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OFFICE I OW? 

MARCH 2.1979 

The Honorable G. William Whitehurst 
House of Representatives 

Dear Mr. Whitehurst: 

Your March 2, 1978, letter requested that we review 
correspondence sent to you by Mr. Paul G. Caplan, Chairman 
of the Board of Commissioners of the Norfolk Port and 
Industrial Authority. Mr. Caplan points out that with 
the recent congressional action to deregulate domestic air 
cargo rates (Public Law 95-163, Nov. 9, 1977), air cargo 
service at the Norfolk International Airport can be improved. 

- He feels that the military will benefit by using scheduled 
air carriers to distribute its supplies, Therefore, he asks 
that we consider 

--identifying the military cargo which cou-ld be a candi- 
date for shipping through the Norfolk airport, and 

--evaluating the procedures by which the military 
distributes its supplies. 

We agreed to look at the effect of deregulation on the 
Department of Defense's (DOD's) distribution patterns and 
policies and to provide you with data on the volume of cargo 
originating in the Norfolk area. These matters were briefly 
discussed with Mr. Ken Scott, Executive Director of the Port 
and Industrial Authority, at the time of our visit with the 
military shipping officials in Norfolk. 

In summary, we found that the deregulation has had 
little effect on how DOD distributes its supplies and uses 
commercial air freight services. Generally, air freight 
rates are higher than the rates DOD pays for surface trans- 
portation, and air rates have not lowered appreciably with 
deregulation. 

DOD's policy is to use airlift whenever such service 
can meet customers' needs and offer cost advantages. cost 
considerations include transportation charges as well as 
reduced investment costs which result when inventories are 
reduced through using expedited transportation. 
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In practice, DOD uses scheduled commercial air carriers 
only when its own aircraft, such as those of the Military 
Airlift Command (MAC), or its commercially contracted airlift 
systems, such as the Navy's QUICKTRANS system, cannot provide 
satisfactory service. Commercial air service is used for 
small package cargo or for backup to carry the overflow cargo 
of the contract and MAC services. In the Norfolk area, the 
overflow cargo is generally containerized and routed.to air- 
ports beyond Norfolk because no airlines serving the Norfolk 
airport are providing aircraft capable of handling large 
containers. 

DOD recognizes the advantages of using airlift in its 
distribution programs. Its contract airlift systems serve 
many domestic points where commercial air service is infre- 
quent. These systems are also intended to expedite the 
shipment of high value and short supply items. DOD is using 
its MAC airlift to deliver spare parts and critical components 
to many of its overseas customers. Its routing officials 
are aware of rates for all modes of transportation and can 
make the proper decision to use air freight when it is cost 
advantageous. 

DOD is also aware that the Congress feels the agency 
is using too much airlift. The conference report of the 
House and Senate Appropriations Committees on the fiscal 
year 1979 DOD appropriation bill directs the Air Force and 
Navy to reduce the reliance on commercial air delivery 
within the United States during peacetime and enhance the 
numbers and types of spare parts and components maintained 
locally to support their military units. The conference 
committee feels that the cost to increase inventories will 
be more than offset by reduction of airlift costs. This 
approach seems inconsistent with the findings of a recent 
Navy contract study performed in the Norfolk area. That 
study, performed by the Air Cargo Research Institute of 
Philadelphia, concluded that the Navy could save inventory 
investment costs by using airlift for some shipments now 
moving by surface. 

In light of DOD's rather extensive use of airlift, the 
Navy's ongoing review of the mode selection study, and the 
recent actions of the Congress, we do not believe it would 
be appropriate for us to initiate an indepth study on DOD's 
distribution of supplies at this time. However, we will 
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continue to monitor the Navy's progress on reviewing the 
results of its contract study. We will also be watching 
the future trend of air freight rates as carriers take more 
advantage of the deregulation law and will consider whether 
it is feasible for the Government to increase the use of air- 
lift to move its supplies in the normal course of our DOD 
logistics studies. 

DEREGULATION OF AIR CARGO RATES 

One of the main arguments for deregulation of air cargo 
rates was that carriers would be free to operate any routes 
they wanted to without regulatory interference and the 
ensuing competition would drive rates down, making them 
competitive with surface carriers' rates. This has not 
happened to any great extent. In most cases, rates have 
gone up. Consequently, the charges paid by DOD to ship 
by surface are still less than commercial air charges. 

