[mmaﬂ.

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE'STAIE OF CALIFORNIA

63414

Decision No.

Application of PACIFIC AIR LINES,

) , _
INC., for oxder authorizing an ) Application No. 43099
increase in intrastate air freight )

)
)

(Filed January 25, 19CI1)

rates and charges. (smended December 21 1961)

Raymond E. Costello and Cooper, Waite & Cooper,
by James B. Scnnake, for applicant.

Miss Marjorie Childs, for County of Humboldt;
darold A. Irish, Zox City of Ukiah, protestants.

J. Xexrwin Rooney and Don W. Martin, for Board of
Port Commissioners of City or VDakland; Donald
J. Falk, for Eureka Chambexr of Commerce,
John R. Stokes, for City of Arcata, interested
parties.

Timothy J. Canty and John R. Laurie, for the

Comm;ssxon staff.
CPINION

By this application Pacifie Air Lines, Inc., seeks
authority to increase air freight rates. Hearings in this applica-
tion were conmsolidated with those in Application No. 43119 of
Pacific Aix Limes, Inc., for convenience of the parties and were’
held Mareh 9 and 10, 1961, at San Francisco and Mareh 23, 1961,
at Bureka before Examiner J. E. Thompson. The issues of the two
applications are different and the positiouns of the interested
parties differed with respect to each application. The mattefs,
therefore, were not consolidated for decision. On June 27, 1961, the
Commission set aside the submission of this applicatien and further
hearing was held at San Framcisco December 21, 19€1, when'the'matter‘
w2s taken under submission. At the further hearing evidence was -

presented by the Commission's Transportation Division.
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With the exception of Santa Barbara, applicant provides

air freight tramsportation to and from points it serves ip trans-
porting passengers. While it publishes rates for freigﬂt‘trans—
poxtation to and from Santa Barbara, accoxding to its vice president
in charge of traffic, aﬁplicant has embargoed such traffic because
the layout of the Santa Barbara Terminal has prevented it from
satisfactorily storing and processipg air freight shipments.
Applicant proposes an alr freight rate structure of iO
cents per pound for the first 100 miles of distance, plus ome cent
parx pouhd for cach additional 150 miles. The proposed rates in
cents per 100 pounds were determined at 80 or 85 percent of the
proposed rates in cents per pound. Pacific proposes.to increase
its minimum charge from $2 to the charge for 50 pounds or $4,
whichever is the higher. The proposed increases in thé‘rates in
cents per pound range from 60 percent to 450 pexcent. Only 24 of
some 180 rates in cents per pound are proposed to be increased |
less than 100 percent. The proposed rates in cents per 100 pounds
also reflect substantial increases. A comparison of present rates
and proposed rates between certain points is set forth in Appendix A.
Accoxding to the vice pfesident in charge of:t:affié,
the proposed rate structure is iﬁiended‘to yield 71.7 cents per
ton-mile. This figure was calculated by dividing the‘éum'of all
of the rates in cents per pound from all points to all other points,
which is $72;180 per ton, by the sum of the mileages from all
points on the system to all other points, which sum is 100,615
miles. The 71.7 cents per ton-mile figure was compared to the

yvields on operations conducted during the_calendar"yeaf 1960 which
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are set forth in the margin.l' The computed figure, however, is
not comparable with the yields from actual operatidns in that it
assumes an equal proportion of traffic between all points and all
other points, which, as shown by the evidence, is not the case.
During November 1960, out of a total of 108,328 pounds accepted
by the carrier,32,316pounds had oxigin at Los Ange1e3=and 34,679
pounds had origin at San Francisco.

The proposed races have been filed with the Civil
Aeronautics Board and became effective on interstate shipments on
February 26, 1961.

