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CPINION

In Application No. 51080 (Phase I) Pacific Southwest

Airlines (PSA) seeks authority to conduct air passenger carrier
service between San Diego International Airport (SAN), on the ome
hand, and San Jose Airxrport (SJC) and Oakland Metropolitan Inter-
national Airxport (CAK), on the other hand, via Orange County Airport
(hexeinafter referred to as OCA or Santa fna). In Application No.
52165, Aix Califormis (Air Cal) requests that its present authority
TO operate nomstop aix passenger carrier service between San Diego
and Oakland, and between San Diego and San Jose, be permanentlyr

wodified to allow service between these points via Santa Ana.
i. Introduction

In Apps. Pacific Southwest Airlines, Aix Californ:ta and ,
Pacific Air Transport, 70 Cal. P.U.C. 122 (1969), Decision No. 76110

dated September 3, 1969, in Applications Nos, 50261, 50331 and
50433, Aixr Cal was authorized to conduct daily nonstop air passenger
carrier sexvice between Sam Diego and San Jose and between San Diego
and Oakland.l/ ~ By Decision No. 77360 , dated Jume 16, 1970, the final '
date for imauguration of Air Cal's nonstop San Diego service was
extended until November 16, 1970. However, on August 27, 1970 Air Cal
filed a petition, Application No. 52165, to wodify its nonstop '
authority between these points so that it could operate from San Diego-
via Santas Anz to San Jose and Oakland. PSA filed a pro..est. Because
an early hearing was not possible, as well as for other reasomns set .
fox¥a in the decision, the Commission tewmporarily granted Aflr Cal s

request wmtil Mareh 1, 1971 (Dec:.s:.on No. 77768, dated
September 22, 1970),

1/ Iz additiom, Air Cal was authorized in Application No. 50381 to
sexve the Long Beach-San Jose market. In Application No. 50261
PSA received authorilty to operate between Long Beack-San Franciscq
Long Beach=San D:x.ego , and Long Beach-Oakland. In Appln.cat:’.on No.

50438 Pacific Air Transport was denied authora.ty to opernte a8 a
vassenger air carrier. '
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The wodification consisted of temporarily removing one of.
the restrictions in Air Cal's certificate of public convem.ence and
necessity issued in Decision No. 76110. This restriction: prohibited
any coumnecting service between the various points Alx Cal was
authorized to sexve. The temporary removal of this restriction has
been continued by various subsequent decisions, and Air Cal presently
bolds tais temporary operating authority wmtil July 31, 1972.

(See Decision No. 73276, dated February 2 1971; Decision No. 78299,
dated February 9, 1971; Decision No. 79083, dated August 24, 1971'
and Decision No. 79750, dated February 23, 1972.) \

On November 1, 1970 Air Cal commenced ome-stop sexvice
between SAN-SJC/0AK via OCA. It also instituted two nonstop round
trip flights each week between SAN-SJC/CAK. 3Before this new service
was commenced by Air Cal, however, PSA had initiated daily nomstop
£flights between San Diego and Samn Jose in September, 1970. After
AZx Cal filed a complaint against PSA concerning this nonstop sexvice,
the Commission held that PSA was operating without any certificate
authority, and it ordered PSA to discontinue the ﬁonsvtop flight.

(Sce Decision No. 78619, dated Apxil 27, 1971, in Case No. 9160,
Aiz Califormia v. Pacific Southwest Airlinmes.) Aftexr this decision
was issued, Alr Cal continued its two weekly moustop flights om the
route until September 8, 1971 when it expanded this service to ome
daflly wowmd trip. A4ir Cal never commerced San D:’.e"o-Oakland nonstop
service and has not provided any such service at any time.

On January 13, 1971, Air Cal f£iled a petition to furtkex
nodify its petition in Application No. 52165. This additiomal request.
sought permission to carry local passengers between San Diego and
Santa Ana and between San Jose and Oaklend. Air Cal requested that
this modification be granted ex parte, and that the matter be included
Ir. the hearing for finmal determination. PSA responded to Aix Cal's
petition by Ziling a protest on Januaxry 15, 1971 and requesting that
it be consolidated for hearing with Application No. 51080. PSA com-
tended that comsolidation was required because as a result of Air Callb

3~
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petition for further modification, both carriers mow sought to provide
identical sexvice between San Diego and Santa Ana, as well as between
Sen Diego and San Jose/Oakland via Santa Ana.

By Decision No. 73276, dated February 2, 1971, the
Commission recognized PSA's countentioms. It continued the prior
scheduled hearing in Application No. 52165, and cousolidated that
proceeding with PSA's Application No. 51080, This order also sévered’
PSA's application into two phases; the part of PSA's proposal which
is identical with Aix Cal's request im Application No. 52165 was
designated Phase I of Application No. 51020. Shortly thereafter, by
Decision No..73299, dated February 9, 1971, the Commission granted
Aix Cal's request to carry local origin and destimation (0&D) |
passcugers between San Diego and Santa Ana. This operation was
perwiited ou a temporaxy basis similar to that granted inm Air Cal's
original petition. Aixr Cal started carrying SAN-OCA 08D passengers
in Fedruary, 1971 at a one-way fare of $3.00, including tax.

A prehearing conference was held in these consolidated
watters om February 10, 1971. Public hearing was heid before
- Examiner Foley on September 7, 3, 10, 13 and 14, 1971 in San Diego.
The matters wexe submitted subject to the wailing of concurrent

opening briefs on December 6, 1971, and closing briefs on
December 22, 1971.

II. Application No. 51080
A. DPSA's Proposal , _ L
PSA commenced passenger air carrier operatfons in 1949.
It sexves San Diego, Los Angeles, Ontario, Hollywood-Buxbank, ,
Long Beach, San Jose, San Framcisco, Oakland and Sacramento. It
recently received authority to sexve Fresmo and Stockton. (Decision
No. 79985, dated April 25, 1972 in Application No. 52291.) TIts
g::ca“es.. growth dates from 1950 when it introduced Lockheed Electra
ixcraft om its Los Angeles-San Francisco route at a reduced’ fare of
$12 99. At that time, over the same route, Western Airlimes (We.»tem) |
- and United Airlines (UAL) were charv:z.n\_, from $18. 10 to $30.31

by |
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depending on service and type of aircraft. By mid-1962 PSA was.
caxrying over 50 percent of the passemgers in this warket. At this
point Western and UAL begza to compete - reducing fares and offering
sexvice comparable to PSA's. By the eund of 1965 PSA's share of the
market had dropped to 40 pexcent. By 1970 it had recovered and |
Inereased its share to about 57 percent, and it is now the dominant
caxzrier in the California corridor. '
Today PSA has a fleet of seventeen Boeing 727-200 Jet
aixcraft, ome Boeing 727-100 jet aircraft, and ten Boeing 737-200.
jet aircraft. PSA may purchase several Lockheed L-1011 Alrbus Jet
aixcraft in the near future.
PSA's met income has increased from $3.6 million in 1969
to over $4.9 million in 1970. During the first six months of 1971 =
PSA's pet income was $2.1 million. System passemgers and operating
revenue are set out below: N ‘

Operating
Year Passengers Revenue
1ons)

1960 621,000 $ 8,130

1955 063 000 24, 2051

1966 2, »713 000 38 139

1967 3, 346 >000 48,325

1562 3, 990 000 51 139

1969 & 4u3 ,000 59, 840

1970 5 162 000 72, >950
PSA's f£icaneial statements disclose that as of Jume 30, 1971 it has
a stockholders' equity of $55 willion, working capital of about $6.
nillion, and $9.4 million in cash. (Exh. No. 18.)

PSA's application seelks for the second time to attaia
authorilty to operate between Santa Apa and the Bay Area in direct
competition with Afx Cal. Its first application, involving authority
to operate between Santa Ana and San Framcisco, was denied by the
Commission after xehearing. (Anp. of Pacific Southwest Airiices,

68 Cal. 2.U.C. 410 (1968), Decision No. 74271, dated Jume 19, 1963

in Application No. 49001, sett ing aside Declomon No. 73487, dated

~5-
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December 19, 1967, The Commission based its conclusion in Decision
No. 74271 on the fasct that if PSA was pexmitted to operate fxrom oC4, .
Lix Cal would suffer serious financial difficulties, and that PSA
had failed to establish the size of the particular marke.. :anolved
(63 Cal. P.U.C. 410, &£12-13.)

