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6:1102' "Decision No. _______ _ 

BEFCP..r:: THE ',PUBLIC ,urn.ITIES COMMISSION OF . T.SE' STATE' OF" CALIFORNIA 

) 
) 
) 

In . the' Matter'of the Application of 
FRIEDIaN' AERONAUTICS, INC.-.elba· ' 
PACIFIC. SOUTl:IWEST AIRLINES for order 
aw:horizing esubl1sbment: of '.' certain 
local ll1ld' joint .1ntrsstatepassenger·' 
fares appl1cable to· service on.' , 
Loclcbeed Electra 188C, aircraft •. 

~ , Application No. 42253 

) 
') 

-----------------------------~) 
McIxmi8~ . Focht and Fitzgerald by·John v7~ 'Mc1mds~ 

, for applicant. '. '. " 
Dion Rolm~ thomas···M. O'Connor and Robert .R.·.Laugheaci~. 

for City and Ccnmty of. San Franeise()~ . 
interested·' party. 

Franklin C8mfoi11, '. Harold He- Webster and Timothy :J. 
canty,. or the COlliii1sslon stan., 

o pcI N·I O:N 
,-~---.-. ... 

" ,"" 

Fr1edldn'Aeronauti~s, Inc.;: dOing' busill~8S ,'8S> Pac':[f!c, , 

. Southwest' Airlines, conducts,.au air, coach passeDger' transportation . .. ,' , . 1/ . '. 
service betw~ San D1ego~Los Angeles-, and· San Francisco. By"·, ' .. 

. ' . " .' 

appli~t1on f11edMay 17~.196C, amended AugustS, 1960 applicant, ' 

seeks authority to increase passenger fares for. sexv1ce'provicted by 

its· Lockheed Electr~ 188C· aircraft. 1'be foll~. is a tab~at:r.on 
of the presen1: fares and proposed fares.' 

Pacific Southwest·Airlines. 
One lo1ay Adult Fares 

Present· Proposed 

$ 6.3> 
13.50', 

Percent 
Increase' , 

San Diego - Los Angeles 
Los Atlgeles - San Franci.sco 
San Diege> - San Francisco 

$ 5.45 
11.81 

$17.25 .' 
. ,", 

Round Trip', fares· are 'double the, one . way ~ fares. . 
Children fares··are one-balf·· of the. adult fares. 

. ·16.S1o 
,14.3 
,15-.0 

17 . i.pplieant bas, flights t» and from Los, Angeles In~ti.01l8~ 
J~irport' and Lockheed Air ''Xexm:tnal: at BurbaDk. ,... . 
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Public hesn.ni was held,,~tember,16 and 21~ 1960 before " 

E~er Jack E. Thompson at san Franc:tsco. 
. . . 

Applicant's present:, fares were: published'May'2~:19S3 . to-, . 
become effective June 18., 1958 ~~t' ~o- ~tb.oritygranted.'by.. .' 

Decision No. 56419 dated Mareh.'25, '1958 in APpliCCJtionN~.'\3<J172. : 

In November 1959~ applicant received the first oftbxee 

Electra aircraft'1thad ordered from Lockheed'A!rcr.aft·'.Corporation • 
. "'. 

future~ 

Prior to the change-over in operations to, Electrss,. appl1- ' 

c~t operllted four DC 4'$ with s·, seating: capacity of· 70,' pa:sSengers . ' 

each on a schedtt1e during the ~k season of 82 flights per week Jmd 

about 70 flights per week during the period between 'New Years and " . . , , 

E.:J ster. The E1ectr88 have a seating capacity of 98, seats, and' ': 
. '." " 

epplic:ant . presently oper.'Jtes a·, schedule of 132· fl.ights per week •. 
+,' ' 

On March 25, 1960 speed restrictions on the operations of 

E1ect::as were' imposed by the, Administrator of the FederalA'V1ation 

.' Agency in an' emergency airworthiness. regulation issued' foliowing: , 

some in-flight accidents. '!his has. resulted in 1ncressingtbe flight 

hours'neeessm:y to operate the sehedules~ Lockheed,A1rcrsf~:< 

Corpor.oeion and applicant bzve entered . into a:L agreeme:ltwhercby . . , . 
'r "/ .... \ 

Lo-:!dleed .' will make certain m.oCJ.ifications in the.· ci:rplenes:w1t:hout . 

