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Served: Aupust 17, 2000

UNITED STATES OF AMERICA
DEPARTMENT OF TRANSPORTATION
OFFICE OF THE SECRETARY
WASHINGTON, D.C.

Izsued by the Department of Transportation
on the 14eh day of August, 2000

INTRA-ALASKA MAINLINE Docket OST-95-429 ~ /LD

SERVICE MAIL RATES (Docket 38%961)

ORDER TO SHOW CAUSE ESTAELISHING
MAINLINE SERVICE MAIL RATES

Summary

By this order the Department proposes (o establish new Inira-Alaska mamnlice mail rates
for the terminal element for the year ending September 390, 2001, and non-fuel linehau}
costs for the same period, which, when combined with fuel costs for the quarter ending
June 30, 2000, will allow us to s¢t linehaul rates as well. ! The rates that are currently in
effect were established by Order 99-7-16, finalized by Order 99-9-13, for the year ending
September 30, 2000, and updated for quarterly fuel adjustments by Order 2000-6-5.
Those rates will remain in effect as final rates through September 30, 2000, or until a
final order is issued with respect to the rates proposed here, whichever is later.

The order makes two significant adjustnens to the rate calenlation. 'We have included
Tatonduk Qutfitters, Ltd., d/b/a Air Cargo Express (ACE) for the first time to reflect its
operations during the pericd. Also, for the first time we have adjusted our updating
methodology by weighting terminal costs of each carrier by the amount of mail each
carrier enplanes and linehaul costs by the amount transported by each aircraft type. We
algo direct Alaska Central Express 1o work with our staff and to begin reporting more
detailed T-100 data, Schedule T-2 information consistent with jts mainline carrier
competitors.

Finally, Alaska Airlines and Northern Air Cargo have expressed concern about several
difficult issues, including adding a bush carrier 1o the mainline update, egqualization and

1 Because of our earlier decision in Order 99-12-15 to use the most current quartesty fuel cost data, the
Department cannot at this time establish new linehaut rates to be effective Oclaber 4, 2000. By Order 95-
12-15, in respanse to dramatic fuel price inereases, we bepan using the most recemt quarte=r”s fuel costs as
the base for the (plowing quarter’s fuel rate, and second quarter data will not be available uniil mid-
August. We can only updale the termins) rate and non-fuel linehaul costs at this time becatse the time-
frames of the twa data are now differsnt.
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equitable tender, and the alieged conversion of fretght shipments t0 mail shipments to the
disadvantage of specific carriers. They indicate that these issues need not be resolved at
this time. We anticipate discussing these issues fully with the parties before the next mail
rate update on Septetber 30, 2001.

Background

The structure for compensating mainline carriers for transportation of mail was
established by Order 82-11-23 after a lime-consuming two-year investigation. That order
determined the average cost of thoving the mail in Alaska, and broke it down nlo 2
terminal and linchaul element. For the terminal element, the Postal Service pays carriers
based on the pounds of mail loaded (enplaned) onto the aircraft, since the cest of loading
mail ofito an aircraft does not vary with distance. For the linehac] element, which reflects
the aircraft specific costs of pilot, fuel, maintenance, depreciation and Jease, the Postal
Service pays carriers based on the RTMs of mail which they transport, which yzflects the
amount of mail carried times the distance transported.

The Department conducts annual updates of the mail rate based on established unit cost
changes 0 avoid going through another burdensome base-rate investigation to ensure that
the rate reflects changes in these costs over time. Alasks Airlines and Wien Air Alaska
were the two carriers that rnade up the pool of mainline carriers that comprised the 1982
base rate. Since that time, Wien has ceased operations and was deleted from the update
mainline pocl, while Northern Air Carge (NAC) and MarkAir began operations and wetre
added to the mainline pool. MarkAdr was subsequently deleted from the update mainkine
pool when it ceased operations.

