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	      Order 2006-5-7

	Served: May 15, 2006





         UNITED STATES OF AMERICA

   DEPARTMENT OF TRANSPORTATION

           OFFICE OF THE SECRETARY

                  WASHINGTON, D.C.

Issued by the Department of Transportation

	on the 10th day of May, 2006 


Essential Air Service at

PIERRE, SOUTH DAKOTA
under 49 U.S.C. 41731 et seq.
Docket     OST-2001-10128
ORDER SELECTING CARRIER

AND ESTABLISHING SUBSIDY RATE

Summary

By this order, the Department is selecting Big Sky Transportation Co., d/b/a Big Sky Airlines (Big Sky), to provide essential air service (EAS) at Pierre, South Dakota, for the two-year period beginning July 1, 2006, at an annual subsidy rate of $379,616.  (See Appendix A for an area map.)
Background

By Order 2004-7-5, the Department selected Great Lakes Aviation, Ltd. (Great Lakes), to provide two nonstop round trips on weekdays and on weekends to Denver with 19-seat Beech 1900D turboprop aircraft for the two-year period ending June 30, 2006, at an annual subsidy of $449,912.  As the end of that two-year contract period was approaching, the Department issued Order 2006-3‑3 on March 3, 2006, requesting proposals for a new two-year period beginning July 1, 2006, with or without subsidy.  In response to our request, we received proposals from Big Sky and from Great Lakes.
Proposals

Big Sky submitted a single proposal consisting of two nonstop round trips each weekday and each weekend (12 a week) to Denver using 19-seat Beech 1900D turboprop aircraft for an annual subsidy of $379,616.  Big Sky has code-share agreements with Northwest Airlines, Alaska Airlines, Horizon Air, and America West Airlines – now part of US Airways.

Great Lakes submitted two options, both of which would provide Pierre with nonstop service to Denver with 19-seat Beech 1900D turboprop aircraft.  Under Option 1, it would provide 12 nonstop round trips per week (two each weekday and two over the weekend) for $576,891.  Under Option 2, it would provide 18 nonstop round trips per week (three each weekday and weekend) for $852,041.  Great Lakes has code-share agreements at Denver with United Air Lines (United) and Frontier Airlines (Frontier).
Community Comments

By letter dated April 28, 2006, the Mayor of Pierre indicated the community’s strong support for Great Lakes’ 12 nonstop-round-trips-per-week proposal to serve Denver.  The Mayor stated that in spite of Great Lakes’ request for increased subsidy, staying with that carrier “will result in long term savings for the (Department) versus the short term savings realized in Big Sky’s bid.”  The letter, which contained a detailed attachment that compared both carriers’ proposals, identified a number of issues related to the community’s preference for the selection of Great Lakes.  The community’s principal reason for supporting Great Lakes is its code-share agreements with both United and Frontier at Denver.  Specifically, Big Sky’s scheduled connections to beyond-Denver destinations with its code-share partners (Northwest Airlines, America West/US Airways, and Alaska Airlines) “offer only six one-stop connections” compared with Great Lakes’ beyond-Denver schedule that offers 40 one-stop connections to code-share partner Frontier’s destinations, and 83 one-stop connections to code-share partner United’s destinations.

The City conducted a “Business Travel Survey” that found that the primary reason that passengers are driving to other airports in the region is not a jet versus turboprop issue, but rather that Great Lakes’ Pierre – Denver round-trip air fares are in excess of $150 higher than the comparable Sioux Falls – Denver or Rapid City – Denver fares.  Because Big Sky based its proposal on a higher local fare than Great Lakes, the community suggests that that is another reason Big Sky would generate fewer passengers than Great Lakes.  The community also notes that traffic levels are increasing, and they continue to work with Great Lakes to find ways to grow the traffic. 
Decision 

After carefully considering the various issues involved and the community’s comments, we have decided to select Big Sky to provide EAS at Pierre for a two-year period.  The carrier’s proposed service and subsidy levels are reasonable, and the carrier’s service at its other subsidized communities continues to be satisfactory.  

The case boils down to strong community support on the one hand, versus subsidy requirements on the other.  Great Lakes’ and Big Sky’s proposals are nearly identical, except for the important fact that Great Lakes has code-share agreements with both United and Frontier at Denver.  We recognize that Pierre passengers have greater connecting opportunities beyond Denver on Great Lakes’ partners Frontier and United than on Big Sky’s partners Northwest Airlines, America West/US Airways, Alaska Airlines, and Horizon Air.  Even though Big Sky does not have code-share arrangements with the major carriers at Denver, it does have interline ticketing and baggage agreements with practically all the air carriers serving Denver, allowing customers the ability to check their bags to their final destination.  We note also that Pierre receives non-subsidized service to Minneapolis/St. Paul with 33-seat Saab turboprop aircraft by Mesaba Airlines, operating as Northwest Airlink.
  