. ' .' .' , 

.,' , .:, 
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cost to: applicant wbichw:Ul remove them from. theY .A.A~ .speed, 
I ' .. 

" '0 ,i~ , .. • 

restrictions. The modifications will' require approximate:1y ODe' 

month's: work on each airplane. Tbe dates such .~1rplanes will: be' out 

of service as presently scheduled are:. 

1st A:l.rp1ane:, January 25,. 1961 to February 21,. 1961 
2nd Airplane: February 22,. 1961 to, March 21~ 1961 
3rcl Airplane: April 20,. 1961 to May 17,. 1961 

Applicant's. president testified that Lockheed will not 

furnish.8 planetosubst:[tute for the. ones taken ~t of', service" 

and that as far 8S may be detexxdned now, the,' operat1~, conducted: 

du:ring those perlodswillbe with, twe> aircraft. 

Applicant presented an estimate of' the l:esults' of operation 
, . 

" , .'. i· '.. -

for a year ending June 30, 1961 under preSent fues and, UDder ~o- ' 

posed fares. An engineer of. the' Comm:[ss:!.on" s 'staff presented:esti-
• ,I 

mates. for the same period. In the form;presente4 the'est1mates'are 
• ' • "",," f' .,' " 

not com~able. Applicant r s estimates, hav~ been rearr8ll8ed~ Table 1 
, " 

. I,.. " . 

in order'to provide some degree of comparability. 'Ibere are' ~ number' 
.' ," " ,j., !', I' . 

of differences in assumptions by the appl1cant,~ and by, the engineer in, . 
• J- ,", • 

'" "L'. 

making their' forecasts.' The engineer'included>chsrter operations of , 

the DC-4 airplanes as they effect revenues and', ~s,,'1ncluding" /' ----. . '. '," ,.~ ,; " 

depreciation, and rate base, whereas applicant included,onlytbe-' 

Electras. and .:rev~es and ~s in connection· with 'the'.'~eduled ,,' 
.' , " ," 

operations of those planes. Applicant BsStZmed' operat1onsWith, two , ' 

Electra airplanes during the perlo~s from Janual:y 25tbx'()u8hMsy'17~ 
". ' l ' ,. , 

ment10ned ,above, when theaircrafe 'are scheduled: for modification, 
" ,"\ 

whereas the eJlgineer assumed 8 regular continuation of servic~'" 

throughout: the rate year,. '!be· engineer estimated~tbst, ma1n~llce ' 

expense fen- the :rate year would' beaboue ,the., same~s·tbe bOokr~ord 
£o~January tbioughJune annualized, whereas app1i.caue' assum.ed: that 

its maintenance ~ would increase greatly after November and' 
" v 

December because' ·of the expiration of warranties ' on' the Eleetra ,p8.rts 
, I." 

,'" . " , . '> " q" 

4nd 'equipment. Table 1 shows the estimates presented by' applicant: " 
. . " . . ,', ," 

and by the'ccmnission' s seaff. 
.. ", 

.. e'" ' • 

-3-



~'I:tI OF" ESTIMATES" ' 
OF P.ESUUS OF" OPERA.'.rIo..,-;S ' 

, ________________ ~--~--~2~--------~?--------~4~------~5~--: 
, . . 

, _____ --=F._t::fr ..... Y.:,;;Mr=....::'En=di;;;,;n.g ... :f;;,;'tln;;;;," ;;;;e;..30 ..... :.." =.,196.:;.;;;.:1:...'_" ____ : 
Under ,:·iJnder : 

'Pre~ent Fe.r~ , : Proposed Fares : 
, ____ ~~ ____ ~~~~~ __ ~A~p~p=li:~==~t~:~~S~~;~~ ____ ~:~A~pp~l1~~~t~"~: __ ~S~ta~~~ __ ! 

Reve:!l'lle' 
Ps:Isenger 
Contract &. 
Charter 

Othcr 
"Total 

$6;639"~99S $7 ~126~" '$7 ~4~OOO 

,,102,,603' llS-;ao~" 
46,"7 ", ' -' , 8,299' '" 

, ' 

' .. $7,61)4,946,; $$.035 ~880 , ' 

_'. "ll8" I'Y'I, 
I' '. '~"""'I' 

"" ,,,' -' "" '" 52.990, 

",. 
,,' " Ex])enses:­

F~' 
Ma:1nte:o.ance &-

$1,,725,,205 

1,,3;39,OPO 

1,079',,832 ' 
.361,.870 
667,.939 , 
120~3S7 

S2,.255~946 ~,,715,.1~" ',$2,,255,9~~' !1,.7lS,.l60 ' 