[n order 1o determine the changes in unit costs over time, the Department has updated the
linehaul element by dividing mainling pool carriers’ linehaul costs by their available ton
mile (ATMSs), a traffic element that does not vary by amount of traffic nor distinguish
between type of traffic carried, 1.e., passenger, freight, or mail. This index is then
compared to an index calculated in the same way for the base period to determins the
change in costs. For the terminal ¢lement, the Depariment divides the mainlinz pool
carriers’ terminal costs by their Intra-Alaska enplaned tons of 21! waffic to arrive at a unit
cast per ton enplaned. ?

Qrder 99-9-13, the most recent of our annual updates, finalized mainline rates tentatively
set by Order 99-7-16 through September 30, 2000. ? In that order we indicated that we
interded to add Lynden Air Cargo (LAC) and ACE to the mainline pool in view of their

2 For Alaska Airlines, that traffic consists of passengers, freight, and mail enplansd. For NAC and other
all-cargo operators, traffic consists of {reight 2nd mail only.

3 Since that order issued, the depariment has modified ils procedures 1o reflect the recent spike in fuel
prices by appiying a quarterly fuel cost adjusiment. See Order 99-12-15 and most recently Order 2000-6-5.



3

ransperting a significant portion of Alaska mainline mait for a number of years. ¢ Both
carriers have worked with us to supply the data necessary to be included in the mainline
pool, and no party has objectad to their inclusion in thig update.

Petition of Northern Air Cargo, March 10, 2000

On March 10, 2000, NAC patitioned the Departient to adjust the maialine mail update
methodology, specifically, by weighting carrier’s costs by the amount of mail each carrier
transports. * NAC's contention is as follows. For the terminal element, each carrier’s
costs should be weighted by the amount of meil that carrier snplaned. For the linehaul,
where greater cost detail is available, costs should be weighted by the amount of mail
carried by each aircraft type. ¢ In other words, if an aircraft carries no mail, its costs
would no longer affect the mail rate. The statute sets out a goal of making the rate reflect
as closely as possible the cost of the “facilities used and useful” for mail carriage, and it
is argued that applyving such a weighting to the costs of specific carriers and their
equipment should help accomplish that goal. Furthermore, the Department has made
necessary ad fioc adjustments to the update methodology since the base rars was
established almost 20 years ago, aml this weighting issue is not a new one.” This
proposed weighting would be significant, because in prior updates when costs were not
weighted by mail volusnes, Alaska Airlines’ linehaul costs made up 80.3 % of total ATMs
but it carmied only 45.73% of the mail. # NAC further contends that the Department
should weight the linehaul not merely by the amornt of mail each carrier transports but by
the arnounit of mail carried on sach aircraft type. This would reflect a significant further
refinement to the Departrent’s raie updates because Alaska Airlines™ 737-200s are the
most expensive aireraft in Alaska Airlines” fleet and historically have transporied the bulk
of the mail transported by Alaska Airlines. To not weight costs by amount of mail
carried by aircraft type significantly understates the mail rate, according to NAC. 9

4 The Postal Scrvice reports that priority and nonpriority maintine mail far fie YE 9730/99 had a total value
of $61,784 315, and was transponied as follows: Alaskz Airlines, 29.2%; MAC, 21.2%; ACE, 17.8%;
Alaska Central Express, 13.7%; LAC, 10.3%; and Reeve, 6.9%. The percentages total 59.1%. Another
dozen carriers (ransported the remainder of the mail. Also, Adaska Airlines’ otals include mail revenue
transported by its code-share parmars ERA Aviatiom and Peninenla Airdays.

3 Currently, the Department doas not waight sach carrier’s or aitcraft fype's relative costs by the relative
volmmes of mail trangported in santing mail raes.

§ Currently tie terminal element is weighted by the amount of freight, mail, and passenger tons enplaned.
For the linghawt, carrier costs are weighted by the oumber of freight, mail, and passenger ATH3 flown by
each carrier, repardless of whether the traffie ransponied is passepger, mail, or freight.

