Order 2006-7-9

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

Issuedby the Departmenbf Transportation
onthe 10" day of July, 2006
* CorrectedCopy

Served: July 10, 2006

In the Matter of
Docket OST-2006-25275
2007 U.S.-CHINA COMBINATION AND
ALL-CARGO FREQUENCY
ALLOCATION PROCEEDING

ORDER INSTITUTING PROCEEDING AND INVITING APPLICATIONS
SUMMARY

By this order we (1) institute thi¥07 U.S.-China Combination and All-Cargo Frequency Allocation
Proceeding and (2) invite incumbent U.S. carriers to file applications for allocation of frequencies that
become available effective March 25, 2007.

BACKGROUND

OnJunel8, 2004, representativesf the United Statesandthe PeopleORepublicof China(PRC)initialed

a protocol amending the U.S.-PRC aviation agreement, greatly expanding opportunities in the U.S.-Chir
market through 2010.The amended agreement phases in rights for the respective parties according to &
agreed schedule. In light of that schedule, we have already awarded rights in several previous proceedi
Under the phase-in schedule, the amended agreement provides, effective March 25, 2007, for an incree
seven combination and 15 all-cargo frequencies for U.S. carriers to serve points in either China Zone 1 «
China Zone 2. The new agreement also provides, effective March 25, 2007, for seven additional

! On July 24, 2004, the Protocolwassigned.

> SeeOrders2004-10-8 datedOctoberl 3, 2004,2005-3-24 datedMarch 15, 2005,and 2005-3-40 datedMarch 29, 2005.

® As definedby the amendedagreementChinaZone1 consistsof Beijing, ShanghaiandGuangzhou.ChinaZone2 consists
of Anhui, Fujian, GuangdondgexceptGuangzhou)Hebei,Henan,Hubei, Hunan,JiangsuJiangxi,ShandongShanxi, Tianjin,
and Zhejiang.



frequencies for combination or all-cargo services specifically limited to serving points in China Zone 2.
Since the amended agreement does not provide for a new U.S. carrier designation until 2008, only incur
U.S. carriers that are currently designated to operate combination and/or all-cargo services to China are
eligible for these additional frequencits.

DECISION

We have decided to institute tA@07 U.S-China Combination and All-Cargo Frequency Allocation
Proceeding to allocate the following U.S.-China frequencies that become available on March 25, 2007:
(1) seven combination frequencies to serve points in China Zone 1 or China Zone 2; (2) 15 all-cargo
frequencies to serve points in China Zone 1 or China Zone 2; and (3) seven combination or all-cargo
frequencies specifically limited to serving points in China Zofe 2.

Accordingly, we invite all incumbent U.S. carriers currently designated to provide combination and/or all-
cargo services in the U.S.-China market to submit applications in Docket 2006-25275 for these availablt
frequencie€. We will expect all applicants to provide specific service proposals at the direct exhibit stage

Whether allocating the additional frequencies for U.S.-China service is required by the public interest wil
not be at issue. The frequencies involved constitute a valuable resource obtained in exchange for granti
Chinarouteopportunitiesandfrequenciedor its airlinesto servethe United States. The additional

frequencies will provide new or additional service options to travelers and/or shippers and will enhance
competition in the U.S.-China market. In these circumstances, we find that the public interest calls for
of the rights.

In reaching our allocation decisions, our principal objective will be to maximize the public benefits that wi
result from award of the authority in this case. In this regard, we will consider which applicants will be
most likely to offer and maintain the best service for the traveling and/or shipping public. We will consid
the effectsof the applicants@erviceproposalsn the overall marketstructureandlevel of competitionin

the U.S.-China market, and any other market shown to be relevant, in order to promote an air
transportatiorenvironmenthatwill sustainthe greatespublic benefits. In addition,we will considerther
factors historically used for carrier selection where relevant. Based on the material in the record, we wil

* To reflect that all Information Responses are due on the same date and that new applications are due 7 calendar days frol
Information Responses.

* TheincumbentcombinationcarriersareNorthwestAirlines, Inc., United Air Lines, Inc., ContinentalAirlines, Inc., and

American Airlines, Inc. The incumbent all-cargo carriers are Northwest Airlines, Inc., Federal Express Corporation, United
ParcelServiceCo.,andPolarAir Cargolnc.

