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	Order: 2002- 12 - 8

	Served:  December  13 , 2002





         UNITED STATES OF AMERICA

   DEPARTMENT OF TRANSPORTATION

           OFFICE OF THE SECRETARY

                  WASHINGTON, D.C.

Issued by the Department of Transportation

	on the  10 th day of December, 2002


Essential Air Service at

IRON MOUNTAIN/KINGSFORD, MICHIGAN 
under 49 U.S.C. 41731 et seq.
Docket OST-1999-5175

ORDER SELECTING CARRIER

Summary

By this order, the Department is selecting Astral Aviation, Inc. d/b/a Skyway Airlines (Skyway), operating as Midwest Express Connection, a wholly owned subsidiary of Midwest Express Airlines, to provide subsidized essential air service (EAS) for a two-year period at Iron Mountain/Kingsford, Michigan, at an annual rate of $478,693.  (See Appendix A for a map.)

Background and Decision

On October 22, 2002, the Department issued Order 2002-10-26 that, among other things, selected Skyway to provide subsidized EAS at Manistee/Ludington, Michigan, and at Ironwood, Michigan/Ashland, Wisconsin, and deferred action on selecting a carrier to provide subsidized EAS at Iron Mountain/Kingsford.
  To serve Iron Mountain, Great Lakes proposed to provide three nonstop round trips on weekdays and weekends to O’Hare with 19-seat Beech 1900D aircraft for an annual subsidy of $674,328.  Skyway originally proposed three round trips on weekdays and weekends to Milwaukee with 19-seat Beech 1900D aircraft for an annual subsidy of $398,638.  All of Skyways’ proposed Iron Mountain service also served Escanaba on the same flights -- as an intermediate stop on two round trips a day and as an upline stop on one round trip a day.  Mesa Air Group, on behalf of its wholly owned subsidiary, Air Midwest, proposed three non-stop round trips on weekdays and weekends to Chicago O’Hare with 19-seat Beech 1900Ds for an annual subsidy of $529,442.  The community initially supported the selection of Great Lake’s Chicago O’Hare service, but now supports Skyway’s Milwaukee service proposal.

Given the large difference in subsidy of Great Lakes’ proposal compared to those submitted by Skyway and Air Midwest, the Department would typically select the less expensive option.  In spite of the fact that Great Lakes’ subsidy proposal compared to Skyway’s was about $276,000 (70 percent) higher, we did not do that in this case because of the very strong community preference for Great Lakes’ service to Chicago.  Rather, by Order 2002-10-26, the Department provided a 20-day period for the carrier and the community to make a good faith effort to come up with a plan to narrow the large gap between Great Lakes’ proposal and Skyway’s.  Unfortunately, the community and Great Lakes have been unable to lower the subsidy cost.  In fact, Great Lakes, in reexamining its revenues and expense elements in its original proposal, has now determined that it would not be able to provide its proposed service at the original $674,328 level, principally because as its operations at O’Hare continue to shrink, the unit costs of serving the O’Hare hub escalate rapidly.
  As a practical matter, then, Great Lakes is no longer a viable applicant.

When it became apparent to the Iron Mountain community that Great Lakes was unable to lower its subsidy cost, the community switched its support to Skyway.  At the same time, we received complaints from both Iron Mountain and Escanaba regarding Skyway’s proposal to tie both communities together on the same routing to Milwaukee.
  Both communities expressed similar concerns regarding a reduction in seat capacity from their current service if the flights were routed to and from an intermediate or beyond community, e.g., over an Iron Mountain-Escanaba-Milwaukee routing.  To address both Iron Mountain and Escanaba’s concerns, on November 8, Skyways amended its proposal to provide additional service for both communities, resulting in a 50 percent increase in available seats for Iron Mountain and also increased capacity for Escanaba for an additional $80,000 a year in subsidy.  Skyways basically made two changes to its original proposal.  Instead of all three round trips each day serving both Iron Mountain and Escanaba to Milwaukee, under its revised proposal, one round trip a day would be shared with Marquette, one round trip a day would be shared with Escanaba, and one round trip a day would serve only Iron Mountain-Milwaukee.  In addition, two of Iron Mountain’s round trips will be nonstop instead of just one.  As a result of adjusting its Iron Mountain proposal, Skyway’s subsidy requirement increased to $478,693 to cover the cost of increased flying and adding additional seats to both Iron Mountain and Escanaba.  While 

we are reluctant to accept Skyway’s later proposal, we nonetheless find it preferable to the proposal submitted by Air Midwest, as Air Midwest requires more subsidy and does not have community support.  Thus, we find that the improvements in service for both Iron Mountain and Escanaba justify the additional $80,000 in subsidy.  We will therefore select Skyway to serve Iron Mountain/Kingsford for a two year period at the proposed subsidy rate of $478,693 per year.  Service will consist of three round trips on weekdays and weekends to Milwaukee with 19-seat Beech 1900D aircraft.  Four of the six one-way flights each weekday and weekend will be provided nonstop to and from Milwaukee, and the remaining two will be provided one-stop, one via Escanaba, and one via Marquette, Michigan.