Given all of the above, we find that the community’s support for Great Lakes does not outweigh the fact that its subsidy requirement is more than 50% and nearly $200,000 a year greater than Big Sky’s.  Thus, we have decided to select Big Sky to serve Pierre for a two-year period beginning on July 1, 2006, at the proposed annual subsidy of $379,616 to provide two nonstop round trips on weekdays and on weekends (12 round trips a week) to Denver with 19-seat Beech 1900D turboprop aircraft.

We shall make this selection of Big Sky contingent upon the Department’s receiving properly executed certifications from the carrier that it continues to comply with the Department’s regulations regarding drug-free workplaces, non-discrimination, and lobbying activities.
Because our decision involves a change in essential air service carriers, we expect both Big Sky and Great Lakes to work together to make a smooth transition.  In that regard, before Great Lakes suspends its service at Pierre, we expect it to contact all passengers holding reservations for travel after the suspension date, to notify them of the suspension of service, and to secure alternate air transportation for such passengers or to provide a refund of the ticket price, without penalty, if requested.

Great Lakes’ provision of service for an interim period
Great Lakes’ current contract expires on June 30, 2006.  If Big Sky does not inaugurate service by that date, we will tentatively set the rate equal to Great Lakes’ status quo bid (12 round trips a week) that was submitted in a competitive environment.  This rate will remain in effect until Big Sky inaugurates its full essential air service at Pierre.  We have reviewed Great Lakes’ proposal and find these rates are reasonable for the service to be provided for this interim period.
Carrier Fitness

49 U.S.C. 41737(b) and 41738 require that we find an air carrier fit, willing, and able to provide reliable service before we may subsidize it to provide essential air service.  Big Sky was most recently found fit to provide scheduled passenger service by Order 2005-12-20, selecting it to provide EAS at seven communities in eastern Montana.  Since that time, no information has come to our attention that would lead us to question the carrier’s ability to operate in a reliable manner.  The FAA has advised us that the carrier is conducting its operations in accordance with its regulations, and knows of no reason why we should not find that Big Sky is fit.  Based on the above, we find that Big Sky is fit to provide the essential air transportation at issue in this case.

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

ACCORDINGLY,

1. The Department selects Big Sky Transportation Co., d/b/a Big Sky Airlines, to provide essential air service at Pierre, South Dakota, as described in Appendix B for the two-year period beginning July 1, 2006;

2. We set the final rates of compensation for Big Sky Transportation Co., d/b/a Big Sky Airlines, for the provision of essential air service at Pierre, South Dakota, as described in Appendix B, for the two-year period beginning July 1, 2006, payable as follows: for each month during which essential air service is provided, the amount of compensation shall be subject to the weekly ceilings set forth in Appendix B and shall be determined by multiplying the subsidy-eligible flights completed during the month to and from Denver by $310.40;

3. The Department directs Great Lakes Aviation, Ltd., to show cause within 20 days of the date of service of this order why the Department should not compensate it for the provision of essential air service at Pierre from July 1, 2006, until Big Sky Transportation Co., d/b/a Big Sky Airlines, inaugurates the service authorized by ordering paragraph (1), above, to be payable as follows: for each calendar month during which essential air service is provided, the amount of compensation shall be subject to the weekly ceilings set forth in Appendix C, and shall be determined by multiplying the subsidy-eligible flights completed during the month to and from Denver by $472.47;

4. We will afford full consideration to the matters and issues raised in any timely and properly filed response to ordering paragraph (3), above, before we take further action.  If no response is filed, all further procedural steps will be deemed to have been waived, and the rate of compensation tentatively made by this order shall become effective immediately;

5. We direct Big Sky Transportation Co., d/b/a Big Sky Airlines, and Great Lakes Aviation, Ltd., to retain all books, records, and other source and summary documentation to support claims for payment and to preserve and maintain such documentation in a manner that readily permits the 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 is earlier.  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;

6. We find that Big Sky Transportation Co., d/b/a Big Sky Airlines, continues to be fit, willing and able to operate as a certificated air carrier and capable of providing reliable essential air service at Pierre, South Dakota;

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

8. We will serve copies of this order on the Mayor and airport manager of Pierre, South Dakota; the Governor of South Dakota; the Office of Intermodal Programs-Aviation, of the South Dakota Department of Transportation; Great Lakes Aviation, Ltd.; and Big Sky Transportation Co., d/b/a Big Sky Airlines. 

