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Introduced: 3/4/85
Referred: Community & Regional
Affairs, Transportation and Finance

BY THE COMMUNITY AND
IN THE HOUSE REGIONAL AFFAIRS COMMITTEE

HOUSE BILL NO. 258
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entit! d: "An Act relating to the reduction of airline passen—
ger fares; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 02.15.090 is amended by adding a new subsection to
read:

(c) Chaiges, rentals and fees established under (a) of this
section may be based on the fares chared by an air carrier for pas-—
senger travel originating at the airport. To promote lower passenger
fares, the department or a municipality may provide for a credit
against fees charged under this section to an air carrier that quali—
fies under uniform terms and conditions established by the department.

* Sec. 2. This Act takes effect immediately 1in accordance with AS 01.-

10.070(c).

-1 HB 258



AIRPORT USER CHARGES
AT

MAJOR U.S. AIRPORTS

AIRPORT TERMINAL LANDING
FEES FEES
Yearly Cost, Per Sq. Ft,

Anchorage International $21.12 $0.38/1000 LBS
-345.00- $0.023/Gallon
Fuel Flowage
Atlanta - Hartsfield $18.31 $0.36/1000 LBS
Boston - Logan $45.00 $1.2386/1000 LBS
Cleveland Hopkins $68.17 $1.58/1000 LBS
Denver - Stapleton $30.50 $0.34/1000 LBS

Great Falls

(Montana) $19.67 $0.65/1000 LBS
$0. 04/Gallon
Fuel Flowage

Honolulu International $27.00 $1,629/1000 LBS
Las Vegas - McCarren $42.68 $0.70/1000 LBS
Portland International $27.12 $0.77/1000 LBS

$0.06/Gallon
Fuel Flowage

SEATAC International $34.50 $1.28/1000 LBS
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ORIGINAL X
SENT: 03/21/85 TIME: 08 :35 X
FROM: LANA TRUJILLO X
SUBJECT: ANCHORAGE PARTICIPANTS X
PRINT DATE: 03/21/85 TIME: 09:26 *
X
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ANCHORAGE MESSAGE 1

TESTIFY

BETIH STEWARD, FISH AND GAME

BOB CLAvBY (SPELLING?), FISH AND GAME "T~ /., .\ .
BIX BONNET, BOARD OF FISH feoiO kSO U U )
LARRI SPENGLER, DEPT. OF LAW

OBSERVE

BARBARA BASHAM, DEi T. OF COMMERCE, DIV. OF INVESTMENTS
BOB RICHARDSON, DEPT* OF COMMERCE, DIV* OF INVESTMENTS
DALE BONLJRANT (SPELLING), CHUGIAK

BOB BONDURANT (SPELLING), CHUGIAK
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X

x DELIVER TO: TCJNU X
X X
# X
X ORIGINAL X
w SENT: 03/21/85 TIME: 10:17- X
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* SUBJECT: (H) FISHERIES: STATS <3-21-85) X
# PRINT DATE: 03/21/85 TIME: 13:00 X
X X
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XXX FINAL T/C STATS ***

DATE .MARCH 21, 1985 - THURSDAY

SITE .ANCHORAGE - MAIN MEETING ROOM
SPONSOR .(H) SPECIAL COMMITTEE ON FISHERIES
SUBJECT SUBSISTENCE REGULATIONS
LOCAL MODERATOR: DAVID J.

XXXXXXXXX XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXE XXXXXXXXXXXXXXXXX XXX X« XXX XXX XX
TESTIFIED:

NAME/REPRESENTING ADDRESS PHONE

BETH STEWART BOX 3-2000 JUNEAU 99811 465-4110
BOB CLASBY n 1
BIX BONNEY 7001 SHERWOOD ANCH* 333-1952
LARRY SPANGLER POUCH [( JUNEAU 99811 465-3800
RON JOLIN BOX 2022 JUNEAU 486-5949

XXX XXX X XX XXXX XXX XX XXX XXX XXX X XX PXXXXX XX XXX XX XX XXX XXX XXXX XK XXX XXX XX XXXXX
OBSERVED:

NAME/RFP'ESENTING ADDRESS PHONE
BARBARA BASHAM 3601 C ST* STE 740 ANCH* 562-3719
JOHN GARNER BOX 1771 JUNEAU 586-9500
STEVEN BEHNTE *>150 A~ND ST DOUGLAS 99824 465-4147
BOB RICHARDSON 3601 C ST STE 740 ANCH. 562-3779
DALE BONDURANT SR-1 BOX 2516 CHUGIAK 99567 688-2692
KEN PARKER BOX 3-2000 JUNEAU 465-4210
MARY BISHOP 1555 GUSSI1GRIND FBKS 99701 455-6151
SAM MCDONNELL 336 E 23 AVE ANCH* 272-6605

XXXXXXXXXXXXXXXXXFPXXXXXXXXXXXXX XXXXXXXXXXXXXXXXXXXXXXXXXXXX XXXXXXXXXXX

TESTIFIED: .05
OBSERVED: , 08 TIME START: _. 8:30
TOTAL: 13 TIME END: ifiits -

FEREX X X XX XX XXX XXX XXX XX XXX XXXXX XXX XXX XXX Xi



COMMITTEES POUCH V
JUNEAU. ALASKA 99X1lI

HOUSE HEALTH. EDUCATION (907) 465-496X
AND SOCL1V. SERVICES
(Co-Chairman) 914 CLAY COURT
HOUSE JUDICIARY ANCHORAGE. ALASKA 9950]
HOUSE COMMUNITY AND (907) 276-6844
REGIONAL AFFAIRS Representative Max F. Gruenberg, Jr.
District 11

Spenard, Upper Midtown Anchorage

HB 258

REDUCTION OF AIRLINE PASSENGER FARES

This legislation would allow the state Department of Transportation to give
credits against airport user fees and rentals to air carriers that reduce
their passenger rates. The program could also be used to attract new
air carriers into the Alaska market. The legislation is not mandatory in
nature. The sponsors recognize the difficulties of this problem and the
complexities of such a plan.

The intent of the bill is to empower the department, as the body with
existing expertise in this area, to develop the best means possible to
implement any such program.

Up to now, no action to promote more reasonable air fares has been
forthcoming from the Department oi Transportation or any other state
agency. The passage cf this legislation, while not requiring the
department to take any potentially unadvantageous action, would encourage
and empower it to do what it can to alleviate this problem.

Hopefully, in all its further dealings with air carriers the Department will
consider as high priority the interest of the public in keeping air fares
down and develop new and creative methods of promoting that goal.

It is hoped that instead of emphasizing what it thinks it can"t do, the

Department will recognize the public"s interest in this problem and be
forthcoming and creative in establishing what the state can do.

Staff Contact: Dave Donley
465-4968

Ar~»~— V' .r'r.y Aay—'l]p/drrrm



March 15, 1985

PRESS RELEASE

On Friday, March 15 and Monday, March 18, 1985 the House Committee on
Community & Regional Affairs will consider House Bill 258, "Reduction of
Airline Passenger Fares".

HB 258, by the Community & Regional Affairs Committee, offers a solution
to increased air fares facing Alaskan travelers.

It allows the state Department of Transportation to give credits against
airport user fees and rentals to carriers that reduce their passenger
rates. Under the bill, the Department may lower landing fees to airlines
lowering passenger air fares. The program could also be used to attract
new air carriers into the Alaska market.

The March 15 meeting will be the Committee"s first discussion of HB 258,
which will be the second bill on the agenda. The March 18th meeting will
be a teleconference to both Anchorage and Fairbanks. Persons wishing to
testify in Anchorage should go to the Anchorage Legislative Information
Office, 1024 West 6th Avenue (278-9624). In Fairbanks, the Legislative
Information Office is located at 315 Barnette Street, Suite 101 (452-4488).
The meetings will take place at 3:00 p.m. each day in Room 209 of the
Behrends Building in Juneau.

Representative Peter Goll (D. Haines), Chairman of the Community &
Regional Affairs Committee, said HB 258 is the only legislation in either

house this year to address the problem of increased air fares. The bill
was unanimously endorsed introduction by the House Community &
Regional Affairs Committee. It was the only bill this session to be

introduced by all members of that committee.

Members of the House Community & Regional Affairs Committee include
Representatives Peter Goll (D. Haines) (Chairman), Kay Wallis (D. Ft.
Yukon) (Vice Chair), Niilo Koponen (D. Fairbanks), Max Gruenberg (D.
Anchorage), Randy Phillips (R. Eagle River), Wait Furnace (R.
Anchorage), and Andre Marrou (L. Homer).
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mind paying their fair share
when 1t comes/to airlire
rates. "-_.They"; "really don T
After all/,Uiey Ve been pay-

SWv

[

And if you want to come"
home, your total bill will be
$1.28. -:That 3 .up . from
$374.25 one-way ana $748.50

ming [more/-than their fair round trip lastyear.
m share foryears and years. = A super-saver round tif :
\i$E_Butfthere is. reason for. between Anchorage \ and
.v;;complaint.when airline fares = Seattle could have :been
e\tfotaiid"JfromVAlaska, and purchased earlier this week"-*
""iMthin®inate, keep esca-%ior $369. As of today, it
plating*in.great leaps while jumped more than $100 to a .
T2,/ those mptherrharketsfall to. 7-new rate of $479. A year ago
= r < > 3 at tne> a super-saver.
fare round trip between An-/
chorage-.and Seattle was ™
ifrbn Anchorage and Alaska &
o/a" captive market. The ma
- Jv—jaityof business or vacation
trips Outside start' and-.end * live in splendid isolation any
with Zan airplane ticket. No more, they are quite aware .
~N/businessman hops in his car ~that airline,fares in other
Nefto drive from Anchorage to0 parts of the country are in
‘wmyfSeattle;” - Few/fEF families ' many. cases = 3usbtantially
e jess “jor fligts over mucn v
greater distances — coast-?/
to-coast, for examples, be-/)
New York and Los-
Angeles and New York and .

ve&IWE.VRECOGNIZE that" f. American Airlines yesteiy.

there'"are., inherent costs in _eday touched offa new trans™.

i T the airlire business and they ] continental war with" its an->
intend to increase rather than .nouncement that a one-way;
decline:. ;MM v =frpT”  ticket.fronNew York to Los
(™.Nonetheless/ there is no Angeles will be cut to $120.
for-Alaskans to sit =Four other airlines sav they;

nice istoo high for a trip to”
Seattle and back, you might *

- . prefer to opi for London..

lobetween Seattle)and Anchor/ *Through March 31, British)
t]-age, if .you bought it today.. Airways will <sell you a*
Ifaor. a~ Tligtty right./away, .round-trip weekday -ticket."
fAwouid /.cost $324.8/./For a™)between ;Anchorage i and.
ground /.trip/ ™yaur.1 outlay “ondon for $62. Ifyou want )

aitjvould be $49.74. Just a year 1o fly on the weekend, how-

1#a@o-—eifFeb_PJl Athe-reQular, %gr, the price jumps to $675.

price "was)$289.59 one way ..f Either way, that eight-
touid $579.18 round trip,  %?. a"hour flight over the pole isa ;
$Mi1 - 1fyou want to go Tirst™ bargain compared with a -

./, - ‘@

Anchorage Times
1/18/85
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Editoriai Page Editor

Katherine Fanning, Editor and Publisher 1971 to 1983
Lawrence Fanning, Edéitor and Publisher 1967 to 1971

Alaska®s Only Morning Newspaper < founded In 1946 by Norman C. Brown

Democratic Senator Joe Josephson of Anchorage may
or may not get far with his hopes of rolling back Alaska
air fares, but he's asking the ri” t quesiions.

The senator wants the. airlines to explain why air fares'
are higher here than elsewhere; why Alaska air fares are

r goirig up while prices elsewhere .why the airlines
consider high fares more'profitable tfiM'jower fares that
draw more travelers; and why" deregulation has not led
tb'more price competition in Alaska. "*

So far, airlines spokesmen' have responded that
market forces dictate the cost of Alaska air. fares. They
cite low passenger volume compared to routes-Outside,
the.high cost of operatijns in the 49tb state, and difficult
weather. In other words, the airlines believe Alaska’s
small population and the familiar HCL  high cost of
living ~ are the culprits®once again.;/ j e

Maybe .they’re right.) Maybe,all of Senf yos'iplison's
questions have legitimate marketplace"answers. But it is,
diffcult) not to..raise'ah"eyebrow, when a' discount fare)

[ from.Anchorage toLondon is cheaper than' an Anchor- "
age-to-Chicagp supersayer and a one)wayticket from Los
Anreles'to New York is lower than round trio from

Aviation has, been
k k' and Alaska in turn
good InfflSdp™ hut-iU”kahs would like to, have more
-N A .of the benefits enjoyed by.the traveling public in most of -

0;,.;.therest.ofthecbunt”"?kk k /v ) at =2/
Sen. jbsephson’s linquiries into Alaska, air fares'are !/
« ;entirely approfriate; any time prices rise so swiftly in."".