® The nextdesignatioropportunityis effectiveMarch 25, 2008. We will addresshatdesignatiorandotherfuture opportunities

for servicein the U.S.-Chinamarketin subsequenproceedings.

® We notethat, effective Januaryl, 2007,the U.S.-PRCaviationagreemenallows for the possibility of U.S. cargocarriers
establishinga hubin China. See Article 11bisof the Junel8, 2004 protocolamendinghe U.S.-PRCaviationagreement.
Sincethis possibility could havea bearingon this case we haveformulatedan InformationResponsen this issuein our

evidence request.

" We notethatContinentahasfiled anapplicationin DocketOST-2005-2088%or sevenavailablefrequenciesn 2007.
American,United, Delta, Northwest,andvariousNew Jerseycivic partiesfiled answergo ContinentalGapplication.
Continentalalsofiled areply. We will consolidateContinentalOspplicationandthe responsivepleadingsinto the proceeding
establishedby this Order. Continentalmay supplemenbr amendits applicationby the datespecifiedin this Orderfor new
applications.



considemwhetherit is in the public interestto awardbackupauthorityfor useof the frequenciesn this
case.

The agreement, in general, provides for combination services from any point or points in the United Sta
eithernonstopor via Tokyo or anothermointin Japan{o any pointor pointsin China,andfor all-cargo
servicedrom any point or pointsin the United Statesgithernonstopor via any intermediatepoints,to
anypointor pointsin Chinaandbeyondto any points. In this proceedingthe useof the available

frequencies is limited to specific points in China Zone 1 and China Zone 2 as outlined in the backgrounc
portionof this Order. We arepreparedo considetin this proceedinghe awardof intermediateandbeyond
authorityassetforth in theamendedgreementprovidedthatsuchproposalsareconsistentvith, andmay

be implemented under, the relevant bilateral aviation agreement(s).

PROCEDURES AND EVIDENCE
Procedures and Evidence

We have decided to use written, non-oral, show-cause procedures under Rule 210 of our regulations (1
CFR 302.210) in deciding this case. We believe that such procedures are appropriate and that by usin
these procedures we can establish a complete evidentiary record and make a selection with the least
possibledelayandwithout unnecessargoststo the applicants.

Appendedo this orderis anevidencerequesfor the benefitof the partiesto this casé® We emphasize

that the evidence request includes specific instructions regarding the type and format of the informatior
be submitted and, in some instances, the sources of information to be used. We view adherence to the
directives as critical to our consideration of the proposals in carrier selection cases. We put all applicar
this caseon noticethatwe expectfull compliancewith the evidencerequesappendedo this order. Any

carrier not in full compliance in any material respect with our request will be subject to elimination from
consideration for an award in this case.

In additionto the materialrequestedapplicantsandany otherpartiesmay submitany additional

information they believe will be useful to us in reaching a decision. To the extent that carriers wish to of
alternative traffic forecasts, based on fully documented sources, they are free to do so. It will be consid
additional information for our consideration and will be available for comment by other parties to this cas
At a minimum, however, applicant carriers must provide a forecast using the format and sources set for
theappendevidencaequest.

Consistent with our current practice, the frequencies allocated in this proceeding will be for an indefinite
term, provided the carriers continue to hold the underlying economic authority to serve the market. The
awarded frequencies will also be subject to our standard 90-day dormancy condition. For any frequenc
not usedfor a periodof 90 days,theallocationwith respecto thatfrequencywill expireautomaticallyand
will either revert to the Department for reallocation, or to the backup carrier(s), if any are selected.

& Carriers@videntiarymaterialsarenot expecteduntil the Direct Exhibit stageof this proceeding.



