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BRIEF OF FRONTIER AIRLINES, INC.


On April 1, 2004, Frontier Airlines, Inc. (“Frontier”), pursuant to 49 U.S.C. 40109, applied to the Department of Transportation (“Department”) for a two-year exemption from 49 U.S.C. 41101 and other provision of the Department’s rules to engage in scheduled foreign air transportation of persons, property, and mail between St. Louis, Missouri (“STL”) and Cancun, Mexico (“CUN”).

I. Background
On April 2, 2004, USA 3000 Airlines, primarily a charter operator, filed an application to operate in the STL-CUN route.  Champion Air
 also filed an application to serve this route.  

When Frontier filed its application, it stated that it would operate one STL-CUN roundtrip flight per week beginning on July 3, 2004.  On June 14 (75 days after Frontier originally filed for the STL-CUN service), due to a significant change in the timing of the Mexico proceeding, Frontier filed an amended application stating that as of November 2004, the new projected startup date, it would operate STL-CUN three times per week (Tuesday, Friday, and Sunday).  

II. USA 3000’s Misleading Statements
A. USA 3000 Frequency Reduces and Suspends Mexico Service

In attempting to support its application over Frontier, USA 3000 (“3000”) recognizing the deficiencies in its STL-CUN proposal, apparently decided that it would attempt to question Frontier’s schedules with misleading and contradictory statements.  For example, in its August 30 Rebuttal Exhibits, 3000 states that “Frontier has ‘Evolved’ its STL-CUN Proposal in Competitive Response to USA 3000’s.”  In response to this baseless comment, Frontier filed a one day a week schedule because it believed it would initiate the flight during the summer months when demand for Mexico service typically drops.  (3000 applied for STL-CUN after it learned that a true scheduled carrier, Frontier, was seeking approval for the route.)  When the award of the authority was delayed, Frontier put forth a fall/winter STL-CUN schedule to begin a three day per week service on November 7, 2004.  Frontier typically increases Mexico frequencies in early November, as it did for MCI-CUN and for other Mexican markets it serves.  Most carriers, including 3000, change the number of frequencies they operate during different seasons.  3000 regularly reduces frequencies in the Mexico markets it serves (see Rebuttal Exhibits of USA 3000 Airlines).  In the Baltimore-Cancun market, 3000 operates one weekly flight during certain weeks, two weekly flights during certain weeks, three weekly flights during certain weeks, and discontinues all flights during certain weeks.  Also, see 3000’s schedules listed in the Rebuttal Exhibits for Cincinnati-Cancun, Columbus-Cancun, Philadelphia-Cancun, and Pittsburgh-Cancun.  3000 has recently suspended its Baltimore-Cancun service as it has done in the past.  It is also interesting that 3000’s most “active” Cancun routes have been Baltimore and Philadelphia – routes where it never has operated more than three times per week and where it has suspended service during certain times of the year.  Despite this clear history of service, 3000 claims that it will operate STL-CUN four times per week year round.  The evidence suggests that 3000 will not operate that number of frequencies nor will it operate the service 52 weeks per year.

As to the number of frequencies that Frontier will operate, as has been the case with the Denver service, Frontier’s STL-CUN frequency numbers will likely expand after Frontier has been in the market for at least one peak season period.  

In its Rebuttal Exhibits, 3000 questions Frontier’s statement that “with the new BNA and AUS service, no scheduled carrier flies to CUN from more cities than Frontier.”  In the August 16 Direct Exhibits, Frontier stated that the AUS and BNA flights would start in November.  When those flights start, no scheduled carrier will operate to more CUN markets than Frontier.  3000, a charter operator that operates schedule service in certain markets, will not operate to more CUN markets than Frontier.  In fact, as noted above, 3000 has suspended its Baltimore-CUN flights and has indicated it will cancel the Columbus-Cancun service for some period of time.  Therefore, 3000 will operate to fewer CUN markets than Frontier.

B. USA 3000’s SALE OF STL-CUN SEATS

In addition to these misleading comments, 3000 apparently, with no positive arguments to support its application, spends several pages in its Rebuttal Exhibits attacking Frontier concerning an issue raised by the Department relating to the advertising and sale of seats in a certain market. As to the decision by 3000 to utilize totally irrelevant information in an attempt to shift the focus of the Department away from reasons why a scheduled carrier not currently operating in the market should receive scheduled authority to operate STL-CUN, we note the following quote from Abraham Lincoln, “It is true that you may fool all the people some of the time; you can even fool some of the people all the time; but you can’t fool all of the people all of the time.” 

