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INTRODUCTION

The undersigned Consolidated Carriers (“Carriers”) hereby Comment on Order 2004-7-11, and request leave to file these Comments late.  The delay in filing was due to the necessity of rerunning statistical analysis after correcting data contained in Appendix A to Order 2004-7-11, and obtaining individual permission from the various Carriers to file these Comments once the analysis was complete.

In Order 2004-7-11, the Department used a multi-variable regression analysis to determine the cost coefficient of mail terminal handling.  Unlike in the Mainline terminal charge investigation, the Department did not determine the individual cost causative elements of mail handling.  Instead, the Order included the regression of a representative sample of certificated carriers serving every hub in the State.  The regression had good correlation, but there were some data errors and the significance measure of the mail coefficient was slightly less than statisticians generally accept as beyond random.

These Comments develop two alternatives to the analysis contained in the Order, each more accurate and statistically significant.  In addition, the terminal charge has been adjusted for cost escalation and correct application of the Capacity Related expense markup.  All adjustments are based on historic Department policies.  After all adjustments, the minimum correct terminal charge for bush mail handling by Part 121, Part 135 wheel and seaplane operators is $594.05 per ton of mail enplaned.  

The Carriers also request that as part of the next terminal charge update the Department must ascertain the unique costs of mail terminal handling, including reporting, associated with the specific and extensive requirements imposed by the Postal Service.  49USC41901(f) requires the Postal Service to provide a comprehensive list of all services it requires of air carriers.  The Postal Service has not complied with this requirement, and since the implementation of the Rural Service Improvement Act, the Postal Service has imposed several new requirements that raise the handling costs for mail alone.  The Department must first enforce the provisions of the law and require the Postal Service to provide a comprehensive list of its service requirements.  Only then can the Department set mail rates that are fully compensatory for the services required

REGRESSION ANALYSIS

Summary

Appendix A of Order 2004-7-11 presents the data and the resulting multi-variable regression to establish cost coefficients for mail handling, as well as passenger and freight costs.  The coefficient is the slope of each regression line.  By forcing the Y intercept to zero, the slopes are slightly flattened, and the difference in costs levels between mail and passenger/freight handling reduced.

In general, the statistical measures of validity are very good.  With an R-square, and R-square adjusted for degrees of freedom of 0.8194 and 0.8037 respectively, slightly over 80% of the variance from the mean expense is explained for the coefficients.  One of the important expenses, traffic related expense, was eliminated, as was passenger liability insurance.  Additionally, as required by law, only passenger carriers were included in the rate setting.  These exclusions made the group more homogeneous.

The high F value and miniscule Pr>F show that the analysis as a whole is very good in establishing cost relationships.  The only shortcoming in the regression is that the t value of the cost of mail handling is lower than one would hope for, and the Pr>|t| score is slightly above the 5% level used by statisticians to eliminate the chance that the coefficient is random.  The regression statistics for the Department estimate are shown on Appendix A, page 1, hereto.

Data Correction

Appendix A of Order 2004-7-11 lists the results of the regression (page 1), a summary of the inputs used (page 2), and the base data of traffic (page 3).  The inputs on page 2 are different from the sum of the traffic history on pages 3.  This difference is because mail carried on non-scheduled flights on page 3 is counted in the passengers/freight total on page 2.  Technically, scheduled mail cannot be carried on charter flights, however several carriers also operate mail only services in which the entire capacity of the aircraft is chartered to the Postal Service.  Because average costs include charter service, and there are contract/charter mail flights, charter flights can legally carry mail.  Even beyond the possibility of mail charters, the question is whether the traffic is really freight, or whether the flights were extra sections that were possibly mis-categorized.

The Carriers believe that the traffic described as mail on all flight categories was really mail.  First, a charter flight is a single entity operation, thus any service transporting mail is either an all-mail extra section or contract flight, or is a mixed traffic flight.  While the assignment of flight category for anything other than a regularly scheduled flight can be confusing, the difference between passengers, freight and mail, particularly mail, is clear.  

Second, inclusion of all mail in the mail category is consistent with all other terminal ratemaking practice.  Unlike the linehaul rate, the terminal charge assumes that the types of traffic cost the same whether scheduled or non-scheduled service is involved.  This assumption favors the Postal Service in that non-scheduled flights typically do not involve the same level traffic handling cost as scheduled flights.

Third, including non-scheduled mail in the mail category significantly improves the validity of the mail cost coefficient.  The t score for the mail coefficient increases to 2.119, while the significance value drops under the 5% threshold to .045.  Appendix A, page 2 hereto lists the regression statistics for the corrected data.  The regression statistics are virtually unchanged because the total traffic and costs remain the same.

