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	Order:  2003-3-25

	Served:  April 3 , 2003





         UNITED STATES OF AMERICA

   DEPARTMENT OF TRANSPORTATION

           OFFICE OF THE SECRETARY

                  WASHINGTON, D.C.

Issued by the Department of Transportation

	on the 31st day of March, 2003


Essential Air Service at

CARLSBAD, NEW MEXICO 

under 49 U.S.C. 41731 et seq.
Docket OST-2002-12802

ORDER SELECTING CARRIER

Summary

By this order, the Department is selecting Air Midwest, a wholly-owned subsidiary of Mesa Air Group, Inc. (Air Midwest), to provide subsidized essential air service (EAS) for a prospective two-year period at Carlsbad, New Mexico, at an annual rate of $560,070 and an annual, past-period, hold-in rate of $432,979.  (See Appendix A for a map.)

Background

After Air Midwest filed a 90-day notice to suspend service at Carlsbad on May 24, 2002, the Department issued an order requiring the carrier to continue to serve the community while we solicited a replacement carrier through our normal procedure of requesting proposals for replacement service.
  

On March 14, 2003, we concluded rate discussions with Air Midwest and the carrier and staff agreed to three service/subsidy options, all to be provided with 19-seat Beech 1900D aircraft.  Under Option A, Air Midwest would provide Carlsbad with two nonstop round trips each weekday and weekend to Albuquerque for an annual subsidy of $453,611.  Option B would provide the community with three nonstop round trips each weekday and weekend to Albuquerque for an annual subsidy of $763,611.  Option C would provide Carlsbad with three round trips each weekday and weekend to Albuquerque:  two nonstop and one one-stop at Roswell, New Mexico, for $560,070 a year.

Community Comments

The community has requested more frequent service by way of a resolution adopted by the Governing Body of the City of Carlsbad.  The resolution incorporates by reference written comments Carlsbad received from many public and private agencies, organizations, and institutions in the region that support more frequent service.  Also, by a recent telephone call to the EAS staff from the manager of the Cavern City Airport, we learned of the community’s continued support for the service provided by Air Midwest, as well as the community’s continuing desire for additional service.  We have also received written comments from Carlsbad’s representatives in the U.S. Senate, the Honorable Pete V. Domenici and the Honorable Jeff Bingaman.  Both Senators expressed their support for the need to provide EAS subsidy to the community to help sustain frequent and convenient air service for the long term economic viability of the region, to attract new jobs, and to stimulate economic development.  Each also stressed the importance of air service to the various Federal facilities in the region, including the Department of Energy’s Waste Isolation Pilot Plant, as well as the need for officials to travel to Carlsbad from the Sandia National Laboratory and the Los Alamos National Laboratory.  Finally, both Senators echoed the community’s request to increase Carlsbad’s frequency of service to Albuquerque.  
Decision

We have decided to select Air Midwest’s Option C, as described above, to provide subsidized EAS at Carlsbad for a prospective two-year period, beginning when the carrier adds a third round trip to Albuquerque. 

Carlsbad has historically been a very strong traffic-generating community relative to other subsidized EAS communities.  That, of course, is why it has been served subsidy-free for years, up until Air Midwest recently filed a notice to terminate service.  From 1990 through 1998, the community generated an average of 9,800 enplanements a year, or 31 passengers a day boarding at Carlsbad, with a like number deplaning.
  Traffic began falling off after 1998, a fact that has only been exacerbated in the aftermath of the terrorist attacks of September 11.  Given Carlsbad’s long history of generating significant traffic levels, we are reluctant to subsidize only the statutory minimum of two round trips a day.  However, we are likewise reluctant to authorize an additional $310,000 per year for a third, nonstop round trip a day ($453,611 vs. $763,611), especially given the carrier’s passenger forecasts.  Air Midwest forecast 2,100 additional passengers a year compared to its two-round-trip option.  On the other hand, Air Midwest’s option for the third round trip stopping at Roswell costs only an additional $106,000 ($453,611 vs. $560,070) and the carrier has forecast an additional 1,900 passengers, only 200 fewer than it forecast for its nonstop, third round trip.

