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Decision No. 817;33 @RE ﬁg?g A’i—:

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

2¥§%§§g§ign of RACIFICVSOUTEWEST
or an ex parte order -
on expedited authority to (%EEééciﬁéﬁchgé Sigig)
increase its intrastate fares. ?

Dietsch, Gates, Morris & Merrell, by Brownell
Merrell, Jr., and Mark T Gates, Jr., Attormeys
at Law, Zor Pacific Southwest ﬁerines, applicant.
Carl M. Anderson and H. A. Wright, for Western

Alrlines; and Frederick R. Davis, for Alr
California; interested parties.

William D. Fige-Hoblyn and Scott Carter, Attorneys
at Law, Kenneth L. Haskins, and Raymond D. Yick,
for the Commission stazf.

Pacific Southwest Afrlines (PSA) secks authority to
increase revenues from 1ts intrastate air passenger fares by 4.9
percent, resulting in an estimated anmnual increase in gross revenues
of $4,606,000. | E
Public hearings were held befsre Commissioner Moran and/or
Examiner Mallory on September 11 and October 20, 1972, January 30
and 71, February 1, 2, 8, 9, 13, and 14, and March 8 and 9, 1973.
The matter was submitted on April 9, 1973 upon receipt of concurrent
briefs filed by PSA and the Commission staff.
Background

PSA was authorized to increase its intrastate air freight
rates by Decision No. 80322 dated August 1, 1972 in Application
No. 52970. That decision also denied a sought 5.5 percent inmcrease
in intrastate air passenger fares. Decision No. 80322 found,
among other things, that the granting of the requested increase in
air freight rates and denlal of the sought increased passengexr
fares would produce the following rate of return and operating ratio
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for the test year ending June 30, 1973, based on the operating
results found reagonable therein for PSA's airline operations:

Operating Revenues $ 94,339,000

Operating Expenses 81,723,000

Income Before Taxes 12,616,000

Income Taxes -

Net Income 12,616,000

Rate Base 106,093,000

Operating Ratio 86.67%

Rate of Return 11.897%

Decision No. 80322 also found that a rate of return of
11.89 percent would be reasonable; but that the estimated rate of
return of 15.5 percemt and operating ratio of 83.4 percent,
which would have resulted if the sought passenger fare increases
were granted, would produce excessive earnings and, therefore,
would be unreasomable.

PSA's air passenger fares were last adjusted pursuant to
Decision No. 77991 dated December 1, 1970 in Application No. 52016
(unreported). That decision stated that the rate of return of
8.8 percent and corresponding operating ratlo of 87,2 percent
estimated to result from the fares authorized therein would not

provide excessive earnings for PSA's airline operations for a
1971 test year.

Current Application

In this application, PSA adopted the June 30, 1973 test
year operating results set forth in the findings and conclusions
in Decision No. 80322 (supra), Including the traffic estimates,
estimated hours of aircraft utilization, the method of caleulating
xate base, the treatment of income taxes om 2 flow-through method,
and the treatment of maintemance reserves. The application, as
filed, sought only to reflect changes in operating costs based on
PSA's experience in 1972 and zdjustments to revenues and aireraft
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utilization to reflect new routes, current ylelds, and the effect of
the skyjacking of PSA's aircraft in July 1972,

The application sought an ex parte order granting the relief
sought. The Commission staff opposed the granting of the application
without hearing and advised the Commission that it intended to present
evidence In opposition to a fare increase. The matter Initially was
heard on September 11, 1972, At that time the Coumission staff
alleged that it was unable to obtain specific information from PSA's
books and records which it deemed essential to the determination of
the issues in the proceeding. PSA was directed to furnish certain
documents £or review by the Commission staff and to cooperate with the
staff in comnection with the review of all its records. The Commission
staff was directed to expedite its studies and to furnish coples of
its exhibits to be introduced in this proceeding to PSA and parties
of record before January 22, 1973.1/

PSA, by its Petition for Interim Relief filed September 15,
1972, sought an ex parte order granting the relief sought in the
appiication, pending completion of the hearings herein. The Commission
did not sct affirmatively on this petition; thus interim relief was
denied,

At the public hearings commencing January 30, 1973, PSA and
the Comulssion's Transportation Division staff presented studies
reflecting estimated operating results for a future test year. The
studies presented by witnesses for PSA and the Commission staff
differ in several material respects.

According to the staff study, estimated results of operatioms
for the year ending December 31, 1973 show that PSA's operating ratio
and rate of return at present fares (after Income taxes) are 85.9
percent and 14.2 percent, respectively, and that at proposed fares
operating ratio and rate of return are 82.1 percent and 18.9 percent,
respectively. It is the staff position that PSA is earning an

1/ The Commission staff studies prepared by the Transportation
Division (Exhibit 10) werxe furmished in accordance with the
directive of the presiding Commissioner. The exhibits intro-

duced by the Finance and Accounts Division were not given advance
distribution.
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adequate return under its present fares and therefore the staff
recommends the application be denied.

According to rebuttal evidence introduced by PSA, the
projection by the Commission's Transportation Division witnesses for
the calendar year 1973 contains exrrors exceeding $7,000,000 in total,
and 4f the staff projections are adjusted in the manner recommended
by PSA, the sought increase is justified.

Estimated Operating Results

PSA presented estimated results of operstion for a test year
ending June 30, 1973. Said operating results were developed by
adjusting the data adopted in Decision No. 80322 for changes in
numbers of passengers and in expenses, and to give effect to the
1972 skyjacking of PSA aircraft. ,

The Commission staff presented estimated operating results
for PSA's airline operations for a test year ending December 31,
1973. PSA presented rebuttal testimony and exhibits which adjusted
the staff estimates for the changes PSA belleves are necessary to
reflect current operating conditions.

Inasmuch as the staff exhibits and PSA's rebuttal exhibits
afford a direct comparison of estimated operating results for a
comparable period which is later than the perfod used in PSA's original
exhibits, thesc data will be used to resolve the differences in the
presentations of PSA and the staff.

The following table summarizes the estimated operating results
for PSA's airline operations for the test year ending December 31,
1973. As explained in Decision No. 80322, PSA performs other than
airline services and has several subsidiaries which perform other than
airline opexrations. In oxder to arxive at the estimated operating

results set forth below, certain allocations of operating revenues,
expenses, and rate base were necessary.

