Decision No. 84544 .
BEFORE THE PU'BLIC UIII.ITIES COMMISSION or- 'I.'HE S‘.I'A‘I'E OF CALIFORNIA

Application of PACIFIC soums'r ) APPlication No. 55160
AIRLINES for authority to increase ) (Filed September 11, 19743
its passenger air fares. : | amended Maxrch' 7 and 20 1975)"

Dietsch, Gates, Morris & Merrell, by Brownel__
Mem ell Jr., Attorney at Law for Pacit]

est 1lines, applicant

Graham & James, by Borls H. Lakusta and
David J. Marchant, Attorneys at Law, for
‘Alx California, Interested party.

Elwer J. Sj ostrom Attorney at Law, and
MiIton J. EBan', for the Commission staff.

INTERTHM o*muou

Pacific Southwest Airlines (Psa) seelcs authority to increase
its passenger air fares by $19,956,000 or 16.45 percent.

Public hearing was held before Commissionexr Batinovich and/or
Examiner Mallory at San Francisco on March 17, and April 1 and Z, 1975 -
and the matter was submitted.

PSA and the Commission staff presented oral and documem:ary
evidence with respect to historical airline operating results and
estimated operating results for a 1975 test year. There are several
major differences in the estimated test year operating. results and rate
base present:ed by PSA and the staff. Based upon the estimates it
'bel:f.eves are reasonable, the Comission staff proposed that fares be
increased by 8.2 pexrcent, resulting in an sunual Tevenue increase of
$9,774,000. o

: The proceeding was reopened and further hearing was he].d
before Commissioner Batinovich and Examiner Mallory on April 24 and
25, 1975, and the matter was again submitted. The matters eonsidered
:’.n the reopened proceeding included. the follcm'.ng R

-1-




A. 55160 esk *

l. Whether non-airline expenses and investment are completely
excluded from the test year operating results offered :Ln support of K
the sought fare increase. '

2. Whether the deterioration of PSA's cash flow in recent manths'
resulted from use of PSA, Inc. funds to offset: losses frcm operations
of non-airline subsidiaries of PSA, Inc. | o

3. Whether increased test year operating expenses for higher
wages overstate known contractual wage increases.

4. Acquisition and operation of 1-1011 afrcrsft:

(a) Whethexr it is possible to euminate'“cwo
existing L-lOll aircraft from PSA's fleet,

(b) Whether PSA was successful in canceling
acquisition of additional 1L-1011 a:.’.rcraft.

(¢) The amount of excessive operat expenses,

if any, resulting from the use 1-1011

@) Whethex acquisition of L-1011 a:!.rcraft
was prudent and, If not, whether excessive
operating costs “and investment should be
boxne by PSA stockholders rather than
ratepayers.

Background . : ; . '

PSA was last granted a general passenger fare increase in

Decision No. 81793 dated August 21, 1973 in Application No. 53525.

The fares authorized in that decisfon were designed to produce for

PSA's scheduled afrline operations a rate of return of 12.10 percent

and an operating ratio (after taxes) of 88.47 percent for the 1973 :
test year used therein. That rate of return was estimated to produce /
a return on common equity of 15.5 percent. In the. 1973 test year the |
following Boelng aireraft were in operation: - -

16 - 727-214.
1 - 727-1146
9 - 737-214
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As a result of the emergy shortage and -escalating prices for
aircrafs frel, PSA and other California airlines were authorized in |
1973 and 1974 to increase fares to offset higher fuel costs. The last
fuel offset granted to PSA was an.overall fave imereasc of 17.8 -
percent (Decision No. 83814 dated December 10, 1574 in Appiiéat‘lion‘

No. 54387). o T

At the time of the last general fare increase proceeding
PSA, in addition to its scheduled airline operations, had various
subsidlarfes which opeated aircraft repair services, aircraft: leesing
services, aireraft training services, automobile remtals, hotels, and
broadeasting sexvices. R

Pacific Soutlwest Airlines was reorganized on Febr;.i‘avry, 28,
1973 by the formation of a holding company called*PSA, Inc.  The
subsidiaries of the holding company are Pacific Sou‘.:imeSt 'Airl:iies
(PSA), Jetair Leasing, Inmc., Jetair Domestic Leasing, Inc., Afrlive
Training Center, PSA Hotels, PSA 4nti-Efjack Security Guard, Inc.,

PSA Broadcasting, Inc., Musicale Sound, Inc., and Dial-A-Car, Pacific
Southwest A{rmotive remains as a subsidiery of the airline.

