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Bill/ResolutionNo.: CS HCR 36 (Fin) -Agencv Affected: POT&PF
Title: Intrastate air Travel BRU - B
Sponsor: Hermann li-rt1. - - Components :
Requestore rtouse Transportation- "
Date of Request:

EXPENDITURES/REVENUES (Thousands of Dollars)

OPERATING FY 36 FY 37 FY 8 FY 39

PERSONAL SERVICES

TRAVEL 2.0

CONTRACTUAL 48.0 <
SUPPLIES

EQUIPMENT

LAND & STRUCTURES 71

GRANTS. CLAIMS 1
MISCELLANEOUS 1 1

TOTAL OPERATING 50.0 ¢ i | |

FYo 1 FYOal

- =
P om— - ™

CAPITAL

REVENUE

FUNDING : (Thousands of Dollars)

GENERALFUND | 30.¢
FEDERAL FUNDS i
OTHER 1
TOTAL r i

POSITIONS

FULL-TIME 1 0 I
PART-TIME 0 " 1 _1!
TEMPORARY 1 0

A
I

50.0

ANALYSIS : Attach asgparate page 1fnecessary

The funding identified above will allow development of study to
evaluate whether the general trend of intrastate air fares are
substantially higher than comparable route fares within other

states. We will attempt on the basis”«f information available
Pfepal_’edby: Phone:

Division : T & h P 1 Date: _
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Agency: DOT&PF
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Legislative Sponsor
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Offiice of Manaeement and Budget
Inpacted Agencyties) page of 10/25/3%5
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to make a preliminary recommendation as to the justification
for any higher fares if the comparison indicates
substantially higher fare costs within Alaska.

The study will 1identify if there are any state or federal
laws regarding air fares that intrastate carriers may be
violating and will 1identify options for legislative action
if the study results indicate action is advisable.

ASSUMPTIONS:
1-3 are same

4. Consultant will not do any on-site inspections of
airline operations. Instead, they will® rely on any
information airlines will devulge.

Cost Breakdown:

DOT&PF Costs for Consultant Selection $1,500
Travel for Selection Committee
Graphics, Reproduction and Mail
for Statement of Interest and RFP 500
$2,000

Consultant:

Staff time 45 days 3 $120.00/hr. 43,200
Graphics and Clerical for Report 3,000
Travel and Per Diem Allowance 1,800

$48,000

Total DOT&PF and Consultant Cost = $50,000



Original sponsors: Hermann, Wallis
and Thompson

1 IN THE HOUSE BY THE FINANCE COMMITTEE
2 CS FOR HOUSE CONCURRENT RESOLUTION NO. 36 (Finance)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FOURTEENTH LEGISLATURE - SECOND SESSION

> Relating to intrastate airline travel.

6 BE IT RESOLVED BY THE LEGISTATURE OF THE STATE OF ALASKA:

! WHEREAS intrastate a5.r travel is an essential and often the only
3 effective means of transportation within the state? and

o WHEREAS competitive market forces 1in many other states have caused a
10

decline in commercial air fares; and
WHEREAS these 3ame competitive forces have not caused a significant

decline ir air fares offered by the major carriers for travel 1in many

J markets of the state; and

14| WHF.P.EAS the cost of air travel between many areas of the state has
become prohibitively expensive; and
WHEREAS the high cost of air travel mav result from a lack of adequate
ok competition and may constitute a violation of state or federal law;
13; BE IT RESOLVED 07 the Alaska State Legislature that the Governor is
m; respectfully requested to direct the Department of Transportation and
20 §

Public Facilities, and the Department Commerce and Economic Development
E to jointly investigate the tariffs charged bv major air carriers servicing
& various urban and rural areas of the state; and be it

FURTHER RESOLVED that the results of the investigation and 1in parti—

cular recommendations Tfor action bv the legislature be reported to the

First Session of the Fifteenth Legislature by January 31, 1987.

291
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REQUEST FISCAL DETAIL
Bill/ResolutionNo. - CS HCR 36 (FIN) Agency Affected: DOT&PF
Title: Intrastate air travel BRU -

Sponsor: Herrmann Comoonents *

Requestor; House Finance Committee
Date of Request: 4/7/86

EXPENDITURES/REVENUES : (Thousands of Dollars)
OPERATING FY 8 FY 87 FY 8 FY 89 F

PERSONAL SERVICES - 0
TRAVEL 0
CONTRACTUAL n
SUPPLIES
EQUIPMENT N
LAND & STRUCTURES 0
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n
0
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S5 500

MISCELLANEOUS
TOTAL OPERATING
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CAPITAL 0

REVENUE o 0 0
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GENERAL FUND
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PART-TIME
TEMPORARY
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ANALYSIS : Attach aseparate page ifnecessary

Funds will be reappropriated in FY 87 to address this investigation
of tariffs charged by air carriers servicing urban and rural -areas
"of the state.

PrpnareHhv? e Al mAdams, Chair Phnno. 465-3706
nivisinn: House Finance Committee --—— Date: 4/77"6.
Approved by Commissioner: Date:
Agency: .
Distribution (by Agency preparing fiscal note):

Legislative Finance

Legislative Sponsor

Reguestor

Office ofManagement and Budget
Impacted Agency(ies) page of 10/25/85



STATE OF ALASKA 1986 LEGISLATIVE SESSION
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REQUEST FISCAL DETAIL
Bill/ResolutionNo.: CS HCR 36 (FIN) Agency Affected: DOT&PF
Titte:_ Intrastate air travel _ BRU:

Sponsor: Herrmann Components

Requestor ~House Finance Committee
Date ofRequest: ~ 4/7/86

EXPENDITURES/REVENUES : (Thousands of Dollars)

OPERATING FY 86 « | FYB88 FY 89 FY 90 FY 91
PERSONAL SERVICES - N 0 0 0 0
TRAVEL 0 0
CONTRACTUAL n n n
SUPPLIES n n n
EQUIPMENT - A a n n
LAND & STRUCTURES 6 0
GRANTS, CLAIMS // n 0 0
MISCELLANEQOUS - n 0
TOTAL OPERATING 0 0 0
o/h , k
CAPITAL ( 0 0 0
-V A? /
REVENUE c/rl / 0 0 0
S up-

FUNDING : (Thouy MA
GENERAL FUND 1IA ca 1 0 0 0
FEDERALFUNDS Y o 0 0 0
OTHER 0 ( 0 0 0 0
TOTAL n [ n n 0 n
positions
FULL-TIME 0 0 0 0 0
PART-TIME 0 AAAAAT T A 0 0 .0
TEMPORARY n 0 0 0 0

ANALYSIS : Attach aseparate page ifnecessary

Funds will be reappropriated in FY 87 to address this investigation
of tariffs charged by air carriers servicing urban and rural -areas

"of the state. m

Prepared by - Al Adams, Chair BHBH@: 465-3706
DivF;asion:y_ House Finance Committee Date:. 4/77/86. ~
Approved by Commissioner: Date:
Agency:
Distribution (by Agency preparing fisal note) :

Legislative Finance
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Office of Management and Budget
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Tidle: Intrastate Air Trave BRU:

Sponsor:  HggI*Hlh.m m Components:

Requestore nouse Transportation

Date ofRequest:

EXPENDITURES/REVENUES : (Thousands of Dollars)

OPERATING FY 86 FY 87 FY 88 FY 89 FY 90 FY 91
PERSONAL SERVICES
TRAVEL 2.0
CONTRACTUAL 48.0
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 50.0

CAPITAL i

REVENUE

FUNDING : (Thousands of Dollars)

GENERALFUND 50.0
FEDERAL FUNDS

OTHER

TOTAL 56.6

POSITIONS

FULL-TIME 0
PART-TIME 0
TEMPORARY 0

ANALYSIS : Attach aseparate page ifnecessary

The funding identified above will allow development of study to
evaluate whether the general trend of intrastate air fares are
substantially higher than comparable route fares within other

states. We will attempt on the basis ,ef information available
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Agency : DOT&PF === ——

Distribution (by Agency preparing fiscal not\T
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget ,

Impacted Agency(iies) page----- of



to make a preliminary recommendation as to the justification
for any higher fares if the comparison indicates
substantially higher fare costs within Alaska.

