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EXECUTIVE SUMMARY

Governor Henry recognized the importance of the
aerospace industry as an economic growth engine
for the state. He also recognized the difficult chal-
lenges for Oklahoma companies competing in this
global industry. In light of these facts, the Governor
formed a task force to recommend actions that
would improve the ability of Oklahoma companies
to compete in the changing global business envi-
ronment. The Chairperson for the task force was
Lieutenant Governor Mary Fallin. The Oklahoma
Department of Commerce, The Oklahoma Aeronau-
tics Commission, The Oklahoma Department of
Career and Technology Education and The Oklaho-
ma State Regents for Higher Education participated
and provided support.

The Governor set the following specific goals:

1. Make recommendations for specific ac-
tions that will improve the competitive
advantages for Oklahoma companies and
foster industry growth in the state;

2. Recommend an organization and structure
that can continue to support the industry
by providing technology infusion, strategic
planning, advocacy and value added re-
sources for the industry;

3. Plan and begin a statewide aerospace assets
inventory and recommend an organization
to continue that effort to completion; and

4. Host a statewide summit in 2004 and plan
anational Aerospace event in Oklahoma
by 2005.

The Lieutenant Governor formed four working
groups that gathered information, identified issues
and formulated recommendations. Strength, Weak-
nesses, Threats and Opportunities (SWOT) exercises
were conducted across the state to ensure there

was a statewide assessment of the industry and its
business environment. The EDGE Aerospace Team
results were also considered as a part of the initial
analysis.

The Task Force recommends the following
12 actions:

RECOMMENDATION 1.
Create a cooperative council that would le-
verage the collective strength of small and
medium size aerospace businesses. This coun-
cil would also focus on creating marketing
strategies and increasing the awareness of
smaller organizations’ capabilities. This could
be implemented as a stand-alone function but
would be more efficiently developed as a part of
a larger statewide association.

RECOMMENDATION 2.
Enhance the services of the Oklahoma Bid As-
sistance Centers (OBAN) with more intensive
assistance, business intelligence and training
efforts focused on the aerospace sector. Form a
five-person strike force dedicated solely to aero-
space operating from both Tulsa and Oklahoma
City, but covering customers statewide. Con-
sider moving responsibility for the bid assis-
tance function to The Oklahoma Department
of Commerce or The Aeronautics Commission,
as its mission is more closely aligned with the
promotion of the aerospace industry.

RECOMMENDATION 3.
Establish an Oklahoma business promotion
office focused on the aerospace contracts avail-
able at Tinker Air Logistics Center and the FAA
Mike Monroney Aeronautical Center at Will
Rogers Airport and other Federal installations
around the state. The office would work with
the OBAN Strike Force and Federal offices to
assist companies.

RECOMMENDATION 4.
Create a source, or financing vehicle that pro-
vides more access to funding in order to enable
smaller companies to compete for contracts
that require capital investment in technology,



processes or equipment. The financing would
be available based on contract award.

RECOMMENDATION 5.

Audit the Canadian Commercial Corporation
as a model for best practices and create a similar
organization with the appropriate capabilities
in Oklahoma.

RECOMMENDATION 6.

Seek more aggressive Tort and Workers’ Com-
pensation Reform.

RECOMMENDATION 7.

Repeal the state sales tax associated with parts
used in the maintenance, repair and overhaul
of aircraft in Oklahoma.

RECOMMENDATION 8.

Reduce product liability insurance cost for
Oklahoma companies by researching insurance
options to find the best rate. Explore group
rates under an association of aerospace com-
panies similar to group self-insurance scenarios
with Workers’ Compensation insurance.

RECOMMENDATION 9.

Establish a single-point of contact for the aero-
space industry to access the statewide higher
education and research assets and promote
continued growth of the Oklahoma cluster
(industry — government — education). The
Ohio model audited by the task force provides
some benchmarks and best practices to en-
hance Oklahoma’s Center for Aircraft Systems/
Support Infrastructure (CASI) program. The
state should provide seed funding to CASI of
approximately $1,925,000 per year to fund staff,
expenses, and on-call professional expertise
and research.

RecoMMENDATION 10.

Establish a statewide aerospace trade associa-
tion, the Oklahoma Aerospace Association, to
be comprised of companies, institutions, orga-
nizations, governmental agencies, and others

who have a stake or interest in the welfare and
growth of the aerospace industry. The state
should provide seed funding to the Association
of approximately $500,000 per year to fund
staff and expenses. The Association should be a
non-profit entity established under section

501 (c) (6) of the Internal Revenue Code.

RECOMMENDATION 11.

Develop an aerospace asset inventory along the
lines of The Georgia Aerospace Industry Profile.
The newly established Oklahoma Aerospace
Association should maintain and update the
inventory. Initial funding for the document
should be provided by the Aeronautics Com-
mission in conjunction with their planned up-
date of the Aerospace Economic Impact study.

RECOMMENDATION 12.

An Oklahoma Aerospace Summit should be
held in 2004 and on an annual basis thereafter.
The first summit should be organized, staffed
and supported by the Lieutenant Governor’s
Office, the Department of Commerce, and the
Oklahoma Aeronautics Commission. There-
after, the annual summit should be presented
by the Oklahoma Aerospace Association with
support from the above-named state agencies
and other appropriate entities and organiza-
tions. The first summit should create a forum to
discuss the report of this task force; aerospace
career paths; and the future of aerospace in
Oklahoma. A networking and social event
should be held the previous evening.

The Aeronautics Commission, The Department
of Commerce, CASI, The Department of Career
and Technology Education and other agencies
should combine efforts to grow the existing
Tinker Air Force Base Aerospace Technology
Conference into a national event. In addition,
the proposed Oklahoma Aerospace Summit, the
existing Technology Conference, and the exist-
ing Oklahoma Aeronautics Commission-Okla-
homa Airport Operators Association Annual
Aviation Conference, should be coordinated to
create an Aerospace Week in Oklahoma.



THE IMPORTANCE OF THE AEROSPACE
INDUSTRY

The aerospace industry is one of the critical eco-
nomic engines for the Oklahoma economy and has
been for many years. During the transition plan-
ning for Governor Henry’s new administration,
team members recognized the present impact of
aerospace and the industry’s crucial role for the fu-
ture of the state’s economy.

A 1999 report prepared for the Aeronautics Com-
mission by The University of Oklahoma concluded
that the aerospace industry directly and indirectly
employs over 143,000 Oklahomans, and accounts
for $4.7 Billion in payroll, $11.7 Billion in industrial
output, $77 Million in state income tax and $60.6
Million in state sales tax.

The industry is concentrated in Tulsa and Okla-
homa City, but significant intellectual and capital
investment, industry suppliers, and a skilled work-
force exist across the state.

The Oklahoma aerospace industry is composed of
several segments:

1. Commercial—the parts and service suppli-
ers that support airline and aircraft
manufacturing.

2. Military—the suppliers, training, mainte-
nance and engineering support for military
systems and bases.

3. Space—the effort to build a commercial
space industry in Oklahoma.

4. General—the support for the private avia-
tion, airports flight operations, and the
manufacturing of aircraft.

5. Business—the suppliers to business air-
craft manufacturers, maintenance and the
operation of those aircraft.

Within these segments Oklahoma has one of the
most significant concentrations of Maintenance
Repair and Overhaul (MRO) of aircraft and engine

capabilities in the nation, and in the world. It is this
capability that must be exploited to grow a world-
renowned center for MRO.

A small number of companies, such as Boeing,
American Airlines, Honeywell-Lori and Nordam
currently fill the role of economic engines. How-
ever, most Oklahoma companies are small and me-
dium size suppliers and repair stations.

Military installations and the FAA Mike Monroney
Aeronautical Center provide both local and state-
wide impact. The Oklahoma Air Logistics Center
(Tinker) is the largest military repair and overhaul
depot in the nation, and the largest aerospace em-
ployer in the State. In fiscal year 2003, in which
information is available, Tinker awarded contracts
valued at $5 Billion, but Oklahoma companies were
only awarded $232 Million. Tinker could be a more
significant economic engine. Although the mainte-
nance, repair and overhaul of aircraft and aircraft
engines is the heart of our aerospace industry, Okla-
homa companies have been unable to take full ad-
vantage of what is clearly an immense opportunity
at Tinker.

Some Oklahoma companies have advanced into the
higher value research and development, engineer-
ing and design. Most are in the middle or lower end
of aerospace technology. These companies are at
risk; vulnerable to acquisition or being replaced by
offshore companies unless new technology and pro-
cesses, and new customers can be acquired.

The aerospace industry is known for volatility, but
the situation today for aerospace manufacturers,
service providers, and airlines in particular, is at a
turning point. This critical turning point is affected
by the following variables:

- The affects of global competition
- The attack on 9-11



- New and emerging technologies

- Severe Acute Respiratory Syndrome (SARS)
- The loss of the Challenger

- The recent recession

. The war on, and threat of terrorism

- Volatile fuel prices

- Availability of qualified and skilled workers
- Outsourcing of engineering overseas

However, the industry is adapting and changing.
This creates both a potential crisis and an opportu-
nity. Oklahoma must be positioned at the leading
edge as the industry changes. Oklahoma aerospace
companies and support structure must evolve to
create the best possible competitive advantages as
they face a changing global market.

THE GOVERNOR’S GOALS FOR THE
Task FORCE

In June 2003 Governor Henry tasked the Secretary
of Commerce and Tourism, Kathryn Taylor, and the
Director of the Aeronautics Commission, Victor
Bird, to assemble a task force to address the pres-
ent problems and future support for the aerospace
industry.

The Governor emphasized that Oklahoma has a
robust aerospace industry cluster. Industry clusters
are either growing or dying. Business, education
and government support successful clusters. Sup-
port in Oklahoma must be efficient and effective.
Unlike other concentrated industries, there is no
statewide association to develop an Oklahoma strat-
egy for the aerospace industry. Allis not bleak but
action is needed. The situation should take on the
urgency of a crisis and should be viewed as an op-
portunity.

Leaders and representatives from the aerospace
industry, higher education, career and technology
education and government entities formed the
Task Force.

Governor Henry convened the task force on August
12,2003 and outlined the work and the challenges
for the group. The overall purpose was to recom-
mend actions and develop models that will improve
the competitive advantage of Oklahoma aerospace
companies today and in the future.

The Governor established four goals for the task
force:

1. Make recommendations for specific ac-
tions that will improve the competitive
advantages for Oklahoma companies and
foster the growth of the industry in
the state;

2. Recommend an organization and structure
that can continue the work of support-
ing the industry by providing technology
infusion, strategic planning, advocacy and
value-added resources for the industry;

3. Plan and begin a statewide aerospace assets
inventory and recommend an organization
to continue that effort to completion, and

4. Host a statewide summit in 2004 and plan
anational Aerospace event in Oklahoma
by 2005.

Lieutenant Governor Mary Fallin was asked to chair
the task force. The Lieutenant Governor is also
chairperson of the Aerospace States Association and
has been an advocate for aerospace development
and education throughout the state.

The Oklahoma Department of Commerce and the
Aeronautics Commission were tasked to provide
staff support.



REPORT
PRrROCESS

The Chairperson, Lieutenant Governor Fallin,
organized the task force into four working groups
to address the following general issue areas:

1. Recommendations to improve the business
environment and add to the competitive
advantages for Oklahoma companies. This
working group was heavily weighted with
business leaders, higher education, career
and technology education, state govern-
ment and the Tinker Small Business Office
were also represented.

2. Recommendations to establish an organi-
zation and structure that would continue
to support the industry. Aerospace com-
panies, government, higher education and
career and technology education were
represented on this working group

3. Recommendations for the content, and
establishing the process for building and
maintaining a statewide inventory for aero-
space industry

4. Recommendations for goals, timing, plan-
ning, content of an Oklahoma summit and
a future national aerospace event

Each working group gathered information and
conducted meetings to discuss and form recommen-
dations.

Information was shared via a task force web site
accessible only to task force members.

Following each working group’s report, all recom-
mendations were shared with all task force
members.

The Chairperson attended selected meetings and
received status updates on task force progress.

An experienced consultant from Career Tech facili-
tated some working groups.




RECOMMENDATIONS

The recommendations of this task force are divided
into 6 areas:

1. Aerospace business assistance and market
opportunities;

2. Public Policy Changes to Create Competitive
Advantage;

3. Leveraging and infusing technology;

4. Organization for support, focus advocacy, and
strategic planning;

5. Developing a Statewide Asset Inventory, and

6. Future Aerospace Events to increase public
awareness of the importance of the aerospace
industry, support for the industry and growth
of the industry.

1. AEROSPACE BUSINESS ASSISTANCE AND
MARKET OPPORTUNITIES

Issue: Small and medium size businesses collaboration
and cooperation for success

Small and medium size businesses are most in need
of assistance. Most of the aerospace jobs in the
state are the result of the small and medium size
businesses. The trends within the industry are for
consolidation and the pressuring of smaller suppli-
ers and repair stations for lower prices. By collabo-
rating and leveraging their corporate marketing
strength, these smaller companies could compete
for more work. In addition, the smaller companies
could more effectively impact policy by speaking as
an organized group, uniting as one front.

RECOMMENDATION 1.
Create a cooperative council that would leverage
the collective strength of small and medium size
aerospace businesses. This council would also focus
on creating marketing strategies and increasing the
awareness of smaller organizations’ capabilities.
This could be implemented as a stand-alone function

but would be more efficiently developed as a part of
a larger statewide association.

Issue: Focused assistance to take advantage of opportu-
nities for Government Contracts

One of the highest potential sources for business ex-
pansion is through winning government contracts
at the Tinker Oklahoma City Air Logistics Center,
The FAA Mike Monroney Aeronautical Center and
other federal installations. Presently, the Oklahoma
Bid Assistance Network (OBAN) provides help with
the technical aspects and strategies to apply for, and
win these contracts. OBAN has been successful in
the broad area of government contracts. The re-
source is not well known and does not address assis-
tance on the end-to-end process, nor does it provide
an aerospace focus. OBAN must fill an expanded
role as a critical element of the total solution. Ifa
significant portion of this capability could be more
finely focused on the aerospace industry, many
more companies would be able to successfully com-
pete for lucrative and high technology government
contracts.

