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         UNITED STATES OF AMERICA

   DEPARTMENT OF TRANSPORTATION

           OFFICE OF THE SECRETARY

                  WASHINGTON, D.C.

Issued by the Department of Transportation

	on the 27th  day of September, 2002 


Essential Air Service at

Gallup, New Mexico                       

under 49 U.S.C. 41731 et seq.






Served: October 2, 2002
                  Docket OST-1998-4706      

FINAL ORDER TERMINATING SUBSIDY 

SUMMARY

By this order, the Department is finalizing its earlier, tentative decision in Order 2002-7-7 to terminate the subsidy eligibility of Gallup, New Mexico, under the essential air service (EAS) program because the subsidy exceeds the $200 per passenger statutory ceiling.  

BACKGROUND

By Order 2000-6-8, June 9, 2000, the Department authorized an annual subsidy rate of $691,080 for Mesa Airlines, Inc. (Mesa), for the two-year period ending on October 31, 2001, to provide EAS at Gallup, consisting of 18 nonstop or one-stop round trips each week to either Phoenix or Albuquerque, with 19-seat Beech 1900D aircraft.  As we approached the end of that two-year contract period, we learned that other air carriers were interested in serving Gallup; hence, we issued Order 2001-9-5, September 10, 2001, in which we requested proposals to provide EAS for a new, two-year period.

Four carriers submitted proposals involving a variety of service features, e.g., service to different hubs and service with 19-seat, as well as 9-seat, aircraft.  Further, some of the applicants have a code-share relationship with major carriers and others do not.
  Yet, all of the proposals required so much subsidy, relative to the limited number of passengers using the service, that they all exceeded the statutory subsidy cap of $200 per passenger.

On July 2, 2002, the Department issued a show-cause order (Order 2002-7-7), tentatively concluding that the subsidy per passenger exceeded $200 and that Gallup is less than 210 miles from the Albuquerque International Airport, a medium hub, and thus not exempt from the $200 cap.  Consistent with longstanding procedures, we allowed interested persons 20 days to file objections to our tentative decision.

COMMUNITY OBJECTIONS

On July 9, 2002, the Honorable John Pena, Mayor of Gallup, filed a letter of objection on behalf of the City Council of Gallup and the Gallup community.  Objections were also filed by Congressman Tom Udall and Senator Jeff Bingaman.  Also, by letter dated July 25, 2002, the Honorable Kelsey A. Begaye filed an objection on behalf of The Navajo Nation.  In addition, the Regional Aviation Partners (RAP) filed a formal objection to the show-cause order on July 26, 2002.  

The City raises the following points in their objection:

· The Department has based its show-cause determination on incomplete passenger data.  The City supplied its own historical passenger data.

· The Department’s proposed action has been taken without consideration of the regional aspect of the local airport and its usage by the Navajo Nation, Zuni Nation, Hopi Nation, and smaller minority users who desperately need direct service to Phoenix International Airport.

· The combined size of the Gallup community, when added to the population of the Navajo Nation, provides a service area and size far in excess of other, smaller communities receiving subsidy.

· The Department should not single out nor discriminate against Gallup and should make data available showing how many, as well as, why other communities have had their subsidy eliminated.

The objection raised by the Navajo Nation addresses the inconvenience that members of the Navajo Nation, the Hopi, the Zuni, and the Jicarilla Apache Nations would face if they are “forced to travel three to six hours to access commercial air transportation.”

RAP submitted lengthy comments.  Most of RAP’s comments, however, go far beyond the scope of the situation at Gallup and recommend EAS program-wide changes that would require legislative action to implement.  

RAP’s Gallup-specific comments point out that using pre-1999 passenger data would result in a subsidy per passenger below the $200 cap.  Alternatively, RAP argues that the subsidy-per-passenger calculation be based on forecast passengers.

DECISION

After carefully considering the additional Gallup airport data and the objections we have received from and on behalf of the Gallup community, the Navajo Nation, and RAP, we have decided to affirm our tentative decision to terminate Gallup’s subsidy eligibility. 

The community has essentially made two arguments:  first, the passenger data that the Department relied on are not accurate and, second, the Department did not fully assess the breadth of the negative consequences of the community’s losing air service.

The Gallup airport submitted passenger data on July 17 for the years 1997 through 2000.  We have examined those data and find that they are, in fact, identical for the entire period to the data we used in the show-cause order, except for one month – deplaned passengers for May 1999 were missing from the community’s data.  If we add a reasonable estimate of the missing number, the data for the full year are the same for both the airport data and the Department’s Bureau of Transportation Statistics’ data – the data we used in making our tentative decision.
  
Because we fully appreciate the seriousness of terminating a community’s subsidy eligibility, we have also carefully reviewed the service proposals from prospective replacement carriers to see if there are any viable options at less than $200 per passenger.  The four carriers’ options vary widely in the type of service they would provide, yet all of them are well above the $200 per-passenger cap.  The least expensive proposal, in terms of subsidy cost, is Arizona Express’s option that is linked to a proposal it submitted to serve Show Low, Arizona, that would require an annual subsidy of $699,067.  However, even at this least expensive subsidy level, the subsidy-per-passenger would be $293 based on Gallup’s 2,382 passengers in calendar year 2000.
  For continuation of status-quo service, Mesa requires an annual subsidy of $1,071,045, or a subsidy-per-passenger of $450.
  The various proposals and their relative costs and subsidies per passenger are summarized in the table below.