Now PSA proposes to operate one daily round t:rip £light |
between SAN-OCA and & minimwum of four 0CA-SJIC/CAX daily round trips.
it proposes reduced fares between Santa Anma and the Bay Area, but
not between San Diego and the Bay Area:

. One-Way Fares Including Tax

Air Califormia PSA
SAN- OCA $‘ 8‘ 00 $ 8. 00
SAN-SJC 24..50 24.50
SAN-QAK 24.50 26.50
0CA-SJC 21.60 18.00
OCA-0AR 21.60 18.00

A traffic consultant and PSA's vice president for fmance
testified in support of its application. The traffic forecast is
based upon Air Cal's 1970 0&D traffic results between OCA~SJC and
between OCA-QAK. PSA's witnmess increased this 1970 tratfic some
4 percent for norwal growth each year, thereby arriving at & 1972
traffic forecast of about 202,000 OCA-SJC passengers, and 157 000
OCA~QAK passengers. (Exh. No. &, pg. 10.) He than added a 32 per-
cent increase in each maxket for 1972 in consideration of t:he prasenc_e-
of PSA's new service (10 percent st fmulation) and of its 'lowe_r fare
(22 percent stimulation). The fare stimulation partly results from .
the assumption that Air Cal will reduce its £ares to meel PSA's. In
taic mammer, the total 1972 traffic forecast is almost 267 ,OOO OCA-SJC
passengers and a little over 207,000 OCA~OAK passengers. The witness
assigned 40 pexcent of each market to PSA, leaving the balance with
Air Cal. Undexr this division of the traffic forecast, FSA could be
expected to carry about 107,000 Santa Anz-San Jose passemgers and
alwost 33,000 Santa Ana-Oakland passengers.

-6-
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Insofar as traffic between San Diego and Santa Ana is
concerned, PSA's witness does not forecast any significant traffic
on this route. It would be flown only as entry mileage and for
the purpose of equipment placement. It is expected to be a loss
operation. - |

Adopting this forecast, PSA's financial witness estimated
that the carrier would achieve operating income of about $12,000 pex
month on the OCA-SJC/OAK sexvice before considering interest expense
or Income taxes. The SAN-OCA service is expected to result in a
$7,291 loss per.month, (Exh, No., 17.) The net result would be an
operating profit of $4,709 per month before interest ox income taxes,

PSA recognizes that its proposal would place it in direct
competition with Air Cal at Santa Ana. It contends, however, that
there will not dbe any serious diversion. It estimates Air Cal would
carry in 1972 some 27,000 fewer OCA-SJC passengers, and 21,000 fewer
OCA-OAK passengers, than 1t did in 1970. This amounts to the
diversion of a little over $1 million in gross revenues at Air Cal‘
present fares.

PSA rargues that Aix Cal's San Diego-San Jose/Oakland
sexrvice results in destructive competition with its own operations
in this market. It complains that the Commission has permitted
Alxr Cal to enter its markets but denied PSA the opportunity to enter
Air Cal's, particularly at Santa Ana. PSA estimates that it has
‘suffered a diversion of over $480,000 in revenues as a result of
Air Cal's San Diego operations. It also complains that Afr Cal has
scheduled its San Diego flights within 15 minutes of PSA's: departures
to San Jose and/or Oakland via Los Angeles or Burbank, which has
resulted in destructive wing-~-tip to wing-tip competition. Therefore,
PSA concludes that Air Cal has accepted the challenge of direct
competition with PSA at San Diego. Comsequently Air Cal should be
prepaxed to accept competition in the Santa Ana-Bay Area maxket,

whick is ready for "free enterprise competitive axrline 3ervice" '
(Tx. 396.)
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B. Protestants’ Positions
1. Orange County S

‘Orange County opposes PSA’s application. A resolution to
this effect was umanimously adopted by the Board of Supervisérs on
August 3, 1971. |

A supervisor and the director of aviation test:.fied on" the
county's behalf. 'They explained that there Is no space available in
the terminal:at OCA; that the county has a policy of not granting -
any space to additional airxlines; that two such carriers, Continental
Airlives and Aexonaves de Mexico Airlines, have operating rights at
OCA granted by the Civil Aeronautics Board, but have not been provided
terminal space; a.nd that the county has no plans to expand the t:erm:!.nal
ox construct a new alrport. '

These witnesses also related that the county is opposed to
any increase in nolse levels at OCA unless absolutely necessary; and
it considers duplicative service, such as proposed by PSA, as
unwelcome, They indicated that Orange Coumty residents would p::éfer
higher fares rather than added noise levels at the airport. In
furthering this interest In noise suppression and control, tke county
bhas Limited the number of departures Alr Cal may operate to 24.6 per
day; and it has imposed a night curfew, permitting landings from
7 ax. to 11 p.m. and departures from 7 a.m. to 10 p.m. In additiom,
the cowmty has restricted Air Cal to the operation of aircraft no
noisier than the Boeing 737 jet aireraft or the Douglas DC~9 jet
aireraft. Finally, these witnesses relate that the noise problem- bas
resulted in litigation involving claims by homeowners totaling $28-
million. This litigation has not gone to trial, they stated, partly
because the county has taken action to control any increase in' the
noise level. They fear that any operations by a new carriér ‘at OCA
would provoke the complainants in these actions. They urge the ’
Commission to weigh the envirommental impact of PSA's proposa_".. with
its duplicative nature and then reject the application.
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2. Ailr Cal

Air Cal commenced service between Santa Ana and San Jose

Its O&D traffic results have been as follows:
0CA=-SJC

and/or Oakland in 1967.

1967
1968
1969
197G
1971*

19,938
153 652
175, ;942
185 121
183, »200

0CA-QAK -

15,970
127, ;923
145 307
142, 1249
147, ,000

*Estimate based on first six menths results zunualized.
(Source: Exh. No. 21, AC-R-3.)
Adr Cal operates seven round trip flights between Santa Ana-San Jose
on weekdays and five Santa Ana-Oskland round trips. The flights
serving Oakland are ome-stop flights via San Jose, except that during
the summer pesk travel season Air Cal provides nonstop round tx:!.p
ights between Ozkland and Santa Ana.

In urging denial of PSAfs application, Air Cal advances two
regsons. The first is that given the position of Orange County and
the situation at its afirport, PSA cannot acquire terminal space at
OCA in the foreseeable future. The second is that there is no need
for compctitive sexvice by PSA at OCA, and that such sexrvice would
inflict serious financial harm upon Air Cal. Air Cal asserts that if
PSA's request is granted the former would probably be destroyed as a
viable competitor ia the California intrastate maxkets.

Furthermore, Ailxr Cal asserts that PSA's authority to operate
between San Diego and San Jose and/or Qakland via Los Angeles or
Buxbank, and its authority to operate nonstop service between
San Diego and Oakland, provides it with adequate authority to sexve
these maxkets. PSA's true purpose in this application, Air Cal
alleges, is to gain the right to opexate at Sam:a Ana to compete
directly against Air Cal.

The assistant vice-president of Air Cal ..est:.fied that
PSA’s pPTOpPOS ed operations would not be prof:x.table, and’ at the same
tize they would divert about $2.4 millien in revenues. from Aix s..al.- .

-
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According to his traffic forecast, PSA has overstated the 1972
0CA-SJC traffic by 13,480 passengers and the OCA-0AK traffic by
8,386 passengers. After applying this adjustment, he disputed the
block time for the SAN-OCA segment which PSA had utilized in its
financial forecast. He also adjusted PSA's forecast for am alleged
error in the number of days of serviece in 1972 because it is a leap
year. Finally, he ma2de an adjustment to PSA's revenues to account
for some self-diversion of San Diego-Bay Area passengers from PSA's
preseat sexrvice (via Los Angeles or Burbank) to its new £lights via
Santa Ana. With these adjustments he estimated that PSA would lose
about $10,000 per month, assuming that it captured 40 percent of the
Santa Ana-S$an Jose/Oakland traffic with its four daily romd t::ips.
(Exh. No. 21, AC-R-5.)

This witness provided Afr Cal's load factor data ‘for all
its OCA-SJC and OCA-0AK flights operated in 1970. It shows that the
total on boaxrd 1970 load factor was 59.7 percent. It was 54.2 per-
cent during the first six months of 1971. These load factor fivures 5.
ke concluded, demopstrate that Air Cal is providing adequa.te. seats
in the market.

Next he criticized PSA for not supplying its proposed
flight schedule for its OCA operations. He attempted to comstruct
a daily schecule of PSA's service based upon how PSA scheduled its
operations between San Diego and San Francisco via cithex Ontario- |
or Long Beach. He concluded that under a similar schedule PSA would
be operating tbree of its fouxr proposed daily round trips at virtually
the same time as Air Cal operates its flights, thereby result:f.ng in
wing-tip to wing-tip competition.

If PSA's spplication is granted, the witness es tmat:e& that
the total revenue Qiverted from Air Cal would be $2.4 million. This )
figure is based upon the lost fares of 74,691 passengers diverted to
PSA's flights, plus an additional loss of cbout $550,00C in reduced
fares from Air Cal’s remaining passengers. (Tr. 553.) This amount
of diverted revenue equals 15 pexcent of Air Cal's total 1970 system-
wide zcvenues. He concluded that the loss of this much revenue couid
result in finarcial disaster for Aix Cal.