In an attempt to balance the community’s demonstrated ability to generate significant traffic levels with our fiscal responsibility for the overall EAS program, we will authorize subsidy for Air Midwest to provide a third (one-stop) round trip each weekday and weekend.  We expect the community to work closely with Air Midwest to attempt to restore passenger usage to pre-1998 levels.  If traffic levels do not increase significantly over the course of this two-year contract, we would seriously consider reducing subsidy levels to support only the statutory minimum of two round trips a day for the following two-year contract.  Based on all of the above, we will select Air Midwest’s Option C, to provide Carlsbad with three round trips each weekday and weekend to Albuquerque; two nonstop and one, one-stop at Roswell, New Mexico, for a new, two-year period starting when the carrier begins to provide the additional round trip to Albuquerque, at an annual subsidy of $560,070, using 19-seat Beech 1900D aircraft.

Past Period

In addition to the above, we will compensate Air Midwest for the service it has provided Carlsbad for the period beginning on August 22, 2002, the 91st day after it first notified the community of its intent to suspend service, until it starts its three-round-trip-a-day service under Option C.
  Air Midwest’s annual compensation of $432,979 for the past period is based on the carrier’s historical unit costs and its current service at Carlsbad of two weekday and weekend round trips to Albuquerque.

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.  We last found Air Midwest fit by Order 2002-7-2, July 1, 2002, in connection with its essential air service at several communities in Arkansas, Oklahoma and Texas.  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 Air Midwest is fit.  Based on the above, we find that Air Midwest 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 Mesa Air Group, Inc., d/b/a Air Midwest, to provide essential air service at Carlsbad, New Mexico, as described in Appendix C for the two-year period commencing on the date the carrier actually begins to provide three weekday and weekend round trips to Albuquerque; 

2.  The Department sets the final rate of compensation for Mesa Air Group, Inc., d/b/a Air Midwest, for the provision of essential air service at Carlsbad, New Mexico, as described in Appendix C for the two-year period described above, payable as follows:  for each calendar month during which essential air service is provided, the amount of compensation shall be subject to the weekly ceiling set forth by Appendix C and shall be determined by multiplying the subsidy-eligible flights each way completed during the month by $304.22;

3.  The Department sets the final rate of compensation for Mesa Air Group, Inc., d/b/a Air Midwest, for the provision of essential air service at Carlsbad, New Mexico, as described in Appendix D for the period beginning on August 22, 2002, and ending when the carrier inaugurates a third round trip each weekday and weekend, payable as follows:  for each calendar month during which essential air service is provided, the amount of compensation shall be subject to the weekly ceiling set forth by Appendix D and shall be determined by multiplying the subsidy-eligible flights each way completed during the month by $352.88;

3.  The Department directs Mesa Air Group, Inc., d/b/a Air Midwest, 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 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.  Copies of flight logs for aircraft sold or disposed of must be retained.  The carriers may forfeit its compensation for any claim that is not supported under the terms of this order;
4.  We find that Mesa Air Group, Inc., d/b/a Air Midwest, continues to be fit, willing and able to operate as a certificated air carrier and capable of providing reliable essential air service at Carlsbad, New Mexico;

5.  This Docket will remain open until further order of the Department; and

6.  We will serve copies of this order on the Mayor and airport manager of Carlsbad, the Governor of New Mexico, the Aviation Division of the New Mexico State Highway and Transportation Department, and Mesa Air Group, Inc., d/b/a Air Midwest.
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/

Appendix A

Area Map
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Appendix B

Mesa Air Group, Inc., d/b/a Air Midwest, Inc.
Proposal to Provide Essential Air Service at Carlsbad, New Mexico
Calculation of Annual Compensation Requirement

(Option A: Two-Round-Trip Prospective Service – For Comparison Purposes)

	Mileage:
	CNM-ABQ
	230

	Departures:
	CNM-ABQ
	1,227

	Block hours
	
	1,325

	Available seat-miles
	
	5,361,990

	Revenue passenger-miles
	
	1,357,000

	Estimated completion factor
	
	0.98


	Operating revenue:
	
	
	