T Three years ago the Department stated in its Final Report on the Review of the Alaska Mail Ratemaking
Methodology, September 2, 1997, page 19, “We do plan Lo continue (o explore, as the USPS had suggested
earlier in this review, the desirability of weighting individual carriers’ costs in preportion to the relative
shares of total majl vohune handled.™

8 This apparent discrepancy arises because Alaska Airlines is a combination carrier transporting passengers,
mail, and freight, whereas NAC iz an 2ll-carpo operator, carrying onty mail and freighs.

Ih appears that the Postal Service most strongly objecs to this gecond level of weighting, i.e., by amount
of mail carried by each aireraft type rather than by each carrier.
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Response of United States Postal Service

In its response to NAC's proposal, dated April 19, 2000, the Postaj Service makes the
following assertions

[the Postal Service] has always expressed interest in premoting efficiency in the Alaska
air industry and in this context has some cencerns with the proposal. In particular,
the...use of NAC's proposed mainline rate update methodology could lead to an
inapprepriate skewing of mainline mail costs in the direction of the least efficient (highest
cost) carriers and carrier aitcraft....[the Postal Service] has always contended that such a
weighting scheme would have to be tempered by a mechanism 1o ensure that the Postal
Service doeas not reward carriers for the use of inefficient high-cost aircrafi for the
carriage of mail. In fact, in the past the Postal Service has suggested that efficient
carriers receive financial incentives for positive cost reductions,

The Poestal Service’s concern is understandable bacause under equitzble tender rules, the
Postal Service has no discretion to give more mail to the lowest cost or highest guality
carrier as they would in the free market, and so the further entry of high cost carriers,
perhaps encouraged by this new update methodology, would drive up the rate.
Furthermore, under an extreme case, if linehaul costs were weighted by the amount of
mail carried by each aircraft type, carriers “could funnel all mail 10 only their highest-
cost planes, which would result in a significant increase in costs to the Postal Service on
top of the aforementioned structural increase in costs that would be expected if only
overall carrier costs were weighted by mail carried. ™

Regarding the addition of new carriers such as LAC and ACE, the Postal Service in
genetal is in favor of it, but believes

“The Department should adhere 10 its past precedent and examine and verify that the new
carriers share sufficient operational cost, aircraft type....and route characteristics with the
mainline carriers currently being used in the update methodology.™

Finally, the Postal Service contends that should “the Department accept NAC's
recommendations or variants thereof, the Department would have to recalculate unit costs
for the prior ten years using the new methodology and only then perform the appropriate
regression analysis to determine the” long-term trend in inflation of carrier costs.

Answer of Alaska Airlines

On May 23, 2000, Alaska Airlines answered in support of NAC's petiton. Alaska
characterizes the Postal Service's position as favoring abandoning the class rate systetn in
favor of individual carrier incentives or an individual rate approach. Alaska's “short
answer™ to the Postal Service's suggestion of incentives for less expensive carriers 1s that

such individual rates were abandoned almost twenty years ago in favor of the average cost
approach of the class rate sysiem.

Alaska argues that, contrary to the Postal Service’s contention, the class rate system
provides a subsiantial incentive for less efficient carziers to achieve lower unit costs, since
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the lowest cost operator is paid the same rate as the highest cost operator. This rate
reflecis average costs that exceed those of the most efficient operator but fall short of the
highest cost operater’s costs, Over time, inefficient carriers are encouraged to either
become more efficient or retrench, and efficient carriers are encouraged to grow, Also,
the Postal Service in its response produced “no demonstrable evidence that the Intra-
Alaska carriers, either individually or as a group, would choose 1o jgnore the continnous
pressure 1o optimize their fleets for the sote purpose of inflating Intra-Alaska class mai)
rates.” Also, while the Postal Service expresses nebulous concerns about welghting
linehzul costs by the amount of mail carried on each aircraft type, no party has suggested
that Alaska’s combination sizcraft are more expensive than similar class aircraft. Alaska
Airlines in fact 15 using its more expensive B-737-200 aircraft to carry relatively more
mail than its other Alaska aircraft, not because it is trying to increasa the mail rate, bt
because the 737-200, unlike the other aircraft in its fleet, is better suited in general to
carriage of mail in Alaska, because it has a large cargo door and a great deal more cargo
capacity given its ability te load mail and freight on the main deck. 1@