RECOMMENDATION 2.
Enhance the services of the Oklahoma Bid Assistance
Centers (OBAN) with more intensive assistance,
business intelligence and training efforts focused
on the aerospace sectov. Form a five-person Strike
Force dedicated solely to aerospace operating from
Tulsa and Oklahoma City, but serving companies
statewide. The Strike Force should be located in the
Business Development Division of the Commerce De-
partment as its mission is more closely aligned with
business development., or the Aevonautics Commis-
sion as its mission is more closely aligned with the
promotion of the aerospace industry.

The possibility of competing for and winning more
contracts at Tinker is a high priority for state com-
panies. Of the $5 Billion in contracts let in federal
FY 03, only a small percentage ($232 Million) was



awarded to state companies. Oklahoma needs a
more aggressive program to market capabilities
and pressure government procurement to award to
Oklahoma companies, and prime contractors (e.g.
Boeing, Lockheed Martin, Northrop Grumman, etc.)
to subcontract within the State rather than out of
the State. In many cases Oklahoma companies can
compete on cost, quality and qualifications if there
was more information on a pending contract, and
if the government and the primes were more aware
of the capabilities of Oklahoma companies. A busi-
ness promotion office with well-qualified personnel
and sufficient resources, focused on promoting and
assisting Oklahoma companies, would enhance the
ability of Oklahoma companies to compete for this
business.

This would require funding either through repriori-
tizing existing programs or allocating funds in the
2004 legislative session to create the office in the
Commerce Department or The Aeronautics Com-
mission.

RECOMMENDATION 3.

Establish an Oklahoma business promotion office fo-
cused on the aerospace contracts available at Tinker
Air Logistics Center and the FAA Mike Monroney
Aeronautical Center and other Oklahoma Depart-
ment of Defense installations, in Oklahoma.

Competing for government contracts requires
companies to make a substantial investment of
resources to qualify, compete and win. Moreover,
once awarded the contract, substantial up-front cap-
ital is usually required to establish inventory, new
processes, appropriate certifications, or new and
advanced technologies. Although companies may
have the capability and know-how to perform, they
may not have the capital or borrowing power to
make the initial investment. By providing a source
of this capital, more Oklahoma companies could
compete and win government contracts.

Create a low cost business loan or short-term capital
capability that can be guaranteed once a company

has won a government contract. Establish a process
for qualifying and acquiring capabilities to com-
pete. This function could be established with The
Oklahoma Center for the Advancement of Science
and Technology (OCAST) in their on-going function
and capability.

RECOMMENDATION 4.
Create a source or financing vehicle that provides
more access to funding in order to enable smaller
companies to compete for contracts.

The Tinker Air Logistic Center Contracting Office
suggests that the Canadian model of providing

a central sourcing point for goods and services
throughout Northeast Canada, The Canadian
Commercial Corporation, has been very success-
ful. Canada has grown its aerospace exports to $20
Billion in 2003. Northeast Canada is the location
of the majority of their aerospace suppliers and, it
is growing rapidly. The Canadian government is
helping by providing a one-stop shop for aerospace
procurement. This lessens both the effort and the
risk of government procurement organizations. The
Canadians have created an agent-type organization
that both markets Canadian companies and as-
sists outside customers with contracts and product
sourcing. A task force working group did an exten-
sive audit of the website and concluded that this is
an excellent best-practice model. Oklahoma could
benchmark the Canadian model for value-added
components and practices and then develop anoth-
er set of recommendations to create those capabili-
ties in appropriate government, semi-government
or private organizations in Oklahoma.

RECOMMENDATION 5.
Audit the Canadian Commercial Corporation for
best practices and create a similar organization, or
appropriate capabilities in Oklahoma.



2. PusLic PoLicy CHANGES TO CREATE
COMPETITIVE ADVANTAGE

Issue: State policies that put Oklahoma companies at a
competitive disadvantage

Litigation and excess damage awards impact all
businesses. Enactment of aggressive tort reform
would provide a significant competitive advantage
for all businesses. The same can be said for workers
compensation insurance rates. Oklahoma business-
es are at a competitive disadvantage to businesses in
other states and in other countries with respect to
these costs.

RECOMMENDATION 6.
Seek more aggressive Tort and Workers’ Compensa-
tion reforms.

Surrounding states (Texas, Kansas, Arkansas and
others) do not charge sales tax on parts used in the
Maintenance, Repair and Overhaul (MRO) business,
but, Oklahoma does and it puts Oklahoma compa-
nies at a competitive disadvantage. The disparity
has been addressed for some of the larger compa-
nies such as American Airlines and those overhaul-
ing aircraft above 9,000 1bs. Oklahoma grants an
exemption from sales tax for these companies.
Unfortunately, smaller companies are losing busi-
ness and the state is losing jobs as aircraft owners
take their business to other states. We need to level
the playing field. The Oklahoma Tax Commission
does not recognize MRO under the same category
as the North American Classification System. If
recognized as manufacturers, parts used in the MRO
process would be exempt from sales tax. Or, grant

a blanket sales tax exemption for MRO without re-
gard to aircraft weight.

RECOMMENDATION 7.
Repeal the state sales tax associated with parts used
in the maintenance, repair and overhaul of aircraft
in Oklahoma.

Issue: Product liability insurance is an accelerating cost
driver for aerospace companies

Product liability is a cost driver for aircraft parts
manufacturing and aircraft services providers. If
Oklahoma companies could access lower product
liability insurance cost it would provide a competi-
tive advantage. It may be possible to get a group
rate. Research product liability insurance compa-
nies and look into advocating group rates.

Utilizing trade associations to gain a reduced in-
surance plan happens often in many industries
particularly with workers’ compensation insurance
Oklahoma should consider the possibility of creat-
ing an Oklahoma group insurance policy just as
medical and restaurant industries have established.
This was suggested in the past by the Aerospace
Alliance of Tulsa and could be done under the um-
brella of a business/trade organization if one were
to be established as a legal entity. (The Tulsa Alli-
ance does not have that status). This could be part
of the value added state aerospace association being
recommended by this task force.

RECOMMENDATION 8.
Reduce product liability insurance cost for Okla-
homa companies by researching insurance options
to find the best rate such as obtaining this insurance
through a trade association.



3. LEVERAGING AND INFUSING
TECHNOLOGY

Issue: Leveraging higher education expertise, technol-
oqy and creating collaborative partnerships

Oklahoma companies need access to new and
emerging technology. Businesses should be able to
leverage existing Oklahoma technology, research
and development with consulting advice that
already exists in our universities. Oklahoma busi-
nesses need an unbiased organization that can build
collaborative partnerships among companies to
compete for lucrative and sometimes extremely
complex projects. Ohio has developed a success-
ful model. Honeywell LORI in Tulsa suggested the
model. Team members visited the organization and
agreed that it provides a competitive advantage.

Higher education supported the proposals for the
7E7 workload through two multi-campus

research coalitions with expertise in aviation and
transportation/logistics: CASI and the Oklahoma
Transportation Center. Through investments of
the Oklahoma State Regents for Higher Education
(OSRHE) and U. S. Department of Defense, CASI
has grown over the past four years to become the
higher-education partner in Oklahoma’s aerospace
cluster. However, the CASI focus has been primar-
ily on maintenance, repair and overhaul (MRO) for
the military aviation sector. Oklahoma needs to
leverage the investment in CASI to further secure
its future in military aviation and to grow its service
to the private sector aerospace industry.

The EDGE Aerospace Panel has called for a state-
wide coordinated focus on the aerospace industry as
one of the State’s largest employers and concentra-
tions of technological assets, both now and in terms
of growth potential. The Panel recommended that
the CASI partner with the Aeronautics Commis-
sion, forming the statewide focal point for higher
education to partner with industry, government,
and CareerTech to:

- Advise aerospace companies on new manu-

facturing techniques, processes, and tech-
nologies and to assist in implementation;

. Coordinate and focus university research
and expertise to solve problems or recom-
mend strategies which will make
Oklahoma’s aerospace industry more
competitive; and

- Advocate and communicate with state
training and education agencies concern-
ing curriculum, facilities, and equipment
acquisition that support current and future
aerospace employment

Oklahoma should adapt the appropriate elements
of the Ohio Model and develop a similar capability
around the existing CASI structure. This will re-
quire legislative action in terms of funding for CASI.

Annual
Amount

State Support
OK Higher education coordination $125,000
OK Aerospace industry outreach $175,000
Economic Development support $125,000
Research $1,500,000

Subtotal $1,925,000
Research and technical support on

fee-for-service basis

Federal (Air Force and FAA) $1,750,000
Private industry $1,500,000
Subtotal $3,250,000

TOTAL $5,175,000

RECOMMENDATION 9.
Establish a single-point of contact for the aerospace
industry to access the statewide higher education and
research assets and promote continued growth of the
Oklahoma cluster (industry — government — edu-
cation). The Ohio model audited by the task force
provides some benchmarks and best practices to en-
hance Oklahoma’s CASI program, which should be
this single point of contact. The State should provide
seed funding of approximately $1,925,000 per year
to CASI to fund staff, expenses, and a on-call profes-
sional expertise and research.



4. OrcAaN1zAaTION FOor SuPPORT, Focus
AND STRATEGIC PLANNING

Issue: The value and need for a statewide association to
continually advocate issues that improve the competitive
advantages of Oklahoma Aerospace companies and that
provide a organization to support the aerospace industry.

Oklahoma companies need an organization whose
sole purpose would be to advocate for the aerospace
industry as a whole. The solidarity and exchange of
ideas proved that there is in fact a need and desire to
form a statewide organization. The Aerospace Alli-
ance of Tulsa has discovered value-added benefits to
coordinated efforts and sharing knowledge across
metropolitan Tulsa and northeastern Oklahoma.
The Task Force and the Tulsa Aerospace Alliance
Executive Committee support a statewide organiza-
tion that would:

1. Create a positive environment and united
voice for the aerospace industry;

2. Provide a forum and united voice to articu-
late the shared interests of the members;

3. Develop policy, programs, strategy, vision
and initiatives that improve the climate for
business growth and increase the competi-
tiveness of individual member companies
and the industry in national and interna-
tional markets;

4. Promote awareness of the industry’s eco-
nomic and social benefits to the state;

5. Improve opportunities for industry-spe-
cific education and training, research and
development, technology, and promote
careers in aerospace;

6. Put Oklahoma on the map as a recognized
center, and preferred location for the global
aerospace industry. A center known for its

10

ability and willingness to create collabora-
tive partnerships between and among the
industry, higher education, career and
technology education, and state govern-
ment; and

7. Publish and maintain a statewide inven-
tory of aerospace assets that would include
an aerospace company directory, education
and government resources, technologies
and accomplishments.

The membership should be inclusive rather than
exclusive and be structured as follows:

- Primary Members should be private for-
profit companies, which are doing business
in Oklahoma and directly engaged in some
segment of the aerospace industry.

- Associate Members would be any other
person, firm, company, entity or other orga-
nization with an interest in the aerospace
industry that does not qualify to be a Pri-
mary Member.

- Affiliate Members would be non-profit or-
ganizations such as universities, colleges,
research institutions, other educational
institutions or organizations, public or
quasi-public agencies, and other trade as-
sociations.

GOVERNANCE/ADMINISTRATION: The boards
described hereafter should be representative of the
segments of the industry that are in the State. The
Oklahoma Aerospace Alliance would be comprised
of two chapters, one in Eastern Oklahoma and one
in Western Oklahoma. A Board of Organizers/
Incorporators comprised of eleven members (“Orga-
nizers”) shall have general management and control



over all of the affairs and monies of the Association.
The Organizers shall adopt by-laws for the Associa-
tion. Once the Association is operational, the Orga-
nizers will function as an executive committee.
Seven volunteer members would come from the
industry, of which there would be three from the
Tulsa area, two from the Oklahoma City area, and
two from non-metropolitan areas. The Secretary of
Commerce, the Director of the Aeronautics Com-
mission, the Director of CASI, and the Director of
the Department of Career and Technology Educa-
tion would all be ex officio members. This board
would meet on a quarterly basis, and as needed. The
first seven members from the industry shall be the
following:

Tray Siegfried, Vice President Strategic
Growth, NORDAM (Tulsa)

Steve Hendrickson, Director, Strategic
Planning/Communications, Boeing (Tulsa)
Ed Battaglia, Vice President, Sales/
Marketing, Southern Aeroparts (Tulsa)
Steve Dwerlkotte, President, Jet Service
(Oklahoma City)

Jeff Davis, President, Acorn Growth Com-
panies (Oklahoma City)

Roger Valdez, President, Valco Manufactur-
ing (Duncan)

Calvin Burgess, President, or Mike Penwell,
Vice President, Spirit Wing Aviation
(Guthrie)

Insofar as the ex officio members are concerned,
the objective was to place on the board those repre-
sentatives of government and education who have
the responsibility and authority to respond to the
needs of the aerospace industry concerning the
wellbeing and growth of the industry. The Direc-
tor of the Aeronautics Commission was selected
because the Commission is statutorily charged to
promote the aviation industry. The Director will be
the point of coordination for all state government
resources and assets supporting the industry. The
Secretary of Commerce was selected for the obvious
reason that Commerce is the flagship state agency
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for economic development, and the stimulator of
the creation and retention of jobs.

The Director of CASI was selected because it is es-
sential that the research and expertise of higher
education be readily and easily available to the in-
dustry. What is even more critical in this regard is
that there be a single point of contact and focus for
aerospace research and economic development ac-
tivities in higher education. CASI provides this sin-
gle point of coordination and focus. The Director of
the Department of Career Tech was selected because
of Career Tech’s historic, significant, and invaluable
contribution to the skilled labor pool that is critical
to the industry.

