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§ e LEC & ‘%&”l UNITED STATES OF AMERICA
g_ 2 DEPARTMENT OF TRANSPORTATION
&, & OFFICE OF THE SECRETARY
Tres o WASHINGTON, D.C.
Issued by the Department of Transportation
onthe 5th day of July, 2000
Applications of

AMFERICA WEST AIRLINES, INC,
AMERICAN AIRLINES, INC.
AMERICAN TRANS AIR, [NC.
DELTA AIR LINES, INC.
FRONTIER AIRLINES, INC,
NATHONAL AIRLINES, INC.
NORTHWEST AIRLINES, INC. Docket OST-2000-7181— 93
TRANS WORLD AIRLINES, INC.
UUNITED AIR LINES, INC.

For exemptions from 14 CFR Part 93,

Subparts K and S, pursuant to 42 17.5.C.

§ 41718(a}), Special nules for Ronald Reagan
Washington National Airport {beyond perimeter slat
exemptions)

ORDER GRANTING OUTSIDE-THE-FERIMETER SLOT EXEMPTIONS
AT RONALD REAGAN WASHINGTON NATIONAL AIRPORT

SUMMARY

By this order the Department partially grants the applications of a number of carriers for
slot exemptions at Ronald Reagan Washington National Airport (hereafter “DCA™) in
order te provide nonstop service between DCA and five cities, as follows: (1) America
West Airlines, six slot exemptions in order to provide one daily nonstop round trip
between DCA and Las Vegas, NV, and two daily nonstop round trips between DCA and
Phoenix; (2) Frontier Aurlings, twa slot exemptions to provide one nonsiop round trip a
day between DCA and Denver; (3) National Airlines, two slot exemptions to provide one
nonstop round trip a day between DCA and Las Vegas, NV: and {4) Trans World Airlines,
two slot exemptions to provide one nonstop round trip a day berween DCA and Los
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Angeles, conditioned upon its execution, within 60 days, of a signed agreement with
Chatauqua Airlines to provide it on-line feeder service at Los Angeles.

BACKGROUND

On April 5, 2000, the President sigmed into law the Wendell H Ford Aviation Investment
and Reform Act for the 21* Century (AIR-21). Among other things, AIR-21 liberalized
slot and slot exemption access at the four airports now subject ta the provisions of the
High Diensity Rule, 14 CFR. 93 Subparts K and S. Specifically, at DCA, new 49 US.C.
§41718(a}, as added by Section 231 of AIR-21, provides that the Secretary shall grant 12
slot exemptions to ait camers for the provision of nonstop air transpontation outside the
1,250 mile perimeter established for civil aircraft operations at DCA under 4% U.5.C.
549109,

ATR-21 directs the Secretary to distribute these 12 slot exemptions if the Secretary finds
that the exemptions will {1) provide air transportation with domestic network benefits!
beyond the 1,250 mile penimeter; (2) increase competition by fiew entrant air carmers or in
multiple markets; {3) not reduce travel options for communities served by small hubs
airports and medium hub airports within the 1,230 mile perimeter; and (4) net result in
meaningfil travel delays. .

By Notice dated April 14, 2000, the Department nctificd interested parties that requests
under thiz section had to be submitted to the Secretary not later than May 5; that
cotnments with respect to any timely filed request for a slot exemption had to be filed by
May 22, and that the Secretary’s decision would be made not later than July 5.

AFPPLICATIONS

America West Airlines, Int.
On May 5, 2000, Amenca West requested 10 slot exemptions under the provisions of
AIR-21 to enable it to operate three round trps {six slot exemptions) between Fhoenix,
AZ. and DCA using B-757 aircraft (190 seats) and two daily round trips {four slot
exemptions) between Las Vegas, NV, and DCA

America West argues that grant of its application will result in the first significant new
network of single online connections between DCA and the western United States by a

1 AIR-21 amended the previous definition of "new cotrant,” and its statutery applicability. Under the
revised 49 TUS.C§ 41714(h3(3), as added by section 231 of ATR-21, the (crm "new entrand,” for purposss
of the slot cxcmption provisions incloding these at DCA, means “an air cartrier that does not hold a slot at
the airport concerned and has never sold ar given up a slot at that airpen after December 16, 1535, and a
limited incumbent carrier as defined in subpart S of part 9% of title 14 code of federal regulations.” The
latter term, again as amended by ATR-21, is defined as an air carrier of commuter operator that holds or
operates (or held or operated, since Pecember 6, 1985} fewer than 20 slots and slot exemptions at the
high density airpott in queshion.
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post deregulation low-cost, low-fare cartier. The applicant contends that its proposed
service would previde substantial new travel options and flexibility for DCA-western U S,
passengers as well as significant new price competition and fare savings. Specifically,
America West states that its propesal wouid provide 15 communities with their first cne-
stop online cunnecting service to DCA as well as competing one-stop connecting service’
to 42 cities beyond Phoenix and Las Vegas. America West contends that gramt of its
request would result in 318 million n savings to America West passengers and an
additional 512 million im savings to other carriers’ passengers whose fares would be
disciplined by Amertca West's, The applicant asserts that its unrestricted transcontiniental
business fares average 43 percent less than those offered by other major network
competitors and that those savings would become available 10 DCA passengers as well if
the Department granted ils application. Amernica West also argues that lack of DCA
access has forced it to operate at a considerable competitive disadvantage since other
carniers have better access to points on its network than does America West itself. The
carmier contetlds that grant of its application would address this imbalance, Finaily,
America West argues that 1ts proposed service would benefit small commumnities and not
reduce travel options for smail hub airports and medium hub airports inside the perimeter.

American Airlines, Inc,

O March 30, 2000, American Airlines requested four beyond-perimeter siot exemptions
to provide two daily round trips between DCA and Los Angeles Internaticnal Airport
(LAX). The carrier would use B-737 aircraft (176 seats),

American maintains that AKX 1s the best candidate for four of the available twelve slot
exemptions. The applicant argues that Los Angeles is the largest city proposed for service
in this proceeding and that DCA-LAX is the largest proposed beyond-perimeter market.
American contends that its request should be grantad for several reasons.

First, the applicant asserts that it would provide the first non-stop service between LAX
and DCA.

Second, the carmier claims it would provide connecting service, either on its own or
through its code-sharing agreements, to 26 U8 points and 16 foreign points. American
further argues that 1t would provide first or competitive one-stop service to DCA from
numeraus Califorma, Nevada, and Hawaii cities.

Third, the applicant contends that the grant of its request would improve competition at
LAX where United Air Lines i3 the largest carrier. American argues that United has 29 3
percent of total enplanements at LAX, while American has only 12.3 percent. In addition,
American mamtaing that United has a 30.9 percent share of the Washington-LAX market,
while Amertcan has ondy 2 31.0 percent share. Approval of its application, American
argues, would therefore improve competition in the Washington-LAX market. Amencan
alsa states that its proposal has received significant congressional and civic support.
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Lastly, American contends that its application best matches all four of the AIR-21
selection criteria. First, Amercan maintains that it will be able to provide on-line
connecting benefits to numerous western and international cities, Second, American
asserts that approval of its application will improve competition at LAX, in the DCA-LAX
market, and at small California cilies such as Sania Barbara that wili gain first time access
10 single connecting, on-line service to DCA. Third, American maintains that grant of its
request would not reduce existing service to DCA. Fourth, American argues that a 1999
GAO report ultimately concluded that authorizing of additional slots at DCA would not
create significant delays.

American Trans Air, Inc. (ATA)

{On May 5, 2000, ATA requested four slot exemptions to provide one round trip a day to
San Francisco International Airport {SFQ) and one round trip a day to LAX with

B-737 aircraft (216 seats).

Since ATA began providing iow-fare DCA-Chicago Midway service, the carrier claims
that a high proportion of its capacity has been used to accommodate LAX or SFO
passengers. The applicant seeks to better serve this substantial market segment with
nonstop, low-fare service from DCA to California,

ATA contends (hat 1ts Jow-fare service from New York La Guardia (LGA) to SFO and
LAYX has proved successful. The carrier arpues that despite operating only three daily
round trips between LGA and LAX, it is the second largest carrier in the market, offering
fares 60 percent below those charged by Amencan and United. ATA argues that it can
replicate this success at DCA and consequently lower the DCA high average fares and
bring market discipline to the dominant carriers in the Washington-California markets.
Based on 1ts LGA experience, ATA estimates that it can generate $64 mllion in consumer
savings int the DCA-California markets.

