
FRONTIER AIRLINES

JULY 29, 2003

Re: Request for Public Comment on the impact of Airlines Emerging From Bankruptcy on Hub Airports, Airport Systems and U.S. Capital Bond Markets, Docket No. FAA-2003-15481"
About Frontier Airlines

Frontier is a scheduled passenger airline based in Denver, Colorado.  

As of July 2003, we, in conjunction with Frontier JetExpress operated by Mesa Air Group  ("Mesa"), operate routes linking our Denver hub to 38 cities in 22 states spanning the nation from coast to coast and to two cities in Mexico.  

We were organized in February 1994 and we began flight operations in July 1994 with two leased Boeing 737-200 jets.  As of July 31, 2003 we have since expanded our fleet to 27 leased jets and ten owned Airbus aircraft, including 16 Boeing 737-300s, and 21 Airbus A319s.   In May 2001, we began a fleet replacement plan to replace our Boeing aircraft with new purchased and leased Airbus jet aircraft, a transition we expect to complete by approximately the end of calendar year 2005.  

We currently lease 10 gates, and use up to 16 gates a day, at our hub, Denver International Airport  ("DIA"), where we operate approximately 194 daily system flight departures and arrivals.  Prior the September 11, 2001 , we operated approximately 126 daily system flight departures and arrivals.  We are the 2nd largest carrier with 17 percent of the market share.

Following September  11, we reduced our service to approximately 103 daily system flight departures and arrivals.  The reduced service was entirely reinstated by February 2002.  Unlike many other carriers, Frontier has continued to expand and add service in new markets with our own service and through our commuter codeshare partners.  Since that time, we have re-established our long-term business plan of moderate capacity increases by taking delivery of new Airbus A319 aircraft.  We intend to continue to monitor passenger demand and other competitive factors and adjust the number of flights we operate accordingly.  

Demonstrated Growth

During our last reported fiscal year (for the 12 months ended March 31, 2003), we added service to Indianapolis, Indiana on May 23, 2002; Boise, Idaho and Tampa, Florida on June 24, 2002; Tucson, Arizona, San Jose, California, Fort Myers, Florida, Wichita, Kansas (operated by Frontier JetExpress) and Oklahoma City, Oklahoma. We also terminated service to Boston, Massachusetts and St. Louis, Missouri (operated by Frontier JetExpress) on October 22, 2002; and added Cancun and Mazatlan, Mexico on December 20 and 21, 2002, respectively.

Beginning August 31, 2003, Frontier will begin to operate two daily non-stop flights between Orange County, California and Denver, and three daily non-stop flights between Milwaukee, Wisconsin and Denver.

In addition, Frontier forecasts its capacity growth for fiscal year 2004 will increase 17.5 percent over fiscal year 2003.
Service Elements

Frontier offers assigned seats, its own frequent flyer program (EarlyReturns) that earns free travel at 15,000 miles (unlike the major carriers whose programs don’t offer free travel rewards until 25,000 miles are earned), and a credit card affinity card that earns EarlyReturns points each time it is used. 

Other product enhancements that differentiate Frontier from other carriers include:

The installation of the DIRECTV AIRBORNE(TM) satellite programming on all of our Airbus aircraft.  The Live TV system provides 24 channels featuring music videos, news, sports and entertainment programming.  

Simplified pricing structure that was put into place in February 2003. This new structure is comprised of only six fares in each market and caps fares at $399 or $499 (depending on whether one is traveling to/from Denver or traveling transcon). In addition, Frontier’s fares do not require a Saturday night stayover, round-trip purchase and do not differentiate from peak/off-peak travel times. 

History of United Bankruptcy at Denver International Airport

On or about December 9, 2002 United Airlines filed voluntary petitions for relief under chapter 11 of title 11 of the United States Bankruptcy Code with the United States Bankruptcy Court for the Northern District of Illinois, Eastern Division.  The Debtors continue to operate their businesses and manage their properties as debtors and debtors in possession pursuant to sections 1107(a) and 1108 of the Bankruptcy Code.