The Organizers shall appoint a board of directors
comprised of twenty-seven members. Ten of the
members shall come from Eastern Oklahoma (east
of I-35), ten shall come from Western Oklahoma
(west of I-35), and seven members shall be ex-of-
ficio (these shall be the government officials who
are Organizers, the Director of the Oklahoma Space
Industry Development Authority, the Commander
of Tinker Air Force Base or his/her designee, and the
Director of the Mike Monroney Aeronautical Center
or his/her designee). The Board of Directors shall
meet twice a year, and as needed. It shall, in general,
oversee the affairs and activities of the Association.

There would need to be a chief executive/operating
officer for the Association, and at least one support
staff person. Given the concentration of aerospace
companies in Tulsa, the logical location for the pri-
mary office would be Tulsa. The infrastructure and
support offered by the Tulsa Aerospace Alliance, the
Eastern chapter of the Association, is an additional
basis to have the office in Tulsa. The Association
should also have an office in Oklahoma City. This
office could probably be at the Aeronautics Com-
mission. The chief executive/operating officer for
the Association, and the support staff person should
be funded as part of initial seed money.

The Aerospace Alliance of Tulsa was initially fund-
ed from city coffers. Seed funding for a state



Association would be required for the first five
years. Experience with other associations shows
that the Oklahoma Association would become self
sufficient through membership dues at about the
five—year point.

RecoMMENDATION 10.
Establish a statewide aerospace trade association,
the Oklahoma Aerospace Association comprised of
companies, institutions, organizations, governmen-
tal agencies, and others who have a stake or interest
in the welfare and growth of the aerospace industry.
The state should provide seed funding of approxi-
mately $500.000 per year for five years to fund staff
and expenses.

5. STATEWIDE ASSET INVENTORY

Issue: The state needs an asset inventory and a means
to continually update that inventory.

An essential tool for businesses in the state is a
complete inventory of the assets available. Okla-
homa has invested in resources that businesses can
use to improve their competitive advantages, but
many of these resources are not widely known. In
addition, the Department of Career and Technology
Education and Higher Education have developed
curriculum and technologies that would prove
beneficial if there were more awareness of these ca-
pabilities. Business leaders would also benefit from
knowing that other complimentary businesses
exist in the state; what they produce and what op-
portunities there might be for customer-supplier
relationships, joint ventures or sharing business
intelligence.

Task Force Working Group 3 tackled the job of for-
mulating recommendations for an asset inventory.
After reviewing similar products from other states,
the Georgia Aerospace Industry Profile was adopted
as the baseline. Oklahoma and Georgia share many
similarities in industry segments, population den-
sity and an existing aerospace cluster.

12

This profile would not only function as an asset
for businesses in Oklahoma, but would be used as a
marketing tool to apprise the rest of the aerospace
industry about the capabilities and advantages of
doing business with Oklahoma companies or in
Oklahoma.

The Aerospace Alliance of Tulsa has a baseline
company directory and has experience in data col-
lection. By building on that directory and adding
other existing data bases from The Oklahoma City
Chamber of Commerce, the Aeronautics Commis-
sion and the Oklahoma Department of Commerce,
a 90% solution could be developed quickly. Then,
by adding Higher Education, the Department of
Career and Technology Education, The Oklahoma
Alliance for Manufacturing Excellence, Oklahoma
Bid Assistance Network, small business assistance
organizations, local chambers of commerce active
in aerospace, government organizations, military
organizations and others, a useful asset inventory
would be base lined. The inventory would be a dy-
namic tool that would require maintenance to en-
sure accuracy, currency and relevance. The initial
document could be available by July 2004.

RECOMMENDATION 11.
An aerospace asset inventory be developed along
the lines of The Georgia Aerospace Industry Profile
and the newly established Aerospace Association of
Oklahoma should maintain and update the inven-
tory. Initial funding for the document should be sup-
plied by the Aeronautics Commission in conjunction
with its planned update of the Aerospace Economic
Impact study.

6. FuTURE AEROSPACE EVENTS TO ENCOUR-
AGE AEROSPACE GROWTH

Issue: Oklahoma has little recognition as an aerospace
state and there are no high profile forums for the industry

There is no statewide aerospace event in Oklahoma.
Businesses, education and support organizations
have no forum to discuss issues and highlight the



many advantages, opportunities, capabilities and
accomplishments of aerospace in the state. Events
are needed to highlight the good, fix the bad, and
discuss the future.

Key to any significant aerospace industry growth

is a qualified work force. Aerospace is losing the
battle to maintain a pipeline of motivated, creative
and productive workers. For example, the majority
of American Airlines employees in Tulsa (8,000+)
and The Oklahoma Air Logistics Center workers in
Oklahoma City (20,000+) will be eligible to retire in
the next 5 years. In order to show the next genera-
tions that aerospace is an available and desirable
career choice, it must be publicized and promoted.

Oklahoma also draws little attention from outside
the state. Oklahoma has a good story to tell and op-
portunities to offer. An aerospace event focused on
Oklahoma’s specific niche in Maintenance Repair
and Overhaul could become a regional and national
showcase.

The Task Force members working directly with the
Lieutenant Governor developed two concepts—one
for a statewide summit for all state aerospace
stakeholders, and a second focused on MRO. These
events could be the basis for a nationally recognized

Aerospace Week in Oklahoma.

RECOMMENDATION 12.

The Aeronautics Commission and the newly estab-
lished Aerospace Association of Oklahoma sponsor
a statewide summit. The first summit should create
a forum to discuss the recommendations of this task
force; Aerospace Career paths; and the future of aero-
space in Oklahoma. National level speakers should
be invited for a one-day event. A networking social
event should be held the previous evening. The Aero-
nautics Commission, the Oklahoma Department

of Commerce, CASI, the Oklahoma Department of
Career and Technology Education, other agencies
and private sector partners should combine efforts to
grow the existing Aerospace Technology Conference
into a national event. In addition, the proposed new
State Aerospace Summit, the existing Technology
Conference and the existing Aeronautics Commis-
sion-Oklahoma Airport Operators Association An-
nual Aviation Conference should be coordinated to
create an Aerospace Week in Oklahoma.




CONCLUSION

This report has
recommended
several actions

to improve the
competitive
advantages for
Oklahoma aero-
space companies.
Several can make
an immediate im-
pact while others
create an organi-
zation and struc-
ture to support
the industry into the future. The immediate actions
endeavor to level the playing field with other states
and the global community. Thisis critical as the
industry undergoes drastic changes and companies
around the world are making decisions concern-
ing where, and how to do business for the future.
Oklahoma can become the preferred location that
supports growth for already resident companies and
that attracts investment from outside the state.

The recommendations on the future structure and
support are critical to maintaining the present mo-
mentum and reacting on a timely and continuing
basis rather than relying on crisis management. By
focusing resources, planning, advocating policy and
infusing and leveraging technology, Oklahoma will
be able to grow the existing industry and improve
the quality of jobs.
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The final set of actions establishes events in Oklaho-

ma that will bring the industry together, create busi-
ness opportunities, share information and attract
national and international attention to Oklahoma.
The two recommended events are more than media
opportunities; they create a venue for existing busi-
ness, business attraction and state recognition.

The recommendations will require modest resourc-
es. If the industry is important to the present eco-
nomic health of the state, and is, as the Task Force
believes, a cornerstone of the future, it is imperative
that these modest resources be allocated and that
aerospace industry receive the policy and leader-
ship attention it needs and deserves.



APPENDIX 1
STRENGTHS, WEAKNESSES, THREATS AND OPPORTUNITIES (SWOT) EXERCISE RESULTS

Three SWOT exercises were conducted to ensure sufficient feedback from various industry segments; urban and
rural areas; large and small companies; and a wide range of government, education and local community leader-
ship. While certainly not a complete survey, these SWOT results helped the task force understand and consider
the diverse challenges to the aerospace industry across the state.

SWOT exercises normally required 3 to 4 hours to complete. Experienced OSU-Tulsa, Southeastern University,
and CareerTech experts facilitated the exercises.
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STRENGTHS WEAKNESSES, OPPORTUNITIES AND THREATS EXERCISE REPORT FOR TULSA AND
NORTHEAST OKLAHOMA

AEROSPACE ALLIANCE OF TULSA

INDUSTRY ANALYSIS TASK FORCE 2003
(Summary)

The aerospace industry spawns a considerable amount of economic movement in the state of Oklahoma, accord-
ing to a study conducted in 1999 by Dr. David Penn of the University of Oklahoma. Some of the economic impact
statistics included in that study are:

$11.7 billion in industrial output

$4.7 billion in payroll

143,000 jobs

$77 million in state income tax revenue

$60.0 million in state sales tax revenue

Oklahoma aviation and aerospace produce, directly or through the economic multiplier effect, 10 per-
cent of industrial output, 7.6 percent of employment and 10.3 percent of payroll in the state economy.

In Tulsa the impact is as impressive with approximately 25,000 jobs and nearly 200 aerospace companies located
in the city and surrounding area.

In May of 2003, the Executive Committee of the Aerospace Alliance of Tulsa, (AAT), met to analyze the strengths,
weaknesses, threats and opportunities of the Tulsa aerospace industry. After the analysis was completed, the
Executive Committee pulled together recommendations that could increase the competitive advantage of Tulsa
aerospace companies. Dr. Raj Basu, Ph.D., Vice-President/Academic Affairs & Chief Academic Officer, Oklahoma
State University, facilitated the session. The Executive Committee consists of leaders from large and small aero-
space companies, airport executives, representatives of higher education and training, and civic leaders.

The Executive Committee of the AAT concluded that it makes good sense for the City of Tulsa and the State of
Oklahoma to increase its focus and concentrate its limited resources on an industry that has an established infra-
structure consisting of a well-trained workforce, industry focused education and training programs, facilities and
arich aviation history.

The following pages are the lists of strengths, weaknesses, threats and opportunities as identified and prioritized
by the Executive Committee of the AAT.
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STRENGTHS

- Presence of American Airlines & Tinker
Air Force Base

- Low cost of doing business

- Skilled labor base

« Quality jobs program

- More productive facilities

- Trust financing available

- Presence of Honeywell, Boeing, Nordam

- Room for expansion at Tulsa International

THREATS

- American Airlines files Chapter 11
- Indianapolis consolidation

- Failure to act on opportunities

- People leaving industry

- General economic conditions

- SARS and other global influences

- Political in-fighting

- Boeing closes operations in Tulsa

- Higher fuel prices

Airport
- Tulsa Aviation Education Alliance
- Aerospace Alliance of Tulsa ACTION ITEMS
- 200 + aerospace companies in Tulsa area
THIS YEAR-2003

WEAKNESSES Create aerospace vision strategy for Oklahoma

. Leadership does not understand the
importance of the industry

- No incentives for existing business

- No significant aerospace R & D activity in
the state

- Reciprocal licensing

- Poor image of state

- Economic condition of the industry

- Lack of higher education programs in Aviation
- Workers compensation rules

- Bi-polar state (Oklahoma City Vs Tulsa)

- Lack of non-stop air service to both coasts
- Shortage of aerospace engineers

- Poor reputation of public education

- No major assemblers

OPPORTUNITIES

- Consolidate Original Equipment Manufac
tures (OEMs) here

- Restructure education to support aviation

- Provide incentiv for aerospace industry
cluster growth

- Leverage American Airlines and Tinker Logis-
tics Centers to expand supplier base

- Small Business Set Asides (SBSA)

- Create funding for existing businesses

- Educate state leadership

- Influence education program

- Better analysis

- Become venue for global aviation events

- Market Oklahoma
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Approach Maintenance, Repair and Overhaul
MRO Companies and Aircraft and engine man-
ufacturers (OEM) with package to relocate to
Tulsa (consolidation opportunities)

Start a Small Business Set-Aside (SBSA)
Develop package/information based on bench-
marking of other states

Develop Incentives for keeping American Air-
lines back shops in Tulsa

Identify Tulsa/Oklahoma assets to market as an
MRO state

Mayors/Governor to meet with existing Okla-
homa aerospace CEOs

FIVE YEARS

Develop a Boeing 737 repair/maintenance
strategy

Incentives for cluster growth in aviation
Education/training restructured to meet future
needs of local/state aerospace

Market Oklahoma aviation industry



STRENGTHS WEAKNESSES, OPPORTUNITIES AND THREATS EXERCISE REPORT FOR OKLAHOMA CITY
AND CENTRAL OKLAHOMA

The exercise was conducted on September 5, 2003. at the MetroTech Aviation Center at Will Rogers Airport.
Lieutenant Governor Fallin opened the exercise.

Aeronautics Director, Vic Bird, briefed those attending on the importance and rationale for the exercise and the
Governor’s Aerospace Task Force process.

The exercise facilitator was Vikki Dearing, CareerTech.

PARTICIPANTS WERE:

1. Chip Carter, Battelle Inc.
Jeff Davis, Acorn Inc.
Steve Dwerlkotte, Jet Sevices International
Don Ward, AAR Aircraft Services - Oklahoma
Mike Young, Arinc
Pete Lee, Metro Tech Aviation Center, Career Tech
Luin Leisher, Manufacturers Alliance for Excellence
Luther Trent, Oklahoma City Airport Authority
Gary Pence, OKC Chamber of Commerce

0 0NV W
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. Kim Wilkerson, Lear Siegler

—
—

. Rex Thomas, Boeing Co.