The study will identify if there are any state or federal
laws regarding air fares that intrastate carriers may be
violating and will identify options for legislative action
if the study results indicate action 1is advisable.

ASSUMPTIONS:
1-3 are same

4. Consultant will not do any on-site inspections of
airline operations. Instead, they will rely on any
information airlines will devulge.

Cost Breakdown:

DOT&PF Costs for Consultant Selection $1,500
Travel for Selection Committee
Graphics, Reproduction and Mail
for Statement of Interest and RFP 500
$2,000

Cc .sultant:

Staff time 45 days @ $120.00/hr. 43,200
Graphics and Clerical for Report 3,000
Travel and Per Diem Allowance 1,800

$48,000

Total DOT&PF and Consultant Cost = $50,000



Dept of Transportation & Public Facilities

BILL n o - CSHCR 36 TRANS APPROVED

TITLE: Intras.tate Air Travel date -

The Department supports the goals of this bill which we assume to
be a concern for reducing, 1insofar as practicable, the costs for
air travel within the State of Alaska. However, there 1is some
guestion as to how involved the State should get in private
industry decisions in a deregulated environment.

The DOT&PF has undertaken a cursory review of air fares for one
airline only. This paper (attached) 1indicates that for one air
carrier serving in and out of Alaska, the per mile fare is higher
for routes within the State. In evaluating this information,
however, 11t is crucial to consider the different characteristics
of the individual routes involved (traffic loads, staging length,
competition, etc.)

Part of this analysis also compared costs for in-State routes
with costs for routes of comparable length in the lower 48
states. In general, it appeared that the in-State routes were
quite comparable and, in some cases, lower than the lower 48
routes of comparable length.

This information 1is very cursory and cannot be viewed as
conclusive, but it does indicate that if there 1is unfair pricing
within the State, it will likely be very difficult to prove.

The DOT&PF will administer the study suggested 1in HCR 36 if the

Legislature deems it advisable. A description of the study is
shown on the accompanying fiscal note.

For further information call Susan Fleischhauer at 465-3900.
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to make a preliminary recommendation as to the justification
for any higher fares if the comparison indicates
substantially higher fare costs within Alaska.

The study will 1identify if there are any state or federal
laws regarding air fares that intrastate carriers may be
violating and will identify options for legislative action
if the study results indicate action is advisable.

ASSUMPTIONS:
1-3 are same
4. Consultant will not do any on-site inspections of
airline operations. Instead, they wil” rely on any
information airlines will devulge.
Cost Breakdown:
DOT&PF Costs for Consultant Selection $1,500
Travel for Selection Committee
Graphics, Reproduction and Mail
for Statement of Interest and RFP 500
$2,000

Consultant:

Staff time 45 days @ $120.00/hr. 43,200
Graphics and Clerical for Report 3,000
Travel and Per Diem Allowance 1,800

$48,000

Total DOT&PF and Consultant Cost = $50,000



ALASKA/LOWES STATES AIS FAHES
DOTEIT - STATEWIPE AVIATION

Doconoer 2,

i. iKTnnoucTiOM

This paper conducts two analyses of ai* fares. The first' is a
comparison of representative airlines (RAfeir fares over thr*e
types of routes:

(1) routes between points in Alaska ,

(2) routes Dbetween points in Alaska ami noint.s i-n the
Lower 48 States, and -

(3) routes between points in the Lower 4F States. 7.

The Intent is to determine how ra <sir fares in Alaska conoare
to their air fores in the Lower 40 States. For ease of comparison
anti data collection, only coach and SuparSaver fares RA have
been wused.

The second analysis is a coiaparision of several cf RA air fares
and air fares of other airlines for tripsof comparable 1ennth
in the Lower 45 States. Tne intent o* this analysis is to
deternine how RA air fares compare to fares of other airlines.

Only coach feres have been connared, aqain for ease of comparison
and data collection.

1. RA FAbES; Within Alaska, Alaska to Lower an
StatPS.'and'l'-ithm thF Lower an States

Table 1 compares averane RA fares for thrc? t.ynes of routes 1n
Alaska and the Lcv/ier 48 States.

TAHLE 1
RA
AYEHAGE COACH AU'D SKPEr.SAVE P
FABES/KILE
RA RA RA

Routes Coach Fares/i'ile SunerSayom Fares/Mile
Within Alaska S. 30 .2?
Alaska to Lower a? .21 .15

Within the Lower 4< .22 .13



The Table shows that fares for travel within Alaska far exceed
other fares. There isay he a variety of explanation* for tM:-.
Higher labor and operation costs and shorter st.ann Ipnotn?
(flight oistances) for ra routes within Alaska compared "to
the Lower 6) States could be one cause or the differential.
In addition, traffic densities and load factors are likely
to be lower in Alaska. The low traffic in Alaska also result’s
in fewer carriers competing with RA conuared to the relatively
stiff competition forheavier traveled routes Dbet.weer Alaska
and the Lower 4k States and between pointsin the Lower 4%
Sts tus.

Table 1 also shows that RA fares for travel between Alaska
and the Lower 4& States are comparable to their fares for travel
within tne Lower 45 States. Some fares are hioher than ot.ners,
but on the average, they are comparable.

Actual fares for travel between points in Alaska are shown in
Table A-1 in the Appendix. Only fares from Anchoranp to out-
lying communities were used because RA routes to the outlying
communities originate in Anchorage. For example, to fly Fair-
banks to Deadhorse would require a flight, from Fairbanks to
Anchorage and another flight from Anchorage to Deadhorse.

Fares range from the niohest. fare/nil e for service to Cordova
which has low traffic, a short stage length and only air taxi
competition, to the lowest fare in the Anchorace t.o Fairbanks
market which has higher traffic, heavier loads, and Greater

competition. It should be noted that fares to noints 1n
Southeast Alaska are as nucfc as three cents/mile less than
the average fares for other routes within Alaska. Thes*

taros may he slightly artificially Jlow duo to subsidies
provided through the Essential Air Service (EAS) program.

Actual fares for travel between Alaska and the Lower 40

States are shown in Table A1 1n the Apoendix. Fares have
oeen snown from Ancnorage, Fairbanks, and Juneau because most
routes originate from these points. Coach and SunerSever

faros frosi Anchoraoe average about one cent/mile 1pss than
fares from Fairbanks and Juneau. The highest fares/mile are
for routes to Seattle and Portland while the lowest fares/mile
arc for the longer routes to Phoenix and Tucson.