Historically, air freight rates have been considerably 
higher than surface rates. For example.; DOD's average 
cost to ship air freight during the quarter ending March 31, 
1978, was $0.45 a pound compared with a surface rate of $0.09 
a pound to ship in less-than-truckload quantities. As shown 
in enclosure I, DOD shippers in the Norfolk area paid an 
average of $0.49 a pound to ship via air freight and $0.09 
a pound for less-than-truckload surface shipments. The 
individual comparisons vary from State to State; nevertheless, 
every case is significantly different. 

The following chart compares the air and surface cost 
for shipments from Norfolk to the States where most ship- 
ments are destined. 

Average cost per pound 
Destination State Air freight Less-than-truckload 

California 
Texas 
Louisiana 
Florida 
Ohio 
New York 

$0.46 $0.16 
.68 .13 
.62 . 10 
l 45 .07 
.44 l 09 
.33 .09 
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With the enactment of Public Law 95-163--the Air Cargo 
Deregulation Act --those pushing for deregulation had hoped 
the air carriers would be more competitive and that such 
competition would lead to lower rates. This, however, has 
not happened to any appreciable degree. 

Relatively few carriers have added new cities or larger 
aircraft to accommodate larger-scale freight operations. 
And one large transcontinental carrier has discontinued all 
freighter service, limiting service to that which can be 
accommodated in the belly compartments of its passenger air- 
craft. 

Rates have not substantially decreased either. Instead, 
most have increased. Soon after deregulation, in April 1978, 
the industry raised rates 9 percent. The industry argued 
that rates had been unrealistically low. This January, the 
major east-west carrier serving Norfolk is raising rates 
another 8 to 15 percent. The carrier argues that past 
regulatory constraints of the Civil Aeronautics Board have 
held rates lower than justified by carrier operating costs. 

However, a few rates have been reduced since deregula- 
tion. The largest U.S. all-cargo carrier has announced 
reductions of as much as 15 percent. Also, the east-west 
carrier at Norfolk has offered a number of special discounts 
for the military, including Norfolk shippers. However, in 
both cases the discounts apply to containerized shipments 
for which no airlift is available at Norfolk. Containerized 
shipments must, by necessity, be trucked to Baltimore, 
Washington, or even New York for carriage on wide-body or 
all-cargo aircraft. 

Another east-west carrier has tried to encourage ship- 
pers to increase their use of air freight by offering a 
special contract tariff with rates generally competitive with 
many commercial surface rates. Unfortunately, Norfolk ship- 
pers would have to truck the traffic to Baltimore before 
they could use these rates. For DOD shippers in general, 
the tariff was unattractive because it required shippers to 
contractually agree to generate a set number of shipments for 
a 26-week period. DOD'generally avoids such commitments, 
particularly when it already has contract airlift available 
within its QUICKTRANS and LOGAIR systems. In any event, 
the rates the carrier was offering were still not competi- 
tive with DOD's special section 22 less-than-truckload rates. 
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Since the tariff apparently did not attract any commercial 
business either, it was canceled in November. 

Shown below is a comparison of charges for shipments 
from Norfolk to San Francisco. These charges were effective 
in the fall of 1978. 

Less-than-truckload 
Shipment size charge 

(pounds) Air' freight charge (note a) 

1,000 b/S 485.75 $ 145.00 
2,500 b/485.75 335.00 
5,000 c/1,540.25 665.00 

10,000 z/2,605.25 1,145.oo 

a/Rocky Mountain Motor Tariff Bureau section 22 quotation 
charges. 

Q'LD-3 container charge, including pickup and delivery. 

c/A-2 container charge, including pickup and delivery. 

Of course, the law on deregulation and its-effect on 
DOD's shipping plans has not yet had sufficient time to prove 
itself. Only in November 1978 did the law permit free entry 
of all potential companies to air freight. Also, a severe 
shortage of cargo aircraft limits those wanting to begin 
freight service. For those wishing to expand their existing 
operations, the recent legislation to deregulate passenger 
traffic has pushed passenger business to the forefront. 
Aircraft which may have been previously intended for freight 
operations will probably be committed to passenger business 
as carriers open new markets. Therefore, a conclusion as to 
whether freight rates will drop to become competitive with 
DOD's surface rates may still be some time away. 