Furthermote, Alaska asserts that the Postal Service’s position involves a logical conflict.
The Postal Service is concerned that the Depariment shonld not recognize the greatsr cost
of the aircraft acnally nsed to move the mail, because that might drive carriers 1o choose
high-cost aircraft, merely to artificially jack-up the mail rate. However, Alaska assems
that when the base rate was constructed, mail costs were determined on a by-product
basis. In other words, capacity costs were not fully aliocated to mail, as they would be
under joint-product costing. Rather, only the costs of the belly and cargo portion of the
main-deck compartment were inchided. In brief, if mail determines whether or not the
plane is flown as the Postal Service contends, then mail can no lenger be treated as a by-
product and its costs must be increased to reflect joint-product costing .

Finally, Alaska Airlines raises two new issues. First, it suggests that at some future point
it might be appropriate for the Department o add other carriers to the mainiine cost pool,
especially Alaska Central Express (Exptess), 1 that transport a great deal of mainline
mail. Secopd, the Department should consider calcuiating costs on the basis of RTMs
instead of ATMx in order to account for Express’s diversion of mail from the other
mainline carriers. That diversion should work 1o increase the rate bt does not, because
costs are currently updated on ATMs. Cests should be updzated on RTMs in order to
reflect the diversion of mail from the true mainline carriers, which decreases overall load
factors and thus jnepeagses costs per RTM.,

1 Although Alaska’s other aircrafi are significantly larger, the 737200 combination aireraft has 1,605
cubic feat and 23,500 poumds available for cargo; the 737-300 has 1,364 cobic feet and 16,400 pounds, and
the MD-20 onoly 1.253 cubic fest and 13,800 pounds. '

il Erxpress predominantly operates Besch 1900 aircraft that are well shy of the mainline thrashold of 7,500
pounds. However, it operates Its bush amreraft in mainline markets, in competition with much larger
equipment.
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Consolidated Reply of Northern Air Cargo, May 31, 2000

NAC asserts that the Postal Service’s response does not actually reject NAC's analysis.
Rather, the Postal Service seeks to prevent the implementation of mail-weighting by
expressing “concerns” that such an approach would reward inefficient operators and
thereby unduly drive up mail rates. NAC argues that such concerns are misplaced,
because the class rate system inherently encourages efficiency,

NAC goes on to focus npon the status of Express. NAC asseris that by vortue of 2
distortion and ahuse of the rate equalization procedures, Express is able to compete in
muraerous maintine markets against “true” 12 mainline carriers. NAC contends on page 8
of its reply that atlowing Express to divert mail from true mainline carriers is contrary to
the public interest because it “does not provide a service designed to meet the present and
futare needs ot the commerce of the United States as one of the three essential objectives
of the Nation's Air Transportation System, in addition to the Postal Service and National
Defense. (49 U.5.C., 540101¢a)(7).” NAC contends that Express is not a “legitiumate”
commercial carrier because it can only remain in business by manipulating artificial
Postal Service procedures dictating that all carriers in 2 market receive an equal amount
of mail. For example, during the most recent annual period 93.5% of Express’s total
traffic was mail. Furthermore, its service provides no real benefit even to the Postal
Service because it typically operates in markets served by a number of other carriers. In
addition, NAC argues that with recent revisions, Express's operation contravenes the
Postal Service’s own regulations as stated in its Handbook PO-508 2-3.5, Utilization of
Equalized Service. According to the Handbook, equalized service (such as Express’s)
will be used by the Postal Service at its discretion when it needs to improve mail service
to 8 cornimunity, taking inte account the cost implications of that equalization.