The PSA fleet currently comsists of 26 afrcraft in common.
carxier sexvice within the State of California. The fleet is comprised
of ome 727-114 which Is leased from Lockheed Afreraft Corporation;
twenty 727-214's which include ome airsraft leased from Armco Boothe
Cozporation and two aircraft leased from National Alrcraft Leasing
Compaany, three 737-214's, and two Lockheed L-lOll_'s"wh:tch”'a::e"" leased
from Security Pacific Leasing Corporation. The lease of two 727-214"s
frow National Afireraft Leasing Company will expire in June 1975. Twe
727-214"s currently leased to All Nippor Airways through‘ Jetalr lLeasing
will enter the PSA fleet to replace the two leased aircraft upon
termination of the lease with National. D

-
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PSA has contracts with Lockheed Aircraft Corporation to take
delivery of three additional L-1011's, one each in June, August, and
Novembex 1975. PSA is negotiating with Lockheed to delay the November
delivery until early 1976 and to cancel the purchase of the two other
L-1011 aixcraft.

For economy reasons, PSA grounded one L-1011 on March 15, 1975
and the other om April 1, 1975. L-1011 f£lights were replaced by 727
aircraft. Also as an econmomy move, eight seats were removed from
727-214 aircraft in order that ome less flight attendant would be
required under Federal Aviation Adminfstration (FAA) staffing
requirements., PSA also temporarily discontinued instant ticket service
to reduce expenses. PSA stated that L-1011 flights will resume and the
additionel seats on 727-214's will be replaced and full ﬂight attendant
staffing will be made at the begimning of the summer peak demand period.
The xecoxrd shows that the L-1011 aircraft will again be placed :f.n '
service on June 13, 1975. ‘ :

Request for Interim Relief - . _
- PSA requests immediate fare relief through the issuance of an

Interim order in the amount of increase recommended by the Commission

staff. PSA urges that it is currently in a precarious finaneial |

position and that it requires additiomal revenues to cope with .

declining amounts of available working cash and to prevent possible

default on outstanding indebtedness.

'PSA presented evidence to show that :t.t: is in urgent: peed of
an immediate interim increase in revenues and that it has put into
effect economies described above to improve :l'.ts cash pos:l.t:!’.on and to
reduce current operating ‘expenses. ' : '
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PSA's senior vice president:-finance tescified that: PSA’
results of operations for the yeaxr 1974 were as follov

TABLE 1 .
PACIFIC SOUTBWEST AIRLINES
Actugl Results of

Alrlines Operations
Year Ended December 31, 1974

~ (Dollars in Thousandsy —

Revenues | - $115,839

E:q:enses | $1164,386 -

Nec Income R o
| cingnmo S sam
- Rate of Return' S 1.23‘7.‘:'1 -

The following depicts PSA cash flow as set forth mv:jf |
Appendix 10 of Exh:[b:[t 5~A: ‘




A. 55160 eak

TABLE 2
PACIFIC SOUTBWEST AIRLINES

Cash/Worldn ital Position
*ﬁﬁzm 5=4)

: Wor Defined Dgf%ned
Cash ebt !
@%&:—' in. Thﬁ)

Balance 12/31/74 $ 9,500 $ 6,190 $73, 727 $86,176
- Depreciation - 1lst Quarter 3, 000 3,000 - -
Loss - Pretax/met (5,000)(1) (4, 600) ,(2,3’50)-~ -
Lease Payments (2,200 - = |
Debt Payments (2,000)  (2,000) = ' _(2,000)
$ 3,300 $2,590  $70,973  $84,176

Bank Loan 3,000 3,000 = 3,000
Balance 3/31/75 $ 6,300 $5,590 (2) $70,973 $87,176
Ratio - Debt to Equity: 1.23 to 1 3) | o

Required by Loan Agreement to avold default - $5,400,
Maximm allowgble under Loan Agreement: 1.25 to 1.

2
3

El; Based on January results, February traffic.

Assertedly PSA bad only sixteen and one-half days o:E world.ng :
cash available at the end of Janua::y 1975, as show:x in the following
table. ' , - . o
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TABLE 3
PACIFIC SOUTEWEST AIRLINES

Earnings and Cash Flow
(ExkIbit 5-A, Appendix I1)
Income (Loss) From

Airline Operations . Working
(Before Interest or Taxes) Cash ‘ Capital

August 1974 $ 629,000 $19, 584,000 $15“,1‘6_0",_QOO’ l_’i R
Septeaber 1974 (680,000). 16,393,000 . . 11,078,000 .