2/ The staff brief makes several references to Decision No. 81080
in Application No. 53442, which authoxized the merger of PSA
and Aix Califormia. Counsel agreed at the hearing that the
effect of the merger om PSA cperating results would not be an
issue in this proceeding. Subsequent to the close of the hearing

PSA and Air Califormia announced that the merger would not be
consummated,
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TABLE 1
(Comnission Staff - Exhibit 10)

Pacific Southwest Airlines
Estimated Results of Operations

Year Ending December 31, 1973
(AiTriine Operations UaIyS‘

Present Fares Proposed Fares

Statisties
rassengers
Flight Hours
Revenue
assenger
Bevexrage (Net)
Freight
Baggage and Miscellaneous

Total Revenue

Expense
%EEEed.Aircraft

Flying Operations

Direct and Imdirect Maintenance
Passenger Service

Alrport Terminal Operations
Regservations and Ticket Sales
Sales and Advertising

General and Administration
Depreciation

Total Expenses

income before Taxes
Income Taxes
Net Income

Rate Base
Operating Ratio
Ra;e of Retum

The date in Table 1 as adjusted by PSA is set forth in the

following table:

(000)

6,526
60.9

$94,714
953
1,852
863
$98,330

$ 1,435
23,812
137398

7.309
13,705
6,330
2,937
6.336
9:270

$84,532
$13,848
$13,848
$97,573

85.9%
14 .270

(000)
6,526
60.9

$ 99,293
953
1,852

$102,959

3 1,435
23,812
13,398

7,309
13,705
6,330
2,937
6,336

9,270

$ 84,532
$ 18,427

$ 18,427

$ 97,573
82.17%
18.9%
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TABLE 2
(PSA - Exhibit 28)

Pacific Southwest Airlines
Estimated Results of Operations

Year Ending December 31, 1973
Girline Operations OnLy)

Present Fares Proposed Fares

Statistics
Passengers
Flight Hours
Revenue
assenger
Beverage (Net)
Freight
Baggage and Miscellaneous
Total Revenue

Expenses

Fh{ sed %Pircragt

ying Operations
Dixect and Indirect Maintenance
Passenger Service
Aixport Terminal Operations
Resexvations and Ticket Sales
Sales and Advertising

General and Administration
Depreciation

Total Expenses
Income before Taxes

Income Taxes
Net Income

Rate Base

Operating Ratio
Rate of Return

(000)

6,344
62.8

$92,362
926

1,852
361

$96,001

$ 1,435
26,183
15,440

7,233
14,212
6.407
2,855
7,071
117154

$92,035
$ 3,966

$ 3,966

$97.573
85.9%
4.7%

(000)

6,344
62.8

$ 96,882
’926.

1,852
861

$100,521

$ 1,435
26,188
15,440

7,233
14,212
6,506
2,855
7,071

111194
$ 92,13
$ 8,387

666
$ 7,721
$ 97,573

92.3%
7.9%
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As may be observed from a comparison of Tables 1 and 2,
the estimates of the staff and PSA differ with respect to
projections of numbers of passemgers and flight hours, passenger
and beverage revenues, all categories of operating expenses except
for leased aircraft, and income taxes.

The following attempts to resolve the differences between
the estimates developed by the staff and PSA.
Number of Passengers

The staff's projection of 6,525,500 passengers to be
carried by 254 for the year ending December 31, 1973 was made by
analyzing each of the origin and destimation alrport pairs served
by PSA. The results of this projection indicate sn amnmual growth
rate for PSA of 8 percent. The methods employed by the staff in

developing its analyses of passenger trends were explained in
detail.

PSA estimated that it would carxy 6,344,000 passengers in
the 1973 test year, or 181,000 passengers less tham estimated by the
staff. The estimates of PSA were developed by an expert
empioyed for that purpose, who explained in detail the methods used
by him to develop passenger trends.

The statistical methods used by both witnesses were sub-
stantially the same. Subjective tests applied to the data produced
the major differences in the estimates, such as the impact on
SFO-LAX traffic from increased competition from United Air Lines
in this market, the effect of skyjackings im 1972 and the security
zeasures imposed thereafter, and potential growth inm the recently
inaugurated Fresno and Stocktem routes.

We have carefully analyzed the evidence and argument
prescnted by PSA and the staff in this area and adopt the following
data as those which will reasomably reflect the passenger traffic
of PS4 in the test year. The estimated number of passengers adopted////,z’

hexrein 1s 7.2 percent greater than the number of passengers carried
in 1972,
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TABLE 3

Pacific Southwest Airlines
Estimated Origin and Destination Passengers
By Alrport Pairs
Year Ending December 31, 1973

Yﬁstimaged
cax Endi
Actual

December 31, 1973
Year En Staft PSA
Novembex 30, 1972 (Exhibit 10) (Exhibit 28)

Airports Adopted

SAN-BUR
SAN-LAX
SAN=-0AK
SAN-ONT

SAN-SMF
SAN-SFO
SAN-SJC
TAX-CAR

LAX~SMF
LAX-SFO
LAX-SJC
BUR=-0AK

BUR-SMF
BUR~SFO
BUR-SIC
ONT-SMF

ONT-SFO
ST0-SMF
LGB-SAN
LGB-~SFO

LGB-SMr
CAK~SMF
LAX-FAT
LAX-SCK
FAT~-SCK
FAT-STO
- SCK=-8F0
SAN~FAT

SAN-SCK

1,

199,997
679 469
157,874
24, »228

69,201
334, »809
106, »040
662,369

387,388
102 88:
661 ,406
228’ »266

68,352
54 »58%
277 859
13, »301

131,119
124, »641
10, »985
149, »661

o
31 »832%
21,244*

2,490%
23,258%
4 4 34.5%
3 »>359%

220,500
742, ;000
165 000

30, ,000

94,500
345 c00
107 500
631, ,000

424,000 -
1, 120 000

676 000
230, »900

$9,500
468 500
406 500

15 000

196,000
140 000
1%, ,000
164 000

23,500

3, »500
94 000
63 000

7,000
69, ,000
13) ,000
20.000

223,000
757, 5000

163, ;000
' 28 500

37,000
363, ,000
103 500
659,000

360,000

1,085, ,000

683 000
229, ,000

96,000
464,000
295, ,000

14 100

190,500
123 000
14 300
150, ,000

24,000

3, 240
91, ,800.
57 300

6,400
62 400
11 300

NS

223,000
757,000
164, ;000
29, ;000

/

90,500 ~_

360 000
107,500
670, ,000

400,000

1,120, ,000

680 ,000
230, ,000

97,500
467,500
300, ,000

15 000

195,000
125, ;000
1%, »,000
150, ,000

23,500

3<500
9, ,000
63 000

7,000
69 000
13,000
10.000

/

-

G2l
6,007,065

3,000 NS
6,525,500 6,344,240

3,000
6,481,000

Total

NOTES: # Service began February 1972.

* Service began July 10, 1972; utaff estimate of
annual passengers = 299,000.
NS Not shown.
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rlight Hours

Thz Commission staff estimated that PSA would operate
60,900 flight hours in the 1973 test year. This estimate includes
60,200 hours for scheduled flight operations (including charter
and testing) and 700 hours for training of £light crews. The
staff estimatc of £light hours for training purposes is based on
the average hours expended for that purpose in the years 1968
through 1972. The estimate for scheduled £light hours reflects a
30 pexcent relationship between increased flight hours and increased
passengers in the test year. This relationship assertedly is
based on the most recent experience of PSA. The staff tested the
foregoing estimate against the 25 percent relatiomship used by it
in the most recent proceeding and found that relationship to be
too low. Another method used as a check by the staff was described
by the staff witness as the functional method which produced a
slightly greater number of £light hours than the assumed 30 percent
relationship. ,

PSA believes the staff estimate should be corrected to ,
show 62,800 flight hours anaually. PSA had an average load factor
of 56 percent in the year ended November 30, 1972, and an average
length of trip per passenger of 308 miles. PSA contended that the
staff projection results in an unrealistic increase in load factor
to 59 percent, based on the number of passengers estimated by the
staff. The PSA witnmess testified that when the system load factor
approaches 60 percent, all flights at peak travel times are
operating completely full, and passengers are being turmed away.