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.  Skyway was found fit to provide scheduled passenger service as a Part 121 air carrier by the Department in 1998, and we recently confirmed its fitness in Order 2002-10-26 when the Department found the carrier fit to operate as a commuter air carrier and capable of providing reliable essential air service at Manistee/Ludington, Michigan, and at Ironwood, Michigan/Ashland, Wisconsin.
   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 Skyway is fit. Based on the above, we find that Skyway is fit to provide

the essential air transportation at issue in this case.

Carrier Transition 

Because this case involves a change in essential air service carriers, we expect Great Lakes and Skyway to work together to make a smooth transition.  In that regard, before Great Lakes suspends its service at Iron Mountain 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 assist them in making alternative travel arrangements.

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

ACCORDINGLY,
1.  The Department selects Astral Aviation, Inc. d/b/a Skyway Airlines, to provide essential air service at Iron Mountain/Kingsford, Michigan, as described in Appendix B for the two-year period beginning when the carrier commences service as proposed; 

2.  The Department sets the final rate of compensation for Astral Aviation, Inc. d/b/a Skyway Airlines, for the provision of essential air service at Iron Mountain/Kingsford, Michigan, as described in Appendix B for the two-year period beginning when the carrier commences service, 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 B and shall be determined by multiplying the subsidy-eligible flights each way completed during the month by $265.94;

3.  The Department directs Astral Aviation, Inc. d/b/a Skyway Airlines 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 Astral Aviation, Inc. d/b/a Skyway Airlines continues to be fit, willing and able to operate as a certificated air carrier and capable of providing reliable essential air service at Iron Mountain/Kingsford, Michigan;

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

6.  We will serve copies of this order on the Mayor of Iron Mountain,

Michigan;  the managers of the Ford Airport (Iron Mountain/Kingsford), the Governor of Michigan; the Michigan Bureau of Aeronautics; Great Lakes Aviation, Ltd., Mesa Air Group, Inc., d/b/a Air Midwest, Inc., Astral Aviation Inc., d/b/a Skyway Airlines, and Midwest 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/
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Astral Aviation, Inc., d/b/a Skyway Airlines

Proposal To Provide Essential Air Service at Iron Mountain/Kingsford, Michigan
Summary of Service To Be Provided

	Effective period:  
	Date of inauguration of service through the final day of the twenty-fourth month thereafter.


	Service:  
	3 round trips each weekday and each weekend to Milwaukee.


	Intermediate stops and upline service:  
	An intermediate stop is permitted at Escanaba or Marquette, Michigan, on no more than two of the six one-way flights to be operated each weekday and each weekend.

Service upline from Iron Mountain/Kingsford is limited to Escanaba or Marquette, Michigan.


	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:  
	$478,693.
This rate assumes an annual completion factor of 95.85 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:
	$265.94


	Compensation ceiling each week:
	$9,573.84



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.
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Astral Aviation, Inc., d/b/a Skyway Airlines

Proposal To Provide Essential Air Service at Iron Mountain/Kingsford, Michigan
Summary of Service To Be Provided

Note (Continued):

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.
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	Astral Aviation, Inc. d/b/a Skyway Airlines

	Essential Air Service at Iron Mountain, Michigan

	Compensation Calculation 

	
	
	
	
	
	
	
	

	Operating Statistics:
	
	
	
	
	
	

	IMT-ESC
	
	
	IMT-MKE
	
	
	IMT-MQT
	

	Segments:
	300 
	
	Segments:
	1,200 
	
	Segments:
	300 

	Miles:
	50 
	
	Miles:
	198 
	
	Miles:
	51 

	Block Time:
	0.45 
	
	Block Time:
	1.0 
	
	Block Time:
	0.5 

	Block Hours:
	135 
	
	Block Hours:
	1,200 
	
	Block Hours:
	135

	ASMs:
	285,000 
	
	ASMs:
	4,514,400 
	
	ASMs:
	290,700 

	Skyway Revenue:
	
	Passengers
	Avg Fare
	Revenue
	
	

	MKE-IMT Locals @ $101:
	
	2,700 
	$101
	$272,700 
	
	

	Connects to Skyway Markets:
	
	2,040 
	151
	309,020 
	
	

	Connects to Midwest Express Markets:
	4,808 
	65
	312,520 
	
	

	Connects to Codeshare Markets:
	
	298 
	65
	19,370 
	
	

	
	
	
	9,846 
	
	$913,610 
	
	

	Direct Operating Expenses:
	
	
	
	
	
	