DOD POLICY ON USING AIRLIFT SERVICES 

As your constituent points out, the decision to use 
airlift should not be made on transportation costs alone 
because other benefits 'or savings could be accrued, such as 
better customer satisfaction and reductions in inventory 
carrying costs. 
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We discussed the use of airlift as a means of moving 
supplies with DOD officials, and they believe that they 
appropriately consider that option when deciding how to 
distribute supplies. 

Under DOD policy, airlift services are to be considered 
along with all other transportation modes. When selecting 
the transport mode, both transportation rates as well as 
inventory investment savings which might result from reducing 
the delivery time periods are to be considered. Also ship- 
ping officials are to consider using DOD's owned or con- 
tracted airlift resources. 

In DOD Directive 4500.9, DOD policy on mode selection 
is as follows: 

"The means of transportation selected shall 
be that which will meet DOD requirements satisfac- 
torily at the lowest overall cost from origin to 
the final known destination (in CONUS or overseas). 
In determining the lowest overall'cost, consid- 
eration will be given to the extent to which 
expedited movement will contribute to economies 
through reductions in pipeline or stored-supplies, 
shipment preparation costs, cargo loss and damage, 
personnel travel time, and the cost of transpor- 
tation space procured for the DOD by the Trans- 
portation Single Managers * * *. In addition, 
the benefits of routing cargo in such a way as 
to permit consolidation of shipments and distri- 
bution of fixed costs through the use of Govern- 
ment-controlled resources will be considered * * *." 

The responsibility for carrying out this policy rests 
with all DOD inventory and traffic managers. To exercise 
control and limit the size of the supply systems' inventories, 
DOD requires its supply manager to identify critical and 
essential items for intensive management. The degree of 
management to be applied to these items is based on such 
factors as dollar value of predicted demands, the monetary 
inventory value, and the criticalness or essentialness of 
the items. Generally, 'the higher the degree of management 
required to be given to an item, the greater likelihood the 
item, when shipped, will move via airlift. Examples of such 
items are aircraft and aircraft engine parts. 
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To minimize its transportation costs, DOD centrally man- 
ages the choice of mode and carrier to be used. The Army's 
Military Traffic Management Command (MTMC) is the central 
manager responsible for providing routing information to all 
DOD shippers, and it maintains files on all rate tariffs and 
special Government section 22 quotations. When shipments are 
offered to MTMC by military shippers, MTMC compares air 
freight rates with surface rates for the shipment and advises 
the local shipping officials of the least cost routes. But, 
because of the large volume of shipments DOD must move, 
MTMC's routing of every shipment is impossible. Accordingly, 
MTMC routes only the larger shipments--10,000 pounds and 
over by surface and 1,000 pounds and over by air. Other 
shipments are routed by local installation transportation 
officers. 

Generally, MAC arranges overseas air shipments. Local 
installation transportation officers, before offering 
shipments to MAC, must have them cleared by their particular 
service clearance authority to ensure that they are appro- 
priate for airlift. Generally, the appropriateness is 
measured in terms of shipment weight, size, quantity, 
urgency of need, and commodity type. 

- 
DOD also has arranged for two scheduled, commercially 

operated, airlift systems for use in moving air shipments 
within the United States. The Navy's system is called 
QUICKTRANS and is managed by the Navy Supply Systems Command. 
The Air Force's system is called LOGAIR and is managed by the 
Air Force Logistics Command. 

Navy and Air Force directives generally require shippers 
to give priority to the use of the QUICKTRANS, LOGAIR, and 
MAC over the regularly scheduled commercial air carriers 
because the cost for these services is already committed, 
either through direct ownership or on long-term contracts. 
The QUICKTRANS and LOGAIR contracts, for example, are awarded 
for 1 year and provide for regular schedules at set route 
mileage charges. Accordingly, there is every incentive to 
make the maximum use of such flights and avoid paying charges 
for other types of commercial air freight. Commercial services 
generally are used only for shipments to off-line points or 
for overflow cargo from the contract systems. The use of 
commercial air freight from Norfolk is summarized in enclosure 
I. The use of the QUICKTRANS system from Norfolk is summarized 
in enclosure II. 
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We believe that the military services have recognized 
and considered the economic value of airlift in their 
various distribution programs. In addition to the LOGAIR 
and QUICKTRANS domestic systems, the Air Force and the Army 
have developed programs and are using MAC airlift to resupply 
many of their overseas customers on a routine basis. Reduced 
inventory investment and improved customer satisfaction were 
cited as target objectives in establishing these programs. 