It was the testimony of this witness that a system load factor well
below 60 percent is required to maintain maximum growth and not to
tuxn away passengers at peak pexiods.

We have adopred a lower figure (in Table 6) than the
staff’s estimate of the number of passengers to be transported in
the test year. Using 6,481,000 pessengers and an average trip ///////
length of 306.5 miles from the staff study, the estimated annual

9=
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revenue passenger miles are 1,986,426,000. The staff estimate of ///,/’//
flight hours produces 3,394,056,696 zeat miles (PSA Exhibit 28).
The resulting load factor is 58.5 percent.

We adopt as reasomable for the purpeses of this proceeding
2 system load factor of 58 percent. This lecad factor produces //,/
3,524,873,276 seat miles, and increases the staff's estimate of
flight hours by 0.9l percent to 61,500. This wesult also is consistént
with the estimating methods used by the staff. We find that an

estimate of 61,500 total flight hours will be reasomable for this
proceeding.

Revenues

Passenger revenues developed by the staff are tesed upon
its projections of passenger traific for each city-pair market, as
set forth in Table 3. The staff used a dilution in passeager
revenue of 2.9 percemt to give effect to discount fares. The same
method is used by PSA., PSA's estimate of passenger revenues reflects

its lower estimate of the number of passengers it expects to transport
in the test year. We find that passenger revenues for the purposes

of this proceeding should be based on the adopted levels of traffic
between city-pairs set forth im Table 3, adjusted by a dilution

factor of 2.9 percent. This produces test year passenger revenues

of $97,557,327 undexr present fares and $102,095,237 under proposed
fares.

The staff estimated that the net profit from beverage
service aboard aircraft would be $0.146 per passemger in the
test year, This estimatewas based on the beverage sales experienced
for the eleven months ended November 30, 1972. Total net revenue
for beverage service was determined by multiplying the total
estimated passengers for the 1973 test year by the estimated profit
pex passenger. PSA used the same profit per passenger as the staff,
but developed net beverage revenues based on its lower estimate of
passengexs. We find that net beverage revenues based on the
vdopted total number of passengers as set forth in Table 3, times
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the net profit per passenger of $0.146 will be reasonable for the -
test-year estimate. This produces net beverage revenues of $946,226.

The Commission staff and PSA agree that the test-year
estimates for freight revenue should be $1,852,000 and for baggage

and miscellaneous revenue should be $861,000., These estimates are
reasonable,

Security Expenses

During the course of the hearings, plans for airline
antihijacking measures were anmounced by the Federal Government,
but such plans had not been finalized. As a consequence, the staff
did not include any additiomal expense In its test-year estimate
for additional security measures., After the close of the hearings,
the several airlines that conduct Califormia intrastate operations
with jet aireraft applied to this Commission and were granted
authority to establish, on an interim basis, an increase of $0.34
in the amount collected from each passenger transported within
California to cover security costs.3 Applications have also been
£filed to assess a chaxge of $0.25 per passenger for armed guards
required by Federal regulations. Inasmuch as security and armed
guard expenses are the squects of other proceedings, such expenses

and the increased revenues mecessary to offset such evpenses will
2ot be considered herein.

rating Expenses - Flyin rations
Flying operations include the expenses for (a) £light
‘erew salaries and incidental expenses, (b) training salaries, (c)
fuel and fuel sexvice, (d) simulator rental, (e) aircraft registration
taxes, (£) insurance, and (g8) space rent and utilities.

3/ Decision No. 81390 dated May 15, 1973 in Application No. 53967,
et al. The airlines are United Air Lines Inc., Pacific Southwest

Alrlines, Western Airlines, Inc., Air California, and Hughes
Alxwest, :
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PSA uses tae same aircraft and some of the same personmel
in comnmection with its nomutility service of providing training
for persommel of other airlines. Based on its analyses of data
for the eleven-month period ended November 30, 1972, the staff
made allocations of the various subcategories of flying operations
expenses to scheduled operations and to contract training expenses.

The staff used engine cycles per hour as a measure to
arrive at a suitable allocation of fuel and fuel service expenses.
The staff analyzed 1,912 Flight Log Forms for the month of August
1971, which contain cycles and flight hours for both scheduled
£1ights and training £flights. This analysis developed data for
caleulating a relatiomship of 1.55 cycles per £light hour
for scheduled service and 4.64 cycles per flight hour Zor training
flights. Inasmuch as this relationship shows that approximately
three times as many cycles per hour are required for training as
for scheduled operations, allocation of fuel expenses was based on
three times the actual hours operated in training services. PSA's
witness testified that the staff's analysis was inaccurate because
fuel consumption is not related to engine cycles. The witness
supported this testimony with a letter from PSA's chief pilot.

The witness indicated that the letter could not be read without
interpretation inasmuch as it appeared a phrase had been omitted.
The evidence presented by PSA on the issue of fuel consumption is
irnconclusive; therefore, we find the staff's method of allocating
fuel expenses appears reasomable.

The staff allocated those expenses relating to training
hours on the basis of 15.3 percent for PSA training hours and 84.7
for contract training hours. This ratio was used by the staff in
allocating the expense for simulator rental. PSA urged that the
actual use of the simulator for comntract training was less than half
of that assumed by the staff. PSA's witness testified that in
1972 the actual use of the simulator fer training PSA persomnel
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was 37.2 percent of the total time. Based on this usage, PSA's
witness testified that the staff estimate should be adjusted
upward by $61,000. This adjustment appears reasonable, and will
be adopted.

The staff estimated £flight crew salaries based on lknown

wage costs. At the time of the hearing, PSA was negotiating a new
contract with the unfion representing PSA pilots. The witness
foxr PSA testified that PSA had made a f£irm offer to its pilots’
umion, which included an increase of 5.5 percent in wages and
0.7 percent in fringe benefits, assertedly the maximum permissible
increase under Phage II of the federal price stabilization program.
PSA argued that the eventual settlement will incorporate terms no
less favorable than those offered by management. Based on this,
PSA urged that the staff study omitted $548,000 in wage costs
which will be experienced in the test year. The contract negoti-
ations bhave been completed.  The contract imcorporates the offer
referred to in PSA's testimony at the hearing. The settlement
is retroactive to January 1, 1972. Phases III and IV of the federal
price stabilization program have replaced Phase IX. Phase IV
retained the 5.5 percent guideline on maximum wage increases.
The agreement reached by PS4 and the pllots' union is within the
current guldeline, Thexrefore, we find that flight crew salaries
should be adjusted upward by $548,000 to reflect 1973 levels of
pllots' wages.