NAC urges the Depastment to include Express in the pool of mainline mail cartiers in the
next tnail update unless the Postal Service takes action to eliminate or reduge Express’s
diversion of mail. The Department and the Postal Service cannot continue & ignors
Express's large-scale participation in the transportation of mamline mail.

NAC goes on to protest the present legal structure that encourages the conversion of
freight traffic to mail. NAC states that it has been able to contend successfully with
competition in the marketplace fram other all-cargo operators because of the quality of its
service and its marketing efficiency, but those characteristics do not give it any advantape
in the mail market because of the Postal Service’s policies on the equitable tender of mail.
Moreover, because Postal customers are charged approximately a fifth of the price
required for transporting a similar-size shipment of freight, the current system penalizes
air-freight operators by encouraging shigrpers to transport anything possible as mail. In
addition, the Postal Service pays carriers significantly less per pound to carry mail than
shippers pay in corresponding freight rates. NAC contends that over 27,000 tons and
several million dollars annually would have been moved by NAC as freight given its
superior quality, had it not been artificialty converted to mail and therefore aflocated

12 By definition, mainline equipment it equipment that excesds 7,500 pounds payload. Express has oo
such equiproent.
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gqually to all eligible operators with no recognition by the Postal Service of NAC's
superior service.

Decisions:

Weighting by Amount of Mail Transported

We have reviewed carefully the parties’ pleadings and have decided tentatively to modify
our mainline update methodology by weighting cur calculation of mail rates try the
relative amounts of mail moved by each carrier for the terminal element and by each
carrier and aircraft type for the linehaul. 'We already update mail rates by applying
appropriate weights in most areas. For example, we weight Alaska Arlines’ costs by the
amount of its Intra-Alaska service. Though we use Alaska Airlines system average unit
costs, we weight those costs by the amount of its Intra-Alaska ATMs, because using its
system ATMs would dwarf the impact of NAC and any other Alaskan carrier's costs
under the weight of Alaska Airlines” much greater size. Stmilarly, Order 85-7-28 refined
pur methodotogy for updating the terminal elsment. 1ntil that time terminal rates were
updated on the basis of changes in aircraft operating costs per ATM, a mileage related
statistic. Terminal costs are not related to distance traveled and so we changed to using
Tons Enplaned.

Against this backgroumni of making necessary refmements in update methodology the
Postal Service hag arpued that such costing woutd provide the wrong ipcentives and
possibly encourage carriers to operate inefficiently. We do share the Postal Service's
concerns in this regard, as explained further below, but it should be nated that Alaska
Airlings already uses iis mosi expensive aircraft to transport mail in Alaska in the face of
not having had those costs fully recognized in the mairline cost pool since Alaska Airtines
added the 737-400 and MD-80 to its fleet. Weighting aircraft costs by the amount of mail
each aircrafi transports will more accurately reflect the irue cost of providing that secvice.

Furthermore, it is lopical that as mors carriers enter the market and operate in Alaska or
are added to the pool of mainline carriers {o updats the rate, the less possibility there will
be for carriers to manipulate the rate. If a carrier puiposely used its most expensive
aircraft to increase the rate, the resulting increase would be shared by all oparators bat the
costs of using the more expensive aircraft would be bome solely by the carrier attempting
to manipuiate the rate. Likewise, because for most carriers mail is only a portion of total
traffic, any attempt by carriets to increase mail rates by using expensive aircraft would
increase their own passenger and freight costs, and it is unlikely that competition would
allow those ¢osts to be passed on to their customers. If there was only one carrier in the
rate or mainline pool and if only mail was being moved, the Postal Service’s concerns
would be very worrisome.