[such"an/import~t/market it’s a/good idea to shine/a’
. llftle brighter)

rViAi 1A nrofoV\ ixrifvV) '<troo+'in+ oroef no tVio Qonofo TVnncennr. .
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WHEN YOU CAN fly
from Seattle to Chicago for
about half the price you can

fly from Anchorage to Seat—

tle, roughly the same air

miles, there is reason to sus—

pect that airline passengers
here are being stuck for
more than they should.

The airlines protest, natu—

rally. They say itcosts more
to do business iIn Alaska..
Right. But twice as much?

Arguments that load fac—

tors are less here don thold
much water, -either.
quent flyers know you fe
more likely to encounter
heavy
chorage and Seattle than on

almost any other fligtt seg—

ment anywhere else in the
country.

IN SHORT, we find Sen.
Joe Josephson§ legislative
hearings on airline fares in
Alaska most appropriate.

At the same time, there is
no reason to disagree with
an Alaska attorney general 3§

opinion holding that the air—

lines serving the 49th State
have not violated anti-trust
laws in their rate-setting
practices.

We recognize that 1tS a
competitive market out
there. When one airlire cuts
rates, the others follow. But

there 3 no need to engage

Fre—

loads between An—

In price competition, no one
Is going to volunteer to lead
the pack. If one airline can
get away with high rates, so
will all the others.

Unfortunately, the recent
practice has been for the air—
lines to raise rates in Alaska
at the same time as they Ve
been cutting them else—
where.

The latest jumps, in fact,
have made the cost of airline
tickets prohibitive for many
Alaskans.

“MEETING COSTS isone
thing. Gouging is another. A
lot of Alaskans, watching air
fares tumble in other parts
of the country, have reason
to think theyfe Dbeing
gouged.

Protestations that passen—
ger volume doesn T exist t
support lower fares are not
going to v in the airlines any
commentations, either. As
the fares increase, passen—
ger volume very likely will
decline — simply because all
to¥many people can tafford
o fly. Those who have to fly
have no choice but topay the
higher fares.

The airlines serving An—
chorage, iIn the public3
mind, have gone too far —
well past the point of busi—
ness faimess.



Alaska Airlines remains

ost of the airline stories appearing in the

news recently have focuskl on the

troubles of Wien Airlines and MarkAir.
And well they should. Financially strapped Wien
halted its service, filed for bankruptcy and struck a
“handshake" agreement for an employee buyout of
the state's oldest carrier. Buzzard-like creditors,
meanwhile, are soaring overhead.

MarkAir, on the other hand, has engaged ina
tug-of-war battle with a creditor over one of its
jets; this battle, too, wound up in court.

While all this has been going on, another airline
serving the state has quietly been becoming one of
the best airline investments in the country. T»e
value of the stock of Alaska Airlines has jumped
more than 20 percent in the past three weeks and
could jump even higher in the months ahead,
analysts say.

The airline was featured in the Wall Street
Journal’s prestigious Heard On The Street
investment column Jan. 18and is noted in this
month’s Money magazine for its solid
performance. v

The airline’s stock, wh'.h stood at $15a share on
the New York Stock Exonange when the Journal

n/x-r

Y] t *41i¥
Alaska's Business

Knowlton

column was published, rose to 19%; Friday before
closing at 18%s. On the strength of a record fourth-
quarter performance after Wien faded from the
scene, Alaska Airlines also reported a S23.9 million
profit for 1984, up from $15.7 million a year earlier,
ft was the 22th consecutive year of profits for the
Seattle-based airline.

While regional airlines throughout the country
Irve been battered by deregulation and bowled
/ver by major dr carriers undercutting each
other, Alaska Airlines has comfortably settled into
its own special market niche, notes Lesa Sroufe,
airline analyst for Foster & Marshall/American
Express in Seattle.

“Alaska seems to have its act together," agrees

loft In turbulent times

Gary Andreini, head of the Anchorage office of
Dean Witter Reynolds Inc.

What’s the company’s secret?

For starters, Alaska Airlines has taken a
"cautious and measured” approach to growth in
the face of deregulation, says J. Ray Vingo, chief
financial officer for the airline. Other airlines
expanded too quickly and weren’t familiar with the
new markets they served, he said.

Besides benefitting ifrom the reduced in-state
competition, Alaska Airlines has been successful
winning passengers on its West Coast routes to
Boise, San Francisco, Oakland, San Jose and Long
Beach. The airline also sees the opportunity to
bring passengers from Arizona and Nevada to
Se ittle, and it is considering reinstituting sendee to
k<diak and Barrow, Vingo says.

Success also has come from Alaska Airlines’

ii lage as a solid, steady performer. Vingo says it is
a “full frills” airline, not a “no-frills” airline.

Al is not rosy on Alaska Airlines’ horizon,
however. Contract negotiations are in a 30-clay
cooling off period between the airline and the
International Association of Machinists, which

represents about 350 mechanical and ramp sendee
employees.

Vingo was quoted in the Journal as saying,
“There’s a fairly strong potential of a labor
stop, age” in the first quarter. But he downplayed !
thost remarks this week saying no strike vote has
been aken and chances of a strike are “difficult to;
asses:,”

Andreini said a strike could work to Alaska
Airlines' advantage because it could lower labor
costs by hiring out-of-work Wien employees to
replace striking union workers.

Sroufe holds to her belief that the timing isn’t
right to buy the airline’s stock. She says earnings
will be affected by interest expense from debt
needed to further expand the airline’s sendee.

Part of the airline's expansion effort will be on
display in .Anchorage Feb. 20, when the first of nine.
new MD-83 aircraft will be available a LAnchorage ;
International Airport for public review.

The twin-engine McDonnell-Douglas aircraft
carry 135passengers and meet the federal
government’s new, more stringent noise ;
regulations, Vingo said.

is The Times lusiners editor.



Airline posts 15.4% increase

SEATTLE — Alaska Airlines on Wednesday
reported a 15.4 percent Increase In
passenger revenue miles from this time last
year, totalling 148.5 million compared to
128.7 million reported in January 1984.
Capacity during January grew to 296.5
million available seat miles, a 6.7 percent
Increase over the 278 million offered Iri
January 1984. The passenger load factor
(the percentage of available seat miles
flown by fare-paying passengers) for the
month W3s 50.1 percent, or 3.8 points above
the 46.3 percent recorded in January of
1984. 2V -1/IPC -

Dear Editor:

Recent financial disclosures
by Alaska Airlines and Western .1
Airlines indicate that both air-
lines are doing pretty good. West-
em was on the ropes for a couple
of years, but is now b*»ck on its
feet.

Alaska Airlines is the real
Killer. Crying poor mouth all the $£$$$% $
way to the bank. Profits were up r
52 percent in 1984 from approxi-
mately $16 million to $24 million.  jj&WNVv

I ask, where do the airlines
justify raising air fares? They
cite rising operating costs, Both .
airlines either received or are ,f
seeking wage concessions from
employees. (You can bet the ba-
bies’ milk money that the conces- ;
sions aren’t coming from man-
agement). Interests rates are
coming down. Fuel prices are ;
iower. About the only thing that I * . " jF 'J;
can think of that probably in- \
creased in the airline industry is ,, ).
uppper management salaries.

Airline spokesman say that
comparisons cannot be made be-
tween fares frcm Alaska and
those of the Continental U.S. L
say “El Toro poo-poo.” Anchor-
age to Seattle is half the distance
from Los Angeles to New York,
but the faro is 30-70 percent
higher. 1 hat comparison tells me r
that Alaskans are subsidizing
Lower 48 fares.

All air carriers in Alaska have
a monopoly on the market. Sen.
Josepheson’s investigation
should clearly find this out and
crack down on the airline indus-

try.

Mike Lyle . *
3046 Glacier



"urchase Wien to lower air fares

1 agree whole heartedly with the proposed
tvestigation into the airlines’ fare structure
> Alaska. One airline executive’s cop out
as the- economics-of-scale provided by the
lore populous south 48 made their prices
iwer. In mid-January 1 tried to make airline
;servations to Hawaii for the first week in
larch and was told all flights from Anchor-
ie to Hawaii were sold out. Also, on recent
uslness trips outside | haven't noticed many
aeant seats. Could it be that Alaskans are so
olated and dependent on the airlines that no
mcern is given to actual cost but to charge
hat the traffic will bear?

Although, | would be the last to accuse the
mrlines of price fixing, it sure is more than
eincidence that Alaskan airline companies
screase about the same amount at about the
me time. Sure, certain increases, such as
el and labor, may increase about the same
r.e; but these are more than offset by
fferences in management, size of labor
rces, depreciation/ etc.,'so'that"operating
sts really are not similar.

One solution might be for the State of
aska to purchase the defunct Wien Air'ine.
to state could run the airline for costs plus a
turn on investment. This would ensure that
iier airlines would be competitive or lose the
trative Alaskan business. We're in the raii-
ad business, why not be in the airline
siness? It seems as though the airlines get
2 goldmine and all we A’askans get is the

aft. .
—Les Nevil

3counted on unfair air fares

i would like to express my concern over the
:reaseJ air fares we are facing. It appears
. are subsidizing the Lower 48 fares. At the
me time air fares in Alaska increased,
wer 48 fares decreased. It is almost to the
int that the average Alaskan cannot afford
go outside on vacation, send our children
tside to school, seek advanced medical care,
visit relatives outside. What is it going to
ce to get our air fares comparable to the
wer 48? It is time for Alaskans to ‘-'stand up

and be counted’ Is anyone else upset?
‘—Jerré/ V, Curlee
agle River

Air fare hike means less travel

Dear Airlines:

Thank you for raising your rates to and
from Alaska. This gives me the opportunity to
see a lot more of Alaska, and to spend my
vacation money here, instead of elsewhere.
Great for our local economy!

Ten years ago, | used to fly out twice a
year, or more, but the frequency has dimin-
ished yearly. Another year of rate increases,
and | can use the whole $2,000 to $5,000,
formerly used for vacations, here at home for
whatever | want, or need.

We will each benefit from the rate increas-
es, | stay home, and you have lowei fuel bills
because of the empty seats. Once igain, my
appreciation is profound, as my old lifestyle

wasinarutanyway. Patrick Reedy

Says Alaska travelers

‘subsidize’ others

_ _ [/zS?/Ss~
Uniled Press International

JUNEAU — State Sen. Joe Josephson, D-
Anchorage, Friday asked the Alaska attorney
general to consider using anti-trust laws to
force airlines to reduce prices for flights
between Alaska and Seatt.e, and other Lower
48 points.

“Today Alaskans pay more than 100 per-
cent above what coach-class travelers pay, on
a per-mile basis, elsewhere in the nation.
Alaskan travelers appear to be subsidizing
travelers on other routes,"” Josephson said in a
Iettﬁr sent to Attorney General Norman Gor-
such.

"All this occurs at a time when the rate of
inflation in Alaska is less than the rate of
inflation across the nation,” Josephson wrote.

"... We are in a deregulation environment
that is a supposed benefit to the consumer,”
he added..

Josephson said t.he price was about 22 cents
a mile to fly between Anchorage and Seattle,
before fare increases went into effect last
week.

He said prices are t's low as 11 cents a mile
for some flights in thr- Lower 411

"If Alaskans were able to travel for 11
cents per mile, a one-way fare to Seattle

(would be) only $162.45," Josephson wrote in
his letter.

As of Friday, the price for a flight between
Anchorage and Seattle was $324,117 on United
Airlines and Northwest Airlines.

The price was '324.89 ‘or the same flight on
Western Airlines and $324.90 on Alaska Air-
lines. .

1

Josephson noted that Alaskans — probably
more than others — rely an commercial air
travel for business, educational reasons and to
visit family members and friends in the Lower

Josephson asked Gorsuch to prepare a
report showing whether state anti-trust laws
could be used to force reductions in ticket
prices, or could be changed so that they could
be used for that purpose.

He also asked Gorsuch to determine wheth-
er or not other states have tried the same
tactic.
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State should
operate airline
Dear Editor: V/'/// S

\

It is apparent that Alaskans
are being unfairly gouged by the
airlines on the Anchorage-;o-
Seattle run. It is either to subsi-
dize losing routes or pure greed.
In either ca.se it appears to be a
legal monopoly.

