Order 2000-%-23
UNITED STATES OF AMERICA
DEPARTMENT OF TRANSPMORTATION
OFFICE OF THE SECRETARY
WASHINGTON, D.C.

[ssued by the Department of Transportation
on the 25 day of September, 2000

Served: September 25, 2000

Inthe Matter of

U.5.-Ecuadar AN-Cargs Frequency Allocation Docket OST-2000-7513— o7 el

ORDER TO SHOW CAUSE

Summa

By this order, we tentatively grant Germnt Air Cargo, Inc., an exemption to conduct scheduled all-cargo

services in the T8 -Eouador market and tentatively allocate (Gemini three weekdy frequencies 1o conduct
such aperatiuns.

Background

Under the Air Transport Agresment between the United States and Ecoardor, LS. all-cargo carmiers may
operate a maxinwm of 13 round-wrip scheduled allcarge frequencies per weck over the moutes specified
in the annex of the agreement, wsing namaw-hody arcrafl or their wide-body equivalent.!

Frequency allocations for UL, camicrs are enrently as follows (based on narrow-hody airera ity
Challenge/ TIPS, 7, Amow Air, § and Kity Hawk Internationzl, 3.2

| The apreement provides Lhal 115, all-cargo curmiens ey pporsde secvices from the Uniled States via the itzronediate points of
Bfexico Cily, Megico, Guatemaly City, Guatemaly; San Salvador, E] Salvador; Sun Pedro Sula and Tepucigslpa, |Horduss;
Panamz Cily, Panama; Cali, Bagola, and Medelling, Colombia; to the cotervmmal points of Cauto and Guayaguib, Manlu and
Tatacunry, Eowudor, and beswond Tewador ta Tima, Peru; Sentiape, Chile; Bucnos Aires, Argoating, Lo Faz and Santa Crue,
Bobris; Asuncion, Parnguay; snd Rioe de Jancre and Sao Faulo, Brazil,

The agreement turtber provides that namrow-body aircrlt way be substineted, af the exclusive discretion of the desipmated
il line, by wide-body awciaft at the following rates of conversion: ote wadebody aiecral {E- FREL, DIC-10, &-3W), BT475E, B.
R, ar simklar siteiaft shall be eguivalant to 1.5 narraw-bedy aitereft (DC-8, B-707, B-T27, %737, B-157 MI2-80 o similar
aireraft), excepd thal one B-747- 100 ue similar aierall will be egpoivalent of bao narrow body sireraft, and one B 747 Cormbe
(writk masin dock carga) shall be equivalent to 1.5 namow-baedy passcnper aircratt and ons namow-toady all-careo ae aft.
2 Oeder 2000-6-7 sransferred Challenge’s Benader authority to United Farcel Savice. The same arcen granted Challepge an
inletim allocation of the seven weekly fieguencias fora pervod of sixomonths fooem e Gervice Jabe of Cnder 2000-6- 2 (ie
throuph Diecermber 12, 2000, pending receipt by VBS of the necessacy lireipm povemuent sutharizatens to conduct epoations
under tts own name The interiom grant was copdivivoed o slipulaie tha freguencies sonid cxpite and would revert aotomaticatly
to the Lepactment it they are ot ussd for a period of Y0 days  The conduien was etteetive snenediately with respect 1o
Challenge and wall also becore eftective tor Crated Parcel Bcovice whon it beging secvice in Lhe markel {See Order 2000-0-7 at
fr. (Erantinuad nest poge)



By Notice served June 13, 2000, the Drepartrment acknowledged that Kitty Hawk International was no
longer using its allocated three frequencies, hag stated it has no intention of re-entenng the 1.5.-Ecuzdor
market, and does not object to reallocation of the trequencies to another carrier. The Notice requested
that all interested carriers submit applications for the available frequencies in Docket OST-2000-7513.
The Notice slse consolidated previously filed applications into the established docket and provided thwsc
applican’s with the opportunity to supplement their earlier-filed applications if needed. The Netice

called for apphuations or supplernented appheations by June 22, 2000, answers thereto by June 27, 2000,
and replies to answers by Junc 30, 2006,

Applicaiions and Responsive Mleadings

Four carmniers { Asrow Air, Allag Air, Evergreen International, and Gemam Air Cargo) are seeking the
available three frequencies.? Armow Adir, the only scheduled cargo incumbent among them, secks to
increase its current frequency allocation from five to eight. Atlas Air, Evergreen Intemational Airlines,
and Gremind Al Cargo, as new entrants, request the necessary undetlyving exemption authority to prowide
scheduled all-cargo service in the US Ecuabar market, and they alse request allocation of three
frequencies to perform their proposed sll-cargo service 4.