	
	Passenger
	5,900
	CNM-ABQ passengers @ $117.65 average fare
	$694,135

	
	Other
	0.01
	of passenger revenue of $694,135
	6,941

	Total operating revenue
	
	
	$701,076


	Operating expense:
	
	
	
	

	Direct operating expense:
	
	
	
	

	  Crew and training
	$135.00
	per block hour
	1,325
	$178,875

	  Fuel and oil
	$121.43
	per block hour
	1,325
	160,895

	  Hull insurance
	$13.30
	per block hour
	1,325
	17,623

	  Maintenance
	$251.27
	per block hour
	1,325
	332,933

	  Aircraft rent
	$82.09
	per block hour
	1,325
	108,769

	Total direct operating expense
	
	
	
	$799,095


	Indirect operating expense:
	
	
	
	

	  Traffic-related
	$0.072
	per revenue passenger-mile
	1,357,000
	$97,704

	  Marketing
	$5,000
	per EAS community
	1
	5,000

	  Capacity-related (a)
	$117.59
	per departure
	1,227
	144,283

	  Capacity-related (b)
	$0.01
	per available seat-mile
	5,361,990
	53,620

	  Total indirect operating expense
	
	
	
	$300,607


	Total operating expense
	
	
	
	$1,099,702

	Operating loss
	
	
	
	$398,626

	Profit element
	0.05
	Total operating expense
	$1,099,702
	54,985

	Compensation requirement
	
	
	
	$453,611
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Mesa Air Group, Inc., d/b/a Air Midwest, Inc.
Proposal to Provide Essential Air Service at Carlsbad, New Mexico
Calculation of Annual Compensation Requirement

(Option C: Two Nonstop and One One-Stop Round Trips – For a Two-Year Period Commencing When the Carrier Begins to Provide a Third Round Trip to Albuquerque)
	Mileages:
	CNM-ABQ
	230

	
	CNM-ROW
	68

	Departures:
	CNM-ABQ
	1,278

	
	CNM-ROW
	563

	
	Total
	1,841

	Block hours
	
	1,662

	Available seat-miles
	
	6,312,256

	Revenue passenger-miles
	
	1,794,000

	Estimated completion factor
	
	0.98


	Operating revenue:
	
	
	

	
	Passenger
	7,800
	CNM-ABQ passengers @ $117.65 average fare
	$917,670

	
	Other
	0.01
	of passenger revenue of $917,670
	9,177

	Total operating revenue
	
	
	$926,847


	Operating expense:
	
	
	
	

	Direct operating expense:
	
	
	
	

	  Crew and training
	$135.00
	per block hour
	1,662
	$224,370

	  Fuel and oil
	$121.43
	per block hour
	1,662
	201,817

	  Hull insurance
	$13.30
	per block hour
	1,662
	22,105

	  Maintenance
	$251.27
	per block hour
	1,662
	417,611

	  Aircraft rent
	$82.09
	per block hour
	1,662
	136,434

	Total direct operating expense
	
	
	
	$1,002,337


	Indirect operating expense:
	
	
	
	

	  Traffic-related
	$0.072
	per revenue passenger-mile
	1,794,000
	$129,168

	  Marketing
	$5,000
	per EAS community
	1
	5,000

	  Capacity-related (a)
	$117.59
	per departure
	1,841
	216,483

	  Capacity-related (b)
	$0.01
	per available seat-mile
	6,312,256
	63,123

	  Total indirect operating expense
	
	
	
	$413,774


	Total operating expense
	
	
	
	$1,416,111

	Operating loss
	
	
	
	$489,264

	Profit element
	0.05
	Total operating expense
	$1,416,111
	70,806

	Compensation requirement
	
	
	
	$560,070
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Mesa Air Group, Inc., d/b/a Air Midwest, Inc.

Proposal to Provide Essential Air Service at Carlsbad, New Mexico
Summary of Service To Be Provided 

(Option C: Two Nonstop and One One-Stop Round Trips – For a Two-Year Period Commencing When the Carrier Begins to Provide a Third Round Trip to Albuquerque)
	Effective period:  
	For a two-year period commencing when the carrier begins to provide a third round trip to Albuquerque, New Mexico.