Priority Weighting for Passengers and Freight

The Department has always recognized that transportation and handling costs vary by type of traffic, and the boarding priority given to traffic.  It is universally recognized that freight costs less than mail to handle, and that it is the last traffic to be loaded, and can be bumped for mail at any point along a flight itinerary.  Appendix A, page 3 of these Comments lists the inputs for the regression resulting from weighting the freight traffic at .75, while weighting passenger and mail traffic at 1.00.  

Again the overall regression statistics are unchanged, but the validity of the mail coefficient is further improved.  The t value increases from 2.06 in the Order, to 2.12 for the corrected data assignment, to 2.19 in the weighted model.  The Significance score (chance that the coefficient is random and unrelated to the regression) drops from above the 5% threshold (5.06%) to 4.5% in the corrected data regression to 3.9% in the weighted model.  Weighting the freight volume is valid both from the perspective of historic policy, but also because it improves the statistical significance of the mail coefficient.  The values for the weighted model are shown on page 3 of Appendix A hereto.  As with the corrected data analysis, the weighted regression was performed using the Statistical Package for the Social Sciences model.  

The Department has historically weighted the priority value of freight at .75.  The Department erred in excluding this weighting factor in the regression analysis of the terminal charges.  The Department must reinstate the priority weighting of .75 for freight.

COST ESCALATION

The Carriers covered the arguments for inclusion of the historic cost escalation in the Comments on the various linehaul rates.  The principals are the same for the terminal charge, even though the historic cost escalation has been less.  Because the Department has eliminated retroactive pay rates, the only way to assure that a compensatory rate is paid is to adjust historic expense levels to the projected period of application.  Assuming that the rates resulting from this proceeding will be effective for approximately one year through September 30, 2005, the average unit costs for the historic period ended June 30, 2003 would be increased for the 2.25 years to the application period.  

In Order 2000-4-1, the most recent order to establish the cost escalation trend, the Department stated, “The regression parameters are shown in Appendix F.  They indicate that the regression is highly significant and reasonably reliable.  The results indicate that over the last nine years unit costs have increased annually by 3.72% for the non-fuel linehaul and 2.73% for the terminal element.  The results are not inconsistent with economy-wide inflation trends over the period.”  Terminal related unit expenses should be increases at the rate 2.73% per annum from the year ended June 30, 2003 to the year ending September 30, 2005, or 27 months.

The cost escalation factor is unrelated to any of the other ratemaking elements, and its effects cannot be accounted for through any other element.  The overall reduction in the terminal charge is not related at all to changes cost level over time, but due to the change in calculation methodology, and the new exclusion of specific expenses order by the R.S.I.A..  Even if the base on which the terminal is computed is lower than under the previous methodology, the effect of cost increases over time cannot be excluded.

CAPACITY RELATED EXPENSE MARKUP

Capacity Related expenses have not been related to any specific operating unit.  For convenience, the full amount of these expenses has been recovered by applying a percentage markup to the terminal and linehaul rates.  Historically, this technique served to allocate all Capacity Related expense to the three classes of traffic.  Because of the specific exclusions of certain costs from the mail ratemaking base, application of the traditional capacity related expense markup results in under-compensation of these expenses as related to mail carriage.  The shortfall of the share of Capacity Related expenses attributable to mail must be offset by higher passenger fares and freight rates.  While the Act does exclude certain direct and traffic related expenses from consideration in the mail ratemaking process, there is nothing in the Act excluding any Capacity Related expense or requiring that coverage of these expenses be shifted from mail to passengers or freight.

Appendix B illustrates the correct method of calculating and applying the Capacity Related expense allocable to mail rates.  This method divides the capacity related expense total by the total of the other operating expenses allowable for that class of traffic.  For example, the denominator for mail expense markup calculations is smaller than the rates used for passenger and freight expense because the markup is applied to a smaller pool of expenses.  The allocation of Capacity Related expenses uses difference markup amounts because different cost pools are used to determine the different rates.  In this way, the Capacity Related expenses are allocated according to revenue ton miles by type of traffic for the linehaul element and by tons enplaned for the terminal element costs as previously ordered.

ESTABLISHMENT OF A CLASS RATE FOR TERMINAL CHARGES
Since 1988, the Department has made changes to the ratemaking formula to recognize what it felt were errors in recognizing the assumed efficiencies of larger aircraft and more efficient base operations.  These changes, and others, were supported by the Postal Service.  In 2000, the Department froze bush mail rates in order to examine the cost causative elements of bush mail.  The Rural Service Improvement Act specifies certain classes of carriers in regard to both linehaul and terminal charges.  Through all of these examinations, one finding is constant.  The theory that a class rate is pro-competitive, and results in the lowest level of industry costs and compensation, is no longer in question.

