Title 14—AERONAUTICS AND
SPAGE

Chapter 1-—Federal Aviation Adminis-
tration, Daepariment of Transportation

SURCHAPTER G—-AIR CARRIERS, AIR TRAVEL
CLUBS, AND OPERATORS FOR COMPENSATION
OR HIRE: CERTIFICATION AND OPERATIONS

{Docket No, 8516 Amdt, 121-82)

PART 121-—CERTIFICATION AND OP-
ERATIONS: DOMESTIC, FLAG, AND
SUPPLEMENTAL AIR CARRIERS AND
COMMERCIAL QPERATORS OF
LARGE AIRCRAFT

Operaling Certiflcates and Finencial
Reporting

The purposes of this amendment to
Part 121 of the Federal Aviation Regu-
lations are to provide for indefinite cer-
tification of commercial operators after
4 years of continuous operation under
annuaily renewed certificates and to
change the financial reporting reguire-
ments for all holders of commercial
operator operating certificates.

This amendment was originally pro-
posed in Notice 68-18 and published Ity
the FeEpEraL REcGISTER on April 10, 1968
(34 F.R. 6333), Comments were received
from several commercial operators and
other organizations, and generally speak-
ing they dealt with flve aspects of the
proposed regllations, each of which I8
discussed in the balance of the preamble,

Several comments were addressed to
the proposed requirementin § 121.49 that
projections of proposed operations be
made with regard to estimated sources
and amounts of revenue, estimated
amount of expenses, estimated net profit
or loss, and estimated cash required for
the proposed operations during the first
6 months after the date of expected issu~
ance of the certificate. As stated in the
notice, the FAA has noted overall im-
provement in the safety record of com-
mercial operators due, in part, to a rec-
ord of financially sound operations. In
keeping with this improvement, the FAA
has determined, upon further examina-
tion, that the proposed requirement in
8 121.48(e} for a detailed projection of
the commerclal operator’s proposed op-
eration should be deleted except with
regard to an original certificate applica-

_tion. Retention of the proposed require-
ment for projections with regard to orig-
inal certification application is made in
recognitéon of the fact that a new com-
merecial operation 1s based on a limited
number of contracts and, after com-
menecing operations, remains susceptible
to unexpected economic setbacks and
operating problems.
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With regard to the proposal in § 121,53
for issuance of an indefinite certificate
after 4 successive years of operation un-
der annually renewed certificates, two
comments suggested that a perlod less
than 4 years would be adequate to deter-
mine whether an operator should be la-
sued a certificate of indeflnite duration.
In this respect, one of the comments
recommended the issuance of an indefl-
nite certificate to an applicant who has
held operating certificates continuously
for 2 years. A reduction in the 4-year
period goes beyond the provisions of the
notice ahd, therefore, cammot be coh-
sidered et this time. However, the FAA
will continue to keep this matter under
survelllance and if it appears that a
proper evaluation of the stabllity of com-~
mercial operators ean be determined in
8 lesser perlod, it will initiate further
rule making in that regard. Thus, only &
commercial operator who has operated
under annually renewed certiflcates for
at least 4 consecutive years Immediately
preceding issuance of an indefinite cer-
tificate s entitled to that certificate
{e.g., rather than receiving his fifth con~
secutive annually renewed certificate,
the applicant would receive an indefinite
certlficate if he has complied with the re-
gquirements for an annual certificate).

Comment was also recelved objecting
to the proposal in § 121.55 requiring the
submission of semiannual and annual
financial reports, the commentator stat-
ing that this greater frequency of report-
ing was unjustified. It is the position of
the FAA that semlannual and annual
financlal reports are necessary, in that
they provide & hetter opportunity to ex-
amine the financial affairs of the oper-
ators.  Also, the preparation of these fl-
nanclal reports is & common praectice in
private Industry, and thus the require-
ment places no real burden on the oper-
ator. The FAA agrees with one commen-
tator who suggested that submission of
puhlicly qudited filnancial reports be al-
lowed in compliance with the reporting
requirement. Of course, in such case the
publicly audited report would have to
contain all the information required by
§ 121.56.

