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ANSWER OF US AIRWAYS, INC.

US Airways, Inc. (“US Airways”) respectfully answers the objections of Maxjet
Airways, Inc. (“Maxjet”) to the Department of Transportation’s (“Department’)
September 25, 2007, Final Order and Order to Show-Cause (“Order”).1

I INTRODUCTION

This selection proceeding confronted the Department with a series of choices
concerning competing proposals, which were complicated by the restrictive nature of the
U.S.-China bilateral aviation agreement. The Department’s decision early in this
proceeding to establish a presumption favoring new entrant carriers, however, left it with
a simple choice for the 2009 designation and associated frequencies: US Airways or
Maxjet.” Faced with a choice between a network carrier with extensive connecting and

codeshare services, on the one hand, and a carrier proposing only limited point-to-point

' Order 2007-9-25.

? Order Instituting Proceeding and Inviting Applications, Order 2007-6-15, June 21, 2007, p.3 (“Finally, we
presume that we would take advantage of the opportunities to introduce new entrant combination carriers in
2007 and 2009, rather than forgo either or both opportunities and instead simply award available
combination service frequencies to an incumbent. Given that the U.S. Government negotiated for these
valuable designation rights, it is our strong sense that the public interest favors that they be fully used to
secure the benefits of expanded service options and enhanced competition that a new entrant would
provide.”).
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service, on the other, the Department rightly selected US Airways. Only US Airways has
the ability to gather at two hub airports thousands of passengers from scores of markets,
transport these passengers across the Pacific, and provide them with dozens of codeshare
connecting choices in China. Maxjet has neither the ability to gather passengers from
multiple U.S. markets, nor to provide connecting options to markets throughout China.

II. US AIRWAYS’ CHARLOTTE-PHILADELPHIA-BEIJING SERVICE

PROPOSAL OFFERS GREATER BENEFITS TO MORE CONSUMERS
THAN MAXJET’S PROPOSED POINT-TO-POINT SERVICE

The Department appropriately found that Maxjet’s proposal does not and cannot
offer anywhere near the public benefits that will flow from US Airways’ Charlotte-
Philadelphia-Beijing service. Accordingly, US Airways urges the Department to
promptly finalize without modification the findings and conclusions set forth in its Order,
and issue US Airways a certificate of public convenience and necessity to serve
Philadelphia-Beijing.

US Airways will bring a combination of benefits to the U.S.-China market
unmatched by Maxjet or any other applicant, including:

) a new U.S. gateway to China located in a densely populated area of the
US;

(i) service by a new entrant;

(i11))  new service from the largest U.S. airline hub city without nonstop China
flights;

@iv) increased inter-gateway competition;
v) significant behind- and beyond-gateway connections;

(vi)  largest aircraft of any applicant proposing Beijing service (seating
approximately three times as many passengers as Maxjet’s aircraft);



Answer of US Airways, Inc.
Docket OST-2007-28567
October 12, 2007

(vii)  greatest convenience for shippers; and

(viil) strong community of interest between the Philadelphia and Beijing
gateways.

Based on these compelling advantages, the Department appropriately found that US
Airways would be the best choice for the 2009 designation and associated frequencies.
III. THE DEPARTMENT HAS ALREADY CONSIDERED AND DISMISSED

MAXJET’S OBJECTIONS, FINDING THAT US AIRWAYS WILL
PROVIDE GREATER MARKET BENEFITS THAN MAXJET

Maxjet—the only objector in this case—relies on the same arguments that it has
already raised while seeking to persuade the Department that its point-to-point service
proposal is superior to US Airways’ proposed service. However, none of Maxjet’s
recycled arguments can or should change the Department’s core finding that US Airways,
by offering more seats, greater connections, enhanced intergateway competition and
better service options, will be a stronger competitor than Maxjet. In a limited-entry,
capacity-controlled market such as the U.S.-China market, the Department rightly found
that these considerations are paramount:

With its strong network connections, US Airways would be in a better position to
compete effectively with the incumbents in the U.S.-China market. US Airways
could use its network to attract passengers from U.S. points behind Philadelphia
and Charlotte for its Philadelphia-Beijing services. Maxjet has no network. It does
not offer any domestic, code-share, or interline services. In addition, US Airways
proposes to offer significantly more capacity than Maxjet (269 seats vs. 96 seats).
While we recognize that Maxjet would be offering more business-class capacity,
we regard the limited-entry U.S.-China market as sufficiently capacity
constrained that in selecting a new entrant carrier we must maximize our limited
opportunities to enhance capacity...US Airways’ established Philadelphia hub
will provide travelers in the US Airways’ catchment area with more options for
travel to Beijing, thereby enhancing inter-gateway competition on the east coast.
Given the overall market benefits of US Airways’ proposal, we tentatively
find it the better choice.’

? Order 2007-9-25, p.16 (emphasis added).
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The Department’s findings regarding the superiority of US Airways’ proposal and its
decision to allocate frequencies and a designation to US Airways are amply supported by
the record developed in this proceeding, and should be finalized without delay.

III.A. Maxjet’s Service Proposal Is Deficient In Numerous Important Areas

Maxjet would have the Department endorse its proposal and abandon its well-
reasoned tentative decision that US Airways’ proposal offers greater public benefits, even
though Maxjet (i) offers an aircraft that seats approximately one-third the number of
passengers,4 (i1) offers a single class of service, (iii) operates no domestic service, (iv)
does not interline, (v) provides no U.S. or foreign connecting services, (vi) does not offer
daily service in any market it serves currently, (vii) has no station in Seattle, and (viii)
does not codeshare with any U.S. or foreign carrier, nor does it plan to do so.” In
essence, Maxjet’s objection amounts to a request that the Department validate, in the
context of a limited-entry market, the very narrow market niche adopted in Maxjet’s
business plan, which is characterized by Maxjet’s preference to market its service to a
small group of elite passengers while eschewing contact with (and offering no benefits
to) the broader U.S.-China travel market.

Notwithstanding these shortcomings, Maxjet argues that it is the only true new
entrant, that US Airways does not serve Asia, that the Eastern United States is already
well-served and that Maxjet’s “low fare” service would generate public benefits and

should be accorded more weight. US Airways addressed each of these points in its prior

* Exhibit US-R-107.

> “Maxjet acknowledges that it does not have any code-share agreements for its proposed Seattle-Shanghai
service and does not offer interline services and fares with other airlines in the markets it presently serves.”
Order 2007-9-25, p.12.

-4 -
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submissions to the Department and nothing has since changed. First, US Airways is
unquestionably a new entrant carrier in the U.S.-China market despite Maxjet’s effort to
redefine that term.° Second, whether US Airways serves Asia today was irrelevant to the
Department’s decision and was not a requirement of the Instituting Order.” Notably,
despite its complaints about US Airways, Maxjet does not serve Asia or even its
proposed gateway city—Seattle. Third, like Maxjet, another applicant in this case argued
that the West Coast is underserved in comparison to the Eastern United States. The
Department considered this argument and rejected it.®> Fourth, Maxjet’s assertions with
regard to the public benefits associated with its claimed low fares cannot be substantiated.
As US Airways demonstrated, Maxjet’s low fare proposal would exclude 87% of the
Seattle-Shanghai market—only 12.7% of the market pays Maxjet’s average fare of
$2,000 or more each waly.9 Whatever benefits might result from Maxjet’s fare proposal
would be limited to an extremely small number of passengers, leaving the much broader
market totally unserved. The Department correctly recognized that ignoring such a broad

spectrum of travelers is not in the public interest.

% The Department’s Order finds specifically that US Airways is a new entrant. Order 2007-9-25, p.15
(“Having weighed the relative merits of the proposals from the two 2009 new entrant applicants, US
Airways and Maxjet, we have tentatively decided to select US Airways for the new designation
opportunity and to allocate to US Airways seven weekly frequencies to serve between Philadelphia and
Beijing.”) (emphasis added).

7 Order 2007-6-15.

¥ Order 2007-9-25, p.16 (“While we recognize that Los Angeles is a major generator of U.S.-China traffic
that does not have nonstop U.S.-flag service to China, on balance, we tentatively find that our overarching
objective in this case of addressing the broader competitive needs of the U.S.-China market would best
serve the public interest[.]”).

