
COUNCIL AGENDA: 11-17-09
ITEM:

CITY OF

s JOSE
CAPI’IAL OF SILICON VALLEY

Memorandum
TO: HONORABLE MAYOR

AND CITY COUNCIL
FROM: William F. Shen’y, A.A.E.

SUBJECT: Proposed Air Service Incentive
Program Revisions

DATE: October 26, 2009

Approved ~__~")/~, Date

RECOMMENDATION

(a) Adopt a resolution revising the airline fee-waiver incentive program to support the
development of new air service at the Norman Y. Mineta San Jos4 International Airport
by revising the calculation of qualifying incentive periods, limiting incentives for new
flights to underserved cities only to new flights, and requiring reimbursement of waived
fees for service cancelled prior to the end of a qualifying incentive period and repealing
Resolution No. 74877.

(b) Adopt a resolution establishing a Focus City Promotional Fee Waiver Incentive Program
to support the development of new air service at the Airport and authorizing the City
Manager to negotiate and execute Focus City Agreements with passenger airlines at the
Airport to implement the terms and conditions of the Focus City Program.

OUTCOME

The clarification and additions to the air service incentive program will provide better tools to
encourage air carriers to add flights at Mineta San Jos4 International Airport and to improve the
range of service available for Silicon Valley residents and businesses.

BACKGROUND

Mineta San Jos4 International (SJC) is a strategic asset for achieving the City’s economic
development goals. Air service provides an essential link to support and sustain Silicon Valley’s
quality of life by moving people and products between San Jos4 and destinations both
domestically and globally. Gaining better access to national and international markets and
technology centers has long been a priority of the region’s businesses. Community and business
leaders and travelers have clearly expressed their strong desire to the Airport for improved access
between San Jos4 and key domestic and international cities.
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During the last several years, San Jos~ has experienced a significant reduction in the availability
of domestic and international air service. The well-documented struggles of the aviation
industry, and the deep economic recession, have led to deep cuts in airline capacity throughout
the nation. Airline route planning decisions are focused more than ever on establishing and
maintaining route profitability. An airline’s decision to serve a new market represents a
significant investment and financial risk to the carrier. This in turn has made securing new
service a very steep challenge for San Jos~.

ANALYSIS

Last fall the Airport experienced a major loss of flights as carriers reduced system capacity in
response to the sharp rise in fuel costs and the declining economy, and over the past two years
SJC has seen passenger traffic fall by 20 percent. Based on current schedule forecasts, the
Airport anticipates further loss of service as the recession continues. In an effort to increase
service and restore lost flights, SJC and airports across the nation have been developing and
enhancing incentive programs.

Since its original adoption in 2006, the SJC incentive program has evolved from a basic one-year
waiver for any new route. It is now a flexible program that matches the length of a waiver period
to the length of a flight, and it includes incentives for underserved markets as well as unserved
markets and short-haul international flights to Canada and Mexico. Despite the Airport’s
willingness to share the risk for new and restored air service, during this recession airlines
remain reluctant to add flights in response to weak overall demand, low fares, and competitive
pressures. We have had only one airline benefit from the SJC incentive when jetBlue launched
service to Long Beach in 2008, and jetBlue has now cancelled San Jos6/Long Beach flights
effective in January 2010.

Proposed revisions to the current incentive program

Staff recommends the following revisions to the current incentive program.

Revise the promotional fee waiver period to provide that a second air carrier would qualify
for a fee waiver for service to a new route only if it launches new service during the same
qualifying period that the first airline is operating an eligible ronte. The term of the
promotional fee waiver would be determined by the start and end date of the first airline
serving that route, and a second airline would only receive the waiver for the balance of the
period. For example, if the first airline commenced service to a city that qualifies for a one-
year promotional fee waiver on January 1, and a second airline commenced services to the
same city on February 1, the promotional fee waiver for both airlines would run through
December 31 of that year.

Provide that any promotional fee waiver is conditioned upon an airline providing qualifying
service for the full period of the promotional fee waiver term, and providing that all waived
fees will be reimbursed to the Airport if the qualifying service is cancelled before the end of
the qualifying period.
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For flights added to an underserved destination, the promotional fee waiver would apply only
to the incremental flights added, and any flights currently serving the underserved destination
would not be eligible for any promotional fee waiver.

The Director of Av.iation will continue to establish and manage the list of unserved and
underserved cities that qualify for promotional fee waivers under the Program.