Applicant's vice president in charge of fimance testified
that, if air freight operations were discontinued, applicant could
reduce expenses at San Francisco and Los Angeles terminals-in.the
amount of $79,240. This out-of-pocket cost represents the salaries,
wages, payroll taxes and fringe benefits of the:equivaient of 16
employees at those terminals required‘fbr the handling of air freigat
and the supervision thereof, terminal rents at San Francisco wher
3 facility separxate from the passenger facilities is maintained,
ané the salaries and related expenses of the equivalent of 2%
employees in the accounting department required for the billing
and accounting of air freight. According to the vice pregident,
tased on an average of 101,400 tom-miles for the past six years,

revenues yielding 72 cents per ton-mile will produce less than the

L
Operations for Year Ended December 31, 1960:

Operation Revenue Tdn-Miles Yield

Passenger $6,194,022 10,906,939  § .568
U. S. Mail 149,993 196,837 762
Freight ) 56,240 1gg ,gng) .526
Express Q : , 3
Excess Baggage) °2’343 45:677) -853
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out-of-pocket cost of handling air freight at the San Franéiscé‘
and Los Angeles terminals.2 |

Exhibit No. 9 is a summary showing the frequency and
routing of freight shipments transported by applicant on Maxrch 9
and 14, 1961. There were 230 shipments transported with a total
weight of 9,759 pounds, of which‘;?3 shiﬁments kad origin oxr
destination at San PFrancisco or Lds Angeles. The mean weight perx
shipment was 42.4 pounds. Accbrding to applicant, 163 of the
shipments woved at the minimum charxge; of those, 126vwéré'intra-
sﬁate shipments and 37 were interstate.

An analysis of Exhibit No. § reveals that’ZZ shipments
had origin or destination at a point on abplicant's line outside
California. Of the 208 remaining shipments, 6 were between
California points where applicaﬁt does not maintain intrastate
taxiff rates. The exhibit does not éhow the weight of‘eagh‘éhip-
wment; however, if all of the 202 ratablé‘California'shipmeﬁts-
moved under the intrastate rates in cents per pound, the‘pfOposed
xates would refleect an increase in révénues of 190 percent.. If -
all 202 shipments moved undex the rates in cents per 100 pounds,
the increased revenues which would result from the proposed rates
is 232 pexcent. If all shipments moved at the minjmum charge of
$&, the inerease, of course, would be 100 peréent. A tabulation

in the exhibit discloses that 43 shipments weighed over 80 pounds.

2 pir Freight Statistics, Pacific Air Lines, Inc., Operations,
1955-1960: _ o

Yeax Ton-Miles Revenue | ‘Yield‘}'

1955 129,737 $ 51,350 $ .3958.
1956 101,724 46,816 ‘ L4602
1957 78,992 40,3845 5171
1958 91,983 43,675 L4768
1955 99,024 46,538 4705
1960 106,908 56,240 5261
Average 101,400 $ 47,600 4693
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Applicant's proposed rate structure, as well as its present rate

structure, is such that, in gemeral, the rates in cents per 10C

pounds Lreak baék to the rates in cents per pound at about 80

pounds.

In justifying the proposed increases, applicant argued
that the increases im revenues will mot offset the out-of-pocket
cost of tramsporting air freight, and directed attemtion to
Decision No. ¢1601 dated February 28, 18¢l, in Application‘No.'
43084 of United Air Limes, Inc., in which the Commission au;horized
United to increase air freight rates. wWe also take official nmotice
of our Decision No. 61794 dated April &, 1961, in Appiiéation No.
43225 in which Western Air Lines, Inc., was authorized to increase
air freight rates. United and Western compete with'Pacificibetween |
a number of Califormia points. Pacific also pointéd‘out th§t'its.\
aixr freight earnings per tom-mile are lowex than'its'yield"from
other sexvices. |

The County of Humboldt and the City of Ukiah protested
the gpplication. The County opexrates the Euxekg-Axcata Airport.
Pacific is the only airline serving that airport. The County
receives a pértion of the revenués of Pacific derived-fromQPassen-
gers and freight emplaning at the airport. Evidence was offered
showing that the amount of air freight generated at the Eureka-
Axcata Airpoxt was 23.946 tons in 1958, 21.039 tons inm 1959 and
30.363 toms in 1960. A substantial portion of the traffic is cut
flowers which move mainly dvring the month of February. The County
contends that Pacific has been obtaining an increasingﬁamount of
traffic from the Eureka-Axrcsata Airport despite én‘economic‘
recession prevailing_iﬁ Humboldt County, and that there is, and

will be, an even greater amount of tomnage available to the carrier

-5-




A. 43099 AH

provided it accords the shippers reasonable service at reasonable
rates. Witnesses testified that, while in their opinion the:Service‘
offeced by Pacific in times past has teen poox, since September
1980 applicant has been improving its aix freight service to and from
e Zureka-Arcata Alrport. It was stated, however, that actusl, as.
well as potemtial, traffic will be di§erted‘to other meané of trans-
portation if the proposed increases, which in the case of Eureka
range from 100 percent to 400 percent, are placéd‘in_effect. This,
it was asserted, will not only be disadvantageoﬁs To the airline -
and to the shipping public, but will result in lesser revenues to
the County for the operation and maintenance of airxport facilities
and will discourage the use of air transportation which, at this
time, the County is desixous of encouraging.