Since 3000 has questioned the advertising and sale of seats by a carrier prior to receiving authority from the Department, perhaps it can explain what authority it holds that allows 3000 to sell seats in the STL-CUN market effective Christmas week of 2004.  3000 is currently taking bookings on the “Apple Vacations” (Apple and USA 3000 are related companies) website for STL-CUN service.  Therefore 3000 is at least operating a “charter” service (the Apple website doesn’t say whether it is charter or scheduled, but since it has not received scheduled authority it must be only operating charter flights).  In addition to listing the flights on the Apple Vacations website, 3000 listed the same flights in the Official Airline Guide (“OAG”) industry schedule file using flight numbers 1010-1015.  It is our understanding that only “scheduled” flights are permitted to be listed in OAG.  Since they are listed in OAG, these flights are effectively scheduled flights being sold without authority.  Therefore 3000 is taking bookings for a scheduled service to Cancun from St. Louis while at the same time it attacked Frontier for being involved in a similar practice several months ago.  The Department should to review 3000’s actions relating to the sale of unauthorized authority.  

3000 also attempts to justify its application by demonstrating that it utilizes larger aircraft than Frontier.  As the Department noted in Order 2001-6-20, June 22, 2001, the competitive benefits provided by Frontier outweigh the fact that it operates aircraft that are “relatively small.”  In Order 2004-4-1, issued on April 1, 2004, the Department awarded Frontier four additional DCA slot exemptions because of its “record as a low-fare competitor that will help discipline the multiple markets that it serves. . . .”
 

Frontier, not 3000, will provide this same type of discipline to the STL-CUN market and to its growing STL service.  Since 3000 is primarily a charter operation (the September 8th edition of Aviation Daily labeled 3000, “Vacation Charter Airline USA 3000”), it can operate STL-CUN charter flights regardless of how many scheduled operations are in the market.  Of course, it is unlikely that they will operate four days per week.

III.  Growth of Frontier Airlines

During the next several years, Frontier’s fleet will increase by over 30%.  With that growth, Frontier continues to expand its Denver hub, its Mexico service, and service to small and medium communities.  Moreover, Frontier is partnering with some communities to bring its low fares and upgraded service to multiple markets from those communities.  St. Louis is one of those focus cities where Frontier is working with the airport authority and the entire community to build options for all travelers.  The community recognizes what Frontier provides to the markets it serves, including award-winning service and maintenance.
 

As the Director of Airports for Lambert-St. Louis International Airport, Leonard Griggs stated in a letter to Secretary Mineta, “Frontier’s proposed three weekly flights will provide head-to-head competition in this primarily vacation travel market.  This competition will benefit St. Louis region travelers, who must otherwise utilize less convenient connecting services to reach Cancun… grant of authority to Frontier will further enhance competition on flights between St. Louis and Mexican vacation points by allowing for the introduction of yet another carrier serving those points.  Such an enhancement of competition is consistent with DOT’s stated goal in this carrier selection proceeding to consider the impact of the proposed service “on market structure and the level of competition in the U.S.-Mexico market.” 

As a result of Frontier’s growth in Mexico’s markets, particularly Cancun, other scheduled carriers have added flights.  As Frontier adds STL-CUN to its system, its ability to continue expansion plans at STL, and throughout its system, will be strengthened.

IV.  Department Studies Support Selection of Frontier

In addition to bringing important  scheduled airline competition to the St. Louis market, Frontier has brought its low-fares to the entire community.  As Department studies have emphasized, the type of low-fare service provided by Frontier is important to the markets and passengers it serves and to the growth of the nation’s economy.  In the “Fourth Quarter 2002 Passenger and Fare Information” (October 2003), the Department stated:

While leisure travelers have always chosen an airline primarily based on price, there is growing evidence that business travelers have become significantly more price sensitive.

*
*
*

Anecdotal evidence suggests that business travelers are increasingly willing to fly on low-fare carriers whose growth is having a greater influence on premiums the legacy carriers can charge to business passengers…while low-fare carriers continue to grow the scale and scope of their operations, the low-fare carriers will only become more attractive to the business traveler over time.

In the “Third Quarter 2001 Passenger and Fare Information” (August 2002) the Department notes:

Over the past few years, new entrants and low-fare competitors have demonstrated a willingness to expand the conventional approach to new entry.  Low-fare service is spreading into smaller and longer-haul markets, and a few low-fare carriers are also now competing more aggressively for business passengers who are willing to pay a premium for last-minute travel.  Frontier Airlines has entered the low-fare carrier business arena as well, with their Business Travel Program.  Both airlines were among Entrepreneur Magazine’s most recent picks for “Best Low-Fare Carrier.”

In the “Third Quarter 2002 Passenger and Fare Information” (July 2003), the Department notes:

Between the 3rd quarter of 200 and the 3rd quarter of 2002, among the top 1000 domestic markets, Frontier…all grew long-haul traffic at a faster rate than their medium and short-haul traffic.