The Department and the Civil Aeronautics Board have been extremely reluctant to make exceptions to class definition or data inclusion.  For inclusion of data for ratemaking, only unreliable or inaccurate data have been excluded.  There is no question that the data included in the terminal charge calculation are reliable and accurate.  The exception to a single class rate for linehaul rates was made in the recent Part 121 bush linehaul order.  That exception was not based on differences in unit cost level or efficiency, but because aircraft used by each of the two carriers in the pool were incompatible with the routes of the other.  The Twin Otters used by Era could not be used effectively on the Beech-1900 routes operated by Frontier.  The Beech-1900’s used by Frontier could not physically takeoff and land at the STOL airports served by Era.  This is analogous to the division of the Part 135 linehaul rates between seaplanes and land planes.  The seaplanes cannot be used efficiently over land plane routes, and the land planes cannot operate safely into seaplane points.  No such parallel can be drawn between the operations of Penair’s Metroliners and Saab 340’s and Frontier’s Beech 1900’s.

Another essential characteristic and benefit of inclusive class rates is that they look forward and encourage more efficient operations.  Under deregulation, a carrier does not own its route structure and can enter or exit markets with few restrictions.  The rate structure is not route related, it is cost related.  If a high cost carrier determines it cannot make money at the industry rate, it can exit a market.  If a low cost carrier determines it can make money in a new market, it is free to enter.  The result is more efficient air service and reduced mail rates in the future.

PENAIR’S ARGUMENTS FOR A SEPARATE TERMINAL CHARGE ARE INACCURATE
In disputing the terminal charge, Penair raises two objections.  The first objection is aimed are the statistical validity of the regression when it includes all carriers.  The second is that it, and possibly Frontier, suffer a systematic cost disadvantage because they serve large hubs.  Penair claims that mail handling at larger hubs is more expensive per pound than at smaller hubs.  Both of these arguments are inaccurate as well as irrelevant.

Several times in its arguments, Penair asserts that by law the mail rate should “fairly and accurately” compensate “each carrier” for its mail costs.  Actually, neither law nor policy require compensating each carrier for its costs.  The theory of the class rate, and what is implicit in the Rural Service Improvement Act, is that the industry be compensated fairly and accurately for the costs of mail carriage as a whole.  The regression lines are defined by the total of the individual costs of the members of the total, and represent industry weighted averages.  If each carrier were to be fully compensated for mail related costs, higher cost or less efficient carriers would be paid more than lower cost or less efficient carriers.  This diametrically opposes the theory of class rates.

Statistical Arguments
First, all of Penair’s arguments are based on the assumption that something is wrong with the new class rates because Penair is getting a lot less mail revenue than before.  Against this argument must be considered the basic economic underpinning of the R.S.I.A. that larger, Part 121 aircraft cost less to operate per unit of capacity than smaller, Part 135 aircraft over the same route.  When the Department adopted a weighted departure method to set terminal charges for bush rates, the rationale was that larger aircraft are less expensive per pound to load and unload.  Penair has presented nothing to contradict these basic theories, or the validity of the class rate.

Second, arguments presented by Penair about statistical validity miss the mark when applied to the type of industry aggregation used here.  Penair concentrates on the variance measure, particularly as applied to its costs, rather than the measures of the regression validity.  The various measures of correlation are good, in fact unusually high for one or two variable regressions.  With the adjustments proposed above, the statistical significance of the individual inputs is also very good.  The basis of Penair’s arguments is that it is an “outlier”, a statistical aberration.  Moreover, it seeks to justify its exclusion from the class rate by proposing reasons for its variation in costs.

The terminal charge regression line, as corrected herein, has good statistical validity for the regression as a whole and for the individual traffic category coefficients.  It appears that Peninsula Airways wants to fragment the database by establishing new subclasses within the terminal charge.  Each carrier would be rated on some perceived measure of the size of its stations and facilities.  Addition of any such measure would significantly reduce the validity of the regression and its components.  The validity measures for the corrected and weighted regression described above should be used as the benchmark against which any alternative should be measured. 

The derivation of the terminal costs is based on analysis of differences in cost levels among carriers based on total expenses as the dependent variable and volumes of mail and passenger plus freight as independent variables.  Higher cost levels are associated with higher volumes of traffic.  Similarly, variance from predicted values is higher for large carriers than small.  This alone is not a deficiency, but a natural result of the population itself.  The same argument can be raised about a height-weight correlation, or the correlation between dollars of revenue among industry members and dollars of profit for those members.  Are taller people usually heavier than shorter people?  Absolutely.  Do companies that generate higher levels of dollar revenue typically have higher levels of dollar profit?  Absolutely.  Are there usually greater variables at the top than at the bottom?  Absolutely.  N.B.A. center Manute Bol is listed at 7’7”, and weighs 200 lbs..  N.B.A. center Shaquille O’Neal is six inches shorter at 7’1”, but weighs 100 lbs. (50%) more at 300 lbs.