—
N

. John DiSilvestro, GE Military Engines Engines

—
w

. Garry Varney, L3 Comm

—
'S

. Tom Landers, OU/Center for Aircraft Systems Support Infrastructure

—
vl

. Carl Hatlelid, Center for Aircraft Systems Support Infrastructure
. Jim Rice, Profab Inc.
. Chuck Jernigan, Pratt & Whitney Military Engines

—
N N

STAFF SUPPORT:
1. Mary Smith, Executive Director, Aerospace Alliance of Tulsa
2. Tom O’Neill, Oklahoma Department of Commerce
3. Bob]Jardee. Oklahoma Aeronautics Commission
4. Jim Vincent, Tulsa Airport

The responses are grouped in priority order and categorized as:
The top 5—those with near consensus agreement as important
Significant—those recognized by less than half the group as important
Honorable mention—Those that were recognized as somewhat important
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STRENGTHS

Top Five

1.

The presence of Oklahoma Air Logistics
Center and the presence of the FAA Center
Strong Government-Industry relationships
An Established MRO infrastructure in the
state

Strong training facilities and capabilities
Geographic location and transportation
network

Significant

Existing industrial and supplier base

Low cost of living

Low cost of “touch” labor

Skilled work force

Strong work ethic

The Higher Education partnership through
CASI

The presence of large aerospace companies
in the state

Honorable Mention

Low cost of financing

The Quality Jobs incentive program

The ability of a small state like Oklahoma
to act quickly

Plenty of room to grow

A strong aerospace history and tradition
Low energy cost

Lots of airports

Air National Guard presence in Tulsa
and OKC

Growing R&D in weather at OU
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'WEAKNESSES
Top Five
1. Lack of an organized approach to Federal
legislation
2. Lack of modern MRO facilities
3. The State aerospace strategy is too broad
4. No state initiatives or strategy to help small
business
5. Anunfriendly tax structure for business.
Corporate and personal income taxes are
too high. Oklahoma is the only state in
the region to levy sales tax on aircraft parts
Significant

State education suffers from a bad image
that is validated by no emphasis on science
and technology and the under funding of
the system

The Air Force market at Tinker is largely
closed to private business

There is no state vision

No incentives to locate R&D in the state
There are no major Company HQs in the
state—decision makers are remote

Honorable Mention

Low number of engineers—probably
caused by lack of opportunity and poor pay
in state

Lack of in-state special processes certified
companies (example: heat treating)

The industry is disjointed

The state does not have a high-tech image
The infrastructure is old

Alr transportation is lacking and major
roads are in poor repair

No center of gravity for aerospace in the
state

Not enough incentives for investment



OPPORTUNITIES

Top Five

1.

The MROTC project at the Tinker Air Logis-
tics Center

2. Changes to the tax structure to improve
the business environment

3. Formalize an industry-education-govern-
ment partnership

4. Take advantage of Tinker’s aging aircraft
expertise and market opportunity

5. Leverage Oklahoma’s on-going research in
advanced materials, sensors and weather

Significant

Take advantage of the political influence of
the Congressional delegation

Change the state image from Western and
Native American to High Tech Aerospace
The privatization of some business at Tin-
ker will create opportunities

Attract 3 party repair that is being out-
sourced from airlines

The growth and demand for business and
regional jets

Honorable Mention

Leverage the position of the Lieutenant
Governor’s national leadership position
The 7E7

Educate policy makers

New jet service

Market expertise globally

The Air Force contracts for work force tran-
sition created an opportunity for in-state
and distance learning contract for Okla-
homa Education institutions

Form a PAC or other political organization
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THREATS

Top Five

1.

Markets and federal rules change rap-
idly—without a strategy and processes to
proactively react, others will beat us to the
punch

Loss of skilled and trained work force—
leaving the state for better jobs at better
salaries

Failure to work together across the state
Regional competitors from Texas and sur-
rounding states with more to offer

The move of acquisition and contracting
authority from Tinker to Wright Patterson
and Pentagon

Significant

Shifting work from Tinker to other out of
state locations

Foreign competition

The loss of Tinker or American Airlines
Lack of awareness of assets in the state that
could be value added

Encroachment at Tinker that would affect
Base Realignment and Closure
vulnerability

State revenue shortfalls

Honorable Mention

Failure to pass or fund incentives

Failure of the economy to recover

General apathy for any action unless there
is a crisis

Slow population growth that affects the
state political power—Congressional
seats, etc.

Consolidation within the industry
Compliance with increasing environmen-
tal regulations



STRENGTHS, WEAKNESSES, OPPORTUNITIES AND THREATS
AVIATION AND AEROSPACE DEVELOPMENT

Governor’s Aviation Task Force
Southern/Western Oklahoma SWOT Exercise
Ardmore, Oklahoma

September 29, 2003

Dr. Buddy Gaster, Dean of the School of Business at Southeastern Oklahoma State University facilitated the exer-

cise. Following are the findings:
STRENGTHS

Top Six
1 Probusiness environment for Aerospace
- Facilities: Tinker, Airports, FAA,
2. Location
- Easyaccess
- Transportation network
3. Oklahoma Aeronautics Commission
- Aviation support
- Regional Airport Concept
4. Education and Training Partnerships
- CareerTech
5. Legislative Support & Federal
Congressional influence
6. Workforce

Other Strengths Listed

- Clinton/Sherman, Ardmore Air-
park and other facilities around
the state

- General Aviation Activity

- Funding for airports and runway
improvements

- Flight schools

- ODOC and Quality Jobs program

- Heritage

- Weather
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‘WEAKNESSES

Top Seven

1.

Lack of focus on growing the aerospace
industry. Lack of coordinated marketing
programs and a clearinghouse of activities.
Oklahoma Tax Policy that places us at a
competitive disadvantage.

Workers Compensation Insurance costs
that far exceed other competitive states.
General liability Insurance costs.
Infrastructure and funding particularly for
MRO.

Common Education and particularly the
technology, science and math programs.
Misdirected incentives—based on job
growth rather than investment.
Insufficient amount of Oklahoma business
contracts at Tinker and with Prime Con-
tractors.

Other Weaknesses Listed

Insufficient state and federal funding
Lack of modern MRO facilities

Weather

A general unawareness of the importance
of the Aerospace industry.



OPPORTUNITIES

Top Five

1. Creation of a focused effort to build, grow,
and market Oklahoma businesses.

2. Grow existing business, attract companies
and create new businesses. Take advantage
of the aging aircraft fleets by providing
needed facilities, services and products.

3. Spotlight on education and aerospace cre-
ates an opportunity for emphasis and im-
provement.

4. EDGE committees, Aerospace Task Force
and other initiatives provide a timely op-
portunity to improve our business climate
through pro-active legislation.

5. The Asset Inventory will create new oppor-
tunities for existing business and identify
potential market niches and industry clus-
ters that can be developed.

Other Opportunities
- Meaningful workers comp reform is at-
tainable with knowledge and emphasis on
generating growth in the economy.
- Consolidation of airports and elimination
of under-funded facilities will allow for the
best utilization of resources

THREATS

Top Five

1. Failure to act on opportunities

2. Insurance: High workers compensation
costs and product liability insurance

3. Workforce: Brain drain and the lack of
skilled workers

4. Competition: from other states, loss of ex-
isting business and potential base closures

5. Regulatory restrictions

Other Threats
- Terrorism
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- Decreased aviation activity

- Noincrease in the workforce

- Flight restrictions

- Too heavy concentration in one industry
sector could adversely impact the state if
that sector experienced a downturn.

- Fuel costs.

GoALS AND RECOMMENDED ACTIVITIES
1. Develop Asset Inventory
a. Products
b. Services
c. Facilities
d. People/employees/skills
2. Develop and implement effective pro-
grams to grow existing businesses and
develop new businesses
3. Increase commercial aviation
Identify and pass needed legislation to
make the industry more competitive

ATTENDANCE

Tim Roehl, General Aviation Modifications
Roger Valdez, Valco Manufacturing
John Balziger, National Business Aviation Assc., Inc.
Bill Khourie, Oklahoma Space Industrial Development
Authority
B.F. Rowland, Southwest Technology Center
Dr. Gaster, Southeastern Oklahoma State University
Dr. Conway, Southeastern Oklahoma State University
Jerry Neilson, Luscombe Aircraft
Don Sanders, Sanders Airomotive
Victor Bird, Aeronautics Commission
Mary Smith, Aerospace Alliance of Tulsa
Erin Wright , Aeronautics Commission
Tom O’Neill, Oklahoma Department of Commerce
Wes Stucky, Aeronautics Commissioner and
Ardmore Chamber






APPENDIX 2, WORKING GROUP REPORTS
The Task Force was organized into four working Groups:

'WORKING GROUP ONE.
Make recommendations for specific actions that will improve the competitive advantages for Oklahoma
companies and foster industry growth in the state.

‘WorkiING Group Two.
Recommend an organization structure that can continue to support the industry by providing technol-
ogy infusion, strategic planning, advocacy and value added resources for the industry.

'WORKING GROUP THREE.
Plan and begin a statewide aerospace assets inventory and recommend an organization to continue that
effort to completion.

'WORKING GROUP FOUR.
Host a statewide summit in 2004 and plan a national aerospace event in Oklahoma in 2005.
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WORKING GROUP ONE REPORT ON COMPETITIVE ADVANTAGES

GoaL ONE: Make recommendations that will improve the competitive advantage of Oklahoma companies and
grow the aerospace industry in the state.

'WORKGROUP MEMBERS:

Vic Bird, Roger Valdez, Gary Moon, Tray Siegfried, Wes Stuckey, Bob Jardee, Tom O’Neill, Steve Dwerlkotte,
Michael Yort, and facilitator Jeff Wilkie

PRrOCESS:

1) Gather data and research current states:

In order to provide a breath of information from various locations, industry sectors and supporting organiza-
tions, three separate sessions to draw out the strengths, weaknesses, opportunities and threats (SWOT analysis)

present within Oklahoma’s Aerospace Industry.

The following is a summary of the SWOT results as they pertain to working group one:

Most IMPORTANT STRENGTHS OF OKLAHOMA strategy, policy advocates or information
AEROSPACE WERE: sources

1. The Presence of very large aerospace indus- 4. Little R&D or Higher Ed. participation in
try operations. Tinker Air Logistics center technology for the industry
and the American Airlines Maintenance 5. Few modern facilities
Base.

2. Askilled and well-trained work force and
the training/education system to ensure THE MOST VALUABLE NEW OPPORTUNITIES FOR THE
that this pipeline continues AEROSPACE INDUSTRY WERE:

3. Anexcellent geographic location and a 1. Leveraging Tinker and American to expand
transportation system ensures easy access the supplier base—focus on Oklahoma as
and efficient logistics the MRO capital of the aerospace indus-
An established MRO infrastructure try—Tinker for the military and Tulsa for

5. Anexcellent network of rural airports that Commercial and the entire state for busi-
is well planned and advocated by the Aero- ness and General Aviation)
nautics Commission 2. Consolidate OEMs in the state

Restructure education to support the in-
THE WEAKNESSES THAT MOST IMPACT THE AEROSPACE dustry
INDUSTRY WERE: 4. Market Oklahoma’s advantages

1. Noinitiatives to help existing businesses to 5. Take advantage of current and future tech-
grow or even survive nology and R&D to build the industry

2. A Tax policy, Workers Comp system and THE MOST IMMINENT THREATS TO THE AEROSPACE
needed tort reform that all impact the cost INDUSTRY WERE:
of doing business 1. The failure to act at this critical time and

3. Lack of focus and support for the aerospace take advantage of the opportunities
industry at the state or Federal level—no 2. The loss of skilled workers or the unwill-
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ingness of the next generation to choose
aerospace as a career

3. The changes in federal acquisition and
procurement policy and our inability or
unwillingness to adapt

4. Loss of critical industry players (American
as a result of Chap 11; Boeing as a result of
consolidation or restructure; Tinker as a
result of BRAC)

5. Foreign and out of state competition

This information was then provided to each work-
ing group. The entire SWOT Analysis results are
attached.

In addition to SWOT Analysis the working group
also heard the Lt. Gov. perspective on Aerospace
industry development from a state leaders’ perspec-
tive and also viewed from her position as Chairper-
son of the Aerospace States Association.

In addition, pertinent information was posted on a
dedicated web site. Some of the items included are:

- FAA 2003 Industry Forecast
- All meeting documentation
- Ohio Benchmarking Report

2) Workgroup meetings:

At the workgroup meetings, representatives from
Maintenance Repair and Overhaul (MRO) orga-
nizations were present to share ideas and further
explore the ever-changing variables as well as con-
sistent elements to maintaining the competitive
advantages of aerospace in Oklahoma, nationally
and internationally. Each meeting had agenda items
and involved presentations being made by the
Oklahoma Bid Assistance Network, Career Tech and
CASIrepresenting Oklahoma Regents for Higher
Education. The members of the groups shared their
expertise within presentations made to other mem-
bers of the working group.

The group was provided staff assistance from the
Aeronautics Commission and the Oklahoma
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Department of Commerce. In addition, Mr. Jeff
Wilkie, an experienced consultant with Career
Tech, facilitated meetings and provided summary
activities at the conclusion of each meeting session.
Members of the work group took discovery assign-
ments and reported back on elements that were
assigned. The business leaders on the team supplied
the majority of the input on the present competi-
tive environment for the aerospace industry in
Oklahoma.

Within workgroup discussion, the business
leaders agreed that their recommendations
could be placed in four primary groups:

- Aerospace assistance and enhancement
- Aerospace business impediments

- Aerospace government contracting

- Aerospace innovative foresight analysis

All working group members agreed on the follow-
ing recommendations.

RECOMMENDATIONS:

Aerospace assistance and enhancement:

1. Creation of a cooperative council that
would leverage the collective strength of
smaller Maintenance Repair and Overhaul
(MRO) businesses. This group would also
focus on creating marketing strategies and
increasing the awareness of smaller organi-
zations’ capabilities.

Workgroup discussion: Most of the jobs in the state
are the result of the smaller businesses in aerospace.
The trends within the industry are for consolidation
and the pressuring of smaller suppliers and repair
stations for lower prices. By collaborating and le-
veraging their corporate marketing strength, these
smaller companies could compete for more work.
In addition, the smaller companies could more ef-
fectively impact policy by speaking as an organized
group, uniting as one front.