Procedural Timetable

The Agreement provides valuable new frequencies for currently designated U.S. carriers to serve China
effective March 25, 2007. We believe that it is in the public interest to select carriers on a timetable tha
will allow the selected carriers to enjoy the maximum benefit of these frequencies as soon as they becol
available. To this end, we are establishing the following procedural schedule for submissions in this cas

Petitions for Reconsideration: July 17,2006
Answersto Petitions: July 24,2006
InformationResponses: August10,2006

New Applications August17,2006
Direct Exhibits: September 25, 2006
Rebuttal Exhibits: Octoberl6, 2006
Briefs: October31, 2006

All dates are delivery dates and all submissions must be filed in the docket assigned to this proceeding.
original and five copies of all submissions are to be received at the Department of Transportation, Dock
no later than the dates indicated.

Because of security screening procedures of all incoming mail to the Department, parties are encourage
electronicallysubmitdocumentdo Docketsvia the DocketManagemenfystenwebsitein orderto

guarantee receipt of the pleadings in the necessary time limits. Electronic submissions can be complet:
following the instructions at the websitétp://dms.dot.gov Additionally, service by facsimile or

electronic mail is authorized. Parties should include their fax numbers and email addresses on their
submissions and should indicate the method(s) of service used on their certificates of service.

ACCORDINGLY,

1. We institute the007 U.S.-China Combination and All-Cargo Frequency Allocation Proceeding in

Docket OST-2006-25275, to be decided by non-oral, show-cause procedures under Rule 210 of our
regulations (14 CFR 302.210);

2. We consolidate the application of Continental Airlines, Inc. in Docket OST-2005-20889 iatw the
U.S.-China Combination and All-Cargo Frequency Allocation Proceeding, Docket OST-2006-25275;

3. The proceeding instituted in ordering paragraph 1 will consider the following issues:

(a) Which carrier(s) should be granted the available U.S.-China combination and all-cargo frequencies
and which carrier(s), if any, should be awarded backup authority for use of the frequencies; and

° Theoriginalfiling shouldbeon8_"x 11" white paperusingdarkink (not green)andbe unboundwithout tabs,which will
expediteuseof our docketimagingsystem.



(b) What terms, conditions, and limitations, if any, should be placed on the frequencies awarded in t
proceeding;

4. We require that petitions for reconsideration of this order be filed no later than seven calendar days -
the date of service of this order; answers to petitions shall be due no later than five calendar days there

5. Applications and evidentiary material should be filed in accordance with the procedural schedule set
forth in this order; and

6. We will serve this order on Northwest Airlines, Inc., United Air Lines, Inc., Continental Airlines, Inc.,
American Airlines, Inc., Federal Express Corporation, United Parcel Service Co., Polar Air Cargo, Inc., ti
NationalAir CarrierAssociationthe Air TransportAssociationthe U.S. Departmenbf State(Office of
Aviation Negotiations), the Federal Aviation Administration (AFS-200), and the Ambassador of the
Peoples Republic of China in Washington, DC.

By:
Michael W. Reynolds
Acting Assistant Secretary for Aviation
and International Affairs
(SEAL)

An electronic version of this document is available on the World Wide Web at:
http.//dms.dot.gov/reports/reports_aviation.asp







Appendix

EVIDENCE REQUEST
Adyvisory Regarding Compliance

In responding to this evidence request, all parties are advised to heed the admonitions and notice regart
compliance contained in the attached order.

L Public Disclosure of Data

Pursuanto section241.19-60f the DepartmentQegulationsijt is determinedhatthe DepartmentO&-

100 data for both passenger and cargo operations for the period January 1, 2004, through the latest av
month and the Origin & Destination Survey Data (Data Bank 2-A) for the 2003 through 2005 calendar
years, for operations between the United States and China, are material and relevant to a final determir
of the issues in this case. Those will be released to the incumbent U.S. carriers and U.S. non-airline civ
and governmental parties to this proceeding, who will be free to use those data to the extent they deernr
necessary, as specified in Section Ill. (A)(1) below.

II. Procedures and Ground Rules

In the interest of a complete and adequate record, the parties should submit the following information ir
form of exhibits. The exhibits should contain sufficient detail, including sources, bases, all assumptions,
methodologysothat, without furtherclarification,any party canderivethefinal resultsfrom the basic

data?