«]0w-
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3. Position of the Commission staff |
The Commission staff oppoges PSA's application. It adopts
Air Cal's position that competitive service at Santa Ana would be
financially disastrous for the incumbent carrier. It urges that
weight be given to the fact that there is no evidence showing that
Air Cal's present service is umsatisfactory. |
C. Discussion

In resolving passenger air caxxier route proceedings,
Section 2739 of the Public Utilities Code describes the objective of
the Passenger Air Carxier Act is ."an orderly, efficiemnt, ecomomical
and healthy intrastate passenger air network". Specifically, Section
2753 of the Public Utilities Code states that the Commission shali
take into consideration, among other things, In awarding certificates:

“...the business experience of the particular
alr carrier in the field of air operatioms,
the financial stability of the carriex, the
insurance coverage of the carrier, the type
of aircraft which the carrier would employ,
proposed routes and minimum schedules to be
established, whether the carrier could eco-
nomically give adequate sexrvice to the
coumumities involved, the need for the service,
and any other factors which may affect the
public interest."”

Ihe factors listed in Section 2753 are not exclusive, nor
is any one factor controlling. All factors must be considexed and
weighed along with any other factors that affect the public interest,
inciuding the effect upon competition, and any other rclevaat anti-
trust issves. (Northern California Power Agency v. Public Utilities
Commission, 5 Cal. 3xd 370 (1571).) ‘ |

The established successful record of PSA in rendering
passenger air carrier service in Califormia leaves no doubt that it
has the business experience, financial stability, insurance coverage,
and €ype of aircraft mnecessary and adequate for commencement of the.
proposed operxations. Indeed, PSA is one of the feW‘airlinés-which_has
contirued to experience an increase in traffic and profits durimg the
current recessionary period when most airlines have suffered declines
in revences. Q N

~1l-
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The remaining questions provoked by PSA's application
relate to whether, in our judgment, the introduction of compeuitive
operations at Santa Ana would assist in attaining an oxderly,
efficient, economiczl and healthy intrastate passenger air network.
In particular, we must weigh and balamce the interests of the publmc,
the incumbent carrier, and the applicant.

At the present time, the public has available frequent
service between Santa Ana and San Jose and/or Oakland. It is pro-
vided with the identical type of aircraft which PSA proposes to
utilize. The only significant benefit to the public which PSA offers
is a lower fare, but we conclude that this one bemefit is outweighed
by the adverse effect cexrtification would have on the incumbent
carrier's entire operations and by the impossibility of acquiring
texninal space.

Addressing ourselves first to the 1atter point, it ic
incontrovertivle that our certification of PSA would be an idle act.
Orange County opposes PSA's application, and it will not, and
apparently caanot, provide the carrier with terminal space at OCA.
Two CAB certificated carriers have recently been denied space, and
there are no plans to enlarge the present terminal or to comstruct
a new airport in the near future. Where environmmental matters are
concexned, we are aware that local views are important and deserve
consideration in balancing utility interests and the public interest.
(See e¢.g. Orange County Pollution Control District v. Publie Utilities
Comrission, & Cal. 3xd 945 (1971)J Moreover, the local authorities
do not support PSA’s application even though direct competition would
produce lower farxres. Indeed, these authorities have expressed a
willingness to forego promised lower fares in order to avoid jncreased
air carrier traffic and noise in their community.-/ PSA did mot
present any suvpport from the commumity contrary to the position
adopted by these representatives.

2/ The promised fare reduction is undoubtedly less than that
presexted at the hearicg because PSA has a fare increase: applica-
tion (Apul;catlon Ne. 5297C, dated November 3, ;97¢) pending.
vefore the Commission.

-12-
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With regard to the effect om Air Cal, it is well knovm
that it {s not a financially strong carrier. Since it commenced
operations in 1967, Air Cal has never achieved a net profit. In
Decision No. 76110, supra, the Commission noted that Aix Cal's
financial condition was serious at that time, and it expressed the
hope that the route expansion authorized in that decision.would
help reduce its fixed costs.>’ During 1970, Air Cal suffered a met
loss before extraordinary items of nearly $448,000. Moreover,
during the f£irst six wonths of 1971, it sustained an operating loss
of over $675,000. (Tr. 257.) During this period Air Cal sold at a
discomt of about 30 percemt an additional 441,000 shares of its
stock to its parent, Westgate California Coxp., in oxder to retire
debt and to increase worlking capital. (Tr. 237.) It can readily
be seen, thexefore, that the introduction of direct competition‘ét
Santa Ana would present Air Cal with a serious threat to its survival,

The im@ortance of the Santa Ana routes to Air Cal can be
seen in the fact that out of total 1970 systemwide traffic of 801,000
passeungers, some 328,000 orx 41 percent of these passengers were
carried on the Santa Ana-San Jose and/or Oakland routes. These two
routes and the Santa Ana-San Francisco route are Air Cal's only
profitable operations, and they are in ‘effect subsidizing the loss
opexations in its other wmarkets. Along with the San Francisco route,
they form the backbone of Air Cal's entire system. (Tr. 290.) If
all three routes are considered, Santa Ana traffic accounted for about
75 pexcent of Afx Cal's total 1970 traffic. (Tr. 550.) Authorization
of direct competition by a financially strong carrier against a
financially weak carrier on the latter's backbonme routes is not

justified In the absence of cowpelling factors required in the public
Interest.

3/ For further discussion regardin Afr Cal's poor financial
condition, see A Westgate-California Corp., Decision No. 78399,
deted March 2, IB?I in ippIicatl on No, 52 Apps. of Aix
Califormic and Pacific Southwest Airlines to sezve Sacramento,
Decision No. 79085, daced Kﬁgust 2%, I§7I in Applications Nos.
51007 and 51058, pp. 32-3 miwmeq; Er;ppuea Report of Examiner
William N. Foley, pp. of Alr Califormia to sexve Sureka, dated
Decembex &6, 1971, pp. 24~0 mimeo.

-l:,—
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The traffic forecasts introduced by both carriefsiaré not
in substantial disagreement as to the expected 1972 traffic levels,
assuming PSA entered the Santa Ana market. PSA's 1972 forecast is
267,000 passengers between Santa Ana and San Jose, compared to Air
Cal's projection of 232,325 passengers. PSA's Santa Ana-Oakland
forecast is 207,000 passengers; Air Cal's is 186,575 passengers.

However, PS4 dld unot make adjustments for longer block
times In operating the SAN-OCA segment or for self diveréion_of some
San Diego passengers it is already carrying. These adjustments are
reasonable since the former is based on Air Cal's actual operating
experience, and the latter seems obvidus, since some PSA passengexs
now traveling to San Jose or Oakland via Los Angeles or Burbank would
utilize PSA's flights via Santa Ana some of the time. Air Cal further
revised PSA's cost estimates to reflect a 30,5 day wouth, vhich occuxs
during 1972. This adjustment places PSA's costs on the same basis as
its estimate of revemues. (Exh. No. 21, AC-R-5.) |

With these adjustments, and under PSA's traffic forecast,
its slim estimated overall monthly met profit of $4,709, oxr about
$56,000 per year, before interest and income taxes.‘disappears;
According to Air Cal's study, the result is to reverse PSA's forecast
from a small profitable ome to a loss operation in the amount of about -
$118,000 per year, assuming that PSA carries no moxe than 40 percent
of the warket. (Exh. No. 21, AC-R-5.)

As a consequence, PSA would wmdoubtedly operate wore than
its proposed winimmm of four daily flights in oxdexr to attain a larger
share of the total market. This im turn could xesuit in a period of
destructive competition wmtil the carriexr which falls to o@erate with
a successful load factor reduces its sexvice to cut the operating
losses. Ultimately, the carrier which suffers losses would probably
be forced to cease operations at OCA. Later it might have to seek
increased fares on its other routes in oxder to recover. In other
woxds, the erd result way be that the traveling public pays the cost
of destruchxve competition, and ome carxier replaces the othc— in

~14m
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providing an identical service. On the other hand, if the new carriexr
£ails to operate successfully, it im twxn must absoxb the losses .or
reduce service,' and perhaps seelk fare relief. None of the above
deseribed results are in the public interest. We are convinced that
direet competition by P3A against Air Cal im the latter's backbome
market is mot in tke public interest at this time,

If P5A was authorized to compete directly on two of these
three routes, substantial gross revemues would be diverted from
Air Cal. PSA estimates the total diversion of 74,691 passeungers -
between OC4L-SIC/OAK in 1972. (Exh. No. &, p. 14.) This zesults in
the loss of $1l.4 willion in gross revemues. In addition, although
Air Cal would carxry over 204,000 passengers in the OCA~SJC/CAXK maxket
In 1972, it would sustain an additional loss of $947,000 if it reduced
its Zare level $3.33 from $20.00, excluding tax, to meet PSA's fare.
Laus the total diverted gross revenue would be over $2.4 willion. |
This sum equals 15 pexcent of Aix Cal's 1970 gross passenger revenue
of $16 willion. Any such severe loss of revenues would umdoubtedly
provoke another fimauncial crisis for Air Cal. (Tx. 550, 551, 575.)