I would suggest Sen. Josc-
phon’s legislative hearings con-
sider state acquisition of Wien
and provided this critical route

sth reasonable no-frilJs trans-
put 'fion. This idea certainly has
precedence, as the state already
owas and operates railroad and
fcrrv systems.

hood for thought.

A KInliv*
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Dear Editor: -A/PIT

With recent increases, the
lowest round-trip air fare from
Alaska to the Lower 48 is $479 (to
Seattle). Now since it is cur-
rently less expensive to fly from
the west coast to the east coast
(say Los Angeles b New York),
I have to assume that the reason
for the high interstate airfares
from Alaska is not due to the
mileage that the plane travels.

The next logical conclusion, of
course, would be that these high
fees are charged Alaska custom-
ers because of their unique situa-
tion in that Alaskans have no
other reasonable (considering
the time factor, road conditions,
and weather) means of traveling
outside of the state.

Since there appears to be very
little competition in air fares in
the 49th state (when one airline
raises its fares the others follow
suit), 1 must conclude that these
increases are subject not just to
need, but also (and ponibly pri-
marily) to greed.

Now, I'm all for a company
making a profit. Yet, | feel this
can be done with fairness to the
consumer, and without govern-
ment subsidies. As an example,
you might notice that General
Communications, Inc. (the new-
est interstate, long distance tele-
phone service in Alaska) pro-
vides telephone service for a
lower fee (and what many con-

Atfreqcs

sidier a beftter service) than th
subsidized competitor. GCI ¢
tinues to profit based on qunli
and their customers are char*
a fair, competitive price. B
consumer and company prt
for this situation.

I suggest the airlines
Alaska could operate in a simi
fashion — unsubsidized and
questing a fare which allows |
airlines to profit, yet allows Al
kans the travel opportunit
which lower fares of the Outsi
offer.

In addition to severely cr
pling pleasure travel, the cont
ued unrestrained fare increa.(
will cause businesses to thi
twice before sending their e
ployees on Outside trips. As a
suit, we all suffer — the airlir
lose revenue, and the potent
travelers forfeit opportunity.

Last year alone, my husba
and | purchased a total of 1
round-trip tickets from Anchc
age. Can you honestly afford
lose this revenue? | believe \
could all benefit from your 1
evaluation of just who alio’
whom to fly in and out of t
state.

In the meantime, | think |
vacation in Alaska this year
and maybe use GCI to phoi
home.

Nancy M. Hardman
Anchorage



By DEAN FOSD1CK
The Associated Press

The legislature will begin hearings
this week to determine if the state can
do anything about sky-high airline
fares in Alaska.

The Senate Transportation Commiit-
teewasscheduled to have ateleconfer-
ence today tostudy commercial travel
rates, but Chairman Jack Coghill, R-
Nenana, conceded the Legislature
probably will be able to do little but
focus some publicity on airline ticket
prices.

“l’d hate to see us get into the busi-
ness of regulation,” Coghill said last
week. "About the most we can do is
bring some public pressure to bear."

Airlines serving Alaska from the
Lower 48 drew some consumer flak
recently when they adopted a roughly
$50 jump in roundtrip "supersaver"
fares.

A spokesman for one of the four in-
terstate airlines serving Alaska has
said the rate increase is necessary
simply because itcosts more todo busi-
ness here than elsewhere.

That, however, didn't satisfy Sen.
Joe Josephson, D-Anchorage.

Western announces discount fares

TheJuneau Empire

W estern Airlines today
announced new discount air fares,
rcpresentingcutsofapproximately
70 percentoffcuvrentccach levels.

Billed as the “Ultimate Super
Saver,” the new fares are effective
March 25 and are available for im-
mediate booking. No expiration
date was announced for the travel
discounts.

The new fares mean thatJuneau
residents can travel to Seattle for
$79 each way on a roundtrip ticket,
not including tax, according to a
press release from Western. Cur-
rently the cheapest fare Western
has on a roundtrip ticket between
Juneau and Seattle is $328.20

The new fares ore good between

On Feb. 6, he wrote the chiefexecu-
tive officers of Alaska Airlines, North-
west Airlines, Western Airlines and

Juneau and 39 cities Western
serves, including San Francisco,
Las Vegas, Houston, Chicago,
Washington, D.C. and New York.

Under the discount, it would cost
a traveler from Juneau $129 each
way to go to Los Angeles, $159each
way to Chicago, $109 to Houston,
$179tr  .shington, D.C. and $189to
New V >rk. Those fares do not in-
clude tax.

The discount tickets must be
purchased at least 30 days in adv-
ance, and travelers muststay over
one Saturday night but not more
than 21 days. Seats at the low rates
are limited, according to Western,
butthe faresare available onevery
flight, every day with the exception
ofpeak times, for instance Easter.

United Airlines asking why air fares
have increasei.significantly in Alaska
while discounts are being offered else-

m pIBMB

wliere.

*This office hasreceived many mes-
sages from constituents and there has
been a proliferation of letters to the
editor on this subject,” Josephson
wrote. “Alaskans who travel know
that the fares now available between
points in the continental United States
tend to be far lower than the fares
available between Anchorage and
Seattle, on a cost-per-mile basis.

"From N traveler’s standpoint ...
there does notappear to be an obvious
rationale for the existing fare struc-
tures, and there is certainly no dis-
cernible relationship between dis-
tance and cost,” Josephson said in his
letter.

In an interview Thursday, Joseph-
son said he took the problem on “be-
cause it's nobody’s issue now that the
federal government doesn’t contest
prices of airlines."”

""We’vegottoshow through the force
ofpublic opinion that there’sa market
out there,” he said. “There’s (poten-
tial) seats they don't even know
about.”

Among those scheduled to testify ir
Michael Levine,



DESTINATION
Anchorage-Seattle
(Western)

Anchorage-Seattle
(Northwest)

Anchorage-Seattle
(United)

Anchorage-Seattle
(Alaska)

Washington,D.C.-
(Wstrn) Salt Lake City

Detroit-Phoenix
(Northwest)

Portland-Tulsa
(United)

Milwaukee-Las Vegas
(United)

Seattle-Kansas City
(Western)

Milwaukee-Phoenix
(Northwest)

Seattle-Tuscon
(Western)

Cleveland-Denver
(Northwest)

MILEAGE

1,448

1,448

1,448

1,448

1,851

1,674

1,532

1,524

1,489

1,463

1,215

1,213

ONE-WAY COACH CLASS AIRFARE COMPARISON

FLIGHTS/DAY

H OF STOPS

1 on 2

0 on 2

1 (MSP)

1 (DEN)

1 (CHI)

1 (SLO)

1 (MSP)

1 (LA)

1 (MSP)

PLANE TYPE other
than 727, 737

1 of 4 is DC-10

2 DC-10s

No wide-body

No wide-body

No DC-10s

1 DC-10

No wide-body

Half-flight

wide-body

1 of 2 is DC-10

No wide-body

No DC-10s

No DC-10s

$324.

REGULAR FARE
Cost per mile

00

.22

$324

.87

.22

$319.

00

.22

$324

.87

.22

$260.

00

.14

$339.

00

.20

$360.

00

.23

$337.

00

.22

$215.

00

.14

$366.

00

.25

$230

.00

.19

$304.

00

.25

Senator Josephson

February 18,

DISCOUNT (One-way)
Cost per mile

N/A

N/A

N/A

N/A

$190.00
.10

$170.00
.10

$195.00
.13

$175.00
.12

$185.U.
.12

$155.00
A1

$210.00
.17

$140,00
.12

1985



DESTINATION
Anchorage-Prudhoe Bay
(Alaska)

Anchorage-Jurieau
(Alaska)

Fairbanks-Anchorage
(United)

Seattle-Long Beach
(Alaska)

San Francisco-
(Alaska) Seattle

Houston-Dallas
(United)

MILEAGE

627

569

261

965

678

224

ONE-WAY COACH CLASS AIRFARE COMPARI SON

FLIGHTS/DAY

1 daily
1 x234

# OF STOPS

l1on 1

2 on 1

0

NT2MT7T3 TN

No wide-body

Crs™e/mile

$257.

00

.41

$176.

00

.31

$102.

78

.39

$175.

00

.18

$155.

00

.23

$126.

00

.56

Senator Josephson

February 18,

DISCOUNT (One-way)
Cost per nmile

N/A

N/A

N/A

N/A
$125.00
.18

$ 35.00
.16

1985



DESTINATION
Alaska Airlines

Seattle-Anchorage

Seattle-Long Beach

Anchorage-Juneau

Arichorage-Prudhoe Bay

San Francisco-
Seattle

Seattle-Anchorage

Anchorage-Fairbanks

Anchorr.ge-Juneau

San Frincisco-

Pal."p Springs

Seattle-San Francisco

FKeAleto (jffttnaiz-
and?  2.SQ0

MILEAGE

1,448

965

569

627

678

1,448

261

569

421

678

S<tV gy* J niu&f-L-e pn/dl
t-o ckctc+yz or-

ix i GrATAT*E8 I H"

ONE-WAY COACH CLASS AIRFARE COMPARISON Senator Josephson

February 18, 1985
Ulj-'it"tde Super Sové&r Updede.cS 3/tS /gS~

_ PLANE TYPE other REGULAR FARE DISCOUNT (One-Way)
FLIGHTS/DAY if OF STOPS than 727, 737 Cost per mile Cost per mile

7 0 No wide-body $324.87 N/A
22

3 1 I $175.00 N/A
.18

3 2 on 1 I $176.00 N/A
31

3 1on 1 I $257.00 N/A
41

3 0 I $155.00 $125.00
.23 .18

ROUND TRIP LEAST EXPENSIVE FARES
DISCOUNT SPECIAL
Round-trip Round-trip

7 0 No wide-body $649.74 $489.32 11Q.00 =
22 17 07

6 0 I $222.00 $166.00 lo2..78 *
.43 .32 20

3 2 on 1 I $352.00 $271.00 17(,.00 *m
31 24 . 16

1 0 I $178.00 $149.00 $ 98.00
21 .18 12

3 0 I $310.00 $250.00 $138. Of
.23 .18 a1

Jo cfa-us in a.dvatic-e~ tr Man z/days befuoeen fijyp is
echuee/ Ft

P



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL

Bill/Resolution No.: HB258 Agency Affected: ___ DOT&PF

Title: Relating to the Reduction of Air— Program Category Affected: All state and
line Passenger Fares municipal airports .

Sponsor: Gruenberg BRU, Program or Subprogram!s) Affected:

Requestor: Carmunity & Regional Affairs
Date of Request: 3/15/85

EXPENDITURES/REVENUES: (Thousands oi: Dollars)

OPERATING FY 85 FY 86 FYy 87 FY 88 FY 89 FY 90
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 SUPPLIES
500 EQUIPMENT *
600 LAND & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS

TOTAL OPERATING

CAPITAL ( T 1 | 1 ~T

REVENUE 1 I P j |

FUNDING:  (Thousands of Dollars)
GENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: *See attached sheet

Prepared By: William R. Snell (signed) Phone: 266-1462
Division: Central Region planning Date: 3/15/85

Approved by Commissioner: Date: 3/15/85
Agency: DOT&PF

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 7/1/84



FISCAL NOTE ANALYSIS

HB258

Analysis of the fiscal 1impact on existing programs.

There would be severe negative 1impacts on the ability to
develop, maintain, and operate the Fairbanks and Anchorage
International Airports.

Specific impacts are as follows:

A. Could eliminate the $15-517 million yearly receipts fronm
airline rents and fees.

B. Could cause the bondholders to "call in" $50-$55 million
in International Airport Revenue Funds (lIARF) that have
been sold to finance improvements to the Fairbanks and

Anchorage International airports. This could happen
because the bond sales were based on future revenue
flows.

In addition, there could be a statewide loss of between $30-
$40 million yearly in federal airport funding. Federal grant
agreements require the State to collect fees to help offset
airport expenses.

Analysis of 1impact on new programs.

With the potential loss of the $30-%40 million 1in yearly
federal funding, the loss of $15-$17 million in yearly
revenues Tfor the Anchorage and Fairbanks International
airport, and the potential "call in" of $50-$55 million in
outstanding IARF bonds, construction of new aviation
facilities would be severely impacted unless the general fund
could make up this loss (approximately $95-112 million the
first year). With declining revenues, this would probably
not be possible.

In addition, a large staff would be necessary to administer
such a program. These costs cannot be determined at this
time.

How figures in fiscal note derived.

From- historical information on bonding and airport revenues.



