- 2 -


	Order: 2005-8-1 

	Served: August 10, 2005





         UNITED STATES OF AMERICA

   DEPARTMENT OF TRANSPORTATION

           OFFICE OF THE SECRETARY

                  WASHINGTON, D.C.

Issued by the Department of Transportation

	on the 5th day of August, 2005


	Essential Air Service at

HOBBS, NEW MEXICO

Under 49 U.S.C. 41731 et seq.
	Docket OST-2002-12800




ORDER

Summary

By this order, we are selecting Mesa Air Group, Inc., d/b/a Air Midwest (Air Midwest), to provide essential air service at Hobbs, New Mexico, consisting of two one-stop round trips each weekday and each weekend to Albuquerque with 19-passenger Beech 1900D aircraft for two years for an annual subsidy rate of $519,614.

Background

By Order 2003-9-15, September 22, 2003, the Department selected Air Midwest, a wholly-owned subsidiary of Mesa Air Group, Inc., to provide subsidized essential air service at Hobbs to Albuquerque, with 19-passenger-seat Beech 1900D aircraft, at an annual subsidy rate of $560,318.  That service was to consist of a minimum of two nonstop or one-stop round trips to Albuquerque each weekday and each weekend period.  By the terms of Order 2003-9-15, the selection period ends on August 31, 2005.  By Order 2005-5-11, May 19, 2005, the Department solicited proposals to provide essential air service for a new, two-year period, with subsidy support if necessary, at Hobbs.  Because the air carrier interest in providing essential air service in New Mexico was perceived to be competitive, Order 2005-5-11 advised carriers that the proposals they submitted would be their final and only proposals; i.e., their proposals should represent their “best and final” offer.  

The Department received a total of four proposal options in response to its solicitation from Air Midwest and Westward Airways, Inc.  These proposals are summarized below.  The complete proposals may be accessed online through the Department’s Dockets Management System at:  http://dms.dot.gov/ by doing a “simple search” on docket number 12800.

Proposals

Air Midwest submitted two options for service to Albuquerque and one option for service to Albuquerque and Dallas/Fort Worth with 19-passenger Beech 1900D aircraft.  Option One would provide two one-stop (over Roswell) round trips each weekday and each weekend for an annual subsidy rate of $619,195.  Option Two would provide two one-stop (over Carlsbad) round trips each weekday and each weekend for an annual subsidy rate of $519,614.  Option Three would provide two one-stop (over Carlsbad) round trips each weekday and each weekend and one nonstop round trip to Dallas/Fort Worth on Mondays, Wednesdays, and Fridays for an annual subsidy rate of $599,674.

Westward Airways would provide two round trips to Albuquerque each weekday and each weekend with single-engine, nine-passenger Pilatus PC-12 aircraft for $729,913 annually.

Community Comments

By letters dated July 1, 2005, we solicited the views of the Mayor and Airport Manager of Hobbs, as well as the Administrator, Aeronautics Division, New Mexico Department of Transportation, as to which carrier(s) and service option(s) they would prefer.  The comments we received are summarized below.
Lea County Airports Supervisor:
By letter dated July 8, 2005, the Lea County Airports Supervisor submitted comments stating that the “obvious and overwhelming choice” of the Lea County Commissioners and members of the general public in attendance at a July 5, 2005, meeting was to select Air Midwest.  Option Number Three offering two one-stop round trips each weekday and each weekend to Albuquerque and one nonstop round trip Mondays, Wednesdays, and Fridays to Dallas/Fort Worth with 19-passenger Beech 1900D aircraft was the preferred choice, followed by Option Two—two one-stop (over Carlsbad) round trips each weekday and each weekend to Albuquerque with 19-passenger Beech 1900D aircraft.

Decision on Carrier Selection
The community has expressed a preference for a service proposal from Air Midwest that would offer more capacity by providing additional service (three weekly round trips to Dallas/Fort Worth) at greater cost than the two-round-trip Albuquerque-only proposal we have before us.  To evaluate the need for this level of capacity, we have reviewed the summary of revenue passenger traffic data originally presented in Appendix B of Order 2005-5-11.  (The traffic summary is also contained in Appendix A of this order.)  