In addition to the above counsiderations, Aix Cal's present
sexvice is adequate. It ic operating between six and seven dally
round trip £flights. No complaints about it were brought out by PSA.
According to Afx Cal's data, fts total 1970 load factor for the
various xoutings of the CCA~SJC/CAX service was 59.7 percent; and
for the first half of 1971 it was 54.2 percent, although the routing
produced an £6 pexcent load factor im February, 1971, and a 73 percect
load factor in March. (Exh. No. 21, AC~-R-1 and 2.) Except for these
exceptions, the load Zactor resulis are not extremely high.

We conclude that there are no compelling public interest
concidexations which justify the authorization of dixect competition.
PSA would bave obvious advantages in any such competition. Duxing
1970 Adx Cal carried 301,783 passengers systemwide compared to PSA's
5.1 million passengers; and Alr Cal's gross revenues were $16.1 million
“rovad to PSA's $72.9 wmillion. These differemces in size alone
suggest that Foa would room domimate the Santa Ana market,
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PSA apparently fails to recognize that by our decisioun
authorizing it to opexrate between Long Beach-San Francisco ; we have
pexmitted it to emgage in indireet competition against Aix Cal's
Santa Ana-San Francisco operations. Furthermore, PSA ‘operates in
the highest volume market in the California corwidor; between
San Francisco International Aixport (SFC) and Los A.nge.les Intexr-
vational Afxport (LAX). Air Czl does mot and its application to
entex this waxlet has been dismissed after it requested further delay
in comsidering it. The Los Angeles-Sacramento market is likewise
dominated by FSA. In the Burbank-Bay Area maxket, PSA bhas vixrtually
wonopoly power., And as we have noted In Decisiom No. 79085, supra,
PS4 holds the more heavily traveled Cuntario~San Francisco authoxrity
in the Ontario-Bay Area market. Under these circumstances, equitable
division of the major intrastate markets does not call for admission.
of PSA to the Santas Ana-Bay Area market.

IXI. Application No. 52165
A. Adr Cal's Propossal

AZr Cal received permanent authority in 1969 to conduct
nonstop service between SAN-SJC and between SAN-OAK. Under the
certificate granted, it is required to operate a minimum of two
daily noustop round trips om each route. Air Cal seeks to retain
thais nonstop cuthority and to add to its certificate as a separate
route the one-stop service it is presently conducting between
SAN-SJC/CAR via OCA with the right to establish SJC or OAK as either |
2 terminal or am intermediate point. It also seeks authority between.
SAN~OCA and between OAK-SJC so that It can carry whatever local
traffic occurs over these two short segments. Finally, it Vrequests
authority to carry CAX~SJC passengers on all flights it operéteq
between these points in conducting operatxons on any of its routes.
(Exh. No. 12.) :

Air Cal requested the modification involved 1'xere:.n beczuse
it discovered that with nonstop operations it would have zo engage
in costly positioning £lights; overmight one aireraft at S3C; leave
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ome aircxaft on the ground for long pexriods each day at SAN., Moxe
significont, there had beem 2 large imcrease in the numbex of
cne~-stop flights being provided om the routes between 1968, when
it originally applied for the authority, and 1970. (Exh. No. 6,
AC~102, 115.) N

Under these operating condisions Alr Cal concluded that .
aonstop sexrvice would unot prove profitable. 'fhe Commission tempo~
raxily granted the carriex's request for medification of its
opexating authority by removing the restriction in its certificate
which prevented tacking its San Dicgo~Bay Axea routes with 1ts
Santa Ana-Bay Axea routes under Section 2762 of the Public Uti.lit:.es
Code, In graating Aix Cal's request, the Commission recognized the
carrier's weak fimancilal position snd the fact that a proupt hearing
was impossible. (Decision No. 77768, supra, p. 2.)

Two witnesses testified for Air Cal: its treasurer and
the assistant vice-president fox ecomomic planming. The lattexr
explained thet the facts underlying Afxr Cal's original application
for only nonstop authority (Application No. 5038L) had dramatically
chenged, The base traffic year utilized in the oxiginal hearings
was 1967 when the general economic counditions of the airline industry
wexe optimistic. There was less ome-stop service operating at that
time than in 1970. After studying the cuxrent situarion, the witmess
concluded that nomnstop service would be unecomomic for the carrier
because the traffic volume between SAN-SIC/0AK was insufficient with- _
out the ability to serve am intermediate point, and add the xelatively
few Sam Diego passemgers to its profitable Samnte Ana-San Jose and
Oakland flights. In this menner it could substantially mcrease the
number of daily flights offered at Sau Diego and capture a greatexr
share of the total San Diego-San Jose/Oakland market. He calculated
that if all the flights operated by PSA and Air Cal between SAN-SIC/
OAX during the fixst half of 1971 had been flownm as nonstop :Eh.ghtu :
the resulting load factor would bave beem zbout 17 pexcent. If
Adx Cal could operate ome-stop flights via its base terminal at OCA;

- 17-
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considerable cost savings would be possible. Since San Diego receives
so many one-stop flights because it is convenient to sexve it with |
flights which operate between Los Angeles and the Bay Area, he stated
that ponstop service at SAN would not attract,enough‘traffic for
Aixr Cal to achieve an economical result. Air Cal's twd\daily*nonstop
rouwad trips to each Bay Arez point would carry 25 percent of the -
SAN-3JC txaffic and only 15 percent of the SAN-CAK wmarket (Exh. No.. 6,
£C-103); but by operating cme-stop £lights Air Cal can be expected to
capture 45 and 30 percent of the xespective markets inm 1972. This
increase in market participation will result because the cerrier will
be able to offer am average of alwmost six daily round trips.
(Exh, No, 6, AC 103-109.) Moxeover, with this one-stop sexvice,
Air Cal could substantially reduce its added costs of operation
because it would werely be extending already existing Bay Area-
Santa Ana flights to Sam Diego. It would also provide commuter
sexvice in the SAN-OCA wmarket for the fixst tiwme, and‘the:e§y3derive
some additional revenue to offset the costs of its-San;Diegq.
operations. _ - . |
The witness f{ixst estimated the total 1972 traffic in the
SAN-SJC 2nd SAN-OAK warkets. Then he divided each merket im accor-
dance with the level of service provided by each carrier (i.e., the
quantity of flights offered). The witness considered the 1968-1970
historical traffic after adjusting the last two years fox an inter~
ruption of PSATs sexrvice via Burbank. NHe selected the 1971 fiscal
yvear as the base period for his 1972 forecast. Traffic figures for
this base period were about 121,000 passengers in the SAN-SJC-markeg,
and about 162,500 SAN-CAX passengers. After applying the 1967-1971
average amnual growth rate of 25 perceant and a stimulation of 8.5
percent for a half year of first competitive service, he derxved‘a
projection of 1972 total SAN-SJC traffic at 184,400 passéngers,‘add'
total 1972 SAN-CAK traffic at 232,300 passengers. Allocating this
forecast in accordance with the type of service Afr Cal could offex,
he estimated Aix Cal's San Diego-Bay Area traffic results and their
effect on the carrier's zevenue production 25 follows:

° 12 ®
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Traffiec Results

Total 1972 &Air Cal Passemgers Alx Cal Passengers
Traffic Forecast Nonstop Sexrvice One-stop Service

SAN~SJC 184,400 46,100 225%) 82,980 ?5’/{%1

SAN-CAX 232, >200 : 34 920 (15%) 69, 840
SAN-CCA &7, 100 : None 47, 100

307%)
1607%)

Gross Revenue Results. . .
rare Nonstop Sexrvice - One~stop Sexvice

$22.63 1,045,548 1,881,936
$22.68 791 ,985 1, 533 971 -

$ 7.41 None % ’39°911
Total Gross Revenue SL,873,533 »018,965 .

(Souwxee: Exh. No. 6, AC 105-110.)

According to this forecast, ome-stop service would give
Aixr Cal a substantial shaxe of the SAN-SJC/CAK warket, but noustop
sexvice would produce minimal results. Furthermore, Aixr Gal would
wmore than double its gross revenue if it operates the one-stop
sexvice., Under its financial forecast, utili‘iing fully allocated
costs and including the £ull SAN-SJC/CAK fares in its revenues, the
oune-stop service will produce operating income of $750,000, but the
nonstop service would produce a loss of almost"Sl‘,é;O0,000.

(Exh. No. 6, AC 113, p. 2.) ,‘

In estimating the effect of Air Cal's operations on PSI-‘.,
the witness calculated that PSA would not suffer any loss of
passengers., On the contraxry, Air Cal's study foresees PSA incteésing
its 1972 SAN-SJC/OAK traffic to a level of 264,000 passengers from
zn estimated 250,000 such passengers in 1971. (Exh, No., 6, AC 114.)
PSA would remain the dominant caxxier in the market, carry:'.ng 55 pez-
cent of the SAN-SJC passengers and 70 percent of the SAN-CAX traffic.
Therefore, he concluded that Air Cal wouid derive needed benef:’.ts
and PSA would not suffer any finmancial harm.
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B. PSA's Position . o,

PSL. opposed Aix Cal's original request for San Diego~Bay
Area authority on the grounds that the market would not support.
nonstop service and that the Commission should not :'.ssue[new avthority
to an wmprofitable carrier. It mow opposes the modification requested
on three grounds: (1) As shown by Air Cal's failure to produce an |
operating profit at Sam Diege since it commenced operations in
November, 197C, its sexvice is umecomomic and ummecessary; (2) its
1972 traffic forecast is too optimistic and unattainable; and
(3) PS4 has suffered diversion of over $480,000 in revenues from
traffic lost to Aix Cal's flights while it is providing far moxe
capacity in the wmarket than 1s necessaxy.