	Service:  
	Two nonstop round trips each weekday and weekend to Albuquerque; one single-stop round trip each weekday to Albuquerque; and one round trip each weekend to Albuquerque with an intermediate stop on one one-way flight.


	Intermediate stops and upline service:  
	An intermediate stop may be made on one round trip a day at Roswell, New Mexico.

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

No limitation on service upline from Carlsbad is contemplated under the terms of this proposal.


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


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


	Annual compensation:  
	$560,070

These rates assume an annual completion factor of 98 percent.  A compensation ceiling is to be applied per calendar week such that service above that ceiling in one week cannot make up for service shortfalls in another week.

	Subsidy rate per arrival/departure:
	$304.22


	Compensation ceiling each week:
	$10,951.92
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Mesa Air Group, Inc., d/b/a Air Midwest, Inc.

Proposal to Provide Essential Air Service at Carlsbad, New Mexico
(Subsidy Calculation for Past Period Service – From August 22, 2002, Until the Carrier Begins Three-Round-Trip-a-Day Service)

	Mileage:
	CNM-ABQ
	230

	Departures:
	CNM-ABQ
	1,227

	Block hours
	
	1,325

	Available seat-miles
	
	5,361,990

	Revenue passenger-miles
	
	1,357,000

	Estimated completion factor
	
	0.98


	Operating revenue:
	
	
	

	
	Passenger
	5,900
	CNM-ABQ passengers @ $117.65 average fare
	$694,135

	
	Other
	0.01
	of passenger revenue of $694,135
	6,941

	Total operating revenue
	
	
	$701,076


	Operating expense:
	
	
	
	

	Direct operating expense:
	
	
	
	

	  Crew and training
	$135.00
	per block hour
	1,325
	$178,875

	  Fuel and oil
	$106.6
	per block hour
	1,325
	141,245

	  Hull insurance
	$13.30
	per block hour
	1,325
	17,623

	  Maintenance
	$251.27
	per block hour
	1,325
	332,933

	  Aircraft rent
	$82.09
	per block hour
	1,325
	108,769

	Total direct operating expense
	
	
	
	$779,445


	Indirect operating expense:
	
	
	
	

	  Traffic-related
	$0.072
	per revenue passenger-mile
	1,357,000
	$97,704

	  Marketing
	$5,000
	per EAS community
	1
	5,000

	  Capacity-related (a)
	$117.59
	per departure
	1,227
	144,283

	  Capacity-related (b)
	$0.01
	per available seat-mile
	5,361,990
	53,620

	  Total indirect operating expense
	
	
	
	$300,607


	Total operating expense
	
	
	
	$1,080,052

	Operating loss
	
	
	
	$378,976

	Profit element
	0.05
	Total operating expense
	$1,080,052
	54,003

	Compensation requirement
	
	
	
	$432,979
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Mesa Air Group, Inc., d/b/a Air Midwest, Inc.

Proposal to Provide Essential Air Service at Carlsbad, New Mexico
(Subsidy Calculation for Past Period Service – From August 22, 2002, Until the Carrier Begins Three-Round-Trip-a-Day Service)
	Effective period:  
	August 22, 2002, until the carrier begins three-round-trip-a-day service.

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

No limitation on service upline from Carlsbad is contemplated under the terms of this proposal.

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

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

	Annual compensation:  
	$432,979

This rate assumes an annual completion factor of 98 percent.  A compensation ceiling is to be applied per calendar week such that service above that ceiling in one week cannot make up for service shortfalls in another week.

	Subsidy rate per arrival/departure:
	$352.88


	Compensation ceiling each week:
	$8,469.12



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 
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Mesa Air Group, Inc., d/b/a Air Midwest, Inc.

Proposal to Provide Essential Air Service at Carlsbad, New Mexico
(Subsidy Calculation for Past Period Service – From August 22, 2002, Until the Carrier Begins Three-Round-Trip-a-Day Service – Continued)
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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Mesa Air Group, Inc., d/b/a Air Midwest, Inc.