We note that while Hobbs exhibited traffic growth in 2004 over the levels experienced in 2002 and 2003, the current traffic level does not approach pre-September 11 levels.  We note particularly that the 2,154 origin-destination passengers generated during the twelve months ended October 31, 2004, could be accommodated on two round trips at an average load factor of 8.9 percent.  In short, we do not find evidence that passenger demand is exerting the level of pressure on capacity that would continue to warrant service beyond two round trips to Albuquerque with 19-passenger aircraft.  As we have said in other, similar proceedings, it is important to note that the Essential Air Service Program provides a safety net level of service, and not necessarily all of the service that communities might prefer.

In selecting a carrier to provide subsidized essential air service, 49 U.S.C. 41733(c)(1) directs us to consider four factors: (a) scheduled service reliability; (b) contractual and marketing arrangements with a larger carrier to ensure service beyond the hub; (c) interline arrangements that the applicant has made with a larger carrier at the hub; and (d) community views, giving substantial weight to the views of the elected officials representing the users.  In addition, we have always given weight to the applicants’ relative subsidy requirements.

After a thorough review of the carriers’ proposals and the communities’ comments, we have decided to select Air Midwest to provide essential air service at Hobbs for a two-year period.  Our decision is consistent with statutory criteria, particularly with respect to Air Midwest’s service reliability and its interline arrangements with other carriers.  Our decision grants the community its preferred carrier and its second choice of service options between Hobbs and Albuquerque.  (We will, however, permit the carrier to stop at either Carlsbad or Roswell.)  The carrier’s proposed service and subsidy levels are reasonable, and the carrier’s service at its other subsidized essential air service communities continues to be satisfactory.

As noted above, Westward Airways is no longer an operating air carrier.  In addition, its proposal contemplates the use of a single-engine aircraft.  Under 49 U.S.C. 41732, Hobbs is guaranteed service with aircraft having at least two engines.  While a community may waive its right to multi-engine aircraft service, Hobbs has not done so.  Hence, Westward Airways’ proposal is not selectable.  The remaining applicant—Air Midwest Airlines—enjoys community support and offers meaningful subsidy savings.

Given the community support and the disparity in the amount of subsidy required to support these proposed services, we believe that the overall objectives of the Essential Air Service Program are best served by the selection of Air Midwest Airlines.  Its proposal would provide Hobbs with two round trips to Albuquerque each weekday and each weekend with 19-passenger-seat Beech 1900D aircraft for an annual subsidy rate of $519,614.

We shall make this selection at Hobbs contingent upon the Department’s receiving properly executed certifications from Air Midwest that it is in compliance with the Department’s regulations regarding drug-free workplaces and nondiscrimination, as well as the regulations governing lobbying activities.

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 2005-7-4, July 6, 2005, in connection with its essential air service at Carlsbad, New Mexico.  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 Mesa/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 Hobbs, New Mexico, as described in Appendix C;
2. The Department sets the final subsidy rate for Mesa Air Group, Inc., d/b/a Air Midwest, for the provision of essential air service at Hobbs, New Mexico, as described in Appendix C, 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 ceiling set forth in Appendix C, and shall be determined by multiplying the subsidy-eligible flights completed during the month
 to Albuquerque by $429.08;

3. We direct 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 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;

4. Docket OST-2002-12800 will remain open until further order of the Department; and

5. We will serve copies of this order on the Mayor and Airport Managers of Hobbs, New Mexico; the Director, Division of Aeronautics, New Mexico Department of Transportation; Mesa Air Group, Inc., d/b/a Air Midwest, Inc.; and Westward Airways, Inc.

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
Essential Air Service at Hobbs, New Mexico

Average Daily Passenger Enplanements Computed from

Historical Origin-Destination Passenger Traffic

	Year

ended
	Origin-

destination

passengers 

	Average

annual

enplanements 

	Average

enplanements

per service day 


	
	
	
	

	12/31/1985
	10,107
	5,054
	16.1

	12/31/1986
	7,393
	3,696
	11.8

	12/31/1987
	6,708
	3,354
	10.7

	12/31/1988
	6,521
	3,260
	10.4

	12/31/1989
	5,994
	2,997
	9.6

	12/31/1990
	5,778
	2,889
	9.2

	12/31/1991
	6,094
	3,047
	9.7

	12/31/1992
	6,406
	3,203
	10.2

	12/31/1993
	7,152
	3,576
	11.4

	12/31/1994
	7,395
	3,698
	11.8

	12/31/1995
	5,380
	2,690
	8.6

	12/31/1996
	7,071
	3,536
	11.3

	12/31/1997
	8,788
	4,394
	14.0

	12/31/1998
	6,780
	3,390
	10.8

	12/31/1999
	3,933
	1,966
	6.3

	12/31/2000
	4,932
	1,644
	7.9

	12/31/2001
	5,223
	2,612
	8.3

	12/31/2002
	1,880
	940
	3.0

	12/31/2003
	1,846
	923
	2.9

	
	