Additional information.

Staff analysis shows that t*~e airlines®" airport cost per
passenger 1is only $5.66 at the Fairbanks and Anchorage
International airports. Please note that these airports have
the highest fees of any State airport. Crediting this to the

airlines would result in little, if any, 1incentive for the
airlines to reduce passenger fares.
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BY TH*f COMMUNITY AND
IN THE HOUSE REGIONAL AFFAIRS COMMITTEE

HOUSE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: ~An Act relating to the reduction of airline passen—
ger faresi and providing frr an effective date.””
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Secticn 1. AS 02.15.090 1is amended by adding a new subsection to
read:
<c) (Charges, rentaln and fees established under (a) of this
section may be based on the fares charged by an air carrier for pas—
senger travel originating at the airport. To promote lower passenger
fares, the department or a municipality may provide for a credit
against fees charged under this section to an air carrier that quali—
fies under uniform terms and conditions established by the department.

* Sec. 2. This Act takes effect immediately in accordance with AS 01,-

10.070(c).
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INTERNATIONAL AIRPORTS

(An Enterprise Fund
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JUNE 30, 1984 AND 1983



101 WEST BENSON BOULEVARD
ANCHORAGE. ALASKA 99503
907 503-4444

October 24, 1984

To the Bond Committee
of the State of Alaska

In our opinion, the accompanying balance sheet and the
related statements of income, of changes in fund equity, of
changes 1n TfTinancial position and of changes in restricted net
assets present fairly the financial position of the State of
Alaska International Airports at June 30, 1984 and 1983 and the
results of its operations and changes 1in its financial position
for the years then ended, in conformity with generally accepted
accounting principles consistently applied. Our examinations of
these statements were made in accordance with generally accepted
auditing standards and accordingly included such tests of the
accounting records and such other auditing procedures as we

considered necessary 1in the circumstances.



STATEMENT <6

STATE OF ALASKA

INTERNATIONAL AIRPORTS

i.An Enterprise Fund of the State of Alaska)

BALANCE SHEET

June 30,
1984 1983
ASSETS
REVENUE FUND:
Current assets
Cash in banks and deposited
with. State Treasury $ 4,021,600 $ 1,489,387
Investments 42,671,154 22,500,000
Trade accounts and notes receiv—
able, net of allowance for
doubtful accounts of $200,000
and $295,676, respectively 2,982,904 2,592,697
Federal grants receivable 2,480,166 3,064,651
Accrued interest receivable 1,939,567 382,491
Repair and replacement account -
Cash and investments 500,000 500,000
54,595,391 30,529,226
REVENUE BOND REDEMPTION FUND:
Bond reserve - investments 5,499,368 1,793,391
Bond interest - investments 2,426,083
Bond principal - investments 12b.946 68,682
8,054, -.97 1,862,073

PROPERTY, PLANT AND EQUIPMENT:
Airport plant 1in service
Less-accumulated depreciation
and amortization

220,344,436

(57,632,629)

162,711,807
11,993,794

174,705,601

Construction in progress

$237,355,389

Sec. accompanying notes to financial

195, 348, ",36

(50,293,445

145,054,991
6,208,120

151,263,111

$183,654,410

statements



STATEMENT <t6

STATE OF ALASKA INTERNATIONAL AIRPORTS
(An Enterprise Fund of the State of Alaska)

BALANCE SHEET
(continued)

June 30,
1984 1983
LIABILITIES
REVENUE FUND:
Current liabilities -
Accounts payable and
accrued wages $ 4,315,919 $ 2,598,430
Unearned revenue 171,073 172 ,108
Accrued interest payable 136 ,627 90 ,473
Revenue bonds payable 761 ,054 321 ,318
5,384 ,673 3,182 ,329
REVENUE BOND REDEMPTION FUND:
Accrued interest payable 2,426 ,083
Revenue bonds payable,
current portion 128 ,946 68 ,682
2,555,029 68 ,682
CONCESSION LEASE PREPAYMENTS 7,477 ,625
REVENUE BONDS PAYABLE, net of
current portion 43 ,750 ,000 16 ,645 ,000
FUND EQUITY
RESERVES:
Repair and replacement 500 ,000 500 ,000
Bond reserve 5,499 ,368 1,793 ,391
CONTRIBUTIONS, net of accumulated
amortization of $35,671,734 and
$32,606,105, respectively 76 ,493 ,745 69 ,322 ,453
RETAINED EARNINGS 95 ,694 ,949 92 ,142 ,555

178 ,188 ,062 163 ,758 ,399

CONTINGENCIES
$237 ,355 ,389 $183 ,654 ,410

See accompanying notes to financial statements



STATE OF ALASKA INTERNATIONAL AIRPORTS

(An Enterprise Fund of the State of Alaska)

STATEMENT OF

Operating Revenues

Operating Expenses:
Security
Field maintenance
Administrative
Building and equipment maintenance
Custodial
Provision for doubtful accounts

Operating income before
depreciation

Depreciation Expense:
On assets acquired with
own funds
On contributed assets

Income from operations

Non-Operating Income
Interest 1income
Interest expense

(Expense)

Net 1income

See accompanying notes to financial

-130-

INCOME

$ 4,192,742

statements

$ 3,694,691

520,961

Year ended
June 30,
1984 1983
$29,370,618 $28,045,226
5,563,785 5,788,713
3,553,324 3,905,351
3,642,399 3,352,023
5,178,832 4,649,534
2,373,037 2,254,809
20,311,377 20,471,391
9,059,241 7,573,835
4,273,555 2,783,816
3,065,629 3,013,997
7,339,184 5,797,813
1,720,057 1,776,022
2,512,909 2,923,700
(40,224) (1,005,031)
2,472,685 1,918,669



STATE OF ALASKA

INTERNATIONAL AIRPORTS

(An Enterprise Fund of the State of Alaska)

STATEMENT OF CHANGES

Reserves

Balance,
1982

June 30,
$2,418,894

Net 1income
Depreciation on con—
tributed assets
Federal grants
Decrease 1in restrict
ed net assets (125,503)
Balance,
1983

June 30,
2,293,391

Net income
Depreciation on con—
tributed assets
Federal grants
Contribution from
General Fund
Increase in re—
stricted net
assets 3,705,977
Balance,
1984

June 30,
$5,999,368

IN FUND EQUITY

Retained

Contributions Earnings

$71,502,728 $85,308,364

3,694,691

(3,013,997) 3,013,997
833,722

125,503

69,322,453 92,142,555

4,192,742

(3,065,629) 3,065,629
1,226,921
9,010,000

(3,705,*77)

$76,493,745 $95,694,949

Total

$159,229,986

3,694,691

833,722

163,753,399

4,192,742

1,226 921

9,010,000

$178,188,062



STATEMENT A9 STATE OF ALASKA INTERNATIONAL AIRPORTS
(An Enterprise Fund of the State of Alaska)

STATEMENT OF CHANGES 1IN FINANCIAL POSITION

Year Ended
June 30,
1984 1983
Financial Resources Were Provided By:
Operations -
Net income $ 4,192,742 $ 3,694,691
Add - Depreciation, a charge
not requiring an outlay
of funds 7,339 ,184 5,797,813
Provided by operations 11,531,926 9,492,504
Proceeds from bond issue 28,000,000
Federal grants 1,226,921 833,722
Decrease in restricted net assets 125,503
Contribution from General Fund 9,010,000
Concession lease prepayments 7,477,625
57,246,472 10,451,729
Financial Resources Were Used For:
Additions to property, plant and
equipment 30,781,674 9,910,783
Current maturity of revenue bonds 890,000 390.000
Retirement of long-term revenue
bonds 1in advance 5,000 450.000
Increase in restricted net assets 3,705 ,977
35,382,651 10,750,783
Increase (decrease) 1in working
capital $21,863,821 $ (299,054)
Increase (Decrease) In Current
Assets:
Cash $ 2,532,213 $(1,981,787)
Investments 20,171,154 500,000
Trade accounts and notes
receivable 390,207 (341,093)
Federal grants receivable (534,485) 426,584
Accrued interest receivable 1,557,076 (291,111)
24,066,165 (1,687,407)
(Increase) Decrease In Current
Liabilities:
Accounts payable (1,717,489) 609,704
Unearned revenue 1,035 392,787
Accrued interest payable (46,154) 5,393
Rev nue bonds payable (439,736) 380,469
(2,202,344) 1,388,353
Increase (decrease) 1in working
capital $21,863,821 $ (299,054)

See accompanying notes to financial statements

-132-



Net assets, June 30, 1982

Increases -
Transfers from operating account
Interest on investments
Accounts payable decrease
Intrafund transfers

Decreases -
Transfers to operating account
Bond interest payments
Bond principal payments
Intrafund transfers

Net assets, June 30, 1983
Increases -

Transfers from operating account
Interest on investments

Accrued interest collected at date

or sale of Series F
Intrafund transfers

Decreases -
Bond interest paynents
Bond principal payments
Accounts payable increase
Intrafund transfers

Net assets, June 30, 1980

STATEMENT OF CHANGES

STATE OF ALASKA |INTFRHATIONAI. AIRPORTS

(An Enterprise Fund of the State of Alaska)

IN RESTRICTED NET ASSETS

Revenue Bond Redemption Fund_

Repair and Bond
Renlaccment Reserve

*'500,000 $ 1,918,890

189,175

(116,177)

(193.5011

500,000 1,793,391

3,700,033
180,228

(178.280)

$500,000 $ 5,099,368

Bond
Interest

0

1. 150,005
29,217
117,005

(1,120,205)
(176 922)
. 0.
3,116,0' >
26,fy7
180,018
178,280
(1,075,582)

(2,026,083)

-0-

See accompanying notes to financial statements

Bond
Princ ioal

827,600
17,002
20,531
375,023

(1,205,000)

032,900
22,360

(395,000)
(60,260)

C. bined

$ 2,018,890

1,978,009
235.850
101 ,9/6
375,023

(116,177)
(1,120,205)

CERAY

2,293,391

7,209,399
233,089

180,018
178,280

(1,075,582)
(395,000)
(2,086,307)
(178.2801

$ 5 {999,368



STATE OF ALASKA INTERNATIONAL AIRPORTS
(An Enterprise Fund of the State of Alaska)
NOTES TO FINANCIAL STATEMENTS

June 30, 198A AND 1983

NOTE 1 - OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES:

The accompanying statements include the accounts of the
State of Alaska International Airports (hereafter referred to as
Airports), an enterprise fund created by Chapter 88 of the
Session Laws of Alaska of 1961 to equip, finance, maintain, and
operate the two international airports located at or near
Anchorage and Fairbanks, Alaska.

Governmental Accounting -

The accounting policies used in preparation of the Airports”
financial statements conform to generally accepted accounting
principles applicable to state and local governmental entities.
The Airports® annual financial statements are prepared on
enterprise fund basis of accounting, although State accounting
records are maintained on an appropriated budgetary basis
throughout the year.

Property, Plant and Equipment -

Property, plant and equipment are carried at cost, for
property purchased or constructed, or at fair market value at the
date of acquisition, for property contributed. Depreciation is
computed using the straight-line method applied to the estimated
useful lives of the assets; including those Tfinanced by govern—
ment contributions. However, depreciation on contributed assets
is not a factor in determining revenue rates. In d.stributing
net income to the Airports®™ equity accounts, a charge represent—
ing depreciation on assets acquired with contributions 1is made
against the related contributions account.

The cost of maintenance and repairs 1is charged to income as
incurred whereas significant re" “wals and betterments are capi—
talized. The cost and accumul? d depreciation of assets retired
or sold are removed from the acc” nts and the gain or loss is
reflected in income from operations.

Compensated Absences -

Routine annual leave is charged to the Airports as incurred,
whereas an amount is budgeteu and transferred annually to the
State®"s General Fund for estimated accumulated leave payable at
termination.



Capitalized Interest -

Interest expense is capitalized on construction in progress.
Interest costs are not capitalized on assets financed by federal
grants or General Fund contributions.

Concession Lease Prepayments -

In accordance with concessionaire lease agreements, certain
payments relating to the end of the lease term were received upon
signing of the lease. Amounts received in advance have been
deferred and will be recognized in income as earned.

Investments -

Investments, which consist of U.S. Treasury notes and bonds,
certificates of deposit and government securities, are carried at
cost which approximates market.

Federal Grants -

Grants are recorded as receivables and as contributions when
they are earned. Grant amounts are subject to adjustment upon
determination of the total cost of the related projects.