ATA further argues that its proposal satisfies the selection criteria outlined in AIR-21.
First, the applicant maintains that its proposal would enhance competition in the
Washington-California markets and offer on-line networking benefits to Hawaii and
interline network benefits to numerous west coast communities. Second, ATA contends
that the grant of its proposal would enbance the number of travel aptons available to
nassengers and reduce travel delays.

Last, ATA contends that its proposal meets the airline selection criteria cutlined in section
41715 of ATR-21 by increasing employment 2t ATA and throughout the nation as a result
of ATA’s $2 billion aircraft order with Boeing.

Delta Air Lines, Inc.
On March 22, 2000, Delta requested four DCA slots to provide two daily non-stop round

trips to Salt Lake City (SLC) using B-757 aircraft {183 seats).



Delta argues that the grant of its proposal would best satisfy the selection criteria outlined
by ATR-21. Specifically, the applicant contends that its proposal would provide extensive
network benefits beyond the 1,250-mile perimeter. Delta maintains that with its partner,
Skywest, it can offer connecting service to 65 cities from Salt Lake City, providing dozens
of small- and medium-sized communities in the intermountain west region access to either
their first online single connecting service or additional competitive online single
connecting service to DCA (SkyWest also code-shares with United Airlines.} In
addition, the applicant argues that SLC is among the natien’s top business centers and has
a rapidly growang population, Second, Delta argues that its proposal will increase
competition it multiple markets through its SLC connecting service to 65 cities. Delta
contends that ten communities in the northern tier of the western United States would
receive their first one-stap, on-ling service to DCA, Third, Delta asserts that there would
be no reduction in travel options for communities served by small hub airporis and
medium hub airports within the perimeter, as the carrier has no plans to reduce existing
service. EFourth, Delta contends that its proposed service would not cause additional
travel delays. The applicant asserts that Salt Lake City 15 among the least congested of the
western U S hub airports and that a 1999 GAQ report found that the addition of sliots at
DCA would not cause significant aircraft delays.

Frontier Airlines, Inc. )
Frontter requests four slot exemptions to enable it to operate two nonstop round trips a
day between Denver and DCA wath Boeing 737-300 aircraft. Its proposed start-up date is
September 7, 20060, In suppert of its application, Frontier states that it is a true low-fare,
new-entrant SUCCEss story, having started operations in July 1994 at Denver. It has
praspered and growr, despite being blocked from several major airports due to a lack of
slots. 1t says it would represent the first low-fare new entry at DCA in 15 years. In
support of the favorable competitive impact of its low fares, the carrier points to its entry
inta the Denver—BWI market in November 1997 and the resulting 20 percent decrease in
fares and 67 percent increase in passengers in the market. Frontier paints a similar picture
in the Denver-La Guardia market where it inaugurated service in December 1997, Finally,
[rontier states that its application meets all of the statutory criteria in that it would:
provide network benefits to commurnities that it currently serves inte Denver from the
south, west and northwest; increase competition by a new entrant; not reduce travel
options for communities within the 1,250-mile penimeter, and not result m increased
delays at DCA or eisewhere throughout the system.

National Airfimes, Inec.

Mational requests six slot exemptions in order to operate three daily round tops between
1.as Vegas and DCA with 175-seat B-757 aircraft. Mational states that Las Vegas is the
second-largest doniestic market outside DCA's perimeter, and the fastest growing. The
applicant maintains that during the past decade, traffic at Las Vegas's McCarran
International Airport has increased by 6.5 percent a year. In contrast, says National,
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Las Veygas-Washington traffic has been relatively stagnant because of inadequate capacity.
National contends that its proposed service would dramatically improve Las Vegas-
Washington service and generate significant network benefits by creating online single
connecting service to DCA from both Loz Angeles and San Francisco immediately, and
from additional cities west of the carrier's Lag Vegas hub eventually .2 )

Mational states that it qualifies as a "new entrant carrier” under 49 17.85.C. 41714(h}3),
and that it will promaote commpettion by offering significantly lower fares than those now
bemg offered by United for Las Vegas-Dulles service or by Southwest Airlines, Ine., for
Las Vepas-BWI service. National also notes that its introduction of Las Vegas-DCA
service could not harm its service from other points to DCA sinee 1t serves no such routes,
and that the proposed service would not result in meaningfully increased travel delays.

Northwest Airlines, Inc.

Northwesi requests two slot exemptions in order to operate one daily round trip between
Seattle and DCA with 124-seat Airbus 319 aircraft. In support of its request, Northwest
notes that Seattle is the fifth-largest origin-and-destination (O&D) market lacking nonstop
access to DCA, and only United Air Lines operates nonstop service between Seattle and
the Washington area. Northwest states that its proposed service would therefore enable it
to compete head-to-head with United's present monopoly in the Seattle-Washington
market. Northwest also asserts that it operates a substantial network of connecting
services at Seattle in coryunction with its code-share partners, including service at 38 cities
inn the western United States and eight others in Japan, Canada and Mexico. As a result,
its nonstop Seattle-DCA service would provide the first one-stop access ta DCA for 16
mostly small- or medium-sized U.S. cities. Northwest further states that it has no plans to
reduce its existing services to DCA from any airport within the perimeter as a result of its
proposal, and that the grant of its application would not meaningfully increase travel
delays at DCA or anywhere else. Northwest says that its service would reduce the travel
times and increase the convenience of passengers traveling to DCA from Seattle and other
cities on its network. Noerthwest therefore asserts that its proposal would improve serice
to DCA {or western 1.8 cities, particularly small and medium-sized ones, and would
promote domestic air transportation.

Trans World Airlines, Inc.
On May 5, 2000, TWA requested six slot exemptions to provide three daily round trip
flights between DCA and LAX with B-757 gircraft (180 seats).

TWA contends that its proposal weuld satisfy a need for new competition in the non-stop
DCA-LAX market and that it views the opportunity to provide this service as a catalyst
for developing an integrated LAY network. The carrier also contends that its apphication
best meets the ATR-21 selection criteria. First, the carrter argues that through a code-

 National states that it has plans to add fliglts o Las Vegas {rom Portland, San Diego, San Jose and
Seattle within the next four years.
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sharing agreement with regional carrier Chautauqua Airlines, TWA will offer the first or
competitive one-stop service to five California cities, namely San Luis Obispa,
Bakersfield, Monterey, Santa Barbara, and Paim Springs, in addition to providing first-
time service to the largest beyond-perimeter city currently without direct service to DCA.
Second, TWA maintains that it would also offer competition in multiple markets and
provide the first nanstop service between DCA and LAX. Further, the carrier claims that
its strong brand name would facilitate competition with United Air Lines and American
Airlines, the dominant carriers in the Washington-L AX market, Third, TWA asserts that
1ts proposal will not reduce travel optiens for communities within the perimeter, as there
will be no reduction in existing service. Fourth, TWA argues that the proposed service
will reduce travel time for DCA-LAX passengers. TWA also cites a 1999 GAO report,
which concluded that additional operations at DCA would not cause significant delays.

TWA also contends that its proposal best matches the relevant carrier selection criteria
outlined in section 41715{c) of ATR-21. The applicant argues that grant of its request
would enhance both intra-gateway LAX competition and on the local DCA-LAX route,
In a different vern, TWA argues that the grant of its application would be instrumental in
revitahzing the carrier’s declining fortunes. TWA further argues that it 1s has the best
scrvice performance of any applicant, having the leading on-time performance record. In
that regard, TWA also notes that it won J.D. Powers and Associates’ I@@E and 1999
awards for customer service,

United Air Lines, Indg.

United has applied for four slot exemptions to allow 1t to operate two nonstop round trips
a dav between Los Angeles and DCA using [82-seat Boeing 757 Stage 3 aircraft. United
states that granting 1ts application would be fully consistent with all of the statutory
critena, Regarding network benefits in multiple markets, United states that it has made a
significant investment in developing Las Angeles into a major hub to the point that it now
serves 48 domestic cities from Los Angeles, not to mention 11 international cities, with an
average of 384 departures 2 dav. In addition, Urited states that its regional code-share
affiliate SkyWest Airlines serves 19 cities from Los Angeles, further enhancing the
network benefits. United also asserts that 16 communities would receive their first ever
one-stop online connection to DCA, while 16 more would recerve their first competitive
one-stop service. i addition, United would use 182-seat Boeing 757s--the largest aircraft
curtently authorized to use DCA. United further states that granting its application would
not have a negatrve effect on service at any communities lacated within the perimeter.
Finally, United states that grant of its application would not result in “meaningfully
increased travel delays” at any airport.



