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The undersigned carriers (hereinafter the Consolidated Carriers or “Carriers”) submit Comments as requested by the Department subsequent to the Informal Rate Conference held on November 30, 2005.  The Carriers address two issues only in these Comments.

Single Part 121 Rate

The Carriers believe that the Department of Transportation is the sole agency responsible for the setting of fair and compensatory service mail rates within the State of Alaska.  To the extent that Peninsula Airways and the Postal Service seek to impose external restrains on the ability of the Department to set appropriate rates, those efforts must be opposed.  While the Rural Service Improvement Act requires that each rate be based solely on data from each carrier group, the section of the law relating to payment for Part 121 service states, “Such rates shall be paid to all bush passenger carriers operating on city pair routes in the State of Alaska where a 121 bush passenger carrier is tendered nonpriority bypass mail.” (emphasis added)  The rates paid for service in 121 bush markets are based solely on costs derived from the Part 121 carrier(s) serving the routes.  Having separate rates for distinctly different service requirements does not violate the terms of the R.S.I.A. as long as each rate is based solely on the Part 121 service provided.  Setting different rates is specifically authorized by 49 USC 41901, the law designating the Department as the sole agency responsible for setting intra-Alaska service mail rates.  The rates set by Department meet the requirements of the Act, and are directly applicable to the requirements of the airports involved.

Part 121 Terminal Charge
Penair has requested a separate terminal charge be based on the three carriers that provide Part 121 passenger bush service.  At the rate conference, counsel for Penair raised two issues as supporting the separate terminal charge.  Counsel for Penair described Penair, Frontier Flying Service and Era Aviation as “outliers” in the terminal cost data sample of bush carriers.  “Outlier” is a statistical term of art describing points of data so far separated from the remainder of the sample as to render their inclusion in the sample invalid, and a detriment to the accuracy of the projection.  As noted in the Comments of the Consolidated Carriers filed November 21, 2005, both Penair and Frontier have costs about one standard deviation above the mean terminal cost, while Era has costs just under one standard deviation below the mean.  The terminal costs of Era, Frontier and Penair are not “outliers”, and there is no statistical basis for excluding these data or attempting to establish a separate terminal charge.  The only conclusion one can draw from the fact that Era, Frontier and Penair are all within the middle 65% of the sample defined by one standard deviation is that Frontier and Penair have somewhat higher (but not the highest) terminal costs, and that Era has somewhat lower (although not the lowest) terminal costs.

Penair raised, for the first time, an argument that the R.S.I.A. requires a separate terminal charge for Part 121 service.  This argument has never been raised before, even during open comments on the structure of the bush mail rates.  As a practical matter, it is impossible to separate the cost associated with ground handling for Part 121 and Part 135 aircraft.  Historically, the Department has found that larger aircraft enjoy lower terminal costs per ton enplaned, not the opposite as Penair claims.  It must be remembered that Frontier and Penair both operate hybrid 121/135 operations, which may affect their cost structure.  There is only one pure Part 121 carrier, Era, and it has ground handling costs that are lower than the bush industry weighted mean.  About half of the mail emplaned by Frontier and Penair is loaded onto Part 135 aircraft, so it is problematic how to define the correct cost category for those two carriers.

Because ground handing expense is not associated with aircraft types, there is no way to divide or assign the costs by aircraft category.  A representative of the consultants to the Postal Service stated that they had been unable to separate costs for carrier type for ground handling.  A representative of the B.T.S. affirmed that the reported costs for each carrier included all aircraft types used in commercial service, and that the average costs were based on system operations including non-scheduled service.  Frontier President Bob Hajdukovich asserted that all of Frontier’s ground facilities, personnel and equipment was used in common by both Part 121 and Part 135 operations, and that he knew of no way to identify the separate costs of each operation.

