PAGE  
-6-


	             Order 2004-12-04

	Served:  December  7, 2004


UNITED STATES OF AMERICA

DEPARTMENT OF TRANSPORTATION

OFFICE OF THE SECRETARY

WASHINGTON, D.C.

[image: image1.wmf]
Issued by the Department of Transportation

	on the 7th day of December, 2004


	Essential air service at

KARLUK, ALASKA

under 49 U.S.C. 41731 et seq.
	Docket OST-2004-19342


ORDER PROHIBITING TERMINATION OF SERVICE

AND REQUESTING PROPOSALS

Summary

By this order, the Department (1) prohibits Redemption, Inc., d/b/a Island Air Service (Island Air) from terminating its unsubsidized scheduled service at Karluk, Alaska (2) requires the carrier to continue providing essential air service (EAS) at the community for an initial 30-day period beyond the end of the 90-day notice period, and (3) requests proposals for replacement essential air service.

Background

On October 5, 2004, Island Air filed a 90-day notice under 49 U.S.C. 41734 of its intent to terminate all scheduled air service at Karluk, Alaska, effective on January 3, 2005.  Under 14 CFR 323.3, the carrier also requested that it be allowed to suspend service before the end of the 90-day notice period if the community did not object and if another carrier had been selected to provide replacement service in the Karluk – Kodiak market.  Island Air currently provides the community with three round trips a week, on a Monday, Wednesday, Friday schedule, between Kodiak and Karluk with a five-passenger, Piper PA-32 single-engine aircraft.  The service is provided on a one-stop basis via Larsen Bay, and Island Air is the only air carrier providing scheduled service at Karluk.  The carrier originally replaced another carrier, Peninsula Airways, Inc., which suspended service to the Kodiak region in 2000.

In filing the 90-day notice, Island Air mentioned a decline in “general economic activity and commercial fishing” that has reduced traffic to and from Karluk, particularly during the winter season, which runs from about September 15 to about June 1 each year.

The EAS determination for Karluk, established by Civil Aeronautics Board Order 80-1-167, January 23, 1980, calls for three round trips a week on a year-round basis to Kodiak with small aircraft, and may be provided with a maximum of two intermediate stops.
  While Island Air provides three round trips a week during the winter, it provides additional service during the summer in order to accommodate a seasonal peak in demand for passenger, and freight and mail service. 

Decision

Since the termination of service by Island Air at Karluk would leave the community with no scheduled air service, we have decided to prohibit the carrier from terminating its service and  require it to maintain its present service pattern of thrice-weekly service to Kodiak for 30 days past the end of the 90-day notice period, through February 3, 2005, or until a replacement carrier inaugurates full EAS, whichever comes first.

Historical Traffic and Seasonal Service

Appendix A shows historical passenger, freight, and mail traffic data for Karluk on a monthly basis.  Prospective carriers will note that traffic is significantly greater during the summer months, and that freight and mail traffic, in particular, are highly directional in nature, with most of the demand concentrated on services destined for Karluk.  The amount of outbound traffic from the hub – passengers, freight and mail – generated during the peak summer season easily outstrips the passenger and freight capacity of Island Air’s regular schedule of three weekly round trips in a Piper PA-32 aircraft.  As shown in Appendix A, freight and mail can be calculated in terms of passenger equivalents, or PEQs, which are used to gauge the approximate total passenger and freight demand in a given period by dividing the weight of freight and mail, expressed in pounds, by 200 and adding the resulting product to the number of passengers transported for that period.  Because of the greater demand during the fourteen-week “summer” season, which stretches from about June 1 until about September 15 each year, Island Air schedules 18 weekly round trips between Karluk and Kodiak during this period to accommodate the increased demand.  The “summer” service is also well above the EAS – required minimum level of three weekly round trips provided by Island Air during the remainder of the year.  While the carrier is not required to provide the additional service during the summer, it has routinely done so both to accommodate the increased demand during that period, as well as to generate sufficient revenue to adequately serve the community without subsidy support on a year-round basis. 