It maintains that if the temporary modification is wade
pexumanent, the Commission will be permitting destructive wing~tip
to wing~tip competition on the SAN-SJC/CAX routes., It complains
that a decision favorable to Aixr Cal is not in the public interest
Zoxr these reasons, and will constitute a willingness on the
Commission's part of permitting Air Cal to expand :l.nto PSA's markets
while denying PS4 entry into its competitor's. .

Two witnesses testified for PSA: its vice-president for :
finance znd 2 traffic comsultant. Their testimomy criticizes
Air Cal's operating results achieved duxing the November, 1970 ~
July, 1971 period. According to the traffic consultent, who emphasized
thet Aixr Cal failed to fntroduce the financial results of its first
eight months of San Diege operatioms, Aixr Cal's direct £light costs
probably exceeded its total revenues produced at Sam Diego by over
$200,000. Ee Zurther estimated that under the add-on cost basis &
total operating loss of over $1 million resulted during this pexriod.
(Exz. No. 14.) In anothexr exhibit, he considered Air Cal's reported
second quarter 1971 xesults of 9,397 0D passengers between SAN-OCA,
and of 9,404 SAN-SJC/CAK C&D passengers. From this data he forecast
total Alr Cal 1972 San Diego traffic of zbout 95,000 passengers.
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With this level of traffic, he concludes that Air Cal would lose
over $1.4 million under fully ailocated costs. (Exh. No. 16.)
On the other hand, 1f Aflr Cal’s traffic forecast is adopted, the
witness waintains that PSA will sustain a loss of 108 864 passengers.
This loss of traffic tramslates into a revenue diversion of $2,469, 00,
(Exh, No. 16.)

PSA ewphatically rejects Aix Cal's traffic forecast; of
152,000 SAN-SJIC/0AK passengers as excessively optimistic. Based
upon Adx Cal's actual traffic xesults of ouly 21,000 0SD SAN-SJC/OAK
passengers carried through Jume, 1971, PSA projects that Air Cal will
caxrxy 32,000 C&D passengers on the route in 1971. Therefore, Air Cal's
traffic would have to increase over 300 percent to reach its forecast
level for 1972, (Tr. 401, Exk. No. 16.) The traffic witmess wain-
teins that PSA is providirng more than enough seats in this market.
He azalyzed the empty seats flown during the seeond querter of 1971,
and projected that im 1571 PSA would fly 423,000 empty seats between
San Dicgo and Buxbank, and 972,000 empty seats between San Diego and
Los Angeles. These empty seats, it is asserted, demonstrate the over.
capacity of service on the route. FHe comeluded that Air Cal's
San Diego operatioms constitute needless destructive wing-tip to
wing-tip competition which should be abandoned in oxdexr to save
xevenues for both carriers. He defined wing-tip to wing-tip competi-
tion as initiating flights on the same route with same equipwent,
fares, trausit time, virtually the same schedules at off-peak hours
which results in a level of service greatly exceeding market demand,
and which has no reasomablie possibility of operating prof:l’.tably.
(Tr. 330.) Under this definition he recommended that Air Cal'
petition be denied. Furthermore, he suggested that since nonstop

service would also be unprofitzble, Air Cal should abandon San Diego
altogzether,

PSA's finmneial witness presaated a different cost study
of Adr Cal's Sam Diego operatious. (Exth. No. 20.) It shows an
operating loss of about $1.9 milliom om a fully allocated cost basis.
It is derived by consi der:mg the costs and passenger revenue of -

® = ®




A. 52165, 51030 ek

Air Cal's operations between SAN-OCA and SAN-SJC/OAK, but It excludes
the revenue produced by northbound pessengers boarding at OCA or
passengers from the Bay Area traveling to Santa Ana. If Air Cal had
not conducted amy service to San Diego, he estimated that its emntire
systen would have produced an operating profit during the first half
of 1971. (Tx. 476.) With working capital of about $1 million as of
Jume 30, 1971 and a deficit of $1.3 million, the witness expressed
the view that Air Cal lacks the fimancial resources to continue its
San Diego sexvice. (Tr. 473-9.)

With xregard to the effect of diversion, the witne..,s esti-
mated that the $430,000 in revenue which Aixr Cal has obtained since
coumencing operations at San Diego represents 31 percent of PSA's
airline pretax profits produced during the Zixst half of 1971.

(Tz. 453,) EHe observed that this level of diversion is very
significant foxr PSA.
C. Position of the Commission Staff

The Commission staff's position is divided. The Transpor-
tation Division supports Air Cal's petition for modificatiom, but the
Legal Division recommends that Aix Cal's petition be denied in the
bope that it will cease operations at San Diego.

The Transportation Division agrees with Air Cal that Do
stop San Diego service would be umprofitable. It supports the carrier
ou the ground that only one carrier can operate economiéally between
San Diego and San Jose/Oakland via Santa 4Ana. It expects Air Cal's
aircraft utilization factor to be increased, and it recommends con-
tinued protection of Air Cal's operations at Santa fma. It does; '
recommend, however, that a restriction be placed in the carrier &
cextificate denying it any author:.ty to carry San Diego~ San Franc:..,co
08D passengers via Santa Ana and San Jose, since Alr Cal does conduct
some Santa Ana-San Framcisco service via San Jose. |
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The Legal Division's ¢pposition Iis baqed upon several -
considerations: (1) There is no reasonadble expectation that Alr Cal
can operate its San Diego sexvice profitably; (2) sivce its traffic
projections in the original application for nonstop: author;ty were
inzccurate, its present omes axe equally suspect; and (3) direct
competition should not be permitted between the two carxiers, given
theixr obvious different fimancizl positions. |

D. Discussion

Tae recoxd is cleaxr that 1f Air Cal operated nonstop :
San Diego-Bay Area service as originally authorized, it would suffer
au operating loss. This loss was estimated to be about $671,000.

(Tx. 76.) This view is unrefuted, and it couforms to PSA's position
taken in the original application that tke traffic volume in these’
two markets does not justify service at the level of twoldaily‘non—
stop round trip flights. It also conforms to PSA's actual practice,
which has been to offer nonstop SAN-CAK service on the weekends only.
It did not offer any nonstop £flights between SAN-SJC unatil Aix Cal
was preparing to commence its momstop flights to San Jose in late
1970. TZThis service was discontinued by the ordexr of the Commission
because PSA lacked the authority to operate nonstop to San Jose.
(Adir Coliformia v. Pacific Southwest Airlines, Decision No. 78619,
dated April 27, 1971, in Case No. 9160.) Subsequently, Air Cal
ccumenced ome daily nonstop round trip f£light to- San Jose in
September, 1971. |

-Although Aixr Cal did not present a study of the~operac£ng
results for its modified San Diego service via Santa Ana, there is
no doubt that it has produced a counsiderable operating loss. It
could not provide a load factor figure exclusively for its SAN-SJC/
CAX operations, but it did report the load factor for its weelkend
nonstop SAN-SJC f£light for the period April-Jume, 1971 at 33 pexcent,
and for its flights between SAN-SJC/OAK via OCA it reported a 47 per-~
cent load factor. (Tr. 114-15.,) This latter figure includes those
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passengers traveling between OCA~SJC/CAK. At the same time, it
reported its SAN-OCA O&D load factor to be about 11 percent, or
144 passengers per day. (Tr. 96.) All these traffic results are
below the break even point for Air Cal.
Tuxuing to the question of whether future operatioms at
San Diego cam be profitable requires consideration of Air Cal's
traffic forecast. It has been derived by applying to the traffic
figures for fiscal 1971 a 25 percent normal growth rate to the
SAN-8JC market, a 20 percent rate to the SAN-OAK warket, and an
.5 percent stimulation rate for first competitive service in both
warkets. In this manner, Air Cal forecasts 184,400 SAN-SIC.
passengers in 1972 and 232,000 passengers in the SAN~OAX market,
as follows:
Historical O&D Traffic o
SAN~SJC Increase-Decrease SAN~QAK Increase~Decrease -
1963 48,553 108,575
1969 65,670 +33% 105,075 ~ 2.7%
1970 106,708 +62% 148,621 41%
Fy 1973% 120,356 kA 162,546 + 9%
1972 184,400 - +53% 232,000 437

The 1972 forecast projects dramatic increases in the two
warkets. The application of a stimulation rate to 1971 traffic is |
not justified when Air Cal has actually been operating in the market
since November, 1970. However, the use of 25 pexcent growth rate in
the SAN-SJC waxket is reasonably comsexrvative. We will also accept
the use of a 20 percent increase in the SAN-OAK market, although it
is & little over the average experienced growth rate of 16 percent.
With this adjustment, a reasonable estimate of the 1972 total txaffic
is 151,070 SAN-SJIC passengers and 195,055 SAN-0AK passengers.