RESPONSIVE PLEADINGS
Pleadings in Support of Various Applications

Phoenix
On May 22, 2000, the City of Phoenix filed an answer in support of America West's
application. Phoentx argues that it was the fastest growing metropolitan area in the U.S.
from 1970 to 1996 and that is enjoys a large, diverse, high-technology economy. Phoenix
comtends that Amenca West 1s the only major network carnier that canniot serve its
primary hub from DCA. Phoenix argues that, except for United at Los Angeles, America
West has more daily departures and serves more peints at Phoenix than would any other
applicant’s proposed services. 1t further contends that America West offers more U S.
western aity departures from Phoenix than would any other carner in this proceading from
its proposcd destination city. Phoenix argues that America West offers the aircraft with
the largest two-class service of any of the applicants.

Denver
Cn May 22, 2000, the City and County of Denver filed an answer in suppert of Frontier's
application. Denver asserts that it was the sixth largest U.8. airport in 1999 with 38
iuthion passengers, an extensive route network and a critical link to small and mid-sized
communities in the Rocky Mountam and Great Plains regions. Denver argues that of the
seven applicant cities, Denver is the closest to DCA and, therefore, awarding Denver
service would be the result most consistent with the intent of the Perimeter Rule to limit
DCA access 1o closer cities. Denver contends that granting Denver DCA access would
effectively extend the Perimeter Rule by only 220 miles while grant of applications to
other cities would unfairly allow other communities to “leapfrog” Denver. Denver argues
that Frontier serves 20 cities from Denver and that the carrier would be a new entrant at
DCA. Denver argues that Frontier's presence at Denver has had a major impact toward
lowering fares in Denver markets.

Seattle
On May 22, 2000, the Port of Seattle filed an answer in support of Northwest's
application. Seattle argues that absent the Perimeter Rule and High Density Rule, Seattle
would have nonstop DCA service today. Seattle asserts that it is the fifth largest market
without nonstop DCA servies and that it is an important business, high technology, world
trade center that generates over 500,000 annual Washington, D.C. O&D passengers.
Seattle contends that DCA is largely a business, rather than a leisure, market and that most
low-fare Washington leisure travelers use BWI and TAD airports. Seattle argues that
these airports could maost effectively serve the Las Vegas market. Seattle contends that
Northwest’s selection would provide domestic network benefits to 38 cities, 16 of which
would benefit from first one-stop DCA service. Seattle argues that Los Angeles and San
Francizco already enjoy substantial competitive nonstop transcontinental service to two
Washington airports and that Phoenix, Denver and Salt Lake City already provide
overlappimg Rocky Mountain regional service. Seattle cites its rapidly expanding economy
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and claims to be the [astest growing of the three west coast airports seeking nonstop
service to DCA in this proceeding.  Seattle argues that grant of Northwest's application of
only two siot exemptions would bring new competitive services to Seattle while reserving
a significant slot pool for other applicants.

Alaska/Horizon Airlines
On May 22, 2000, Alaska Airhines, Inc., and Henizon Air Indusities, Inc. d/b/a Hotizon
Air {AlaskaHonzon) filed comments i support of Northwest’s propesal.  Alaska/
Horizon contends that through the Alaska/Northwest codeshare agreement, selection of
Morthwest’s proposal would result in the utique double benefit of two new carriers for
Tracific Northwest-DCA passengers, This is because Alasks and Northwest would
compete on some routes as well as codeshare, thereby resulting in substantial potential
competitive and network benefits,

St. Louis
(n May 22, 2000, the City of 5t. Louis and the St. Louis Airport Commussion (St. Louis
Parties) filed comments in support of TWA's application. The St. Louis Parties argue that
TWA’s proposal will strengthen the carrier, now an employee-owned company, and
positively impact the St. Louis region.

Las Vegas '
On May 22, 2000, Las Vegag McCarran International Airport, the Las Vegas Chamber aof
Commerce, the Las Vegas Visitor and Canvention Authanity, and the Nevada
Development Authority (Las Vegas Parties) filed an answer in support of the applications
of America West and National, The Las Vegas parties argue that Las Vegas offers service
to 70 nonstop domestic destinations and that the Las Vegas area has experienced strong
growth and an expanding economy. The Las Vegas parties argue that many incumbent
applicant camier preposals closely resemble exasting services to alternative Washington
airports and should not bg given high selection priority. The Las Vegas Parties also assert
that selection of two Las Vegas-Washington proposals would avoid creation of a
menopoly i the market. The Las Vegas Parties also argue that Las Viegas-Washington
nonstop flights have the highest lead factors of any nonstop flights between Washington
and the appiicant cities.

Salt Lake City
On May 22, 2000, the Utah Air Travel Commission and the Salt Lake City Corporation
{Litah and the Salt Lake City Parties) filed an answer in support of Delta’s application.
The Utah and the Salt Lake City Parties argue that an award to Delta would result in new
and expanded DCA connecting benefits to 33 beyond-perimeter cities, including 28 small
and medum sized cities, The Ulah and the Salt Lake City Parties assert that Delta’s
service would provide 267,000 seats for new DCA services to these points and Salt Lake
City and would improve traveling convenience for thousands of passengers. The Utah and
the Salt Lake City Parties take no position on other proposals, except to the extent that
fully granting America West's request would preclude a full award for Delta’s Salt Lake
City proposal. The Utah and $alt Lake City Parties argue that Salt Lake City’s supenor
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geographic position would result in significantly overall less DCA connecting circuity for
more points than other competing cities.

Opposition Pleadings

America West
Qn May 22, 2000, America West filed comments. Amenca West claims that none of the
applicants can match the domestic network benefits of its proposal. America West asserts
that an award of slot exemptions to any of the established DCA incumbents would provide
minimal network benefits since most of the larger cities claimed for new DCA single
connecting service in the competing applications can be reached by one-ston service over
inside penmeter hubs. America West asserts that Los Angeles applicants United and
American emphasize the benefits of their proposals to the local market in contrast to the
statutory critena requiring domestic netwark benefits and competition in multiple markets.
America West also contends that selection of a DCA incumbent, especially American,
Delta, or United would do little to lower very high DCA average fares and that it offers
lower fares in several of the markets where it competes with Frontier, National and ATA
America West argues that its proposed service would bring new single connecting service
to over 1.25 millkon passengers in concert with the congressional intent of ATR-21.

American
On Apni 7, 2000, Amencan filed a motion to fie Jate? and an answer in opposition to
Delta’s application to the extent that granting Delta’s request precludes granting
Amernican's appheation. On May 22, 2000, American filed an answer to al] of the
applications filed in this docket. American contends that since Los Angeles is the largest
US. city without DCA service it should be given selection priority over other cities in this
proceeding. Amencan argues that of the [our carriers seelang DCA slot exemptions for
Los Angeles service, it should be ranked first. American asserts that United is the
dominant carrier at both Washington and Los Angeles as well as in the Los Angeles-
Washington market and should not be selected as & matter of competitive balance.
American also argues that the service benefits of ATA’s proposed single daily round trip
as well as its network benefits at Los Angeles are insufficient, American allcges that TWA
18 not strong enough to effectively compete against United and that TWA’s nerwork
benefits are speculative.

ATA
ATA filed an answer on May 22, 2000, armung that the Department should first consider
the largest markets for proposed service, i.e, Los Angeles and San Francisco. ATA
argues that the other competing hubs are significantly smaller and therefore should be
given less consideration for first-time nonstop DU A service than Los Angeles or San
Francisco. ATA contends that its proposal would provide the greatest benefits per slot
(passengers, seats, and lowest fares) of any of the applicants. ATA contends that selection
of Untted or Amencan for DOCA-LAX service would simply strengthen the market

1 We will grant American’s motion o file late as well as all other motions to file late or unauthorized
documents.
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dominance of one of those carriers and that either applicant would simply carty self-
diverted traffic that would move on its services in any event.

