil Aviation Security organization, previously one of
six lines of business within the FAA, is being transferred to the TSA. Funding for the TSA is being requested
separately.

REDUCTIONS _ -$110.6 Million

The FAA is proposing both program reductions and program terminations in FY 2003 in order to streamline
operations and eliminate programs of only marginal benefit.

Program Reductions: The FAA proposes $91.5 million in program reductions. Most of this reduction, $85.5
million, is in Air Traffic Services (ATS), where ATS will take several steps to reduce costs, including reducing
(i) its operational, technical, management, and support workforces by approximately 400 staff,

(ii) operational and technical training travel, (iii) its on-hand inventory of spare parts, and (iv) contractual
services, including contractors involved in providing operational support (e.g., equipment and software
maintenance) and guard services. The staff reductions will begin in FY 2002, will be achieved solely through
attrition, and will not affect NATCA or PASS bargaining units, with whom the FAA has collective bargaining
agreements in place. These and other impacts of this proposed savings are further discussed below under
Air Traffic Services

Program Terminations: The FAA proposes $19.1 million in program terminations. This includes proposals to
eliminate funding for (i) the Mid-America Aviation Resource Consortium (-$2.0 million), (ii) Alien Species Act
(-$3.0 million), (iii) the Medallion Program (-$3.0 million), (iv) Stonerock Barracks

(-5.1 million), and (v) Contract Tower Cost Sharing (-$6 million).

MANDATORY INCREASES +$398.5 Million

This increase provides funds to cover mandatory pay and non-pay adjustments. This includes funding for
the full-year cost of the FY 2002 4.6 percent Federal pay raise in FY 2003, the full-year cost of
congressionally-approved new employees hired for less than 12 months in FY 2002, the proposed FY 2003
Federal pay raise of 2.6 percent, and standard non-pay inflation, consistent with cost increases estimated by
the Office of Management and Budget. These increases represent the normal cost growth associated with
doing business and are similar to increases in previous years.

Budget in Brief - 3



OVERVIEW

These mandatory increases also include $75.7 million to operate and maintain new equipment being brought
on-line to increase system safety and efficiency. This too is similar to increases in previous years and is a
required increase.

DISCRETIONARY INCREASES +$55.3 Million

This modest increase of less than 1 percent will be used to increase the FAA’s safety oversight and
enforcement, reduce delays, promote increased system efficiency, and heighten information security. A
small amount will be used to replace the FAA’s outdated personnel computer system. As more fully describe
below under individual sections, these increases are as follows:

$inM Staff

Improve System Efficiency and Reduce Delays ...............ccccu.nee. +$24.2 ---
Purpose: Two programs — Spring/Summer 2003 and Operations Evolution Plan — designed to promote
efficiency and minimize delays during the peak travel months of 2003 and in the future.

Runway Safety Program .........cccoveviiiiiiiiiiei e eeeeea +%$5.0 ---
Purpose: To minimize runway incursions and promote safety.

Increase Safety OVersight.........couiiiiiiiiiii e +$19.8 +86

Purpose: Several programs including Safer Skies Implementation, Aviation Action Program, Air Safety
Critical Activities, Increased Drug/Alcohol Program Staffing, and Air Cargo Systems Safety Improvements
— all designed to increase safety oversight of aircraft, aircraft operators, aircraft operations, and cargo.

Promote Information SEeCUrity...........cocoiiiiiiiiiii e +%$1.8 ---
Purpose: Improve protections of FAA control and data systems against growing cyber threats.

Replace Outdated Personnel Computer System............cceevvevnennns +$4.6
Purpose: The FAA’s current personnel computer system is antiquated and no longer provides the
flexibility needed to meet the myriad personnel demands of today.

FULL-FUNDING FEDERAL RETIREMENT AND HEALTH COSTS +$404.8 Million

The President’s Budget for FY 2003 proposes to have each agency pay for the full cost of each Federal
employee. Only by requiring agencies to pay this full cost can Federal managers realize the true cost of
Federal retirement and health cost programs. This in turn will allow managers to make fully informed
decisions about program costs and about the true benefit/cost ratio of continuing or expanding current
programs or beginning new ones.

GRANTS-IN-AID FOR AIRPORTS

The FY 2003 budget requests $3.404 billion, $75 million less than the FY 2002 enacted level (adjusted for
one time anti-terrorism supplemental), for airport improvement projects to enhance capacity, improve safety
and security, and mitigate noise. Beginning in FY 1992, commercial service airports have had an additional
source of funding from the passenger facility charge (PFC). At the beginning of 2001, 321 airports were
approved to collect PFC’s. Estimated PFC collections for FY 2002 are $2.1 billion. This collection level, up
from an estimated $1.8 billion in FY 2001, reflects the implementation of the new $4.50 PFC level, authorized
under AIR-21, by a growing number of airports. This implementation of the $4.50 PFC level will be
underway through at least FY 2004. The FY 2003 budget requests a total of $84.7 million for Administrative
expenses to implement the Airports program, including $16.4 million for airport technology research in the
areas of lighting and marking, rescue and firefighting, wildlife hazard mitigation, pavement design and
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construction, and airport design and layout. In addition, AIP will provide $83 million to the Essential Air
Service program.