Significant to this relationship is the concept of multi-colinearity.  Both the dependent variable and independent variables are related in some manner to another measure.  The volumes of traffic and the handling costs may be related to the general size of the carrier, perhaps measured in flights operated or total fleet size in seats or tons.  Auto company revenue and profits typically vary with the number of vehicles produced.  Another indicator of multi-colinearity is correlation when the independent and dependent variables are reversed.  Can weight be used to predict height, and profit dollars be used to predict revenue dollars; can traffic volumes be used to predict total handling costs?  To a very great extent, the answer is yes in all three cases.  In the case of the terminal charge, this is similar to comparing total terminal costs with now discarded total weighted departures.

While this is interesting, it really has nothing to do with the validity of the class rate based on corrected data, or the policy of class rates.  Furthermore, excluding Penair may change the slope of the lines, but it also creates a new outlier, Hageland Aviation, which has substantially lower than industry costs.  Standard deviations are useful when a single dimension is being used, or when the test population is more homogeneous.  Another measure of analyzing variability is to compare the percentage difference between the predicted dependent values for each carrier along the regression line and the actual values.  Appendix C shows that there is variance between projected Y and actual Y for all sizes of carriers.  

The optimal regression is defined by the line that minimizes the sum of the squares of the variances between predicted and actual.  By definition, operators that have the largest variances, typically the largest operators, will have more influence on the line than the smaller operators, where unit variation is much less.  The R-squared scores show what portion of the variance between Y values and the mean score is explained by the regression line.  In this case the validity of the regression line is very good.  There is no statistical or policy reason to exclude Penair from the terminal charge regression line.

Operations Related Arguments

Penair argues that its unit costs are unique because of system differences between itself and the remainder of the industry.  It argues that large hubs have higher terminal expenses than smaller hubs and bush villages per pound.  This relationship is not valid, and even if it were, it is still irrelevant to rate setting.

The response of Arctic Transportation Services clearly refutes the unsupporterd contention that large hubs have higher costs than smaller hubs and bush villages.  In addition to agent pay per pound, many agents have monthly minimums, and are given fuel and vehicle stipends and allowances for passenger and freight transportation.  It must also be remembered that most if not all compensation paid to bush village agents is related solely to their mail handling.

All carriers serve bush hubs, those points at which mail for bush villages either originates or is transferred from mainline carriers.  It appears that the distinction Penair is trying to draw is between the Anchorage hub, and its operations, and those at other hubs, including Fairbanks.  Penair has a substantial operation at Anchorage, but the data do not support the contention that these operations significantly increase their bush terminal costs.  Anchorage accounts for less than 5% of the bush mail enplaned or deplaned by Penair.

The issue of facilities at stations such as Dutch Harbor and Cold Bay is not significant in setting an industry rate.  Penair operates these stations not only as bush hubs, but as destinations for its service from Anchorage operated pursuant to a code-sharing agreement with Alaska Airlines.  The primary reason for these facilities is to handle passengers and freight off of its Alaska Airlines service.  This is similar to the situation for Era Aviation at Bethel.  

Additional evidence that operations at Anchorage do not inevitably lead to higher unit costs is provided by Frontier Flying Service and Era Aviation.  Both carriers, but particularly Era, have significant operations and Anchorage.  Frontier’s terminal unit costs are slightly above industry average, while Era’s terminal costs are substantially below.  If the major hub argument had validity, all carriers operating from Anchorage would exhibit similarly high unit costs.

Under deregulated market entry and exit, a carrier controls nearly all elements of its operations and cost structure.  If a carrier losses money in a market, it can exit the market, change its service pattern, change the aircraft used in the service, or alter its cost structure.  For the “large hub” argument to be significant, it would have to be true, and Penair’s service would have to be unchangeable.  Penair’s route structure arguments are not valid, and there is not reason to exclude Penair from the industry cost pool.

Penair raises the issue that its services with Part 121 aircraft may be jeopardized unless its receives higher pay for its mail than the industry rate.  It asserts that degradation of that service would be contrary to the goals of the R.S.I.A..  The Act, however, says that Part 121 service is encouraged only “…where such operations are supported by the needs of the community;”  Both Dutch Harbor and Cold Bay are Essential Air Service points, and Penair is the sole provider of air service to the service hub of Anchorage for both points.  If Penair is not providing more service than the Essential Air Service guarantee for these points, it is free to apply for subsidy support for its services.

Finally, total mail transportation costs for the Postal Service must be considered as part of the effect of excluding Penair from the industry pool and establishing a separate compensatory rate for it.  Excluding Penair would reduce the coefficient value for mail slightly, but the costs savings would be more than offset by the significantly higher rates paid to Penair for its transportation.  Penair is the largest bush mail carrier in Alaska, and is the only carrier to operate aircraft in all three linehaul pools.  Establishing a separate mail rate for Penair would also serve to protect them from competition from new entrants.

