
December Jl, 1953 

To: The Directors 

Since the time of the last meeting I have received two or 
three letters from·individual directors, raising questions 
about the merit of the decision to finance, with funds of 
the Company, the construction at Idlewild Airport, rather 
than turn to the alternative plan of asking the Port Authority 
to finance the pro,j_ecto 

The reasons which appear to support the: conclusion that the 
construction should be financed by the Company are so strong, 
in the opinion of the officers of the Company, that we recom
mended that course at the last meeting, and it was approved 
by the Directors. And since that time nothing has occurred 
to merit• in our opinion, a recommendation that the course 
should be different. 

If, however, the Directors, or any of the Directors, believe 
that a different course is the better one, there is no reason 
why it cannot be again discussed at the next regular meeting, 
in February. I believe our lease with the Port Authority could 
be emended to require them to finance and construct our facility, 
for we had some difficulty in persuading it that we should be 
permitted to finance our own projecto Port Authority, evidently, 
would like the potential profit which might come from the 10% 
over-riding fee on the project, and the difference between what 
it pays for funds and that which it would charge the tenant. 

It there are any directors who would like the project re-diecussed, 
let me know and it will be put on the .February agenda" 



'rhe company is required, by the nature and extent of its operation, 
to construct a hangar and operating facilities at Idlewild Airporto That re
quirement has been proven and is not, we believe, subject to disputeo 

A lease for the necessary ground space bas been entered into with 
the New York t'ort Authority and it is the opinion and statement of the officers 
of the company that no botter lease, or terms, is available. 

A preliminary estimate of tho cost of buildings, paving and facilities 
indicates that the cost of the facilities will approximate ~,250,000, if built 
by us, as indicated in Appendix A. 

While the Port Authority is not obligated to finance the project it 
might be villin~ to finance the project on the same basis o.s it has financed 
silnilar projects for other air carriers. 

Under the terms of the proposals to others by Port Authority an over
riding charge of 10% would be made for engineering services, supervision and 
architectural worko That charge would amount to $825,000 and is comparable 
with an estimate of ~o,ooo for architectural services if the building is con
structed and financed by American Airlines. 

'l'he Port Authorit,y would charge interest at the rate of 5.5%. American 
is nov paying 3% on the .funds provided by its debentureso If American should 
elect, by reason of requirement for additional funds, to finance the facilities 
with bank loans an interest rate lower than 5.5% would be available. It is 
anticipated, however, that no such bank loans will be required, occasioned by-
the construction of the facilities. 

If American should enter into ·an arrangement with th0 Port Authority 
for the construction, financing and lease of the premises, not only would the 
total cormnitment be larger but, in addition, the company could reflect on its 
books no investment in the premises, in spite of the fact that the total con
tinuing liability would be fixed and apparent. There is an obvious advantage 
that American have such investment on its books, for future rate making pur
poses, if the liability is in any event to be incurred. ·There would be a 
comparable advantage to American if at any time in the future anoliher excess 
profits tax should be levied, for its effect ~ould probably be predicated 
principally on return on investment, that being a principal factor in existing 
tax legislation. 

In addition, supervision of the detail of construction under the 
direction of architects and builders employed by American, rather than by the 
Port of New York Authority, should have substantial advan~ages. 

There is no obvious advantage to American in arranging that the 
facilities be financed .by .Port· Authority other than the usual advantage that 
outside funds rather than funds of the company would be utilized~ The price 
we are asked to pay for that advantage is, in our opinion, too high to warrant 
its sorious consideration. 



Appendix A 

ESTI.MA'£EO COST 01<' IU1,NGAR J?ACILI'l'Y l!'OR 
/\MEIUCMl AIR.LINES 

AT IDLl:.1.JILD IN'fililforIONAL .1URPORT 

Hangar 
· Lean-To 

Apron 
Roads, Parking. etco 
Fencing, Utilities 
& Contingencies 

Site Lease 

i2,6J0,400 
2,793,600 
1,291,350 

750,000 

784,65.Q 
'8,250,000 

Term - 22 years, 2 months plus 5 years - rent open 
Acreage - 76.436 
Rent - Annual 76.7 x $2000 = i 152,872. 

Term 22 1/6 x ~15.3,400 = ~3,36.3,184. 



AMERICAt~ AIRLINES, INC, 
COMl-'AiUSON OF 

.PROPOSED IDLEWI.LD FACILI'rY COSTS 
ON AL'rERNA'rE BllSE FACILI'r'Y 'l'HACT 

76.44 Acres 

Appamdix 8 

It Constructed & Financed By 

Contract.or Cost 

Architectural, Eilg,. Fees 

Overhead at 10% 

Interest 
3.5% 
5-5% 

Ground Rental (76,.44 acres) 

Port Authority Americpp. Airlines 

i 8,250,000 

825,000 

S,24.1,000 

3,376,ooo 

$17,692,000 

• 

e s,2so,ooo 

480,000 

3,208,000 

,3,I76,000 

il5,:314,000 



Order To Show Cause No. E-55608 American, United. Trans World 
Docket Nos, 2§49 and J66J 

August 7,J.251 

"On the basis of the costing teclmiques described above and 
detailed in Appendix i'fo. 12, the 1950 cost of mail per ton-mile 
for each of the Dig .!!'our carriers was as follows: 11 

Averag~ Americaa Eaptei:n TWA United 

Operating cost ex-
eluding return on 
investment 39.28¢ 35. ?5¢ 4302.3¢ 40-92¢ Y/.21¢ 

8% return on invest-
ment including taxes 
at 47% j.15 5,72 4,98 4°46 5.46_ 

Total cost of mail 
including return 44-43¢ 41.47¢ 48.21¢ 45.38¢ 42,.67¢ 

It will oe noted that after including an 8 percent return on the 
investment allocable to the mail service and Federal income truces computed 
at the rate of 47 percent, the average mail cost for the group is 44.4.3 cents 
per ton-mile. 

Order To Show Cause No, F.-6581 1 Mid-Continent Airlines, Inc,g, 
Docket Nps, 4680 and 5075 

July 7, 1952 

"In accordance with established policy, provision has been 
made in -~ha rate for a return Flament of 8 percent on recognized 
investment, or $406,000." 



Order To Show Cause Mo, E-58691 Chicago & Sout.hern Air Lines, Inc, 
Docket No, 5]1.4 

Novelllber 15, 1951 

"Consistent. with Board policy in fixing future _rates for domestic 
operations, a return element of 8 percent on recognized investment, or 
i478,000. bas been provided." 

Qx:der To Show Cause No 8 E-4J.59, Braniff M-Jl'AYP, 
Domestic Operations, Docket l'lo, 3601 

Mp 12. 1950 

"As regards future periods, final rates ,for domestic carriers are 
ordinarily established in a.mounts which will provide reasonable oppor
tunity under honest, economical, and efficient. management to earn a 
rate of return, !fter Federal income taxes, of 8 percent." 


