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BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STAIE OF CALIFORNIA”

Application of PACIFIC SOUTHWEST ) = Application No. 54387
AIRLINES for an ex parte ordexr or ) (Filed October 16, 1973

its intrastate fares, Jaruary &4, 1974, and

expedited authority to increase z ancnded: November’ 20, 1953 o -

February 13 15 74)

(Appearances sre shown in Appendix A)

THIRD INTERIM OPINION

Pacific Southwest Airlines (PSA) seeks {mmediate auohori:y
to inerease its air fares to cowpensate for the continuing increases
in its cost of aviation fuel. \

Decisicn No. 82280 dated December 18, 1973 authom.zed PSA
to increase its fares by 23 cents per passenger on. en: iInterim bas:’.s
pending bhearing. Decision No. 82389 dated Janua::y 22, 1974 authorized
PSA to fuxther increase its fares by varying additional amomts per
passenger. That decision also granted interim fare :anreases to
Air Califormia, Inc. (Air Cal), Golden West Airlines, . Inc. GWA), |
Western Air Lines, Inc. (Western), amnd Swift Alre Lines, Inc. (Swife)
in amounts not in excess of that granted to PSA, The seveo:al appli-
cations of Califomia passenger alxr carriers seek:‘.ng higner .azes to

ofiset increases in fuel costs were consolidated for heax:[ng w:.th
Case No. 9646.1/ '

1/ The Order Instituting Investigation in Case No. 9646 dated

January 3, 1974 was entered for the purpose of mqu:tring into the
following mattexrs:

1. The magni*ude of aviation fuel cost increases
which the airlimes are currently facing.

2. Cost savin%s occasioned by chan.%es in airlines'
erational patterns resulting TOm. the national
el oil crisis.

3. Methods of adjusting alr ccmmon c..r-'ier rates to'
offset aviation fuel cost,

-
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Public heaxing in the comsolidated proceedings was. held
before Examiner Mallory at San Francisco on February 19, 20, 21, and :
22 and April 3, 4, and 6, 1974, The matters were submitted on the
latter date. Evidence in the consolidated proceeding was presented ;
by witnesses appearing for PSa, Hughes Afr West, United Air Lizes, -
Inc., Alr Cal, Swift, GWA, Western, and the Commission staff., The
evidence shows that various costs pex gallon for aviation fuel are
incurred by respondent passenger air carriers. The Spec:l.fic relief
sought by each carrier reflects the fuel prices incurred by it. It
appears that the largest increase in fuel prices will be ‘borne by PSA.

The record in the consolidated. proceeding shows that PSA
bas incurred on March 1, and April 1, 1974 and will incur on May 1,
1974 substantisl increases in its fuel costs for which no inter:[m
fare relief has been granted, and that the additional fuel cost :
Increases are of such magnitude as to seriously affect PSA's abﬂ.:(.ty
to offer an adequate and safe service to the public unless addit:tonal
fare increases are authorized, : : -

PSA's evidence offered In support of its request: for . further |
fare increases is based on a "pass-through" method, which considered:
only the increased cost and lower availability of aviation fuel in
deternining the amount of additfonal revenue required, ‘The Commission
staff recommended that the Commission adopt an "offset' method in
determining PSA's additional revenue requirements. Such method g:‘.ves
consideration to changes in scheduling, reduced persommel and other
factors, in addition to those considered in PSA’s showirg. The method
of presentation of PSA and the Commission staff both demonstrate that
PSA 13 In urgent need of a substantial increase in fares if the
aixline is to avoid serious erosion of its financial - -assets; the -

studies merely differ as to the amount of increase which isf_: juetif:!.ed. N |
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The record shows that om May 1, 1974 Shell Ofl Compzuy,
PSA's major supplier, wiil raise the cost of aviation fuel supplied
to PSA by 10 cents per gallon. The staff and PSA,estimates show
that PSA's et operaticg exoen»es‘will te Increased in cxcess of
$10.4 millfon znnually as a result of the further fuel cost increases
effective through May 1, 1974, requiring that operating_revenues.be
increased by at least 10.6 perceat. Because of the urgent. need_for \
additicral revenues made apparcat in the evidence presen ed'by PSA
and the staff, further intexrim relief should be authorized, pending
resolution of all of the issues raised in Case No.~ 9646'and ﬁn -
Application No. 54387. :