Actual fares for travel between points in the Lower 4? States
are shown in Table A-111. Feres have been shown for travel
from Seattle and Portland since most of the ra routes in the
Lower 4f< Stater, arrive or depart from these cities.



111. AIR FARES,

TMs analysis conpares air farr-s for several of ra routes
to fores of other airlines for routes of comparable length in
tnc Lower 4!' States. Only coach fares are compered *nd nono

of ra routes entiroly witnin the Lover States i/pr9
exar.i neu.

Table Il summarizes the- results of this conoarisen. This
table snows that, excent for routes from Fairbanks to Seattle'*",
ano Anchoraoe to "eadhcrso, RA f% ig.hts wore consistently
cheaper per mile than routes of comparable leneth by other- ¢
airli nes.

This data has limitations in that only 5 or 5 Lower 4b routes'”

were used for each conpariscn. In addition, in thp case *o-KyA~*
comparisons of routes within Alaska to routes In the "Lover"

48 States, in some instances the aircraft flown in the lower

4G are different from aircraft flown in Alaska. Furthermoren'*’
many routes within Alaska wutilize 737 aircraft eot'ipned for-'-

cargo and passenger loads. In general, however, it ap.gears,;.-".
that RA fares are generally lower than fares -of ether'" '
airlines in the Lower WM fc-r routes of comparable loncth.

TABLE 11
QOMPARISO* OF ra FARES TO OTHER AIRLINES' FARES
Other Airlines’
Average- Coach
Fare/Mile for
Approx inate RA  Coach Lower' 48 Routes c
Route Stace Length "arel/vile Comparable Lencth
Anchoraf.e-Seattl ¢ 1450 miles 5.72 .24
Foiruanks-Seattlc 1550 miles .25 22,
Juneau-Seattlc ofH": .25 .22
Ketchi kan-Seattlc 630 27 .30
Anchorage-Deadhorse 637 .3* .35
Anchorage-Petersburg 677 .20 .30
Anchorago-Sitka cQl .25 .35
Ancho rano- Wrcnoel 1 7%2 .27 3f
Ancnorage-Bethel 500 .25 47
Anchorage-Fa irbanks 500 .21 42
Anchorage-Honr- 539 .37 .42
Ancno race- ho 1ze bu« 54 % 3r 47

The Lower 4h States routes used to compare to RA
feres are shown in Tables A-1V-AIX.



lve cnricmsio?:;

The uata presented in this paper susic< its throe conclusions,
cased on a .fare ner rHc* comparison.

(1) ra air farps fcr travel within Alaska are suhstantielly
higher than Its fares tor travel to and within the Lower 4
States. Higher labor and operations costs in Alaska an-
lower stage lengths and Iload factors way be the primary
reasons for the hiufter fares for travel in Alaska.

(2) ra air fares for travel frox< Alaska tn the Lower
States arc, on the average, comparable to ra fares for
travel within the Lower 40 States.

(3) RA fares fcr travel within Alaska ard from Alaska
to the Lower 45 States are usually lower than fares of other
airlines for routes of comparable lencth in the Lower 4?
States.

Til/ sg



GOVPARISON OP QQACH AIR FARES BETVEEN ALASKAN SERVICE H.B COVMUNITIES AND SEATTLE WITH COVPARABLE STACE

City Pair

Seattle-Salt Lake City

Birmtngham'-Oklahonja City
Boise-Denver
Chicago-Oklahoma City
Bismark”™-Kansas City

Portland-San Diego
Denver-San FranciscQ

Atlanta-Omaha

Chicago-Jacksonville

New Orleans-Washlngton D.C.

Chicago-Phoenix
Quiaha-Seattle

Dallas/Fort Uorth-Spokane

9
Boston-Uichita

Los Angeles-Shreveport

Mileage
679
689

631
642
693
613

909
933
956

821

864
969

1448
1440
1367

1477

1433
1425

LENGTH FLIGHTS IN THE LOAER 48

Fare/Carrier

$184,00

$129,63
$231,48

$268,52
$231,48
$231,48

$212,96
$231,48

$228,00
$250.00

$166,67
$189,81

$129,63
$268,52

$268.52
$264.81
$268.52
$305.56
$319.00
$342.59

$342.59
$370.37
$180.56

$342.59
$231.48

$342.59

$338.89
$342.59
$217.59

AS

Q@
UAVA

all carriers
UAMA
AA/EA/OZ/RE/TW/UA

A
NWRC

AA/NWOZ/RC/ITWUA
DL/EA/OZ/PI/UA
AL/DL/PI/RC

AA

all carriers
AA/DL/EAITWUA $143.52 BN

NWRC/TWUAWA
EA
Q@

NWUAWA
A

AA/EA/RC/TWUA

AA/DL
RC
ao

0 & D Pax
3996

- 7213

441
4081
8395

289

4460

7714

33164

3515
6061
12959

18466
44186
2870

1364

1151
2090

Direct Flight

AS
UAVA

DR

FL/UA
OZIANTW
NV

ASMA

PS/UA

UA/FL/CO
RC/EA/AA
EA/UA/PI

AL/NY/EA/RC/P1

ASWANWUA

BNUA/AA

Connections

=



Coach Air Fare Comparison
City Pair

Birmingham-Salt Lake Cityt

tie
Atlanta-Phoenlx
New York-Lubbock
Los Angeles-Memphis

C

Chicago-Spokane

PRUDHCE BAY-SEATTLE
Loa Angeles-Miami

Boise-New York
Atlanta-Boise
Phoenix-Washington D.C.

Boston-Salt Lake City

0 & D Pax = 12 months ending 12/31/84.

Data _extracted from ATPCO Passenger Tariff issued October 23, 1985.
gualifying restrictions have been listed.

Mileage

1471
1399

1533
1587

1613
1619
1650

1498

1987
1906
2342

2167
1838
1979

2105

Fare/Carrier

$342.59
$342.59

$386.00

$362.96
$326.85

$357.41
$355.56

$364.81
$347.22

$250.00
$370.37
$424.00
$549.00

$418.52
$194.44
$180.56

$425.93
$398.15

$398.15
$147.22

$408.33

Number of

AA/DL/EA/UA
AANWRC/ TWUAWA

AS/UAWA '

AA/DL/EAITWUA
NV

all carriers
all carriers

AA/DL/EAITWUA
NV

A
NWUAWA
AS
AS

AA/DL/NW/PA/PI/RC/ITW
Q
BN

all carriers
LA

AL/AA/DL/NW TWUA/WA
BN

AA/DL/EA/RCI TWUA/WA

passengers in 10% sample.

Page 2

0 & D Pax

444
11831

3314
6897

1150
5146
6401

1976

242
297
38140

1690
457
10813

3802

Direct Flight

Connections
RC/NWUA

AS/UAWA
DL/EA/AA

Connections
UA/RCITW
TWAA

UAINW

AS Connections
AS Connections
CO/EA/BNJAA/DL

Connections
UA Connections
TWAL/NM/BN/A/

WA

Outbound plus inbound. '

Only those fares that do not have

H&\I/Sémlg ra%sml%gémal study prepared by the Alaska Field Office of the Department of Transportation



ALAbIUV bIAIh LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Pouch Y. Suit Gyatd
Jueeay, Aluka 9811
(907) 43301
July 3, 1985
MEVCRANDUM
RE: Airfares in Rural Alaska

Research Request 85-345

You requested that we provide information on the rise In airfare for
routes in rural Alaska, and on the costs and other factors associated
with such rises. We have examined an Informal survey of rural airfares
provided by the U.S. Department of Transportation and contacted individ-
uals familiar with rural airlines operation and obtained the following
information.