NOTE 2 - FUNDS RESTRICTED FOR SPECIFIC PURPOSES:

The Airports are required to maintain various restrictive
funds in compliance with the resolution authorizing issuance of
the revenue bonds described at Note 4. The primary fund is the
Revenue Fund. All receipts of the Airports, excluding bond
proceeds or related grants and interest on Construction Funds,
must be deposited into the Revenue Fund and are irrevocably
pledged to the punctual payment of debt service so long as
revenue bonds remain outstanding, to the payment of operating and
maintenance expenses, or to additions or improvements to airport
facilities.

The Revenue Fund contains a Repair and Replacement Account
which is to be maintained at a $500,000 balance. This account
nay be used (1) to eliminate deficiencies in the Bond Reserve
Account, or (2) for extraordinary repairs, renewals and better —
ments in the event surplus revenues are not available.

The Redemption Fund and its subaccounts for Reserve, Inter—
est and Retirement may be used only for debt service. The
Reserve Account was initially established from proceeds of the

svenue bonds and is to be subsequently maintained by transfers
from the Revenue Fund at an amount at le. dt equal to the maximum
annual debt service on all bonds outstanding. Transfers from the
Revenue Fund must be made to the Interest and Retirement Accounts

in amounts sufficient to provide for annual debt service require—
ments .
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NOTE 3 - AIRPORT PLANT IN SERVICE:

The airport plant in service was owned by the Federal
Government prior to statehood and contributed to the State after
that date. Additions to airport plant are funded by Federal
Aviation Administration grants, bond proceeds, General Fund
contributions and operating revenues. Depreciation is computed
using the straight-line method. Asset values and estimated
useful lives are as follows:

Cost or
Life Contributed Value

June 30, 1984 June 30, 1983

Land $ 21,508,194 $ 21,505,770
Land improvements 10 to 40 years 125,122,097 111,496,976
Buildings 24 to 40 years 66,041,546 55,641,725
Equipment 10 years 7,672,599 6,703,965

$220,344,436 $195,348,436

NOTE 4 - REVENUE BONDS PAYABLE:

Revenue bonds have been issued with serial maturities
through 1993 and term maturities during 1988, 1989, 1996, 1998,
and 1999. A summary as of June "0, 1984 and 1983 follows:

Bonds Outstanding

Original June 30, June 30,
Amount 1984 1983

(in thousands)
Series A, 5.6% term bonds
due June 1, 1988 $ 7,000 $2,240 $ 2,245

Series B, 6.3% term bonds
due June 1, 1989 2,225 900 1,080

Series C, 7.2% - 8.0%,
maturing serially in annual
amounts of $50,000 from
June 1, 1985 through 1986,
$5,880,000 in term bonds
due June 1, 1996 6,500 5,980 6,030



Bonds Outstanding

Original June 30, June 30,,
Amount 1984 1983

(in thousands)
Series D, 5.5% - 7.0%, maturing
serially in annual amounts
varying from $175,000 to
$210,000 from June 1, 1985
through 1988, and $6,760,000
in term bonds due
June 1, 1998 8,500 7,520 7,680

Series F, 8.9% - 10.9%, matur—
ing serially in annual
amounts varying from $900,000
to $3,265,000 from August 1,

1985 through 1999 28,000 28,000
Total $52,225 44,640 17,035
Less current portion 890 390
Long-term portion $43,750 $16,645

Both serial maturities and required early redemptions of
term bonds are as follows (in thousands):

During

Year Ended

June 30 Total

1985 $ 890
1986 1,845
1987 2,005
1988 2,165
1989 2,340

Thereafter 35,395

$44,640

In order to provide for early redemption of term bonds, the
bond resolutions provide for payments to be made to the Redemp—
tion Fund at the current redemption price. Retirements are made
tnrough open market purchases or through call provisions which
provide for call prices beginning at 102.5% and declining ratably
at 5% per year thereafter.



The revenue bonds have been issued pursuant to bond resolu—
tions which prescribe the use of accounts described at Note 2 as
well as certain other practices. Among these is a requirement
that prior to the issuance of additional series of bonds, net
revenues available for debt service must at least equal 1.3 times
the sum of (1) annual debt service and (2) required deposits to
the Bond Reserve Account of the Redemption Fund. The revenue
requirement was met in 1984 and 1983. At June 30, 1984, the Bond
Reserve Account was app Jximately $496,000 less than the required
level.

in July 1975, the Airports deposited sufficient monies with
a trustee with instructions to purchase specified obligations of
the United States of America, which mature at times such that the
proceeds will provide funds sufficient to pay the scheduled
principal and interest of the Airports ” Series E Bond 1issue
totaling $8,100,000. Under terms of the bond resolution, the
above issue is no longer considered "outstanding”™ for purposes of

the bond covenants. Accordingly, these amounts are not reflected
in the accompanying financial statements at June 30, 1984 and
1983.

NOTE 5 - COSTS ALLOCATED FROM THE DEPARTMENT OF TRANSPORTATION:

The Department of Transportation provides administrative and
technical services benefiting all of Alaska®"s airports and
aircraft bas™.s. Resultant costs are allocated based upon budge—
tary estimates of the pro rata portion which should be borne by
the various facilities, as set forth in the annual appropriation
and budget document of the State of Alaska. Costs allocated to
the Airports for the year ended June 30, 1984 amounted to
$932,700 for operations and $344,700 for capital projects; the
latter amount has been capitalized in airport plant in service.
Comparable amounts for the year ended June 30, 1983 amounted to
$92*%0,700 and $351,900, respectively.

NOTE 6 - PENSION PLAN:

The Airports are a member of the Alaska Public Employees”®
Retirement System which provides for retirement benefits based on
the employee®s compensation, length of service and age at retire—
ment. The contributory plan covers all regular, full-time
employees. The pension costs, including amortization of past
service costs over a 25-year period (40-years prior to July 1,
1978), are funded as accrued and totaled approximately $1,521,000
and $1,614,000 for the fiscal years ending June 30, 1984 and
1983, respectively. The excess, if any, of the actuarially
computed value of vested benefits over the total of the pension
fund assets is not available.
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NOTE 7 - MAJOR CUSTOMERS:

Two unaffiliated customers provided revenues of approx—
imately $7,866,000 and $7,151,000 representing 27% and 24%,
respectively, of Airports® 1984 operating revenues. These
customers accounted for approximately $6,770,000 and $6,925,000
or 24% and 25%, respectively, OF Airports ® 1983 operating reve —
nues.

NOTE 8 - CONTINGENCIES:

On December 16, 1975, a Japan Airlines Boeing 747 aircraft
went off the taxiway. Japan Airlines filed a suit against the
State of Alaska International Airports. The suit was settled
during 1984 with no significant loss to the State as 1insurance
coverage in excess of the amountof the claim was in force at the
time of the incident.

On December 16, 1983, a Japan Airlines aircraft collided
with a truck on the runway at Anchorage International Airport.
The Federal Aviation Administration has assumed responsibility
for the incident and therefore no loss to Airports is
anticipated. On December 23, 1983, a Korean airliner, under
foggy conditions, collided with a small aircraft. Management
anticipates that no liability will be incurred by Airports as a
result of these incidents.

In the normal course of itsactivities, the Airports are
involved in various other claimsand litigation. In the opinion
of management and the Airports® legal counsel, the disposition of
these matters is not expected to have a material adverse effect
on the financial statements.
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rt/aterhouse gicroRace auaska 9313

October 24, 1984

To the Bond Committee
of the State of Alaska

In our opinion, the accompanying information (Exhibits 1 end
I1) are fairly stated in all material respects in relation t:o the
basic financial statements, taken as a whole, of the State of
Alaska International Airports for the year ended June 30, 1984
which is covered by our report dated October 24, 1984 presented
in the first section of this document. OQur examination was made
for the purpose of forming an opinion on the basic financial
statements taken as a whole. This information is presented for
purposes of additional analysis and is not a required part of the
basic financial statements. Such information has been subjected
to the auditing procedures applied in the examination of the

basic financial statements.



EXHIBIT
ADDITIONAL INFORMATION

STATE OF ALASKA INTERNATIONAL AIRPORTS
(An Enterprise Fund of the State of Alaska)
STATEMENT OF INCOME

SDED JUNE 30. 1984

i Anchorage Fairbanks Total
Operating Revenues:
Land!ng fees $ 4,092,690 $ 499,765 $ 4,592,455
Parking fges 151,062 94,185 245,247
Gas_and oil feeS 8,330,292 912,001 9,242,293
Vehicle parking fees 1,538,669 35,892 1,574,561
Terminal building rental 2,212,130 413,188 2,625,318
Coin locker fees 3,432 3,432
Concession fees 9,397,518 281,461 9,678,979
Land rental 727,174 398,521 1,125,495
Electric energy fees 62,601 22,727 8* 3
Flight service station
rental 31,1"v0 31, 40
Other airport chafges 30,701 80,491 111,192
Receipts for services
rendered 9,135 9,135
Lease of state property 20,871 20:271
Interest 12,460 3,930 16,390
Other 5,894 2,888 8.782
Total operating
revenu< 3 26,573.758 2,796.860 29,370,618
Operating Expenses:
Sgcurlty_ 3,251,964 2,311,821 5,563,785
Fle!d_malntgnance 2,345,707 1,207,617 3,353,324
Administrative 2,972,192 670,207 3,642,399
Building and equipment
maintenance 4,166,090 1,012,742 5,178,832
Custodial ) 1,931.522 441,515 2,373,037
Total operating
expenses 14,667 .475 5,643,902 20,311,377
Operating income (loss)
before depreciation 11,906,783 (2,847,042) 9,059,241
Depreciation expense (5,234,830) (2.104.3541 (7,339,184)
Income (Joss) from
operations 6.671.453 (4,951.396) 1,720,057
Non-Operating Income
(Expense):
Interest income 2,273,614 239,295 2,512,909
Interest expense (36,394) (3,830) (40,224)
2,237,220 235.465 2,472,685
Net income (loss) $ 8,908.673 $(4.715.931) $ 4,192.742
BASIS OF ALLOCATION
All items above are charged directly to the individual
airports except for interest income, interest expense, and
administrative expenses as discussed in Note 5. These items are

allocated on the basis of gross revenues generated by each
airport.

*142-



Project
Number

Anchorage
DC045
H79145

Fairbanks
D4861

D4862
D6524
D6530
X20213
H79352

(1) Total
Airports Fund monies,
interest and administrative expense capitalizations.
represent- incomplete projects or

STATEMENT 52

EXHIBIT 11

ADDITIONAL INFORMATION

STATE OF ALASKA INTERNATIONAL AIRPORTS
(An Enterprise Fund of the State of Alaska)

CONSTRUCTION IN PROGRESS

JUNE 30, 1984
Project Name Appropriation Cost (1)
North Airpark Storm Drain $ 25,000 $ 31,530
Terminal Expansion 23.398.741 9,542,920
Total Anchorage 23.423.741 9,574,450
Lighting East Parking

Lot/Taxiway 25,125 27,026
Runway Extension 5,631,610 321,905
Runway Extension 470,000 393,438
Float Pond Improvements 15,170 15,930
Security Surveillance System 60,000 22,743
Terminal Expansion 2,310,848(2) 1,638,302
Total Fairbanks 8,512,753 2,419,344

Total construction
in progress $31,936,494 $11,993,794

cost includes actual expenditures from International

accounts payable at June 30, 1984, and
The costs

improvements to existing plant

in service.

(2) Excludes $11,000,000 appropriation for completed Phase 1 and 11

which was transferred to Airport Plant

in Service during fiscal

year 1984.



Alaska State Legislature

House

Official Business Pouch V
State Capitol
Juneau, Alaska 99811

March 15, 1985

Mr. Ben Harding

Special Assistant for Transportation
Office of the Governor

Pouch A/MS 0101

Juneau, AK 99811

Dear Mr. Harding:

On Monday, March 18 the House Community & Regional Affairs Committee
will consider House Bill 258, "Reduction of Airline Passenger Fares"™. The
committee will devote an entire meeting to hearing testimony on this bill,
including teleconference testimony from Anchorage and Fairbanks.

You are invited to attend and participate.