The Postal Service contends that to use the repression to determine long-term trends in
costs we must recaiculate unit costs prior to using the new methodology. While it would
be preferable 1o do sc, it is not possible because dara on RTMs of mail by aircraft type
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and Intra-Alaska mail tons epplaned are not available, 17 However, we note that to do so
would not be in the Postzl Service’s interest. The long-term trend in costs calcuiated in
our regressions for the mainling has been reduced by Alaska Airlines’ increasing use of
new, less expensive aircraft. We will therefore continue to use the traditional methed for
calculating the long-term trends in costs.  As soon as possible, we have ientatively

decided to use the more refined costing methodology we are tentatively implementing
here to determine long-term trends in costs as well.

New Issues Raised by Carriers

Northern Air Cargo and Alaska Airlines bave raised issues that we do not need to settle
with this updare. We wilt deal with those issues outside this annual update in discussions
with the parties. In the meantome, because Alaska Central Express trangports more
mainline mail than any maindine carrier except Alaska Airlines and NAC, we have
tentatively decided to require it to begin reporting T-100 information. This requirernent
does not imply any predisposition on our part as to the legal or policy merits of including
Express in the next mail update.

Addition of New Carriers

In this Order we have tentatively decided to add Tatonduk Outfitters Ltd,. d/bfa Air
Cargo Express {(ACE) (o the pool of mainline carriers. Crur decision as to which carriers
to include involves several tradeoffs. Preferably all carriers moving mail in the class
would be included in the mainline pool. However, including carriers that transport only a
small portion of the total mail may not justify the administrative burden of adding another
entity. Also, carriers costs and traffic must be celiable, and thewr costs refiective of Intra-
Alaska service. For this reason we are not adding Eynden Air Cargo (LAC) at this time.
LAC’s sysiem terminzl unit costs are less than half of the class rate average. After
discussing this matter with the carrier, i is apparent that its system average is not
represemiative of its Intra-Alaska costs. The majority of LAC’s traffic is outside of
Alaska, and on those operations its customers frequently load and off-load the aircraft
themselves, and LAC thereby incurs virtually no terminal costs. This is not typical of its
Intra-Alaska operations. In the coming year we will explore with LAC the possibility of
determining its Intra-Alaska terminal expenses by using a more sophisticated costing
methodology destgned to isolate its Intra-Alaska costs, similar to our current treatment of
Alaska Airhines.

Alaska Adrlines has argued that Alaska Central Express (Express) should be included in
the caiculation of the matnline mail rate. Including Express’s operaticn presents several
issues, becanse it operates primarily Beech 1900 aircraft whose payload 13 well within the
7,50 pound bush-payload boundary, but it primarily transports mainline meil. As earlicr
indicated, NAC and Alaska believe Express should be added to the mainline pool.
Though it was oot directly addressing the issue of adding Alaska Central Express at the
time, the Postal Service contends that new carriers added to the mainline pool should
share “sufficient operational cost, aireraft rype....and route characteristics with the

13 while Postal Service reports g0 back a number of years, they do oot show what aircraft npe moved che
mzil, and they do not brezk out hew much mall was moved by Alaska Airlines’ code-share partners, ERA
Aviation and Perinsala Airways.
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majnline carriers cucrently being wsed in the update methodology.” We will examine the
issue of edding Express to the mainline poof in the future. In the meantime, because it
does carry a great deal of mainline mail, we direct it to report T-100 and Schedule T-2
information consistent with that of the mainline carriers, so that we may be able to
gvalugie its impact on the other carriers.