C Recent Trends in Rural Airfares

It was the consensus among the Individuals | contacted that, taken as a
whole, rural airfares have not Increased substantially during the last
few years. Dianna Strain, Transportation Analyst for the U.S. Depart-
ment of Transportation, provided an informal survey of rural airfares
which compared rural airfares In 1982, 1983, and 1985 for over 100 routes
(see attachment). The points Included In the survey are locations
designated “Essential Air Service Communities" under Section 419 of the
Airline Deregulation Act of 1978. While it should be emphasized that
the results of this survey are not conclusive, they are somewhat indica-
tive of overall trends In rural airfares.

M/ review of the survey indicates that, based on data from 75 routes,
the cost per mile of rural air travel increased at an annual rate of
3.7 percent between 1982 and 1985.* Based on data from 86 routes,

*Fares were not available for all points for all years. Sone routes
were excluded because of inadequacy in the data. In addition, | com
pared fares only between the same carrier or comparable carriers.
Discussions with officials in air transportation indicated that jet
travel 1s priced at a premium compared to prop aircraft. While it is
not possible to determine which aircraft are used on a particular
route, | did not compare airlines which use jets extensively to those
which do not.



Representative Herrmann
July 3. 1985
Page Two

rural airfares increased at an annual rate of 2.6 percent from 1983 to
1985. Ore reason why the rate of Increase is greater for the 1982 to
1985 period Is that the period includes an Increase In the federal tax
on airfares of 3 percent. The annual growth rate between 1982 to 1985
drops to 2.7 percent when this tax Increase Is factored out.

It should be noted that although the overall growth In rural airfares
was small for the periods of comparison, airfares Increased sharply on
soae routes. For example, fares for 39 of the 75 routes (52 percent)
co™ared between 1982 and 1985 Increased. Almost all of these increased
by at least 10 percent; more than half Increased by more than 25 percent
(or 7.7 percent annual growth) and six of the routes Increased by over
50 percent (or 14 percent annual growth). However, these increases were
partially offset by many Instances of sharp decreases 1n fares on other
routes.

Between 1982 and 1985, four of the airlines whose fares were included
1n the survey went bankrupt. It is Interesting to note that all six of
the fares that Increased by more than 50 percent in this period involved
routes that were initially served by one of the bankrupt carriers. Three
of these routes are in the Kodiak area and three routes were in the In-
terior.

tglaska lnesr”portedacatfg?e” n ~ n ¢ rease.nr” s eXTares™InL,1983"
m'm"MSZTtercenrtHncreaseH me~)edocHw
lilimFa imresTweretsi hcrea™insajyj~i”perceni
ifrier*perVMngTSnisAl 3£fncreasing» Area;

Ted Lamb, with Seair Alaska, stated that one of the reasons rural air-
fares generally have not Increased significantly is that there are
currently too many seats available among rural carriers for all of the
carriers to operate profitably. Currently, airlines are trying to cap-
ture a market share in recognition that not all existing carriers will
be able to sustain profitable operations. Bob Jacobson, of Wings of
Alaska and President of the Alaska Air Carriers Association, stated
that because of deregulation, there are now more carriers and more
co™>etitlon. He noted that many carriers are operating with little or
no profit margin.

Mr. Jacobson also cited stable insurance rates as a factor contributing

to the small growth in rural airfares. Over the last few years, acci-
dent rates had been improving and rates have stabilized. However, he

2Alaska Airlines, Annual- Report 1984, p.9
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noted that accident rates appear to be Increasing this year and car-
riers could be faced with Increases In Insurance rates In the near
future.

Discount Fares

Recently, major, national, and some regional airlines have begun offer-
ing very low discount fares. These fares, which are usually less than
one-halt the regular fare, make It possible for some people to fly most
of the larger routes 1n the country for a significantly lower fare than
was previously available. However, these fares usually have several
restrictions; a limited number of such fares are available for each
flight, reservations and payment must be made well 1n advance, and
penalties are Imposed for any changes or cancellations.

According to Dianna Strain, the larger carriers are offering these
discount fares for competitive reasons. According to Alaska Airlines,
the "discount fares implemented In early 1985...are expected to stimu-
late additional travel without affecting yields materially.”3 It would
appear that these fares are intended to capture marginal fliers, not
lower the cost of flying for the larger public.

Ms. Strain noted that although rural airlines generally have not In-
stituted these fTares, some carriers are instituting other types of
discount fares to compete in their own markets. For example, Seailr Iis
offering a one-half price fare on some of Its routes for tickets pur-
chased after 4 p.m. on the day before the flight. Ted Lamb stated that
rural carriers currently offer discounts to capture a larger market
share; however, he questioned whether rural carriers could afford to
offer discounts indefinitely, given the current financial status of
many carriers.

Costs of Operation for Rural Airlines

According to Ted Lamb, the cost of operating large commercial jet air-
craft is significantly less than operating small aircraft when compared
on a per-seat basis. Mr. Jacobson noted that insurance costs are a
greater factor for small rural airlines 1n Alaska than for large car-
riers. Mr. Lamb acknowledged that some of the cost disadvantages of
small carriers are offset by lower labor costs per hour; however, he
did not believe that these costs would be lower If they were also com-
puted on a per-seat basis. According to Dianna Strain, some rural
airlines do price their fares below jet fares on the same route, but

3Alaska Airlines, Annual- Report 1984, p.9.
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she explained that this was a competitive move, Intended to offset the

market"s preference for jets, and 1t did not reflect lower operating
costs.

I hope that you find this Information useful. |ITf you have any ques-
tions, or If we can be of further assistance to you, please do not
hesitate to contact us.

JS

Attachment



SURVEY OF PASSENGER COACH FARES AS PUBLISHED IN THE OAC
A COMPARISON BETWEEN MAY 1982 AND MAY 1983

The attached tabulation is an informal survey of passenger fares to
Alaskan essential air service communities from their respective service
hubs. The data was for the most part extracted from the May 1982 and
May 1983 issues of the Official Airline CGuide.

Southeast is currently being served by carriers who were subcontractors
for Alaska Airlines. On a per mile basis, fares appear to b< approximately
32! higher i1n Southeast over comparable stage lengths iIn the Bethel or Fair-
banks bush.

Wien has competition at most bush points and remains the sole monopoly
carrier at seven jet points and fewer than 15 bush points. Wien"s May 1983
fares are approximately 9*2 higher than SEAIR"s in the Bethel bush and 2’
higher than Munz Northern in the Nome and Kotzebue bush. In 1982, when
Air North was a relatively new 401 entrant in the Fairbanks, Betties, Fort
Yukon and Galena bush markets, their fares were substantially lower than
Wien®"s. By May 1983, Air North had matched Wien®"s fares in all but seven
markets. To meet Wien, Air North"s fares have risen for the most part from
20 to 3PL.

The purpose of this informal study is to compare fares a few months after
tariff deregualtion. It appears that most fares have not taken a substantial
increase. The few Isolated instances are.primarily out of Juneau, and points
where Wien is either the monopoly carrier, or where Wien"s only competitor is
also a Wien subcontractor, and as such charges the same fare as Wien.