Closely related to the above abjection,
two commentators recommended that the
certificate date coincide with the oper-
ator's fiscal year thus making the finan-
clal reporting date of § 121.49 uniform
with that of § 121.55. However, such ac-
tion would require a substantive change
in §121.53 to provide for lssuance of a
certificate for less than 1 year, Slince
the notice proposed no change in § 121.53
in this respect, this action would be out-
side of the scope of the notice. It should
be noted that once an operator recelves
an indefinite certificate, and while it
is operating thereunder, it will be re-
quired to submit financial reports oniy on

a fiscal year basis,

Finally, commment was received recom-
mending that the proposal in § 121.56
requiring financial reports to be sub-
mitted within 80 days of the last day of
the perlod covered by the report, be
changed to 90 days. It {s the opinion of
the FAA, that 80 days is a sufficient
period of time in which t6 prepare and
submit the information required. Fur-
thermore, an increase in the period of
time in which the reports must be sub-
mitted wounld decrease the usefulness
of the information.

Az proposed in the notice, the regula-
tions will now require submission of
certaln insurance information. It ls the
opinion of the PAA that such informa-
tion assists in the overall evaluation of
the operator's financial condition in that
it will disclose unrecorded liens against
assets, unrecorded liability for insurance
premiums, will assist in measuring the
extent of protection available to the:
users of the operator in case of an accli-
dent, and will indicate which operators
may be & risk due to thelr underinsured
status. As indicated above, this datae
must be submitted to the FAA. Even
though ruch information is evailable for
inspection at the operator's office, it
should, nevertheless, be included in the
finaneial report submitied to the FAA
so that it can be evaluated with the other
finaneial information submitted by the
operator.

With respect to the reporting of finan-
¢ial information, while it may be true
that en operator who has operated sue-
cessfully for severnl years has estab-
lished a sound fAnancial base, this fact

- does not eliminate the need for financial

informsation sinee financial difficulties
may occur at any time and adversely
affect the safety of the operation.

Rection 121,55(s) requires, for the first
time, financial reports submitted on a
fiscal year basis. It is recognized that
compliance with the semiannual report-
ing requirement might require certain
holders of commercial operator certifi-
cates to unnecessarily duplicat# Anaricial
information previcusly reported wunder
the regulation in effect prior to this
amendment. Accordingly, authority has
been provided in § 121.55(b) to permit
a particular certificate holder to deviate
from the new reporting requirements to
the extent necessary to aveld unheces-
sary duplication, Deviations authorized
will terminate. on September 30, 1870,
since thereafter the cccurrence of dupli-
cate reporting appears unitkely.

Interested persons have been given an
opportunity to participate in the making
of this amendment, and due considera-
tion has been given to all relevant mat-
ter presented.

In conslderation of the foregoing, Part
121 of the Federal Aviation Regulations

(As published in the Federal Register /35 F.R., 76417 on May 16, 1970)
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15 amended, effective July 15, 1970, as
follows: ’

1. By adding the following new sec-
tion after § 12147:

§121.48 Commercial operator: finan-
cial statement preparation and certi-
fication. -

Each financial statement contain-
ing financial information required by
§§ 12149 and 12155 must be based on
accounts prepared and malintained on an
accrual basis in accordance with gen-
erally accepted accounting principies ap-
plied on a consistent basis, and must
contain the name and address of the
applicant's public accouniing firm, if
any. Information submitted must be
signed by an officer, owner, or partner
of the applicant or certificate holder.

2. By amending § 121.49 to read as
follows:

§121.49 <Commercial operator: finan-
cial information required for original
issue or renewal. )

Each applicant for the original issue
or renewsl of a commercial operator cer-
tificate must submit the following
finahelal information:

(a) A balance sheet that shows assets,
liabilities, and net worth, as of a date not
more than 60 days before the date of
applleation.

(b} In the case of an applieation for
renewanl, the most recent profit and loss
statement required to be submitted under
§ 121.55. Also, if the application for re-
newal is flled more than 60 days after
the date of the applicant’s most recent
profit and loss statement submitted
under § 121.55, the applicant must sub-

~mit a supplementary profit and loss

statement covering the period from the
date of the most recent statement to a
daie not more than 60 days before the
date of appllcation for renewal. The ap-
plicant shall submit a list of each con-
tract that gave rise to operating Income
on the supplementary profit and loss
statement, including the names and ad-
dresses of the contracting parties and
the nature, scope, date, and duration of
each contract.

(¢) An itemjzation of Habilities more
than 60 days past due on the balance
sheet date, if any, showing each cred-
itor's name and address, a description of
the liability, and the amount and due
date of the liability.

{d) An itemization of elaims in litiga-
tion, if any, against the applicant as of
the date of application showing each
claimant's name and address and a de-
seription and the amount of the claim.

(e) In the case of an application for
original issue, a detailed projection of
the proposed operation covering é com-
plete months after the month in which
the certiflcate is expected tc be issued
including—

(1) Estimated amount and source of
both operating and nonoperating reve-
nue, including jdentification of its ex-

isting and anticipated income producing
contracts and estimated revenue per mile
or hour of operation by aircraft type;

(2) Estimated amount of operating
and nonoperating expehses hy expense
objective classification; and

(3) Estimated net profit or loss for
the period.