Hangar 
'l'icket1:og « 

Dispntcbing 
Trc.f'r:tc & Ad.v. 
Admin1~tra.t1ve 
Oper~ t1Jlg Taxes 
DepI"ee1at1on 

Total 
1,207,300 

1,,343,0:34-

768"000,,, 
61~,992 
343,992 
285,000 

, 1.496.292' 
$7,ll2,256 

1,:30$,.980, 

939,,880 ' 
"391,,800" 
m,250 
249,,700 

1,207,300 

Income 1>efo~ 
IncomoTaxes ,," 

Income" Tax ' 
., $287;461005(1)" ," "$)3,856 

$287".365 t~l 
, "" $918,,340(1' ) """ 

'100, 
Net Income 

Rate Ba.3e ~7 ,,767 ,.820 

&:te or Return - % 3.7 

$9,.987;,J.07' ~7 ,767~820 ' , 

0.08: ' ll~S 

$7 "l..l2',256U ,.546,910 , 
" .' 
I, "\ 

, ,_ • I 

$542,,690' $1,660,3S0,," '" 

". ','"",,,f~1' .', ",,"" $lJ~;~~'" 

$9,,987~107>t-7,767,820" ' 
';: .. 7 16.3 ' 

* Col~,l was developecl' b.r the Commissiont s e:cg1neer in. Exhibit :No-. 4> a:cd." 
represe:c:t", adjustments in book r~ordS' to remove no:c-recurringexpen~es' ' 
snell as train1ng pilots. in o~t1on or Eleetr&s7 eHm.1:nat1on,ofint.erest , 
and uncollectible ex'Oen~e' ana computation or c!epree1.aUcn onstl'aight-llne 
method ra.ther than the do~le dee1jmng'bo.l8nce method~ thea.djuotments 
are as follOW'S:: :;' "., 

Flying Expense 
Ju:lnl1n1strs:tive 'eJcpen~e . 
Depreciation . 

Book Record'· 

:'27 090,.693 
1 '65 359" ,.... 7 , 

2~7167 

AdjU$Ced',,' 
Adju:rtment" ." Balance "". 

$"" 365,488 
797;420:"" 

1,.050,.$67' 

(1) mt«-est. t\lld higb. depreciation" exPense computedo~d~ubi~deel~-'D~";g . , '" ' O&..!.9.:lee" :provie es mirdJ::1urc. ineo::le tax •. 

(2) Applic:s.nt. di<i not eup~ly these-:f"1gures ... 

I ,'_. 
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. 1.': .. ·. .1 ':,' 

We cat:mOt accept applicant' $. estimates for rate maldng 

purposes. Wb:Ue. as contended 'by'app1icant~ 1tmaybe-that the' 
" 

tllldrlg ofdeprecistion on aircraft on the double deciin1ngb~1ance , 
, , 

method will reflect the mOrketvalueof ,the ,aircraft, at: any-, given 
, , . 

time more closely than 1f:depre'd.at1ou is taken, on ' the ,stra1ght"line ': 
.1 '., 

method~ we are concerned here with the ·f1x:£:ag of reasonable rates ' 

for the use of the aircraft in transporting 'the public. "In cases' 

such' as that involved berewh~etheprincipal"assetS.havebeen " . " 

acquired at, one time and, accelerseed meehods 'of depreciat:£:ou are ' 
. . . .. 

used> revenues which would' be ,required' durlng the first years' of ' 

service to cover depreciation expenses ',woul.dbe many' times .OVe1=-" 

that requixed during the latter years.. If'1:he fares' of .applicant 
" -

were to bereviewed:'atmuslly> the result 'would beh1gh fares;the ' 

first· year and' lower fares eachsuceeeding year unt11newairplanes " 
• • p • 

wer~ acquired". There would be very littlc'stab1l1ty.of :farcsin' ." 

such -cirCumstances. Furt:be2:more> although interest',is" .an' 'expense 
.'. ".\" • '.' I. , • 

actwllly borne by app11cant~" it is atJ.' ~se"related~, to 'capital' 
, -

and not to operations. For rntemald:Dg purposes" interes.t: '1s.~,·:not, 

included as an' operating expense but: is considered::Ul ",'determi:oing 

the revenue needs of 'the carrier, in' the rate' of return·. 
. ., . 