Reeve®s fares increased an average of 1052, except a less than 32 increase
for Dutch Harbor, the only Reeve market served by a competitor, Alrpac.

SEAIR, Kodiak Western, Munz Northern, Peninsula and Yute have all had
increases which average slightly less than 3 which offsets the tax increase
of October 1982.

Peninsula®s fares in 1982 were almost double what Kodiak Western charged
in the King Salmon area.

Alaska]s jet fares increased an average of & with the exception of
Yakutat which iIncreased about 202!,

Wien®"s fare iIncreases appear to be patterned on competition rather than
anything else. For the most part Wien did not increase their Bethel bush
;'3res and In fact lowered several. Where Wien competes with Air North, fares
increased by $2, $4, or $7, however, Wien also had a few 12! decreases. A ¥4
increase seems the most popular with Wien rather than a percentage. Wien"s
increases in the Nome and Kotzebue bush vary from seven to thirty-six percent.
A glance at the June issue OAG iIndicates that Wien is lowering many of these
fares with the advent of competition with Alaska Airlines in the Nome and -
Kotzebue bush. Wien"s monopoly point Wainwright increased by 532 from May
1982 to May 1983, the largest single percentage increase of the points
surveyed.



ALASKAN CARRIERS

AS - Alaska Airlines, Inc.

IH - Channel Flying,

Inc.

JF - L.A.B. Flying Service,

KJ - Sea Airmotive,
KN - Tyee Airlines,

Inc.
Inc.

Inc.

KO - Kodiak Western Alaska Airlines,
KS - Peninsula Airways, Inc.
RV - Reeve Aleutian Airways,, Inc..
WC - Wien Air Alaska, Inc

XG - Air North

XX - Valdez Airlines CUI-v/N*"7
XY - Munz Northern Airlines, Inc. -
4Y - Yute Air Alaska, Inc.
6D - Alaska Island Air, Inc.

e AIA/KK A/tZ
A>E HErM\fmvi 'A‘n
fH /VAfC J
f=C OzviyT>*ff

HUB POINTS

ADQ Kodiak, Alaska
AKN King Salmon, Alaska
ANC Anchorage, Alaska
BET Bethel, Alaska
BRW Barrow, Alaska
BTT Betties, Alaska
CDB Cold Bay, Alaska
CbhVv Cordova, Alaska
DLG Dillingham, Alaska
FAI Fairbanks, Alaska
Fyu Fort Yukon, Alaska
GAL Galena, Alaska
JNU Juneau, Alaska
KSM St. Mary®s, Alaska
KTN Ketchikan, Alaska
OME Nome, Alaska
0Tz Kotzebue, Alaska
PSG Petersburg, Alaska
UNK Unalakleet, Alaska

1
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MARCH 24, 1986

REEVE ALEUTIAN COACH *SUPER SAVER
ADAK $ 866.00 650.00
COLD BAY 604.00 453.00
DUTCH HARBOR 620.00 465.00
KING COVE 624.00 541.00
SAND POINT 562.00 422.00
SHEMIYA 1176.00 882.00
ST. PAUL 816.00 612.00
AIRPAC
DUTCH HARBOR 682.00 512.00
MARKAIR
DILLINGHAM 320.00 241.00
KING SALMON 320.00 241.00
ALASKA AIRLINES
ILIAMNA 162.00 120.00
¥ Reeve Aleutian: 7 days advance purchase

ATl others: 14 days advance purchase

DISTRICT AIRFARE RATES

ROUNDTRIP AIRFARE FROM/TO ANCHORAGE

(1) Weekend Rate

OTHER

163.00
163.00

(1)
f1)



MEMORANDUM

T0: Representative Adelheid Herrmann
FROM: Melanie Ludvirl
DATE: March 19, 1985

SUBJECT: District Airfare Rates

The following airfare rates are listed by airline and came directly
from the airline reservation offices:

REEVE ALEUTIAN AIRWAYS SUPER SAVER

ADAK $ 790.00 $ 592.00

COLD BAY 580.00 435.00

DUTCH HARBOR 595.00 448.00

KING COVE 600.00 519.00

SAND POINT 540.00 375.00
SHEMIYA 1130.00 847.00

ST. PAUL 784.00 588.00

AIRPAC SUPER SAVER
DILLINGHAM 366.00 241.00

DUTCH HARBOR 594.00 447.00

KING SALMON 336.00 218.00
MARKAIR SUPER SAVER WEEKEND RATE
DILLINGHAM 320.00 241.00 186.00
KING SALMON 292.00 218.00 150.00
ALASKA AIRLINES SUPER SAVER

ILIAMNA 162.00 119.00



MEMO
MARCH 19, 1985
PAGE TWO

All of the regularly scheduled flights listed on the preceding
page were for round trip and gives you an idea of what the average
prices would be for traveling out to the district.

As for the communities without scheduled flight service from major
airlines, the small charter services have some set rates to the smaller
communities. If a set rate isn't available the charter services

charge an average of about $160.00 per hour for their smaller planes
and go high for the larger planes. | spoke with people at both Yute
Air and Peninsula Airways, the two main ones-in the district, | think.
The rest usually follow suit to keep in the competition.

ML



STATEMENT
OF
LARRY MERCULIEFF
CS FOR HOUSE CONCURRENT RESOLUTION 36
HOUSE FINANCE COMMITTEE

March 27, 1986

Mr. Chairman, Members of the Committee, my name is Larry
Merculieff, representing the City of St. Paul and the St. Paul
Trust. My primary task, as an economic development advisor
for the City and the Trust, is to seek means by which the commun-
ity of St. Paul can be economically self-sufficient before
Trust funds (which support critical island services) are de-
pleted. | alsoserve as chairman of the WesternAlaska Fishery
Loan Board ofCEDC which administers a milliondollars of re-
volving floan funds to support developing small boat fisheries
in western Alaska. I

| wish to speak in support of the committee substitute
for HCR 36. As you all know, marine and air transportation
to rural Alaska is extremely important for good economic develop-
ment. In the west coast of Alaska, the primary means by which
the communities can develop meaningful entre into the Bering
Sea fisheries is by transporting product by air to the markets.
In developing coastal fisheries, we have a chicken or egg syndrome.
Efficient, low-cost marine transportation cannot financially

justify stop-over in a community with low volumes of fish product



to transport. By the same token, developing fisheries communities
cannot develop their full potential until low-cost and efficient
marine transportation is available and local cold storage facilities
are available. This requires, initially, that such communities
transport, product by air. Obviously, the more cost-efficient

the air transportation, the more competitive such communities

will be in the various fish markets, and thus, the more likely

the developing fisheries will expand.

Needless to say, air transportation costs for passengers
and cargo to and from rural communities is costly, affecting
every aspect of community economic development. | believe
the State of Alaska needs to obtain a clear picture of these
costs and the factors which affect them in order to begin address-
ing the development of integrated and comprehensive plans which
achieve the goal of lowering air and marine transport costs
in rural Alaska. For example, one ifactor affecting air transport
cost is the method of tendering the mail to the airlines by
the U.S. Post Office. Should the U.S. Post Office consider
changing their present policies (of what is called equitable
tender of mail) to eliminate certain categories of air carriers
or somehow make such categories less competitive in their tender-
ing policies, many rural communities may receive less service
or experience higher costs, or both, due to a lessening of
competition. We understand that at least one special interest

group is seeking just such policy changes within the U.S. Post



Office. The point is, the more aware we are of major factors
affecting air transport costs, the more able we are to direct
efforts to control such factors - and/or to develop plans to
lower costs. Certainly we cannot make any impacts on costs
without reliable information. We believe that the studies

and analyses proposed by CS for HCR 36 is a good step in the

right direction..