Prior and subsequent to the Petition Date, Frontier Airlines has leased and operated all of its flights in and out of the DIA through multiple gates on Concourse A.   United has possession of all gates on Concourse B and also leases, and operates out of, multiple gates in Concourse A.

On or about January 23, 2003, United filed its Motion Pursuant to U.S.C. § 365(d)(4) of the Bankruptcy Code for Entry of an Order Extending Time within which the Debtors are Required to Assume or Reject Unexpired Leases of Nonresidential Real Property.  The Court subsequently granted United’s motion and extended the period for assumption or rejection to August 6, 2003.

On July 3, 2003, United filed a Second Extension Motion seeking a further and uncertain extension of the time to assume or reject their unexpired leases of nonresidential real property.   In the Motion, they requested that the time to assume or reject their unexpired leases of nonresidential real property be extended through and including the date on which a plan of reorganization is confirmed in these cases. 

On July 11, 2003, a consortium of airports (not including DIA) filed a motion objecting to the extension request.
On July 14, 2003, the City of Denver filed a motion to the bankruptcy court stating their objections to United’s request for an additional extension and on Thursday, July 17, Frontier Airlines filed a similar motion.  
On July 14, 2003, United Airlines sent a demand letter to the City and County of Denver  (“CCD”) that spelled out the requirements DIA would have to fulfill before it reaffirmed or rejected its lease at Denver International Airport.  According to the City and County of Denver, these requirements include:

· Build a $65 million, 38-gate regional jet terminal off the east end of Concourse B.

· Reimburse the airline for as much as $20 million in costs related to DIA's failed automated baggage system. The city claims the system never met performance standards and it doesn't owe United the money.

· Allow United to reduce the rates and charges it pays for baggage-handling space it leases at the airport.

· Make repairs to United's huge aircraft maintenance hangar at DIA. The airline has stopped making payments on the debt that was used to build the hangar.

The City and County of Denver said it would not respond to United's demands until the bankrupt airline agrees to honor the terms of its lease agreement with the airport.  In bankruptcy, United must affirm or reject all of its airport leases.  There are 18 years remaining on United’s lease with CCD.  
Has any airport canceled or deferred any capital development projects based on the financial condition of a particular carrier?

Following the initial announcement of United’s bankruptcy, DIA delayed indefinitely the expansion of DIA’s concourse A that would provide an additional 10 gates on this concourse to help accommodate Frontier’s growth.  

In DIA’s objection to United’s Second Extension Motion, DIA clearly outlines the dilemma faced by DIA and the other airlines operating at DIA created by United’s bankruptcy.

“…DIA submits that the Second Extension Motion, if granted, will create a situation that is extremely prejudicial to DIA to Debtor’s occupation of eight gates on Concourse A.  DIA has an immediate need to know whether Debtors are going to assume the Airport Lease and continue to use the gates on Concourse A.  Other airlines operating at DIA have expressed immediate need for additional gates, terminal space and other facilities on Concourse A.  DIA cannot wait until some unstated date in the future for Debtors to make their decision about assumption or rejection of the Airport Lease.”

“In the event that United rejects the Airport Lease, DIA would be able to immediately accommodate the other airlines requesting the gates by giving the gates they require to those formerly held by Debtors.  If Debtors assume the Airport Lease, DIA is potentially facing years of design and construction work for new gates and facilities in order to accommodate other airlines’ needs for additional gates.  If Debtors reject, then these costs may be saved.

“Conversely, if United does assume the Airport Lease, DIA needs as much time as possible to design and construct additional gates on Concourse A.  The use of multiple concourses by a single airline creates the potential for confusion among the members of the traveling public and extensive planning for such use is required.  DIA should not be forced to incur such planning, design and construction costs without knowing whether the Concourse A gates will be available.

“Further, DIA needs gates on Concourse A for use by international carriers who must pass through the Federal Inspection Service (the “FIS”).  The FIS is located only on Concourse A and DIA needs timely notice as to the availability of an additional eight gates on Concourse A so that DIA can coordinate with FIS and the Transportation Security Administration regarding screening of incoming international flights.”
On July 16, 2003, without clear indication from United as to its intent to accept or reject its lease with DIA, DIA announced its intent to re-commence with the construction project to expand the Concourse A facility estimated to cost approximately $300 million with an estimated construction period of up to 24 months.  This project must be commenced soon in order to meet Frontier’s future growth needs.