*
*
*

…reveals that low-fare carriers continue to expand their reach.  In 3Q2000, low-fare carriers had obtained a competitive market presence
 in 547 of the top 1000 markets; by 3Q2002, this number increased to 632 markets.

*
*
*

In the past we have observed that low-fare carrier entry typically results in a dramatic decline in fares and a large increase in overall market size.

As a result of Frontier’s low-fares and award-winning service, Frontier’s passenger numbers continue to expand.  In 2003, Frontier carried approximately 33,000 passengers to Mexico.  By the end of 2005, it will carry at least approximately 213,000 passengers to Mexico.  Therefore, Frontier’s Mexico passenger numbers will increase by seven times!  Those numbers will increase as Frontier adds Mexico service to/from other routes including St. Louis.  As occurs in all markets served by Frontier, fares to and from Mexico have dropped significantly after Frontier has initiated service.  Frontier has provided travelers going to or from Mexico with millions of dollars of savings.  When Frontier enters markets, legacy carriers adjust schedules and fares.  After approximately one month of service, Frontier’s load factors in STL-CUN and MCI-CUN averaged 66%.  Those numbers continue to climb.  The SLC service has been so successful that Delta Airlines has offered its first SLC-Mexico service.  After Frontier announced its interest in adding STL-CUN service, American increased its STL-CUN frequencies.  Apparently American was not concerned when it only faced competition from charter operators.  Scheduled service by low-fare established carriers expand passenger base and demand.  They also create cost savings by lowering fares, particularly last minute and walk-up fares.  Competition from charter carriers does not result in the same response from scheduled legacy carriers.  

V.  CONCLUSION

For the STL-CUN authority, the Department must decide between Frontier Airlines, one of the nation’s only successful low-fare carriers, and 3000, a charter operator  that also operates some scheduled flights.  

The St. Louis community has seen the benefits of Frontier’s service to Denver and to Los Angeles.  Low-fare scheduled airline service is important to communities throughout the country.  This is particularly the case for St. Louis which has lost large numbers of scheduled flights because of the cessation of services by TWA and American reductions of flights at the airport.  Frontier is a carrier that has brought its low fares to the St. Louis community and is looking for additional markets to expand those options.  By adding the STL-CUN service, Frontier will be better positioned to continue those plans.
Frontier’s growth in Mexico has benefited multiple communities.  Frontier operates year round service in all of its Mexico markets; it does not suspend service in any time periods. More importantly to the communities it serves, Frontier has expanded service in its current Mexico markets which has brought similar responses from other scheduled carriers in those same markets.  

 

If awarded the STL-CUN authority, Frontier will help expand vacation options for STL area residents.  USA 3000, a charter operator that operates scheduled service in some routes, particularly if it can block additional competition on those routes, will not bring those same benefits to the STL community. Moreover, while Frontier will operate at least three times per week in the STL-CUN market during peak season, USA 3000’s history demonstrates that despite its claims, it will not operate the service throughout the year and will likely not operate more than three days per week during the peak seasons.   Even if not awarded the service, 3000 will be able to operate its charter flights at STL.  Some local residents will benefit from 3000’s service.  More will benefit when Frontier is awarded the authority.

Moreover, an award of this service to Frontier is supported by the Airline Deregulation Act.  When Congress passed the Airline Deregulation Act, it focused on the importance of competition and new entry as elements the Secretary should consider as being in the public interest:
(4) the availability of a variety of adequate, economic, efficient, and low-priced services. . . .

 (13)     Encouraging entry into air transportation markets by new and existing air carriers and the continued strengthening of small air carriers to ensure a more effective and competitive airline industry.

[49 U.S.C. §40101(a)]

WHEREFORE, Frontier Airlines, Inc. respectfully requests that the Department grant an exemption from 49 U.S.C 4110 and any such other additional relief as the public interest may require, permitting Frontier to provide scheduled foreign air transportation of persons, property, and mail between STL-CUN.

Respectfully submitted,
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� On September 3, 2004, the Department dismissed Champion Air’s applications for STL-CUN service.


� Frontier’s maintenance and engineering department has received the Federal Aviation Administration’s (“FAA”) highest award, the Diamond Certificate of Excellence, in recognition of 100% of its maintenance and engineering employees completing advanced aircraft maintenance training programs, for four consecutive years.  In August 2003, Frontier ranked as one of the “Top 10 Domestic Airlines” as determined by readers of Travel & Leisure Magazine in the publication’s sixth annual Business Travel Awards.


� For the purpose of this analysis, competitive market presence is achieved when aggregate low-fare carrier market share reaches or exceeds 10%.  For the purpose of this analysis, the 10% benchmark also signifies our threshold for low-fare “entry.”
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