Request for Proposals

We request that any carriers interested in providing essential air service at Karluk, with or without subsidy, file their proposals within 30 days of the service date of this order.  We expect proposals consisting of service, at a minimum, with single-pilot, single-engine aircraft with at least five passenger seats, and offering three nonstop, one-stop, or two-stop round trips each week to Kodiak or any other suitable hub.  Because of the seasonal peak in Karluk’s demand, we will entertain proposals for more frequent service or service with larger capacity aircraft during the fourteen-week “summer” period that will accommodate Karluk’s inbound traffic at reasonable load factors.  Carriers are also welcome to propose more than one service option, if they choose; they need not limit themselves to those basic requirements if they envision other, potentially more attractive service possibilities – different hubs, for example – with subsidy requirements that remain competitive.  We will give full consideration to all proposals that are timely filed.
  At the end of the 30-day period, our staff will docket any proposals that we receive, thereby making them public, and also direct each carrier to serve a copy of its proposal(s) on the Village Council of Karluk, the airport manager of the Karluk Airport, and on any other applicants.

New Procedures

The preceding paragraph reflects streamlined carrier-selection procedures that we first introduced in Order 2003-8-10 for the EAS program generally and are continuing here.  In the past, we have accepted initial carrier proposals, reviewed them, and then negotiated final proposals with each applicant before formally presenting them to the community and asking it to submit any final comments.  We found that a two-step process was generally necessary because, in most cases, the incumbent carrier was the only one interested.  As a result, we had been unable to rely on competition to discipline carrier subsidy requests, and communities had to wait on a protracted negotiation and selection process.  More recently, however, most orders requesting essential air service proposals have drawn interest from at least two carriers and sometimes more.  Under these circumstances, we expect that competition among multiple carriers will ensure reasonable subsidy requests, obviate the need for rate negotiations, and allow us to streamline the carrier-selection process.

Consequently, interested carriers should prepare their proposals with every expectation that their initial proposals will also be their final and only proposals.
  We retain the discretion to negotiate proposals when we deem it desirable; in such cases, of course, we will give all applicants the same opportunity.  Further, we anticipate that we will continue to negotiate rates in cases where there is only a single interested carrier.  We also retain the discretion to reject outright all unreasonable or unrealistic proposals, and to resolicit a new round of proposals when necessary.  However, we anticipate that negotiation or rejection will remain only occasional exceptions to the rule.

We are here providing interested carriers with some basic information to help guide the preparation of their proposals, but we will not prescribe a precise format for them to follow.  We expect proposals to adequately describe the service being proposed and the annual amount of subsidy being requested.  Applicants can make their own judgments as to the level of detail they wish to present; however, they might want to include proposed schedules as well as supporting data for their subsidy requests, such as projected block hours, revenues, and expenses.  We strongly encourage clear, well-documented proposals that will facilitate their review and evaluation by Karluk officials and the Department.  We do not anticipate any change in our selection criteria, nor in the general provisions governing subsidy payments for essential air service.

Other Carrier Requirements

The Department is responsible for implementing various Federal statutes governing lobbying activities, drug-free workplaces, and nondiscrimination.
  Consequently, all carriers receiving Federal subsidy to support essential air service must certify that they are in compliance with Department regulations regarding drug-free workplaces and nondiscrimination, and those carriers whose subsidies exceed $100,000 over the life of the rate term must also certify that they are in compliance with regulations governing lobbying activities.  All carriers that plan to submit proposals involving subsidy should submit the required certifications along with their proposals.  Interested carriers requiring more detailed information regarding these requirements as well as copies of the certifications should contact the Office of Aviation Analysis at (202) 366-1053.  The Department is prohibited from paying subsidy to carriers that do not submit these documents.

Community and State Comments

The community and state are welcome to submit comments on the proposals at any time.  As noted earlier, however, we will provide a summary of the proposals to the civic parties and ask them to submit their final comments shortly after the end of the 30-day period for carrier proposals.