With respect to the estimates of the Coma:dssion'ssta££:p 

with very minor ~eption" the estimates-ofr~enues:and expenses" 

reflect the operating conditions the' eng1neerassumed; would'exis1: 

in the future. the record'shows however, that, thoSe· a~d 
I I'" " ,.1 

operc:lting conditions w.Ul probably not occur because of unusual. 

cir~tauces. in tbis'case~ , ;.ppl1~t:iS' re~Cd':'bY, t:heF~Jl.~ 'to" 

opcr~te, the ElectrD8',-at reduced. ~edunt11 modifications are mncIe 

in the ll:i.rcrafe. '!be'reduction in. speed of: aircraft: hllsreciuced 
' .. " .. 

• I,' :: •• , •• ' ,,'. '. 
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the. efficiency of the operation. App11caut 'bas contracted with ' . 

Lockheed Aircraft, Corporation to have' themodificat1ons: in ;tbe air­

craft made. For three monthsappl1c:ant w:tll, have only two operational' 

8ixcraft instead of tb%-ee. Applicant ·is required byc::ontraet to,' sell. 
" .. 

theDC-4 ,aircraft when there is,'a·reasonable''.market·· for them~,.· 'While' 

the operation of . DC-4 aircraft ~"substitution: fOr Electra "a:tre:raft 
, . . . 

was con<NcUd during the change-over period~' it, is. an ineffici.ent. 

and costly procedure according to applicant 1 spres1c:kmt •. ' ,He' further 

testified '. that he would' not operate the DC-lJ.' s' :tn" the ~egul.ar: s~ce ' ," 
I \, " , 

even' if they are still avsilablefor '~. : The ,first·Sh months of· 
'.. ,I • 

19GO was noe a period. of nomsl operations md~'.froln the evidence~· 

it . appears. that the twelvemonths" endillgJune 30~· 1961' also Will not 

b~ a perlodof no:cnal operations. ,Under sUch circumstance's.., it: is' 

difficult to' estimate what the •. , Opex8tiDg r~sW.ts of' a~pUcant' £00: 

tlult peric:>d might be. From the evi~e, weare of the oPtn1ontbat 

the results will be somewhat less favorable . thaD. estimated: by the ' 

~eer and'that. the rate' of re_ on .the rate base. estimated.by . ,~. . 

the eng;lneer w:l.U be somewher~ between' teo. and- th!rteen"~cent~ '. ' 
, . 

Assuming'it to be the ,latter, is such a return:reasOIl8ble,for the , 

operations to be, conducted by th1~aW1icant? • We·f1nd,that:special.' 

and,~~e c1r~tance$ surroundingtbat opera~cm ~~qu1re"a fin~ 
, ".'. ' 

that it is reasonable. 

, AppUcant '. bs5 no- certificate 'of publi.e' eonvern.ence . 'and, 

necessity; DO such authorities are required for: trsUspOrta.tion by '. 

ai:craft when· the" operations-. are 'c'onduceed Whollyw.r.t:h:[n' Cal:l.fornia'~ 
. . ~ 

It: has recei.ved no subsidy nor' can:l.t expect any,' intbe"£~ of'dhed: 

subsidy or mail contracts should itbefaced:rltb:operat::1:Jsg10sses. 
, " F, , ",. 

" .' 

" .. 
, " . 
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, aircraft and rotable Electra :parts~ is $137~34l. Accord.ing:,to the 

applicant's' preS1dent~ the market,'V'~lue of 'thet:hr~eDC-4,,8ireraft· 
,'" ".' 

is. not, over $50~OOOeach. The, purchase cost of the tbl:eeElectras 
\' 

together with four, spare motors~ , three ' sparepropcl.lers:'~d": four ' 

Q.E.C's (housings around the engines) was $8;,03S~631. Applicant 

arranged 'the purchase :0£ this equipment 'from Loekh~edllicr~ft '" 

corPorntiontbrough Electrah:Ut Corporation under a form, of, lease- ' 

purchase agreement.. Applicant, placed a cash deposit with,Eleetrahilt 

wb:.f.ch will constitute the last payment on the five year' contract. ': 

'For the year ending June 30" 1961' applicant will be required: to-' pay 
" '. . ," . 

E1ectrahilt~ in the fcn:m of bpayments,,·,· $1,,482,,000 •. FrOm'JUne ,30~. 