4/ If the actual traffic figures for the first half of 1971 are
aonualized the SAN-SJC total traffic would be 122,484 passengers,
and the SAN-CAK total traffic would be ‘159,996 passengers.
Taexefore, it is reasomable to utilize the fiscal year figvres
as the 1971 calendar year results, (Exh. No. 6, AC 102,)

® 2%
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Air Cal expects to carry 45 percent and 30 percent of the
SAN-SJC and SAN-CAK markets, respectively. Even though Aix Cal has
not dbeen able to carry more than 16 pexcent of the SAN-SJC total
traffic between November, 1970 and July, 1971, it expects to captt-ﬂ-'e
2lmost half the market in the immediate. future. This expectation is
not justified in light of its actual performance even though it will
be offering the only nonstop daily round txip on the route. In ouxr
Judgment Aix Cal can expect to carry no wore thamn 35 percent of this
traffic, or 52,875 passengers, in the mear future because PSA has a
far greater number of flights to San Jose ’ and because San Diego is
its base terminal. :

With respect to SAI\T-OAIQAir Cal projects participation"a;
30 percent, but it has achieved only 9.6 percent by Jume, 1971, At
the very wost its participation can be expected to reach 20 peruent
or about 39,000 passengers, because it offers only two-stop service
to Oallland most of the yeax compared to PSA's one-stop service and
its weekend nonstop flights. In addition, Air Cal does not intend
€0 commence any non-stop sexvice in this market in the foreseeable
future, With these reduced levels of participation, which may
themselves prove to be high, Aix Cal can reasomably expect to caxxy
a total of 91,375 SAN-SJC/OAK passengers in the near. future. This
represeunts a 100 percent increase over Air Cal's pro'bable 1971
txaffic results at San Diego.

In the SAN-OCA market, we w:.ll adjust Aix Cal's forecast
of 47,100 08D passengers to reflect annualized paxtial 1971 results
Plus 10 pexceat growth, and mot include 3.5 percent growth for
stimulation. This reduces the forecast traffic to 41,360 passengers.

“he total Air Cal traffic at San Diego is thexeby reduced
from almost 200,000 San Diego passengers to 133,235. This forecast
wust be considered optimistic, but it is mot 2s low as PSA' s, which
is derived by annualiziog Air Cal's second quarter 1971 results, -

This method requires adjustment since Adr Cal did not commence its
daily SAN-SJC nonstop service wuntil September, 1971. '

o 25~ o
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With this revised forecast of 133,000 San Diego passengers,
Air Cal's total operating revenue is reduced from $3.6 million to
$2.4 willion, and its expenses froam $2.2 million to $1.9 million.

The overall result is a reduction in estimated operating income from
$750,000 to about $500,000. ‘

It must be recoguized, however, that this estimate is_
derived by applying all San Diego revenues, including San Diego-Bay
Area revenues in their entirety, to the costs of operating only
between San Diego and Santa Ana. I£ the San Diego-Bay Area revenue
is reduced to reflect only the revenue for the San Diego-Santa Ana
...egmem. of the route, the operating results on the shoxt San D:.ego-‘

Sauta Ana segment show a loss of over $900,000. In othex words, if
the San Diego sexvice is viewed as two separate segments, SAN-OCA
on the one hand, and CCA-SJC/CAK on the other, and if the SAN-SJIC/CAK
zevenues are divided accordingly, the profit level of the OCA-SJC/CAK
flights i{s further increased by the presence of San Diego 05D
passengexs on these flights, but the SAN-OCA segment will xesult in
a loss. If Adxr Cal can achieve the forecast traffic adopted hereln,
the overall effect will be bemeficial to Aixr Cal., If it cammot
achieve sufficient traffic at San Diego to offset the total costs of
operating between SAN-OCA, the overall effect will be a further drain
ou Aixr Cal's finamcial resources.

Standing alome as a new application, Alx Cal's proposed
operations would be doubtful, givem its continued weale financial
condition. However, there axre special circumstances involved in this
particular case. Aix Cal has actually conducted operations on. the
route since November, 1970; aund it is the only intrastate carriex
with terminal rights at OCA, Moxeover, PSA has been permitted to
engage in indixect competition with Air Cal for Orange County-

Sen Frzueisco passengers by operating between Long Beach~San Francisco
in accordance with Decisfon No. 76110, supra. By Alr Cal's petition
for modification of its nomstop authority issued im Decision No. 76110,
ra, responsible rezulation requires that we review the eatire

situation and recognize these special circumstances; and then revise
the past issued operating authority as required by the public Interest,

@ -26~ o
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Xeeping these considerations in mind, PSA's arguments in
opposition to Alr Cal's request are not persuasive. The fact that
Air Cal has suffered losses on its San Diego service is not
controlling. The Cowmission has xecognized that short route segments
at the ends of the Californmia corridor, such as San Jose-Sacramento,
Cakland-Sacramento, and San Diego-Ontario, will not be profitable
standing alome, but that they can bemefit a carrier's "overall
operating results by coatributing additional passengers on lovg haul
routes currently being served'' (Apps, Air California amd Pacific
Southwest Lirlines to serve Sacramemto, Decision No. 79085,’dated'
August 24, 1971, in Applications Nos. 51007 and 51058, pp. 23, 30.)
Undoudbtedly this partly explains why PSA continues operating between
Sau Diego-Loung Beach, even though it carried only 2,338 O&D pgsseugers- a
between the points in the first half of 1971. (Exh. No. 3, Table 1.)
These short segments are umprofitable, but they serve as entry mileage |
foxr long haul operations.

Furthermore, even if PSA's view that Aixr Cal cammot conduct
overall profitable operations at San Diego proves to be corrxect, there
are public interest factors which justify a modification of its
San Diego authority. 4s mentiomed above, only Air Cal can provide
immediate SAN-OCA sexvice because it has terminal xights at OCA.

PS4 cammot attain such rights in the foxeseeable future. There is
1ittle or no service in this market other tham Air Cal's. If it is
denied guthority to operate on this route, tke public will be left
without any sexvice. Second, Air Cal has already instituted oper-
ations at Sam Diego, thereby incurring comsiderable expemse. Since
it conceded that nonstop operations could not be profitable, a
decision denying modification would virtually assure its abandonment
of San Diego and the loss of amy opportunity to bemefit from these
pasct expenditures, Despite Air Cal's weak finamcfal conditiom, it is
logical and finamcially prudeat that for the preseut it continue its
operations at Sam Diego rather than imstitute service in a mew market
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in which it is entirely unkmown. As we have stated before, we
expect Aixr Cal to exercise its right to suspend operatioms, as it.
did at Burbank, in the event that it fails to carry the necessary
trafiic. ‘ ,

Nor do we agree with PSA that the result of Air Cal's
operations is destructive wing-tip to wing-tip competition. It is
true that PSA and Aix Cal are competing directly foxr SAN-SIC/0AXK
pPassengers, but the competition is not exactly identical because
Air Cal's f£lights move through a different intermediate point. Ve
2llowed this type of direct competition via different intermediate
points waen we authorized Alr Cal to carry Ontario-Sacramento
passengers via San Jose at the same time that PSA carries such
traffic via San Francisco. And we have, of course, _pérmitted _
indirect competition in the same gemeral market area by permitting
PSA to operate between Long Beach-San Francisco as related above.

Likewise we reject PSA's assertion that the large numbexr
of empty seats it is operating between San Diego-Los Angeles/ Burbank
dewonstrates that Alr Cal's sexvice is unnecessary. PSA's cmpty
seat figures between these points are for all of its flights between
them, a great numbexr of which are involved in flights from
Los Angeles to San Framcisco, Los Angeles to Sacramento, or Burbank
to Sam Francisco. Secondly, many of the remaining seats which are
Zlown to San Jose/Oakland are needed for Los Angeles and Buxrbank

assengers. Therxefore, the raw figure of total empty seats between
these Southern Califormia points is not meaningful. |

Insofar as we can estimate, Aixr Cal's Sam Diego sexvice
will not produce sexious diversion for PSA. The loss of about
$500,000 in gross revenues to Air Cal between November, 1970 and
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July, 1971 is certainly not a serious watter for PSA, since it has
recorded increases in total traffic, operating zevenues, and met
income for the first half of 1971 compared to the like period of
1970. (Exh. No, 19.) Total traffic imereased by 3.7 percent during
this period, and passenger revenues increased from $34.7 million in
1971 t0'$39.2 million in 1970. The fact that its pretax profit was
down by $1.1 willion was not attxibutable to airline operatioms.
Moreover, net income showed am gncrease of $263,000 in the first
balf of 1971.