Requirement to Maintain Service

Island Air is the only carrier providing scheduled air service at Karluk.  The community is guaranteed to receive service under the EAS program, and 49 U.S.C. 41734 requires that we prohibit Island Air from terminating service for an initial 30-day period beyond the end of its 90-day notice period, through February 3, 2005.
  We will require Island Air to provide three nonstop or one-stop round trips each week in the Karluk-Kodiak market while we process the carrier replacement case.

This order is issued under authority delegated in 49 CFR 1.56a(f).

ACCORDINGLY,

1.  We request that carriers interested in providing essential air service at Karluk, Alaska, submit their proposals, with or without requests for subsidy, within 30 days of the service date of this order.  An original and five copies of the proposal should be sent to the EAS and Domestic Analysis Division, X-53, Office of Aviation Analysis, Room 6401, Department of Transportation, 400 7th Street, S.W., Washington, D.C. 20590, with the title: “Proposal to Provide Essential Air Service at Karluk, Alaska, Docket OST-2004-19342; 

2.  The Department prohibits Redemption, Inc., d/b/a Island Air Service, from terminating service at Karluk, Alaska, at the end of its 90-day notice period, and requires it to maintain three nonstop or one-stop round trips each weekday and weekend to Kodiak, Alaska, through February 3, 2005, or until a carrier capable of providing reliable essential air service actually begins service, whichever comes first;

3.  The Department directs Redemption, Inc., d/b/a Island Air Service, to retain all books, records, and other source and summary documents to support subsidy claims for payment, and to preserve and maintain such documentation in a manner that readily permits its audit and examination by representatives of the Department.  Such documentation shall be retained for seven years or until the Department indicates that the records may be destroyed, whichever comes first.  Copies of flight logs for aircraft sold or disposed of must be retained.  The carrier may forfeit its compensation for any claim that is not supported under the terms of this order;

4.  This docket will remain open until further order of the Department; and 

5.  We will serve copies of this order on the Village Council of Karluk, the airport manager of Karluk, the Governor of Alaska, the Statewide Aviation Office of the Alaska Department of Transportation and Public Facilities, Redemption, Inc., d/b/a Island Air Service, and the carriers listed in Appendix C. 

By:

KARAN K. BHATIA
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
	Appendix A

Scheduled Traffic for Island Air Service at Karluk, Alaska, T-100 Market Report

	

	
	