The Commission's staff presented a suggested rate struc-
ture and an estimate of the amount of gross\revenﬁe whichiwould‘ﬁe
derived therefrom. It was shown that, except for flights between:
Los Angeles and Las Vegas, almost all flights of applicant either
originate or terminate at San Francisco or Sacrémento. San Francisco
might be termed the hub of applicant;s operations. Applicant
encounters competition from other airlines between San Francisco and
Sacramento and points south thereof, which for purposes heie*wevwill
call the southern segment. It does not encounter such competition,
other than from Air Express for which applicant is an underlying
carrier, in the noxthern segment, which extends from San FrénciSco

and Sacramento north to Crescent City and Redding. The rate struc-

ture developed by the staff reflects the rates maintained by United

Air Lines and Western Air Lines for the southexrn segment between
points sexrved in common by Pacific and also by either United or

Western, or both. The same rates wexre suggested for application
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between all points in the northern segment because the distances
are less than those in the southern segmént. The intersegment rates
were developed by coﬁbining the suggested rates foxr each segment
with modifications necessary to reflect the competitive rates of
air express, avoidance of long- and short-haul departﬁres‘éﬁdathe
desirability of providing reasonable rate relationships for com-
parable distances. |

From a sample of freight bills covering operations con-
ducted on July 26, 28, and 31, 1961, the staff estimated the amouht
of gross revemues which would be derived fxom the rates proposed
by applicant and those suggested by the staff; Those estimates

follow:

Estimates of Revenues from
Preight Operations Based
upon_Results for Year 1960

Revenue Increase

Actual 1960 § 56,240

Under Applicant's Proposal 149;598‘ 1667

Under Staff's Proposal 114,736- 1047

Applicant's vice president in charge of tréffic'teétified"
that management doubted whether there would be any diversion of
traffic if Pacific maintains higher rates than United of Westerm.
He said that the shippexrs axe interested in speedfand*when the‘
schedules of Pacific provide the earliest arrivals at destination
cthe shippér uses its sexvice and when the schedules of Uﬁitedfor '
Western provide earliexr departures, and, therefore, earlier arxival
at destination, those carriers obtain the traffic. He stated that
differences in rates have had very little effect upon traffié, as

Pacific has had lower rates than United and Westernm for some time

and it has not caused any great shift in traffic between competitive

points from those carriers.

-7-




A. 43099 AR

Conclusions

It is readily apparemt that, without any diversion of

traffic as assumed by applicant, the rates proposedibyvit would

result in an increase in wevenue far bteyond the 36 percent increase

estimated by it. The proposed rates themselves'represent increases
ranging between 62 percent and 450 percent. The staff estimated
that without any diversion of traffic the applicant's proposed
rates would result in an increase in revenues of 166 percent. We
axe of the opinion, however, that such théoretiéal'increase would
not be achieved. We do not share applicant‘s<opinion that there
would be no diversion of traffic. Appendix 4, attached.hereto,
compares some of the rates proposed by Pacific and by the staff
with those of United Air Lines and Westerm Aix Linés.and‘with
Reilway Express Agemcy's air express rates, for which latter company
Pacific 1is an underlying carrier. It is possible that applicant
would continue to receive small shipments thét would move at the
minimum charge which corresponds to that of United. With respect
to shipments of greater weight, however, the differences in rates
could well strain whatever loyalty applicant's present shippers may
have. The proposed rates in a number 6f"instancés exceed air
express rates. The proposed rate in cents pex 100 pounds between
San Francisco and Eureka is $9.60 and between San Francisco and |
Ukiah is $8.80. The air express rate from San ?rancisco‘to=Eureka
and Ukiah is $7.00 per 100 pounds. Air express between those points
moves over the lines of Pacific-and at a higher prioxity than the
latter's own air freight. Additionally, in many instances, air
express rates include pickup or delivery. In the circumstances,
it is unlikely that a sﬁipper would pay a greatef charge«for a |

