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                             The Voice of Small Community Air Service in Rural America

http://www.regionalaviationpartners.org

Mr. Mike Reynolds




                              November 3, 2003
Acting Assistant Secretary for Aviation

                             
And International Affairs 



                          

Office of the Secretary 

U.S. Department of Transportation

Washington, D.C.  20590

Re:
OST-97-2706 - Response of Regional Aviation Partners to Issues Raised in the October 23, 2003 Meeting with DOT Response Team and Representatives of Senator Orrin Hatch (R-UT); Senator Robert Bennett (R-UT); Congressman Jim Matheson (D-UT) and the Vernal / Uintah County Airport Community delegation, seeking a Change of Hub designation and the Use of Prior Year Salt Lake City Enplanement Numbers in the Subsidy Calculations.

Dear Mr. Reynolds:

Regional Aviation Partners on behalf of our member, Vernal / Uintah County Airport, UT addresses the issues raised by your office in the above referenced meeting.
 

The Vernal / Uintah County Airport asks that you consider historical enplanement data inclusive of SLC which forecasts passenger numbers most favorable to the community. The selection of SLC as the preferred hub choice is the best opportunity for Vernal to increase enplanements to pre DEN levels.  This will allow the community to maintain their 15-seat pressurized aircraft guarantee enunciated in 49 U.S.C. 41732(b)(5), lower the subsidy rate per passenger, and further reduce the amount of subsidy required to provide essential air service at this community.

Historical Background:

Prior to March 2000 Vernal, UT received subsidized air service from SkyWest Airlines with 30 seat turboprop aircraft, which operated consistently under the subsidy cap of $200.00 per passenger. The traffic flow consisted of 18 non stops to Salt Lake City per week.

In April 2000, the DOT selected Sunrise Airlines
 to replace SkyWest at Vernal, UT, even though the community choice was in favor of SkyWest.  This began the downward spiral. 

In November 2000, Sunrise ceased flight operations when the lender repossessed their aircraft. This left Vernal and four other communities without air service. The DOT issued an emergency order and solicited bids to replace Sunrise.  Great Lakes Aviation, Ltd., hereinafter referred to as GLUX was selected to replace Sunrise at Vernal.  GLUX submitted a bid to provide service to Denver rather than the SLC hub.
 

 

The DOT issued an order for one year, instead of the customary two year period because GLUX expressed some apprehension about the revenue/passenger forecast data due to the change in hubs (to DEN versus SLC). Clearly, the DOT was aware in FY00 that there may be a drop in traffic/revenue as a direct result of the hub change. 

The DOT said it was selecting GLUX because some of the other carriers were undergoing fitness reviews and may not be financially stable. Since the award to Sunrise Airlines, the departure of SkyWest from the market and the hub change, passenger counts have dropped dramatically with the move to Denver.
     

In December of 2002. The Utah Travel Board sent a letter to the DOT stating that SLC was the preferred hub and destination for the communities of Vernal and Moab. They noted business and personal ties to SLC from these communities and cited information that passenger counts were down.

The Vernal / Uintah Airport Commission Position:

SLC is The Most Viable Alternative to Achieve Increased Enplanements and Lower Subsidy Requirements

The Vernal, UT delegation provided uncontested enplanement numbers covering the period January 1993 thru May 2000, in support of their request to include SLC numbers as part of the passenger/revenue forecasts for determining subsidy rates.  The focuses of the Vernal delegation’s argument are reflected in the following points: 

· The DOT has the discretion to use SLC historic numbers.  

· Using historic numbers inclusive of SLC would be economically beneficial to the DOT and the community.

· When the DOT made the decision to grant service to Denver, there was no data to support the success of that option, and DEN was the only viable option at that time.

· Now, there are viable options and data to support a successful return to the SLC hub with a 19-passenger plane if historical numbers are used.

· The subsidy rate per passenger was well within the $200 per passenger subsidy limit when Sky West provided service to Salt Lake City.  

· The airport board, county commission, the City of Vernal and community agreed that a return to SLC is in the best interest of the community.  