SUMMARY

Regression models have been used by the Department for rate setting with good effect.  Given the lack of specific cost difference reporting, the regression is the best method to ascertain the correct terminal charge rate.  The regression included in Order 2004-7-11 is deficient in several ways and needs to be corrected.  In setting the independent variables, the Order incorrectly included some mail as freight.  Making this correction improves the validity measures of the mail coefficient.  The regression inputs must be adjusted to apply the historic weighting value of .75 for freight.  This is consistent with Department policy, proven cost and priority relationships.  It also further increases the validity of the mail coefficient in the regression model.

Rate corrections for cost escalation since the base period, and application of an adequate markup for Capacity Related expenses must be made.  The Carriers have shown over the years that the risk and return factors for bush carriers should be significantly higher than for mainline carriers.  The markup methodology used by the Department does not adequately compensate the carriers for their interest, taxes, and a reasonable rate of return.  On top of that, no allowance has been made for the escalation of unit costs since the base period.  The Department continues to apply cost escalation to the mainline carrier rates, and the cost escalation rates for linehaul and terminal rates for the bush carriers historically computed by the Department are very close to those used for the mainline carriers.  It is noteworthy that the volatile fuel and insurance expense elements account for a much greater proportion of total costs for bush carriers than for mainline carriers.  Appendix B shows that the Capacity Related expense allocation for mail based on weighted tons enplaned and revenue ton miles is underpaid using the current markup ratios.  In order for mail to bear its proper share of Capacity Related expenses, the ratio used for markup of mail related expense must be based on Capacity Related expense divided by only those other expenses used to determine mail rates.

After making these corrections, the minimum terminal charge for bush mail is $594.05 per ton of mail enplaned.

It is be expected that when a new technique of cost allocation is applied, some carriers will be better off and some carriers worse.  In a deregulated environment, carriers are free to adapt their operations to a variety of elements including competition and revenue yields.  Contrary to the assertions of Penair, no law requires that each carriers within the industry be fairly and accurately compensated individually.  Indeed, it is recognized that some carriers will be relatively overcompensated because of their cost efficiency, while other carriers will be undercompensated.  This is not a deficiency in the system, rather it is one goal of class rates.

To meet the goals of the Rural Service Improvement Act, and deregulation, terminal charges must be based on an inclusive class rate.  As with the Airline Deregulation Act, the Rural Service Improvement Act addresses perceived deficiencies in the air transportation system.  It is clear that changes are already taking place, and will continue to take place.  Many carriers have already withdrawn from markets in which they did not have a substantial market share of passengers or freight.  Some carriers have changed hands; others have altered their scope or location of operations.  Comparing current revenues with past service is not a valid measure of the validity of the compensation level.  The most important issue is that rates should be set based on the expectation that the industry will remain deregulated and carriers will be able to control their operations.  A true class rate not only encourages the lowest cost operations within and industry, it has been found to be a pro-competitive environment.  Peninsula Airways has not provided any evidence that its costs are unique, or dictated by forces beyond its own management.  Other carriers have seen proportionate reductions in mail revenue much greater than Penair under the terms of the Rural Service Improvement Act.  The question is whether the terminal charge is fair and compensatory for the relevant industry.  With the changes proposed by the Consolidated Carriers, an inclusive class rate is both fair and compensatory.

CERTIFICATION

Pursuant to title 18 United States Code section 1001, I, in my individual capacity and as the authorized representative of the Consolidated Carriers, have not in any manner knowingly and willfully falsified, concealed or covered up any material fact or made any false, fictitious, or fraudulent statement or knowingly used any documents which contain such statements in connection with the preparation, filing or prosecution of this filing.  I understand that an individual who is found to have found to have violated the provisions of 18 U.S.C. section 1001 shall be fined no more than $10,000 or imprisoned not more than five years, or both.

WHEREFORE, the undersigned carriers respectfully request that the Department accept these Comments although failed late, for good cause shown, and correct errors in data and analytical technique as explained herein.  The Department should set the terminal change applicable to mail carried at bush rates to at least $594.05 per ton of mail enplaned.  

Respectfully submitted,

The Consolidated Carriers (Terminal)

_____________________

By Hank Myers

September 24, 2004

CERTIFICATE OF SERVICE

I hereby certify that I have this day served a copy of the foregoing Comments of the Consolidated Carriers (Bush Terminal Charge) upon the service list for Docket 14694 via email.