	Aircraft Lease
	
	$36,000.00
	/month
	65%
	of aircraft
	
	$279,753

	Property Taxes
	
	200.00
	/year
	
	
	
	200

	Hull Insurance
	
	0.47
	/$100 value
	$3.0 M 
	aircraft value
	
	9,131

	Liability Insurance
	1.42
	/MRPMs
	
	
	
	3,202

	War Insurance
	
	1.25
	/pax
	$7.50
	/segment
	
	25,808

	Fuel
	
	1.10
	/gallon
	125
	gal/block hour
	202,125

	Flying Operations
	142.66
	/flight hour
	1,250 
	flight hrs @ 85%
	178,256

	Crew Rooms
	
	55.00
	/room
	600
	room nights
	
	33,000

	Maintenance
	
	76.67
	/flight hour
	1,250 
	flight hrs @ 85%
	95,797

	Engine Reserves
	
	80.20
	/flight hour
	1,250 
	flight hrs @ 85%
	100,215

	   Total Direct Operating Expenses
	
	
	
	
	
	$927,486

	Station Expenses:
	
	
	
	
	
	

	IMT Landing Fees
	$0.50
	/MLBs
	$900
	landings
	
	$7,245

	Airport Passenger Costs
	1.50
	/passenger
	9,846 
	passengers
	
	14,769

	IMT Facilities Rent/Fees
	2,000.00
	/month
	$11,500 
	(per airport director)
	35,500

	IMT Hangar 
	
	2,000.00
	/month
	
	
	
	24,000

	IMT Labor
	
	26,136.00
	/station manager
	
	
	26,136

	
	
	20,328.00
	/CSR (3)
	
	
	
	60,984

	Deicing
	
	100.00
	/event 
	50
	events
	
	5,000

	MKE Landing Fees
	1.67
	/MLBs 
	600 
	landings
	
	16,132

	MKE Turn Costs
	
	25.00
	/turn 
	600 
	turns (departures)
	
	15,000

	MQT Landing Fees
	10.00
	/landing
	150 
	landings
	
	1,500

	MQT Turn Costs
	
	100.00
	/turn 
	150 
	turns (departures)
	
	15,000

	ESC Landing Fees
	5.00
	/landing 
	150 
	landings
	
	750

	ESC Turn Costs
	
	75.00
	/turn 
	150 
	turns (departures)
	
	11,250

	   Total Station Expenses
	
	
	
	
	
	$233,266
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	Astral Aviation, Inc. d/b/a Skyway Airlines

	Essential Air Service at Iron Mountain, Michigan

	Compensation Calculation (Continued)

	General & Administrative:
	
	
	
	
	
	

	Revenue Accounting
	$1.18
	/passenger
	
	
	
	$11,618

	Variable Overhead
	15.00
	/block hour
	
	
	
	22,050

	Advertising
	
	5000.00
	/year
	
	
	
	5,000

	Frequent Flyer
	
	0.93
	/passenger
	
	
	
	9,157

	Booking Fees
	
	3.21
	/passenger
	
	
	
	31,606

	Reservations - Labor
	2.33
	/passenger
	
	
	
	22,941

	Res - Communications
	1.19
	/passenger
	
	
	
	11,717

	Commissions
	
	5.6%
	of passenger revenue
	
	
	
	51,162

	    Total General & Administrative Expenses
	
	
	
	
	$165,251

	Total Expenses
	
	
	
	
	
	
	$1,326,003

	Operating Loss
	
	
	
	
	
	
	$412,393

	Profit Element @ 5% of Total Operating Expenses
	
	
	
	66,300

	Compensation Requirement
	
	
	
	
	
	$478,693


� Order 2002-10-26 also requested proposals from carriers interested in serving Oshkosh, Wisconsin.  We will handle that case in a separate carrier-selection proceeding.


� Order 2002-10-16 selected Skyways to replace Great Lakes as the subsidized EAS carrier at both Manistee/Ludington, Michigan, and Ironwood, Michigan/Ashland, Wisconsin.  After that decision was announced, Great Lakes filed a 90-day notice of its intent to terminate its O’Hare-Waterloo, Iowa, service, the only community other than Oshkosh that Great Lakes serves into O’Hare.


� While Escanaba is not directly involved in this proceeding, its current subsidy-free service to Milwaukee could be significantly impacted by Iron Mountain passengers’ blocking seats from Escanaba passengers on flights serving both communities to the Milwaukee hub.


� Order 98-7-6, July 8, 1998.


�  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.


� Annual compensation of $478,693 divided by 1,800 annual arrivals and departures, assuming a 95.85% completion factor (95.85% completion factor of 6 service day arrivals and departures x’s 313 service days).


� Subsidy rate per arrival or departure of $265.94 multiplied by 36 subsidy-eligible arrivals and departures each week.





_948866040

_1099824342