Allapplicanis filed answers 1o the applications as well as replies.
Applications

Armow proposes to operate the three frequencies over 2 Miami-Guayaquil-Quite-Miami routing with
either DC-8-60 or L-1011F amerall, both of which are in its fleet and available for use. Artow states that
if the northbound paylead requires it, 1 will make a technical stop at Cali, Colombaa, and that it plans 1o
use fhe frequencies as soon as they are awarded. [t states that the DC-8-60 has the capacity of 75, 000G
pounds southbound and 72, 000 pounds northbound; the L-101 1T has the capacity of 118,000 to 120 004}
pounds southbound and 118, 000 pounds northbound; and the uge of wide-body aireraft in the market
will depend on daily and weckly Tequirements for Tift, which will be the only seagonal change anticipated
in ils schedules.? Astow states that if awarded three additional frequencics, it will provide 6 weekly
1;.5.-Ecuador Mlighs, Monday through Saturday ¢

Atlas proposes o operate two weekly frequencies for one weekly round-trip flight over a Miami-Bogota-
Ohato-Guayaquil-Miam routimg with B-747-200 aireraft and to use the fhird fiequency to operate an
adlitional round-tnp operation cvery ather weck by accunwlating Frequencies or an additional weckdy

[Continuationy
Crder 2000-5-% wwansierrad the aulhirity of Fine 4ir Services for Ecuador serviecs 1o amwow Adr, e, Arroa, which had an
ullacation of thics Foqieencies, thus seguired Fine's tweo Froqoen ccs, akme Accow s wial allocation fve weekly freyuencies
Killy Hawk was nauted American Tnternational Airways (ATAY af the lime it eeerved Ecsadur fregquency allocations, &A1& was
Fater acquined by Bitky Hawle, Lnc. (1ts current patsit curmpany] sql cecloates were rejssued g its present naene by Order
[T
K| Fae fur applied hut sobsegquently wathdraw its applicatiop. dmeripet Intematinnal fled an anseer o Everemen's application,
indwaling a pozaible inkerest in Eouador frequengies, but ubtimately clected nos o respond to our Moties mvibing applicatiens.,
4 carh alse sesks reute caration authoriyy

3 e D860 will require an inderrmediale fuel swep oor will pperate at 36,000 pounds nonstop. The F-F00 L el requate an
imermiediate fush stop and wall rocpare B weekly oguencies, which will reduze the auner of Fequencies operated week )y

i Az nered ahove, Artow acquired Finc's froquencies by Chrder 2MH0-2-5, thus eiving Amow ive weekly Fegquoencees. Hy betle
izl Aignst &, 2000, the Departnent requested A and Fne o clanfy the impact af the fransfer in Cedee 2000-8-3 o the

exaling applicaticns. Inoits Joint respanse weh Fine Aar, dated anguse 13, 20048, Aarew mads no ad|ssinents wos cuitent
applicalion.



onc-way operation. Attas states that its proposed aircraft has the capacity of 248,000 pounds but that
(Juito’s alttude restricts gross departure payloads with the mircralt to 200,000 pounds and that additional
northbound cargo can be inaded at Guayaquil up to a gross payload of 237,000 pounds. Atias states that
if the Department ducs not grant the three frequencies Atlay reguests, Atlas will accept a reduced
allocation of two frequencies, the minimum necesgary to support a round-trip service. Atlas states that it

will begin eperations as soom as govertiment approvals are received, but will continue serving the market
on a charter ststus pending government approval.