As hexetofore indicated the estimates of the staff show
the need for a 1esser increase in fare 1evels than those~of PSA.,
It is assumed solely for the purpose of this interim order that the
prenises underlying adjustments to operating_expenses made by thP _
staff are coxrect. %he record shows that the staff failed to. prov‘de '
in its estimated expenses for the fuel cost increase of $0. 01584 pex
gallon effective April 1, 1974, the additional one percent California
sales tax on fuel purchases effective April 1, 1974, avd travei
agency commissions oz the zmount of additional passenger revenues.
The following table depicts the estimate of annuzl. revenues required
to offset increase fuel costs and fuel availability as set forth in
the staff's Exbibit 21, ad;usted to give effect to the,aforementioned -

aissions: : : '
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TABLE 1

Developrent of Estimeted Cost
To Offset Pacific Southwest Airlines

Tuel Cost Tneraases Through.May

Statistics

?ass er revenue based ou D, 8179¢, A, 53525
481,000 passengers)

Ad~usted flight hours
Ga1¢ons of fuel for airline operations

Fuel Cost A@jnstments
Increesed cost per gallon
Additional increase in fuel expense
Additional sales taxes
Additional travel agency commissions
Total fuel cost adjustments

‘Expense Ad]ustments

Flying operations due to £light hour reduccion

Dixrect and indirect maintenance cue to
bour reduction

Alrport termiral operations due. to layoff of
78 station employees

Total expense adjustments

Net Additionél ense Increase to be Offsat
By Revenue nerease

£1ight

Perceat of passenger fare increase

'$98'589*ooo o
56,800

88, oao ooo

'$ 0.1779968 ; ', ‘7
- 815, 671 008 T
157, 000f1“"

122,000

$15,950,000°

$ 1,885,000 -

1,086,000

311;000i

$12'168 ooof |
12 3z"




Findings |
1. PSA operates as a pas...enger 2ir carrier bﬂtween po:Lnts
in California. : _
2. PSA's fares were last adjusted om a pemanent: basis by
Decision No. 81793 dated August 21, 1973. That decision contains'
adopted results of airline ope-at:ion.s for a 1973 test: year under
approved fares, as follows:
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TABLE 2

Pacific Scuthwest Airlines
Adopted Results of Alrlimes Operations
Year Endivz December 31, 1973

- Statisties

I’assengefs S
Fiight Hours

Revenues

Passenger (Incl. Cha*ter)

Beverage (Net

Freight ‘ {

Baggage end Miscel.uaneous .
- Total Revenue

enses
%le-?tsec’ly:[:n Aircragt

Operatious
D:’.rec% and Indirect Mainten.ance
Passenger Sexvice
Alrport Terminal Operdtions
Reservations and Ticket Sales
Sales and Advertising
General and Adzinistraticn
Depreciation ‘

Total Expense’

Income Before Irncome Taxes -
Income Taxes

Net Income "

Rate Base = |

Operating Ratio

Rate of Retwrn et R
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3. Interim fare increases have been granted t:o PSA (applicable L
in addition to the fares authorized by Deci.sion No. 81793) to cover -
Increased costs of operations resulting from fuel cost increases.
(Decisions Nos. 82280 and 82389 in this application) and for passenger
security screening and armed guard services required by federal - B
regulations (Decision No. 81390 dated May 15, 1973 in Application No.
53984 and Decision No. 82190 dated December 4, 1973 in Application
No. 54273). |