· The Vernal representatives state that the community does not desire a small 9-seat plane in this market.  They raised concerns about safety due to the high elevation.  

· The Vernal position is supported by Senator Hatch, Senator Bennett, Congressman Matheson, and Utah Governor Leavitt.

DISCUSSION:

From 1993 until the DOT selected the now defunct competing carrier, SkyWest flew an average of 8,979 passengers per year, with a subsidy rate averaging $134.00 per passenger.  Even assuming the lowest year for passenger enplanements during the above period (1996), there were 7,118 passengers, yielding a per passenger subsidy rate of $169.00.  The last year of SkyWest operations, show enplanements of 8,690 passengers, yielding a per passenger subsidy rate of $138.00

Contrast these numbers with DEN hub service where passenger enplanement numbers fell dramatically, as predicted  by the replacement carrier to the lowest levels since subsidized service began in Vernal, UT.
 

Vernal, UT is asking for no more than the DOT allowed in Massena, Ogdensburg, Watertown, NY and Brookings, SD.  Those decisions reflect clear indicia of the DOT’s flexibility to change hub designations without historical numbers to meet the needs of the community.

Issues Raised by the DOT Response Team:
The primary focus of your team’s response to the issues raised were:  (1) The DOT EAS budget is under severe “strain” and the department does not have the flexibility or finances to address the Vernal, UT request; (2) If the Vernal, UT request was granted, the community risked losing EAS eligibility “forever” if it did not work; and (3) That the prior year numbers were generated at a different time and under different circumstances than today.  

Response to Question 1.

(1) the DOT EAS budget is under severe “strain” and the department does not have the flexibility or finances to address the Vernal, UT request;

We assert that the DOT does have the funds available to support the program.  During FY03, $10-$16 Million in EAS funds was not spent on the program.  The excess funds were included in the DOT’s FY04 budget projections.  Not only does the DOT have the funds, it was clearly foreseeable based on prior year SLC numbers, that a return to SLC would yield virtually no increase in the subsidy rate.  Moreover, the SLC numbers reflected a strong likelihood that the subsidy rate would decrease or remain static as a result of better enplanement numbers at SLC.

Response to Question 2.

(2) If the Vernal, UT request was granted, the community risks losing EAS eligibility “forever” if it did not work.

Mr. Reynolds, this question has been asked and answered on many occasions.  “A community cannot be permanently eliminated from the EAS program because they are deemed ineligible on a particular occasion!”

The DOT has no statutory basis for permanently prohibiting communities from receiving subsidized service, even if they lose their eligibility because they fail to meet the statutory criteria.  The DOT’s legal counsel reviewed the policy of permanent community elimination and agreed that no statutory basis exists for permanent elimination and further agreed the DOT would no longer apply the policy. 
 
Although well intended, statements like this tend to skew the issue and instills fear in an unsuspecting community who may believe that the DOT is inherently correct in communicating such innuendo.

We ask that you acknowledge to this community that this statement is not a valid interpretation of any enforceable statutory requirement by the DOT as it relates to the Vernal request for a change in hub designation or the use of SLC enplanement numbers.

Response to Question 3.

(3) The use of prior year numbers at SLC was at a different time and under different circumstances than today.  

We submit that all DOT decisions relate to a different time and different circumstances, yet DOT continues to use the same model for making decisions, exercising great latitude and flexibility in doing so.

In the Vernal case, a switch in hubs occurred when there was no forecast data available to base a reasonable projection.  Notwithstanding the lack of forecast data, the DOT forged ahead with the hub change in the face of expressed doubt by the replacement carrier that subsidy rates were suspect because of the hub change.  The net result of the DOT decision was a sharp decrease in the number of passengers flown and a corresponding increase in subsidy rates for Vernal residents. Presuming “lesson learned,”  SLC enplanement numbers must be an integral part of any rational basis for determining passenger forecasts and subsidy rates for the Vernal community.

 

The Central Question 

Does The DOT Have The Flexibility and Authority to Grant The Relief Sought?