The same argument used to require a separate Part 121 terminal charge could be used to require a seaplane terminal charge.  Identical language is used to describe rates for each.  As with the Part 121 operators, half of the seaplane carriers also operate Part 135 wheel plane service.  There would be similar problems in separating the costs of float from wheel operations.  Indeed, Peninsula Airways operates Part 121 wheel service, Part 135 wheel service and Part 135 seaplane service.  All hybrid carriers, those carriers that operate more than one kind of aircraft type, have terminal costs that are well above the bush carrier mean.  Choice of fleet makeup is a business decision of each carriers, and is not the basis for a separate terminal charge.  Trying to separate the terminal charges by type would create an overlapping amalgam of costs without statistical validity.  The Postal Service’s fear of a larger number of rates based on smaller and statistically insignificant sample sizes would be realized.

Additional Elements
The Consolidated Carriers suggested that an appropriate item of discussion at the rate conference would have been methods of reducing the bush mail rates by lower the costs experienced by carriers.  The Carriers still feel that this is appropriate, and hope the Postal Service will change its mind and participate in such discussions.  The Postal Service examined the idea of providing fuel to certificated carriers that it would purchase at an assumedly lower price.  Other options include taking over the village mail agent system in the bush, an extension of delivery time windows to at least the level allowed for mainline carriers, and pickup and drop-off of mail at carrier facilities at mail hubs.  In each of these cases it is possible that the economies of scale of the Postal Service could reduce the total cost of mail handling, resulting in a simpler system and lower service mail rates.

Federal law (49 USC 41901(f) requires the Postal Service to provide “a comprehensive statement of the services to be required of the air carrier and other information the Postal Service has…” relating to the setting of mail rates.  The Postal Service has not provided this since the passage of the Rural Service Improvement Act.  Furthermore, it has delayed re-issuance of the PO-508 Procedures Manual for over three years.  A comprehensive statement of services is vital to the determination of costs that can be uniquely ascribed to the carriage and handling of mail.  The Postal Service has been quick to oppose inclusion of costs it feels are not directly related to the carriage or handling of mail.  Conversely, those cost related to the requirements of the Postal Service should be borne by the Postal Service.

A new phrase describing mail rates was introduced by Penair, Frontier and the Postal Service, and that description is “sustainable mail rates”.  While no definition has been provided for this term, it appears to be somewhere close to the level of the linehaul rate negotiated between Frontier and the Postal Service.  Essentially, it is the mail rate necessary to prevent a carrier from converting aircraft to Part 135 configuration.  In addition to concerns about the use of a taper rate in the linehaul charge, Frontier and Penair raised the issue of regulatory limitations that reduce the payload available for mail.  For example, a Beech 1900 in Part 121 configuration has more restrictions on cabin layout and use of space for cargo than the same aircraft operated under Part 135.  It appears that these cost inducing elements are inherent in the regulatory requirements of Part 121, and should be included in the mail rates.  

The Carriers suggest reconsidering costing elements related to Part 121 bush service to reflect any operational limitations.   Given that only passenger carriers are included in the mail cost analysis, and that mail has an absolute priority over all commercial freight, operating limitations reducing cargo volume or weight have a primary effect of freight.  One suggestion is to reduce or eliminate the weighting factor for commercial freight.  Another option is to base Part 121 linehaul costs on volume rather than weight.  Frontier stated that a portion of their Part 121 aircraft is essentially unusable for commercial load because it is not needed for passenger traffic and cannot be used to accommodate mail.  The current linehaul rate is related to the Part 135 regulatory scheme that allows aircraft to be configured to meet the load.  If Part 121 reduces the effective payload or volume usable for mail, the ratemaking formula should recognize those realities. 

WHEREFORE:  the undersigned carriers respectfully request that the Department make no changes in the makeup of rate structures.  The Department’s ability to determine rates in relation to unique operational requirements should not be limited artificially or in order to give other carriers a higher rate.  Similarly, a single terminal charge covering all bush operations is the only statistically valid method of setting a terminal charge and is allowed by law.  While perhaps there is not sufficient time to consider cost saving methods before March 18, the Department should encourage carriers and the Postal Service to determine methods of carrier cost reduction associated with mail.  The Department must require the Postal Service to meet its obligations under 49 USC 41901(F).  Three years is a long enough period to establish carrier requirements under the R.S.I.A..  The Postal Service has, in fact, added requirements for carriers.  It just has not reduced these to writing in manual form.  Finally, the Department should consider the effects of regulatory limitations on Part 121 aircraft as it affects ability to carry mail and the costs associated with that carriage.
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