4. The interim fare .anreases author:.zed to PSA by Decisi.ons )
Nos. 82280 and 82389 were desigmed to cover the Increased costs to
PSA of aviation fuel placed in effect prior to Maxch 1, 1974.
Substantial additional incresses in aviation fuel have or wi.ll be
placed in effect by PSA's principal supplier of £ue1 on March 1,

April 1, 2nd May 1, 1974, The largest single increase in such cost
(10 cents per gallon) will occur May 1, 1974,

5. Evidence was presented by PSA and the Commission sta‘f to
saow the cumulative impact on PSA's airline operating results of the
Icnown fuel cost increases experienced (or to be experienced) by PSA
and the lower availability of fuel resulci.ng from federal allocation
procedures, The data presented by each show that fuel costs ‘
comprised a substantial element of PSA s total operating. expenses*
that the frel costs involved in the application (as amended) are of
such magnitude as to cause an impairment of PSA's:ability to provide
adequate and sufficient service at a reasounable profit unless g
immediate provision for increased revmues to offset such i’.nereased
fuel costs is made. ~ :

6. The data presented by PSA and the Commiss:[on staff were: ‘7‘ \
developed on different premises, and portray different operat:{ng |
results.. The data presented by the Commission st:aff indicate a.
lesser fare increase will be required by PSA to Tecover increased
fuel costs than the data presented by PSA. - Thexe are material
differences between the methods employed: by PSA and the st:aff,, a:_ch

%
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the resulting estimates of additiona.l. revenues require& ‘to recover
fuel cost increases also are differemt. Such differences caonot
be resolved by the Commission in a final order issued prior to the
May 1, 1974 date on which the most substantial change in PSA's fuel -
costs will occur,

7. The evidence adduced by both the Comission 8taff and I’SA
indicates that there is an urgent need for additional revenues to
recover the cumulative fuel cost increases through May 1 1974. An
Interim increase based on the most conservative estimate in the
record (those of the Commission staf:E) should be issued to- take ‘
effect on May 1, 1974 (or as soon thereafter as possible) in order
to avoid fmpafrment of PSA's ability to provide adequate and sufficient
air passenger service to the public.

8. The estimates of the revenue increase necessary to recover
the net increases in PSA's opexating costs resulting from the recent
escalation In aviation fuel prices aud restrictions on the avail-
ability of fuel as set forth ina 'l‘abla., 1 of the preceding opinion are
reasonable for the purposes of this Interim decision. That ‘table
Shows that the revenues from passengex operations. edOpted as reason-.
able in Decision No. 81793, supra, should be increased by 12.3 percent'
to provide sufficient additiomal revmues to recover - the’ estimated net
additional operating expenses resultlng from fuel cost ‘increases and
restricted operations resulting from' iimitations on fuel availability.

9. On an Interim basis, a 12. 3 percent increase in PSA's
passenger alr fares established pu:rsuant to Decision No. 81793
(exclusive of passenger screening a.nd armed guard sm:charges) will

be reasonable and is Justified. (Specific fares are set’ fortb. in
Appendix B hereto,) : ;,{ :
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Conclusions

1. ©PsA should be aut:hori.zed to establ:!.sh t:he increased air
fares set forth in Appendix B. Such’authorized fares are i.nclusive
of the 12 cent per passenger and 34 cent per passenger interim
surchaxges for armed guard and passenger screening requ:[red by
federal regulations. The fares set forth in Appendix B (after
computation of federal transportation tax) way be rounded to the
nearest quarter-dollar to sinplify the determination of sell:lng fares,

2. The fares authorized herein should be perm:tt:t:ed to be '
established om two days' notice to the Commission and the public.

3. The findings and conclusions set forth :Ln this opin:[on are

without prejudice to the £indings and conclusions which way be reached‘
in a final order in tl-u.s proceeding.