____________________

Hank Myers

September 24, 2004
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COMPARISION OF REGRESSION RESULTS

AND DATA INPUT VALUES

Order 2004-7-11 Regression Line

Statistical Values

Mail Parameter Estimate 
$38.16472/Passenger Equivalent

R-Square


0.8194

Adjusted R-Square

0.8037

F value



52.19

Pr>F



<.0001

T value (mail)


2.06

T value (pax + freight)
4.64

Pr>|t| (mail)


0.0506

Pr>|t| (pax + freight)

0.00001

Inputs

Carrier


Mail

Psgrs + Freight
Departure Related Expense

Alaska Seaplane
     870

    4,945

$     156,025

Arctic Circle

21,704

  21,369

$  1,278,102

Baker


  6,079

    2,521

$     143,336

Bering


13,705

  87,196

$  1,128,169

Cape Smythe

17,605

  41,603

$  1,832,898

Era (bush)

  2,316

102,333

$     917,859

Frontier

17,913

100,945

$  3,181,014

Grant


22,413

  74,749

$  1,572,142

Hageland

29,405

149,810

$  2,340,477

Iliamna

  4,002

  14,628

$     173,244

Inland


  8,409

  10,868

$     324,339

Island Air 

  2,337

  24,819

$     420,629

Larry’s


16,268

  10,293

$     736,624

Peninsula

28,173

170,048

$  7,046,272

Promech

  4,550

  73,850

$  1,603,707

Servant

  8,753

       745

$     292,747

Skagway

     829

  14,173

$     362,984

Smokey Bay

  1,624

  20,587

$       22,451

Spernak

       90

  18,527

$     132,445

Tanana


21,263

    8,108

$     438,226

Taquan


  3,699

  12,658

$     207,578

Warbelow

  6,405

  39,891

$     523,803

Wings


  4,732

  40,482

$     938,313

Wright 

  4,392

  33,244

$     398,137

Yute


16,539

    2,197

$  1,073,741
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COMPARISION OF REGRESSION RESULTS

AND DATA INPUT VALUES

Order 2004-7-11 Regression Line with Data Correction

Statistical Values

Mail Parameter Estimate 
$39.022/Passenger Equivalent

R-Square


0.819

Adjusted R-Square

0.803

F value



51.934

Pr>F



<.0001

T value (mail)


2.12

T value (pax + freight)
4.62

Pr>|t| (mail)


0.045

Pr>|t| (pax + freight)

<0.00001

Inputs

Carrier


Mail

Psgrs + Freight
Departure Related Expense

Alaska Seaplane
     870

    4,945

$     156,025

Arctic Circle

21,704

  21,369

$  1,278,102

Baker


  6,079

    2,521

$     143,336

Bering


13,705

  87,196

$  1,128,169

Cape Smythe

17,605

  41,603

$  1,832,898

Era (bush)

  2,316

102,333

$     917,859

Frontier

17,913

100,945

$  3,181,014

Grant


22,413

  74,749

$  1,572,142

Hageland

29,405

149,810

$  2,340,477

Iliamna

  4,008

  14,621

$     173,244

Inland


  8,409

  10,868

$     324,339

Island Air 

  2,402

  24,755

$     420,629

Larry’s


16,268

  10,293

$     736,624

Peninsula

28,177

170,045

$  7,046,272

Promech

  4,556

  73,844

$  1,603,707

Servant

  8,753

       745

$     292,747

Skagway

     829

  14,173

$     362,984

Smokey Bay

  1,624

  20,587

$       22,451

Spernak

       90

  18,527

$     132,445

Tanana


21,263

    8,108

$     438,226

Taquan


  3,703

  12,653

$     207,578

Warbelow

  6,408

  39,887

$     523,803

Wings


  4,750 
  40,464

$     938,313

Wright 

  4,392

  33,244

$     398,137

Yute


16,539

    2,197

$  1,073,741
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COMPARISION OF REGRESSION RESULTS

AND DATA INPUT VALUES

Order 2004-7-11 Regression Line with Data Correction

And Freight Weighted @ 0.75

Statistical Values

Mail Parameter Estimate 
$39.898/Passenger Equivalent

R-Square


0.820

Adjusted R-Square

0.804

F value



52.217

Pr>F



<.0001

T value (mail)


2.192

T value (pax + freight)
4.662

Pr>|t| (mail)


0.039

Pr>|t| (pax + freight)

<0.00001

Inputs

Carrier


Mail

Psgrs + Freight
Departure Related Expense

Alaska Seaplane
     870

    4,793

$     156,025

Arctic Circle

21,704

  16,652

$  1,278,102

Baker


  6,079

    2,457

$     143,336

Bering


13,705

  84,063

$  1,128,169

Cape Smythe

17,605

  43,843

$  1,832,898

Era (bush)