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
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Big Sky Transportation Co., d/b/a Big Sky Airlines
Essential Air Service at Pierre, South Dakota
	Effective period:  
	Date carrier inaugurates service through June 30, 2008

	Service at Pierre:  
	12 nonstop round trips per week to Denver, Colorado.

	Intermediate stops and upline service:
	No other service to any intermediate or upline points is contemplated under the terms of this proposal; accordingly, no such service may be provided on subsidized flights without prior Department approval.

	Timing of Flights:
	Flights must be well-timed and well-spaced to ensure full compensation.

	Aircraft type:  
	Beech 1900-D turboprop aircraft (19 passenger seats).

	Subsidy Rate per Flight:
	$310.40


	Weekly Compensation Ceiling:
	$7,449.60



Note:  The carrier understands that it may forfeit its compensation for any flights that it does not operate in conformance with the terms and stipulations of the rate order, including the service plan outlined in the order and any other significant elements of the required service, without prior approval.  The carrier understands that an aircraft take-off and landing at its scheduled destination constitutes a completed flight; absent an explanation supporting subsidy eligibility for a flight that has not been completed, such as certain weather cancellations, only completed flights are considered eligible for subsidy.  In addition, if the carrier does not schedule or operate its flights in full conformance with this order for a significant period, it may jeopardize its entire subsidy claim for the period in question.  If the carrier contemplates any such changes beyond the scope of the order during the applicable period of these rates, it must first notify the Office of Aviation Analysis in writing and receive written approval from the Department to be assured of full compensation.  Should circumstances warrant, the Department may locate and select a replacement carrier to provide service on these routes.  The carrier must complete all flights that can be safely operated; flights that overfly points for lack of traffic will not be compensated.  In determining whether subsidy payment for a deviating flight should be adjusted or disallowed, the Department will consider the extent to which the goals of the program are met and the extent of access to the national air transportation system provided to the community.

If the Department unilaterally, either partially or completely, terminates or reduces payments for service or changes service requirements at a specific location provided for under this order, then, at the end of the period for which the Department does make payments in the agreed amounts or at the agreed service levels, the carrier may cease to provide service to that specific location without regard to any requirement for notice of such cessation.  Those adjustments in the levels of subsidy and/or service that are mutually agreed to in writing by the parties to the agreement do not constitute a total or partial reduction or cessation of payment.

Subsidy contracts are subject to, and incorporate by reference, relevant statutes and Department regulations, as they may be amended from time to time.  However, any such statutes, regulations, or amendments thereto shall not operate to controvert the foregoing paragraph.
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Big Sky Transportation Co. d/b/a Big Sky Airlines
Compensation Calculation
	
	

	Weekly Round Trips
	12

	PIR-DEN Miles
	385

	Departures: (1,248 @ a 98% completion factor)
	1,223

	Block Hours: (Average Block Time = 1.58 hour per flight)
	1,927

	Passengers:
	13,500

	Average Net Fare:
	$135.00

	
	

	Passenger Revenue
	$1,822,500

	Other Revenue @ 1% of passenger revenue
	13,669

	   Total Revenue
	$1,836,169

	
	

	Direct Expenses:
	

	Flying Operations
	$273,615

	Hull Insurance 
	9,635

	Direct Maintenance
	317,955

	Fuel and oil 
	662,406

	Maintenance Burden 
	31,796

	Property Tax on Aircraft
	13,440

	Aircraft Lease 
	192,000

	   Total Direct Expenses
	$1,500,847

	
	

	Indirect Expenses:
	

	Departure Related Costs 
	$336,325

	Advertising 
	5,000

	Traffic Related Costs.
	145,800

	Capacity Related Costs 
	122,300

	  Total Indirect Expense
	$609,425

	
	

	Operating Expenses:
	$2,110,271

	Operating Loss:
	$274,103

	Profit @ 5% of Operating Expenses
	$105,514

	Economic Cost – Compensation Required
	$379,616
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Great Lakes Aviation, Ltd.
Essential Air Service at Pierre, South Dakota

	Effective period:  
	June 30, 2006, until Big Sky Transportation Co. d/b/a Big Sky Airlines inaugurates service at Pierre, South Dakota.

	Service at Pierre:  
	12 nonstop round trips per week to Denver, Colorado.

	Intermediate stops and upline service:
	No other service to any intermediate or upline points is contemplated under the terms of this proposal; accordingly, no such service may be provided on subsidized flights without prior Department approval.

	Timing of Flights:
	Flights must be well-timed and well-spaced to ensure full compensation.

	Aircraft type:  
	Beech 1900-D turboprop aircraft (19 passenger seats).