Thank you.



Dept, of Transportation & Public Facilities
oy e (
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BILL NO: — HIR 36 TRANS

MTLE Intrastace Air Travel

«

The Department supports the goals of this bill which we assume to
be a concern for reducing, 1insofar as practicable, the costs for
air travel within the State of Alaska. However, there is SCm€™
question as to how involved the State should get 1in private
industry decisions in a deregulated environment.

The DOT&PF has undertaken a cursory review of air fares for one

airline only. This paper (attached) indicates that for one air
carrier serving 1in and out of Alaska, the per mile fare 1is higher
for routes within the State. In evaluating this information,

however, it 1is crucial to consider the different characteristics
of the individual routes involved (traffic loads, staging length,
competition, etc.)

Part of this analysis also compared costs for in-State routes
with costs for routes of comparable length in the lower 43
states. In general, it appeared that the 1in-State routes were
quite comparable and, in some cases, lower than the Ilower 43
routes of comparable length.

This information is very cursory and cannot be viewed as
conclusive, but it does indicate that if there 1is unfair pricing
within the State, it will Ilikely be very difficult to prove.

The DOT&PF will administer the study suggested in HCR 36 if the

Legislature deems it advisable. A description of the study 1is
shown on the accompanying fiscal note.

For further information call Susan Fleischnauer at 465-3900
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l. iKTRnoUCTIOV
This paper conducts two analyses of air- faros. The firs*- is
comparison of representative airlines (RAfeir faros over thre>e
types of routes:

(1) routes between points in Alaska,

(2) routes between points in Alaska and noint.s in the

Lower 43 States an? .

(3) routes between points in the Lower 42 States.
The Intent is to decerriine how ra dir fares in Alaska conoare
to their air fares in the Lower 42 States. For ease of comparison
and data collection, only coach and SuparSavcer feres RA have
been wused.
The second analysis a counarision of several cf RA air fares
and air fares of other airlines for trips of comparable lenoth
in the Lower 4G States. Tne intent o* this analysis is tc
deternine how RA air fares compare to fares of other airlines.
Only coach feres have oeen compared, again for ease of comparison
and data collection.
I RA FARES; Within Alaska, Alaska tn Lower a?

Statps, and i-"ittnn the Tower ah
Table 1 compares averane RA fares for three t.ynes f>f routes 1n
Alaska and the Lower 45 States.
RA RA RA

Routes Coach Feres/i'ile SunerSavey Faros/Mile
Within Alas<a
Alaska to Lower a?
Within the Lower 4'-

States



The* Table shows that fares for travel within Alaska far exceed
other fares. There nay be a variety cf explanation”™ for this.
Higher labcr and operation costs and shorter st.;*gp lenctn?
(flight distances) for ra routes within Alaska compared to
the Lower 47 States could be one cause or the differential.
In addition, traffic densities and load factors arc- likely
to be lower in Alaska. The Ilow traffic in Alaska also results
in fewer carriers competing with RA compared to the relatively
stiff competition fTor heavier traveled routes bet.weer Alaska
and the Lower 4k States and oetwoen points 1iIn th.p Lower 45
Status.

Table 1 also shows that RA fares for travel between Alask?
and the Lower 46 States are comparable to their fares for {rave
within tno Lower 45 Slhates. Some fares are hiaher than others,
but on the average, €Y are comparable.

Actual fares for travel between points in Alaska are shown in
Table A-1 in the Appendix. Only fares fron Anchorage to out-
lying communities were used because RA routes to the outlying
communities originate iIn Anchoraoe, For example, to fly Fair-
banks to Dcadhorse would reouire a TfTlight from Fairbanks to
Anchorage and another flight from Anchorage to Peadherse.

Fares range from the hiohest fare/nil e for service to Cordova
which has low traffic, a short stage length and onIy air taxi
competition, to the lowest fare iIn the Ancboraeo to Failrbanks
market which has higher traffic, heavier loads, and oreater
competition. It should hr noted that fares to noint.s 1in
Southeast Alaska are as much as three cents/mile less than
the average fTares for other routes within Alaska, Thes«
fares MdYy he slightly artificially 1low due to subsidies
provided through the Essential Ailr Service (EAS) program.

Actual fares for travel Dbetween Alaska and the Lower 42
States are shown 1iIn Table A-11 in the Apoendix. Fares have
oeen suo.vn from Anchorage, Fairbanks, and Juneau beeduse most
routes originate from these points. Coach and SuoerSaver
faros from Anchoraoe average about one cent/mile loss than
farc-s from Fairbanks and Junpau. The highest fares/mile are
for routes to Seattle and Portland vw/hile the lowest fares/nile
arc for the longer routes to Phoenix and Tucson.

Actual tares for travel between points in the Lower 49 States
are shown in Table A-HI. Fares have been shown for travel
from Seattle and Portland since most of the ra routes in the
Lower 42 States arrive or depart from these cities.



. AIlR FARFS,

TMs analysis compares air faros for sovoral of ra routes
to fTares of other airlines for routes of comparable length. in
tna Lower 4K States. Only coach faros are compered none
of ra routes entirely within thr Lower 4n States vero
examined.

Table 1l sunnarizes the results of this comparison. This
table shows that, except for routes fron Fairbanks t" Ssat.tl o’
ano Anchorage to Oeadhcrse, HA  fl ichts 'were consistently”
checlep_er r-er Mile than routes ofcomparable length b> other™ -m
ailrlines.

This data has limitations in that only 5 or 6 Lower 42 routes”™"
were used for each comparison. In addition, in the case "ofy-
comparisons of routes within Alaska to routes 1iIn the Lover."
*18 States, 1In sons iInstances the aircraft flown iInthe"lowi»r-"
4C are different from aircraft flown in Alaska. Furthermore._""*
nany routes within Alasko utilize 737 aircraft eot“ipnod for
cargo and passenger loads. In general , however, it ap.pears.-.v
that RA fares are generally lower than fares -of ether'™'"
airlines iIn the Lower 4e fcr routes of conn-jraM? loncth.

TA3LzZ Il
CO1"PAP. JSOh Or ra FARCS5 TO OTIICF:  AIRLINES ™ FARCS
Other Airlinesl
Average Coach
Fare/Vile for
P4 Approximate RA Coach Lower 48 Routes of
kcuto Staoe Length, fare/Mi 1d Comparable Lencth
Anchorag e-Sea tt.l c 1450 nil os 1.722 >.24
Fairoanks-Seattlc 1550 ni les .25 .27
Juneau-Seattl d 900 .25 .22
Ketchi kan-Seattlo 650 03 3f
Ancho rag t>-Deadhorse 637 .3* .’36
Anciioragc-Petersburg 577 .36
Anchorane-Si tka £93 .20 .36
Ancho rano-v*rs noel 1 703 .27 .36
Anchorage-Bethel 500 .25 .42
Ancho ral,e-Fa irbanks 530 21 L42
Auciior age-L"omc- 539 .37 " 42
Ancno raoc— hotzebu 54 . .3C .47

The Lower 4b States routes used to compare to RA
fares are shown in Tables A-I1V-AI\.
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A laska "~tate le g is la tu re

House ofRepresentatives

Committee on Transportation

Rep. Bottr Cato, Chairman

DATE: 12 FEBRUARY 1986
T0 COMMITTEE MEMBERS
FROM STAFF

RE: CSHCR 36

January 29, 1986 hearing on CSHCR 36:

Pouch V
Stale Capitol

5

Representative Herrmann, sponsor of the resolution, explained

that the intent of HCR 36 was to direct the departments
Transportation and Commerce to devliop information on what
causing the prices on travel to rural areas to be so high

to determine whether these prices are reasonable.