  2,316

101,647

$     917,859

Frontier

17,913

  99,729

$  3,181,014

Grant


22,413

  74,528

$  1,572,142

Hageland

29,405

146,618

$  2,340,477

Iliamna

  4,008

  14,529

$     173,244

Inland


  8,409

  10,725

$     324,339

Island Air 

  2,402

  23,961

$     420,629

Larry’s


16,268

  10,111

$     736,624

Peninsula

28,177

167,326

$  7,046,272

Promech

  4,556

  72,896

$  1,603,707

Servant

  8,753

       691

$     292,747

Skagway

     829

  13,928

$     362,984

Smokey Bay

  1,624

  20,334

$       22,451

Spernak

       90

  17,561

$     132,445

Tanana


21,263

    7,662

$     438,226

Taquan


  3,703

  12,606

$     207,578

Warbelow

  6,408

  39,053

$     523,803

Wings


  4,750

  39,771

$     938,313

Wright 

  4,392

  31,300

$     398,137

Yute


16,539

    2,060

$  1,073,741
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	CORRECTION OF CAPACITY RELATED EXPENSE MARKUP
	

	Carrier
	Direct Expense
	Liability Insurance
	Indirect Expense
	Departure Related
	Capacity Related
	Traffic + Flt. Attendant
	Direct % of Capacity Rel.
	Indirect % of Capacity Related

	Alaska Seaplane
	$621,088
	$2,263
	$278,710
	$156,025
	$64,636
	$58,049
	74.37%
	25.63%

	Arctic Circle  
	$6,793,126
	$106,149
	$2,033,885
	$1,278,102
	$714,794
	$40,989
	83.74%
	16.26%

	Baker
	$808,534
	$56,165
	$476,058
	$143,336
	$184,358
	$148,364
	73.49%
	26.51%

	Bering Air
	$9,477,485
	$336,429
	$3,632,063
	$1,128,169
	$1,298,576
	$1,205,318
	80.24%
	19.76%

	Cape Smythe
	$8,544,707
	$453,132
	$4,417,905
	$1,832,898
	$1,515,987
	$1,069,020
	74.65%
	25.35%

	Era
	$21,130,267
	$621,136
	$16,886,689
	$917,859
	$8,081,425
	$7,887,405
	70.59%
	29.41%

	Frontier
	$12,596,267
	$648,540
	$5,520,739
	$3,181,014
	$1,657,158
	$682,567
	76.53%
	23.47%

	Grant
	$8,869,075
	$457,975
	$6,361,314
	$1,572,142
	$2,188,603
	$2,600,569
	68.01%
	31.99%

	Hageland
	$16,425,580
	$829,438
	$4,914,464
	$2,340,477
	$1,257,327
	$1,316,660
	81.79%
	18.21%

	Iliamna
	$1,338,876
	$155,996
	$407,424
	$173,244
	$122,663
	$111,517
	82.46%
	17.54%

	Inland
	$1,857,730
	$65,631
	$699,928
	$324,339
	$233,721
	$141,868
	79.94%
	20.06%

	Island Air
	$1,334,052
	$106,771
	$1,037,880
	$420,629
	$457,128
	$160,123
	69.67%
	30.33%

	Larry's
	$2,724,937
	$140,376
	$1,148,747
	$736,624
	$308,900
	$103,223
	76.44%
	23.56%

	Peninsula
	$25,548,757
	$1,420,437
	$18,936,347
	$7,046,272
	$6,218,676
	$5,671,399
	66.77%
	33.23%

	Promech
	$3,991,727
	$125,140
	$2,516,704
	$1,603,707
	$394,517
	$518,480
	65.29%
	34.71%

	Servant
	$888,306
	$71,458
	$631,163
	$292,747
	$326,093
	$12,323
	74.44%
	25.56%

	Skagway
	$712,538
	$6,444
	$492,431
	$362,984
	$106,371
	$23,076
	64.86%
	35.14%

	Smokey Bay
	$564,216
	$27,000
	$555,118
	$22,451
	$501,893
	$30,774
	91.38%
	8.62%

	Spernak
	$834,782
	$28,006
	$430,249
	$132,445
	$258,641
	$39,163
	82.95%
	17.05%

	Tanana
	$2,484,426
	$118,972
	$1,217,714
	$438,336
	$637,264
	$142,114
	81.06%
	18.94%

	Taquan
	$1,843,374
	$51,221
	$601,708
	$207,578
	$96,516
	$297,614
	78.49%
	21.51%

	Warbelow
	$4,922,068
	$211,937
	$1,604,570
	$523,803
	$593,625
	$487,142
	82.96%
	17.04%

	Wings
	$2,438,837
	$218,216
	$1,622,905
	$938,313
	$419,806
	$264,786
	66.97%
	33.03%

	Wright
	$4,422,451
	$256,763
	$1,273,208
	$398,137
	$682,786
	$192,285
	88.22%
	11.78%

	Yute
	$3,085,111
	$90,723
	$2,342,616
	$1,073,741
	$1,190,730
	$78,145
	72.81%
	27.19%
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	CORRECTION OF CAPACITY RELATED EXPENSE MARKUP
	

	Carrier
	Direct Capacity Rel
	Indirect Cap. Rel.
	Allowable Expense
	Capacity Rel. Markup
	
	
	
	