In its application, PSA alleged that expenses adopted in
Decision No. 80322 failed to include knowm wage increases for varlous
classes of persommel resulting from the longevity provisions of
wage contracts with unions representing such persomnel. The Com-
mission staff adopted for its estimate of 1973 expenses the percent-
age increases in wages resulting from such longevity provisions as
set forth in the exhibits attached to the application. At the
hearing PSA's witness testified that the caleculation of these
percentages were understated in the zpplication, and adjusted them
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to approximately double the figures originally set forth. PSA
contends that the corrections for lomgevity increases set forth in
the staff report should be further adjusted by a total $379,000
per year. ($183,000 for £flight crews, $131,000 for passenger
sexvice employees, and $65,000 for airport terminal employees.)
The Commission staff disputed the new data presented at the hearing
by PSA's witness and urged that the original figures submitted by
PSA wexe correct. The wage contracts with stewardesses, for
example, provide yearly percentagewise increases in salaries for
a period of ten years. Such increases vary from year to year,
but average about 5 percent over the ten-year period. The staff
analyzed the number of stewardesses in each annual group and
estimated that the average longevity increase would be approximately
the 3.5 percent originally estimated by PSA. PSA, In its rebuttal,
testified that its study covered a six-month peried. It assumed
that the average percentage increase arrived at in its six-month
longevity study should be amnualized by doubling that percentage.
This method is not statistically correct if the data analyzed is
representative for a longer period. The same percentage should
apply to any longer period as applies to the period analyzed.
Therefore, we find that the methods used by the Commission staff to
analyze the effect of longevity provisions of PSA's wage contracts
axe appropriate, and adopt the staff levels of expenses for longevity
factors.

To summarize the above, the expenses for Flying Operations
set forth in the staff report should be adjusted by increasing
said expenses by $548,000 to reflect increased pilots' wages and
$61,000 for use of the simulator. Other adjustments proposed by
PSA have not been justified. To the staff estimate of total
expenses of $391 per £light hour (Exhibit 10, p. D-4) should de
added $9 per bour for imcreased pillots' wages and $1 per hour for

simulator usage, resulting in a total cost per flight hour of $401
for the test year.
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Direct and Indirect Maintenance Expenses

The staff estimated that Direct and Indirect Maintenance
expenses in the test year would be $220 per flight hour. This
estimate was based on the unit cost of $215 per hour for the
eleven-month period emded November 30, 1972, plus an increase of
$5 pex hour to reflect a comtractual wage increase for mechanics
that took effect on October 15, 1972.

The staff used the same percentages for allocating main-
tenance expenses for PSA flight service versus comtract training
hours as was used for flying operations expenses.

Maintenance expense for engines is performed by a wholly
owned subsidiary, Pacific Southwest Airmotive (Airmotive). Air-
motive performs engine maintenance service for other airlimes as
well as for PSA. The laboxr charge billed to PSA's airline
operations for engine malntenance service in 1971 was based on
$10.50 per hour. In January 1972, this labor charge was increased
to $15.83, and in April 1972, the labor charge billed to PSA was
increased to $19.00 per hour. The Commission staff considered that
a labor charge of $10.50 per hour approximates the real costs
involved and reduced the amount of $3,608,124 as recorded on PSA's
accounts for engine maintenance to $2,917,434. The staff did not
determine the actual labor costs of PSA during 1972, but relied
upon 1871 costs.

Replacement parts used by Airmotive in maintaining
engines are billed on the bagis of Pratt and Whitmey catalog prices
for new parts, less the salvage value of old parts. The staff
adjusted the recorded amounts for replacement engine parts by
increasing such amounts by 5 percent for an increase in catalog
prices effective July 31, 1972.

PSA presented rebuttal evidence which showed that Airmotive
experienced an actual cost per hour of $14.15. The witness testified
that the difference between $14.15 per hour and $19.00 per hour
assessed to PSA is profit, wileh assertedly amounts to 4.1 percent

~15-
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of sales after taxes. The witness also asserted that PSA is being
charged less for the same work performed than PSA's largest
customer. PSA argued that public policy does not require that a
subsidiary be deprived of a reasonable profit om work it performs
for its principal. PSA contends also that its practice of having
parts charged and credited at catalog is reasomable. It urged
that the staff's adjustments with respect to Ailrmotive's charges
to PSA totaling $792,000 are improper.

It has been the consistent policy of this Commission that
transactions between a public utility and its subsidiaries should
be carefully serutinized to determine that the charges of the
subsidiary are not excessive, The accounting and billing practices
of Airmotive are clouded with uncertainty and we are not convinced
that existing methods employed in billing Airmotive's charges to
PSA produce reasomable results. In view of thls uncertainty, we
must resolve all doubts in favor of the ratepayers and against
the utility. Therefore, we find that it will be reasomable to
use a charge of $14.15 per hour as the basis for determiming labor
charges of Airmotive for engine repair and overhaul performed by
it for PSA.

PSA asserts that the Transportation Division witness failed
to give full-year effect in his cost estimate to the work rule
changes and fringe benefits that became effective July 1, 1972
when PSA maintenmance personnel became wmionized. PSA assexts
that effect is given to these added costs omly from July 1 through
November 30, 1972, and that annualizing these costs would increase
test-year expenses by $487,000 (or $8 per hour). This was not
disputed in the staff brief. Therxefore, we £ind this increase in
estimated operating expenses is appropriate. ‘

Applicant and the staff do not agree as to the proper
method of allocating engine maintenance costs between airline
operaticns and comtract training operations. The staff witness
made such allocations on the basis of enmgine cycles, inasmuch as
engine overbauls assertedly are scheduled on this basis. PSA
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disputed this assumption. It believes that allocations made om
the basis of engine cycles overallocates costs to PSA's outside
training services, and that the appropriate method is om a flight-
hour basis. Using such basis, the staff's test-year maintensnce
expenses would be increased by $183,000. PSA's witmess testified
that the FAA requirement to perform maintenance or inspection
service based on cycle-limited parts rather than on flight howrs

is offset, when the aireraft is used for training purposes, because
of less wear and tear om nomcycle-limited parts, as a result of the
lower payloads, lower power levels, and lower altitudes maintained
.on training flights. The PSA witmess testified that he had
inquired of PSA's Chief Imspector as to his opinion, and that the
Chief Inspector felt that there is mo justiffcation for a main-
tenance differential per £light hour between training f£lights and
regular passenger service. The Chief Inspectox based this opinion
oo the results of using one aircraft assigpned to full-time training
operations of Braniff Airlines persommel in 1966. This opinion
testimony was not supported with any additional data., We conclude
that, inasmuch as maintemance and inspection of PSA's aircraft
engines are scheduled on the basis of cycle-limited parts rather
than on the basis of £light houxs, the method used by the staff

is eppropriate for this proceeding.

In summary, the staff estimates of direct and indirect
maintenance expenses chould be adjusted to reflect a labor charge
of $14.15 per hour for Airmotive ($193,110 or $3.1L per flight hour)
and to reflect the annualizing of the effect on expenses of the
unionization of maintenance employees ($487,000 or $8.00 per flight

hour). The resulting direct and indirect maintenance expenses for
the test year is $231 per flight hour.
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Airport Terminal Operations

Airport terminal operation expenses are estimated by
PSA and the staff on a per passenger basis. The staff
estimate is $2.10 per passenger.