III. Request for Information and Evidence

A. InformationResponses

1. DOT Data

The CompetitionandPolicy AnalysisDivision of the Office of Aviation Analysiswill make
available to the parties the following data in the form of information respénses:

! Thebaseyearfor developingthe forecastdatashouldbe the 12-monthperiodendingDecembeB1,2005. All financialdata
mustbe givenin U.S. dollarsandall weightsmustbein U.S. pounds. Applicantsseekingcargoauthorityshouldspecifythe
payloadcapacityusedon the stagelengthsandfull routingsinvolvedin determiningtheir estimates.Projectedoad factors

should be space-based and carriers should indicate the average density on which the load factor is based.

? Dueto the volumeof this material,we will be unableto print anddistributecopiesto the parties. The Departmentwill issue
theinformationresponsesia e-mail (otherformatsmay be availableuponrequest). Partieswho wish to receivetheinformation
responseshouldcontactMichael Lanein the CompetitionandPolicy AnalysisDivision at (202) 366-2352. The Department

will makethis materialavailableno laterthanthe datespecifiedin thetext of the order. Useof the datacontainedn the
DepartmentOs Information Responses (either from hard copy or computer diskette) is restricted to representatives of applics
carriersandinterestedJ.S. parties(i.e., thosethathavefiled applicationsor comments)n this proceeding.



(@)

(b)

(©)

(d)

(€)

(f)

T-100andT-100(f) nonstopsegmenpassengedata,by month,beginningJanuaryl,
2004, through the latest available month, between the United States and China, an
fifth freedom data between foreign countries and China.

T-100 and T-100(f) on-flight market passenger data, by month, beginning January
2004, through the latest available month, between the United States and China, an
fifth freedom data between foreign countries and China.

O&D traffic from Table15 of the DepartmentG8&D Surveyfor the calendaryears
2002through2005,betweerall U.S. pointsandpointsin ChinaZonel1.X°

O&D traffic from Table15 of the Department@3&D Surveyfor the calendaryear
2005,betweerall U.S. pointsandpointsin ChinaZonel.

T-100 and T-100 (f) nonstop segment cargo data, includiagalia belly cargo, by
month, beginning January 2004, through the latest available month, between the
United States and China, and fifth freedom data between foreign countries and Chi

T-100 and T-100 (f) on-flight market cargo data, includimgr alia belly cargo, by
month, beginning January 2004, through the latest available month, between the
United States and China, and fifth freedom data between foreign countries and Chi

2. Incumbent Carrier Data (American, Continental, Federal Express, Northwest, Polar, United

and UPS)

(@)

(b)

Identify the number of currently authorized frequencies being utilized and specify
the complete routing of those frequencies.

Foreachmonthof thetwelve monthsendedViay 2006, providethe numberof flights

and complete itinerary for all flights operated in each city-pair market where service
was provided in the U.S.-China market. If service was seasonal, the markets and
level of service should be clearly identified. Carriers should distinguish between
flights operated under code-share arrangements and those that are not operated u
code-share arrangements. In addition, specify whether there was a change of gauc
over any segment of the routes for each flight.

3. Cargo Hub Intentions

Any cargo carrier that intends to establish a cargo hub in China prior to March 25, 2007, as
permitted effective January 1, 2007, under the terms of the amended U.S.-China agreemen
shall so state and shall provide detailed, specific plans for doing so, including the date the h
would be inaugurated, destinations served non-stop from the hub, and the number of

* The Departments not providing O&D datafor pointsin ChinaZone2 asnonehasbeenreportedto us.



frequenciesurrentlyusedto provideserviceto the hub point. Thecarriershallfurther

provide detailed and specific plans (including schedule and routing information) indicating
whether,andhow, it proposego useany or all of the previouslyallocatedfrequencies
currentlyusedto provideserviceto the hub point.

B. Direct Exhibits

The applicant carriers are directed to provide the sources in exhibit form for their traffic forecast. 1
sourcedatafor passengetraffic forecastsnadeby anypartyshallbe (1) the O&D Survey,(2) T-100
andT-100(f) data,or (3) acombinationof thesedatasourcesprovidedthattherespective

contributing role of each source is clearly identified. In addition, due to the lack of DOT data on Zc
2 markets, applicant carriers submitting proposals involving such markets are encouraged to provi
marketsizeestimatesndtraffic forecastdor their proposedservicesusingMarketinformationData
Tapes(MIDT) data,ChineseCRS,and/orotherinternaldata. The sourcedataandforecast

methodology for the market size estimates and traffic forecasts should be clearly explained. For |
passenger and cargo forecasts, applicants should indicate growth rates, stimulation rates, and
participationrates,andclearly outlinethe basedor suchrates?