New "Focus City" incentive

Staff also recommends a new, separate incentive program to encourage carriers to increase their
overall commitment to SJC. This would be a "focus city" incentive program for an Airline that
would agree to incremental growth in flights for two full consecutive years.

A focus airline would add a minimum of four year-round daily flights to a minimum of at
least two unserved cities each year.

[] The qualifying routes and flights would receive a two-year promotional fee waiver of
landing fees and eligible terminal rents, similar to the current incentive program.

Added flights to underserved cities would be eligible for the focus incentive promotional
fee waiver, but flights to cities already served with multiple frequencies or multiple air
carriers would not be eligible for a promotional fee waiver. Current examples of
destinations that would not be eligible for a promotional fee waiver include intra-
California destinations, Las Vegas, and Denver.

[] Added flights to already well-served markets would count toward the annual number (o
qualify as focus airline, but those flights would not receive any promotional fee waiver.

As with the current incentive program, the Director of Aviation will be responsible for
establishing and maintaining the list of qualifying cities. All qualifying flights under the
focus city incentive will be eligible for a two-year waiver of fees and eligible terminal
rents, such as landing fees, ticket counter, gate hold area, and baggage make-up.

In addition to the promotional fee waivers proposed for the focus city incentive, the Airport, the
City, and their partners will commit to developing non-monetary benefits that would vary
depending on the carrier. Examples of these additional incentives could include the following
benefits during the two-year period of the focus city agreement:

[] Install airline and route promotional banners in the Airport’s terminal areas.

[] Provide link to focus airline new route information on the Airport website.

[] Coordinate partnerships with Office of Economic Development, Convention and Visitors
Bureaus, and chambers of commerce in the region.
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Annually contribute up to $125,000 toward an Airport/airline collaborative marketing
program as a dollar for dollar match of marketing funds dedicated by the airline to
promote its air service at SJC, for a total not to exceed $250,000 for the two-year term of
the focus city agreement.

Focus city airlines also would be required to take additional marketing and support steps to
launch and maintain the service. These actions would include:

[] Assign sales and marketing resources at sufficient levels acceptable to the Director to
promote new routes for Silicon Valley and San Jos6.

[] Designate San Jos6 as a focus city in its in-flight magazine.

[] Include the SJC tenr~inal information in the in-flight magazine to facilitate connections
and service with other airline partners and car rental facilities.

[] Work with the Airport and the City of San Jos6 in developing an annual feature article in
the in-flight magazine.

Focus City termination and reimbursement

4. Similar to the current incentive program, an early termination by an airline under the
proposed focus city incentive would require that all waived fees will be reimbursed to the
Airport if the qualifying service is cancelled before the end of the qualifying period.

POLICY ALTERNATIVES

The City Council may choose to not approve the proposed revisions to the air service incentive
program or to alter the recommended terms of the program. If Council does not approve revision
of this program, the current terms would continue. The proposed changes and the new focus
city program are designed to enhance the ability to attract new routes to SJC. During a difficult
time for the airline industry, incentives can be a critical factor for a carrier choosing SJC.

PUBLIC OUTREACH

Criterion 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website Posting)

Criterion 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-mail
and Website Posting)

Criterion 3: Consideration of proposed changes to service delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council or
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a Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This report has been posted on both the City Council agenda website and on the Airport’s
website. On October 19, 2009, the San Josd Airport Commission reviewed the staff
recommendations to revise the current air service incentive program and create a new Focus City
element for the program and unanimously approved them.

COST IMPLICATIONS

The airline air service incentive program credits will result in waivers of airline fees and charges
for qualifying new air service. However, the increased revenue from parking, concessions, and
other Airport services that will directly result from increased air service is expected to offset the
short-term loss of revenue from waived airline fees and charges for qualifying new service. If no
carrier takes advantage of the incentive program, there would be no loss in airline revenue, but
there would be no gain in non-airline revenue as well. As a result of this anticipated additional
passenger-driven revenue, no increases in airline rates and charges will be required to offset
waived airline fees and charges.

COORDINATION

This report was coordinated with the’City Manager’s Office - Office of Economic Development,
the City Manager’s Budget Office and the City Attorney’s Office.

Resolutions No. 67380 and 71451, PP 09-192

/s/
William F. Sherry, A.A.E.
Director of Aviation

For questions, please contact William F. Sherry, A.A.E., Director of Aviation, at (408) 501-7600.