The change to HCR 36 and adopted as a committee substitute
study

provided language clarification that the object of the
effort is to target on the major carriers who provide
service from the state's urban areas to and from ru>-al

Alaska... not directed to the small bush taxi operators.

There were several close-up students who testified in

IS

and

favor of

the resolution who were from Sand Point, St. Paul;, along with

the Department of Transportaion and Representative W allis

also favored the resolution.

The committee discussed the use of the adjective

"profiteering" of which a motion was made to remove the

that motion failed.

A vote was taken to pass CSHCR 36 out of committeee.

January 30, 1986

CSHCR 36 was brought before the '.ommittee to consider
fiscal notes and to allow testimony.

who

term;

Reed Stoops, representing the Alaska Air Carriers Association

stated that they are in favor of the study and that the
of the study ought to be whether service to rural areas

even viable, not on an investigation that would focus

focus



unreasonsable profits. AACA is not aware of the significant
increases which are cited in the resolution, rather profits
are at a historically low point right now. He requested the
opportunity for additional information to work with the
co..jnittee and/or sponsor on this resolution.

A motion was made to rescind the committee's action of the
previous day and bring the resolution back before committee to
allow the departments of Transportation and Commerce to revise
their fiscal note and further clarify the intent of the
resolution.

February 12, 1986
Additional information has been provided which is

-2/12/86 fiscal note from DOT

-2/12/86 DOT position paper

-December 2, 1985 ALASKA/LOWER 48 STATES AIR FARES
It is staff's understanding that the Department of
Transportiaon will be the lead agency on the directives of HCR
36 and will consult with the Department of Commerce as

necessary. Thus, the reason for not having an up-dated fiscal
note or position paper f_ om the department of Commerce.



ALASK_.AMAI1E LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Pouch Y. SeteGoitl
Jreay, Aleda 98Il
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July 3, 1985
MEMORANDUM
TO: Representative Adelheid Herrmann

FROM:  Jonathan Sherwoodz”
Legislative AnaJ”st

RE: Airfares in Rural Alaska
Research Request 85-345

You requested that we provide Information on the rise in airfare for
routes iIn rural Alaska, and on the costs and other factors associated
with such rises. We have examined an informal survey of rural airfares
provided by the U.S. Department of Transportation and contacted individ-
uals familiar with rural airlines operation and obtained the following
Information.

Recent Trends iIn Rural Airfares

It was the consensus among the individuals Ikontacted that, taken as a
whole, rural airfares have not increasedsubstantially during the last
few years. Dianna Strain, Transportation Analyst for the U.S. Depart-
ment of Transportation, provided an informal survey of rural airfares
which compared rural airfares in 1982, 1983, and 1985 for over 100 routes
(see attachment). The points included in the survey arc locations
designated "Essential Air Service Communities™ under Section 419 of the
Airline Deregulation Act of 1978. While it should be emphasized that
the results of this survey are not conclusive, they are somewhat indica-
tive of overall trends in rural airfares.

My review of the survey indicates that, based on data from 75 routes,
the cost per mile of rural air travel increased at an annual rate of
3.7 percent between 1982 and 1985.* Based on data from 86 routes,

1Fares were not available for all points for all years. Some routes
were excluded because of Inadequacy in the data. In addition, 1 com-
pared fares only between the same carrier or comparable carriers.
Discussions with officials iIn air transportation indicated that jet
travel 1is priced at a premium compared to prop aircraft. While it is
not possible to determine which ailrcraft are used on a particular
route, | did not compare airlines which use jets extensively to those
which do not.



Representative Herrmann

July 3, 1985

Page Two

rural airfares increased at an annual rate of 2.6 percent from 1983 to
1985. One reason why the rate of iIncrease iIs greater for the 1982 to
1985 period is that the period includes an increase In the federal tax
on airfares of 3 percent. The annual growth rate between 1982 to 1985
drops to 2.7 percent when this tax Increase is factored out.

It should be noted that although the overall growth 1n rural airfares
was small for the periods of comparison, airfares increased sharply on
some routes. For example, fares for 39 of the 75 routes (52 percent)
compared between 1982 and 1985 increased. Almost all of these increased
by at least 10 percent; more than half increased by more than 25 percent
(or 7.7 percent annual growth) and six of the routes increased by over
50 percent (or 14 percent annual growth). However, these increases were
partially offset by many iInstances of sharp decreases iIn fares on other
routes.

Between 1982 and 1985, four of the airlines whose fares were included
in the survey went bankrupt. It is iInteresting to note that all six of
the fares that increased by more than 50 percent in this period involved
routes that were initially served by one of the bankrupt carriers. Three
of these routes are In the Kodiak area and three routes were in the In-
terior.

stor"din™g-to’Diannas tramTTtTieM&venialdZTncreases™MinTtrral *;;al.rfaY-es3
VereH.ess JTianltheJljncreasbsl3iC.fareT ofarger.-natTonalUand reglona
psrrilersj”~er~the-same™-periojPbf. _thrrelTI3n comparj -spn™to, rural airfares
LAlasH AtrlinesTjrep6r.telSC?10™eycelfi™hVreasennryrse”Tares” “in"."1983 »
t™'ndlaf-1Z percentH ncrease husy”ver”ouwffly""thy"same period-e
vthatiruraTaTrfares-were "4ncreas’ing” " r r N percerrt™tmuali Iy i *Oai 1QMte
Ncarrier’bperating Tn . Ala™ka”™wals”™ncreaTTngJares”5”Z1 1"'Per.ceatianfidallyj»

Ted Lamb, with Seailr Alaska, stated that one of the reasons rural air-
fares generally have not 1increased significantly 1iIs that there are
currently too many seats available among rural carriers for all of the
carriers to operate profitably. Currently, airlines are trying to cap-
ture a market share in recognition that not all existing carriers will
be able to sustain profitable operations. Bob Jacobson, of Wings of
Alaska and President of the Alaska Ailr Carriers Association, stated
that because of deregulation, there are now more carriers and more
competition. He noted that many carriers are operating with little or
no profit margin.

Mr. Jacobson also cited stable insurance rates as a factor contributing

to the small growth in rural airfares. Over the last few years, acci-
dent rates had been improving and rates have stabilized. However, be

~"Alaska Airlines, AnnuaT Report 1984, p.9.
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noted that accident rates appear to be increasing this year and car-
riers could be faced with Increases In Insurance rates iIin the near
future.

Discount Fares

Recently, major, national, and some regional airlines have begun offer-
ing very low discount fares. These fares, which are usually less than
one-half the regular fare, make It possible for some people to fly most
of the larger routes iIn the country for a significantly lower fare than
was previously available. However, these fares usually have several
restrictions; a limited number of such fares are available for each
flight, reservations and payment must be made well iIn advance, and
penalties are imposed for any changes or cancellations.

