CITY OF HOUSTON
I NT ERO FFI CE CO RRESPO NDENCE

TO:

Council Member Oliver Pennington

FROM:

Director of Aviation

DATE:

May 1, 2012

SUBJECT:

Response to Memo “Proposed
International Terminal at Hobby
Airport: Additional Information
Request”

Thank you for providing the Houston Airport System with the opportunity to address your questions
fully and clarify some points made by United. You will find detailed responses to your individual
questions in this communication, and if you have any further questions, I will be happy to answer
them personally for you.
i.

A list of airlines serving IAH and Hobby (HOU) airports along with the destinations they serve.
Please see the attached list of air service for both airports.

ii.

The passenger traffic for each of the airlines for the previous 5 years.
Please see the attached historical traffic data for all carriers at both airports.

iii. An estimate of increased or decreased passenger traffic for the 12 months after the
commencement of international service at Hobby, together with an estimate of the jobs lost in
Council District B and other areas affected both directly and indirectly.
From Page 28 of Technical Appendices:
The presence of new services at Houston Hobby would alter and expand the range of travel
choices available to potential travelers in the markets served. While the total impact of these
changes for Houston is an increase in passengers at both Houston Bush Intercontinental and
Houston Hobby, the modeling and stimulation tools used in this analysis divided this overall
passenger response into conceptually distinct segments of response. These include the diversion
of passengers from existing services at Houston Bush Intercontinental and other U.S. gateways to
the new flights projected to be offered at Houston Hobby, as well as the stimulation of passenger
traffic at all of these airports providing connecting international services to Mexico, the
Caribbean, Central America and northern South America due to lower fares and increase service
options; it also includes the recapture of passenger traffic at Houston Bush Intercontinental.
Taken together, these aggregate to the overall passenger response to the changed market
circumstances.
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Stimulation of the Initial Phase Scenario at Houston Hobby (12 daily nonstops projected to 6
international markets by 3 airlines) would result in a diversion of nearly 565,000 annual
passengers who currently travel through Houston Bush Intercontinental or a competing hub in
another city (nearly 282,000 annual passengers from IAH). Due to the changed market
conditions, Houston Bush Intercontinental would recover nearly 446,300 passengers from their
fair share of stimulated traffic, resulting in a net addition of approximately 164,000 passengers
in these markets for Houston Bush Intercontinental.
Exhibit 1-16: Total HAS Incremental Passengers – Initial Phase Scenario
Source of Passengers

Number of Passengers

IAH Diversion

282,243

Diversion from Non-Houston Airports

282,800

Total Diversion

565,043

Price Stimulation

152,286

Service Stimulation

129,184

Total Passengers

846,514

IAH Estimated Recapture from Stimulation

446,260

Net Passenger Traffic Change at IAH
Total Incremental Passengers to Houston Airports

164,017
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1,010,531

As the outcome for IAH is a NET GAIN of passengers due to market and price stimulation, the
study anticipates no impact to jobs in District B (which includes IAH).
iv. The number of passengers connecting from the Caribbean, Mexican and other Latin American
routes through IAH, and the projected change in those passenger numbers if international service
is commenced at Hobby.
The study provides results on market diversion and market recapture to assess the total net
change for the City of Houston (cumulative of local and connecting passengers). This recapture
analysis was based on fair share QSI for each airport. As illustrated in Exhibit 1-16 from the
Technical Appendices, the incremental passenger traffic for the Initial Phase would be over 1
million. [FYI, exhibit 1-16 provided for the previous question.]
v. The projected passenger traffic, based upon actual numbers from comparable airports, with the
opening of international service at Hobby.
InterVISTAS stimulation calculations were developed through both price elasticity and market
stimulation. In order to be conservative, InterVISTAS constrained stimulation through traffic spill
analysis and the subsequent recapture analysis. InterVISTAS used the historical stimulation at
other airports (such as Miami/Fort Lauderdale, shown below) to validate its stimulation
assumptions. The forecast projects incremental passenger traffic of over 1 million annually in the
Initial Phase (2015) and 1.5 million annually in the Developed Phase (2018).
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This equals “Total Passengers” plus “IAH Estimated Recapture from Stimulation” minus “IAH Diversion.”
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Exhibit 1: Fare and Service Stimulation in South Florida Markets

Source: U.S. Department of Transportation DB1B (U.S. Carrier), Composite Market includes Fort Lauderdale (FLL) and
Miami (MIA)

vi. A description of the method of financing estimated $100 million cost of the FIS at Hobby Airport
and a comparison of it to the financing at IAH for international service.
The financing and other specifics of the proposed alignment will be incorporated in any deal to be
presented and approved by City Council.
For your information, the Terminal B project at IAH is for United’s exclusive use and will be
built, owned and controlled by United. This structure was insisted upon by United, which has
repeatedly rejected investments at IAH for public facilities through an increase in the PFC rate. At
every other large and medium hub airport across the country save for less than a handful, the PFC
is set at $4.50, compared to the $3.00 at IAH. Atlanta and Dallas Fort Worth have both been
collecting a $4.50 PFC for decades. This has enabled these airports to invest in the airport public
infrastructure to make them the envy of Houston.
vii. If the FIS is financed by Airport Revenue bonds, what is the source of payment? Will airlines
other than Southwest be considered beneficiaries of the facilities to be constructed for the
international service as well as for the connecting service? Will an RFP be issued to offer the new
facilities to airlines other than Southwest and, if so, can others be accommodated? Will there be
competition to Southwest for domestic services? These questions are particularly important as
most people who favor the Southwest proposal do so to promote competition. We need to be
confident there is real competition at Hobby before we expend public funds.
See answer to vi above
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You also asked in your memo that we address some of the comments that were raised by United in
response to my April 9th memo titled “Recommendation of Southwest Airlines’ Request for
Expansion of Federal Inspection Facilities at William P. Hobby Airport”. You will find my responses
to United’s comments on the attached document.
I appreciate the ongoing dialogue regarding the Hobby international opportunity, and make myself
available to answer any further questions you may have regarding my recommendations.

Mario C. Diaz
MCD:IW:mw
cc:

Annise D. Parker, Mayor
Council Members
Ronald C. Green, City Controller
Andy Icken, Chief Development Officer
David Feldman, City Attorney
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