Evergreen requests three weekly frequencies to operate over a New York (JFK)-Miami-Quito-Guayaqugl-
Miami routing with B-747-100 or -200) aircraft from s ¢xisting fleet, having a 220,000-pound capacity.’
Evergreen states that its flights would be operated as a continuarion of its existing services between Asia
and New York, permitting conneclion of traffic between Evergreen service paints in Asia and Eeuador.
Evergreen states that it will operate an altemating pattern of service of ome flight per week and two
flights per week. 1f a determination is made that such zn approach is not permitted ander the 17 .8 .-
Ecuador Apreement, Evergreen contemplates it will tnect market deroand by taking advantage of the
liberal apportunity to operate additional sections, as the agrcement allows, Evergreen states that it can
begn service September 1, 2000, or seoner if government approvals are received.

Gemilli proposes twice weekly service with DC-10-30F arrerafl with an 180,000-pound capacity over a
Miami-Onito-Guayaquil-bliami routing. Germimi states that 1ts aiceraft is avaifable from itg flecel and that
the carrier will begin operations immedialely upon reccipt of the exemption. Gemini states that it has
operated charter services in the U.S Ecuador market, bul desires the authority to operate scheduled
service in order to provide a more consistent product to shippers and that its service proposal will insure
[all usape of the unallocated frequeneies and witl be dedicated to U.S.-Ecuador service.

Responsive pleadings

Each applicant argues that its proposal 13 the best of those presented and that the other applicant

proposals should be rejected, and each urges the Department to proceed to realloeate the frequencies
without delay.

Atlas, Evergreen and Gemini argue that an awaid to Arruw would not be in the puhlic interest because an
additional award of frequencies 1o Arrow could give it over 3% of the avalable ficquencies for the
TL5.-Ecuador market and would redoce the number of scheduled all-carpo camriers in the I.5.-Eeuador
market to twe. Thus, such an award would be anticompetitive.

ArTow argues that the proposals of Evergreen, Gemind and Atlas Tack the flexibility of more frequent
service with narrow-body aircraft; that the proposed operation of Atlas canngt be granted without the
Crepartment’s Dirst obtainmg asserances from the Brusdonan povernment that the service pattern
proposcd would be acceptable and that the Colombian governnent may not allow flights stopping in
Cotormbia and then continuing to points south of Colombia. Amrow assures the Department that its
present Ecuador all-carge serviee 15 proftable and that its additional service will also be profitalile.

Atlas argues that pesther Evergreen nor Geomm has siypubicant presence 1 the U S.-Ecundor market, that
they have only a modest presence in the hiami market, and that their proposals poorly match the needs
of the market. I further argues that there 5 no demand for New York-Beoador service as presented in

Twihile Evergrern’s application indicates the ramer may opesate to Lakacunda, b3 proposed service exhibit omits thal point.
Frverpreen’s spplucatich states its atcerait basa 100 ton copocity; its reply expilaing tal shat s DY meloe 1ons, which is e
gopuivalend ol 220000 pmmds.



Evergreen’s propoesal and that the carrtage of Asia-Ecuador raffic as proposed by Tvergreen docs not
advence U.8. aviation pobicy for U.5.-Ecuador frequencies. Atlas also argues that it would offier the best
capacity for the U3 -Ecuador market with tig B-747-200 zircraft. Aflas questions whether Gemini's
proposed DC-§0 service will offer the capacity alleged by Gemimi. Adlas maintains that it has proposed
Bogota oporations southbound to ensure economic viability of southbound operationz, but argues thal i
can eliminate Bogota on southbound pertions if Quite bound traffic demands full capacity.

Evergreen suggests that the Department zllecate two frequencies to Evergreen and then allocate the
remaining frequency to an incumbent. It argues that Gemini would have only 75% of the capacity of
Evergreen; that Atlas intends to split its capacity between Colombia and Ecuador, with southbound stops
in Bogota on flights between the U 5. and Ecuador, whercas Evergreen will dedicate flights exclusively
for Ecuador service; and that only Evergreen proposes service to Latacunga and competition for
Ecuatoriana by offering service between Ecuador and New York, Evergreen arpues that it will promote
this market in its own right, operating scheduled service in its own name to various points it is authorized
1o serve, and not {as 1s likely the case with Atlas or Gemini} on behalf of foreign carrier ACMI
vustomers. Evergreen argues that the addition of a B-747 operator will add a new level of flexibility to
the market and provide a mix of options that wall benefit shippers. Finally, Evergreen mainlains that (he
bilateral can be read to allow il proposed service as a means of using available frequencies and that with
the Armow/Fine merger the competitors in the market have been reduced to two and Armrow/Fine should

not be allowed to further increase the frequencics it holds and that the Department’s pro new-entrant
palicy should be applied.