Looking to the future, FSA faces diversion of about $2.1
willion in gross revemues in the SAN-SJC/O0AK market if Aix Cal
achieves the traffic forecast adopted herein. This level of diversion
represents ouly 2.1 percent of its total comsolidated revenues for the
fivst half of 1971, $49.5 willicn, ammualized for the full year. This
magnitude of diversion is mot scrious, and it is partly offset by the
traffic diverted from Air Cal's Santa Ana-San Francisco £flights to
PSL's Long Beach-Sam Framcisco flights. PFurthermore, the SAN-SJC/0AK
route is not a substantial ome for PSA in terms of traffic. Based
uwpon first half 1971 traffic figures, the traffic carried on this
Toute comstituted only 4.6 pexcent of its systemwide traffic for the
same pexriod.

After considering all the factors involved, including.the _
special circumstances prescat in this particular case, the Coumission
coucludes that Air Cal's San Diego authoxity, designated as Routes 3
and 4 in its cextificate of public convenience and necessity, should
be mocified to permit ome-stop sexvice vig Santa 4na. A&fr Cal's
Route 3, San Diego-San Jose momstop service will be modified to
requlre only one dailly nomstop round txip £flight; and Route &,

San Diego-Oakland will be restated to provide for one-stop service to
San Jose and Oakland, with either point as a terminal or intermediate
point, via Santa 4na. We will prohibit nomstop SAN-OAX service on

this route because Air Cal has nevexr commenced this sexrvice, and it,
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does not intend to do so in the foreseeable future. Moreover, Lf
it ¢id, it would uudoubtedly bave to engage in wing-tip to wing-tip
- cowpetition with PSA. Since Air Cal hss not utilized this authority,
we will delete it, We will zlso grant Adxr Cal authoxity to operate
between Sam Diego and Samta 4na as a separate route so that it nay
opexrate turnaround service in this market if pmecessary or comveanient.
4 restriction proposed by the staff to prohibit San Diego~
San Francisco operations will be added to each route.

Aix Cal has also requested authority to carry 08D San Jose-
Oakland passengers om all its flights. It proposes a fawe of $7.00,
including tax., (Adr Cal Petiticn for Modification of Authority in
Applicatior No. 52165, £iled on January 13, 1971.) |

By a petition for rehearing with respect to Decision No.
78276, Ziled on February 3, 1971 Air Cal withdrew its request for
temporary authority to carry amy San Jose~Oakland O&D passengers,
although it stated that it had no objection if the Commission
granted such authority to both PSA and itself,

' By hpplication No. 53289, f£iled om 4pril 25, 1972, PS4 has
2pplied to carry SYC-OAK pessensers. Alr Cal, comtrary to its
position taken in the petition fox rehearing deseribed above, acd
Valley iirlines have £iled protests. |

Very little testimony was presented regarding Alr Cal's
request for pewmanent authority during the hearing in these con~
solldated matters, There mey be issues Involved wiaich have pot been
thoxoughly heard, In light of PSA's applicatfon, and Alxr Cal's
protest To it, the Commission comcludes that it will deny Afr Col's
request for this suthority. It may file a new application for it
and request that it be comsolidated with Application No. 53289.
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Findings of Fact

1. PSA and Air Cal are passenger air carriers as definmed
in the Passenger Air Carriers Act (Sections 2739 et seq. of th¢
Public Utilities Code). o

2. Afr Cal is operating between six and seven daily round
trip £lights in the OCA-SJC/OAK market. No complaints sbout this
service were presented by PSA. Its recent load factors in this
warket have averaged between 55 and 60 percent. |

3. Orange County opposes PSA's application to serve the Santa
Ana-Bay Area market. It does not have terminal space available
for PSA at OCA and will not be able to provide such space to it in
the foreseeable future. Its representatives expressed a willingness
to forego promised lower fares offered by 2SA in order to aveoid
increased air carvier activity and noise at OCA.

4. Adopting PSA's traffic forecast, the 1972 traffic between
OCA-SJC will be 232,825 passengers, and OCA-O0AK traffic will be
207,000 passengers. PSA's traffic between SAN-OCA would be minimal.
Assuming that PSA carxies 40 pexcent of this total traffic, and
after adjusting its estimate of operzating costs to account for
longer block times vetween SAN-OCA, self-diversion, and 2 3C.5 day
wmonth during 1972, the financial result of its service between
SAN-3JC/0AK via OCA would be an operating loss of about $118,000
pexr year. Consequeatly, PSA would undoubtedly seek to increesse
its share of market with the result that destructive wing-tip to
wing-tip competition would occur in the OCA-SJC/OAX market.

5. If PSA inmstituted its proposed service at OCA, Air Cal
would lose 74,691 passengers in the OCA-SJC/0AK market. This
zmounts to the loss of $1.4 million in gross revenues. It would
suffer an additioral decline of $947,000 in revenues from the
trasfic it did carry if it met PSA's proposed lower fares. This
total gross revenue diversion of $2.4 million equals 15 percent of
Aix Cal's 1970 gross passenger revenue., Air Cal has never achieved
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a net profit, and it continues to be a fimancially weak ca.rr:!.er.'
During the first half of 1971, it sustained an operating loss of
$675,000. Diversion of $2.4 million in gross revenues could provoke
anotber financial crisis for this carrier.

6. Air Cal bolds authority to operate nonstop service between
SAN-SJC and between SAN-0AK. Since November, 1970, it has been
sexving the San Diego-San Jose market with one-stop service via 0CA
and the San Diego-Oakland market with two-stop sexvice via 0CA and
SJC under a temporary modification of its authority granted by the
Comuission. In September, 1971, it commenced daily nonstop sexrvice
between SAN-SJC. It has never operated nonstop SAN-OAK service, and
it does not have any plans to do so in the foreseeable future.

7. Air Cal would suffer am operating loss of about $671,000
if it conducted nonstop flights between San Diego~San Jose and
between. San Diego-Oakland.

3. By conducting its San Diego service via Santa Ana, Air
Cal can support the cost of its operations there by carrying SAN-OCA
passengers, and by carrying SAN-SJC/OAK passengers on Lts OCA-SJC/OAX
flights. In this manner it can offer more frequent flights
at Sen Diego and attract a greater share of the total SAN-SJC/QAK
market. S

9. Applying average growth rates in these two markets results
in a 1972 forecast of 151,000 SAN-SJC O & D passengers, and apbout .
195,000 SAN-0AK passengers. Assuming that Air Cal can carxy 35
pexcent of the Zormer market with its one-stop sexvice plus its
one daily nonstop flight, and 20 percent of the latter market with .
its Two-stop and some one-stop flights along with 41,000 passengexs
between SAN-OCA, Aix Cal will achieve an operating profit of about.
$500,000 if all SAN-SJC/0AK revenues are included. Om a fully
allocated cost basis, its SAN-OCA service will resuit in a loss,
but the SAN-SJC/OAK passengers czrried betweea OCA-SJCIOAK will
add revenues to this profitable service. In this mannexr A:I.:: Cal'
Saa Diego operations will result iu an overall benef:!.t to t:he carr:.er. -
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10. The effect of Aixr Cal's operations at San Diego will
divert about $2.1 in gross revenues from PSA. This revenue equals
2.1 percent of its total comsolidated revenues. The traffic
diverted equals 4.6 percent of its total traffic carried during the
first six months of 1971. In light of PSA's 8.7 perceat increase
in systemwide traffic and its $4.4 million increase in passenger
revenues and its $268,000 increase in net income during this period,
this diversion is not sexrious. PSA is a financially strong carrier .
which can easily compete wich.Air Cal in the markets involved in
these proceedings.

11. In addition to the facts set out in the above findings,
two special circumstances exist which lend support to Air Cal's
proposal. Ome is the fact that only Air Cal has operating rights
at OCA, and, therefore, it is the only intrastate carrier‘abie,to1
provide SAN-OCA service. The second is that Air Cal has expended
considerable effort and expense in operating the proposed service
since November, 1970. It would only incux additional economic harm
1f 2 modification in its San Diego operating authority was denied.

12. 1In providing service between San Diego-Santa Ana, Air Cal
will charge the following one-way fare, excluding tax:

San Diego Internmational Airport and Orange
County AIXpOrt ...cecivevecccnccscccencans

Conclusicas of Law
Based upon the foregoing findings of fact, the Commission

makes the following conclusions of law:

1. The application of PSA to serve Santa Ana—San Jose/Oakland
and San Diego-Santa Ana should be denied.

2. The petition of Air Cal for modification of its Routes 3
and &4 set forth in its certificate of public convenience and necessity
sbould be granted-to the extent provided in our order herein. For
convenience, Air Cal's entire certificate will be restated in |
Appendlx.A to our order hexein.
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Air Califormia is hereb'y\ placed on notice that operative
rights, as such, do mot comstitute & class of property which may be
capitalized or used as an element of value in rate fixing for any
amount of momey in excess of that originally paid to the State as
the consideration for the grant of such rights. Aside from their.
purely permiscive aspect, such rights extend to the holder a full
or partial monopoly of a class of business over a particular route.
This monopoly feature way be wodified or canceled at ény time by

the State, which is not in any re°pect limited as to the number. of
rights which may be given. ‘

IT IS ORDERED that: _ o .