FACILITIES AND EQUIPMENT

The FY 2003 request for Facilities and Equipment (F&E) is $3.000 billion, of which $2.88 billion is for FAA
programs and $124 million will be used to reimburse TSA for security equipment. Included in this request
are capital needs contained in the FAA's Capital Investment Plan (CIP) to modernize and improve the
National Airspace System (NAS) to accommodate demands for aviation services, maximize operational
efficiency, constrain costs, and replace or modernize aging facilities. The budget continues funding to
support major systems such as the en route and terminal automation programs, next generation weather
radar, the oceanic automation program, communications, and satellite navigation.

RESEARCH, ENGINEERING, AND DEVELOPMENT

For Research, Engineering, and Development (R,E&D), the budget requests $127 million, $121 million less
than the FY 2002 enacted level of $248 million. The difference is based on $50 million being transferred to
TSA, a $50 million supplemental one-time adjustment in 2002, and an $18 million transfer to F&E. The
R,E&D budget focuses on increased initiatives in environment and energy, human factors, and aircraft safety.

FEES

The budget also assumes collection of fees for air traffic services provided to aircraft that neither take off
nor land in the United States (overflight fees), with the estimated $30 million from such overflight fees used
to help fund the Essential Air Service program managed by the Office of the Secretary of Transportation
(OST) in FY 2003.

FRANCHISE FUND

The Administrative Services Franchise Fund was established by Public Law 104-205 to finance operations
where the costs for goods and services provided are charged to internal and external users on a fee-for-
service basis. This fund is improving organizational efficiency and provides better support to our customers
for services including accounting, payroll, international training, travel, aircraft maintenance, logistics, multi-
media, and information technology services.

AIRPORT AND AIRWAY TRUST FUND (AATF)

Section 9502 of Title 26, U.S.C., provides for the receipts received in the Treasury from the passenger ticket
tax and certain other taxes paid by airport and airway users to be deposited in the AATF. In turn,
appropriations are authorized from this fund to meet the obligations for Airport Improvement Grants, F&E,
R,E&D, and part of Operations. For FY 2003, the President’s Budget continues to support the Bureau of
Transportation Statistics’ Office of Airline Information with AATF funds, as authorized in AIR-21. In FY 2002,
total tax receipts of approximately $8.9 billion are expected, plus $0.9 hillion in interest that will accrue to the
Trust Fund. The uncommitted balance in the Trust Fund is expected to decrease to $4.7 billion in FY 2002.
Total revenues expected in FY 2003 are $9.7 billion, plus $.6 million in interest earned by the Trust Fund
cash balance. The Trust Fund uncommitted balance is expected to remain at $4.7 billion at the end of

FY 2003.
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NEW/EXPANDED INITIATIVES

Creation of Performance Based Organization

To create a business-like aviation environment, by 2003 the DOT and FAA will create an air traffic
performance-based organization (PBO) that would focus on improved management and coordination of air
traffic services and capital investments. A Chief Operating Officer (COO) will head this organization. The
new organization will establish performance goals for individual staff, and the organization as a whole, so
that progress and advancements can be measured.

Environmental Streamlining

The budget request provides additional resources for the FAA's goal to reduce undue delays in the
environmental review of airport projects while maintaining the integrity of the environmental process. The
FAA will devote more environmental staff resources to critical airport capacity projects and improve
interagency coordination.

FAA Budget History FYs 1994-20031
($ in Millions)
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Figure 2 1 Accrual amount reflected for Fiscal Year 2002 (Enacted) and Fiscal Year
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FAA Employment Levels
End-of-Year Employment

OVERVIEW

FY 2001 FY 2002 FY 2003
Actual Enacted Request
Direct

Operations (by Line of Business): 44,455 50,396 43,551

Air Traffic Services 34,701 34,938 34,538

Aviation Regulation & Certification 6,130 6,352 6,438

Civil Aviation Security 1,200 1,221

Research & Acquisition 502 508 508

Financial Services 118 130 130

Human Resources 161 502 502

Region & Center Operations 927 637 637
Office of Information Services 841

Staff Offices 664 729 645

Commercial Space Transportation 52 69 69

Facilities & Equipment 2,791 3,141 3,234

Research, Engineering & Development 385 405 285

Grants-in-Aid for Airports 465 485 534

Aviation Insurance Revolving Fund 2 3 3
Subtotal, Direct Funded 48,098 49,120 47,6072

Operations 275 275 275

Facilities & Equipment 26 55 55

Administrative Services Franchise Fund 1,015 1,015 1,015

Reimbursable/Allocations 1,316 1,345 1,345

Total End-of-Year Employment 49,414 50,465 48,952
! Office of Information Services previously included under Staff Table 3

Offices

2 Decline of FTE primarily due to transfer of Operations and
Research, Engineering and Development staffing to the new

Transportation Security Administration
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