According to Dianna Strain, the larger carriers are offering these
discount fares for competitive reasons. According to Alaska Airlines,
the "discount fares implemented in early 1985...are expected to stimu-
late additional travel without affecting yields materially. "3 It would
appear that these fares are intended to capture marginal fliers, not
lower the cost of flying for the larger public.

Ms. Strain noted that although rural airlines generally have not in-
stituted these fares, some carriers are instituting other types of
discount fares to compete iIn their owmn markets. For example, Seair is
offering a one-half price fare on some of its routes for tickets pur-
chased after 4 p.m. on the day before the flight. Ted Lamb stated that
rural carriers currently offer discounts to capture a larger market
share; however, he questioned whether rural carriers could afford to
offer discounts indefinitely, given the current Tfinancial status of
many carriers.

Costs of Operation for Rural Airlines

According to Ted Lamb, the cost of operating large commercial jet air-
craft is significantly less than operating small aircraft when compared
on a per-seat basis. Mr. Jacobson noted that insurance costs are a
greater factor for small rural airlines iIn Alaska than for large car-
riers. Mr. Lamb acknowledged that some of the cost disadvantages of
small carriers are offset by lower labor costs per hour; however, he
did not believe that these costs would be lower if they were also com-
puted on a per-seat basis. According to Dianna Strain, some rural
airlines do price their fares below jet fares on the same route, but

~“"Alaska Airlines, Annual- Report 1984, p.9.
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she explained that this was a competitive move, iIntended to offset the
market®"s preference for jets, and i1t did not reflect lower operating

costs.
I hope that you Tfind this information useful. If you have any ques-
tions, or iIf we can be of further assistance to you, please do not

hesitate to contact us.
JS

Attachment



SURVEY OF PASSENGER COACH FARES AS PUBLISHED IK THE OAG
A COMPARISON BETWEEN MAY 1982 AND MAY 1983

The attached tabulation is an informal survey of passenger fares to
Alaskan essential air service communities from their respective service
hubs.- The data was for the most part extracted from the May 1982 and
May 1983 issues of the Official Airline Guide.

Southeast is currently being served by carriers who were subcontractors
for Alaska Airlines. On a per mile basis, fares appear to be approximately
34% higher in Southeast over comparable stage lengths iIn the Bethel or Fair-
banks bush.

Wien has competition at most bush points and remains the sole monopoly
carrier at seven jet points and fewer than 15 bush points. Wien®s May 1983
fares are approximately 9®) higher than SEAIR"s in the Bethel bush and 21*®
higher than Munz Northern in the Nome and Kotzebue bush. In 1982, when
Air North was a relatively new 401 entrant in the Fairbanks, Betties, Fort
Yukon and Galena bush markets., their fares were substantially lower than
Wien"s. By May 1983, Air North had matched Wien"s fares in all but seven
markets. To meet Wien, Air North"s fares have risen for the most part from
20 to 30%.

The purpose of this informal study is to compare fares a few months after
tariff deregualtion. It appears that most fares have not taken a substantial
increase. The few isolated instances are.primarily out of Juneau, and points
where Wien is either the monopoly carrier, or where Wien®s only competitor 1is
also a Wien subcontractor, and as such charges the same fare as Wien.

Reeve®s fares increased an average of 10™-Bs, except a less than 3% increase
for Dutch Harbor, the only Reeve market served by a competitor, Airpac.

SEAIR, Kodiak Western, Munz Northern, Peninsula and Yute have all had
increases which average slightly less than 3% which offsets the tax increase
of October 1982.

Peninsula®s fares in 1982 were almost double what Kodiak Western charged
in the King Salmon area.

Alaska®"s jet fares increased an average of 8% with the exception of
Yakutat which increased about 20%,

Wien®s fare increases appear to be patterned on competition rather than
anything else. For the most part Wien did not iIncrease their Bethel bush
fares and in fact lowered several. Where Wien competes with Air North, fares
increased by $2, $4, or $7, however, Wien also had a few 12% decreases. A ¥
increase seems the most popular with Wien rather than a percentage. Wien®s
increases in the Nome and Kotzebue bush vary from seven to thirty-six percent.
A glance at the June issue OAG iIndicates that Wien is lowering many of these
fares with the advent of competition with Alaska Airlines in the Nome and .
Kotzebue bush. Wien®s monopoly point Wainwright increased by 53% from May
1982 to May 1983, the largest single percentage iIncrease of the points
surveyed.
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Offered: 2/14/86
Referred: Finance

Original sponsors: Herrmann, Wallis
d and Thompson

IN THE HOUSE BY THE TRANSPORTATION COMMITTEE
CS FOR HOUSE CONCURRENT RESOLUTION NO. 36 (Transportation)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
Relating to intrastate airline travel.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
WHEREAS intrastate air travel is an essential and often the only
effective means of transportation to and from rural areas of the state; and
WHEREAS competitive market forces in many other states have caused a
decline in commercial air fares; and
WHEREAS these same competitive forces have not ~caused a significant
decline in air fares offered by the major carriers for travel to and from
rural areas of the state; and
WHEREAS the cost of air travel to and from rural areas of the state
has become prohibitively expensive; and
WHEREAS the high cost of air travel to and from rural Alaiska has the
appearance of profiteering and may <constitute a violation ofstate or
federal law;

BE IT RESOLVED bythe Alaska State Legislature that the Governor is
respectfully requestedto direct the Department of Transportation and
Public Facilities, andthe Department of Commerce and Economic Development
to jointly investigatethe tariffs charged by major air carriers servicing
rural areas of the state; and be it

FURTHER RESOLVED that the results of the investigation and in parti-
cular recommendations for action by the legislature be reported to the

First Session of the Fifteenth Legislature by January 31, 1987.

- CSHCR 36(Trsp)
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WHEREAS these same competitive forces have not caused a significant
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Introduced: 5/9/85 )
Referred: Transportation

and Finance

BY HERRMANN, WALLIS AND

1 IN THE HOUSE THOMPSON

2 HOUSE CONCURRENT RESOLUTION NO. 36

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

A FOURTEENTH LEGISLATURE - FIRST SESSION

5 Relating to intrastate airline travel.

6 BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

7 WHEREAS intrastate air travel is an essential and often the only
8 effective means of transportation in rural areas of the state; and

9 WHEREAS competitive market forces 1in many other states has caused a
10 decline in commercial air fares; and

11 WHEREAS these same competitive forces have not caused a decline in
12 air fares in the rural areas of the state; and

13 WHEREAS the cost of air travel in rural areas of the state has become

14 prohibitively expensive; and

15 WHEREAS the high cost of rural air travel has the appearance of
l6profiteering and may constitute a violation of state or federal law;
17 BE IT RESOLVED by the Alaska State Legislature that the Governor is

18 respectively requestedto direct the Department of Transportation and
19 Public Facilities, andthe Department of Commerce and Economic Development
20 to jointly investigatethe tariffs charged by rural air carriers in the
21 state; and be it

22 FURTHER RESOLVED that the results of the investigation and in parti-
23 cular recommendations for action by the legislature be reported to the

24 Second Session of the Fourteenth Legislature by January 31, 1986.