lesser service. While Pacific receives revenue from air express

-




moving over its lime, such revenue would not exceed the revenues
received by the express corporation under the air express rates.
There are other services available to shippers for the
transportation of property Ly both air and surface carrxiers and,
undex ordinary circumstances, the detexrmination of whether oxr not
to meet the rates of competitors is a prerogative of management.
In the instant case there are circumstances which make it question-
able whether the proposed air freight rates which are substantially
khigher than those of competitors can Se justified. Pacific is a
local sexrvice carrier providing a necessary passenger air sexvice
to points and areas in this State which cannot'support majér air-
live sexvice. Those necessary operations are being,supported'by
federal subsidy at the present time. vThe traQSportatibn of air
freight by applicant is incidental to the passenger éervice,s‘ Any
contrivutions in revenue from air freight over and above out-of-
pocket cost is of assistance to the carrier, and, under the circum-
stances, to the public. The lossﬂof_freight—traffic'between com-
petitive points or the diversion of traffic to other trxamsportation
agencies will not significantly redﬁce the texminal costs or billing

expenses but will merely reduce revenues.

The xates suggested by the staff do not exceed the rates

of competing carriers by aix. Other tham in ome instance, namely,
tae rate for transportation between Crescent City and Stockton,

the proposed rate structuxre would not result in any discriﬁination
or unfair disadvantage to any locality. Applicant pointed outvthat,
by reason of cextain routings, the rate between the aforementioned
points may exceed the rate to a beyond point and suggestéd that if
3

The order of priority of space om aircraft is:
1. Passengers
2. Mail
3. Air Express
4. Adr Freight
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the staff's suggestion is adopted the rates from Crescenmt City to
Stockton should not exceed those to San Jose. The minimué‘charge
suggested by the staff is the same as that orxiginally proposed by
applicant. At the héaring of Decembexr 21, 1961, after the staff
suggestions had teen introduced, applicént auwended its applicatioh
to request that it be authorized to establish a minimum charge at
the same level as that maintained by United, asserting that if
Pacific's rates are to be maintained at thevsame levels as United's
the minimue charge also should be maintained at the same lével.

From the evidence we find that the rates proposed by the
staff, other than for the rates between Crescent City and Stockton,
are reasonable and nondiscriminatory. We furxther fiﬁd thét_the
aforesaid rates between Cresceunt City and Stockton should not exceed
the rates between Crescent City aﬁd San Jose. We further find
that the minimum charge proposed by applicant is reasonable- 

The rate structure described avove should provide appli-
cant with additional freight revenue in the amount of approximately

$59,000. Even with such additional revenues applicant will con-

tinue to conduct intrastate operations at a loss. We f£ind the

increases which would result from the establishment of the rates
described above are justified. .

There remains the question of whether increases greater
than those set forth above are justified. The evidence shows that
the rates suggested for the southerm segment provide the maximum
increases justified under present competitive conditions. With
respect to the rates for the northern segment and the intexsegment
rates, it is clear that reasonable rates must be lower than the
air express rates. It may be that there are rateé-somewhere between
those suggested by the staff and those maintained by air express
waich may be reasonable and nondiscriminatory; however, the recoxd
herxein does not permit such determinatiom. Applicant has the buxden
of presenting evidence to justify the increases; this recbrd does not

support increases greater than those found justified hereinabove.
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Based on the evidence of recoxd and on the findings and
conclusions set forth in the preceding opinion,

IT IS ORDERED that:

1. Pacific Air Lines, Inc., is authorized to establish
the increased air freight rates set forth in Appeﬁdix‘B?attached?
bereto and by this reference made a part hereof.

2. The tariff publications authorized as a8 result of
this ordex may be filed not earlier than the effective date hereof
and may be made effective on not less tﬁan ten days' notice to the

Commission and to the public.
3. The authorities granted above shall expire unless
eiercised within sixty days aftex the effective date of this oxder.
4. In all othexr respects the application of Pacific
Air Lines, Inc., is denied. |
The effective date of this order shall be twenty days

after the date hereof.

g

Dated at San Francisco , Cai‘ifo_mia, this A07
day of L0 , 1962. :

Commissionexs

Cozl 98 0n0r e Cu IR FOX - wo1ng
zecessarily absent, did not participate
in tho dlsposition of this proceeding,™ "
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APPENDIX A
(Page 1 of 2)

Comparison of Present and Proposed Rates
of Pacific Air Lines, Inc., between San
Francisco and Los Angeles, on the one
hand, and certain points, with competitive
Air Freight and Air Express Rates'and
those suggested by the Commission's staff.