The Navy's interest in increasing the use of airlift 
to move-supplies and reduce costs is evident by its 
September 1977 award of a contract (N00104-77-C-4688) to 
Air Cargo Research Institute of Philadelphia to compare 
actual air and surface costs. The study covered shipments 
specifically from the Norfolk area to Spain: Jacksonville, 
Florida; and San Francisco, California. 

The study concluded that the use of containerized 
scheduled commercial air freight service offered significant 
advantages. For example, on shipments from Norfolk to the 
San Francisco area, the report indicated that using airlift 
on some shipments would (1) offer cost savings over the 
present modes being used--parcel post, small package carriers, 
and motor carrier service, (2) provide better customer satis- 
faction by decreasing the time needed for delivery, (3) pro- 
vide better control over shipments, particularly those sent 
by parcel post, and (4) enhance overall supply system 
reliability. The study recommended that its findings be 
presented to officials at the Naval Supply Center in Norfolk, 
the Navy Material Transportation Office in Norfolk, and the 
Navy Supply Systems Command in Washington, D.C. As of this 
date, the Navy has not completed its review. We are asking 
the Navy to keep us informed of its progress. 

A recent congressional action, which we believe will be 
of interest to you on this matter, has taken a reverse point 
of view from that of the Navy's consultant. In the House 
and Senate conferees' report on the Defense appropriation 
bill for fiscal year 1979 (H.R. 13635, House Report 95-1764), 
an exception was taken to the Navy's and Air Force's reliance 
on commercial airlift for shipments within the United States 
during peacetime. The conferees deleted $11 million from 
DOD's requests for operating the QUICKTRANS and LOGAIR 
systems. On the other hand, they added $16 million to 
increase the number and types of spare parts and components 
locally available to military units. 

8 



B-157476 

The House Committee on Appropriations pushed for this 
reduction in airlift use. The Committee stated that judi- 
cious use of air delivery within the continental United States, 
carrying only the most essential and critical items, with 
an additional investment in spare parts, would produce 
cost savings and improve combat readiness. 

We trust that this information will satisfy your constit- 
uent's concern on these matters. As agreed with your office, 
copies of this letter are being sent to the Secretary of the 
Navy and other interested parties. 

Sincerely yours, 

-&^ l!qp&QJ 
R. W. Gutmann 

\ Director 

Enclosures - 2 
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ENCLOSURE II ENCLOSURE II 

AVERAGE MONTHLY CARGO SHIPPED VIA THE NAVY'S 

QUICKTRANS SYSTEM FROM THE NAVAL AIR STATION, NORFOLK, 

TO SELECTED DESTINATIONS 

Destination 
QUICKTRANS 

terminal 
tionthly average 

(pounds) 
Totals Subtotals 

Dover AFB, Del.: 
On-line (Dover1 
Off-line via truck: 

McGuire AFB, N.J. 
Philadelphia, Pa. 
New London, Conn. 
Quonset Point, R.I. 
Boston, Mass. 

302,600 
69,200 
31,400 
82,200 
58,400 

7,200 
54,200 

Charleston, S.C.: 
On-line (Charleston) 

212,400 
212,400 

Jacksonville, Fla.: 
On-line (Jacksonville NAS) 
Off-line via truck: 

Pensacola NAS, Fla. 

290,400 
242,400 

48,003 

Patrick AFB, Fla: 
On-line (Patrick) 

Key West, Fla.: 
On-line (Key West NAS) 

10,800 

7,200 

10,800 

7,200 

Indianapolis, Ind.: 
On-line (Indianapolis) 

11,600 
11,600 

San Diego, California: 
On-line (North Island NAS) 
Off-line via truck: 

-Long Beach, Calif. 
Pt. Mugu, Calif. 

Travis AFB, Calif.: 
On-line (Travis) 
Off-line via truck: 

Oakland NSC 
Lenoore NAS 

292,000 
204,200 

66,000 
21,800 

206,800 
166,600 

34,800 
5,400 

McChord AFB, Wash.: 
On-line (McChord) 
Off-line via truck: 

Bremerton, Wash. 
Whitney Island NAS, Wash. 

92,600 
40,600 

Total 1,426,400 

Total: 
On-line 965,000 

Off-line via truck 461,400 

Source: :Javy Material Transportation Office, Norfolk, Va. 
"Origin Cargo Distribution Report," month of 

Xarch 78 --Year-to-Date Average 
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