, Chairman
House Community & Regional Affairs Committee



N m ALASKA STATE SENATE

“"JOE P. JOSEPHSON

DISTRICT H — ANCHORAGE

COMMITTEES
BUDGET & AUDIT

1526 F STREET HEALTH. EDUCATION & SOCIAL SERVICES
ANCHORAGE. ALASKA 99501 RULES
(907) 277-4419 TRANSPORTATION

WHILE IN JUNEAU SENATE CHAIR. ANCHORAGE CAUCUS

POUCH V
JUNEAU. ALASKA 99811

(907) 465-4525 OFFICE OF MINORITY WHIP

February 6, 1985

Mr. Bruce Kennedy

President -

Alaska Airlines - .
P.O. Box 68900

Seattle, Washington 98188

Dear Mr. Kennedy:
eyt etherry o o v g
As a-state senator from Anchorage,"l have asked why air
fares have increased in Alaska this year, at the same time
that significant new discount fares are offered elsewhere.
My inquiries have resonated in the Alaska community, because
Alaskans know that fares <charged for flights -to and from
- Adaska-- were high, .both 1in relative and absolute terms, even
before the latest increases took effect.

I am enclosing a copy-7"0f my letter to the Attorney
General of_ Alaska dated January 25 and a copy of the press -«
release which | 1issued at that time. I am also enclosing
three other newspaper clippings on this subject, including a
recent editorial and a recent travel column, which show the
existence of widespread community concern.

This office has received many messages from
constituents, and there has been a proliferation of letters
to the editor on this subject. For example, 1 also enclose

some letters to the editor of the Anchorage Daily News which
appeared in.that paper recently.

Alaskans who Z"travel know that the fares now available
between points 1in the continental United States tend to be
far lower than the fares available between Anchorage and
Seattle, on a cost-per-mile basis. From a traveler”®s
standpoint, as the enclosed newspaper clippings make
manifest, there does net appear to be an obvious rationale
for the existing fare structures, and there 1is certainly no
discernible relationship between distance and cost.

I need not detail here the very serious consequences to
us Alaskans of the high airplane fares. We have no rail
alternative. Buses and cars do travel over the Alaska



Mr. Bruce Kennedy
Tebruary 6, 1985
Page Two

Highway, but considerations of climate, distance and time
make These modes all but useless for most business and
vacation travelers.

On the other hand, there 1is an alternative to the high
fares now charged Alaskans on the Anchorage-Seattle route:
Alaskans can stay home. Their relatives and friends 1in the
"lower 48", and potential tourists, can stay home, too,
rather than visit the 49th State.

That alternative 1is bad for the airlines. It is bad
for Alaskans. It is bad for family relationships. It is
bad for tourism. It is bad for commerce. It is bad for
those who want to pursue educational curricula and
professional seminars in other states. It 1is bad for
community morale. It is bad for the relationship between
the airlines” and their " customers. It is bad for the
taxpayers of Anchorage who have invested in a new convention
center, a sports arena, and other amenities designed to
enhance tourism.

eAlaskans; are educated ana sophisticated. They ask me:

1. Why are airline fares going up here while fares 1in
other places are going down?

2. Why do all airlines consider the high fares to be
more profitable, even though they compel many would-be
travelers to stay put?

3. What are the jJustifications for the higher Alaska
route Tfares? Are Alaska state airport Jlanding fees
higher than elsewhere? Is.jet fuel bought for travel
to and from Alaska more expensive? Is there a wage
differential paid to employees working in Alaska? Are
lead factors so low that the costs of operation per
seat, relative to revenues, are very high? If so, why
ds four carriers compete over the market, and why
wouldn®"t-lower fares build profits, at least on certain
flights, or at least on designated flights off-season?
Or, ~conversely, are load factors so high that it
matters not to the ~carriers whether some Alaskans
choose to be price-resistant?

4. Why has deregulation not led to price
competitiveness here?

JOE P. JOSEPHSON - ALASKA STATE SENATE



Mr. Bruce Kennedy
February 6, 1985
Page Three

I am considering introducing legislation on this

subject, and""as a"member uof- “the -Senate Transportation
Committee, | have requested public hearings on this
question. The Chairman of the Transportation Committee, |1

am informed, has scheduled such hearings.

I have also received a response Tfrom the Attorney
General of the State of Alaska to my inquiry about possible
anti-trust violations. -The reply of the Attorney General
indicates that-an element- in -any anti-trust litigation would
be evidence of actual consultations among the carriers to
set prices; it does appear that such, evidence 1is difficult
to obtain, if it exists at all. The Airline Travel
Publishing Company computer service gives every cc.rrier
access to detailed fare schedules from every competitor, and
so a consciously, parallel fare policy can be set without
direct"communication-among competitors on the subject.

The remedies for Alaskans in this environment would
appear to be limited to a spontaneous or concerted
abstinence or boycott from air travel; consultations with
the Alaska delegation 1in Congress to explore 1inducements or
sanctions: at: the federal ._level; wutilization of the state ™
bargaining position as a major customer to bring about price
concessions benefiting all Alaska travelers; encouragement
of a hew entrant in the Alaska market; and public relations
rewards and honors to that carrier which 1is 1imaginative
enough to be the Ffirst, to give Alaska travelers seme overdue
relief.

I solicit your comments and suggestions so that
Alaskans can begin to get some of the price benefits

deregulation was supposed to bring. I have written in an
identical vein to your three counterparts at the other
interstate air carriers. In my judgment, imaginative

leadership in this regard will 1inure to the short-range and
long-range benefit of the "company displaying it, and will
certainly earn the recognition and gratitude of the
legislature and the people of Alaska.

oMo 1 & HAMviv -T - . *

Sincerely, ,

Joe Pr Josephson
State Senator

JPJ:rak
Enclosures

JOE P.JOSEPHSON «ALASKA STATE SENATE



Alaska State Legislature

Senate

Official Business

January 25, 1981

The Honorable Norman Gorsuch
Attorney General

State of Alaska

Pouch K

Juneau, Alaska 99811

Dear Mr. Attorney General:

Pouch V
State Capitol
Juneau, Alaska 99811

As you know, Alaska Airlines has announced substantial

fare increases for coach class passengers.

Advertising has indicated that each of the

other

interstate carriers (United Airlines, Northwest Airlines and

Western Airlines) has followed the new Alaska Airlines

schedule with virtual exactitude.

fare

Before the new increases took effect, the one-way coach

class fare between Anchorage and Seattle, on each
carriers, amounted to a cost of 22 cents per mile.
Airlines charged a one-way fare of $324.90. Two

of the
Alaska
other

carriers (Northwest Airlines and Western Airlines) were
three cents cheaper, at $324.87. United Airlines charged
$5.90 1less than Alaska Airlines, or $319.00. This 1is an
obviously miniscule "spread”’, and, as noted, each of the

carriers 1is charging 22 cents per mile in fact.

The route between Anchorage and Juneau is extremely
important to State government, inasmuch as many passengers

are Tflying either on state business, at state expense, or
because they are exercising their right or duty of
citizenship to visit and speak with officials of the
government. The fare over this route, where no competition
exists, 1is 33 cents per mile.

For the purpose of this 1inquiry/ however, I will not

concern myself with the Anchorage-Juneau route, because only
one carrier serves the route. Instead, 1 will confine my

comparisons to the interstate route between Anchorage
United

Seattle, and other destinations in the continental

and



The Honorable Norman Gorsuch
January 25, 1985
Page Two

States, on the one hand, and other American routes, not
involving an Alaska airport, on the other. The comparisons
are based upon the old fares before this month"s increases
took effect.

Between Anchorage and Seattle, passengers 1in coach
class (disregarding "super saver" passengers) paid 22 cents

per mile, as noted. This <cost per mile is twice the
cost per mile between Salt Lake City, Utah, and Washington,
D.C. The distance between Salt Lake City and the nation®s
capital is 413 miles greater than the distance between
Anchorage and Seattle. The fare is $109.00 Iless than the
Anchorage-Seattle fare before the new increase! 1

IfT Alaskans were able to travel for 11 cents per nmile,
they would pay a one way fare to Seattle of $162.45, not
$319.00 to $324.90, or the higher fares now in effect.

Another example - and the examples are endless,
obviously - is the flight between Kansas City and Seattle,
a distance of 1,851 miles (slightly farther than the
distance from Anchorage to Seattle). Western Airlines

offers a one-way fare of $185.00, or 12 cents per mnmile,
between Kansas City and Seattle.

Because ‘"super saver" fares are offered virtually
everywhere, and have many restrictions, including a
requirement for round trip purchases, | have not attempted
to calculate their effect. Our, research 1is particilarly

interesting, || think, in 1its showing that the four carriers
in the Alaska trade follow virtually equivalent coach class
fares, as well "as super-saver fares, and are also identical
in their failure to offer any type of other discount Tfares
(except senior citizens” discounts offered by Alaska
Airlines and United Airlines).

Many Alaskans expected that deregulation of the
industry would result in lower fares. Many Alaskans
expected that,, the entry .into the-.Alaska trade of -United
Airlines would enhance competition and result in savings to
the consumer. As “"shown by the two newspaper clippings |
enclose (article from the Anchorage Daily News of January
17, 1985 and editorial from the Anchorage Times of January
18, 1985), the fare increases are of interest and concern to
Alaska residents.

The problem of the cost of travel 1is exacerbated for
Alaskans because of the absence of rail or other surface
travel modes that can be reasonable alternatives for many,
given the distances to be covered and the <climate that
prevails during most of the year.



The Honorable Norman Gorsuch
January 25, 1985
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The inability of Alaskans to travel out-of-state mea-,

diminished opportunities for contact with family and friends
in "the lov;er 48", and diminished opportunities for
education, professional seminars, and other activities
important to the development and fulfillment of the
individual Alaskan 1in his or her personal life and career.

With all of these considerations in mind, | would be
grateful for any reflections you and your Department may
have, and would like to know particularly:

1. The elements of proof that would normally be
required to show an unlawful "contract, combination
or conspiracy" in restraint of trade, or
other violation of the state anti-trust law. (AS
45.50.562 et. seq.)

2. Whether there may be a possible application of
state anti-trust laws, for restraint of trade or
price fixing by agreement or conscious parallelism,
in this context.

3. Whether state anti-trust laws apply to interstate
air carriers.

4. If not, whether state anti-trust statutes could be
changed in a constitutional manner to provide such
applicability and to establish state court
jurisdiction.

5. Whether there is any precedent for anti-trust suits
against air carriers in interstate commerce, either
under federal or state anti-trust statutes, brought
by attorneys general on behalf of state governments
or their people, for alleged price-fixing and
restraint of trade.

6. Whether there are any other statutory remedies that
can be considered or developed to deal at the state
level with the problem. ; «

7. Whether the state has been given any data from the
carriers which might justify either the apparent
coincidence in their respective fare structures or
the recent round of fare increases.

Because the matter 1 have raised is of great importance
to the Alaska tourism industry and Alaska business in
general, 1 am sending a copy of this letter to the Honorable
Loren H. Lounsbury and I am inviting him and the Department

;. VA A ~- ~ e IATT--T— -

oem'inm o 7]



The Honorable Norman Gorsuch
January 25, 1985
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of Commerce and Economic Development, which he heads, to
share with me any comments or 1ideas that they may have. At
a minimum, it would be my hope that state officials in the
executive branch will express to the carriers some of the
concerns 1 have voiced here, and encourage fare competition
and lower fares.

One of the puzzling factors in all of this is that it
would appear to me to be evident that if fares were lower,
more passengers would fill the airlines”® seats. I am
wondering whether the government or the industry has any
information or studies, such as studies for the Division of
Tourism of the Department of Commerce and Economic
Development, which could help us (and the carriers) estimate
what the passenger load factor would be if fares were lower.

Today, Alaskans pay more than 100 percent above what
coach class travelers pay, on a per mile basis, elsewhere in
the nation. Alaskan, travelers appear to be subsidizing
travelers on other-routes.

All of this occurs at a time when the rate of inflation
in Alaska 1is less than the rate of inflation across the
nation. In the past several years, the Tfederal government
has noted on many occasions that the cost-of-living
differential between Alaska and the rest of the country 1is
narrowing, not growing. And airline fuel costs are
reportedly stabilizing, too. Some airlines, as we know,
have renegotiated union agreements to reduce labor costs.
Finally, as I have noted above, we are 1in a deregulation
environment that is a supposed benefit to the consumer.

Your assistance and advice would be very welcome, so
that all of us 1in state government, working together, can
help uring down the cost »f airplane travel, absent
compelling justifications from the <carriers showing good
reasons why prior vrates and recent increases have been
necessary and good reasons why all the carriers are charging
essentially the same fares.