(f) An estimate of the cash that will
be needed for the proposed operatlons
during the first § months after the month
in which the certificate is expected to be
issued, Including— .

(1) Acquisition of property and equip-
ment (explainy; i

(2) Retirement of debt (explain) ;

(3) Additional working capital
plain) ;

(4) Operating losses other than de-
preciation and amortization (explain);
and’

(6) Other (explain).

(g) An estimate of the cash-that will
be mvallable during the first 6 months
after the month in which the certificate
is expected to be issued, from—

(1) Sale of property or flight equip-
ment (explain) ;

(2) New debt (explain) ;

(3) New equity (explain) ;

(4) Working ecapital reduction (ex-
plain} ;

(5) Operations (profits) (explain};

() Depreclation and amortization
{explaln}; and

(7) Other (explain).

(h) A schedule of insurance coverage
in effect on the balance sheet date show-
ing insurance companies; policy nume-
bers; types, amounts, and perlods of cov-
ernge; and special conditions, exclusions,
and limitations.

(j) Any other filnancial information
that the Administrator requires to en-
able him to determine that the appli-
cant has sufficient financial resources to
eonduét his operations with the degree
of safety reqiired in the public interest.

3. By amending $12153 to read as
follows:

§ 121.53 Duration of certificate.

{a) A supplemental air carrier operat-
ing certificate issued under this subpart
is effective until termination of the ger-
tifleate of public convenience and neces-
sity or other economic authority issued
by the Civil Aeronsutics Board fo the
air carrier or untjl it is surrendered or
the Administrator suspends, revokes, or
otherwise terminates it.

(b) A commercial operator operating
certificate is effective for 1 year, How-
ever, a certificate lssued to an applicant
who has held operating certificates con-
tinuously for at least 4 years Immedi-
ately preceding the date of Issuance, is
issued without a specific expiration date.

(¢} The Administrator may suspend
or revoke & certificate under section 608
of the Federal Avigtion Act of 1858 and
the appliceble procedures of Part 13 of
this chapter for any cause that, at the
time of suspension or revocation, would

(ex-

have been grounds for denying an appli-
cation for a certiflcate.

() Any certificate issued under this
subpart teases to be effective if it is
surrendered, suspended, or revoked.

{e) If the Administrator suspends or
revokes a certificate or it is otherwise
terminated, the holder of that certificate
shall return it to the Administrator,

4. By amending § 12155 to read as
follows:

£ 121.55 Commerciasl operator: periodic
financial reports.

(a) Each holder of g commercial
operator operating certificate shall sub-
mit a financial report for the first 6
months of each fiscal year and another
financial report for each complete fiscal
year. If a commercial operator operating
certificate is suspended for more than
29 days, the certificate holder shsall sub-
mit & finanecial report as of the last day
of the month in which the suspension is
terminated. The report required to be
submitted by this section shall be sub-
mitted within 60 days of the last day of
the period covered by the report and
must include—

(1) A balance sheet that shows assets,
liabjlitles, and net worth on the last
day of the reporting period;

¢2) The information required by
§121.49 (¢), (h), and 1);

(3) An itemizatlon of c¢laims in litiga-
tion sgeinst the applicant, if any, as of
the Jast day of the period covered by the
report;

(4) A profit and loss statement with
separation of items relating to appli-
cant's commercial operator activities
from his other business activities, if any;
and

(5) A Hst of each contract that gave
rise to operating income on the profit
and loss statement, including the names
and addresses of the contracting parties
and the nature, scope, date, and duration
of each contract.

(b} The Administrator may grant a
devigtion from the reporting require-
ments of paragraph (a) of this section if
he defermines that compliance will re-
sult in unnecessary duplication of finan-
cial information previously submitted by
the certificate holder.

(c} Deviation authority granted under
the authority -of paragraph (b} of this
section terminates September 30, 1970.

{Secs. 313(a), 601, 807, 609, Federal Aviation
Act, of 1958, 40 U.B.C. 1364(a}, 1421, 1427,
1420; Bec. 6(c), Department of Transporta-
tion Act, 48 U.8.C. 1666(c) )} '

Nore: The reporting and/or recordkeeping
requirements contalned heretn have been ap-
proved by the Bureau ol the Budget In
accordance with the Federal Reports Act of
1943,

Issued in Washington, D.C., on May 11,
1970,

J. H. SHAFFER,
Administrafor.