Airport terminal operatioms imcludes the operatioms of
PSA reservation system., PSA's witness testified that during
the year 1972, it had increased the omumber of employees for its
terminal operations, and that the new employees had been added
primarily in the last half of the year. PSA contends that because
the staff used average unit costs for the year ending November 1972,
and because such unit costs reflect only the average payroll
during that period, the full-year effect of the added employees
are not reflected in the staff's test-year estimate. PSA estimates
that $783,000 (12 cents per passenger) should be added to test-year
expenses.

The record shows the following: On January 1, 1972 PSA
bad 620 people employed on terminal operations, and in Decembex
1972, PSA had 735 people employed, or a 16 percent imcrease in
employment. PSA's witness testified that 70 persons were employed
after June 1972; therefore, it was his comclusion that using
actual expenses for the l2~month period ended November 30, 1972
failed to give adequate comsideration to the higher level of
employment for a full year.

The staff bxief argues that the staff test-year terminal
expenses are $1,000,000 greater tham 1972 terminal expenses, because
of the 483,000 additional passengers estimated to be carried in

1973; therefore the staff's estimate includes ample allowance for
the additional employees.

The staff's argument fails to comsider that the percentage-
wise growth in employees is substantially higher than the rate of
growth of passengers (16 percent vs. 8 percent). Using the
rationale advanced by the staff, expenses should be increased by
the difference in such growth rates to give proper effect to the

-18-
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greatex number of employees in alrport terminal operatioms in 1973
vs. 1972, Adequate provisions will be made for added employment
by increasing anmnual expense by six cents per passenger; thus
Increasing the staff's estimate to $2,16 per passenger for Airport
Terminal Operatioms.

Reservation and Ticket Sales Expenses

The Commission staff projected reservation and ticket
sales expenses based on a unit cost of 97 cents per passenger.

The record shows that at the time of hearing PSA was
wmdergoing an expansion of its reservations departwent at its
main office in San Diego, to be completed in March 1973. The
staff witness estimated that the expansion will require approximately
50 additional persommel at $8,500 per year per employee, which
would produce an estimated additional cost in the rate year of
$318,750., The staff estimated that additional telephome lines for
this expansion will cost approximately $34,300 per month, which
would amount to $343,000 for 10 months in the rate year. The
total amounts to $661,750 or 10 cents per passenger.

PSA urged that the foregoing staff estimate does not
give full effect to the Increase in employees resulting from
expansion of its reservations department. PSA's witness testified
that the 1972 increase in resexrvation employees occurred in the
last half of the year, while the staff estimate reflects the
average number of employees for the first eleven momths of 1972.
The witness estimated that at the end of its expansion program
PSA's reservation department would employ 290 people, while at the
end of November 1972, employment was 245 persons. The witmess also
pointed out that employment had increased from 214 persons at the
end of June 1972 to 245 persons at the end of November 1972.

PSA's witness stated that there would be an average of 30 persoms
more employed in the reservations department at the end of the
expansion program than are reflected in the staff exhibit. PSA
urged that expenses be increased by $783,000 per year (or 12 cents
per passenger) to reflect the added personmel.

~19-
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It is apparent that the 50 additional persomnel estimated
by the staff falls short of the total additional persomnel to be
employed in reservations services in the test year. It appears
that the addition of 25 more persoms at an annual cost of $8,500 per
person will adequately reflect the employment level in PSA's
reservation department at the end of its expansion program. This
amounts to $212,500 or 3 cents per passenger. The unit cost of

$1.00 per passenger for reservations and ticket sales expenses will
be reasonable for the test year.

Sales and Advertising Expenses

This expense was estimated by the staff based om a unit

cost of 45 cents per passenger. This estimate was not disputed by
PSA.

General and Administrative Expenses

The Transportation Division staff witness estimated general
and administrative expenses at $6,236,000 for the rate year. This is
based on the amount of $6,670,000 reported by PSA for the 1971-1972

fiscal year adjusted for additions of $506,000 and deletions as
follows:

Deletions Basis for Revision

$390,000 Advised by the Finance and
Accounts Division that this
amount Iin 1971-1972 fiscal
year has no explanation, and
should be excluded.

$150,000 Adjustment to executive
compensation.

$300.,000 Estimated property tax savings

for alrcraft sold in 1972,

PSA objected to the deletions set forth above. The first
deletion of $390,000 was made on the basis that the expenses were
non~-airline in nature, PSA stated that the rationale for this
deletion was not fully explained on the record, nor was any showing
made of the lmpropriety of the deleted expenses. The staff brief
argued that after review of the staff work papers, appliéant’s
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witness had nothing to offer in explamation for their inclusion
in airline expenses. In other words, the staff and PSA each urge
that the other has the burden of proof. We conclude that in the
cixcumstances such as herein, where there is substantial doubt as
to whether the recorded expense is attributable to utility
operations, that doubt must be resolved in favor of the ratepayer
and the expense should be deleted,

PSA's witness testified that the second deletion repre-
senting a reduction of $150,000 in officers’ salaries was incorrect,
because that amount represents deferred compemsation to officers
from prior years that was paid in 1972, but recorded as an expemse
in prior years. PSA's witness testified that $150,000 deletion was
not recorded as an expense in 1972; therefore, no deletion from
1972 expenses should be made., PSA's contemtion in this respect
appears to be correct and the deletion should be reinstated.

PSA also contended that the reductiom in property taxes
to reflect the tax savings for aircraft sold im 1972 was overstated
by $80,000, because the staff failed to use the current property
tax rates, This also appears to be correct and $80 000 of the
amount deleted should be reinstated.

Based on the foregoing, the reasonable administrative
and general expenses for the test year are $6,566,000.
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Depreciation Expense

In the last decision involving PSA fares (Decision No.
80322) depreciation expense of all fan-jet aircraft and related
engines was developed to December 31, 1972 and was based upon a8
12-year sexvice life and a 10 percent salvage value. These factors
produce a depreclation rate of 7-1/2 percent per yea.::.fri

For the rate year ending December 31, 1973, the staff
estimates are based on a 12~-year service life and 16 percent salvage
value, which results in a depreciation rate of 7.0 percent per year.
The staff witness testified that an analysis of PSA's past sales of
jet aircraft and the alleged resulting excessive gains from such sales
caused the staff to remew consideratiom of depreciation practices
concerning jet ailrcraft.

Further studies were made by the staff, particularly of
material available in the Civil Aeronautics Board's Domestic Passenger
Fare Investigation, Phase I of Docket No. 21866, ''Treatment of Flight
Equipment Depreciation and Residual Values for Rate Purposes''. The
staff witness introduced a comparison of depreciation treatment for
turbo-fan jet equipment of some of the respondent carriers In the CAB
proceeding as a basls for using a lower amnual depreciation rate for
jet airxcraft. That comparison showed that the anmual rate of depre-
ciation adopted by CAB (in Regulatiom PS-45, April 9, 1971) for turbo-
fan jet equipment was a lé-year service life with a 2 percent residual
value, resulting in an amnual depreciation rate of 7.0 percent. This
comparison also shows that PSA's major competitor inm Californmia,
United Air Lines, recommended to the CAB that it adopt a service life

of 14 years and a residual value of $100,000, which produces an amnual
depreciation rate of 7.0 percent.