Recommended implementation steps:
- This could be implemented as a stand-
alone council, or as part of a larger state-
wide alliance.

2. Enhance the services of the Oklahoma Bid
Assistance Centers with more intensive as-
sistance, business intelligence and training
efforts focused on the Aerospace sector.

Workgroup discussion: One of the most lucrative
sources for business expansion is through winning
government contracts with the Oklahoma City Air
Logistics Center (DOD), The Mike Monroney Aero-
nautical center (FAA) and other Federal agencies.
Presently, the Oklahoma Bid Assistance Network
(OBAN) provides help with the technical aspects
and strategies to apply for and win these contracts.
OBAN has been successful in the broad area of gov-
ernment contracts. The resource is not well known
and is not focused on end-to-end help, nor does it
provide an aerospace focus. If this capability could
be more finely focused on the aerospace industry,
many more companies would be able to success-
fully compete for government contracts.

Recommended implementation steps:
- Review the mission, capabilities, resources
and organization of OBAN and refocus a
majority of the capability on aerospace.

- Consider moving the organization to The
Department of Commerce or the Aeronau-
tics Commission to work as part of a busi-
ness development team.

3. Establish a state trade association con-
cerned with maintaining and obtaining
best practices to be shared with all sectors
of the aerospace industry.

Workgroup discussion: Discussion focused on an orga-
nization whose sole purpose was to advocate for the
aerospace industry as a whole. The solidarity and

exchange of ideas shared proved that there is in fact

26

aneed and desire to form a statewide organization.
The Aerospace Alliance of Tulsa has discovered val-
ue-added benefits to coordinated efforts and sharing
knowledge across Green Country.

AEROSPACE BUSINESS IMPEDIMENTS:

4. Continue more aggressive Tort Reform and
continue improvements to the State Work-
er’s Compensation laws and practices.

Workgroup discussion: Tort reform impacts all busi-
nesses. If the state enacted aggressive tort reform,
the state’s businesses would enjoy a more competi-
tive advantage. The same is true in Workers Com-
pensation. Oklahoma businesses are at a competi-
tive disadvantage to business in other states and in
other countries.

Recommended implementation steps:

«  Advocate that the Legislature enact aggres-
sive tort reform and continue improve-
ments to the State’s Workers’ Comp laws
and practices.

5. Repeal the state sales tax associated with
parts used in the maintenance, repair and
overhaul or aircraft in Oklahoma.

Workgroup discussion: Surrounding states (Texas,
Kansas, Arkansas and others) do not charge sales
tax on parts used in the MRO business. Oklahoma
does. That puts Oklahoma companies at a competi-
tive disadvantage. The disparity has been addressed
for some of the larger companies such as American
Airlines and those overhauling aircraft above 9,000
Ibs. Oklahoma grants an exemption from sales tax



for these companies. Smaller companies are losing
business and the state is losing jobs as aircraft own-
ers take their business to other states. We need to
level the playing field.

Recommended implementation steps:

- The Oklahoma Tax Commission should
recognize MRO under the same category as
the North American Classification System.
Consider MRO as manufacturing.

- Ifrecognized as manufacturers, parts used
in the MRO process would be exempt from
sales tax.

- Grant a blanket sales tax exemption for
MRO without regard to aircraft weight.

6. Help reduce product liability insurance cost
for Oklahoma companies by researching
insurance options to find best offer or rate.
Advocate on behalf of Oklahoma aerospace
companies.

Workgroup discussion: Product liability is a cost
driver for aircraft parts manufacturing and aircraft
services providers. If Oklahoma companies could
access lower product liability insurance cost it
would provide a competitive advantage. It may be
possible to get a group rate.

Recommended implementation steps:
- Research product liability insurance com-
panies and look into advocating group
rates.

- Utilizing trade associations to gain a re-
duced insurance plan happens often in
many industries. We must look at the pos-
sibility of creating an Oklahoma group
insurance policy just as medical and res-
taurant industries have established. This
was suggested in the past by the Aerospace
Alliance of Tulsa and could be done under
the umbrella of a business/trade organiza-
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tion if one were to be established as a legal
entity. (The Tulsa Alliance does not have
that status).

- This could be part of the value added state
aerospace association being recommended
by this working group earlier in the report.

AEROSPACE GOVERNMENT CONTRACTING

7. Establish an Oklahoma business office
focused on getting Tinker and other govern-
mental contract business.

Workgroup discussion: The possibility of competing
for and winning more contracts at Tinker is a high
priority for state companies. Of the $4.1 Billion in
contracts only a small percentage of the work is
done in the state. The state needs a more aggressive
program to market capabilities and pressure gov-
ernment procuremenet to award to small business-
es as well as, the prime contractors to subcontract
within the state rather than out of state. In many
cases Oklahoma companies can compete on cost,
quality and qualifications if there was more infor-
mation on pending contract and if the government
and the primes were more aware of the capabilities
of Oklahoma companies. A business office with
well-qualified personnel and sufficient resources
would provide a competitive advantage for Okla-
homa companies.

Recommended implementation steps:

- Establish an Oklahoma business promo-
tion office focused on the aerospace con-
tracts available at Tinker Air Logistics Cen-
ter and the FAA Mike Monroney Center.

- This would require funding either through
reprioritizing existing programs or allocat-
ing funds through in the 2004 legislative
session to create the office in Commerce or
Aeronautics Commission.



8. Create a source or financing vehicle that
provides more access to funding in order
to enable smaller organizations to compete
for contracts.

Workgroup discussion: Competition for govern-
ment contracts requires substantial investment of
resources to register, compete and win. In addition,
once won, it could also require substantial up front
capital to establish inventory, new processes, appro-
priate certifications, or a need to acquire new and
advanced technologies. Although companies may
have the capability and know-how to perform, they
may not have the capital or borrowing power to
make the initial investment. By providing a source
of this financing, more Oklahoma companies could
compete and win government contracts.

Recommended implementation steps:

- Create a small business loan capability that
can be guaranteed once a company has
won a government contract.

- Establish processes for qualifying and ac-
quiring capabilities to compete.

AEROSPACE INNOVATIVE FORESIGHT ANALYSIS:

9. Audit the Canadian Commercial Corpora-
tion for best practices and create a similar
organization, or appropriate capabilities
for Oklahoma.

Workgroup discussion: The contracting experts from
Tinker Air Logistic Center report that the Canadian
model of providing a central sourcing point for
goods and services throughout Northeast Canada
has been very successful. Canada has grown its
aerospace exports to $20 Billion in 2003. Northeast
Canada is the location of the majority of aerospace
related suppliers. It is growing rapidly. The Canadi-
an Government is helping by providing a one-stop
shop for aerospace procurement. This lessens the
work and risk of government procurement organi-
zations. The workgroup did an extensive audit of
the website and see this as an excellent best practice
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model to learn from.

Recommended implementation steps:

. First, benchmark the Canadian model for
value-added components and practices.

. Establish the factors (how) that allow Ca-
nadians to gain governmental contracts
and assess (what) governmental entities
requirements.

. Ifthere are elements that can be done in
Oklahoma to benefit businesses in state,
develop another set of recommendations
to create those capabilities in appropriate
government, semi-government or private
organizations.

10. Audit the Ohio research model for best
practices and use in Oklahoma.

Workgroup discussion: Oklahoma companies need
access to newer technology. Businesses need to be
able to leverage existing Oklahoma technology,
R&D and consulting advice that already exists in
our universities. Oklahoma businesses need an
unbiased organization that can build collaborative
partnerships among companies to compete for lu-
crative and sometimes extremely complex projects.
Ohio has developed a successful model. Honeywell
LORIin Tulsa suggested the model. Team members
visited the organization and agree it provides a com-
petitive advantage.

Recommended implementation steps:

- Reassess visit to Ohio.

- Consider developing the model around the
existing CASI structure. This will require
legislative action in terms of funding for
CASI. CASIshould submit a plan and bud-
get to be included in the 2004 legislative
session.

- Aeronautics, Commerce and Regents
should support the initiative.






WoRrkinG GrRour Two, REPORT ON ORGANIZATION AND PoLicY

TASK:
Recommend an organization/structure to continue the work of the Governor’s Aerospace Task Force and support
the welfare and growth of aerospace industry.

WHAT:

A statewide aerospace trade association, the Oklahoma Aerospace Alliance (“OAA”), comprised of companies,
institutions, organizations, governmental agencies, and others who have a stake or interest in the welfare and
growth of the aerospace industry.

WHY:
- Tocreate a positive environment and united voice for the aerospace industry.

- To provide a forum and united voice to articulate the shared interests of the members.

- To develop policy, programs, strategy, vision and initiatives which improve the climate for business growth
and increase the competitiveness of individual member companies and the industry in national and interna-
tional markets.

. To promote awareness of the industry’s economic and social benefits to the state.

- Toimprove opportunities for industry-specific education and training, research and development, technology
and promote careers in aerospace.

- Toput Oklahoma on the map as a recognized center, and preferred location for the global aerospace industry.
A center known for its ability and willingness to create collaborative partnerships between and among the
industry, higher education, career and technology education, and state government.

To publish and maintain a statewide inventory of aerospace assets that would include an aerospace company
directory, education and government resources, technologies and accomplishments.

SPECIFICS:
Primary Members would be private for-profit companies, which are doing business in Oklahoma and directly en-
gaged in some segment of the aerospace industry.

Associate Members would be any other person, firm, company, entity or other organization with an interest in the
aerospace industry which does not qualify to be a Primary Member.

Affiliate Members would be non-profit organizations such as universities, colleges, research institutions, other
educational institutions or organizations, public or quasi-public agencies, and other trade associations.

GOVERNANCE/ADMINISTRATION:
The boards described hereafter should be representative of the segments of the industry that are in the State. The
OAA would be comprised of two chapters, one in Eastern Oklahoma and one in Western Oklahoma. A Board
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of Organizers/Incorporators comprised of eleven members (“Organizers”) shall have general management and
control over all of the affairs and monies of the OAA. The Organizers shall adopt by-laws for the OAA. Once the
OAA is operational, the Organizers will function as an executive committee.

Seven volunteer members would come from the industry, of which there would be three from the Tulsa area, two
from the Oklahoma City area, and two from non-metropolitan areas. The Secretary of Commerce, the Director

of the Aeronautics Commission, the Director of the Center for Aircraft Systems/Support Infrastructure (“CASI”),
and the Director of the Department of Career and Technology Education would all be ex officio members. This
board would meet on a quarterly basis, and as needed. The first seven members from the industry shall be the
following:

Tray Siegfried, Vice President Strategic Growth, NORDAM (Tulsa)

Steve Hendrickson, Director, Strategic Planning/Communications, Boeing (Tulsa)

Ed Battaglia, Vice President, Sales/Marketing, Southern Aeroparts (Tulsa)

Steve Dwerlkotte, President, JetService (Oklahoma City)

Jetf Davis, President, Acorn Growth Companies (Oklahoma City)

Roger Valdez, President, Valco Manufacturing (Duncan)

Calvin Burgess, President, or Mike Penwell, Vice President, Spirit Wing Aviation (Guthrie)

Insofar as the ex officio members are concerned, the objective was to place on the board those representatives of government
and education who have the responsibility and authority to respond to the needs of the aerospace industry concerning the
well-being and growth of the industry. The Director of the Aeronautics Commission was selected because the Commission
has been statutorily charged to promote the aviation industry. The Director will be the point of coordination for all state gov-
ernment resources and assets supporting the industry. The Secretary of Commerce was selected for the obvious reason that
Commerce is the flagship state agency for economic development, and the stimulator of the creation and retention of jobs.

The Director of CASI was selected because it is essential that the research and expertise of higher education be
readily and easily available to the industry. What is even more critical in this regard, is that there be a single
point of contact and focus for aerospace research and economic development activities in higher education.
CASI provides this single point of coordination and focus. The Director of the Department of Career Tech was
selected because of Career Tech’s historic, significant, and invaluable contribution to the skilled labor pool that is
critical to the industry.

The Organizers shall appoint a board of directors comprised of twenty-seven members. Ten of the members shall
come from Eastern Oklahoma (east of I-35), ten shall come from Western Oklahoma (west of I-35), and seven
members shall be ex-officio (these shall be the government officials who are Organizers, the Director of the Okla-
homa Space Industry Development Authority, the commanding officer of Tinker Air Force Base or his/her des-
ignee, and the Director of the Mike Monroney Aeronautical Center or his/her designee). The Board of Directors
shall meet twice a year, and as needed. It shall, in general, oversee the affairs and activities of the OAA.

There would need to be a chief executive/operating officer for the OAA, and at least one support staff person.
Given the concentration of aerospace companies in Tulsa, the logical location for the primary office would be
Tulsa. The infrastructure and support offered by the Tulsa Aerospace Alliance, the Eastern chapter of the OAA, is
an additional basis to have the office in Tulsa. The OAA should also have an office in Oklahoma City. This office
could probably be at the Aeronautics Commission.
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PARTNERSHIP IN SUPPORT OF OKLAHOMA’S COMMERCIAL, MILITARY, AND GENERAL
AvVIATION INDUSTRY

Submitted by CASI (Drs. Landers and Nazemetz)

Background

The Center of Aircraft Systems/Support Infrastructure (CASI) is a higher education coalition that provides a single
point of contact and focus for aviation research and economic development activities. It has sought and obtained
Congressional funding for support of an applied research program in Maintenance, Repair and Overhaul (MRO) at
the Oklahoma City Air Logistics Center (OC-ALC also known as Tinker Air Force Base). In addition to the over $8M
of Congressionally-funded projects for the OC-ALC in the most recent four Fiscal Years (FYs), CASL has successfully
executed a variety of projects at commercial/private companies and the FAA’s Mike Monroney Center.