	Alaska Seaplane
	$48,068
	$16,568
	$774,850
	108.34%
	
	
	
	

	Arctic Circle  
	$598,565
	$116,229
	$7,965,079
	108.97%
	
	
	
	

	Baker
	$135,480
	$48,878
	$895,705
	120.58%
	
	
	
	

	Bering Air
	$1,042,017
	$256,559
	$10,269,225
	112.65%
	
	
	
	

	Cape Smythe
	$1,131,658
	$384,329
	$9,924,473
	115.28%
	
	
	
	

	Era
	$5,704,347
	$2,377,078
	$21,426,990
	137.72%
	
	
	
	

	Frontier
	$1,268,177
	$388,981
	$15,128,741
	110.95%
	
	
	
	

	Grant
	$1,488,361
	$700,242
	$9,983,242
	121.92%
	
	
	
	

	Hageland
	$1,028,363
	$228,964
	$17,936,619
	107.01%
	
	
	
	

	Iliamna
	$101,150
	$21,513
	$1,356,124
	109.05%
	
	
	
	

	Inland
	$186,834
	$46,887
	$2,116,438
	111.04%
	
	
	
	

	Island Air
	$318,483
	$138,645
	$1,647,910
	127.74%
	
	
	
	

	Larry's
	$236,125
	$72,775
	$3,321,185
	109.30%
	
	
	
	

	Peninsula
	$4,151,928
	$2,066,748
	$31,174,592
	119.95%
	
	
	
	

	Promech
	$257,577
	$136,940
	$5,470,294
	107.21%
	
	
	
	

	Servant
	$242,732
	$83,361
	$1,109,595
	129.39%
	
	
	
	

	Skagway
	$68,991
	$37,380
	$1,069,078
	109.95%
	
	
	
	

	Smokey Bay
	$458,629
	$43,264
	$559,667
	189.68%
	
	
	
	

	Spernak
	$214,538
	$44,103
	$939,221
	127.54%
	
	
	
	

	Tanana
	$516,574
	$120,690
	$2,803,790
	122.73%
	
	
	
	

	Taquan
	$75,755
	$20,761
	$1,999,731
	104.83%
	
	
	
	

	Warbelow
	$492,475
	$101,150
	$5,233,934
	111.34%
	
	
	
	

	Wings
	$281,125
	$138,681
	$3,158,934
	113.29%
	
	
	
	

	Wright
	$602,367
	$80,419
	$4,563,825
	114.96%
	
	
	
	

	Yute
	$867,014
	$323,716
	$4,068,129
	129.27%
	
	
	
	

	TOTAL
	$21,517,331
	$7,994,863
	$164,897,371
	117.90%
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PERCENTAGE VARIATION BETWEEN

PREDICTED AND ACTUAL TERMINAL COSTS

Carrier

Actual Departure Related
Predicted D.R.
% Difference

Smokey Bay Air

$      22,451

$    449,113

+ 1900.41%

Alaska Seaplane Svc. 

$    156,025

$    126,174

-      19.13%

Arctic Circle Air Svc.

$ 1,278,102

$ 1,230,156

-        3.75%

Baker Aviation

$    143,336

$    279,418

+     94.94%

Bering Air Service

$ 1,128,169

$ 2,162,799

+     91.71%

Cape Smythe Air Svc.

$ 1,832,898

$ 1,454,233

-      20.66%

Era Aviation (Bush)

$    917,859

$ 2,012,798

+   119.29%

Frontier Flying Svc.

$ 3,181,014

$ 2,581,941

-      18.83%

Grant Aviation

$ 1,572,141

$ 2,261,066

+     43.82%

Hageland Aviation

$ 2,340,477

$ 3,939,445

+     68.32%

Iliamna Air Service

$    173,244

$    427,808

+   146.94%

Inland Aviation

$    324,339

$    525,315

+     61.96%

Island Air Service

$    420,629

$    555,922

+     32.16%

Larry’s Flying Svc.

$    736,624

$    814,440

+     10.56%

Peninsula Airways

$ 7,046,272

$ 4,273,016

-      39.36%

Promech


$ 1,603,707

$ 1,562,406

-        2.58%

Servant Air


$    292,747

$    348,073

+     18.90%

Skagway Air Svc.

$    362,984

$    298,149

-      17.86%

Spernak Aviation

$    132,445

$    351,827

+   165.64%

Tanana Air Service

$    438,226

$    963,946

+   119.97%

Taquan Air Service

$    205,578

$    379,192

+     82.67%

Warbelow Air Ventures
$    523,805

$    994,594

+     89.88%

Wings of Alaska

$    938,313

$    941,879

+       0.38%

Wright Air Service

$    398,137

$    792,770

+     99.12%

Yute/Flight Alaska

$ 1,073,741

$    757,442

-      29.46%

Source:
Order 2004-7-11, Appendix A page 1