Sincerely,

State Senator

JPJ:rak
Enclosures

cc: The Honorable Loren H. Lounsbury



Dept, of Transportation & Pubiic Facilities

L}
s p tB
BILL n o : House Bill No. 258 APPROVED: R.~Ar-rnaf
Commissioner
TITLE: "An Act relating to the reduction date: _ /"
of airline passenger fares." s//r p

The Department of Transportation & Public Facilities (DOT&PF)
does net support this bill as currently written because of the
following concerns:

1. At best, the potential reduction in passenger fares is
nominal;

2. Resulting loss of revenue to the State"s airport svstenm

would require a substantial subsidy from the State"s
General Fund;

3. Establishing "uniform terms and conditions”™ would be very
difficult, if not impossible, to establish and apply
equitably;

4. A irge staff would be necessary to administer such a

program;
5. Federal grants to State airports could be jeopardized; and
6. Could violate the current bond covenants at the Anchorage

and Fairbanks International airports.

To calculate the potential reduction in passenger fares, an
evaluation of airline airport costs per passenger at the
Anchorage and Fairbanks International Airports was conducted.
These airports have the highest fees of any State-owned airport.
Under the new airport rates (increased January 1, 1985) the
airlines® airport costs per passenger 1is approximately $5.66.
Even if the DOT&PF rebated all charges and fees to airlines for
using the Anchorage or Fairbanks airports, all it would mean to
the airline is $5.66 per passenger. That 1is an insubstantial
amount that would provide very little incentive for the airline
to make any consequential reduction in passenger fares.

Most State-owned airports are currently subsidized by the General
Fund. Anchorage and Fairbanks International Airports are
exceptions and are supported through the International Airport
Revenue Fund. Rebates of airport rents and fees, while

For further information call Susan Fleischhauer at 465-3900.
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relatively insignificant to the airline, would represent
substantial loss to these airports and would necessitate much

greater General Fund contributions. For the Anchorage and
Fairbanks airports alone, airline rents and fees total an
anticipated 815-17 million per year. If most of those fees were

rebated to 1 :e airlines, some other source of financial support
for the airports would have to be 1identified.

Establishing the "uniform terms and conditions"” would be a
complex and controversial undertaking. Questions such as the
following would have to be addressed:

- What 1is an "acceptable™ passenger fee? Who makes this
decision?

- Does the State determine the acceptabili.v of passenger fares
within the State or on"y between origin poirts in Alaska and
destination points in the "Lower 48"?

- Does the State determine acceptable fares between Alaska and
all points in the "Lower 48" or only a selected few?

- Does the State also intend to adjudicate fares for flights
originating in the Lower 48?

- How do we treat international airlines?

In establishing those terms and conditions, there would have to
be a great deal of consideration given to whether the proposed
system could be handled by the accounting staff. Variations,
such as making some flights eligible for rebate and not others,
could easily create a situation accounting and management could
not possibly deal with.

A program such as that suggested 1in HB258 would require a special
staff to deveiop and administer it. In addition to a central
program administrative staff, each airport with carriers
qualifying for rebates or special airport rents and fees would
probably need additional staff to handle the resulting
complicated invoicing and budgeting tasks. This staff would cost
additional General Fund monies.

Receipt of federal airport grant monies could be jeopardized
because under the terms of the grant agreements, the State is
required to collect fees to help offset airport expenses.
Crediting these fees to the airlines could endanger the
approximately $30 or $40 million federal money available each
year.
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The Anchorage and Fairbanks International Airports, through the
International Airport Revenue Fund (IARF) have sold millions of
dollars 1in bonds to finance airport imDrovements. The bond
covenants could be violated because the bond rating is based in
large part on the anticipated future airport revenue flow. A
violation of the covenants could result in the bonds being

"called in" which would require the State to immediately pay 1in
the range of $50-$55 million.

In summary, DOT&PF opposes HB258 because there 1is very little
potential to leverage significant reductions 1in air fare while
there 1is a very high potential for greatly increasinci State
government costs and involvement in the aviation marketplace.
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The Honorable Joe P. Josephson
Alaska State Senate
Pouch V
Juneau, Alaska 99811

Re: Airline Ticket Prices

A.G. File 166-312-85

Dear Senator Josephson:

Your recent inqguiry

are forced to pay for airline tickets has been

by my department. This is a matter of
concern, as air travel costs impact Alaskans
ways.

My o ffice has been monitoring
sometime. In particular, the nearly identical
the carriers for travel between Anchorage and
attention. We did initiate an ingquiry to find
Alaska Airlines, United, Western, and

essentially the same prices on thio heavily

Our investigation

concerning the high

Northwest a |l
travelled

revealed that the

prices Alaskans

reviewed in detail
substantial public
many different
situation for
prices charged by
Seattle caught our

out how and why
charge
route.

airlines are able

tc keep track o f each others prices, and proposed price
increases, through several computerised inform ation networks.
The main network is the Airline Travel Publishing Company's
computer service (ATPCO). The ATPCO system publishes routes,
schedules, fares, and proposed fare <changes nationwide, and is
apparently updated daily. This system is wused by travel agents

as well as by the airlines, and allows its

subscribers to know --

to the penny -- what any given airline is <charging on its routes.

We are informed that airlines generally "move in packs"”
when it comes to prices. That is to say, as general rule, no
one airline wants to offer a fare that is much higher than any
other airline, for fear of losing business. Air travel is a
particularly price-sensitive industry. Consumers w ill fly the
airline that offers the best price, with other factors (schedule,

qguality of in-flight
factor in selecting
lowers its prices, its

service, etc.)
which airline to
competitors follow suit

running far
choose.

hehind price as a

| one airline

guickly.
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We are informed that when an airline decides to raise

its prices, it w ill publish the planned increase through the
ATPCO system with an effective date of one to two months after
the initial announcement. Thus, its competitors are given notice
of any up-coming price rise. The competitors are in a position
to follow the leader and file corresponding price increases.
Unless one airline does not go along, we are told, the upward
change is likely to happen. By closely following the proposals
of their competitors, and responding to the changes as they
occur, airlines are able to keep their prices within a few
percentage points of each other. This process is what is known

as "conscious parallelism in antitrust law. It is not illegal,
under either the Alaska Restraint of Trade Act or the Federal
Sherman Act, to closely follow and to respond to a competitor's
prices.

Your. letter ‘asks for thoughts on .how the state
antitrust laws apply, and whether tney ought to be changed, in
this situation. The problem is not one of jurisdiction, nor s
it, in my opinion, one which can be remedied easily by changes to
the law. | f it -could be shown by direct wevidence that the

airlines actually met, and agreed to charge any particular fare
on Alaska routes, this office would be able to intervene and seek
redress on behalf of consumers. But to prove pricefixing, we
need evidence which we do not have, and which our initial
inquiry does not indicate we would find. Nor would it be wise
policy to seek a <change in the law making it illegal for a
business to watch a competitor's prices and respond to them --
consumers benefit when businesses cut prices in response to
com petition.

Il join with you in expressing <concern for the high

prices Alaskans have to pay for airfare, in a time when the cost
of air travel elsewhere in the country has declined dramatically.
| certrinly hope that consumers w ill, .express their concerns to
the airlines. Perhaps one or more of the air carriers serving

Alaska may respond by reducing its fares.

C. Gorsuch
Attorney General
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M EMORANDUM February 19, 1985

SUBJECT: Alaska's Airline Industry
(Work Order No. 14-0620)

T0: Representative Gruenberg
Chairman,
Health, Educatioam, & Scocial Services Committee

FROM: Michael F. Ford »
Legislative Counsel

You have requested that | examine Alaska's airline industry
to determine if there is any method by which the state could
affect the prices being charged for travel between Alaska
and the other States. The price of air travel is generally
recognized as being higher per air mile between Alaska and
points south, than between equivalent distances in the con-
tinental U.S ..

Under the Airline Deregulation Act of 1978 (P.L. 95-504),
the restrictions on-raising or lowering fares for domestic

travel were minimized. Other than a thirty day notice re-
quirement, the airlines have been able to set fares as they
wish. In some markets this has resulted in lower fares as
competition has grown, in some markets such as Alaska, the
deregulation has not appreciably lowered prices. The power
of the state to affect interstate travel is |lim ited by the
doctrine of federal preemption. In essence the federal gov-

ernment's authority over this area preempts any efforts by
the state to regulate or affect the prices charged by
carriers for interstate travel.

This does not mean that the state cannot act at a ll, simply
that it must act without intruding upon that area controlled
by federal law. The Airline Deregulation Act (P.L. 95-504)
addressed this question in section 4(a) and provided that no
state could enact any law, regulation, or other provision

having the force or effect of law relating to rates, routes,
or services of any interstate air carrier. This prohibition



February 19, 1985
page 2

contains an exception however, as regards a State's propri
etary powers and rights as the owner or operator of an air

port. As an owner, the state exercises proprietary rights
in charging the air carriers fees for landing, parting, ter-
minal space and fuel. The two places in which Alaska exer-

cises such rights are Anchorage and Fairbanks, through the
Department of Transportation and Public Facilities.

It is possible that the state could use it's proprietary
powers to advance a consumer interest, such as lower
airfares. Assuming that the state is legitim ately charging
for the use of it's facilities through the use of landing,
parking, space and fuel fees, the state could give a credit
against those charges to those air carriers who maintain a

particular airfare. This would be intended to encourage
lower airfares for customers, at no cost to the air carrier.
To be a permissible law, it is important that the credit be

a function of the State's proprietary powers, and not an
effort to require air carriers to set specific airfares?®
Although an air carrier could s till argue that the state is
attempting to regulate air fares, and hence is violating
federal law, this approach would appear to have a good
chance of surviving a court challenge. Assuming that the
credit would be entirely optional with the air carrier, it
would seem difficult to argue that tne state is imposing a
burden on interstate commerce, or violating federal pre-
emption of the control of airfares.

It is also possible that a close examination of the charges
made for the uie of Alaska's airports would reveal an addi-
tional tax or fee could legitim ately be charged that is not
being collected at present. If so, the state would not be

losing any revenues currently going into the general fund.

The amount of revenue that could be collected is governed by
federal law, 49 U.S.C. 1513,

| have contacted the state D.O.T.P.F. and requested further
information on the calculation of the particular fees being

collected for the wuse of airport facilities. | have also
spoken to the federal D.O.T., concerning calculation of air-
line tariffs. Il w ill also be receiving information on the
methodology of determining costs per airline mile.

Assuming that a credit system is implemented, it will be
necessary to develop a method for comparing costs between
particular air routes.

All of the above also assumes that the state is willing to
forego revenue from airport fees 1in order to promote
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February 22, 1985

The Honorable Max Gruenberg
House of Representatives
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Representative Gruenberg:

Your staff requested information and a Deoartment of Transportation and
Public Facilities (DOT&PF) opinion regarding two aviation-related items:

1) Using some of the Division of Tourism budget to attract new carriers to
Alaska;

2) Whether airport 1lease costs could be Jlowered if airlines kept their
passenger fares below a certain level.

These are interesting 1ideas. 11l simply offer some thoughts you may wish to
consider based on DOT&PF experience in dealing with airlines and setting
rates and fees at airports.

Attracting New Carriers to Alaska: Our work with air carriers indicates that
the crucial element a nt, airline 1is looking for before entering a new market
is passengers. Certainly anything the State can do to promote more aviation
traffic to and from the State will make the market conducive to new entrants.
However, I am not awi".re of any mechanism through which money from the
Division of Tourism budget could directly ttract new carriers - those
dollars can best enhance the aviation market by motivating more travel to the
State.

Lease Costs vs-. Airline Fares: The Anchorage, and Fairbanks Airport rates and
fees were recently adjusted based on costs of providing the facilities to the
airlines. Since the International Airport Revenue Fund is set up statutorily
to be self-supporting, our rates and fees must be structured to allow us to

recover operating costs and finance our capital improvement costs. Lease
costs or airline fees could not be lowered significantly and still allow the
International Airport Revenue Fund to be self-supporting. One option

mentioned was charging a premium to air carriers that do not comply with
whatever fare limits the State set. Under this plan we may be vulnerable to
charges of anti-trust and discrimination. Legislative attorneys would need to
evaluate that.
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As far ", 1 know, airports are able to charge differential rates and fees
only 1if they can prove higher costs to justify the different fees. By essen—
tially imposing a penalty on thi carriers not complying with the State®s fare
limits, Alaska would be attempting de facto to economically regulate the
aviation industry in the State.

Another item for consideration is that in general, an airline®s airport costs
are less than 3% of their annual budget. Adjusting their airport costs may
provide very little incentive for them to keep fares Ilow. |If, on the other
hand, the State were able to affect their fuel or labor costs, the incentive
could be r.uch greater.

In summary, the greatest factor in airline fares in -regulated
environment 1is the typical market forces of travel demand and co ""eion to
meet the demand. The recent "price war" seems to support this. 1 u ve

anything the State can do to increase the travel demand is the best approacli
to attracting new carriers, thereby increasing the competition and inviting
lower fares.