ATA contends that TWA’s difficult financial pesition, cost structure, and lack of a low-
fare reputation would inhibit its full development as an effective competitor against
American or United. ATA asserts that San Francisco’s position as second largest beyond-
perimeter market without nonstop DCA service also makes it a prime candidate for
selection for new service. ATA notes that it is the only applicant to propese nonstop
service in the San Francisco-DCA market,

ATA argues that America West deserves some consideration for DCA slot exemptions
given its role in secking liberalization of the DCA slot regime. On the other hand, ATA
argues that America West’s code-sharing relationships with Continental, Mesa, and
Northwest disqualify America West as a DCA limited incumbent under 49 11.8.C.
§41714(k).* ATA argues that its propeosal is superior to America West's request based on
the importance of the markets to be served, number of passengers, seats, and impact of
low fares.

ATA asserts that Delta’s proposal offers few, if' any, competitive benefits and that most of
1ts anticipated trathic would be self diverted from current services rather than be new
traffic. ATA asserts that Delta would be offering service to a smaller market than either
Las Angeles or San Francisco and would use a smaller aircraft than ATA. ATA contends
that National would bring some low fare benefits to the Las Vepas-Washington market but
that National's low-fare offerings require advance purchase and have other restrictions not
required by ATA’s low-fare services. ATA also arpues that the Las Vepgas market is
considerably smaller than Los Angeles or San Francisco and that National's B-757 aircraft
have 20 percent fewer seats than ATA’s B-757,

ATA argues that Northwest's Seattle proposal would be provided with a smaller, foreign-
manufactured aircraft and serve a market substantially smaller than San Francisco ar Los
Angeles. ATA asserts that Northwest would offer a Yconventional established fare menu.”
ATA argues that Frontier's Denver proposal with small B-737 aircraft to a market smaller
than Los Angeles or San Francisco should be ranked lower than ATA’s proposal,

Delia
Delta arpues that the applications of American, United, TWA, and ATA (California
applications) all involve markets that now receive high levels of ronstop sernice to either
Raltimore Washington International or Dulles International airports. Delta also argues
that Califorma’s far western location does not make its cities a good candidate as 2
connecting hub except for a few California cities.

* Under 49 US.C. § 317140k} “...an air carnier that operates under the same designator code, or has or
efilers ixto a code-share agreement, with any other air carrier shall not qualify for a new siot or slot
exemiption 48 a new entrant ot limited incumbent air carrier at an airport if the rotal number of slots and
slot exemptions beld by the 2 carriers at the airport excead 20 slots and slot exemptions.”
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Delta contends that the American, TWA_ and United applications have focused on the
large size of the Los Angeles-DCA local market and placed less emphasis on increasing
competition 1n multiple markets. Delta argues that ATA would provide few domestic
network benefits. Delta states that American already competes effectively in the Los )
Angeles-Washington market, both locally and on a connecting basis. Delta asserts that
selecting Amencan would de little to increase competition in multiple markets because
Amencan already serves most of its claimed Los Angeles connecting cities from its
Dallas/Ft. Worth hub and that most of the benefits of United's Los Angeles hub are far
international service, rather than tor domestic service as required by the statute. Delta
argues that United would have an incentive to reserve its DCA-Los Angeles service for its
local passengers paying the highest fares and to transport connecting passengers on its
existing service, thereby lessening the network benefits of its proposal.

Delta states that ATA would provide no network benefits, and that ATA’s existing one-
stop service provides the carrier with ample opportunity to compete in the market. Like
the other applicants proposing nonstop service to California, TWA’s choice of DCA-Los
Angeles for DCA service is misguded, and even with its proposed codesharing
relationship, TWA’s network benefits would be minimal, Delta argues that TWA could
better serve DCA-western points through its 5t Louis hub.

Delta argues that America West’s request for 10 of the 12 available slot exemptions in this
proceeding to duplicative and overlapping hubs (Phoenix and Las Vegas) is excessive and
umustified and that fully granting America West's request would preclude development of
alternative competitive beyvond-perimeter hub services. Delta contends that given
reasonable circuity and connecting fimes, 15 out of 16 potential Las Vegas connecting
markets cai also be served through America West’s larger Phoenix hub,

Delta also contends that the Department should also consider the recent poor on-time
amival perfarmance of carriers serving Las Vegas, Phoenix and Seattle compared to

Salt Lake City, given the statutory requirement that an award should not result in
meaningful increased traffic delays. Delta argues that its parformance at Sak Lake City
was ranked first for the same year ended March 2000 period. Delta argues that America
West should not be awarded more than two round tnps (four slots). Delta argues that
Frontier’s proposal would offer service to anly mine cities beyond Denver and no cities
would receive their first time one-stop connecting DCA service. Delta contends that all
nine of those cities already receive significant one-stop connecting service to DCA from
other carriers. Delta argues that small and medivm-sized Rocky Mountain communities
would receive few benefits from Frontier’s proposal. Delta contends that its proposal
would benefit 27 communities with new or improved DCA access as compared to just two
for Frontier. Delta argues that Frontier's small aircraft also limit the benefits that could be
realized from its proposed service. Delta also contends that its own fares from
Washington to Frontier’s proposed destinations are 22 percent lower than Frontier's.

Delta argues that National’s Las Vegas proposal is flawed because DCA-Las Vepas
demand has not been growing and that overall Washington-Las Vegas demand has been
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declining. Delta asserts that National’s proposal would offer few new network benefits
since Matiopal's only two beyond-Las Vegas points, Los Angeles and San Frangisco,
already receive ample one-stop connecting services. Delta asserts that Northwest would
operate its proposed Seattle service using the smallest aircraft of all the applicants, thus
hrmitmg the benefits of its service, and that Northwest would have to depend on the code-
share services of Alaska Airlines. Delta contends that Seattle’s Pacific Northwest location
limnits its ulility as 2 domestic connecting hub and that almost all of Northwest's claimed
connecting cities would require a significant backhaul. Delta arpues that Northwest
already serves many of these communities to DCA with more convenient one-stop
connections over Minneapolis/St. Paul, a larpe within-perimeter hub  Delia argues that
Northwest's proposed one-round-trip-a-day limits the number of viable connecting flights
and travel options available to passengers as compared to multi-flight proposals.

Frontier
On May 22, 2000, Frontier filed an answer arguing that promotion of new entry by new
entrant airlines should be a key selection factor given the pro-competitive goals of the
Airline Deregulation Act, the Department’s own policies promoting new entrant service,
and the objectives of AIR-21. Frontier asserts that only it would bring new competition 1o
a highly concentrated hub {Denver) while providing new competitive services ta multiple
markets. Frontier argues that given the recent general rise in air fares, the Department
must cnsure that new entrant airlines have every opportunity to offer alternative, lower
fares to the traveling public. Frontier contends that of all the applicant cities, Denver is
the most converuently located beyond-perimater hub, providing significantly less circwity
to DCA than other proposed communities. Frontier argues that as a general competitive
issue, large slot-holders at ail High Density Rule airports, and especially at DCA, should
not be given additional slots it this proceeding. Frontier argues that grant of 10 of the 12
slot exemptions to America West would effectively be a monopoly beyond-penmeter
award to one carrier. Frontier asserts that an award to America West would not result in
new connecting service to many large western aities such as Deonver or Albuquerque.
Frontier argues that an award tor America West would likely result in self diversion of
passengers from America West’s current Columbus-DCA service, forcing the carrier to
reduce flights on that segment, Such a result would be contrary to the bevond-perimeter
selection critenon not to denigrate service at communities within the perimeter outlined in
49 U.S.C. §41718(a)3). Frontier argues that given its current relationships with
Northwest and Continental America West cannot be considered a new entrant air carrier
at DCA under 49 U.S.C. §41714(k).

Frontier asserts that National's Las Vegas proposal would provide service at a community
where traffic demand has been flat and that traffic in the Las Vegazs-Dulles market has, in
fact, decreased. Frontier argues that National offers connecting service only to Los
Angeles and San Francisco. Frontier argues that many routings over National’s Las Vegas
hub are more circuitous than from Frontier's Denver hub and that Fromtier would offer
connecting service 1o more communities than would National
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Regarding the Los Angeles proposals, Frontier argues that they should not be favored
because effectively only the Los Angeles/Southern California Basin would benefit from
nonstop DCA-Los Angeles service. Frontier contends that given the significant circuity
involved with LAX connecting service, other major west coast cities such as Portland or
Seattle would not benefit from selection of LAX for new DCA service, .