1. A certificate of public convenience and necessity is
granted to Air Califormia, authorizing it to operate as a passenger
air carrier as defined in Section 2741 of the Public Utilities ode,
between the points and over the routes particularly set forth. in
Appendix A, attached hereto and made a part hereof.

2. In all other respects, Application No. 52165 of
Air Califormia is denied. ,

3. Condition "h'" set forth in Appendix B, Orig:mal Page 3,
oL Decision No. 79085, dated August 24, 1971, in Appl:’.cations
Nos., 51007 ano 51058, is deleted from Air California's cexrtificate
of public coavenience and necessity.

4. In providing service pursuant to the cert:'.f:f.cate herein
granted, Alx California shall couply with and obsexve the following
sexvice regulations. Failure so to do may result in a cancellation
of the operating authority granted by this decision.

{a) Within thirty days after the effective date
hereof, appli cant shall file a written
acceptance of the cert:.fn.cate here*’ n granted.




. ’ .
* 1 2

A, 52165, 51080 ek

By accepting the certificate of public con-
venicnce and necessity herein granted,.
applicant is placed on notice that It will
be required, among other things, to file
amual reports of its operatioms and to
cowply with and observe the requirements

of the Commission's Gemeral Orders Nos.
120-Series and 129.

(b) Within one hundred and twenty days after
the effective date hexeof, applicant shall
establish the service herein authorized and
file tariffs and timetables, in triplicate,
in the Commission's office.

The tariff and timetable £ilings shall be
made effective not ecarlier than five days
after the effective date of this oxder on
not less than five days' notice to the
Commission and the public, and the effective
date of the tariff and timetable filings
shall be concurrent with the establishment
of the service herein authorized.

The tariff f£ilings made pursuant to this
oxder shall coml;%y with the regulations
governing the construction and fn’.liz?,g of
tariffs set forth in the Commission's
Genexral Order No. 105-A.

5. The application of Pacific Southwest Airlines for a
certificate of public convenience and necessity to serve between
San Diego and San Jose/Oakland via Senta Ana is denied.
The effective date of this oxder shall be twenty days after
the date hereof. - D(.

Dated at San_Francisco » California, this <V
day of FARE > 1972, | '

comi“‘ioa

-l er Ve : )
Becessarily & raon L.
an the

Commissioner J b

- - P. A4 m; Jr
:eco..sari‘ly abseat, a4 not na;t’ibzms
o the Aisposition ot ding.

this proceeding,.

-

COUMLS5Loners
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Apoendix A  AIR CALIFORNIA - | Original Pege 1 -
(a coxporation) | ~

The authority stated herein to Alx California supersedes
all previcusly granted certificates of public convenience and necés-"
sity granted in prior decisions. .

Air Caiifornia, by the certificate of public ‘convenience
and necessity granted in the decision noted in the'margin',. is / -
autborized to operate over the routes described as follows: )

Route 1

Between Orange County Alrport, on the one hand, and
San Jose Mumicinal Airport, Oakland Intermational-
Airport and San Francisco International Airport, _
on the other hand, with each of the last three named
airports being either a terminal or intermediate

poiat for this xoute.

Between Orange County Alxport, Hollywood-Burbank
Airport and Ontario International Alrport, on the
one hand, and San Jose Municipal Aixport and Oak-
land Intermational Airport, om the other hand, o
with each of the first threc nzmed airports and
cach of the last two airports, respectively, being
either a terminal or intermediate point for this
route.

Route 3

Nonstop service between San Diégointémationé.‘lf
Aixport and San Jose Municipal Airport.
Route & '

Between Sen Diego intexnmatiomal Airport, on the one
hand, 2od San Jose Municipal Airport and Oakland
International Airport, on the othex hand, via the
intermediate point of Orange County Airpoxt, with
San Jose Municipal Airport and Oakland. International
Airpoxt being cither a terxminal or intermediate
point for this route. ‘

Issued by California Public Utilities Commiésion .

£2318

Decigion No. , Appl‘icai:ion No. 52165.
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AIR CALIFORNTIA Original Page 2
(a corpora_ttion)

Between Palm Springs Municipal Airport, on the one
band, and San Jose Municipal Airport, Oakland
Internat:.onal Airport and San Francisco Intermational
Airport, on the other hand, with each of the last
three named airports be:.ng either a terminal or
intermediate point for this xoute. ‘

Nonstop service between Long ' Beach Airport and San
Jose Mumicipal Airport. :

Between San Jose Municipal 'Ai‘tport and Sacramento-
Metropolitan Aixport.

Between Orange County Airport and Sacramento Metro- .
politan Airport.

3etween Orange County A:I.rport and Sacramento Met:ro--
politan Alxpoxt via the intermediate point of San
Jose Municipal Airport.

Between San Diego Internat:.onal Airport and Sacra-
mento Metropolitan Airport via the intermediate
points of Orange County Alrport and San Jose Muni-
cipal Airport.

Between Ontario Intermatiomal Airport and Sacramento
Metropolitan Airport via the intermediate point of
San Jose Municipal A:u:port

Between Paln Springs Airport and Sacramento Metro-
politan Airvort via the intermediate point of Sc.n
Jose Municipal Asrport.

Issued by California Public Utilities Coomission.
Decision No. 8031 N, Application No. 5216S.
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Appendix A ATR CALIFORNIA  Original Page 3
(a corporation o :

Route 13

Between Ontarjo Intexnational Airxpoxt and Sacra-
mento Metropolitan Alrport via the mtemeidate
point of Orange Coumty Airport. :

Between San Diego Intemational A.:{rport and Orange |
Comty Alrport.

Issued by Califormia Public Utilities Commission.

. UQ ‘ i
Decision No. £¢318 » Application No. 52165.
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Appendix A AIR CALIFORNIA Original Page & -
(a corporation) ' o

CONDITICNS

Minimum numbex of xound txip schedules daily between poiuts* )
shown shall be: |

Orange County Aixport and San Francisco Inter-
national Airxport cereccciencacerrscrrssassronses

Orange County Airport and San Jose Municipal
Alrport ......

Orange County Airport and QOakland Intexnational
Mmrt & eSS eesseae S AR BN N SN A RN AR R e - o & e

Between Hollywood-Burbank Airport and Omtario
International Airport, on the one hand, and San

Jose Municipal Airport and Oakland International
Airport, on the other hand ............ crecrcran

Between San Diego Internmatiomal Airport and Sanm ,/
Jose Municipal ALXPOrt ..eccececevnocnnanne reuns 1

Between San Diego Internmational Airport, on the
one hand, and San Jose Municipal Airport and
Oakland Intermational Airport, on the other
hand, via the intermediate point of Orange
County Airport, with San Jose Mumieipal Aix-
port and Oakland International Airport being

either a terminal or intermediate point for _
TOULE tvvevevacoccnconces censecennane wesene 2

LI N A A R I SN N B A A I A R

Between Palm Springs Municipal Airxport, on the

one hand, and San Jose Municipal Airport, Oak-
land International Airport amd/or San Francisco
International Aixport, on the other hand .... eee L

Issued by Caiifornia Puolic Utilities Commission.
' 0o
Decision No. 8¢ 318

, Application No. 52165.
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Appendix 4 AIR CALIFORNIA

(a corporation)

RESTRICTIONS

No passenmgers shall be accepted for tran.,portatz'.on solely

between the following palrs of points

a.
b.
C.
4.

Orange County Adixpoxt - Onz:ar::.o International Airport.
Orange County Airport - Hollywood-Buxbank Airpoxt. |
Hollywood=-Burbanlk Airport - Ontario Intermatiomal Airport.

San Irancisco Intermational Alrpoxrt - San Jose Munica.pal
Adxpozt.

San Francisco Intermational Aixpoxrt - Oakland Internat:ional
Adxport.

Oalcland International Airport - San Jose th:.cmal Adxport.”
San Francisco Intermational Aixport - Ontaxrio Internation.;l:

Adxport.

San Francisco Iaternetional Aixport - Hollywood—Burban.c
Alrpoxre. :

San Diego International Airpoxt and other airports already
sexved By Air Califormiz except as authorized by Reutes 3,
& and 1%, No pascemgers travellng between San Diego
International Airport and San l"ranc:-.sco International
Lirpoxrt shall be carried om £1i s operated on Routes 3,
4 and 14. No nonstop service s 11 be operated between
San Diego International Airport and Qakland Internmational
Aixport.

The following restrictions relate to Route 5: No passengers shall be |
accepted for transportation solely between, noxr shall operations be
conducted by way of, the following pairs of points.

J.

T=
Y

1.

Pala Cprings Municipasl Airport - Orange County Airport.

Palm Springs Municipal Airport - Ontario Intermational
Aixrport.

Paln Springs Mumilcipal Airport - I-Iollywood-Buroank Airpo::t

The following restriction xelates to Route 6:

.

Long Beach Intermatiomal Airport and any other airports
sexved by Aixr California, cxcept as authorized oy ‘Qou‘.e 6. .

Issued by Califormia Public Utilitics Commission.

Decision No. 80313 , Application No. 52165.