	
	Origin, Karluk
	
	Destination, Karluk
	
	Origin and Destination, Karluk

	Year
	Month
	
	Passengers
	Freight Lbs.
	Mail Lbs.
	PEQs

	
	Passengers
	Freight Lbs.
	Mail Lbs.
	PEQs
	
	Passengers.
	Freight Lbs.
	Mail Lbs.
	PEQs

	2002
	7
	
	66
	70
	1,552
	74
	
	44
	1,055
	6,351
	81
	
	110
	1,125
	7,903
	155

	2002
	8
	
	82
	141
	179
	84
	
	66
	5,836
	1,698
	104
	
	148
	5,977
	1,877
	187

	2002
	9
	
	122
	422
	258
	125
	
	80
	7,197
	1,458
	123
	
	202
	7,619
	1,716
	249

	2002
	10
	
	26
	0
	212
	27
	
	23
	1,198
	2,694
	42
	
	49
	1,198
	2,906
	70

	2002
	11
	
	29
	0
	225
	30
	
	24
	1,323
	2,784
	45
	
	53
	1,323
	3,009
	75

	2002
	12
	
	19
	0
	230
	20
	
	18
	2,046
	3,878
	48
	
	37
	2,046
	4,108
	68

	2003
	1
	
	12
	0
	283
	13
	
	5
	1,235
	2,261
	22
	
	17
	1,235
	2,544
	36

	2003
	2
	
	28
	0
	399
	30
	
	26
	2,027
	1,737
	45
	
	54
	2,027
	2,136
	75

	2003
	3
	
	25
	0
	186
	26
	
	27
	2,353
	1,804
	48
	
	52
	2,353
	1,990
	74

	2003
	4
	
	35
	0
	174
	36
	
	30
	3,684
	1,811
	57
	
	65
	3,684
	1,985
	93

	2003
	5
	
	31
	41
	185
	32
	
	34
	3,198
	2,342
	62
	
	65
	3,239
	2,527
	94

	2003
	6
	
	117
	20
	323
	119
	
	132
	8,385
	1,701
	182
	
	249
	8,405
	2,024
	301

	2003
	7
	
	48
	272
	0
	49
	
	39
	6,610
	0
	72
	
	87
	6,882
	0
	121

	2003
	8
	
	49
	0
	241
	50
	
	78
	12,137
	2,997
	154
	
	127
	12,137
	3,238
	204

	2003
	9
	
	120
	114
	234
	122
	
	96
	15,003
	2,310
	183
	
	216
	15,117
	2,544
	304

	2003
	10
	
	25
	0
	215
	26
	
	20
	1,759
	4,047
	49
	
	45
	1,759
	4,262
	75

	2003
	11
	
	8
	0
	178
	9
	
	12
	1,910
	2,068
	32
	
	20
	1,910
	2,246
	41

	2003
	12
	
	13
	0
	230
	14
	
	21
	3,456
	2,964
	53
	
	34
	3,456
	3,194
	67

	2004
	1
	
	22
	0
	227
	23
	
	19
	2,982
	3,583
	52
	
	41
	2,982
	3,810
	75

	2004
	2
	
	12
	0
	226
	13
	
	16
	3,485
	2,024
	44
	
	28
	3,485
	2,250
	57

	2004
	3
	
	15
	0
	239
	16
	
	14
	1,855
	3,951
	43
	
	29
	1,855
	4,190
	59

	2004
	4
	
	16
	4
	190
	17
	
	15
	3,714
	4,230
	55
	
	31
	3,718
	4,420
	72

	2004
	5
	
	29
	432
	165
	32
	
	30
	6,399
	3,176
	78
	
	59
	6,831
	3,341
	110

	2004
	6
	
	111
	657
	134
	115
	
	125
	14,201
	3,829
	215
	
	236
	14,858
	3,963
	330

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	YE June 30, 2003
	592
	694
	4,206
	617
	
	509
	39,537
	30,519
	859
	
	1,101
	40,231
	34,725
	1,476

	YE December 31, 2003
	511
	447
	2,648
	526
	
	520
	61,757
	26,042
	959
	
	1,031
	62,204
	28,690
	1,485

	YE June 30, 2004
	468
	1,479
	2,279
	487
	
	485
	73,511
	35,179
	1,028
	
	953
	74,990
	37,458
	1,515


Service List for the State of Alaska

	AAron Air
	
	
	
	
	
	Golden Plover Air

	Aero Tech Flight Service, Inc.
	
	
	
	Grant Aviation, Inc.

	Air Excursions
	
	
	
	
	Great Northern Air Guides

	Air Lift Alaska
	
	
	
	
	Gulf Air Taxi, Inc.

	Air Madura
	
	
	
	
	Gulf Aviation, Inc.

	Alaska Air Carriers Association
	
	
	
	Gulkana Air Service, Inc.

	Alaska Airlines, Inc.
	
	
	
	
	Hageland Aviation Services, Inc.

	Alaska Bush Carrier, Inc.
	
	
	
	Haines Airways, Inc.

	Alaska Central Express, Inc.
	
	
	
	Heli-Lift, Inc.

	Alaska Coastal Airlines, Inc.
	
	
	
	Homer Air

	Alaska Fly'N Fish Charters
	
	
	
	Hudson Air Service, Inc.

	Alaska Flyers
	
	
	
	
	Iliamna Air Taxi, Inc.

	Alaska Helicopters, Inc.
	
	
	
	Island Air Service

	Alaska Island Air, Inc.
	
	
	
	
	Island Wings Air Service

	Alaska Seair Adventures
	
	
	
	Jim Air, Inc.