October. 1974 (1,284,000) 13,166,000 11 ,937, °°°ffa"':",f.}_:’
November 1974 (1,012,000) 13,178, ooo:;,‘/} 9,947,000 .,

December 1974 (788,000) 9,340,000 6,190,000

January 1975 (2,375,000) 5,746,000 (1) . 5,888, oooﬁfi]f -

February 1975 (estimate) (excess of $2 000. ,000)"

(1) 16-1/2 days cash ope:at::’.ng, expenses.-

The witness also testiffed that in addition to the temporary
elimination of L-1011 flights and elimination of the fourth stewardess
on 727-200 flights, PSA has also negotiated and obtained labor union
agreement to cross-utilize its employees, thus stabilizing employwent
levels; and has reduced the number of flights scheduled fn 1975.
According to the witness, PSA has taken the above Steps. to ‘maintaiﬁ
efficiency and reduce operating expenses. Further reductions’ in |
service levels assertedly would decrease PSA's value of serv:[ce to
the publ:l.c and not materially :anrease net revenuea. !
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The proceeding was reopened to determine, among ot:hcr t:h.ings, ‘
whether the deteriorating cash position of PSA resulted from use of
aixline working cash to offset losses of the parent cowpany's . |
affiliates, such as the hotel and. broadcasting operations, and whe::her,
O to what extent the operation of the large capacity L-1011 equipment
contributed to PSA's financial problems.

Exhibit No. 12 was presented by !:he financial witness in the
Teopened proceeding to show: (a) that non-airline expenses and -
lnvestments are excluded from test year operating results, (b) that
losses from PSA, Inc. subsidiaries are and will be fumded only from

non~airline operations to the extent such funding is required, ,
(c) that test year operating expenses do not overstate known contractual =
wage Increases; and (d) the effect on operating expenses resulting from
the acquisition and operation of L-1011 aircraft.

Exclusion of Non-Airline Expenses and Investment g

Exhibit No. 12 shows the manmex, :Ln which expenses common to
PSA, Inc. and PSA are cross charged between the parent company and its
affiliate. That exhibit shows that charges for administrative expenses
for airline operations are estimates made by PSA., The Commission staff
Yeviewed the PSA estimates and determined that the charges to PSA
for the year ended July 31, 1974 were overstated by $145,000. I?SA-
disagrees with the staff. '

Exhibit No. 12 indicates that: PSA has excluded from its rate’
base any assets which do not relate to Tegulated airline operations. y
Otber than for its subsidiary Pacific Southwest Alrmotive, PSA’
assertedly is precluded under its long-term loan agreements from waking
investments or advances in excess of an aggregate total of $2,000 000
and is precluded f:om malcing any advances for PSA Hocels, Inc.
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Flight training operations conducted with the same aircraft
used in scheduled airline sexrvice were excluded from the test year
operaling results of both PSA and the staff, . If both revenues and
expenses for such operations were included in test year operating
results, based on PSA's most current estimate of the amount of flight
training which will be conducted in the test year,, the following —
revenues would -be added- o , S o /

TABLE &
PACIFIC SOUTEWEST ATRLINES

Estimated Flight Hours, Revenues
For Flight Training Services for

1 75 Test Year

Annual Revenue
Type of Flight Pex Annual
Alzrcraft Hours Hour Revenue

727-200 1,370 $1,420 $1,945,400
737-200 1,050 1,032 1, 083, 600 -

Total 2,420 $3,oz9,poo

PSA's witness exp'.l.ained that the same number of aircraft
would be required for scheduled opexations whether or not ailrcraft
training sexvices are performed. Therefore, it is difficult to
estimate the incremental costs attributable to sireraft training
operations., The witness suggested that. Trevenues and expenses from
alrcreft training could be included fa test year operating results, ‘
thus simplifying that development. Lo e
Deterioration of Cash Flow .

- Exhibit No, 12 contains the following information with
respect to recent: transactions between PSA and its parent PSA Inc. 3
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TABLE S
PACIFIC SOUTBWEST AIRLINES

Summary of Recent Transactions with PSA, Inc
z+ Ows

Contribution to Capital of Alrlines | ,
by PSA, Inc. in December 1974 A $9,033

Payment to Airlines by PSA, Inc. In
Maxch 1975 B

Payments to PSA, Inc. by Afrline in '
Excess of Cash From Opexations 3,197

Net Benefit to Afrlines (A +B-C) - '$6’» 23€?:

The $9 mﬂl:!.on contribution of capital by PSA, Inc to PSA
was in the form of two 727-214 aircraft and spare engines, which .
formerly were under. lease by PSA, Inc.'s subsidiary Jetalr Leasing,
Inc. These aircraft replace two similar aircraft leased by PSA from
National Afrcraft Leasing Company, at a combined cost of $190,000 pex
month, Elimination of the lease payments assertedly help to- reduce
PSA's cash flow.