Frontier, like so many other parties in these cases, already has been forced to postpone its decision‑making and final plans at, among other places, Denver International Airport because the Debtors (i) have failed to make any decisions on the assumption or rejection of their unexpired leases of nonresidential real property within the statutory time period, and (ii) were already granted an extension of time to make such decisions.  

Similar to most other airline carriers, Frontier regularly and currently is in the process of assessing and evaluating its operational needs, including the number of gates and fleet size, and how to satisfy those needs within an overall strategic business plan calling for sustained growth.  In order to make such an assessment and evaluation and plan for such growth, Frontier, at a minimum, needs to know the number, location, and condition of any unoccupied and available gates at, among other places, the DIA.  Absent this minimal yet important information, Frontier is, and will continue to be, unable to make (i) any decisions as to the required size of its fleet, (ii) any comparisons of proposed operational plans, or (iii) any definitive decisions relating to its overall strategic business plan.  

These important decisions have been on hold from the time Debtors filed bankruptcy.  Accordingly, anything that further prevents or otherwise delays Frontier from obtaining such information is, and will be, harmful and highly prejudicial to Frontier. 

Have the bankrupt carriers caused an airport to incur higher debt and service costs?

Pre-petition debt passed onto Frontier Airlines and other carriers at DIA

UAL had approximately $13MM in pre-petition debt owed to DIA.   For their 12/31/02 financial statement, DIA has classified this debt as uncollectable and has passed that bad debt along to all of the airlines that operate at DIA by reducing credits owed to airlines accordingly.  Frontier’s portion is likely to be around $700K. For the three months ended March 31, 2003, Frontier reported that its net loss of $13.0MM or $0.44 per common share included the impact of reduced revenue sharing credits associated with Denver International Airport’s anticipated reserve for United Airlines’ bad debt.
Enplanement fees at DIA may increase

As a result of UAL’s bankruptcy and their subsequent negotiations with DIA, DIA officials have communicated to Frontier Airlines that enplanement fees at DIA will likely increase. Frontier currently pays about $10 per enplaned passenger at DIA.  Enplanement fees at DIA are calculated by dividing total airline rates and charges by airline passenger enplanements.  As United negotiates lower lease terms for their airline, the void will need to be filled and DIA officials have indicated that the shortfall would be passed along to other airlines operating at DIA. 
Regional jet exclusionary agreements

As part of United’s new business plan, they appear to be aggressively establishing increased regional jet operations. Frontier’s regional jet operator, Mesa Air Group who operates five 50-seat RJs for Frontier as Frontier JetExpress, recently signed an agreement with United that calls for a 35 RJ operation for UAL at DIA. As a result of their UAL agreement, Mesa will be prohibited from operating any regional jets at DIA for any other airlines. Therefore, United forced Mesa to end its existing relation with Frontier that will now end in early calendar 2004.  To date, Frontier has not been successful in entering an agreement with another RJ operator at DIA, primarily due to United’s agreements that contain exclusivity provisions that block their regional partners from codesharing without United’s specific approval.  Although United allows their regional partners to codeshare with some carriers they do not allow codesharing with low fare competitors.    Considering United’s financial position, most parties would seek ways to cut costs including allowing codeshare partners to work with other carriers.  


DIA assumes more debt to support expansion efforts while UAL sits on underutilized real estate

DIA has proposed moving forward on a 10 gate expansion on Concourse A, at a cost of $300 million.  DIA would need to finance the project through the issuance of bonds which would be paid off through user fees.  These bonds would, if issueable at all likely carry very high interest rates given the revenue flow uncertainty at DIA.   These higher user fees are passed along to all of the airlines that operate at DIA.  Frontier would ultimately support this effort, however, Frontiers’ analysis shows there is a serious inefficiency in the current gate usage by airlines at DIA.  Prior to the execution of the build out, Frontier advocates implementing alternative options through that would maximize the existing real estate at DIA without taking on additional costs with a costly expansion.
United’s current use agreement with DIA contains a minimum gate utilization requirement that is unusually lenient relative to most other airports use agreements.  If United rejects their leases outright with DIA, then DIA will be afforded the opportunity to bring the minimum gate utilization formula more in-step with the industry and ultimately better utilize their facilities.
Impact of United bankruptcy on airport efficiency