Recently, Governor Brad Henry convened the ‘Economic Development Generating Excellence’ (EDGE) effort to
quickly study and identify initiatives for executive and legislative consideration. Central in the EDGE Aerospace
sub-committee recommendations was the concept of leveraging existing statewide institutions/ organizations/
initiatives to improve the state support of the its largest industrial sector. Aerospace activities provide approxi-
mately 10% of the state’s economy and the EDGE Aerospace sub-committee recommended that the State provide
the resources to its commercial aviation sector by providing applied research funding to address generic aero-
space industry problems through CASI. The sub-committee envisioned that the State, through the Oklahoma
Aeronautics Commission (OAC) provide $2M or more in funding to CASI for operation and execution of applied
research in support of the Oklahoma commercial, military, and general aviation sectors.

The Governor also formed the Oklahoma Aerospace Task Force to make recommendations to improve the com-
petitive advantages for Oklahoma aerospace companies. The task force is chaired by the Lieutenant Governor
and supported by The Oklahoma Department of Commerce and The OAC. One of the strong recommendations
from the task force is the need to create a government-education-industry partnership. CASI must be supported
to provide the education leg of this partnership.

Vision

It envisioned that the Oklahoma OAC and CASI, in combination with the State’s aerospace industry associations,
would develop a prioritized research agenda and solicit, evaluate, select, and execute an Oklahoma aerospace
research agenda. Faculty within the State’s higher education institutions would conduct the research in conjunc-
tion with appropriate commercial partners.

The agenda would provide a balanced set of applied and basic research. The applied research would address cur-
rent problems while the basic research agenda would help position Oklahoma industries at the forefront of de-
veloping technologies and markets to assure long-term economic competitiveness and prosperity. The CASI-led
research would address generic problems and issues within the commercial, military, and general aviation sector,
providing the results of the research to the benefit of the sector as a whole and municipalities in which aerospace
industries are located. CASI would continue to provide company-specific research and problem solving on a fee
for service basis in parallel to the state supported generic research as well as provide federally sponsored applied
research in support of the OC-ALC and the FAA, combining the best of commercial and industrial practice.

This initiative would more closely align and foster efficient cooperation of the State’s education, industry, and
government efforts in support of Oklahoma’s largest industrial sector and would help provide long-term eco-
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nomic development stimulus by supporting both today’s needs while increasing the exposure of college gradu-
ates to aerospace issues and help train them to support the State’s vital aerospace sector. The increased supply
of graduates and the increased proficiency of faculty in support of aerospace will also provide human assets that
help attract new aerospace industry starts and expansions to the State.

Request

In order to establish effective research support, the partnership is seeking funding to integrate the CASI/OAC/
ODOC aviation support experiences and the existing aviation industry associations to identify and execute the
most critical arenas to establish and improve of the State’s aviation sector’s competitive position in new and
existing markets. This partnership will transition the current fragmented efforts to a solid foundation and a
cohesive coordinated education, industry, and government thrust that identifies and addresses the most pressing
problems in the Oklahoma aviation sector.

The requested funding will establish OAC, CASI, ODOC, and the aviation industry associations as the focal point
for statewide industry, government, and education efforts to support the State’s largest industry by providing a
long-term funding base. The definition of the sector’s needs and their priorities will be defined by the aviation
industries themselves on an on-going basis. The OAC and CASI will work to execute the state’s (generic) com-
mercial aviation research and development agenda and assure that the agenda meets the needs of the current and
developing aviation enterprises. an annual presentation of results and reassessment of the research agenda will
be provided to the industry and general public throughout the year as well as in an annual aviation issues and
research forum.

The requested funding will build upon CASI’s current activity, expanding it to efficiently address the generic
problems of Oklahoma’s established and evolving aviation enterprises. At the current time, much of the antici-
pated growth in the sector is expected to be advanced by the establishment of small innovative businesses as well
as expansion of current aviation companies and the recruitment of new companies to the State. The ability of
the State and local municipalities to recruit new or relocating businesses will be enhanced by a viable, focused
State supported aviation research program that unites the industry, education, and government to identify the
most pressing problems, provide the intellectual assets needed, and provide the funds needed for the mainte-
nance and advancement of the State’s largest industry.

CASI s currently executing a research agenda established by its current military installation (OC-ALC), govern-
ment installation (FAA) sponsors, and commercial companies with annual research expenditures of approxi-
mately $2M. This budget provides installation- and company-specific applied research. In order to establish, pri-
oritize, and address the generic basic and applied research needs of the sector, the proposed budget requests State
Legislature action to establish a partnership of CASI and key state agencies and to appropriate funds for a period
of five years in the amount of $1,925,000 per year: $425,000 for service and $1,500,000 for technology. The State
investment will be leveraged 1.7:1 by federal agencies and private sector companies defining, prioritizing, and
funding technical projects.
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Annual

Item Source
Amount
CASI Studies in suPport of ODOC industry recruitment and $125,000 OAC/ODOC
development studies
CAST Research Studies for Oklahoma Aerospace Companies
-Applied Research and Development Agenda Oklahoma Legisla-
Identification and Projects $600,000 ture to be provided
-Basic Research and Long Term Development Agenda $900,000 through OAC
Identification and Projects
CASI Applied Research Studies for Federal Facilities $1,750,000 Federal Gov't
CASI Activities in Partnership with Private Industries $1,500,000 Industries
CASI Administration and Operations
-Higher Education Interaction/Coordination $125,000 OSRHE
-Oklahoma Aerospace Industry $175,000 OAC

It is anticipated that the research agendas would support the development of technologies and businesses that

would, but would not be limited to, the

Enhancement of the State’s Aircraft Maintenance, Repair, and Overhaul (MRO) capabilities and com-

petitiveness for military and commercial aircraft,

Leveraging of the military and commercial aviation MRO to private aviation MRO and airworthiness

activity, especially in anticipation of the requirements that will stem from the Small Airport Transpor-

tation System (SATS) initiative,

Support of the MRO of the National Airspace (NAS) through the FAA Mike Monroney center,

Enabling of commercial development of an Unmanned Aeronautical Vehicle (UAVs) for military and

civilian applications, to include not only the airframe and propulsion systems but also leverage the cur-

rent university research in sensors and control,

Support of the development of sub-orbital initiatives relative to sensors, controls, propulsion, infra-

structure,

Leveraging new materials and sensor technology to attract new projects to the state

Provide support to new and existing aerospace companies and use this as a carrot to seed R&D projects

in Oklahoma.
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The operation of the state-supported portion of the initiative is illustrated below:
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The state funding provided will be used to address the industry-identified needs through the OAC, CASI, ODOC
partnership. The research agenda is set by industry and the partnership and the results are disseminated to in-
dustry. The OAC provides the conduit for setting the research agenda and industry selects which proposals are
solicited. CASI researchers develop proposals for addressing the needs of the states commercial aviation sector
and the OAC and ODOC selects from the submittals those that are to be funded. CASI manages the research un-
der the oversight of the OAC and ODOC and the research results are reported to industry via published and web
materials and through a statewide aviation research conference.

Summary

The size and importance of the aerospace industry in the State is not yet reflected in needed State funding sup-
port. While comparable in economic impact to agriculture and to energy, aerospace has been neglected by the
State. Aerospace is currently the State’s largest industry with over 143,000 jobs, generating 10% of the State’s tax
revenues. The disparity of funding and support for this critical sector by the State of Oklahoma is clearly dem-
onstrated in the 87 page Summary of FY2004 Budget Recommendations for the State (http://www.osf.state.ok.us/
budo4-2.pdf) which dedicates 11 pages to the State’s Agriculture budget and 7 pages to its Energy budget while
including the word “aerospace” only once (pg 72) and the word “aviation”, not at all.
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The State of Oklahoma must support its current and future economic base. Adequate support of the vital aero-
space industry by the State is critical. In order to support and grow this vital industry, funding is sought begin
the development of an industry, education, and government partnership which will strengthen the commercial,
military and general aviation sector and help align the resources of higher education to the sector as well. This
partnership will provide research and development support to the aerospace industry by leveraging intellectual
resources of the State’s higher education system to address critical R&D needs of current and developing aero-
space companies.

Funding of the proposed partnership will be a modest start toward the more equitable recognition of contribu-

tion and needs of the aerospace sector by the State and will lead to greater ability to grow, attract, and retain high-
paying aerospace jobs in Oklahoma.
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ProPOSAL TO IMPLEMENT RECOMMENDATIONS OF THE OKLAHOMA AEROSPACE TASKFORCES
CENTER FOR AIRCRAFT AND SYSTEMS/SUPPORT INFRASTRUCTURE (CASI)

Need

Aviation is one of Oklahoma’s leading industries, accounting for roughly 10% of industrial output. Tinker Air
Force Base is the State’s largest employer and is the focal point for an extensive community of private sector
companies. The recent proposal activity for Boeing 7E7 workload dramatically demonstrated the potential of
state-wide cooperation to promote this industry. The Tulsa World reported (12/18/03) that manufacture of
leading edge components for 7E7 wings will bring $222 million of economic benefit to Tulsa, including 500 di-
rect jobs and over 1600 indirect jobs. The direct jobs would range in salary from $40,000 to $60,000 and include
80% skilled technicians, 10% engineers, and 10% support workers. In the intense global competition for high-
technology industry, successful communities cultivate clusters involving active cooperation among business,
government, and education/training. Higher education supported the proposals for 7E7 workload through two
multi-campus research coalitions with expertise in aviation and transportation/logistics: CASI— Center for Air-
craft and Systems/Support Infrastructure and OTC — Oklahoma Transportation Center. Through investments
of the Oklahoma State Regents for Higher Education (OSRHE) and U. S. Department of Defense, CASI has grown
over the past four years to become the higher-education partner in Oklahoma’s aerospace cluster. However,

the CASI focus has been primarily on maintenance, repair, and overhaul (MRO) for the military aviation sector.
Oklahoma needs to leverage the investment in CASI to further secure its future in military aviation and to grow
its private sector aerospace industry.

Recommendation

The EDGE Aerospace Panel has called for a statewide coordinated focus on the aerospace industry as one of the
State’s largest employers and concentrations of technological assets, both now and in terms of growth potential.
The Panel recommended that the Center for Aircraft and Systems/Support Infrastructure (CASI) partner with the
Oklahoma Aeronautics Commission (OAC), forming the “statewide focal point for higher education to partner
with industry, government, and career-tech to:

1. Advise aerospace companies on new manufacturing techniques, processes, and technologies and to as-
sist in implementation;

2. Coordinate and focus university research and expertise to solve problems or recommend strategies
which will make Oklahoma’s aerospace industry more competitive; and

3. Advocate and communicate with state training and education agencies concerning curriculum, facili-
ties, and equipment acquisition that support current and future aerospace employment”

To carry out this mission, CASI must expand its scope of service (multi-campus coordination, industry outreach, economic
development) and technology (vesearch, development, and technical support). The proposed budget requests State Legisla-
ture action to establish a partnership of CASI with key state agencies and to appropriate funds for a period of five years in
the amount of $1,925,000 per year: $425,000 for service and $1,500,000 for technology. The State investment will be lever-
aged 1.7:1 by federal agencies and private sector companies defining, prioritizing, and funding technical projects.
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Annual Amount Source

State Support
OK Higher education coordination $125,000 OSRHE
OK Aerospace industry outreach $175,000 OAC
Economic Development support $125,000 ODOC
Research $1,500,000 OAC/OCAST
Subtotal $1,925,000

Research and technical support on fee-for-service basis

Federal (Air Force and FAA) $1,750,000
Private industry $1,500,000
Subtotal $3,250,000
TOTAL $5,175,000
Accomplishments

Through CASI, faculty and students from Oklahoma universities and colleges have achieved a key role in the
State’s aerospace industry. They have performed over 100 projects for Oklahoma City Air Logistics Center (OC-
ALC) and FAA Logistics Center (FAALC), in partnership with private sector companies. Sample projects:

B-1B Aircraft Pitotstatic Probe Interface — Development of calibration and leak-testing technology
resulting in operating cost reductions of $480K/year and compression of the calibration labor cycle time
by a factor of 7:1. Field deployment is in progress.

Material Handling and Distribution for MRO Facilities — Development of efficient material flows
for large airframe components (e.g., horizontal and vertical stabilizers) removed to facilitate aircraft
overhaul, including appliances for workpiece handling and storage. This project is on going. A similar
project for the FAA resulted in one-time cost avoidance of $1 million and annual recurring savings of
over $1 million.

Reverse Engineering — Technology assessment of non-contact 3D imaging to capture parts geometry
data from aging aircraft, with potential savings of $7 million per year.

Geothermal Heat Pump — Evaluation of energy recovery from the industrial wastewater treatment
plant for heating of base facilities. with estimated pavback of 4 to 6 vears. dependine uvon the facilities
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National and State Interest

The U. S. requires military and civil aviation systems capable of high readiness, efficiency, safety, and security.
Aircraft fleets and ground support infrastructures have become increasingly expensive to develop, maintain, and
operate. Thus, maintenance, repair, and overhaul (MRO) are vital to readiness and safety. The increased level
of operations since 911 will necessitate extensive MRO in the coming years. Oklahoma’s aerospace industry
includes major MRO capabilities. The OC-ALC supports the C/KC-135, AWACS, B-1, B-2 and several propulsion
systems. Likewise, the FAA’s Logistics Center is vital to up-time of the National Air Space, including all ground-
based navigational aids. Numerous Oklahoma companies perform primary and secondary MRO in addition to
new systems and components manufacturing. Although MRO costs of aircraft and systems are rapidly increas-
ing, fleet replacement requires high cost and long acquisition time scales. The U. S. must commit, long term, to a
strong aerospace capability, including development of new assets and MRO of existing assets. The technical chal-
lenges of maintaining an aging aircraft fleet and systems/support infrastructure are comparable to, and in some
respects exceed, those in development of new aircraft platforms and systems.

