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In Order 2007-4-25, the Department tentatively concluded that contrary to previous findings and agreements, the imputed value of owner/managers of limited liability companies should be excluded from rate making consideration.  The Order provides the opportunity for carriers to respond to this tentative finding, which directly contradicts the previous tentative finding on the issue.  It must be stressed that no party, including the Postal Service, opposes imputation of management related value for LLC owners.  No party even opposes including the compensation of more than one manager, as is done for Promech and Alaska Seaplane Service.  The idea of imputing management value was raised and approved by all parties at the informal rate conference held in Anchorage on September 29, 2006, as duly reported by staff and included in this docket.
The Postal Service, in a passive-aggressive fashion, supports the concept of imputing the value of management labor, but cannot support any compensation plan other than grossly undervaluing the management labor of the owners.  Faced with the prospect of a simple, consistently documented, relevant and governmentally accepted measure of management value, the Department seems to have reversed course.  The arbitrary $50,000 total compensation per carrier value has no factual support or basis in current application.
The irony of the new Department position is that the Carriers proposed the value of management labor as a ceiling, or upper limit to the amount that can be imputed.  By law, LLC’s must distribute all profits to owners each tax year, and all of these amounts are taxable.  In the case of LLC owners, there is flexibility on the amounts paid out to each shareholder, and these payouts represent both the return on investment made by shareholders as well as any management services provided.  Because the Department has standards for determining allowable rate of return in mail pay setting, there needs to be a valid and factually based method of determining management value in cases where both elements are included in a single distribution.
The most recent tentative finding includes statements which reflect a lack of understanding of the nature of LLC ownership and management.  LLC’s in general and air carriers in particular are not hobby businesses.  The question is not whether owner managers put in a full 40 hours a week, but if they actually limit themselves to that level.  The 2,080 hour level was used because that is the standard conversion factor used by the State of Alaska for reflecting annual salaries in hourly terms.

The Order suggests that without knowing the makeup of the database, it is possible that the average wage levels on the southeastern Alaska are higher than for the aviation industry.  Obviously the reverse argument could also be valid.  Southeast Alaska is dominated by small businesses, and the wage levels are lower than for either the Anchorage or Fairbanks regions.  By comparison, the Federal Employee GS Alaskan salary levels are significantly higher (recognizing that the full private employee compensation is taxable) than what the Department would allow the carriers.  
All of the involved owner managers have held their positions for well in excess of ten years.  The Chief Executive pay of $125,341 corresponds to an upper step GS-14 rate in Alaska, and bears the responsibility and managing 20 or more employees and assuring the continuing operation of the whole company.  The proposed Chief Financial Officer salary of $80,725 is equivalent to a middle step GS-12, and the Administrative Services Manager of $63,357 would be a middle step GS-10.  Similar comparisons can be made for State of Alaska pay grades, and all government pay amounts are before adding benefits.  While the State of Alaska job compensation survey is the best source for private and public enterprise, perhaps the alternative method of valuing management labor is to adopt the Alaskan GS compensation rates (including a 20% of Alaska premium for tax allowance) for comparable accomplishment, experience and expertise.
Besides limiting the imputed value of owner manager labor, the Carriers’ proposed format handles how operating losses should be reflected.  In subchapter C corporations, owner managers are paid a salary, but the company is also allowed to carry forward profits on the balance sheet.  If an LLC cannot afford to pay the realistic management value to owners, then there is no ability to reflect that value.  A good example is Alaska Seaplane Service.  In an effort to reduce or eliminate its reliance on subsidized essential air service, Seaplanes has expanded into unsubsidized scheduled and charter operations.  The goal is to make the carrier more efficient by spreading fixed costs, including management, over a larger base, even if subsidized service is eliminated.  This has required additional labor, aircraft and facilities to develop the new markets, at the cost of money for executive salaries.  This is an investment decision, and the owners are actually working harder and longer to make the additional service work.
It seems contradictory for the Order to say that LLC’s are a legitimate form of organization, but owner/managers cannot have their true value recognized unless the business is organized, operates and pays as if it were a subchapter C corporation.  As with other standards, the Carriers have tried to establish a realistic and consistent basis for rate setting using relevant, externally verifiable values.  For each of the topics addressed in Order 2007-4-25, the position of the Department has changed from adopting consistent and predictable standards comparable to those applied to mainline rates, to being entirely flexible and subjective on how bush rates are set.  Nowhere is this change more evident than in the complete reversal of policy on LLC compensation.  It is contradictory to demand a more specific and verifiable method than the State of Alaska data for the very geographic area and management positions covered, when previously proposing to adopt an entirely arbitrary and unfounded amount.
WHEREFORE, the undersigned carriers respectfully request that the Department re-reverse its position on the exclusion of imputed value for owner/managers of LLC’s and use the impartial and entirely relevant standards of the State of Alaska Department of Labor.  As an alternative, the Department can state what data or proofs would be acceptable to support the claims of the Carriers, or adopt the top step GS rating comparable to the responsibility levels held by the owner/managers (with Alaska premium and tax allowance), recognizing the some of the officers involved would be rated above the GS scales.
Respectfully submitted,

Alaska Seaplane Service, LLC

Pacific Airways, Inc.

PM Air, LLC d/b/a Promech

Venture Travel, LLC d/b/a/ Taquan Air Service
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