Gemint argues that nothing in the Ecuador apreerment allows freguencics not used in one week to be
camed forward to the following or subsequent weeks. Gernim mamtains that the one wockly thight that
either Atlas or Evergreen would operate with a 747 aireraft will provide ess cargo capacily mthe U 5 -
Ecuvador market than the two weekly (emuni flights with its D{E-10-30F aireraft. In addition, in ssing the
B-747, Gemani argues, Atlas or Everpreen would either Jeave one [reguency unallocated or would result
in its allocalion 1 an incumbent carvier that has applied for additiona) frequencies. CGiemini notes that
Atlas will use a sighificant portion of its southbourd capacily to accommodate Cnlombia rather than
Ecuador capamiy. Genmini states that it operates extenaive scheduled und charler thghts 1o addition o its
ACMI service; that scheduled service makes up 2 substanhal and prowing portion of ils operations; that
Gemini would add competition in the market and that o will offer services with ils own airerait.

Tentative Decision

We have tentatively decided 1o granl Gemim Air Cargo an exempbion to aperalc ali-cargo services in the
U5 -Eeuador market and to allocate 11 three weekly frequencies to perfonm such service.

As noted above, the 115 -FEeuador bilatzral agreement Trmits the number of frequencies that (1.5, afl-
CATZ) CAITIErS MaY operale "Thus, we must determine which of the proposals before us will maximize use
of the available oiprhts under the agreeinent while bencBtings shappers and promounyg compelilion,

We tentatively view Gemint’s proposal as the one thet best accomplishes these goals. Gemin proposes
to affer the shipping public two woekly wide-body turnaround tliphts between Miarm and the Ecvadonan
points Quite amd Guayaqul. s proposed service wall ofler shippers a substantial degree of capueity on a

weekly busis, will be dedicated to the U.S.-Ecuador market, and will inwoduce a new compztitor in the
118 -Eeuador markel.

W tentatively tind that nome of the mher upphicants presents the zame combination of advantapes ag
Cremint. Whtle Arrow would flly vse the frequencies available, an award to Aovow wonld not masxomea



competition. Rather, it would significantly increase the services of an incumbent carrier that already
bolds coe-therd of the overzll available frequencies it the scheduled U.S.-Ecuador all-cargo rmarket and
would preclude a new 1.8 carrier from entering that market. By selecting Arrow, we would be limiting
the number of camicrs to the cxisting incumbents, limiling the scrvice options available to the shipping

public, and avoiding an opportunity to enhance the beneficial effects of competition. We tentatively
conchude that such a result would not be in the public tnterest,

As repards Atlas and Evergreen, we tentalively find, as the applicants themselves have recognized, that
theit propagals do not fall within the lerms of the bilateral agreement since the agreement provides fur a
set number of frequencies per week and not for accumulation of frequencies fiom one week to another,
We would consequently have no assurance of Ecuadorian willingness to permit either carrier 10 operate
as proposed. We tentatively conclude that we have no need to test such willingness in cicumstances
where another applicant, CGermind, has presented a proposal clearly within the bilaleral thal promises a
result that would fully serve the public intcrest. While Atlas and Evergreen have sugzested that we could
award them twe frequencies instead of three and thereby petroil & onco-weckly wide-body operation
within the limits of the bilateral (with the remaining narrow-bodied frequency gomg 1o an incumbent),
we tentatively find that the twice-weekly operations of Gemini’s wide-hady service would better use the
bilateral nights by affording the shipping public with more service uptions and a greater weekly capacity
and by better ensuring a viable market presence for the new entrant carmier vis-g-s the established
incumbents.

