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The undersigned carriers (Carriers) hereby file the included Comments and request leave to file an otherwise unauthorized document.  While replies to comments have historically been allowed in this docket for the sake of completeness and accuracy, reply comments were not specifically addressed during the Informal Rate Conference held on November 30, 2005.  Some parties have raised and discussed issues not included in the Informal Rate Conference, and some Comments contain factual errors that must be corrected. The Carriers have no objection to replies from any party addressing adverse issues.  This Reply will not slow the process or burden the record, and needs to be included to correct errors.  This reply will address the issues of Irony and Intent.

IRONY


It is the height of irony that the Postal Service spent nearly half of its Comments addressing issues it objected to discussing during the Informal Rate Conference.  Before the Conference, the Carriers suggested inclusion of a wider list of issues including methods of reducing the costs of transporting mail.  The Postal Service opposed expanding the topics for discussion.  At the Conference, the Postal Service objected to discussion of topics not uniquely related to Part 121 mail rates.  In its Comments, the Postal Services addresses the following topics that apply to all bush rates and rate making methodology:  “Data Exclusion”; “Non-Compliance with the Intent of the RSIA”; “Premium Rate”; “Conversion Inhibited”; “Reduction in Carriers”; “Increased Cost”; “Include All Data for Part 121 Bush Carriers”; “Eliminate Circuit Markup”; “Cap Capacity-Related Markup”; “Update Return and Tax Markup”; “Reassign Freight Weight to 1.0”; and “Replace Update Methodology with Annual Recalculation”.  The Carriers do not ask that these Comments be stricken even though they are outside the topic limits enunciated by the Postal Service itself.  These arguments simply repeat previously stated Postal positions, and provide no new evidence or supporting argument.  Even the one argument that includes “Part 121” in its title addresses the argument the Postal Service has made for all classes of carriers that all operations, including non-bush mail and non-scheduled service, should be included in setting rates.  The Carriers look forward to addressing these issues at an appropriate time.  In the meantime there are factual errors in the Postal Service Comments that need to be addressed.

Multiple Rates
The Postal Service argues that if the Department continues a separate rate for “aberrantly high-cost service”, there won’t be any incentive to Era to obtain more efficient aircraft.  Ironically, the Era Twin Otter is the most efficient 19-seat aircraft capable of providing service to runways as short as 1,200’.   As noted by Frontier Flying Service, there are other Part 121 aircraft that might be at least partly mission capable, but those aircraft have only 15 seats.  The R.S.I.A. requires at least a certificated capacity of 19 seats.  A class rate always encourages more efficient service, even if there is only one member of the class, because of the premium rate being paid relative to costs (even temporarily) if a system becomes more efficient, e.g. lowers its operating costs per unit.  The Postal Service does not state what it is about the Twin Otter and/or Era’s operation that makes for “aberrantly high-cost service”, or how it can be changed and still meet the mission.

Conversion Inhibited
The Postal Service argues that the dissatisfaction expressed by current Part 121 carriers about their mail rates serves to inhibit conversion by potential Part 121 operators.  Putting aside the possibility that the complaints are designed to discourage competition (no carrier has reduced its Part 121 service), the Postal Service adds further irony to the argument by proposing rate method changes that would reduce the mail rates further.  Ideas such as capping administrative expenses, eliminating circuity markup; and increasing the freight weighting to 1.0 will all reduce the Part 121 mail rates.  The mail rate making methodology is now well established and consistent.  Adopting the Postal Service suggestions will create the uncertainty of which the Postal Service complains.

Reduction in Carriers
As far as Part 121 carriers are concerned, the decrease in the number of mail carriers is been uniformly beneficial.  All of the carriers reducing or eliminating services have been Part 135 carriers.  Combined with the more than liberal waiver policy of the Postal Service, the Part 121 carriers and potential Part 121 carriers have been given generous incentives to convert.

Increased Costs

The Postal Service contends that the R.S.I.A. was designed in part to reduce the costs of mail transportation for the Postal Service.  The Comments state, “…in the short run it will preserve certain Part 121 (Twin Otter) operations, while inflating the cost to the Postal Service by comparison with the alternative, a single class rate for all Part 121 bush services.”  Conversion to a single Part 121 is expense neutral for the Postal Service.  Because addition is commutative, whether the expenses and units are added together or left separate, the total mail payments will be the same.  Combining the expenses and the units does not change the total in any way.  In the long term, there is the risk of reduction or elimination of Twin Otter service, and reversion to Part 135 rates.  At that point the single Part 121 rate will be the same as the standard Part 121 rate is today.

Establish a Single Part 121 Linehaul Rate
Having already asserted that there is nothing illegal about having two different Part 121 rates (see page 3, “Non-Compliance with Intent of RSIA”), the Postal Service contends that Era’s services are not unique as Reeve’s were because there are alternatives to Era’s service.  The Postal Service notes that in the short mileage markets, the Part 121 STOL rate is actually higher than the Part 135 Wheel rate.  This is because of the very sharp taper in the STOL linehaul rate.  Ironically, the Postal Service opposes the use of the taper rate.  If their suggestion is followed, then the Part 121 STOL rate without taper would be consistently less than the Part 135 wheel rate at all mileages.  If the taper rate is eliminated, as the Postal Service recommends, then Era’s service will be unique.