All parties providing passenger forecasts (described in paragraph 1. (b), below) for Zone 1 market:
requiredto basethoseforecastn any of the threenumberedptionssetforth above. Any party
mayalsoprovidea separateadditionalpassengeforecasthasedn othersourcedataif it wishes but

if so,thatpartyshouldclearlyexplainthe differencesdhetweernits datasourceandthethreespecified

(e.g., differences in collection methods, or adjustments made to raw data). For Zone 2 markets,
market size estimates and traffic forecasts can be based on MIDT data, Chinese CRS, and/or otht
internaldatathatmoreaccuratelyrepresentshesesmallermarkets. If a partychoosego providea
separateadditionalpassengeiorecastasedn othersourcef data,thatparty shouldclearly

explain the differences between its data source and the sources specified here (e.g., differences in
collection methods, sample, and/or adjustments made to raw data). Furthermore, the information
anysuchadditionalforecastshallbe setforth in sucha mannerthatany party could constructa
passenger traffic forecast from the exhibits without the necessity of having the actual source docui
at hand.

1. ApplicantCarriers

Submit, at a minimum, the followirfy:

* The base year for traffic forecasting purposes should be the 12 months ended December 31, 2005, and the forecast year ¢
be the 12 monthsendingMarch 31, 2008.

*Theoriginal filing shouldbeon8_"x 11" white paperusingdarkink (not green)andbe unboundwithout tabs,which will
expediteuseof our docketimagingsystem. In the alternative partiesareencouragedo usethe electronicsubmissiorcapability
availablethroughthe DocketsDMS Internetsite (http://dms.dot.goyby following the instructionson the web site.

Additionally, serviceby facsimileor electronicmail is authorized. Partiesshouldincludetheir fax numbersandemailaddresses

ontheir submissionandshouldindicatethe method(s)f serviceusedon their certificatesof service. Carriersshouldalso

provide the Department with all information responses, exhibits, and briefs prepared using electronic spreadsheet or word
processingrograms. Traffic forecastanustbe submittedin Excelformatandincludeall supportingdetail. All information
shouldbefiled via email (Michael.Lane@dot.govi;omputerdisketteor CDRomwith Mike Lanein the DepartmentOs




(&) Schedule Information

Schedule of flights, showing a firm date for instituting service in the market(s) proposed to b
operatedn theforecastyear,for the 12 monthsendingMarch31,2008,in the U.S.-China

market. Applicantsproposingpassengeserviceshouldsubmitschedulegor bothsingle-

plane and one stop online flights. If a carrier intends to offer seasonal service, it must so
specify and specify the period during which seasonal service would be offered.

Schedules should contain flight numbers, complete routings from origin to destination
(including behind-gateway and beyond-gateway points), any proposed change of gauge
information, departure and arrival times in local time (with time difference between local time
and time at point of origin), equipment types (including the seat configuration by class of
service and the available cargo capacity in U.S. pounds), classes of service offered, and the
limitations, if any, on the number of seats available for each class of service or the cargo
capacity availablé.

(b) Traffic Forecasts

Theforecastyearfor both passengeandcargoforecastss the 12 monthsendedViarch 31,

2008. Passengeandcargoforecastshouldbe baseduponthe applicantOsroposedschedules
andthe datasuppliedby the Department.Providepassengetraffic forecastsif applicableon

an O&D market-by-market (city-pair) basis, including single-plane, on-line connecting,
codeshare connecting and, to the extent possible, non-codeshare interline connecting data.
Providecargotraffic forecastsif applicablejn revenueons. For bothtypesof forecasts,

include any anticipated traffic changes in other markets on the applicantOs existing system
including but not limited to diversion and service level/aircraft changes as a result of the
proposal in this case, as well as any anticipated seasonal fluctuations. For passenger and
forecasts, include the following information:

(1) single-plandJ.S. point(s)-Chingpoint(s)or third countrypoint(s)traffic to be
carried;

(2) totalall otherU.S. point(s)-Chingpoint(s)or total all otherU.S. point(s)-third
country point(s);

CompetitionandPolicy AnalysisDivision of the Office of Aviation Analysis,X-55, Room6401,400 SeventhStreet,SW,
WashingtonDC 20590. Diskettesshouldbe DOS formatted. Submissiongreparedvith Microsoft Excel”, Lotus1-2-3,o0r
Microsoft Word shouldbefiled in their nativeformats. Partiesusingothersoftwaremay either(1) file IRs, exhibitsandbriefs
in the foregoingformats,or (2) contactMr. MichaelLaneat (202) 366-2352for formatcompatibilityinformationor to seeka
waiver,which will beconsideredn anad hoc basis. Submissionsn electronicform arerequiredto assisthe Departmentn
quickly analyzingtherecordandpreparingts decision. The papercopy of all submissionshoweverwill bethe official record.
® For combinationservice cargocapacityshouldbe computedusinga standardotal weightfor a passengeandhis or her
baggagef 224 poundsandshouldbe computedat passengeoadfactorsof both 70 percentand 100 percentandshouldbe
shownon a month-by-monthbasis.



(3) totalthird country-Chinaraffic to be carriedonthe proposedservicesand

(4) totalthird country-thirdcountrytraffic thatwould be carriedon the proposed
services.

For cargo forecasts only, for (1) B (4) above, include separate traffic forecasts by direction.
addition, for all four of the market types specified above, cargo forecasts should also
separately specify the percentage of express/small package and general air freight expectet
be carried. If mail is expected to be carried, this should also be shown separately.

(c) A statemenasto whetheror nottheaircraftto be usedin the proposedschedulesire
currently in the fleet or on order. If in the fleet, indicate where and the extent to which those
aircraft are currently being used. If on order by purchase or lease, indicate when they will b
delivered and how the aircraft will be financed. Indicate whether the aircraft to be used
comply with FAR-36. If not, indicate plans for achieving compliance;

(d) Estimated number of gallons of fuel to be consumed by aircraft type in the forecast yea
a result of the proposed service, and indicate the availability and method of obtaining the
necessary fuel,

(e) A description of any code-sharing agreements with foreign carriers providing for the
applicantOs proposed service to be marketed under the foreign carrierOs codes, or for U.S
China service operated by the foreign carrier to be marketed under the applicantOs code,
including a description of integrated connecting services to be provided by the applicantOs
code-sharing partner(8)f there is an existing code-share relationship with a carrier(s)
involving the U.S.-China market, provide in detail a description of whether the proposed
services in this proceeding will replace, supplement, or decrease operations with said code:
share partner(s). Any carrier operating under a code-share agreement that has not filed the
agreemenbr anyrevisionsthereto,with the Departmenshouldprovidea copy of that
agreement, and any revisions, in its direct exhibits. If both code-share and own aircraft
operations will be conducted, the applicantOs exhibits should clearly reflect the full scope o
the carrierOs operations, including the levels of service under each operational arrangement
cities to be served, and traffic forecasts;

() A separatalescriptionof collectionanddistributionsystemsn the United Statesand
China for proposed freight and express/small package air cargo; and

(g) Responses to the following interrogatories:

" Traffic forecasts under I11.B.Jupra, should separately show connecting feed from the applicantOs foreign-flag code-sharing

partner(s).



(1) If the carrier is selected for primary authority, will it accept a condition requiring
institution of serviceby a datespecifiedby the Department?Whatdateshouldthe

Departmentpecify?

(2) If thecarrieris selectedor backupauthority,will it accepta conditionthat(a)
permitsit to implementthe authoritywithin the first yearshouldthe primary carrier
withdrawfrom the market,and(b) the authorityexpiresat the endof oneyear
shouldthe authoritynot be activated?

(3) If anapplicantis notawardedall of thefrequencieshatit hasrequestedwould
the applicantacceptpartialgrantof its frequencyallocation? How would a partial
allocation be used, and what would the start-up date be, if different than above?
Also, what is the minimum number of frequencies that a carrier will accept?