CASI Response

The Center for Aircraft and Systems/Supporting Infrastructure (CASI) provides a single point of contact through
which Oklahoma higher education is partnering with government agencies and private sector firms. CASIin-
cludes founding partner universities with accredited engineering programs (U. Oklahoma, Oklahoma State U,,
and U. Tulsa), affiliated institutions (Rose State College and Langston University), and associated faculty from
Cameron University, University of Central Oklahoma, and Oklahoma Christian University. CASI supports the
aviation community with economics-based life-cycle engineering, management methods, and technology inser-
tion to assist in increasing readiness, lowering maintenance cycle times and costs, promoting environmental
compliance, and improving safety. Utilizing DoD and FAA contracting mechanisms, several firms have already
engaged CASI. The list of commercial partners and advocates includes Altech Services, Advancia, ARINC, Bat-
telle, Boeing, CACI, DUCOM, MTC, Northrop-Grumman, Lockheed, Raytheon, SAIC, and SSAI. The OC-ALC
Technology Thrust Areas (TTAs) represent the kinds of engineering support required by the aerospace industry:
Avionics/Electronics/Software Structural/Materials, Information Technology, Environmental, and Depot Indus-
trial Processes.
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WORKING GROUP THREE RECOMMENDATIONS FOR THE STATE WIDE AEROSPACE
INVENTORY.

Members:

Ms. Mary Smith, Executive Director of the Aerospace Alliance of Tulsa
Mr. Jim Vincent, President, Farpointer Technologies, Inc

Ms. Danielle Norton, Greater Oklahoma City Chamber of Commerce
Mr. Fred Emmer, Tulsa Chamber of Commerce

The purpose of this working group was to outline the content and process for developing a state asset inventory
for aerospace.

After reviewing several other states’ documents, The last Economic Impact Analysis published by the University
of Oklahoma, the Aerospace Alliance of Tulsa Directory and the inputs from the SWOT exercises, the following
content was adopted:

1. Anintroduction on the history and importance 8. Alist of critical Technologies in Oklahoma that
of aerospace and a vision for the future could apply to aerospace
2. Adirectory of all aerospace companies using - Sensors
the Aerospace Alliance of Tulsa Directory as a - Nanotechnology
starting point 9. Alist of aerospace events in Oklahoma
3. Asummary of the scope and economic impact - The Oklahoma Aerospace Summit and
of aerospace in Oklahoma technology Conference
4. A summary of aerospace related training ven- - The Weatherford Aerospace Expo
ues and curriculum in both CareerTech and 10. A list of the top advantages for aerospace busi-
Higher Ed. ness in Oklahoma
5. Alist of related web sites with links 11. The regional presence of Aerospace
A list of aerospace supporting organizations
and contacts with a summary of assistance The recommended format should follow the Geor-
provided gia Aerospace Industry Profile.
- Manufacturers Alliance
CASI The working group recommends the following pro-
OSIDA cess for developing this inventory:
Career Tech Centers
Oklahoma Bid Assistance Network 1. Update the Tulsa Alliance Directory with
Oklahoma Department of Commerce statewide input
Aeronautics Commission 2. Form a content committee to gather and
FAA write the profile
3. Recruit Higher Ed and Career Tech for sup-
7. Alist of Federal Government Agencies involved port in gathering, writing and publishing
in Aerospace 4. Publish in hard copy, CD and on the web
- FAA 5. Assign update responsibility to the new
Tinker Air Force Base and Air Logistics state alliance
Center

Vance and Altus Air Force Bases
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REPORT FOR WORKING GROUP FOUR

Members:

Mr. Nate Webb, Chief of Staff, Lieutenant Governor’s Office

Ms. Amy Hawkins, Lieutenant Governor’s Office

Major General (retired) Richard Burpee, Oklahoma City Chamber of Commerce

There is no statewide aerospace event in Oklahoma. Businesses, Education and support organizations have no
forum to discuss issues and highlight the many advantages, opportunities, capabilities and accomplishments of
aerospace in the state. Events are needed to highlight the good, fix the bad, and discuss the future.

The Lieutenant Governor is in a unique position to help organize and attract speakers to an Oklahoma event.

It also makes sense to leverage the growing Tinker Technology conference to create an even bigger and better
event—The Oklahoma Aerospace Summit and Technology Conference.

Key to any significant aerospace industry growth is a qualified work force. Aerospace is losing the battle to main-
tain a pipeline of motivated, creative and productive workers. For example, the majority of American Airlines
employees in Tulsa (8000+) and The Oklahoma Air Logistics Center workers in Oklahoma City (20,000+) will be
eligible to retire in the next 5 years. In order to show the next generations that aerospace is an available and de-
sirable career choice, it must be publicized.

Oklahoma also draws little attention from outside the state. Oklahoma has a good story to tell and opportunities
to offer. An aerospace event focused on Oklahoma’s specific niche in Maintenance Repair and Overhaul could
become a regional and national showcase.

The Task Force members working directly with the Lieutenant Governor developed two concepts—one for a
statewide summit for all state aerospace stakeholders, and a second focused on MRO. These events should be
combined and could be the basis for a nationally recognized Aerospace Week in Oklahoma.

The working group recommends:

The Aeronautics Commission and the newly established Aerospace Alliance of Oklahoma sponsor a statewide
summit. The first summit should create a forum to discuss the recommendations of this task force; Aerospace
Career paths; and the future of aerospace in Oklahoma. National level speakers should be invited for a one-day
event. A networking social event should be help the previous evening. The Aeronautics Commission, The Okla-
homa Department of Commerce, CASI, The Oklahoma Department of Career and Technology Education and oth-
er agencies should combine efforts to grow the existing Tinker Aerospace Technology Conference into a national
event. In addition, the proposed new State Aerospace Summit, The existing Technology Conference and the exist-
ing Airport Owners Annual Conference should be coordinated to create an Aerospace Week in Oklahoma.
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APPENDIX THREE: THE EcoNoMICc DEVELOPMENT GENERATING EXCELLENCE (EDGE) AERO-
SPACE REPORT

Economic DEVELOPMENT GENERATING EXCELLENCE
AEROSPACE PANEL
2003

RECOMMENDATION:

Since the aerospace industry is one of the State’s largest employers with significant growth potential, we must
assure that it receives appropriate and effective advocacy and support. Accordingly, we recommend that the

industry receive representation within State Government commensurate with the energy and agriculture indus-

tries and that a single state agency, such as the Aeronautics Commission, have responsibility for the following
objectives:

- Toadvise aerospace companies on new tions that govern the award and perfor-
manufacturing techniques, processes, and mance of federal contracts. To assist with
technologies and to assist with implemen- grants and congressional set-asides for proj-
tation. To coordinate and focus university ects, research and technology acquisition.
research and expertise to solve problems
or recommend strategies which will make . Toestablish and maintain a statewide in-
Oklahoma’s aerospace industry more com- ventory of assets available for aerospace
petitive. To advocate and communicate companies and a communications network
with state training and education agencies to disseminate this information to support
concerning curriculum, training facilities the building of teams and partnerships for
and training equipment acquisition that capturing new aerospace business for
support current and future aerospace em- Oklahoma.
ployment.

. To provide help and advocacy with state

. Tocoordinate the global marketing plan and federal governmental agencies and leg-
for the state aerospace industry. To assist islative representatives concerning prob-
in attracting new aerospace industries and lems, issues and infrastructure require-
technologies and to assist in attracting a ments which affect the ability of Okla-
skilled workforce; to provide an improved homa aerospace companies to effectively
public awareness of the aerospace indus- compete in a world market. Of particular
try in Oklahoma and to organize supplier interest to aerospace are product liability
events to allow aerospace companies im- and workers’ compensation costs.
proved visibility.

- Toadvise and assist aerospace companies
with the federal government contracting
policies, specifically on the availability of
federal contracts and the rules and regula-
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THE CHALLENGES TO THE OKLAHOMA AEROSPACE
INDUSTRY:

The industry is changing and the competition is
global. Oklahoma companies must be able to adapt
and compete.

The aerospace industry has always been recognized
as cyclical, but the recent downturn is more than
the normal business cycles. The industry is truly
changing and those who survive and thrive must be
agile enough to change with the industry. This rep-
resents a challenge and an opportunity.

Although all industry segments are present and
have growth potential, the aerospace industry in
Oklahoma depends largely on two areas:

1. Maintenance, Repair and Overhaul (MRO)
2. Manufacturing of parts and assemblies.

The competition is global. Small and medium size
Oklahoma companies are under pressure to cut
cost, consolidate and compete with lower cost com-
panies globally.

Companies such as American Airlines and Boeing
are rationalizing their facilities and work force to be
more competitive. Loss of these companies would
severely impact the Oklahoma economy.

The military is changing and looking for cost sav-
ings. Our largest employer is the Air Logistics Cen-
ter at Tinker Air Force Base. That facility competes
on cost and quality with other military centers and
private industry.

There are challenges but there are also opportuni-
ties. The large manufacturers such as Boeing, Lock-
heed Martin, Cessna and Raytheon are outsourcing
work. Airlines are consolidating maintenance bases
and out sourcing work. The military is outsourcing.
Foreign manufacturers are looking for U.S. suppli-
ers to save cost and find entry points into the U.S.
market. Global partnerships are developing every
day.
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‘WHY THE RECOMMENDATION IS IMPORTANT?

The Oklahoma aerospace industry represents one
of the most important economic engines and one
of the few true industry clusters in the state. If we
wish to maintain this industry, we must support it.

According to the latest economic impact study done
at the University of Oklahoma the industry pro-
duces $11.7 Billion in industrial output; $4.7 Billion
in payroll; 143,000 jobs; and $137 Million in taxes.

It represents 10% of the industrial output and 10.3 %
of state payroll.

Business clusters are either growing or dying. To
continue to grow an aerospace cluster it must be
supported. Numerous studies have shown that sup-
porting a cluster involves three important elements:

1. Education and Training
2. Government
3. Businesses cooperation

These elements working together ensure the cluster
maintains a competitive advantage in technology,
work force, cost structure and the cooperative syn-
ergies of similar businesses working and communi-
cating in the same area.

Attraction of future aerospace business and invest-
ment requires an environment in which the indus-
try thrives. Supporting the existing cluster provides
that environment.

Our competitors in other states and in other nations
are already providing highly focused support for
aerospace clusters.

‘WHO WILL TAKE ACTION?

Oklahoma is providing significant support to the
aerospace industry but that support is fragmented.
As a state with very limited resources, coordination,
focus, and leveraging of our resources are essential.
The Aeronautics Commission should lead.



We recommend the following:

1. Designate The Aeronautics Commis-
sion to focus, coordinate and leverage all
other existing state resources supporting
aerospace, and provide the planning and
resource center to grow new capabilities to
support the cluster.

Additionally, to provide the education and business
cooperation support elements, we further recom-
mend:

2. Transition the current Center for Aircraft
and Support/Systems Infrastructure (CASI)
to a solid foundation and long-term posi-
tion as the statewide focal point for higher
education to partner with industry, gov-
ernment, and career-tech. Transfer state
aegis for CASI from the State Regents to
The Aeronautics Commission, with an-
nual budget support from the Legislature.

3. Establish a State Aerospace Alliance, and
seed it with state resources to provide the
business cooperation element of the clus-
ter support structure.

4. Continue the current efforts of the Gov-
ernor’s Aerospace Task Force to identify
other recommendations to create a more
competitive environment for Oklahoma
aerospace companies.

This requires no new organization. This recom-
mendation formalizes relationships and establishes
a structure to accomplish a mission. The current
mission of the Aeronautics Commission already
recognizes these responsibilities. CASI exists and
provides an already established cooperative ar-
rangement among higher education institutions.
The Aerospace Alliance of Tulsa exists and can pro-
vide the seed for growing a statewide association.
Few additional resources would be required.
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How ACTION SHOULD IT BE TAKEN

The Governor should direct that the Aeronautics
Commission, in consultation with the appropriate
Legislative committees and the Oklahoma State
Regents, develop the plan, budget and legislation (if
required) to establish this support for the aerospace
cluster.

Team Members

Mr. Ken Lackey—Chair
Mr. Ray Booker

Mr. Victor Bird

Dr. Gene Callahan

Dr. Jim Cook

Mr. Steven Hendrickson
Mr. Wayne Jones

Dr. Tom Landers

Dr. John Nazemetz

Mr. Tom O’Neil

Bob Triplett

State Regents Staff Support
Dr. Kermit McMurry

Gen. Bill Bowden (retired)






APPENDIX FoUuR: THE OHI0 AEROSPACE INSTITUTE REPORTOHIO AEROSPACE INSTITUTE (OAI)
BENCHMARKING REPORT

PURPOSE: REPORT ON THE GOVERNOR’S AEROSPACE TASK FORCE BENCH MARKING VisIT TO THE OAIL

Discussion:

One of the tasks assigned to the Governor’s
task force is to recommend an appropriate
model for a public-private partnership for
industry development. The model would
leverage education, technology, and exist-
ing resources to establish, and continu-
ously expand the competitive advantages
for aerospace in Oklahoma.

Mr. Brian Couch, President of Honeywell-
Lori in Tulsa, has provided valuable insight
and advice based on his experience with
the Ohio Aerospace Institute.

Results

OAI overview of products, services and
advantages

5. OAIMembership and management
Ohio Board of Regents Resolution

The trip took place 29-30 May, 2003.