INTENT
No party has cited case precedent or other legal history to support the contention that the Rural Service Improvement Act requires one single and uniform pay rate for all Part 121 bush service.  49 USC 41901 specifically authorizes the Department without constraint to set different rates for different services.  The Postal Service agrees that the current two-level structure for Part 121 bush service is legal.  What dissenting parties invoke is the argument of “intent”.  In examining the “intent” cited by the various parties, “intent” depends on what will be most beneficial for the party making the argument.  “Intent” is the most overused and under-defined term appearing in the Comments.

The Postal Service argues that it is an intent of the R.S.I.A. to encourage conversion to Part 121 aircraft, but opposes the S.T.O.L. aircraft rate.  S.T.O.L. aircraft can serve 100% of the Part 135 markets, while the Beech 1900 or Metroliner can operate in and out of about 25% of the unconverted airports.  It is hardly encouraging to set a deficient Part 121 mail rate in three-quarters of the markets served by Part 135 carriers only.  The Postal Service asserts that the STOL characteristics give the Twin Otter its higher costs, but does not want these unique operating characteristics recognized.

Frontier presents the interesting argument that had it known there would have been a separate S.T.O.L. Part 121 rate, it might have kept its Beech 99’s and lobbied to have them included in the definition of eligible Part 121 aircraft.  The Beech 99 can serve some but not all of the S.T.O.L. airports in the State of Alaska.  As it was, Frontier lobbied to exclude these smaller aircraft from eligibility so that competitors such as Bering Air and Cape Smythe Air Service would be excluded from competition.

Frontier also complains that Era gets the same terminal charge that Frontier and Penair get, even though it has lower ground handling costs.  The point of a class rate is to encourage more efficient service by rewarding low cost carriers with higher returns, and encouraging lower cost operators to expand.  The Postal Service points out that neither Penair nor Frontier had presented credible evidence why their Part 121 operations should cost more to ground handle than Part 135 service.  The only pure Part 121 operation, and the operation with the most large hub departures, Era Aviation, has much lower ground handling costs.  Frontier suggests that it is its low frequency Part 121 service that increases the costs of Part 121 service in the bush.  That is entirely within the control of Frontier, and if it chooses to operate at less than efficient levels it cannot complain about the resulting costs.

The arguments about use of taper in linehaul rates miss the essential goals of rate making.  Are the rates compensatory, and reasonably related to the cost generation characteristics of the operation?  Penair complains that its long haul operations are undercompensated, but only because the rate does not recognize the payload reduction of its aircraft over long hops.  Apparently there is a cost taper curve that will satisfy Penair, and it has presented a significant amount of data to document its claims.  Hageland, which operates short haul service, is happy with the current taper structure and wants it continued.

In arguing the intent of the R.S.I.A., one must realize that the Act recognized the rate making experience of the Department, and the source reports that would be used.  The only additional reporting requirement imposed by the R.S.I.A. was the implementation of excise tax reporting system to verify the T-100 reports.  The Act did not require or even suggest changes in the financial reporting requirement.  Even before the enactment of the R.S.I.A., the Department had begun the process of determining the proper method for setting bush mail rates.  All parties had full opportunity to comment in advance.  It has only been since allowance of negotiated rates that the issues of Part 121 rate setting methodology have come into such serious question.  It is very clear the R.S.I.A. intended to have the Department use its experience to determine mail rates for all intra-Alaska service.

Individual benefit is not an appropriate consideration in setting rates.  Nobody seems very concerned about the individual benefit for the carriers that have gone out of business or been sold to other carriers as a result of the R.S.I.A..  The Postal Service clearly feels the reduction of carriers is a good thing, and offers suggestions for reducing the service mail rates further.  The Postal Service and the Part 121 carriers (current and potential) have failed to address the primary issue, and that is how does the D.O.T. set a fair and compensatory rate for each class.  The Postal Service has introduced the term “sustainable rate”, but does not offer a definition.  Furthermore, that term does not appear in any law or regulation relating to mail rates.

WHEREFORE; the undersigned carriers respectfully request that this Reply be accepted in order to correct factual misstatements made in the Comments of other parties.  Both the R.S.I.A. and 49 USC 41901 et seq. assign the authority and responsibility to set service mail rates within Alaska to the Department.  Once fair and compensatory rates are set, the Department has previously granted the authority to negotiate higher rates to the Postal Service and carriers.  Parties wishing to specify rates and methodology are free to do so within the constraints and requirements of Subpart G of the Rules of Practice in Proceedings.

Respectfully submitted,

The Consolidated Carriers

Alaska Juneau Aeronautics, Inc. d/b/a Wings of Alaska; Alaska Seaplane Service, LLC; Baker Aviation, Inc.; Bidzy Ta Hot’ Anna, Inc. d/b/a Tanana Air Service; Flight Alaska, Inc. d/b/a Yute Air Alaska; L.A.B. Flying Service, Inc.; Redemption, Inc. d/b/a Island Air Service; Servant Air, Inc.; Skagway Air Service, Inc.; Smokey Bay Air, Inc.; Venture Travel, LLC d/b/a Taquan Air; Wright Air Service, Inc.
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