The question is whether the DOT has both the flexibility and authority to use prior year numbers at SLC and whether there is precedent that would allow them to do so.

The answer to both questions is an unequivocal “yes!”  But for the DOT’s decision to initiate service to DEN instead of SLC, after the bankruptcy of Sunrise Airlines, all of the enplanement numbers from 2001 to the present would have resulted in subsidy amounts 

below $200 per passenger.      

The chart in Figure 1 illustrates our point: 
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Figure 1: From 1993 through March 2000, the subsidy rate at Vernal ranged from $31.54 to $53.66 per passenger.  From mid 2000, the passenger count dropped significantly from 5218 passengers to 1784 passengers when the hub was changed from SLC to DEN.  The subsidy rate per passenger, during this period, increased by more than 500%.     


Recent Cases Where DOT Has Exercised Flexibility:

Brookings, S.D, is an example where the DOT exercised its’ flexibility and discretion to allow a hub change from MSP to ORD.  Even though no prior historical numbers existed for ORD, the DOT allowed the change.
   In this decision, DOT stated  

“ . . . We will approve Great Lakes’ proposal to provide “change of gauge” service between Brookings and Chicago O’Hare Airport . . . this “will allow the community and Great Lakes the opportunity to [test a new market] in an effort to increase rider ship while minimizing the financial risk to the airline in providing the service.  

The DOT then subsidized the new service in the amount of $216,622.00. Here, the DOT had no enplanement data at their disposal to support their decision.  Yet, they exercised both discretion and flexibility to make significant changes in this community’s air service options and allowed the hub change. 

Contrast Massena, Ogdensburg, Watertown, NY.
  In this case, the DOT aggressively supported a community request to change hubs.  The DOT not only supported the community’s request, they provided “expedited handling” of the matter, even though there was no emergency and the incumbent carrier had more than one year left on an existing contract to provide service to PIT.  The DOT posted an RFP soliciting proposals to “any appropriate hub.”  Again, the DOT not only aggressively supported the community’s request for a change in hub designation; they did so without any reliable forecast data to another hub.  

As a result of unforeseen delays in issuing a final order in this case, the DOT announced in its’ RFP

 “ . . .We have decided to start with a fresh slate and request a new round of proposals for Massena, Ogdensburg and Watertown . . .”  “ . . . We have decided that the most prudent course of action would be to afford . . . all other carriers, the opportunity to present the community and the Department proposals for air service which best meet the communities’ current needs.”

The significance of this decision is that it shows the flexibility and breadth of the DOT’s unbridled discretion to administer the program as they deem appropriate.  This is also another demonstration of the DOT’s flexibility to make these decisions, even without reliable forecast data to support the change.

In the case of Vernal, UT, the DOT has historical numbers from 1993 through 2000 showing consistent enplanement numbers at SLC yielding per passenger subsidy rates under the $200 cap.  See Figure 2 below:
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Figure 1-Historic Subsidy Rates from 1993 to 2003:  The bar graph illustrates the substantial increase in subsidy rate when the Vernal community was forced to fly to Denver.  During the period September 2000 through March 2001, there was no air service from Vernal to any location.
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Figure 2-Historic Subsidy Rates Compared with Passenger Counts. The line graph illustrates the sharp decline of enplanements during the period of March 2001 to the present, when Vernal's hub was switched to Denver from Salt Lake City.

SUMMARY / CONCLUSION

The only questions to be resolved here is whether the DOT will use its discretionary judgment and include SLC numbers as part of any relevant test for passenger forecast projections.  

The brief examination of precedent in this correspondence shows the DOT has used the discretion we seek under far more dubious circumstances than the facts presented by Vernal, UT.  We believe this request addresses all of the issues raised by the DOT Response team and we reach the following conclusions:

1. The DOT has the flexibility to resolve the Vernal, UT request.

2. The DOT has the funding available to resolve the Vernal, UT request.

3. The inclusion of SLC historical data is the best opportunity to increase enplanements and lower subsidy rates.

Vernal’s current request is not dissimilar to the facts in Massena, Ogdensburg, Watertown, NY or Brookings, SD.  Further; Vernal’s request is much more substantial and requires less risk than the DOT allowed in the Massena or Brookings Order.  The SLC hub provided consistently higher enplanement results from 1993 through March 2000, yielding subsidy rates far below $200.00 per passenger until the hub was changed to DEN.