We have, therefore, tentatively decided that Gemini's proposed U.S.-Ecuador aperations will provide the

most benefits ta the shipping public through the inthsduction of competitive new-carrier service under the
tereng of the U5 -Ecnador bilatera! znd that Gemim shoutd be awarded the three available frequencics for
scheduled all-cargo service to Ecnador.

Conaditions:

Congsistent with pur practice with respect to awards in limited-entry markets, we propose to subject
Gemini's award in this casc to a 90-day startup condition, whereby it will be required to institute service
within 90 days ol a final award m Lhis proceeding,

We also tentatively propose 1o allocate the feequencies at issue here for an indefinite period as long as the
carmer continues to hold the underlying economic authonty o conduct the operations.

Finally, limtited fFequencies for U5, carowr service are extremely valuable rights under the bilateral and
we do not intend that they sbould be wasted. It has been ow normal practice to subject frequency
alinuations in limited-entry markets to a 30-day dormancy condition. Consstent with our =tandard
praciice, we propose to subyject the frequency altocabion awarded bere to the condition that it will expire
autormatically and whe frequencies wiil revert back to the Departiment it they are not nsed for any #-tiay
period. 5

ACCORDINGLY,

I We tentulivety (2] exempl Gemind A1 Careo Inc from the provisions of 49 1.5, € 41102 1o the
extent necessary to cngape in scheduled foreign air transportation of property and mail helween
Mianu, Flomda, on the one hand, und Qe and Guayaqual, Ecuadeor, on the otner hand, and 1o

E The domaaney penod will begin upon the sclocicd camier’'s inpugraticn of servace



mtegrate these services in order to provide the all-cargo services deseribed in this order: and (b)
allocate Lrerima Amr Cargo, Ine. lhree weekly frequencics (narmow-body aireraft or wide-body
equivalent) to conduct the authorized services, ¢ffective upon a final order in this proceeding,
and subject 1o a 90-day dormancy condition;

2. We entatively conclude that the exemption authority in ordering paragraph | above be effcctive
for a period of one year from the service date of a final order in this proceeding and that the
frequency allocation m ordening paragraph one be effective for an indefinite duration, subject to

a %0-day dormancy provision, sa long as Gemiti holds the tmderiyimg economic authority for
U.5.-Ecuador operations;

3. We teniatively deny the applications of Arruw A, Atlas Air, Inc_, and Evergreen Intcmmational
Airhnes, Inc. in Docket OST-2000-7513;

4. We direct any inleresled parties having vbjections to our tentative decisions in this ooder to file
their ohjechioms wath the Department, Dockets, Attcntion: Dockel OST-2000-7513, U5,
Department of Transportation, 400 7 Strect SW, Washington D}C 20590, 1o later than 10
calendar days frem the date of service of (s order; answers thereto shall be filed no later than
seven calendar days thereatter:”

5. T umely and properly supporicd objechions are filed, we will aceond full consideration to the
matters or issues raised by the objections before we take further action; '

6. If no objections are filed, we will decm all further procedural sicps 1o be waived and will proceed
to a final order,

7. We diamiss the application of Fine Air Services, filed in Drockel ONP-2000-7513: and

E. We will serve this order on Amerijet Iniemational, Inc.; Arrow Adr, Ing; Aflag Adr, Ine.;
Evergreen Interuational Airlines, Inc.; Fine Air Services, Inc.; Gemini Air Carge, Inc; Kitty
Hawk Intermational, Inc.; Polar Air Cargn, Inc ; the Amhassador of Ecuador in Washington 10;
and the United States Department of State (Ofhice of Aviation Mepahations).

By
S5USAN MCDERMOTT
Leputy Assistant Secretary for
Awiation and Intermational Atkars
(SEAL)

An electronic version af this dacwment is avaifable on the World Wide Web w1
hitp s dod govilireporisireport_avicfion. asp

¥ Tne arigineh subnnizsea 15 % be unbownd and without tabs om §147 0 11 while papet ases dark ink (oot greca] w Geilitite use
ot the Lapanment™s docket imeacing system

14 Sy oo e praviding far the fbing af ithpectiams unthis temialive lecizion, we wilk oot entertaim peninams fnt rennnsderatuen of
this nrder