1961 to the end' of the term" of the, sgreement ,the pa~ts·, ue',' 
$128~OOO per 'month •. It is obvious that 'over and above,:'oPersting 

expenses» the financial obligations of appl~eant are veryh:tgh .. 
i. j' 

The proposed fares' of applicant are, stiU:lower than the 

present fares of the major airlines, offer1Dg.simil1.rr sel:Vice.We 
take ~ff:[c:lal notice of'Application No. 42417" o~ Western 'Air Lines, , ' 

Inc.~ Application No. 424300£ Trans World,Airl:[n~s~; Inc.~'Appl1- , 
~ ," 

cation D!<>. 42435"of Bonanza M:r I.l:c.es~ Inc,.,~ AppUcatiOD,'No.,' 4~4S2 ' 

ofAmeric~ Airlines;, 'Inc.~ andApplicationNo.:l,.2l Io61of,United' 

Air Lines;,' Inc~ ~ all of which seeIt' increase~ in.fares' for-' t:%'8nS- , 
port:1tion between points' served by , applicant. The" fares' of.United 

Air . Lines are comparable to the fares- of" the other maj ar airlines. 

Tbcfollowing table compares the present, coach' fares and the 
" , 

I'· "', .' ',' 

proposed coach fares of united with those proposed.: bY"lIppli.cant., 
,I • • •• .' , 

': L r' .' • ," ." I, • 

. ,-: 

. : . ' ' 
... ' >" 

." 
-" ~\ 

, '" ~r 
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Coach Fares 

P.S.A. United. 
Proposed' Present 

, . 

. ," . ' 

", ,,};,. I 

1, " 
""" ' 

. - t , .... 
'''.\', ! 

c.. '/" ~i, 
t, ,,' ~. 

" " 

.. 
'.': United'­
: Proposed 

, ... ,', 
' ... ', 

;'1' 

San Diego - Los. Angeles-' . 
'. Regu.lar .. ' Flight .. 

Turbojet· Flight*· . 
. $' 6.-50', .. ,' ".' 

·,7.50',.,.'· 
,.: ... $: '3.00 
\ .'9'.00,<, " 

'.,' ". 

San Diego"-, San Fl:aneisco. 
" ,.' 

~. '. 
"' .. 

, , Regula:: F1!ght, ' 19.85" . ,20.8S< .' 
'22.85,' . 

. ' i2'~40. ,', " 
. 24.4(},' .• ·· Turboj.et' Fli.ght* 

"Los Angeles·· -.' Sari Franc1.sco . 
15.05,:'·· 
17.05. 

,.' '. 

Regular Flight . 13.50 
Turbojet. Flight*' ' 

'16.45,· 
18.4S" 

* -.rur~jet flight in .the ease of ,.Un:l.ud: means' witb.DC-8' 
or Boeing ,720, aircraft. In the esse ofWesternsnd,' 
T.TiT.A. it means with . Boeing 707aireraft.' . . ':" 

Applieantt,s ~ce' is in the .ineerest oftbe ,public; We,' 

find t:hae the' proposed: increaseS,in: fares are j~stified. ',,: ',' 

Based on the evidence of record and on the finc1ings"' and· 

conclusions. set forth in the 'preceding.' opinion, 

IT, IS ORDERED: 

1. ''Ibat.Fri.edld.nAeronautics, ·Inc., .is·authorized to' . 

esesblish:. on not 'less ,tbsnfive dayS" notice ,to:. the COmm.1ss1oti and' 
to the public, the 1nc1:eased fares set forth in its amended , 

, '" 

appli.ead.on filed August 8, 1960 in this proceeding for' service' 
, " .' , ' 

provided by I..oekheed' Electra 188C a1rcraft./· , 

'\ ,', 

"', I 

. " "", . 
',,:. 

..... '::, '. I':: 

.', 
. " , 

,', :. ' 
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2. .That the authority granteci' herein shall expire' ~ess 

Qxercised within sixty 'days after the ,effective date of': ,t:h1s,' 'Order • 
'!'be effective dateof,thisorder shall be twent;fd8ys:' 

after the datebereof. 

, ... ' 

Dated at _&m_" _'FraD_ClICO_' _' '_~. Californi:a~.~s: ::j;id 
Of'i/~tl<j "day 

'C"-

I'" 

" " 'I ~ 
. , ~. 

•.•. 1'., .. ",' 

• ' 1,1 r ~ 
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