National
On May 22, 2000, National filed an answer arguing that, consistent with the congressional
intent of AIR-21, the Department’s policy objectives, and the goals of airline deregulation,
the Department should favor awarding DCA slot exemptions to a new entrant carrier such
as itself over the DCA incumbent carriers. National asserts that only three applicants
(National, Frontier, and ATA) qualify as DCA new entrant/limited incumbent carriers,
Specifically, National argues that America West does not qualify as a new entrant/limited
incumbent because it has a code-share agreement with Continental Airlines and under the
provisions of 49 US C. § 41714(k) the DCA slot heldings of both carriers nust be
aggregated in considering new entrant/limited incumbent eligibility. National argues that
America West and Continental combined hold 42 DCA slots, making the combination the
fifth largest DCA slot holdetr. National argues that the goal of improving competition and
facilitating new entrant market entry should take precedence over increasing connections
at beyond-perumeter hubs for incumbent carriers. National argucs that it would offer
sigmificantly lower fares in the DCA-Las Vegas market than incuombent carrers, including
America West. National asserts that Amenca West currently matches the higher Dulles-
Las Vegas fares offered by United but does not match Southwest's lower fares to BW1L
National asserts that DCA passenyers traveling on proposed incumbent carrier services
would primarily be diverted from existing incumnbent within perimeter hub connecting
services or fTom existing incumbent Diles or BWI services. Nalionzl argues that those
resulting traffic diversions would engender strong incentives to reduce existing incumbent
services in contradiction to AIR-217s requirement that a DCA slot exemption award * not
reduge travel options for commurties served by small hub airports and medium bub
airports within the perimeter.” Finally, National argues that its proposal could not resuit
in service reductions at within perimeter hubs since National dees not serve DCA

Northwest
On May 22 2000, Northwest filed comments. Northwest asserts that Los Angeles should
not be selected over Seattle because Los Angeles already enjoys more competitive
nonstop service to Washington than any other city proposed in this proceeding with three
carriers offenng a total of 14 daily flights to Dulles and four daily flights to
Baltimore/Washington International. Also, Northwest asserts that selecting American
would not introduce a new competitor in the Los Angeles-Washington market Northwast
alleges that Amencan would provide one-stop connecting service to only 13 commumties
beyond Los Angeles as compared to 48 cities served comparably by Nerthwest at Seatrle.

Similarly, Northwest states that ATA's propesal for Washington-Los Angeles and
Washington-San Francisce service would simply add service to markets already well-
served by LAD and BWI airports. Northwest argucs that ATA’s proposal would add new
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service to only two points, Honolulu and Kahului (Maui), Hawaii, beyond the perimeter.
Northwest argues that America West’s proposals benefit only two of the smallest
Washington O&D markets, Phoenix and Las Vegas, and that both of those cilies are
already competitively served through BWI, while Seattle, a larger Washington O&D
market, recerves only monopoly service from United. Northwest argues that America
West at Las Vegas wilt offer one-stop connecting service to only 21 domestic paints
outside the penmeter while Northwest would offer sitmilar service to 48 cities. Northwest
argues similarly that America West's proposed Phoenix service would offer one-stop
coumecting service to fewer domestic points than would Northwest's Scattle proposal.
Northwest argues that Delta proposes to serve DCA-Salt Lake City when it provides two
daily round tnips in the [AD-Salt Lake City market and that selecting Delta will not
Lmprove competition singe it is the monopoly cartier in the market. Nonhwest contends
that Delta would provide 46 communities wilh single-connecting service as compared to
48 communities at Seattle by Northwest. Northwest says that Frontier currently operates
two daily flights between Denver and BWT and that United also serves the Denver-Duiles
rnarket. Northwest argues that Frontier serves only mine cities from Denver and that
Frontier would not offer a single community its first single connecting service to
Washington. Northwest argues that Mational's DUA-Las Vegas service would benefit a
small market that already receives service to both BWI and TAD. Further, Northwest
argues that National offers same-day, one-stop connecting service in only two markets,
Los Angeles and San Francisco, both of which aiready receive substantial Washington
service. Northwest argues that TWA™s Los Angeles request proposes service for a well-
served market and that only two markets, Kona and Honolulu, would receive single
connecting service from TWA’s proposal, Northwest argues that United’s proposal
would simply enhance United's dominant position in the well-setved Los Angeles-
Washington market. :

TWA
On May 22, 2000, TWA filed comments stating that with imited DCA frequencies the

Department must identify the largest DCA markets without nonstop DCA service and
decide which applicants can best serve those cities. TWA asserts that no applicant
disputes that Los Angeles is the largest market proposed for DCA service and the fact that
tour carriers applied for Los Anpeles indicates its importance. TWA contends that the
competing cities have only from 13 to 30 percent of the Los Angeles population and 16 to
62 percent of Los Angeles-Washington O&D traffic. TWA argues that the Department
must it its choices to a few communities to maximize the competitive and service
benefits from its total decsion package. TWA argues that selecting either United or
American for Los Angeles service would only strengthen the positions of one of the two
dominant carriers in the market. TWA asserts that AIR-21 gives the Depariment the
opportunity to inject new competition in the Los Angeles-Washington and beyond-Los
Angeles markets. TWA argues that its three daily round trip Los Angeles service proposal
15 superior o United's and American’s proposed two daily round tops. TWA further
asserts that its Los Angcles network benefits are comparable to those of American and
United. Whiie TWA concedes that United’s Los Angeles network could reach marginally
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greater numbers of passengers, TWA argues that that would not overcome the detrimental
competitive impact of selecting United for Los Angeles semvice.

TWA argues that ATA’s primary focus is on serving ita Chicago Midway hub rather than
serving Los Angeles and that with a single daily round trip, ATA would not provide -
effective competition in the DCA-Los Angeles market. TWA contends that ATA"s
proposal offers no network benefits and that ATA's praposed connections to Hawaii are
not viable, since they would require a passenger to overnight at either Los Angeles or San
Francisco. TWA contends that ATA’s corparate strategy has been to avord competition
with major carriers rather than to serve as a low-fare alternative. TWA also argues that it
would offer lower fares than those of the Los Angeles-Washington incumbents, as
generally evidenced by its transcontinental low-fare policies. TWA arpues that ATA's
propesed Los Angeles service would cater only to price-sensitive passengers, to the
detriment of service and schedule sensttive business passengers, and that TWA would
offer 2 more comprehensive package of service options for bath classes of passengers.

TWA argues that Delta’s Salt Lake City proposal would result in new single connecting
services Tor only ten new cities and that rts proposed new one-stop connecting service
would reach communities with a total population of less than 450,000, and only 16,690
O&D passengers a year. TWA argues that those network benefits are modest when
compared to the beyond Los Angeles market. TWA concedes that the benefits of
America West’s Phoenix proposal are significant, with new one-stop connecting service to
14 new cities with a total population of over twe million and 73,660 D&D passengers, but
TWA argues that its proposal would offer comparable network benefits and would serve a
much larger local market. TWA argues that America West's proposed service at Las
Vegas would operate at the smallest community with the smallest traffic of any applicant s
proposed nonstop DCA markets, providing only one online connection (Bakersfield) that
couldn't be accessed wia Phoenix. TWA argues that growth in the Las Vegas-DUA
market has been flat.

TWA argues that Northwest’s Seattle proposal would serve a comparatively smaller
volume market with one-stop connecting service to 13 cities. TWA states that
Northwest's proposed service would reach citres with a population of 833,535 and 37 980
O&D passengers, or significantly less than the beyond-Los Angeles traffic. TWA argues
that Northwest’s smaller A319 aircraft would not fully utilize the limited available slot
exemptions and, on this basis, Northwest should not be considered for selecticn.