Frontier currently leases 10 gates on the A Concourse from City and County of Denver (CCD).  The lease term is 10 years; entered into February 2000

United currently leases 8 gates on the A Concourse from CCD with 18 years left on a 25 year lease, however, UAL also entered bankruptcy in December 2002 so their contract with CCD is subject to affirm/rejection through the reorganization process.

Background/Pre 9/11

Prior to 9/11, United leased (and continues to lease) all of the B Concourse (43 gates) and 8 gates on the A Concourse.

United operated approximately 527 departures per day from Denver (Aug 01 including Air Wisconsin and Skywest partners).

United’s regional jet (RJ) codeshare partners (Skywest and Air Wisconsin) operated off a commuter pad with gates on the B concourse; they did not utilize any gates on the A concourse for RJ or commuter flying. 

United also had plans to build a 36-gate facility that would facilitate RJ flying and develop an underground walkway that would connect the A and B concourses

Prior to 9/11, Frontier was utilizing its 9 gates to their maximum capacity and was working with CCD to build a 10th gate (at approx. $1.7MM). That 10th gate was completed in early calendar 2003 and Frontier currently utilizes that gate, along with 4 additional international gates on Concourse A. CCD allows Frontier to use those additional 4 gates on an as needed basis.

Through analysis of scheduling, Frontier has shown that United’s operations at DIA have decreased while their lock on real estate has increased. 

For example:

· During July 1999, United operated 68% of all mainline departures at DIA. 

· Today (July 2003), UAL operates 56% of all mainline departures at DIA. 

· Frontier’s mainline departures at DIA during the same period increased from 10% in July 1999 to 18% during July 2003. 

· Factoring in RJ operations, departures for UAL fall from 71% during July 1999 to 61% during July 2003.

· For Frontier, including RJ operations, departures increase from 9% during July 1999 to 17% during July 2003.

· On a seat basis, UAL’s mainline, RJ and prop number of average daily departure seats have fallen from 55,928 during July 1999 to 42,875 during July 2003.

· Frontier’s number of average daily departure seats, using the same comparison, has increased from 5,616 to 11,488

Although departures and average daily departure seats have decreased, UAL’s grip on gates has increased.

· In July 1999, UAL controlled 48% of all gates at DIA with 71% of all departures at DIA.

· In July 2003, UAL controls 57% of all gates at DIA; however, they now only operate 61% of all departures at DIA.

UAL Operates Fewer Departures, Yet Uses More Gates
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· By comparison, in July 1999 Frontier controlled 4.5% of all gates at DIA and operated 8.5% of all departures at DIA. 

· In July 2003, Frontier controls 11% of all gates at DIA and operates 17% of all departures at DIA.
Frontier’s Growth Warrants Additional Gate Use 


Background on Frontier Requests to Use Underutilized Gates

· Post 9-11, after United reduced departures, Frontier determined United was not utilizing its 8 gates on the A Concourse. Airport officials approached United and requested the use of Gate 40 for Frontier’s resumed service to DCA.

· That gate has some unique attributes (i.e. it can be more readily sequestered off as opposed to other gates, ramp area can also be secured more efficiently) that made it a natural choice for the DCA flight since flights into DCA require more stringent security measures than other markets. 

· United, after consulting with their HDQ, refused to allow Frontier to install the necessary equipment in order to use the gate. 

· Frontier also requested, through CCD, to use up to 2 of United’s unused gates on the A Concourse (they have a total of 8 gates).

· Again, after consulting with HDQ, United refused and then stated that they would be moving all of their regional jet partner flights (SkyWest and Air Wisconsin) to the 8 A Concourse gates. 

· United also requested all remaining available space on the commuter pad on the A Concourse. 

Bottom line, Frontier believes United utilized the A gates for RJ flying at the minimum usage requirements in order to block Frontier’s growth.
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