RELIEF SOUGHT:

We ask that you employ the same procedural remedy at Vernal as you did at Massena, Ogdensburg, Watertown, NY and Brookings, SD and do the following:

(1) Give strong consideration to the community’s request to provide 15-seat turboprop service, using pressurized, twin engine aircraft instead of 9-seat using single engine aircraft flying under less restrictive flight rules; and

 (2) Conduct a current financial fitness determination so as not to repeat the reliance mistakes in previous years; 

(3) Provide deference to the community’s choice for carrier and hub determinations.
If you have any questions, please contact the undersigned for additional information.

Respectfully submitted,

Maurice A. Parker, Executive Director

Regional Aviation Partners

Houston Office										Phoenix Office


P.O. Box 924826									410 No. 44th St., Suite 700


Houston, TX  77092									           Phoenix, AZ  85008


� HYPERLINK mailto:rap.exdir@mindspring.com ��rap.exdir@mindspring.com�								                  (602) 685-4454








Maurice A. Parker										  Susan Farley


Executive Director									            Legislative Director








� Regional Aviation Partners represents more than 110 members in small communities, chambers of commerce, regional airline carriers and business interests throughout the U.S., Canada and U.S. Territories who depend on small community air service. 


� Presumptively, Sunrise Airlines was financially insolvent at the time of their selection.  This set the wheels in motion for the eventual degradation of air service and passenger enplanement numbers at Vernal, UT.


� Interestingly, in the GLUX proposal of November 21, 2000, they expressed concern about traffic forecasts.  As a result, the DOT final order was issued for one year due to concern about the accuracy of forecast revenue and passenger numbers due to the hub change.  This expressed concern serves as notice to the DOT that the hub change could negatively affect passenger counts.


� Passenger totals went from 5218 in FY00, when service was to SLC, to a low of 2091in FY02; a 40% decrease.  Both Sunrise and Casino Airlines were deemed financially fit by the DOT; however both carriers have since ceased flight operations.   OST-1997-2706-16; Order Number 2001-3-20.


� This serves as further notice to the DOT that DEN passenger flow was reducing passenger counts. 





� Passenger numbers and subsidy rates obtained from Vernal / Uintah County Airport position statement, dated October 20, 2003.


� GLUX flew only 1784 passengers during their first period of operation into DEN.  The passenger enplanement numbers have not shown any significant improvement since then.  GLUX flew only 2091 passengers from Vernal in FY02.


� Essential Air Service – Changes in Subsidy Levels, GAO/RCED-00-34, dated April 14, 2000, p.13-15. 


In this report, the GAO stated “ . . . DOT adopted a policy that is not consistent with the statutory criteria that specify which communities may receive subsidized service. Under this policy, DOT would never again provide subsidized service for communities that had failed to meet a statutory criterion (e.g. the $200 per passenger maximum subsidy).  This policy worked to the detriment of at least five communities. The GAO concluded in their report “. . . We questioned DOT’s basis for never again allowing those communities to receive subsidized service. During our review, DOT’s legal counsel reviewed this policy at our request and agreed that relevant statutes do not require it.  . . Consequently, DOT officials agreed with this interpretation and will no longer apply this policy.”


� OST-1997-2316; Order Number 97-4-7.  


� The DOT decision stated: “At the urging of the State, on behalf of the communities, we will request proposals for service to either Syracuse or Pittsburgh, or any other appropriate hub destination such as, but not limited to, New York City, Newark or Boston . . .”  The DOT even included historical data from the existing hub community over a 13 year period.  If the numbers were relevant, in this case when soliciting a bid to “any other appropriate hub,” the SLC traffic numbers in the Vernal, UT are equally relevant and should be considered.
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