TWA argues that National’s Las Vegas request is excessive in terms of the DCA-Las
Vegas market size and National's claimed benefits. TWA asserts that, in contrast to
National's assertions, the Las Vegas-Washington market does not require additional
service stimulation, and perceived market stagnation is simply a shift in passenger
preference from Dulles to BWI service. TWA argucs that Frontier's proposed B-737
Denver service (roughly 140 seats} is with an aircraft too small to justify the award of
more than one daily round trip {twa slot exemptions}} in the DCA-Denver market.
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United
On May 22, 2000, United filed comments. United argues that, as the largest local beyond
perimeter market, Los Angeles-Washington requires service to DCA. The applicant
asserts that although three other carriers have also applied to serve DCA-Los Angeles,
none offer the domestic hub benefits that United would bring since none operate a hub af
Los Angeles. United argues that all of the other applicants are either proposing service at
smaller points (Northwest, Delta, and America West) or do not operate true hubs
comparable to United’s Los Angeles operations (America West and National at [.as
Vegas, Frontier at Denver and American Trans Air at San Francisco). United claims that
its service would provide greater benefits to more passengers in more communittes in
western states than any other applicant including the first one-stop connecting service to
16 cities and competitive DCA connecting service to 16 other cities. United states that it
would serve all of Amernican’s firsi-time, one-stop connecting markets and 12 additional
cities as well. United says that it will provide additional one-stop connecting service to 16
markets s compared to nine markets for American.

United states that the network benefits claimed by ATA are miniscule and that TWA's
claimed network benetits of single connecting service to five communities rest on a
uncompleted codesharing arrangement with Chautauqua Airlines. United argnes that
Delta’s Salt Lake City proposal would offer only new single connecting service to 10
points compared to 16 points for United. Also, United argues that its 16 connecting
service cities generate |44 Washington passengers per day compared to 185 Washington
passengers per day for Delta’s 10 cities. Delta’s 10 cities also invelve greater circuity than
United's cities. United states that the benefits of additional DCA service ta 30 citres
claimed by Delta are not substantial since most of those communities enjoy connecting
opportunities over numerous alterative within-perimeter hubs. United contends that
MNorthwest’s Seattle proposal with a single daily round trip and the smallest aircraft
proposed? provides fewer benefits than United’s. United contends that although
Northwest claims one-stop connecting service o 38 communities, many of those
connections would not be viable with only one round trip a day in the market. United
asserts that the feasibility of these proposed services is further diminished given that many
of these communities already have daily connecting service to DCA and that service to
DCA via Seattle to many of these points involves substantial circuity, United afso asserts
that Naorthwest is the only applicant to propose service with a foreign manufactured
aircraft, which is a factor that the Department may consider in gramting slot exemption
awards.

United argues that America’s West’s Phoenix and Las Vegas proposals would serve
smaller Washington markets than Los Angeles. United argues that both of these cities
already receive nonstop Washington service from America West to BWI and connecting
service to DCA via Columbus. Umited argues that only 135 of America West's claimed 42
connecting cities ta DCA would receive first time connecting service compared to 16
cities by United. United contends that service to its connecting cities is less circuitous

* United also contends that the operating cluracteristics of Northwest's 4319 aircraft limit its full
utilization at [YCA,
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than the service proposed by America West to its conmecting cities. United argues that
America West's claims of consumer savings from its proposed services are exaggerated
and unsupported by its current pricing policies,

United argues that Frontier's proposed service at Denver would be operated with smal|
B737-200 aircraft® (136 seats) designed primarily to accommedate the local Denver-DCA
marker with few netwerk benefits. United contends that most of the connecting cities
claimed by Frontter are large cities already well served over alternate connecting hubs or
communities invelving substantial gircuity over Drenver. United argues that Frontier
already serves the Denver-Washington market with BW| service, and that BWI is better
suited to the low-fare, discrettonary traffic sought by Fronter. United argues that given
Frontier’s low load factors on the Denver-BWI route, Frontier would likely reduce (hat
service if its DCA request were granted. United argues that fewer passengers would
henefit from selecting Frontier over United.

United argues that National’s Las Vegas proposal would provide service to the smallest
proposed local market in terms of DCA passengers, and that the Los Angeles-Washington
market 15 almost three times larger. United asserts that Las Vegas is primarily a leisure
market that is now well-served by Southwest to B¥Wl. United contends that traffic in the
Las Vegas-Washington market grew 17.7 percent per year as compared ta 6.5 percent for
theoverall Las Vegas market, and therefore lack of DCA service has not linuted growth.
United asserts that National’s proposal provides only minimal network benefits.

Other Pleadings

Washington Airports Authority (MWAA)
On May 22, 2000, MWAA filed 2 response. MWAA takes no position on the merits of
the various applications, but says that the Department should disregard the irrelevant
attacks of some applicants on the Perimeter Rule and the High Density Rule. MWAA
argues that the applicants have focused on the first two statutory selection criteria
involving domestic network benefits and increased competition by new entrant air carriers
or in multiple markets, MWAA asszerts that the applicants have oot effectively addressed
the third criterion involving the reduction of travel options for passengers. MWAA,
contends that the applicants have not umformly stated that they would retain current levels
of Dulles service if also selected for DCA service. MWAA says that only Delta has
addressed this issue, Regarding the fourth criterion involving no increased travel delays
resulting from an award, MWAA has also expressed concemn that several applicants have
cited a General Accounting Office study as evidence that DCA can accommodate up to
seven additional flights per hour without additional delay. MWAA argues that the GAO
study assumes an increase in combined instrament flipht rule (IFR) and visual flight ule
{VFR) operations and is not valid for additional] available capacity under [FR conditions
alone. MWAA also argues that the Department must consider the impact of distributing

& Like Worthwest's aircraft. United also contends that the operating characteristics of Frontier's B737-300
aircraft limnil its full utilization at DCA.
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hourly slot awards in this proceeding along with “slot slides” pertutted under 49 U S C.
§41714(d).

Other Issues

On June 5, National filed a motion to strike portions of comments filed by America West
regarding fares offered by National and National’s recent financia) performance. National
alieges that America West has misrepresented Nationai’s fare structure by claiming that
Aimerica West's fares are lower in several markets. National contends that it actually
offers lower fares than America West in most comparative markets, National argues that
America West has characterized National as conducting unprofitable operations when
America West should have been aware of recent press coverage of Natignal's profitable
gperatons.

Cn June 8, America West filed an answer. Armerica West argues that it made no
musstatemnents concerning National and the motion should be denied. America West
contends that 1ts fare comparisons are based on average fares paid by passengers and are
derived from the Department’s O&D data, DB1B data base. America West argues that
these data are better comparative indicators than National’s published fare comparisons,
which can change frequently. America West also argues that the Department’s Form 41
submissions indicate that National experienced a 1999 net loss of over $40 million.
America West argues that even if National was profitable for the month of March 2600,
the carmier has not demonstrated sustained profitability.

We will deny National’s motion. National has not shown that America West has misused,
mischaracterized, or distorted this information, and we do not find that its exclusion from
the record is warranted. As dertved from Department sources, these data are officially
noticeable and may be used by any party. Of course, our decision to allow the information
into the record of this proceeding does not imply our endorsement of any of the America
West’'s arguments that rely on these data as support.

DECISION

We have decided to select America West for four slot exemptions for nonstop service to
Phoenix and twa slot exemptions for nonstop service to Las Vepgas, Frontier for two DCA
slot exemptions for nonstop service to Denver, National for two DCA slot exemptions for
nonstop service to Las Vegas, and TWA for two slot exemptions for nonstop service to
Los Angeles.

While all the apphcants put forth strong arguments in faver of their proposals, AIR-21
necessarily requires that we focus our attention on those certain criteria specified by
(Congress to govern our selection. Section 41718 identifies four criteria the Department
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must consider in making allocations in this proceeding. The statute also requires that any
successful applicant meet all four criteria.

Accordingly, as directed by new § 41718(a)(1) any slot exemptions we award must
provide “domestc network benefits” beyond the perimeter. Next, under § 41718(a)2),
we are directed to ensure that the slot exemptions awarded will also increase competition
by new entrant carriers or in multiple markets. Under § 41718(a)(3), we must insurs that a
grant of exemptions would not reduce travel options for communities served by small hub
airports and medium hub airports within the perimeter. Finally, under § 41718(a)(4), the
exemptions awarded must not result in meaningfully increased travel defays. With regard
to the latter two statutory requirements, as discussed below we find that all applicants
meet both.