	Carrier Proposals and Subsidy Cost per Passenger

	Carrier

	Annual Passengers from Carrier Proposals
	Actual Number of Gallup Passengers for 2000
	Subsidy Need from Carrier Proposals
	Subsidy Cost per Passenger Using 2000 Passengers (2,382)

	Mesa [Current Rate]
	3,756
	2,382
	$691,080
	$290.13

	Rio Grande
	2,200
	2,382
	$792,140
	$332.55

	Arizona Express
	3,500
	2,382
	$1,237,499
	$519.52

	Mesa A
	2,600
	2,382
	$1,071,045
	$449.64

	Mesa B
	2,150
	2,382
	$826,339
	$346.91

	Mesa (new – April 18, 2002)
	5,500
	2,382
	$1,073,530
	$450.68


Thus, there is no alternative under which we could continue to secure air service for Gallup at a subsidy-per-passenger even close to the $200 ceiling.  The Department is prohibited from subsidizing service at communities where subsidy amounts to more than $200 per passenger, unless they are more than 210 miles from the nearest large or medium hub.  Moreover, the Department does not have the discretion to waive the objective standards set by Congress for continued EAS program eligibility.

Finally, the Department is not discriminating against Gallup.  In the last two years, several communities failed to meet one statutory criterion or another.  For example, Hagerstown, Maryland, and Hickory, North Carolina, are both within 70 miles of a large or medium hub airport.  When the last remaining carrier filed to leave those communities, we were required to allow the carrier to suspend service.  Similarly, the subsidy per passenger at Utica, New York, went well over the $200 cap, thus making it ineligible for subsidy.
  Again, as required by statute, we permitted the carrier to suspend service at Utica.

In summary, there is no acceptable reason why the statutory ceiling of $200 per passenger should not apply to service at Gallup, and we are therefore required to terminate subsidy support for its scheduled service.  Interested carriers may, of course, provide scheduled service at Gallup at their own initiative at any time nor or in the future; our action here simply makes Gallup ineligible to receive subsidized air service.  We will allow Mesa to suspend it service at Gallup at any time on or after the service date of this order.

In an effort to provide an orderly and smooth shutdown in service, before Mesa terminates service, we expect it to contact all passengers holding reservations for travel after the suspension date, to notify them of the suspension of service and the availability of nearby air services, and to assist them in making alternate travel arrangements. 

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

ACCORDINGLY,

1.  We finalize our tentative finding and conclusions as set forth in Order 2002-7-7, July 2, 2002, and terminate the subsidy eligibility of Gallup, New Mexico, under the essential air service program not later than 45 days from the date of service of this order;

2.  Mesa Airlines, Inc. may terminate service effective on the service date of this order, provided that it contact all passengers holding reservations for travel after the suspension date to notify them of the suspension of service and the availability of nearby air services, and to assist them in making alternate travel arrangements; and

3.  We will serve a copy of this order on the Mayor and airport manager of Gallup, New Mexico, the Governor of New Mexico, the Aviation Division of the New Mexico State Highway and Transportation Department, Mesa Air Group, Inc., Rio Grande Air, AEX, Inc., and Arizona Express Airlines, Inc.

By:

READ C. VAN DE WATER
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
� In addition to Mesa, we received proposals from Rio Grande Air; AEX Air, d/b/a AEX, Inc.; and Arizona Express Airlines, Inc. 


� Congress first imposed that eligibility standard in fiscal year 1992 appropriations language and repeated it every year through fiscal year 1999.  Then, by P.L. 106-69, the Department of Transportation and Related Agencies Appropriations Act, 2000, Congress made it a permanent eligibility standard.  It does not set the maximum subsidy we may pay at $200 per passenger; rather, it totally disqualifies for subsidy any community where the cost per passenger exceeds that level.  See the table on page 4 for a review of subsidy amounts and passengers.





� Gallup also provided quarterly passenger enplanement data for various quarters from the 4th quarter of 1980 through the 3rd quarter 2000.  However, data are missing for extended periods, e.g., from the 3rd quarter of 1995 through 2nd quarter 1997.  One relevant time period for which we could match up data was for 1999, in which the community reported 1,214 enplanements – far fewer than the 2,119 that we used in the subsidy-per-passenger calculation in the show-cause order.


� Consistent with our recent practice at other EAS communities in the aftermath of September 11, we have not used post-September 11 data.


� Using 2001 passengers (1,681) would have resulted in even higher subsidy-per-passenger rates, $637 in the case of Mesa.


� The proposals submitted by AEX AIR, d/b/a AEX, Inc., are not included in this analysis because its Gallup proposals were each premised on its being selected to provide EAS at Show Low, Arizona, and Arizona Express was earlier selected to serve that community. 


� See Orders 2002-3-26, March 28, 2002; 2002-6-21, June 28, 2002; and, 2002-3-22, March 22, 2002.





_948866040