	Subsidy Rate per Flight:
	$472.47


	Weekly Compensation Ceiling:
	$11,339.28



Note:  The carrier understands that it may forfeit its compensation for any flights that it does not operate in conformance with the terms and stipulations of the rate order, including the service plan outlined in the order and any other significant elements of the required service, without prior approval.  The carrier understands that an aircraft take-off and landing at its scheduled destination constitutes a completed flight; absent an explanation supporting subsidy eligibility for a flight that has not been completed, such as certain weather cancellations, only completed flights are considered eligible for subsidy.  In addition, if the carrier does not schedule or operate its flights in full conformance with this order for a significant period, it may jeopardize its entire subsidy claim for the period in question.  If the carrier contemplates any such changes beyond the scope of the order during the applicable period of these rates, it must first notify the Office of Aviation Analysis in writing and receive written approval from the Department to be assured of full compensation.  Should circumstances warrant, the Department may locate and select a replacement carrier to provide service on these routes.  The carrier must complete all flights that can be safely operated; flights that overfly points for lack of traffic will not be compensated.  In determining whether subsidy payment for a deviating flight should be adjusted or disallowed, the Department will consider the extent to which the goals of the program are met and the extent of access to the national air transportation system provided to the community.

If the Department unilaterally, either partially or completely, terminates or reduces payments for service or changes service requirements at a specific location provided for under this order, then, at the end of the period for which the Department does make payments in the agreed amounts or at the agreed service levels, the carrier may cease to provide service to that specific location without regard to any requirement for notice of such cessation.  Those adjustments in the levels of subsidy and/or service that are mutually agreed to in writing by the parties to the agreement do not constitute a total or partial reduction or cessation of payment.

Subsidy contracts are subject to, and incorporate by reference, relevant statutes and Department regulations, as they may be amended from time to time.  However, any such statutes, regulations, or amendments thereto shall not operate to controvert the foregoing paragraph.
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Great Lakes Aviation, Ltd.

	
	
	

	Weekly Round Trips
	12
	

	PIR-DEN Miles
	385
	

	Departures: (1,252 @ a 97.5% completion factor)
	1,221
	


	Block Hours: (Average Block Time = 1.57 hour per flight)
	1,912
	 

	Available Seat Miles (ASMs):
	8,929,421
	


	Passengers:
	14,000
	

	Average Net Fare:
	$117.02
	

	Revenue Passenger Miles (RPMs):
	5,390,000
	


	
	
	

	Passenger Revenue
	$1,638,280
	

	Other Revenue @ 0.62% of passenger revenue
	10,157
	

	   Total Revenue
	$1,648,437
	

	
	
	

	Direct Expenses:
	
	

	Flying Operations@ $155.72 per Block Hour
	$297,737
	

	Maintenance
	351,120
	

	Fuel and oil @ $274.50 per Block Hour
	524,844
	

	Aircraft and Hull Insurance
	274,219
	

	   Total Direct Expenses
	$1,447,920
	

	
	
	

	Indirect Expenses:
	
	

	
	$671,440
	

	  Total Indirect Expense
	$671,440
	

	
	
	

	Total Operating Expenses:
	$2,119,360
	

	Operating Loss:
	$470,923
	

	Profit @ 5% of Operating Expenses
	$105,968
	

	Economic Cost – Compensation Required
	$576,891
	


Compensation Calculation
� The Department granted Pierre a Small Community Air Service Development Pilot Program (SCASDPP) grant in 2003, which was for hiring an air service consultant and an advertising consultant, preparing a market (passenger) demand analysis including fare issues, and conducting a marketing campaign.  Nothing in our award of the EAS route to Big Sky conflicts with the community’s SCASDPP grant.


� See Appendix B for the calculation of this rate, which assumes the use of the aircraft designated.  If the carrier reports a significant number of aircraft substitutions, a revision of this rate may be required.


� See Appendix C, for the calculation of this rate.


�  $379,616 compensation, divided by 1,223 one-way completed departures, calculated as follows: 24 (one-way) flights per week * 52 weeks * 98% completion factor = 1,223 flights.


� Total of 24 (one-way) flights per week * $310.40 = $7,449.60.


� $576,891 compensation, divided by 1,221 one-way completed departures, calculated as follows: 24 flights (one-way) per week * 52 weeks * 97.5% completion factor = 1,221 flights.


� Total of 24 flights (one-way) per week * $472.47 = $11,339.28.


� PIR-DEN: 24 flights per week * 52 weeks * 97.5% = 1,221 departures.  (Note: Totals may not agree because of rounding).


� 1,221 flights * 385 miles * 19 seats = 8,929,421 Available Seat Miles (ASMs).  


� 14,000 passengers * 385 miles = 5,390,000 Revenue Passenger Miles (RPMs).
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