Our analysis indicated that the network benefit and competition criteria imposed under
(a)(1) and {a)(2) were more determinative than the other two Congressionally-mandated
criteria. The Congress did not, however, provide any specific direction as to how we
should weigh between the former twe criteria in our decisional process. This is clearly
required, however, since carriers tended to offer more relative strength in meeting one
criterion than in the other. Thus, carriers with a stronger existing presence at DCA
emphasized their networks and the competitive benefits that could be brought to nuitiple
markets via those networks. Carriers with a less established presence emphasized that
Congress's focus on competitive benefits could best be met by selecting their applications,
and that even though, in most cases, their networks were smailer they could bring more
effective competition to them. We have concluded that, to give full meaning to

§ 41718(a)2), Congress's direction could best be met by awarding exemptions to new
entrgnts/limited incumbent carriers, as well as to those carriers that have relatively smaller
operations at DCA and would offer competitive benefits in multiple markets, rather than
providing additional opportunities for carriers that already have extensive operations at
DCA. In other words, we concluded that increased service alternatives by existing
competitors at DCA would have less competitive effect than additional service alternatives
by new competitars. The latier thus would better meet the statutory intent of increasing

competition.

As indicated, under § 41718(b)(3), we must ensure that a grant of exemptions would not
reduce travel options for communities served by small hub airports and medium hub
airports within the perimeter. By this, we believe Congress wished especiaily to ensure
that the service being provided though the new exemptions would not displace or disrupt
service now being provided though a small or medium hub. There was little argument in
the responses that service being proposed by other carrers would have this effect, and we
did not find any proposals that carried any sigmificant risk that small and medium hubs
inside the perimeter would be sufficiently affected by the awards made so as to reduce the
travel options for the communities they currently serve,

Finally, we have given heed to Congress's concern that the exemptions awarded would net
result in meaningfully increased travel delays. As several commenters pointed out, the
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General Accounting Office in 1999 found that additional operations at DCA would not
cause significant delays. While we take note of Metropolitan Washington Airports
Authority's reservation thar that study is not vahd for available capacity under 1FR
conditions alone, our review here indicated that 24 additional operations at DCA, spread
out over the slot period as required by § 41718{¢c)(2) to no more than 2 per hour, would .
not “meaningfully” increase travel delays at thar airport. Nor would the few additional
operations at each of the beyond perimeter destination hubs invelved — only four per day
at Phoenix and Las Vegas and two at cach of the other airports — meaningfully increase
the delays there.

We concluded that America West had the strongest overall application. Tt 15 the only
major network carrier that cannot now provide seriice between DCA and beyond
perimeter cities via either of its two principal neteork hubs, which are themselves beyand
the perimeter. Thus, although because of its code-share relationships with Continental it
would not be a new entrant at DCA, allowing America West to serve DCA from those
huhbs will provide the carrier the opporunity 1o become an effective new competitor
between DCA and all beyond perimeter cities it serves via Phoenix and Las Viegas, Even
TWA in its answer to campeting appbcations noted that the network benefits of Amenca
West's Phoenix hub were significant.

Frontier has argued that giving America West an award would likely cause it to reduce
Columbus-DCA service. America West has specifically rejected this contention. America
West states “America West, which has by far the smallest presence of any major network
catrier at DCA, has no plans to reduce its existing DCA services to Columbus, Ohio the
only airpert it is currently able to serve from DCA, as a result of its proposed Phoenix and
Las Vegas service.” We have no reason to dispute that assertion.

America West has applied for six exemptions to serve Phoenix, and four to serve Las
Vegas. As respondents pointed out, a grant of ten exemptions 1o America West — of the
twelve overall to be awarded — could preclude development of alternative competitive
beyond-perimeter services. As guided by Congress's transcendent interest in promoting
competition, and after considening the strengths and weaknesses of the competing
applications, we have decided to grant America West four exemptions for Phoenix and
two for Las Vegas. Granting two slots at Las Vegas will enable Amenca West to offer
additional conttecting options to passengers who will have the option of connecting either
(hrough Phoenix or [Las Vegas.

Having disposed of America West, we tumn to the three applicants who clearly qualify as
new entrants under § 41718(a)2). ATA, Frontier, and National.

Although American Trans Air has new entrant status, and the statute provided that we
give weight to increased competition hy new entrants, the statute also required the
provision of network benefits. ATA offers service from Los Angeles and San Francisco
only to Honoluli and Kahului. However, given ATA’s current schedule a connecting
flight to DCA from either Los Angeles of San Francisco would invalve an overmight stay,
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significantly limiting its attractiveness to passengers. It is difficult to find “network
benefits” in this arrangement. ATA argues that the requirement for network benefits
could also be met by travelers using its low-fare service to Los Angeles and connecting on
an mterline basis to other cities bevond, We disagree. Travclers so strongly prefer online
connecting services that interline connections would not provide the network benefits
sought by Congress. We therefore find that ATA is unable to show, as it must to qualify
under § 41718{(a)(1), that an award of slot exemptions in this proceeding would enable it
to provide domestic network benefits.

We have decided to award two exemptions to Frontier, for service to Denver. Frontier
represents a true new enirant at DCA | as its Denver service will represent ita first ever
from Reagan National Atrport. Besides heing a true new entrant applicant, Frontier otfers
connecting service to approximately ten cities to the north, south, and west, including such .
cities as Portland, San Francisco, and SeattlesTacoma While travelers from these cities
have present conmecting servige to the Washington market, we believe that Fronter at
Denver would provide & viable and potentially attractive alternative at several of these
poimts. Given the limited number of slot exemptions available and the strengths of some
other applicants, we have limited the award to two slots rather than the four the carrer
requested. We also recognize that Frontier’s proposed service would be provided with B-
7373, a relatively small aircraft; however, we believe that these disadvantages are
ontweighed by Frontier’s new entrant status and the network benefits that Frontier's
proposal would bring.

Sumlarfy, we have awarded two exemptions to National, for service to Las Vepas.
Wational is also a true new entrant applicant and its selection will bring a new competitor
to DCA. National will provide network benefits beyond Las Vegas to Los Angeles and
San Francisco, and the carrier has stipulated that it will add service to additional cities
west of Las Vegas. Moreover, Wational has a demonstrated history of offering low fares
in the markets it serves, thereby benefiting travelers and enhancing competition. We
believe that National’s Las Vegas service would provide a viable and potentialiy attractive
alternative at these points. As with Frontier, given the strength of other applications, we
have also limited its award to two slots, rather than the six it requested.

None of the remaining applicants for the last two slot exemptions available qualify as new
entrant/limited incumbent carriers under the definitions established by AIR-21. American,
Delta, Northwest, TWA, and United all serve Reagan National and all hold or held more
than 20 slots. However, each would offer network benefits through service provided to
cities served beyond their respective outside-perimeter nonstop destinations and would
increase competition in multiple markets. One distinction, however, 13 that all of these
carriers, with the exception of TWA, are major operators at Reagan National. American
operates 63 daily slots, Delta 95, Northwest 40, and United 34, while TW A presently
operates 4 total of only 13 slots a day at DCA. Of the incumbent carriers, TWA clearly
has the smallest presence.
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TWA also argues that it has the potental to offer a meaningful competitive alternative to
the existing one-stop services to LAX that are now being provided by incumbent DCA
slot holders, often through muitiple hubs located within the perimeter. Because American,
Delta, Northwest, and United operate much more service to DCA than TWA, those
carriers can offer multiple fights to altermative hubs that already cannect with service to -
many of the western cities those carriers are proposing to serve on a connecting basis in
this proceeding. TWA, on the other hand, in order to provide connecting service to
beyond-perimeter cities must rely on its single hub at $t. Louls. This hinders its ability 1o
effecthively compete in lransconunental markets from DCA and to offer the variety of
departure alternatives that its competitors operate in those markets. While we do not
overestimate the competitive impact of a single daily round trip in a market of this size, we
do believe that enabling TWA 10 serve on a nonstep basis will afford it the opportunity to
become a more effective competitor and to present travelers with an additional service
OppOrtunity.

TWA also wilt offer the benefit of onling, single connection service to 5 cities in California
through its partner, Chautauqua Airhnes. We are mindful that TWA's west coast network
18 sigruficantly smaller that those of several of the other carriers that are seeking outside-
perimeter slot exemptions in this proceeding. However, we find that

gach of these cities will be afforded either first single-plane or additional competitive
access 1o Washington National by TWA and, when considered together with the
competitive benefits denved from expanding service opportunities for a carmier with a
relatively hmuted presence at DCA the public will be well served by our decision to award
TWA two slot exemptions.