	
	

	10/31/2004
	2,154
	1,077
	3.4


Mesa/Air Midwest Transportation Co. d/b/a Mesa/Air Midwest Airlines

Provision of Essential Air Service at Hobbs, New Mexico

Calculation of Compensation Requirement

	Aircraft type
	Beech 1900D

	Seats per departure
	19

	Average completion factor:
	97%

	Departures:
	1,211

	Block hours:
	625

	Revenue passenger-miles:
	193,710

	Available seat-miles:
	1,518,042


	Operating revenue:
	
	
	
	

	
	Passenger revenue:
	
	Average
	Total

	
	
	
	Passengers
	fare
	revenue

	
	
	HOB-ABQ
	2,935
	$99.97
	$293,412

	
	Other revenue
	0.01
	$293,412
	2,934

	Total operating revenue
	
	
	
	$296,346


	Operating expense:
	
	
	
	

	
	Direct operating expense:
	
	
	

	
	
	Crew and training
	$136.80
	per block hour
	$85,501

	
	
	Hull insurance
	$6.93
	per block hour
	4,334

	
	
	Fuel and oil
	$270.20
	per block hour
	168,873

	
	
	Maintenance
	$389.90
	per block hour
	243,689

	
	
	Aircraft rent
	$71.04
	per block hour
	44,400

	
	Total direct operating expense
	$874.88
	per block hour
	$546,797

	
	
	
	
	
	

	
	Indirect operating expense
	
	
	

	
	
	Reservations and GDS expense
	$0.132574
	per RPM
	$25,681

	
	
	Marketing
	$5,000
	per subsidized point
	5,000

	
	
	Station and departure expense
	$124.22
	per departure
	150,428

	
	
	Capacity-related expense
	$0.018322
	per ASM
	27,813

	
	Total indirect operating expense
	
	
	$208,923

	
	
	
	
	

	Total operating expense
	
	
	$755,720


	Operating loss
	
	
	$497,160

	Profit element
	5% of total operating expense
	$755,720
	37,785

	Interest expense
	$35.93
	per block hour
	22,454

	Compensation requirement
	
	$519,614


Mesa/Air Midwest Transportation Co. d/b/a Mesa/Air Midwest Airlines

Essential Air Service To Be Provided at Hobbs, New Mexico

	Effective Period:
	Date carrier inaugurates two-round-trip service, or 90 days from the date of service of this order, whichever occurs first, through May 31, 2007.

	Scheduled Service: 
	Two round trips each weekday and each weekend to Albuquerque.

	Intermediate stops and upline service:  
	The carrier may make an intermediate stop at Carlsbad or Roswell on flights between Hobbs and Albuquerque.  No service to any other intermediate point is contemplated under the terms of the carrier’s proposal; accordingly, no such service may be provided on subsidized flights without prior Department approval.

Points upline from Hobbs may be served on subsidized flights.

	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:  
	$519,614.
This rate assumes an annual completion factor of 97 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 Albuquerque Flight: 
	$429.08 


	Weekly Compensation Ceiling:
	$10,297.92 



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 parities 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.

�  Subsequent to submitting this proposal, on July 24, 2005, Westward Airways ceased all operations.


� Subsidy-eligible departures are defined as each arrival from and departure to the hub from the essential air service point.


�  See Appendix C for calculations.


�  Source:  U.S. Department of Transportation, Bureau of Transportation Statistics, Form 298-C, 


Schedule T-1, and Form T-100 for traffic reported by Mesa Airlines and Air Midwest.


�  Origin-destination passengers divided by two.


�  Average annual enplanements divided by 313 effective annual service days, except for leap years (314 effective annual service days).


� $519,614 divided by 1,211 annual departures as shown in Appendix B, page 1.


� 24 flights per week multiplied by $429.08 per flight.
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