« lease let me know 1if there 1is any further information you need.

Director

GML/cn

cc: Susan Fieischhauer, Legislative Laision, Commissioner®s Office
Ray Gillispie, Director of Legislative Relations, Governor"s Office
Ginger Johnson, Special Assistant, Commissioner®s Office
Don Dickey, Division of Tourism, Department of Commerce & Economic
Development



heqgeihed,;

FEB 22
"Josepfisbrt,
M EMORANTDUM
TO: Vince O0"Reilly, / WY DATE: February 12, 1985
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FROM: Orhan M.Yildiz - S SUBJECT: Airline Industr;

Economic Analysis Section

THROUGH: Committee of Directors, Economic Analysis Section

In response to your request concerning determinants of
airline travel demand we performed a literature search on the
subject. Not surpisingly, there is no relevant information
specifically for.the-Alaska market. However, from the limited
literature that is available locally I have put together the
following discussion, which may shed some light on the questions
raised by Senator Josephson.

The 1978 Airline Deregulation Act has increased
competition in most of the U.S. airline markets. Consequently,
consumers have, 1in general, benefited from lower fares. In the
Alaska market, however, steady price increases 1iIn recent years
above the inflation rate indicate that Alaskans might not have
benefited from the 1industry deregulation equally. Finding the
reasons behind this would require an analysis of the local market
characteristics and the airline industry structure in Alaska.

In spite of the increase 1in competition in the U.S. air
travel market, the industry earnings in the post deregulation years
have been good, except around the 1980 recession period, and were
exceptionally good 1in 1984. Earnings are expected to increase in
1985. (This information was given by Albert Khan, the man
responsible for the deregulation of the airline industry, on the
KTO0 TV show "Firing Line"™ on Feb. 9, 1985.) This may imply a

price elastic (or price responsive) demand for air travel - i.e.,
a decrease in fares 1is more than offset by an increase in demand so
that the industry revenues 1in fact increase. Why, then, is this

experience 1in the lower 48 not transferable to Alaska?

First, the Alaska market has little competition-compared
to markets elsewhere in the U.S. Even the national market is not
entirely competitive, £f£ihfe ir. is still dominated by the large
Trunks, although their market share decreased considerably after

the deregulation. In Alaska not only are the alternative modes of
travel practically absent, but few airlines operate within the
state boundaries. The existence of a small number of operators

with similar cost structures and nearly identical products makes



the disadvantage of rivalry clear. This does not necessarily impl}
collusion. When the market is dominated by one large airline that
airline could act as the leader and set the market price, which
would be adapted immediately by the smaller airlines. Thus, it 1is
likely that the Alaska market gravitates toward a monopolistic
structure or toward an oligopoly with joint profit-maximizing
behavior. . e

Where the air fares are set depends on how easy it is for
other airlines to enter the market and the elasticity of demand for

air travel. If barriers to entry were Ilow, fares would not be much
above those found in a "competitive market," for otherwise new
airlines would enter the market to share profits. Thus, one

question to be answered 1is how difficult it is to open the Alaska
market to further competition.

If demand for air travel 1is not responsive to price
changes the industry can pass most of the general operating cost

increases on to the customers. The existence of monopoly
conditions would further exacerbate the situation, because costs
due to inefficiencies would be added to the overall costs - .while

in a competitive market the inefficient airline would be forced to
drop from the market.e If -the demand responds elastically to price
changes cost increases would be born mostly by the industry.

Hence, any price increase due to increasing costs would cut
revenues drastically. Conversely, a decrease 1in price would
increase revenues but not necessarily the profits of a monopolist.
Therefore, the second question that would need to be answered 1is
whether the demand for airline travel 1in Alaska is responsive to
changes in prices.

Whether the Alaska market can become more competitive

depends on several factors. Entering into the Trunk business
involves economies of scale. Literature indicates that "... a
carrier would have to supply at least two billion available ton
miles ... in order to achieve unit costs comparable to those of the
typical Trunk;"™ beyond this level of operation economies of seaj:
disappear.!/ ~-In this situation the econonical alternative would"be"
the entry of an existing airline company, not a new carrier, to the
Alaska market. This way the airline would pick the revenue

1/ Paul Biederman, "The U.S. Airline Industry: End of an Era,"”
Praeger Special Studies, 1982.

Ton miles is the available tons multiplied by mileage flown,
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bassenger miles"of"travelers®destined” to other locations®"within the
U.S. The market share of a carrier also depends on the frequency
of servicel!(number.of flights per day), although as length of trip
increases this.becomes"less of a factor.2/ In Alaska, trip lengths
between Anchorage and Seattle, Southeast and Seattle, and Southeast
and Anchorage would make it feasible to capture a reasonable share
of the markst with few flights per day.

........... Obviously, each carrier does not have the same cost
structure,"since there are other determinants of cost than size.
One indicator of carrier efficiency is employee productivity, which
could be measured as revenue ton miles per employee.3 lotal
operating expenses of a carrier depends on total employment, age of
aircraft fleet "affects maintenance), type of aircraft (technology)
and Cc "ao tv enue. Since the two major airlines operating In
Alaska re lower 48 based their employee costs in routes between
Alaska v "d Seattle are probably not much higher than an average

U.S. earner. Of course, airlines i-jve to maintain ground crews
(for maintenance and service).at every airport"." In"addition, the
costlof providing.service within"Alaska would be higher. One
factor of great “importance”"for the Alaska market is the cargo
revenues of carriers. These work.to reduce operating costs
considerably” .. all likelihood airlines in"Alaska receive )
considerable cargo revenues, which lower operating costs and
increase total revenues. Consequently,,it is not clear whether
operating cos.t .of"air carrier service to Alaskans 1is overall
costlier than elsewhere. If further work in the airline cost area
is sought, financial data for Alaska carriers could be obtained
from the Federal Aviation Administration (FAA). Such reporting 1is

a requirement of FAA.

In addition to operating costs, a major obstacle to entry
into the Alaska market would be fixed depreciation and

amortizations costs of investment. Airlines with the monopoly
power could easily undercut the prices, even below the level of a
competitive market, to drive out a new entrant to the market. A

carrier with high financing costs might not survive”~such rivalry
unless it is protected by a parent corporation.

2/ Geaorge C. Eads, "The Local Service Airline Experiment," The
Brookings Institute.

3/ A revenue ton mile is the revenue generated from carrying one
ton a distance of one mile.



i;"E=r.;:r For-a new"carrier etoventer the Alaska market it is"er
important to" know whether Alaska travelers are sensitive to price
reductions. r-"-IFrthey are "hot,"utilization of additional carrier
capacityeofp~red by" the-new carrier may require deep price cuts,-
which Would also-reduce"the total revenue earnings of the

Industry. "On the other hand,-if there are barriers to entry into a
market."companies"with the monopoly advantage benefit from

inelastic demand. When demand is not responsive toprice the
reduction in demand would be proportionately less thanthe p" lce
increase, resulting 1in an increase 1in revenues.

The results of demand elasticity analysis in the U
carrier market has mixed results. In general, demand for bu.c jJess
travel is relatively insensitive to price, whereas the reverse is
true fur vacation travel. Nevertheless, it is not clear that these
conclusions apply to the Alaska market. It is possible that even
the vacation travel might be inelastic, considering that few
substitutes for air travel exist. Besides, demand for travel is
derived-from-demand-for "other fchingsV-such-as-business, vacation,
visiting.family or friends.- It is generally acknowledged that the
geographical--conditions h<re necessitate occasional vacations to
outside. -Also few Alaskans may spend their annual leaves at a
touiristic-location of Alaska.l- There-is also the fact that most
people here have relatives in the lower 48, whom the> may need to
visit occasionally.. Without specific analysis of the market we can
not-"draw definitive conclusions,”al though these arguments point to

a market with low price responsiveness to air travel. However,
acknowledging the price sensitivity of vacation travelers, air
carriers offer price discounts. Thus, the existence of different

fare categories 1in Alaska indicate that nonbusiness travelers still
have a more price elastic demand curve, but chis is likely to be. a
matter of degrees.

A study for the airline travel 1in the North Atlantic
market seems to give some, albeit shaky, evidence to the hypothesis
of inelastic demand in Alaska. Cigliano has analyzed the effect of
price and income elasticity of airline travel between the U.S. and *
Europe, and also between Canada and Europe.4/ The total demand
(aggregate of different fare classes) was responsive to personal
income 1iIn both markets, responsive to price in the U.S. market but *
unresponsive to price in the Canada market. The author attributes

4/ J. M. Cigliano, "price and Income Elasticities for Airline
Travel; The North Atlantic Market," Business Economics, 1980.
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the price [-inelastic demand in Canada to a different mix of *
travelers - e.g., tore-first, class or business travelers. It is
cealso-possible [that-.ihe-special relationship of Canada to England
requires a level of governmental and business interaction which is
less sensitive- to price. -Alaska"s remote geographical location to
the mainland U.S. could easily be likened to the Canadian situation.
eCheririgton,- who did the-"first comprehensive, but subjective, review,
of. airline pricing concluded that price changes of less than 10
percent produced an inelastic response.5/ This study is now out
dated, but for a new entrant to the market this figure gives an
idea of the type of strategy required in order to be competitive.

In conclusion, the position of the State of Alaska should
be the encouragement of competition in the Airline industry by
making entry to the market easier. This can take the form of low
interest business loans, tax legislation, or contract bidding. By
opening the fiscal year air travel to a bidding process the
government would be acting as a monopsonist (a monopolist of the
user of servicesjr.-. Ifr the size of-government related travel” is
*large.. the."bidding process may_prove_to be very effective and may.
.even lure, a new carrier to enter the Alaska market. e

5/ Paul Biederman®,. op. cit-w*.
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February 22, 1985

The Honorable Max Gruenberg
House of Representatives
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Representative Gruenberg:

Your staff requested information and a Department of Transportation and
Public Facilities (DOT&PF) opinion regarding two aviation-related items:

1) Using some of the Division of Tourism budget to attract new carriers to
Alaska;

2) Whether airport Ilease costs could be lowered if airlines kept their
passenger fares below a certain level.

These are interesting 1ideas. 1°1l1 simply offer some thoughts you may wish to
consider based on DOT&PF experience in dealing with airlines and setting
rates and fJ?,™ at airports.

Attracting New Carriers to Alaska: Our work with air carriers indicates that
the crucial element a new airline is looking for before entering a new market
is passengers. Certainly anything the State can do to promote more aviation
traffic to and from the State will make the market conducive to new entrants.
However, I am not aware of any mechanism through which money from the
Division of Tourism budget could directly attract new carriers - those
dollars can best enhance the aviatio*. market by motivating more travel to the
State.

Lease Costs vs. Airline Fares: The Anchorage and Fairbanks Airport rates and
fees were recently adjusted based on costs of providing the facilities to the
airlines. Since the International Airport Revenue Fund is set up statutorily
to be self-supporting, our rates and fees must be structured to allow us to
recover operating costs and finance our capital improvement costs. Lease
costs or airline fees could not be lowered significantly and still allow the
International Airport Revenue Fund to be self-supporting. One option
mentioned was charging a premium to air carriers that do not comply with
whatever fare limits the State set. Under this plan we may be vulnerable to
charges of anti-trust and discrimination. Legislative attorneys would need to
evaluate that.
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As far as | know, airports are able to charge differential rates and fees
only 1if they can prove higher costs to justify the different fees. By essen—
tially imposing a penalty on the carriers not. complying with the State®s fare
limits, Alaska would be attempting d* facto to economically regulate the
aviation industry in the State.

Another item for consideration is that in general, an airline®s airport costs
are less than 37. of their annual budget. Adjusting their Airport costs may
provide very little incentive for them to keep fares low. |If, on the other
hand, the State were able to affect their fuel or labor costs, the incentive
could be much greater.

In summary, the greatest factor in airline fares in a de-regulated
environment 1is the typical market forces of travel demand and competition to
meet the demand. The recent "price war" seems to support this. 1 believe
anything the State can do to increase the travel demand is the best approach
to attracting new carriers, thereby increasing the competition and inviting
lower fares.

ilease let me know if there 1is any further information you need.
Sincerely,
w

William R. Snell
Director

GML/cn

cc: Susan Fleischhauer, Legislative Laision, Commissioner®s Office
Ray Gillispie, Director of Legislative Relations, Governor®s Office
Ginger Johnson, Special Assistant, Commissioner®s Office
Don Dickey, Division of Tourism, Department of Commerce & Economic
Development
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