We find that these selections wall provide the greatest benefil of the 12 slol exemptions the
Secretary must grant consistent with the criteria established by ATR-21. The other
applicants, other than American Trans Air, would provide additional network benefits, but
the competitive significance of those applications is limited by the fact that many of the
passengers for which they would provide new single-connecting service are already served
by these carriers over alternate inside-penmeter hubs.

In addition, in the case of American and United we must consider the fact that,
irrespective of their proposals’ network benefiis, their proposals would alse result in an
increased presence in the Washington-Los Angeles market in which they are already the
dominant participants. American acknowledges in its pleading that it and United now
carry more than 80 percent of the traffic in the Los Angeles-Washington market,
Moreover, it would undermine the othenwise pro-competitive intent of § 41718 were we
to make available the limited pool of slot exemptions to carriers that have relatively large
operations at DCA, and provide considerable service to their principal network huby cities.

Delta’s application has merit because Salt Lake City is a major netwark hub for [Delta that
is autside the perimeter and, thus, cannot be linked directly to DCA. Like Ametican and
L'nited, however, Delta rlow serves on a single-connection basis via its principal inside the
perimeter hubs many of the same cities it would serve via Salt Lake City. Given the
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hirnited number of slot exemptions the Department has to distribute, we have to take into
account the fact that a very high percentage of passengers and a large proportion of the
communities that Delta would serve via Salt Lake City already receive single connection
service ot Delta via its other hubs. Delta’s increased number of service alternatives would
benefit these passengers and communities, but we concluded that increased service
alternative by new competitors would have a greater competitive influence.

We decided not to select Northwest's proposal because, while it does offer network
benefits, as a whole the Northwest propoesal does not offer the same level of benefits as
other competing proposals. The geegraplue location of Seattle limuts its sffectiveness as a
hub for service from the cast. In that regard, Northwest in its apphcation ineludes
connections to aties m Anzona, California, Nevada and Montana that would involve very
circuitous routings, such as Phoenix, and San Francisco. In fact, like American, Delta and
United, Northwest now serves on 8, single-connection basis via its principal inside-
perimeter hubs many of the same cities it would serve via Seattle, and many would involve
less cirguity.

CONDITIONS

Unused slgts: We are directing America West Airlines, Inc., Trans World. Airlines, Ing.,
Frontier Airlines, Inc., and National Airlines, Inc. to file in the Docket no later than

Tuly 14, 2000, the proposed flight schedutes and effective date for operations authorized
by this Order. Once the Depariment approves the final imes for each of the apphcants,
the carriers will then have 60 days to inaugurate their service as proposed. If service i3
not inaugurated within that timeframe, or if service is inangurated and later the awardee
discontinues service for any reason, the slot exemptions will be immediately returmed to
the Department for redistribution,

TWA's slot exemotions: As we noted, one factor that weighed on cur decision 1o provide
TWA slot exemptions is its intention to establish network benefits beyond Los Angeles
through its comauter partner, Chautauqua Awrlines. Becanse this is fundamental both to
the statutory criterion requiring the provision of network benefits, and also to our decision
to select TWA's proposal in liey of other applicants, we will require evidence of a contract
with a feader carrier prior to TWA’s implementing service. Should TWA not provide
such evidence within 60 days of the service date of this order, the two slot exemptions we
are conditionally granting TWA will be automaticelly returmed to the Department for
reallocation.
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ENVIRONMENTAL ISSUES

Although 49 U.8.C. §41718(e) specifically exernpts our action here from environmental
review’, we remain sensitive to the environmental impact of increased operations at DCA,
Consistent with the statute, we will require that all operations authorized by this order will
be conducted with Stage 3 aircraft. We also note that 49 U.5.C. §41718(g) requires the
Department to subrmit & study to the Congress in fiscal 2001 comparing noise levels at the
four slat-controlled airports with noise levels experienced before 1991, DCA also has,
and must give, priority for noise campatbility planning and pregram grants,

49 U.S.C. §§ 47117(2), and 41718(e)(3).

ADMINISTRATIVE TERMS

As the FAA slot regulation makes clear “slot{s) do not represent a property right but
represent an operating privilege subject ta absolute FAA control (and) slots may be
withdrawn at any time ta fLlfill the Department’s operating needs..,” 14 CFR 83 223{a).
Under the provisions of 49 U.8.C. §41714(j) these carriers may not sell, trade, transfer, or
convey the operating autharities grantad by the subject exemptions unless otherwise
anthorized heretn.

Further, granting of these exemptions in no way is to be construed as allowing a carrier to
operate services that it could not otherwise operate, i.e. | carriers must still meet all the
requirements of the Department of Transportation, the Federal Aviation Administration,
and all other statutes and regulations governing air transportation.

Thiz Order is issued under authorify delegated in 49 CFR 1.56(a).
ACCORDINGLY,

1. The Department grants exemptions from 14 CFR Part 93, Subparts K and 8, to
Frontier Airlines, Inc., (two slot exemptions, to serve Denver, Colorado); Natigmal
Airlines, Tnc., (two slot exemptions, to serve Las Vegas, Nevada), America West Airlines,
Inc., (four slot exempticns, to serve Phoenix, Anzona, and two slot exemptions to serve
Las Vegas, Nevada); and Trans World Airlines, Inc., {two slot exemptions, to serve Los
Angeles, California) to enable these applicants to conduct the operations described in this
order at Ronald Reagan Washington National Alrport ;

2. The Department directs America West Airlines, Inc., Trans World Airlings, Ing,,
Irontier Airlines, Inc., and National Airlines, Inc, 1o file in the Docket no later than

Iuly 14, 2000, the proposed flight schedules and effective date for operations authorized
by this Order. The slot exemptions granted must be conducted with Stage 3 aircraft, may

T £41715() states, “"Neilher the request for, tior the pranting of an exemption, nnder this section shall be
considared for purposes of any Federal law a major Federal action significantly affecting the quality of the
human emvironment.”
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not be used for operations between the hours of 10:00 p.m. and 7-00 am,, and may not
increase the mumber of operations at Ronald Reagan Washington National Airport in any
one-hour period during the hours between 7.00 a.m. and 9:59 p.m. by more than two
operations. Carriers are advised 1o consider maximutn flexability in proposed operating |
times to ensure compliance with these limits.;

3. The Department will make the final determination of slot times as soan as possible
after schedules are filed to enable the carriers to conduct the operations authorized by this
Crder. The Department directs America West Airlines, Inc., Trans Waorld Airlines, Inc.,
Frontier Airtines, Inc., and National Airkines, Inc. to cortact the Federal Aviation
Adminrstration Slot Administration Office after the Department’s determination of slot
times. The FAA will assign slot exemption numbers, effective dates, and operating times
consistent with statutory limitations.

4, If America West Airlines, Inc., Trans World Alrlines, Inc., Frontier Adrlines, Inc.,
or Nationat Airlines, Inc. fatl to inaugurate service within 60 days of being piven their
exact siot times by the Department, or 1t service is inaugurated and subsequently
suspended, the Department will reallacate those slot exemptions,

5. We require TWA to provide evidence of a signed contract with a carrier to provide
an-line feeder service to TWA at Los Angeles, including start-up dates, frequency levels,
aircraft type, and all ather relevant operating data within 60 days of the date of service of
this order. Should TWA not provide such evidence, the two slot exemptions we are
conditionatly granting TW A will be automatically retwmned to the Department for
reallocation;

6. Except as otherwise granted, we deny all ather applications far exemptions fom
" 14 C.F R Part 93, subparts K and S, filed in this dockets:

7. We deny the motion to strike filed by National Airlines, Inc ;

8. We grant all motiens to file late or otherwise unauthorized documents;
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9. The authorities granted under these exemptions are subject to ali of the other
requirements delineated in 14 CF R Part 93, subparts K and 5, including, but not limited
to, the reporting provisions and use ar lose requirements; and

10. We will serve this order on all parties in Docket QST-2000-7181.

By:
A. BRADLEY MIMS
Acting Assistant Secretary for Aviation
and International Affairs
{SEAL)

An electronic version of this document will be made available on the World Wide Weh ai:
hitp: /idms.dot govireporis/reporis-aviatio.asp