Proposal to Provide Essential Air Service at Carlsbad, New Mexico
(Option B: Three-Round-Trip Prospective Service – For Comparison Purposes)
	Mileage:
	CNM-ABQ
	230

	Departures:
	CNM-ABQ
	1,840

	Block hours
	
	1,987

	Available seat-miles
	
	8,040,800

	Revenue passenger-miles
	
	1,840,000

	Estimated completion factor
	
	0.98


	Operating revenue:
	
	
	

	
	Passenger
	8,000
	CNM-ABQ passengers @ $117.65 average fare
	$941,200

	
	Other
	0.01
	of passenger revenue of $941,200
	9,412

	Total operating revenue
	
	
	$950,612


	Operating expense:
	
	
	
	

	Direct operating expense:
	
	
	
	

	  Crew and training
	$135.00
	per block hour
	1,987
	$268,245

	  Fuel and oil
	$121.43
	per block hour
	1,987
	241,281

	  Hull insurance
	$13.30
	per block hour
	1,987
	26,427

	  Maintenance
	$251.27
	per block hour
	1,987
	499,273

	  Aircraft rent
	$82.09
	per block hour
	1,987
	163,113

	Total direct operating expense
	
	
	
	$1,198,339


	Indirect operating expense:
	
	
	
	

	  Traffic-related
	$0.072
	per revenue passenger-mile
	1,840,000
	$132,480

	  Marketing
	$5,000
	per EAS community
	1
	5,000

	  Capacity-related (a)
	$117.59
	per departure
	1,840
	216,366

	  Capacity-related (b)
	$0.01
	per available seat-mile
	8,040,800
	80,408

	  Total indirect operating expense
	
	
	
	$434,254


	Total operating expense
	
	
	
	$1,632,593

	Operating loss
	
	
	
	$681,981

	Profit element
	0.05
	Total operating expense
	$1,632,593
	81,630

	Compensation requirement
	
	
	
	$763,611
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Air Passenger Traffic At Carlsbad, New Mexico

	Year
	Number of Annual Passengers

	Average Annual Enplanements

	Average Enplanements per Service Day


	1990
	17,580
	8,790
	28.1

	1991
	19,720
	9,860
	31.5

	1992
	20,210
	10,105
	32.2

	1993
	21,680
	10,840
	34.6

	1994
	19,320
	9,660
	30.9

	1995
	20,520
	10,260
	32.8

	1996
	20,330
	10,165
	32.4

	1997
	18,140
	9,070
	29.0

	1998
	18,960
	9,480
	30.3

	1999
	15,550
	7,775
	24.8

	2000
	13,900
	6,950
	22.1

	2001
	12,920
	6,460
	20.6


� See Order 2002-8-9, August 12, 2002.  Air Midwest originally notified the community on May 24, 2002, that it intended to suspend service.  However, the actual notice was not filed with the Department until July 11, 2002.  We have used the earlier date to calculate the required 90-day notice period for subsidy-eligibility purposes.


� Historical passenger traffic is attached as Appendix F.


�  The carrier has informally indicated that it would begin the third round trip on or about May 11.


�  The reason that Air Midwest’s two-round-trip option is higher for the prospective period than for its two-round-trip past-period service is that the prospective rate includes more recent, and higher, fuel costs.


�  See Appendix C 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 D 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.





� Annual compensation of $560,070 divided by 1,841annual arrivals and departures, assuming a 97.93% completion factor (97.93% completion factor of 6 service day arrivals and departures x’s 313 service days).


� Subsidy rate per arrival or departure of $304.22 multiplied by 36 subsidy-eligible arrivals and departures each week.


� Annual compensation of $432,979 divided by 1,227 annual arrivals and departures, assuming a 98.32% completion factor (98.32% x 6 service day arrivals and departures x 313 service days).


� Subsidy rate per arrival or departure of $352.88 x 24 subsidy-eligible arrivals and departures each week.


�  Source: U.S. Department of Transportation, Bureau of Transportation Statistics, Origination and Destination Survey (10% Sample) of Airline Passenger Traffic, via Data Base Products, Inc., for the period indicated, except for the 3rd Quarter of 2001 through the 2nd Quarter of 2002, which is from Form 298-C, Schedule T-1, as reported by Mesa Air Group, Inc., d/b/a Air Midwest.


�  Annual Passengers divided by two.


�  Average Annual Enplanements divided by 313 effective service days (314 service days in leap years).
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