New Rates

The praposed final rates, contained in Appemdix A, reflect the application of cost
adjustment factors, develaped in Appendix B, to the basic mail rate structure established
by the Civil Aeronautics Board in Order 82-11-23. We have used the carriers’ reported
operating expenses for the YE 3/31/00, except for fuel costs that are now updated
quarterly. Regarding fuel costs, the carriers” quarterly fuel data is not due o be reported
wntil mid-Angust. We have elected to issue this order now, rather than wait until those
fuel costs are submitted, to afford the parties time to comment so that the rates set by
Opders 99-9-13 and 2000-6-5 can be updated in a timely fashion. For comparison
purposes, we have included first quarter 2000 fuei expenses in the linchaul pottion. As
wsual, we have not inflated fuel costs, but have increased nen-fuel tinchaul and tersninal
unit costs to the mid-point of the new raie period, based on the long-term (ten-year)
average anmual changes in unit costs. For determining the long-tertn trend we have used
the results of NAC and Alaska Airlines ¢computed in the prior fashion, i.e., unweighted
by amount of mail transported.

The proposed final rates differ from the final rates currently in effect by Orders
99.9-13 (anmual update) and 2000-6-5 (latest quarterly fuel surcharge) by the amounts
shown in the following table:

Order Appendix A Percent

2000-6-5 of this Order Change 4

Linehaul Charge per Priority $1.6706 $1.8673 11,77%
Biliing Ton-Mile: 15 Nen-Priority $1.0114 $1.1304 11.77%
Terminal Charge per Priority $.2519 $.2612 3.69%
Pound Originated:  Non-Priocity $.2165 $.2244 3.65%

The combination of the proposed linehaul and terminal charges above produces proposed
rates for the QF 12/31/00 that are 8.59 percent higher than those in effect for the current
period for a 463-mile average length of haul. As quarterly fuel costs change, the linehaul
charpe will change accordingly. Again, the values in above from Appendix A are pro-
forma—they assume fuel costs for the quarter ended June 2000 will be the sarne as those
nsed in Order 2000-6-5.

14 Difference in percentage change between pricrity and non-priority is dee to rounding.
13 The proposed linehau! rates above for the year ending 9730400 are the sum of YE 3/31/%9 non-fuel
iinehaul sxpense, with an inflation facror applied, plus uninflated fuel expense.



General Matters

In this order we are continuing to use the methodelogy first implemented in Order 98-7-3
to calculate a long-term: moving average for changes in the mail rate, rather than the more
volatile year-over-year determinations. The calculation of the long term moving average
is shown in the regression in Appendix ID. The results mdicate that, on average over the

last ten years, unit costs have increased annually by 2.28% for the non-fuel linehan! and
1.53% for the terminal ¢lesnent.

As shown above, the projected linchaul rate is 11.77% higher and the terminal is 3.69%
higher than the current rates. We must foces on the non-fuei linehant and terminal
expenses, because fuel costs are not yet reported. As can be seen from Appendix C page
1, last column, had we not weighted ATMs by transported mail and excluded ACE, the
non-fuel iinehaul would have been $.410992, rather than $.419435. In other words, the
addition of ACE and the weighting of costs by RTMs of mail transported by each aircrafi
type produces only 13.84% of the total non-foel linshaul unit cost increase. ¢ For the
termina} element, bad we not weighted total tens enplaned by mail tons enplaned and
excluded ACE, the werminal would have been $300.22 (Appendix C, Page 1, last

eolumn). Including ACE and weighting by tons of mail therefere decreased the terminal
\unit cost to $288.11.

It is clear that the addition of ACE works to reduce the rate. ACE’s non-fuel linehau!
costs per ATM of $.297040 for its DC-6 aircraft, the bulk of it fleet, is significantly less
than that for NAC's DC-65. We rote, however, that this effect of adding ACE will be
diminished in the finat result because ACE's fuel cost per ATM, at least for prior
periods, were significantly higher than NACs, and the same can be said for the terminal.