	Alaska West Air, Inc.
	
	
	
	
	K2 Aviation

	Aleutian Air, Ltd.
	
	
	
	
	Kachemak Air Service, Inc.

	Aleutian Specialty Aviation
	
	
	
	Kachemak Bay Flying Service, Inc.

	Amerijet International, Inc.
	
	
	
	Katmai Air

	Arctic Air Alaska, Inc.
	
	
	
	
	Kenai Air Alaska, Inc.

	Arctic Circle Air Service, Inc.
	
	
	
	Kenai Aviation

	Baker Aviation, Inc.
	
	
	
	
	Kenai Fjords Outfitters, Inc.

	Bellair, Inc.
	
	
	
	
	Kenair

	Beluga Lake Float Plane Service
	
	
	
	Ketchikan Air Service, Inc.

	Bering Air, Inc.
	
	
	
	
	Ketchum Air Service, Inc.

	Bran-Air & Branham Adventures
	
	
	
	Kodiak Air Service

	Camai Air
	
	
	
	
	
	Koyukon Air, Inc.

	Canning Air Service
	
	
	
	
	Kupreanof Flying Service

	Cape Smythe Air Service, Inc.
	
	
	
	Kusko Aviation, Inc.

	Cassaron Turbo Helicopters 
	
	
	
	L.A.B. Flying Service, Inc.

	Chugiak Aviation
	
	
	
	
	Larry's Flying Service

	Clearwater Air, Inc.
	
	
	
	
	Loken Aviation, Inc.

	Coastal Helocopters, Inc.
	
	
	
	Lone Star Airlines, Inc.

	Cordova Air Service, Inc.
	
	
	
	Lone Wolf Aero Services, Inc.

	CPA Air Service
	
	
	
	
	Maritime Helicopters, Inc.

	Customized Alaskan Adventures
	
	
	
	MarkAir Express, Inc.

	Delta Connection
	
	
	
	
	MarkAir, Inc.

	Denali Air
	
	
	
	
	
	Metroflight, Inc.

	Egli Air Haul, Inc.
	
	
	
	
	Midway Airlines, Inc.

	Ellis Air Taxi, Inc.
	
	
	
	
	Midwest Express Airlines, Inc.

	Ellison Air, Inc.
	
	
	
	
	Misty Fjords Air & Outfitting

	ERA Aviation, Inc.
	
	
	
	
	Mountain Aviation

	F.S. Air Service, Inc.
	
	
	
	
	Mountain Helicopters

	Fishing and Flying
	
	
	
	
	Nash West Aviation, Ltd.

	Fiskehauk Aero Services
	
	
	
	Natron Air

	Forty (40) Mile Air, Ltd.
	
	
	
	Nordic Air

	 Service List for the State of Alaska



	Frontier Flying Service, Inc.
	North Star Air Cargo, Inc.

	Northern Air Cargo, Inc.
	Umiat Enterprises, Inc.

	Northwest Airlink
	Uyak Air Service, Inc.

	Olson Air Service, Inc.
	
	
	
	Vernair

	Pacific Wing, Inc.
	
	
	
	Warbelow's Air Ventures, Inc.

	Peninsula Airways, Inc.
	
	
	
	Ward Air

	Promech, Inc.
	
	
	
	Wings of Alaska

	Ram Air, Inc.
	
	
	
	Woods Air Service, Inc.

	Ray Atkins Registered Guide
	
	
	
	Wrangell Mountain Air, Inc.

	Rediske Air, Inc.
	
	
	
	Wright Air Service, Inc.

	Reeve Aleutian Airways, Inc.
	
	
	
	Yukon Helicopters

	Regal Air
	
	
	
	Yutana Airlines, Inc.

	Reid Air
	
	
	
	Yute Air Alaska, Inc.

	Rust's Flying Service, Inc.
	
	
	
	Alaska Juneau Aeronautics, Inc.

	Ryan Air Service, Inc.
	