Between San Framcisco and: - : .
Cents Per Pound  Cents Per 100 Pounds

Los Angeles: |
PAL Presenmt 405
PAL Proposed
UAL
WAL
Air Express
Staff's Suggested Rates
Montexey: |
PAL Present
PAL Proposed
UAL
Air Express
Staff's Suggested Rates
Ukiah:
PAL Present |
PAL Proposed ‘ 1 ' 880 ;
Alx Express 700_
Staff's Suggested Rates : 526
Eureka: |
PAL Present . 307
PAL Propoéed _ R 960 
&ir Express 706

5taff's Suggested Rates 8 : 526

* Lix Express Tariff No. 1 provides specific charges for shipments
over 0 but not over 100 pounds in one pound increments.

Note: UAL is United Air Lines; WAL is Western Aix Lines.
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Between Los Angeles and:

Oakland:
PAL Present
PAL Proposed
UAL
WAL

,ir EXpress

APPENDIX A
(Page 2 of 2)

Cents Per Pound

Staff's Suggested Rates

Sacramento:
PAL Present
PAL ErOPOSed
UAL |
Aixr Express

Staff's Suggested Rates

Monterey:
PAL Present
PAL Proposed
UAL
Air Express

Staff's Suggested Rates

San Jose:
ZAL Present
PAL Proposed

Lir Express

Staff's Suggested Rates

. Cents Per 100 Pounds

405

960;
526
526
1026-'
526

405
1170
580
1020
ssof'

355
960
526
1020
526::

405

560
1020

526

* Afx Express Taxriff No. 1 provides specific charges for shipments

over 0 but not over 100 pounds in one pound increments.

Note: UAL is United Air Lines; WAL is Westexrm Air Lines. -




APPENDIX B
(Page 1 of 3)
PACIFIC AIR mNe.
AUTFORIZED FHEIGRT RATES

WMmA-mMschmemmm

Colum B - Rates in cents per 100 pounds,

Minimm Charge = $4.00 or the sharge for 50 pounds, whichever is the higher.

- . Crescent Eurelca~
BETWEEN Bakersfield | Burbank | Chico ity Anoata
Colurm | Colum Colurm Columm Column
B . B A B A B A

526
79
1052
1052
526

789
526
526
526
526

526
1052
1052

526

526

526
526
526
789
526

789

AND

Surbani
Chico
Crescent City
Durela-Arcata
Ios Angeles

Yarysville-Yuba City
Yonterey

Qalland
Onaxrd-Tentura
Palmdale~Lancaster

*

1052
2052
1052

526

789
526
526
526

N ®

[
1
0

Pase Robles 526

580
San Francisco

San Jose
Santa Barbara
Santa Haria
Santa Rosa
Stockton

Ukdiah

526
759

w»Bone xobbe coneb okBBEe |

whbone oeblbeo seend «KEE
?mSSm wneoonl BRebe
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A0

Monterey

Oxnard-
Ventura

Column

Column

A B

A B

Monterey

Oaldlend
Oxnaxd=-Ventura

| Palmdale-Lancaster

!
;?aso Robles
| Red Zlulf

; San Froneisco

Marysville~Yuba City |

0000;:’":;00 090)00005
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)
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Q0000 0w
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Palndale- Red Bluff

Column
A 3

AND 5

Paso Robles
Red Bluff
Redding
Sacramerto
San Francisco

San Jose
Santa Serbara
Souta Naria
Santa Resa
Stoclcton

526
1052
1052

580

526

526
526
526
759
526

1052

San
Trancisco
Colunm
A B

B obeone saoble
*Bone eaebb

«Q COWK;SOO RRn

Ticah

5

® RORER o

:

SiEE
ik

=
Lo s)

526
526
526
526
526

- 526

QN ORRHG

BETWEEN Stockbton AND Uldlah