4/ PSA actually bases its deprecilation of aircraft on an 8-year life,
with a remalning (or salvage) value of 40 percent.
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An additional reason advanced by the staff to support
lengthening the service life of PSA's aircrafr is that Boeing 727
and 737 aircraft of the type operated by PSA will comtinue to be
wmanufactured for several years thus eliminating obsolescence as a
factor. The staff witness testified that depreciating the current
book value of the aircraft over the remaining life of that equipment
(as estimated by the staff) would be reasonable on the assumptionm
that PSA had earned a maximum rate of return during all the years
over which depreciation had been takenm in the past; thus, no
penalty would accrue to PSA for the higher depreciation taken in
prioxr yeaxs.

The following table sets foxth the staff's calculation of
depreciation expense for the 1973 test year:

TABLE 4

Pacific Southwest Airlines
Estimated Rate Base and Depreclation Expen
Year Endin December 31, 1973

ousands)
(From bzt 10, except as shown)

zAverage Depreclation:Depreciation Exgens
Item : Cogt fgg 1973  :Year Ending 12/31/73:
Alrframes $ 77,092 $7,438 ‘
(Includes 16 727-214
1 727-114%
9 737-214)

Engines 1,488

Otber Items (Exhibit 18
Subtotal ) smu‘,m; sr;w

Adjustment for Effect from
Past Sale of Aircraft
(Exhibit 23) $ (439)

Estimated Depreciation Expense $9,270
(Red Figure)
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In arriving at test year deprecfation expense for airframes
in the foregoing table, the staff witness amortized the amount left
for depreciation for each aircraft over number of years remaining to
Treach a full 12-year life. This method results in a test year depre-
clation rate on various aixcraft ranging from 6.3 to 6.9 percent.

The test year depreciation expense so determined was reduced by
439,000 representing the amortization of gains from sales of aixcraft
In prior years (Exhibit 23).

PSA strongly opposed the concept of lengthening the
depreciable lives of alrframes and engines and the use of remaining
life depreciation on such equipment. It urged that the staff test
year estimate of depreciation for airframes be increased by $726,000.
In support of this PSA's witness presemted evidence to show that when
past depreclation on airframes is restated to reflect galns and losses
from the sale of jet aireraft amd deletiom of depreciation expense in
the year sold, the effective historical amnual rate of depreciation
is 7.1 pexcent. The witness stated that such figures approximated
the 7.0 percent annual depreciation rate recommended by the staff.

The PSA argued that the CAB instruction in Regulation PS-45
with respect to amnual depreclation xates are applied to the aircraft
over its emtire life, and is not used for determination of renaining-
life depreciation, PSA also argued that the staff had erromeously
selected a 12-year life for PSA's alrcraft in face of the testimony
of PSA's witness that the airline intended to operate the aircraft
over a period of eight years, and despite the testimomy of the staff
witness that the depreclable life of an aixcraft should be based on

the period during which the entity ovning the aircraft intends to use
ic.
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It is clear that while the staff proposal concerning
depreciation of aircraft assertedly is bottomed on the CAB regulation
referxed to above, other comsiderations were given more weight. The
change in the amnual depreciation rate frow 7-1/2 percemt to 7 percent
recomnended by the staff results from an incrcase in the residual or
salvage value from 10 to 16 percent. It does not result from
lengthening the life of the aireraft to 14 years, as set forth in the
regulation adopted by the CAB. Apparently tke retention of a 12-yeax
life 1s in recognition of the facv that PSA has never kept any air-
craft as lomg as 12 years. The increase in salvage value reccmmended
by the staff appears to stem from the prices receilved by PSA on
recent sales of alrersft which exceed the recorded depreciated values
of the aireraft at time of sale.

The recozd shows that soon after the close of the test year
used herein, PSA will acquire two L-1011 aireraft and has options to
obtain more. The larger capacity of the L-1011 has an advantage over
existing aircraft opexated by PSA where the number of daily take-offs
and landings at any airport is limited. SFO and LAX, PSA's largest
markets, are operating near optimum capacity and cammot accommodate
inereased numbers of dally takeoffs and landings. If PSA is to enjoy
the Increase in passengers projected herein it must eilther increase
the number of flights operated between SFO and LAX or substitute
aixeraft seating greater numbers of passengers.

The staff witness testified that the depreciavle life of
an aircraft should be based om the period during which the entity
owaing the airecraft intends to use it. Decision No. 80372 determined
that a 12-year service life with a 10 percent salvage value was
reasonable for PSA's operatioms. The CAB has adopted a lé~year
service life with a 2 percent salvage value for rate-making purposes.
The recoxd herein indicates that the l4é~-year sexvice life adopted by
the CAE is inappropriate in face of the fact that PSA will soon
suppiement its fleet with larger L-101l aircraft; and that a 2 percent
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s2lvage value adopted by the CAB is unrealistic in face of current
sales prices for the two types of aircraft operated by PSA. On the
other hand, the evidence adduced by PSA concerning its current
accounting practices indicates that the effective historical ammual
rate of depreciation is 7.1 percent. This confirms the amnual
depreciation rate of 7.0 percemt recommended by the staff. The
Tecord supports the use of an anmnual deprecilztion rate of 7.0 percent
for airframes and engines In the test year.

Remaining-life deprecilation is consistently used by the
Conmission in cormection with regulation of electrie, gas, and
telephome utilities. These types of utilities have plant which
rewains in service for relatively long periods of time, such as 30
years or wore. These utilities also are momopolistic in that they
face little or no competition from other companies furnishing the
sawe sexrvices. Therefore, the factor of obsolescence of equipment
1s seldon present for the more momopolistic utilities.

Adxlines, on the other hand, are subject to varying degrees
of competition between the points they serve. Such airline competition
takes wmany forms. An important competitive factor is the type of
aixcraft operated, as was revealed when prop-jet aircraft replaced
propeller aircraft throughout the airlinme industry, and, in turm,
were replaced by full jet aireraft. The latest type of aireraft to
be introduced are the wide-body jets, such as the L-1011, DC-10, and
Boeing 747. United now operates 747 aircraft on a limited basis
between SFO and LAX., It is apparent that coapetition, as well as
othex factors, requires acquisition of wide-body aircraft by PSA,
which will supplement ox replace existing 727 and 737 aircraft. It is

¢leax that the concept of remaining-life depreciation 1s inappropriate
to airline operatioms.
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In Table &, the depreciation expense for the rate year is
adjusted dowmward by $439,000 to give effect to amortization of gains
from past sales of aircraft. The staff would give effect to this
same factor on current aircraft by increasing the salvage value frow
10 to 16 percent. In the event the rate-year depreciation expense is
adjusted to reflect the higher salvage values on current aircraft,
then the adjustment to remaining-life depreciation would compound the

effect of using higher salvage values and amortizing past gains from
sale of aircraft.

We find that on alzcraft frames and engines the proposed
service life of 12 years and proposed residual or salvage vzlue of
16 percent (resulting iz sn anmual depreciaticnm rate of 7 percent)
is reasonable for determination of test-year depreclation expense;
that if depreciaticn ic computed om thic basis, the adjustment of
$439,000 for the affect of post sales of aizeraft should be retained;

and that the recozd does not suppert the applicetion of remaining-life
depreciation to assets such 25 aircraft fraces and engines which kave
a high obsolescence factor.