	
	
	Ken Bannon

	Scenic Mountain Air, Inc.
	
	
	
	E.B. Freeman

	Seaside Air Service
	
	
	
	A. Edward Jenner

	Security Aviation, Inc.
	
	
	
	John McFarlane

	Seward Flying Service, Inc.
	
	
	
	Kevin Thomas

	Silver Bay Logging, Inc.
	
	
	
	Pat Dempsey

	Skagway Air Service, Inc.
	
	
	
	

	Soloy Helicopters, Inc.
	
	
	
	

	Southcentral Air, Inc.
	
	
	
	

	Specialized Air Service
	
	
	
	

	Spernak Airways, Inc.
	
	
	
	

	Sunrise Aviation, Inc.
	
	
	
	

	Tamarack Air, Ltd.
	
	
	
	

	Tanana Air Service
	
	
	
	

	Taquan Air Service, Inc.
	
	
	
	

	Tatonduk Outfitters, Ltd.
	
	
	
	

	Temsco Helicopters, Inc.
	
	
	
	

	Totem Air
	
	
	
	

	Trans-Alaska Helicopters, Inc.
	
	
	
	

	Trans-Porter Alaska, Inc.
	
	
	
	

	Tundra Copters, Inc.
	
	
	
	


� For the purpose of Karluk’s EAS definition, “small aircraft” are defined as those having up to 10 available seats.


� In cases where a carrier proposes to provide essential air service without subsidy and we determine that service can be reliably provided without such compensation, we do not proceed with the carrier-selection case.  Instead, we simply rely on that carrier’s subsidy-free service as proposed.


� For this reason, we will allow carriers 30 days to submit their proposals, rather than just 20 as in the past.  Because the new procedures anticipate that a carrier’s first proposal will also be its final proposal, we expect to enforce our filing deadlines more stringently than in the past.  Carriers should not expect the Department to accept late filings.  The additional 10 days will comfortably accommodate the additional time carriers may find necessary to prepare their proposals.


� In selecting a carrier to provide subsidized essential air service, 49 U.S.C. 41733 directs us to consider four factors: (1) service reliability; (2) contractual and marketing arrangements the applicant has made with a larger carrier to ensure service beyond the hub airport; (3) interline arrangements with a larger carrier at the hub; and (4) community views.


� The regulations applicable to these areas are:  (1) 49 CFR Part 20 – New restrictions on lobbying; (2) 49 CFR Part 21 – Nondiscrimination in federally-assisted programs of the Department of Transportation – Effectuation of title VI of the Civil Rights Act of 1964; 49 CFR Part 27 – Nondiscrimination on the basis of disability in programs and activities receiving or benefiting from Federal financial assistance; and 14 CFR Part 382 - Nondiscrimination on the basis of disability in air travel; and (3) 49 CFR Part 29 – Government-wide debarment and suspension (non-procurement) and government-wide requirements for drug-free workplace (grants).


� The certifications are available on the web at http://ostpxweb.dot.gov/aviation/index.html.


� Civic parties should file an original and two copies of their comments in Docket OST-2004-19342.  This filing should be addressed to: EAS & Domestic Analysis Division, X-53, Office of Aviation Analysis, Room 6401, Department of Transportation, 400 7th Street, S.W., Washington, DC 20590.


� In accordance with 49 U.S.C. 41734(c), we will extend Island Air’s service obligation for successive 30-day periods as necessary until replacement service actually begins.


� Carriers should also provide copies of their proposals to the Village Council of Karluk, the Airport Manager of Karluk, and the Alaska Department of Transportation and Public Facilities.  Questions regarding filings in response to this order may be directed to Mike Waters at (202) 366-6494.


� PEQs, or passenger equivalents – a term used to describe the equivalent number of passengers transported in a given period.  It is determined by adding the amount of freight and mail together, dividing by 200, and adding the result to the number of passengers.  In April 2004, Karluk generated 16 passengers and 194 pounds of freight and mail, which is equivalent to 16 + 1 (194/200 =1) or 17 PEQs.