During the briefings Dr. Bailey and his staff

provided more information on their efforts

and processes. These included:

1. Programs to help small businesses
enter and compete in aerospace

Mr. Don Bailey, the Chairman of the Ohio 2. Programs to commercialize

Institute, hosted the following task force technology

members: 3. Cooperation with Federal labs and

Mr. Vic Bird, programs

Exec. Director of the Aeronautics Commission 4. Bid assistance for Ohio businesses with

Mr. Tray Siegfried, Federal programs

VP Nordam 5. Assistance in promoting education

Dr. Tom Landers, programs at all levels

OU and Director, CASI 6. Consulting programs with local
businesses

The purpose of this trip was to discuss how 7. Team building with local business

their institute works and how a similar or-
ganization could work in Oklahoma

The benchmarking team was provided
with several documents concerning the
OAL

1. Ohio Aerospace Industry Overview

Ohio and Oklahoma have major differ-
ences and many similarities. Ohio is truly
doing rocket science at the NASA Glenn
Lab in Cleveland, and at the Air Force labs
at Wright-Patterson in Dayton. Oklahoma
is focused on maintenance, repair and

2. OAI Briefing by Mr. Don Bailey, OAI overhaul, and parts supply for OEMs. Okla-
Vice President, to Mr. Couch, homa has major military establishments
Honeywell and private industry leaders. While Ohio

3. OAI Annual Report is higher up the technology ladder, all
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these organizations and operations require



infusion of the right technology to main-
tain leadership in their areas. Mr. Bailey
believes the process and structure of their
institute can produce results in Oklahoma.

The team discovered that there are already
some similar efforts in Oklahoma. The
Oklahoma Center for the Advancement

of Science and Technology OCAST, CASI,

local universities and agencies are perform-

ing some of these functions. CASI seems to
have the mission most closely aligned with
OAL

Funding for the start-up of OAI came from
the state and that funding has continued
for over 5 years at $500K+ per year. OAI
projects it will be self-sustaining next year.
OAI also relies on Federal Grants.

In addition, OAI offered assistance in build-
ing and partnering with any Oklahoma
initiative.
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Recommendations:

1. Continue to expand the benchmarking
effort to include other organizations. OAI
suggested Pennsylvania as an opportunity.

2. Designate CASI as the primary focal point
for this capability and the program devel-
opment agency.

3. CASI brief the entire team on the potential
and possibility for a similar organization in
Ohio.

4. CASIexplore a partnership with OAL

CASI develop a projected budget plan to develop a
OAl-type operation.



APPENDIX Five: THE FAA Forecast 2003-2008

STATEMENT OF:

Kevin P. Mitchell
Chairman, Business Travel Coalition

To The FAA Commercial Aviation Forecast
Conference

Planning For The Future In An Uncertain
Environment
Washington, DC 12, 13 March, 2002

On The Precipice Of The Abyss:
The Urgent Need For Labor And Airfare Reforms.

Will airlines see past obsolete industry assumptions?

Will unions act in their long-term best interests?

I. INTRODUCTION

Major network airlines in the U.S. face the “Perfect
Storm” of angry business travel customers, a surging
low-fare airline segment and ubiquitous technologi-
cal substitutes to the commercial air transportation
product. The survival of the major network airline
industry as we know it as well as the growth of U.S.
commercial aviation are at stake.

Two necessary conditions for survival and long-
term success are labor relations reform and airfare
structure reform. The latter is dependent upon

the former. This paper is written from an airline
customer’s perspective and seeks to shed light on
and integrate several important recent industry de-
velopments. This paper makes the case that urgent
reform is needed.

II. QUESTIONABLE INDUSTRY ASSUMPTIONS

Let’s start by listing some traditional airline indus-
try assumptions that may or may not remain valid.

1. The survival of the U.S. commercial air
transportation industry is not at risk in this
current financial crisis.

2. Business traveler demand for the commer-
cial air transportation services product is
inelastic.

3.

Communications technology innovations
such as video conferencing and Web Cast-
ing a.k.a., product substitutes, will only
increase demand for commercial air travel,
as were the cases with the introduction of
the telegraph and long distance telephon-
ing technologies.

The current falloff in business travel levels
is directly tied, and proportional, to the fall-
off in the economy.

When the economy rebounds, business
travel will snap back just as it did after pre-
vious recessions.

Major airline unions will go to the brink
with management, but know when and
where to pull back to save their companies,
and industry. In other words, when ALPA
chief at United Airlines, Rick Dubinsky
states, “We don’'t want to kill the golden
goose, we just want to choke it by the neck
until it gives us every last egg,” he will not
kill the goose inadvertently.

There will always be new ways to mask the
structural economic problems of the air-



line industry such as United Airline’s mid-
1990s ESOP, or its failed attempt last year to
purchase US Airways.

8.  When business travelers begin to return to
commercial air travel in meaningful num-
bers, they will return to the major network
airlines as in the past. In other words, the
current success of the low-fare segment is
just a result of penny-pinching business
travelers temporarily trading down in a
soft economy.

9. Investors will continue to provide ad-
equate capital to the major airlines for
investment in the equipment and infra-
structure that they require for long-term
viability.

10. The great experiment that is commercial
aviation deregulation will continue to gen-
erate ever expanding consumer benefits as
it positively impacts more and more small
and mid-size communities.

11. Low-fare airlines will always be niche
players in the shadow of their more power-
ful and sophisticated major network
competitors.

12. Re-regulation of the commercial airline
industry is a political impossibility.

13. The Railway Labor Act of 1926 (provisions
extended to the airline industry in 1934)
remains an effective means to govern air-
line labor-management relations.

ITII. PROBLEM ANALYSIS

Major corporate buyers of air transportation ser-
vices, through the Business Travel Coalition (BTC),
have been advocating reform to the domestic U.S.
airfare structure for some 8 years warning that no
mass transportation system in history has been
profitable over time.

BTC continues to call on airlines to deny history its
claim and implement an airfare structure that is
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both understood and embraced by customers, and
that allows for sustained airline industry profit-
ability. Airlines have been slow to heed this call
and now face forces that could spell financial and
economic ruin for the U.S. major network airline
industry.

A. Customer Alienation

By early 2000, a long U.S. economic expansion had
slowed. Business travel at Fortune 500 companies
was dramatically reduced in response to a slowing
economy as well as in response to other issues of
concern to airline customers. These major buyers of
air transportation services were frustrated by 1) an
overly complex airfare structure characterized by
skyrocketing business airfares, 2) eroding passenger
service levels and 3) the growing unreliability of the
aviation system.

Other important airline customers felt maligned as
well--small business owners and employees from
the ranks of the other 9 million U.S. businesses that
are not part of the Fortune 500. These high-yield
passengers were transformed from being just peren-
nially frustrated customers into angered, almost
radicalized insurgents. Consider small business
owner Robert C. Julian, a Delta Air Lines Platinum
Medallion and Flying Colonel customer, who has
flown some 2.5 million miles on the airline since
1987.

Mr. Julian recently wrote to Delta, “I now view your
company as nothing more than a commodity sup-
plier with a singular objective of maximizing your
revenue through pricing cross subsidies, complex
rules, monopoly-like actions and indifference to
customer requirements... Not even your own em-
ployees understand the prices, rules or reasoning
behind your business methods. They openly laugh
at the confusion...”

B. Product Substitutes

Not to put too fine a point on it, but the reservoir of
customer goodwill toward airlines appears bone-
dry empty. But this is only the beginning of airline
problems. Against this backdrop of an economic
downturn and business traveler alienation, there
are product substitutes to commercial air travel that



were not available, not effective or not considered
mainstream solutions during past recessions. These
include email, Web Casting, Web Conferencing,
teleconferencing, video conferencing, customer re-
lationship management software, fractional jets and
consortium airplane shuttles.

The tragic events of September 11 only served to
provide an opportunity for more business leaders
and travelers to try these now largely ubiquitous
product substitutes. Compounding airlines’ prob-
lems are new airport security measures that can add
another hour or so to an air travel process that was
already becoming inefficient. In city-pair markets
of fewer than 500 miles length, which comprise the
majority of the U.S. airline system, the time benefit
of flying versus driving an automobile has now dis-
appeared. Many business travelers, three of whom
represent the entire profit on a typical flight, are
now opting for an old standby substitute, their cars.

C. Low-Fare Airline Resurgence

What could be worse than a soft economy, disen-
franchised customers, security line hassles and
product substitutes? Try a resurgent low-fare
airline segment with low costs, highly productive
workers, enlightened pricing and marketing depart-
ments, delighted customers and a market capital-
ization far in excess of all major airlines combined.
Southwest is creating 4,000 new jobs, AirTran is
taking delivery of brand new Boeing 717s, Frontier
is expanding east, and west and jetBlue is invading
the Caribbean!

Will surviving major airlines devolve into long-haul
niche players while low-fare carriers become the
vibrant mainstream participants? Is this industry
crisis analogous to an economic recession wherein
there is little evidence of its beginning or end until
some time has passed? Is the war already over and
we just don’t know it yet? Or, is there still time

for major airlines to reconstitute themselves and
emerge from this current financial crisis as viable
long-term domestic and international competitors?
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D. High Costs Driving Counterproductive Man-
agement Policies

The picture is not encouraging. High labor costs,
relatively low worker productivity, crippling scope
clauses and unproductive union-management rela-
tions at major airlines, if not addressed with a sense
of urgency, will likely sink the industry. Consider
the conundrum airlines find themselves in vis-a-vis
their very best customers.

Corporate buyers of commercial air transportation
services are screaming for airfare structure reform.
However, airfare reform is inextricably linked to
labor relations reform. Airline managements’ per-
ceived inattention to the concerns is being widely
interpreted as a monopolists’ arrogance, but that is
a small problem, however, compared with the disas-
trous economic triangulation at work.

The major airline golden goose is being choked by
more efficient low-fare competitors, good product
substitutes and angry business travel customers
upon whose backs major airlines are attempting to
ride out this current industry financial storm. The
industry’s major customers are confounded by air-
line policies.

When an industry is at the bottom of an economic
cycle, competition for sales and customers usu-
ally heats up and prices fall. Not only is the airline
industry at the bottom of its current cycle, but also
itisin a financial tailspin pushed along by Septem-
ber 11. Instead of seeing business airfares decline,
some major airlines are actually seeking 15% to
30% increases in average fares paid at their so-called
Fortress Hubs. This at a time when the industry is
attempting to get business travelers back on air-
planes!

These major airlines might secure higher average
paid business fares, but they unintentionally drive
more and more business travelers to low-fare com-
petitors and product substitutes. Indeed, BTC has
been tasked with developing a Master Plan for the
introduction of a variety of strategic competitive
alternatives at one Fortress Hub. At the top of the
list will likely be a revenue guarantee program for
low-fare new entrants!



E. Short-Term View Driving Self-Detrimental
Union Positions

Let’s explore this land of unintended consequences
a little further. Major airlines have furloughed
thousands of pilots, whose average salary is around
$180K, and who work some 50 hours per month
compared with 75 or more hours for pilots at low-
fare airlines. A key to recalling these pilots is gener-
ating feed at hub airports from commuter affiliates.

Let’s review publicly available information on
American Airlines, as just one example of where

a union and management are gridlocked while
customers try low-fare competitors, and product
substitutes. As a result of September 11, American
furloughed some 500 or so pilots. There is a scope
clause in the pilots’ contract that triggers a cap on
regional jet (R]s) flying if just one mainline pilot is
furloughed. American will bump up against this
cap next month.

At the same time, American is contractually bound
to take delivery of 3 new RJs per month. Now, it
would appear to be in the mainline pilots’ rational
self-interest to get those RJs—that business travelers
prefer over turboprops-flying as fast as possible to
rebuild hub feed and to speed up the recall of the
500 furloughed pilots.

What, however, was the Allied Pilots Association’s
(APA) response to American’s request for scope re-
lief given the extraordinary events of September 11,
and the millions of dollars the airline continues to
lose every day? According to the January 18, 2002
issue of Airline Industry Information, the union
proposed that mainline pilots fly the RJs, at an
$180K average pilot salary compared with $70K for
regional airline pilots!

Obviously, the economics of R] operations prohibit
the salary levels of mainline pilots. Thus, APA’s
proposed solution is a non-starter. The April cap
deadline nears; new RJs are being delivered month-
ly. To keep under the R] cap, American will likely
have little choice but to 1) withdraw American
Eagle from currently marginally profitable routes
(mid-size communities); 2) redeploy RJs away from

short-haul, feeder markets to long-haul, point-to-
point markets and 3) defer plans to recall its 500
furloughed mainline pilots.

IV. CONCLUSION

A. A Changed Industry: New Entry, And Prox-
ies For New Entry

As an organization that has endeavored to
highlight competition concerns in commercial
air transportation, BTC perceives three positive
trends. The first is the strength and growth of
the low-fare airline segment. The second is true
substitutes for the air transportation product.
The third is a growing willingness and under-
standing of how airline customers as a group
can intervene in the supply side of a market
to implement strategic competitive alterna-
tives. Pro Air was but one example of such
intervention.

Taken together, these three trends breathe
life into the contestability theory upon which
deregulation was premised, i.e. the mere threat
of entry is enough to discipline pricing. The
customer now has enough options and alterna-
tives to the major airline product that airline
managements will soon come to know that
they will never be able to exercise the kind of
pricing power they enjoyed in the late 1990’s.
Never again; it’s over. Business traveler inelas-
ticity as a sacrosanct doctrine has been
discredited.

B. Time For Action

Management and unions need to move forward
with a sense of urgency against this new eco-
nomic reality and rethink their relative value
propositions, and relationships. Both groups
should turn away from an internally focused
zero sum game of brinksmanship and turn to-
ward the customer. The business “threats” that
all major airline employees should be focused
on are the choices their very best customers
now have. Anidea worth consideration would
be to determine what those customers’ require-
ments are and then to design a new manage-
ment-labor model around them.



Let’s get on with the business of reforming
airline labor relations and the airfare structure
before the golden goose does die.

The mission of the Business Travel Coalition, lo-
cated in Radnor, PA, is to advocate public policy and
supplier issues of concern to customers of the busi-
ness travel industry. Learn more about BTC at http:
/Iwww.btctravelogue.com. Kevin Mitchell can be
reached at 610.834.3750.
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