THIRD INTERIM ORDER

I'l' IS ORDERED that:

l. Pacific Southwest Airlines, Inc. is authorized to est:ablish ‘
the interim fares set forth in Appendix B hereto. The specific fares
set forth in said Appendix B (after computation of federal transpor—
tatlon tax) may be rounded to the nearest quarter-dollar. L ‘

2. Tariff publ:l’.cat:t.ons authorized to be made as a result of
the order herein slmll be filed on or after the effective date of
this oxder and may be made effective on May 1, 1974 on not less. t:han
two days notice to: the Comnission and to the public.
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3. Tbe authority granted herein will expire unless exercised

within ninety days after the effective date of this order. |
The effective date of this order is the date hereof.
Dated at ___ San Francixo __, Californta, this /&7~

day of » _APRIL 5 1974, A |

L/ bl -t .
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o4 YOTRen: L Sturgeon, beimg v o
jocessorily adbsont, 4id nov partictpate | |
47 the ddsposition of this proceedings. ..




APPENDIX A
LIST OF APPEARANCES

In Case No. 9646 and in Applications Nos.
54387, 54534, 24546, 54549, 54555, 54575, and 54599

Respondents and Applicants: Brownell Merrell, Jr., Attorney at Law,
for Pacific Southwest Airlimes; Carl M. Anderson, for Western Aixr
Lines, Inc.; Edward J. Pulaski, Attorney at Law, and Frederick
gavis,sfc:u:aa Aﬁ‘_g%fm.; Brobeck, Phleger & Harrisom, by

ames Baum, Gordon E. Davis, and Robert N. Lowry, Attorneys at
Law, for United Air Lines, Inc:; H Voss, for Golden West

Airlines, Inc.; Charles G. Wiswell and Stephen C Larson, foxr

Swift Aire Lines, Inc.: Parlen I, McKemma, Attorney at , for

Hughes Air Corp., dba Hughes Alrwest; and g. W. Shiles. and

Beauvais, Roberts & Associates, by Phil{: oberts, for

Holiday Airliges. - ‘

Trucking Association,

Interested Party: T, J. Hays and ‘Hexbert W.. Hﬁghés_, fox: California ‘
Commission Staff: Peter Arth, Jr,,; Attoﬁéy“at'*m;
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PACIFIC SOUTHWEST AIRLINES SCHEDULE OF AUTHORIZED FARES

APPENDIX B

REFLECTING FUEL, INCREASES EFFEGTIVE MAY 1, 1974

AirportfPairs

tBase Fare Eff, zAuthorized:

zArmed Guard:
s and }

! H
1

1Aug, 21, 1973 1 Increase iAuthorized: Soreening :Total FarezTotal Fare:

.sPer D 81793

1 Of 12,34 3

Fare

1Surchargos 1 HZb Tax

t With Tax H

Regular Fares

San Diego

LA/Burbank

Burbank/Ontario/

Long Beach
San Diego
Ontario/

~ Long Beach
Los Angeles -

San. D,iGgO:f R

San Ffanoisco_

Fresno

. Los Angeles

‘Los Angeles
" Fresno
San Diego
- San Dlego
Oakland

Los Angeles
Burbank
Ontario

long Beach
San Francisco
Qakland

San Jose

Sac¢ramento

- Sac¢ramento

SRR 111'|'J_uﬂ1 l tora

'San Franclsco

Sacramento -
San Francisco
Qakland

‘San Jose’:

Sacramento
Stockton

‘Stockton -

Fresno
Stockton

$ .

16.20

20,37
2h 07

' 17 59
17,59

San Francisco

-Fresno

Stockton

.Sacramethj,”

=)

o5 oo
R RR

SRERER &

- e .

P00 0000e

Hidnlte Flyers '
San Diego
" -8an Diego -

- Los Angeles
“/~ Sacramento .
_Io$ Angeles. .. ~:San. Francisco -
" “1os Angeles < . =.Sacramente -« .
B San Franqisco<,;;4 Sacramento
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