Included in paymmts in excess of cash froam opa:'ations to
PSA, Inc. by PSA in the above tabulation is $2,000,000 to repay short-
tern loans made in 1974 to acquire funds to repm:chase PSA stock from
the public. The purchase price of the stock acquired in that manner
- was $14 pexr share, substantially in excess of the current market pr:f.ce-
of $4.75 per share.

Also :anluded in the payments in excess of cash fro:n
operations, is appro:d.mtely $1,400,000 payment of Intexest or |

princ:f.pa]. on debenmres of PSA ‘which were assumed by PSA, Inc. \
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Acguisition and Operation of 1~1011 Adrcraft
A's financial witness testified that it is not possible to

eliainste the existing two L-1011l aircraft from its fleet. The witness
stated that PSA has leased the two L-1011 aircraft for approximately
15-1/2 years with the leases expiring December 31, 1989, These leases
are noncancellable except under the circumstances of the destruction
of the aircraft. The leases are leveraged leases with the full benefit
of Investment credit flowing to the owner-investor. The effective ,
interest xate undex the lease is less than 4.6 percent which assertedly‘
is a very favorable long-term financing rate. The witness testified .
that airline industry sources and PSA's own :anestigation indicate .
that currently there is not a market for L-1011 aifrcraft on a: 1ong-term
lease or purchbase agreement basis, For example, Eastern A:Lrlines has
: msuccessfully attempted to sell amy or all of its 1-1011' a:f.rcraft and
TWA bas grounded several of its 1-1011's due to low traffic demand ‘

The witness also testified that PSA has not been. success‘ul
in canceling acquisition of additional L-1011l's. The witness indicated
that negotiations are continuing with Lockbeed for delay in del:f.very
of aircraft No. 3 to the spring of 1976 and the cancellation of the
order for aircraft Nos. 4 and 5. An early conclusion of these
negotiations is not likely. Lockbeed has proposed that PSA a.ttemptl to
lease two of the aircraft to a foreign airline for a short term (such
as two years) and then take the aircraft into PSA's fleet at that time.
The witness stated that this proposal {s now being stud:[ed and contacts
are now being made with potential customers. : -

In response to the question concern:[ng tlbe amount of
excessive operating expense, if any, resulting from the use of L-10L1
alrcraft, evidence was presented to show that the opecating cost of
the L-1011 1s not excessive in relation to the avaf.lable seats which
are offered on each flight. The witness submitted the following
breakdown of the cost per hour per available seat for various cost.
couponents shown in PSA's 1975 projection in its Exhibit No. 4-A° |
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| TABLE 6
PACIFIC SOUTBWEST ATIRLINES

Cost Per Hour Per Available Seat / '
1-1011 Aireraft (297 seats) v 727-214 Alrcraft (159 seats)

- o Cost: Per Hour
Catepory Cost Per Hour Per Ava:[.la‘ble Sest
FL ations : . ‘
27-21, | $ 73% s4.62
1-1011 | 1,351 455
Maintenance,Parts and . -
Outside

727-214 | $ 161 st
1-1011 33 T1los

Passenge.r Sexvice -
Fl € Attendants

737-214" $ 111 . $.70
- 1-1011 221 74
Total .

727-214 $1,006 | $6.33

L-1011 o 1,885 634

The witness commented as follows with respect: to the question
as to the amount of excessive operating expemnse, if any, resulting from
the use of L-1011 alrcraft: |