On items other tham airframes and engines;gl the staff
witness developed deprecilation expemse for the 1973 test year by
using the difference betwezen the depreciation reserve balance as of
Juwe 30, 1971 and the balance as of June 20, 1972 in the amount of
$783,263. PSA disputes the staff's method of calculating depreciation
of the fixed asset category entitled "other items'. The method
advocated by PSA is apprcpriate for this proceeding as it represents

53/ As defined in Staff Exhibit 18, "other items' imclude electromic
equipment, Q.E.C. units, and major capitalized spares for B~727
and 2-737 aircraft and ramp equipment; surface vchicles; office

equipment; leaschold improvements and other miscellaneous
equiprent,
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depreciation accrued in prior years, and which will accrue in the
test year. The figures set forth in PSA's Exhibit 29 should be
adjusted to eliminate depreciation on assets not used in PSA's
scheduled airline operatioms in the amount of $36,000, The depre-
clation amount so adjusted is $1,946,000 for the test year.

The following sets forth the data in Table 4 adjusted to
reflect calculation of depreciation expense in the test year based
on the methods found reasonable above. The table also shows the
adjusted development of rate base in the test year.

TABLE 5

Pacific Southwest Airxlines
Estimated Rate Base and Depreciation Expense
Year Ending December 3%, 1973
(Figures in Thousands)

(Adjusted)

:  Average :Deprecliation: :
:Depreciation: Expense :Estimated:
: Cost For :Year Ending :Rate Base:
Item : 1973 : 12/31/72 = 1973 :

Aixframes $ 76,973 $ 7,676
(Includes 16 727-214
1 727-114
9 737-214)

Engines 14,465 1,559
Othexr Items 9,165 1,946

Subtotal $100,605  $1.18T
Rate Base $100,60%
Inventory 1,374

Adjustment for Effect from
Past Sale of Aircraft $ (439) $ (4,559)

Estinated Deprecietion Expense $10,742

Estimated Rate Base 1973 $ 97,418

(Red Figure)
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Income Taxes

In recent yesrs PSA has incurred no state or federal income
tax liability because of the use of accelerated tax depreciation and
the availability of investment tax credit.

The Transportation Division stuff witmess, on the advice of
the Finance and Accowats Division projceted that PSA would incur no
fncome tax liability in the 1973 test-year.

PSA presented evidence to show that under the revenues aund
expenses deveioped by it based on an adjustment of the staff figures,
it would incur an income tax lizbility in the test year.

The adjusted revenues and expenses adopted as reasomable
berein include provision for income taxes using the data set forth
in Schedule 2, paragraph A, of Exhibit 28.

Adented Operating Results

The preceding portion of the opinion sets forth the ratiomale

for the development of the test-year operating revenues and expenses
adopted as reasonable herein (except Passeager Sexvice Expenses, which
are based on the staff's estimate of $1.12 per passenger). The
following table summarizes the estimated operating revenues, operating
experses, income taxes, net income, and rate base adopted hereln as
reasonable for the purpose of this proceeding,
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TABLE 6

Pacific Southwest Airlines
Adopted Results of Airlines Operations
Year Ending December %1, 1973

Present Fares Proposed Pares
{V00) (00Q)

-

Stetistics

Passengers 6,481 6,481 -
Flight Hours 61.5 61.5
Reverues

Passenger (Inel. Charter) $04,051 $ 98,589 '
Beverage (Net) oLb : héz///
Freight 1,852 1,852
Baggage and Miscellaneous 861 1

Total Revemue e

2 F 4

Zxpenses
i ——————

Leased Aircraft $ 1,%35 $ 1,435

lying Operations 24,662 24,662
Direct and Indirect Maintenance 14,207
Passenger Service 7,259
Alrport Terminel Operations 13,999
Reservations and Ticket Sales 6,481
Sales and Advertising 2,916
General and Administretion 6,566
Depreciation 10,742
Total Expense 385,207

Income Before Income Taxes $ 9,443

Income Taxes $ 87

Net Income '$ 8,626 $ 11,789
Rate Base $97,418 $ 97,418
Operating Ratio 91.17% 88.47%
Rate of Return 8.35% 12.10%
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Rate of Return

The last decision involving PSA's fares (Decision No. 80322)
found that a rate of return of 15.5 percent would be excessive for PSA
airline operatioms, and found s rate of return of 11.89 percent was
reasonable for the test year used in that proceeding. Since that
time we have authorized higher rates of veturn for other utilities in
recognition of the changing economic factors affecting rates of
return for utility operations. There was no specific staff recommen-
dation comcerning rate of return. In our view, PSA should be
permitted to earn the mgximum reasomable rate of return for the
reason that it conducts the most efficient operatioms In its field,
and, as a consequence, is the rate-making carrier in the Califormia
corridor. PSA's fares established in this proceeding become the
effective maximun fares that can be charged between the same points
by competing air carriers. Nome of the competing air carriers have
earnings from airline operatioms as favorable as PSA's earnings.

In light of the foregoing we find that a maximun rate of
return of 12.1 percent will be reasonable for PSA's airline operations
in the 1973 test year.

Table 6 shows that operations in test year under present
feres will result in an estimated rate of return of 8. 85 percent and
an operating ratio of Sl.17 percent. On the basiz of our finding
above, an increase in fares should be granted in order to raise the
level of earmings to permit PSA o earn the maximum return. The
estimavted rate of return of 12.10 percent and operating ratio of
88.47 percent under proposed fares would not produce excessive earn-

ings. Therefore, the sought fare increase of 4.9 percent is justi-
led.
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Memorandum Finaneial Report

A principal financial examiner from the Commission's
Finance and Accounts Division placed in evidence his report concerning
the financlal examination made by staff mewbers wmder his supervisiom.
Based on this report several conclusions and recommendations were made
concexning the memmer in which PSA should revise its record keeping in
the interest of more accurate and comprchensive f£inmancial reporting.

We have carefully reviewed the foregoing staff
recommendations., It is our conclusion that we should adopt the staff
recoxzmendation that applicant should keep its books and records in
accordance with the CAB Uniforw System of Accounts For Alr Carxiers.
A3 pointed out in the staff report all other major airlines providing
Intrastate service velumtarily, or in compliance with CAB regulatioms,
waintain their books of account in accordance with the CAB regulations.
The use of such accounting methods would provide uniformity between
all major intrastate carriers and would simplify the anslyses of PSA's
recorcs made periodically by the staff.

It appears that consideration of other recommendations
concerning PSA's methods of record keeping should be deferred, pending
the establishment of CAB accounting methods by PSA, and after a further
financial exemination by our staff after the CAB accounting methods
have been established for a reasonable period.

Additional Findings

1. PSA is a passenger air carrier operating wholly within the
State of California. By the application herein it seeks to increase
its passenger fares as set forth in Appendix A.

2. Tae estimates of the numbers of flying hours and aircraft,
and the estimates of revenues and expenses based thereon, as set
farth in the preceding opinion and summardzed in Table 6,give
cdequate effect to the type of service and load factors of equipwment
necessary to continue the levels of sexvices required to attract

additicnal passengers and to maintain adequate and efficient service
in the year ending December, 1973.