? Exhibits US-R-108 and US-R-109. Further, while Maxjet claims it will compete in the West with United,
the fact is that Maxjet’s proposed Los Angeles-Seattle-Shanghai service is less convenient than United’s
existing Los Angeles- San Francisco-Shanghai service. Exhibit US-R-113. Nor is Maxjet’s comparison of
its fares to United’s fares relevant in comparing the public benefits that will result from US Airways’
service.

-5-
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III.B. Maxjet’s Proposal Ignores Connecting Traffic—A Critical Element of
the U.S.-China Market

As US Airways has demonstrated, connecting traffic is a critically important
element of the U.S.-China market. More than two-thirds of all U.S.-China traffic,
including U.S.-Shanghai traffic, travels on a connecting basis.'® While Maxjet offers no
connections, US Airways will offer connections to 37 cities all along the densely
populated East Coast. As if finally recognizing the importance of connecting traffic,
Maxjet argues incredibly that it will attract significant connecting traffic on the basis of
interline and customer-generated connections only, because its catchment area consists of

the entire United States.'!

Unfortunately for Maxjet, the reality is that it is unlikely to
attract limited connecting traffic from even the West Coast (much less the entire United
States) because the West Coast already enjoys more convenient service to Shanghai from
San Francisco on United as well as additional Chinese-flag service.'> In contrast, US

Airways will provide single-carrier connecting service for 37 Eastern U.S. points.”> US

Airways’ confidence in its ability to attract significant connecting traffic is based on its

' Exhibit US-R-115. Even by Maxjet’s estimate, its self-connecting traffic falls far short of the level of
connecting traffic that characterizes the U.S.-China market (“an estimated 25% of Maxjet’s passengers
have traveled to or from Maxjet’s gateways on other airlines for which [they] have made their own
connections.”) Objections of Maxjet Airways, Inc., October 5, 2007, p.10.

'" Objections of Maxjet Airways, Inc., October 5, 2007, p.7.

"2 Exhibit US-R-113. Although Maxjet suggests it will connect with Alaska Airlines, Horizon Air and
others, these carriers time their flights to connect with their codeshare partners—not Maxjet. Moreover,
other than asserting that the “connecting situation at Seattle is ideal”, Maxjet failed to submit evidence as to
whether its claimed connections exist and are realistic. The exhibits cited by Maxjet do not provide
connecting or elapsed travel times, a required evidentiary element of the Instituting Order. Order 2007-6-
15, Evidence Request No. 1. Nor does Maxjet address the inconvenience passengers would face in Seattle
when attempting to connect with Maxjet’s flights without the benefit of interline or codeshare
arrangements. Presumably, passengers would have to retrieve their bags and then complete a second
check-in process at Maxjet’s counter as well as additional security screening.

¥ Exhibit US-R-116.
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years of actual experience at its Philadelphia and Charlotte hubs; Maxjet’s claims are

based on speculation and hope.14

IV.  CONCLUSION

Throughout this proceeding, US Airways has demonstrated that it is the best
choice for the 2009 designation and associated frequencies. US Airways’ strong network
connections and significantly greater capacity will make it a more effective competitor in
the U.S.-China market. Certainly, the limited-entry, capacity-constrained U.S.-China
market is not an appropriate venue in which to test Maxjet’s niche service proposal. US
Airways looks forward to bringing the first-ever China service to Philadelphia in March

2009, and urges the Department to promptly finalize its Order.

' Contrary to Maxjet’s claim, the Department has long recognized that a significant amount of Philadelphia
traffic “leaks” to other East Coast gateways. Consolidated Reply of US Airways, Inc., August 2, 2007,
pp-12-13. US Airways’ successful experience with its Philadelphia-Europe services, which compete with
other U.S. gateway services, confirms the validity of this finding. Exhibit US-R-135. Moreover, US
Airways will offer connections to 35 Chinese destinations through its codeshare partners Air China and
Shanghai Airlines. Maxjet has no codeshare partners and cannot offer any connections in China. Exhibit
US-R-120.
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