It i5 not clear what has cansed this large increase in NAC’s and Alaska Airline’s unit
costs. It is clearly not just the new weighting of costs by amount of mail that has
produced this increase, because Alaska Airlines’ and NAC’s non-fuel linehaul unit costs
per ATM have increased by 10.9% and 31.8% respectively when caiculated in the prior
manner. Alaska Airlines has also indicated that it expects its linehaul costs 1o increase in
the future due to increases in maintenance. For terminzl expenses, Alaska’s unit costs per
ton enplaned have increased by 7.5% from the prior period and NAC’s by 6.5%. With
respect 10 the most recent large linehaul unit cost increases of 10.9% for Alaska and
31.8% for NAC, we would note that reasonably they should be juxtaposed with the small
decrease in the prior year's mail rate. In cther words, part of this year’s large increase
may 1eftect rebound from prior depressed levels. For the terminal element, the increase
reflects a continued surge in terminal ¢xpensas experienced last year. We wonld finally
note that the timely addition of ACE into the mainline cost pool works ta constrain these
cost increases of Alaska Airlines and NAC.

16 Non-fug] linehaul umil costs: $.358447, 196%; §.410992, 2000 costs for NAC and Alasks, unweighted by

RTMs; $.419435, 2000 costs for NAC, ACE, and Alaska, weighted by RTMs of mail. $.419435-3.258447
= §.060088: 5410007 - 5.358447 = §.052545; 5.052545 / 5.000988 = B6.16%.
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En addition, some of the issues discussed here in the context of the mainline may come
under discussion later in the comext of the bush update. We waill therefore now afford
parties to the bush proceeding the opportunity to comment as io how these issues would
be applied to them. We wish to make it clear that qur tentative Gecisions here do not
indicate we are prejudging similar issues that may arise for the bush proceeding.

The Department tentatively finds aid concludes that:

The fair and reasonable final non-fuel rates of compensation te be paid in their entirety by
the Postmaster Genperal pursuant to the provisions of 49 U.5.C. 41901 for the
transportation of mail by aircraft having a payload exceeding 7,500 pounds, the facilities
used and useful therefore, and the services connected therewith, by each holder of a
certificate authorizing the transportation of mail by aircraft within the State of Alaska, for
the period beginning October 1, 2000, or on the date of issue of a final Department order
with respect to the rates proposed here, whichever occurs later, through September 30,
2000, or untl further order of the Department, whichever occuts later, are those specified
in the attached Appendix A, except as noted for fuel expense in Appendix B and C; and

ACCORDINGLY,

1. We direct all interested persons to show cause why the Department should not adopt
the foregoing tentative findings and conclusions and fix, determine and publish the
proposed fimal rates specified in Appendix A, except as noted for the fuel expense portion
of the linehaul, for the period beginning either October 1, 2000, or en the date of issne of
the final order pertaining to the rates proposed in Appendix A, whichever ocenrs later,

through September 30, 2001, or until further order of the Department, whichever occurs
later;

2. We direct a}l interested persons having ohjections to the tentative findings and
conclusions or to the rates proposed here o file an objection along with all supporting
documenis within forty-five (45) days afier the daie of service of this order. QObjections
shall be served on all parties in Dockets 405 and 429. Vague or unsupported objecticns
that do not include all proposed adjustments and bhackup data will not be accepted;

3. If no objection is filed within the designated time, or if a timely filed objection raises
1o material issue of fact, we will deem all further procedural steps waived. We then will
enter a final order incorporating the tentative findings and conclusions set forth here anxd
esiablishing the final rates specified in the attached Appendix A;

4, We direct Alaska Central Express to begin reporting T-100 information, i.e., Schedule
T-2 crattic;
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». These dockets sbiall remain cpen until fusther order of the Department; and

6. We will serve this order upen all parties on the Scrvice List for this Docker and in
Docket 405.

By:
Francizco J. Sanchez
Assistant Secretary for Aviation
and International Affairs
{SEAL)

An electronic version of this document is available gn the World Wide Web at
http: /fdms.dot. gov
The electronic version may not include all of the appendices
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