“32w
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3. The estimates of revemues, expenses, rate base, rate of
return, and operating xatio set forth in Table 6 in the preceding
opinion reasomably represent PSA's results of operations under
present and proposed fares for the year ending December 30, 1973, and
are adopted for the purposes of this proceeding. ’
4. A rate of return of 12.1 percent on depreciated ratc base ////
and an operating ratio (after taxes) of approximately 88.4 percent
Will be reasonable for the test year used herein and will mot produce
excessive earnings.
5. The granting of the fare increases sought in the applica-
ticn herein will result in a rate of return of 12.10 percent, an
operating ratio (after taxes) of 88.47 percent, and a return on
common equity of 15.5 percent for the 1975 test year used herein.
Seid fare increases are justified and will result in reasonadle and

nondiscriminatory passenger air fares for the services to which they
apply.

6. The following findings are pursuant to Rule 23.1 of the
Commiscion's Rules of Procedure,

(a) The increases authorized herein are cost
justified and do not reflect future
inflationary expectatioms.

(b) The increase is the minimum required to
assure continued, adequate, and safe
service, and to provide for expansion
to meet future requirements.

(¢) The inerease will achieve the minimum rate
of return needed to attract capital at a
reasonable cost and mot impalr the credit
of the public utility.

(d) The inecreases do not reflect labor costs
in excess of those allowed by policies of
the Federal Cost of Living Council,

The increases take into account expected
and obtainable productivity gains.

-35-
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Additional Conclusions

1. Increases in air fares found justified should be granted.
Said fares are those set forth in Appendix A.

2. PSA should be directed to keep 4its books of account and
finencial records in accordance with the CAB Uniform System of
Accounts for Air Carriers. The change over to that system should

take place at the beginning of PSA's accounting period which follows
the effective date of this order.

QRDER
IT IS ORDERED that:

1. Pacific Southwest Airlines, a corporation, is authorized
to establish the increased air fares set forth in Column (&) of
Appendix A attached hereto. Tariff publications authorized to bde
made as & result of the order herein shall de filed not earlier than
the effective date of this order and may be made effective not
earlier than five days after the effective date hereof on not less
than five days' notice to the Commission and to the public.

2. The authority herein granted shsll expire unless exercised
within ninety days after the effective date of this order.

5. Pacific Southwest Airlines is directed to revise its
accounting system to conform to the Uniform System of Accounts for
Alr Carriers promulgated by the Civil Aeronsutics Board. Said

change chall be made effective deginning with the next accounting
rperiod following the effective date of this order. .




A. 53525 ek/gl

4 Except to the extent granted in Ordering Paragraph 1 hereof,
Application No. 53525 is denied.

The effective date of this order shall be ten days after
the date hereof.
Py

Dated at San Franisco » Californla, this

</
day of AUGUST , 1973,

%

ConmIssioners

Conzissioner D. W. Holoss, deing
neceszarily absent, &jd met participots
in the dispositicon ef this procesding.
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APPENDIX A

Pacific Southwest Airlines
Development of Passenger Revenues
For Test Tear Based on Adopted
Number of Passengers (Table 3)

(2) (3) (&) (5

(2)x(3)
Adopted Present Proposed Revenue
Passenger . Fares Fares Present
Afrsort Projection (No Tax)  (Neo Tax) Fares

SAN-BUR 223,000 $ 7.4 $ 1,652,430
SAN-LAX 757,000 7.4 5,609,370
SAN-OAK 161,000 23.61 3,719,520
SAN~ONT 29,000 7.4 214,890

SAN-SMF 90,500 24.07 2,094,170
SAN=SFO 360,000 23.61 8,144,800
SAN-SJC 107,500 23.61 2,438,100
LAX-0AK 670,000 16.20 10,237,600

LAL-SVF 400,000 17.59 6,668,000
LAX-SFO 1,&,000 16.20 17,113,600

LAX~SJC ,000 16.20 20,390,400
BUR-0AK 230,000 16.20 3,504,400

BUR-SMF 97,500 20.37 1,895,400
BUR-SFO 467,500 - 16.20 7,143,400
BUR~SJC 360,000 16.20 &, 584,000
ONT-SMF 15,000 20.37 291,600

ONT=SFO 195,000 . 17.59 3,250,650
SFO-SMF 125,000 7.4 926,250
LGB-SAN 14,000 7.4 203,740
TGB-SFO 150,000 17.59 2,500, 500

LGB-SMF 23,500 20.37 L56,8LO
QAK-SMF 3,500 7.4 25,935
LAX-FAT 94,000 ‘14,81 1,392,140
LAY-SCX 43,000 18.52 1,166,760
FAT-SCK 7,000 7,41 51,870
FAT-SFO 68,000 10.19 703,110
SCK-SFO 13,000 7.6 96,330
SAN-FAT 10,000 . 22.22 222,200

% 2
~2

-

L]

NRRS BEoE BSED

L4

BEEE GRBR B

Total Revenue (unedjusted) 96,705,795
2.9% Estimated Revenue Reduction for Discount Fares 2,804,468
Subtotal 93,901,327

Sstimated Charter Revenue 150,000
Total $94,051,327

(6)
(2)%(4)

Revenue
Proposed
_Fares _

1,652,430
5,609,370
2,872,0L0

214,890

2,178,335
8,499,600
2,538,075
10,854,000

7,036,000

3,430,050
926,250
103,740

2,638,500

478,695
25,935
1,392,140

© 1,166,760
51,E70
703,110
96,330
222,200
77,790

101,379,235
2, 939:998
98,439,237
150,000

$ 9€,589,237
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COMMISSIONER J. P. VUKASIN, JR., Concurring in Part and Dissenting
irr Part.

While the evidence in this proceeding does in faet support
some rate relief, the treatment of prospective taxes based on
income in the foregoing decision is not supported by the evidence.

The above decision is based on an assumption of income taxes

for the test year of $2,192,000.00 (Table 6, page 30, mimeo opinion),

despite the fact that the decision states that "In recent years,,

PSA has incurred no State or Federal income tax liability'chause
Of the uce of accelerated tax depreciation and'thc availability of
investment tax credit”. The record also indicates that soon after
the close of the test year (year ended December 31, 1973) ?SA will
acquire two L-10ll aircrafts, andhas options to obtain more. If

past performance is any indication, PSA will accomplish the necessary
timing by management prerogative to utilize the substantial
accelerated depreciation and investment tax cyedit accommodated by
the acquisition of the L-101L aircraft to offset any tax liability
from airline operations in the immediate future.

For this specific reason, I conclude there is every reason to
believe that PSA will not incur any tax liability in the foresceable
future, and any evidence to the contrary is at least suspect.

For this reason stated above, and based on the historical
record that no tax liability deing incurred by the airline operations
of PSA in the immediate past, I cannot aceept the decision'’s

conclusion that an amount in excess of $2 million of income taxes
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will be paid by PSA for the test year herein. $2 million represents
roughly 50 percent of the proposed increasc in revenues represented

by this decision. Therefore, I can only conclude that the authorized

incrcase is approximately twice the amount supported by the evidence,

and, therefore, is excessive.

San Franciseo, California

Ruguct 21, 1973