As shown in Table 6 the L-lOll 1s equally as cost.efficientf ;
as the Boeing 727-214. There is no question that the quality of sexvice
offered by the L-1011 is superior to the Boeing 727-214. There is
greatex leg room; the seats are wider; there are two a:f.éles,# greater
head room, two abreast seating instead of three, a lower lounge, °
quieter operation, smoother' takeoff, ride, and landing, new :[nt:eriors,
and more lounge seating areas. For the same cost pex available seat,
the passenger is rece:f.v:l.ng & substantially superior serv:t;ce. The
econonics of any afrcraft is, of course, related to the passenger
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demand to cover the operating costs‘ of the aircraft. Clearly it takes
moxe passengers to cover the operating costs of the L-1011l than a
Boeing 727-214. The out-of-pocket break-even passenger total in 1974
was approximately 110 passengers per ﬂight: for the L-1011 on the
SFO-LAX route or a load factor of 37 percent. Bowever, w:’.th a load
factor above that level, revenue is being generated to ‘cover the costs
of operation which do not vary directly witk each and every fl:[ght.,
In anticipation that the break-even load factor would’ be higher for
the initial 1~10l1 service, PSA negotiated a utilization guarant:ee
from Lockheed which would gemerate revenue if the aircraft were not
fully used at first. Included in PSA's 1975 projection of operating
results (Exhibit No. 4-A) 1is $459, 000 of revenue from that utilization
guarantee, - '
The witness offered the following :estmy-wi:h respecc. to
whether acquisition of L-1011 aircraft was prudent and, if not,
“whethexr excessive operating cost and investment should be borne by
PSA stockholders rather than ratepayers.
PSA believes that its decision to acquire L-1011 aircraft
was prudent. PSA In late 1972 reconfirmed its order for five L-1011
aircraft with an option to cancel three of the aircraft with proper
_ - notice. The option to cancel aircraft No. 3 lapsed in May 1973. Im .
light of the very stxong traffic demand in the spring of 1974 PSA /
.confirmed the order of aircraft Nos. & and 5 and set del:'.very of the
three aircraft for ome each wonth in June, August, and November 1975.
Subsequent action delayed delivery of afrcraft No. 5 to Jume 1976.
PSA bas now given Lockheed notice that negotiatioms be undertaken |
for the cancellation of two aircraft and delay in delivery of the
third afrcraft. Nome of these aircraft, subject to negotiatians,
is included in PSA's test year project:l‘.ons. ' -
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PSA urges that based on the economic and competitive
considerations prevailing when the docisions were made, the
decision to order the afrcraft was a prudent ome. In Support of
that conclusion, the witness testified that traffic demand in late
1972 was improving and future prospects appeared good. Afr traffic
congestion was becoming more and more of a problem‘ reSulting in moxe
stringent traffic control procedures by the FAA. Opexational gat:e |
space at both LAX and SFO were at a premium with no early completi.on
prospects for planned future expansion at efther airport. United
Alx Lines, PSA's major.competitor, had introduced 747 service to the
LAX~SFO market as well as undertaking an aggressive marketing and
scheduling program on the LAX-SFO segment. United’s service resulted
in exactly duplicative wing-tip-to-wing-tip sexvice being offered in
competition to PSA. The L-1011 aircraft was offered for sale by
Lockheed at a competitive price and from the standpoint of flight
operations was judged by PSA's operationsl and technical management
to be superior to the DC-10 alrcraft. The projected fully allocated
break-even passenger level was 176 or a 59 pexcent load factor. -
Based on future traffic demand for 1974 and. 1at:er, those pa.sseuger
levels appeared to be readily achievable. ‘

An economic consultant employed by PSA presented in Exhibit
No. 13 traffic projections based on the historical grthh pattern of
PSA's traffic for the period from the mid-1960's through 1972, aud
compared those projections with the actual traffic handled by. PSA in
recent months. According to the witness, if traffic had continued to
increase on the same scale as the period Jume 1971 through June 1972,
the L-1011's would be required. However, actual 1975 traffic did not
reach the levels based on the 1971-72 projections, and based on
current usage, the level projected for 1975 will not be achieved
until 1978, The wit:ness testiﬁ.ed that the noml manufactxn.‘lng
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cycle for L-101l aircraft is 27 months, and that such lead time was
buflt into PSA's order. The witness stated that another comsideration
" in the decision to order L-101l's was the fact that competing airlines
were operating wide-bodied jets on some flights between SFO and' LaX.
The witnesses testified that based on historical traffic
patterns, use of wide-bodied jets by interstate airlines in the
SFO-LAX market, and the lead time to the delivery of the L—].Oll
a:l‘.rcraft PSA's decision to acquire L-1011 aircraft in 1971 was
sound. However, the witnesses pointed out that no economic forecaster
foresaw the energy problem resulting from the Arab ofl boycott, the
rapid acceleration in fuel prices which were passed on to the public
in higher airfares, nor the dowmturn In the national econoay.: The
result of those factors assertedly caused PSA's traffic to level off,
t:hus making the use of L-10l1 aircraft wmeconomic in the winte‘r-spr:[ng‘
light traffic period.
Reconciliation of Test Year Operatin;LResults
As heretofore indicated, PSA and the staff presented
separate estimates of airlire operating results for a 1975 test year.
PSA challenges the staff estimates on several gz:ounds.
A The following sets forth the staff's estimated results of -
' Operations, rate base, and rate of return for PSA for the 1975 test
year. | . .
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TABLE 7
COMMISSION STAFF

Pacific Southwest Airlizes
Estimated Results of rations

Year Ending Decembexr 31, 1975
Z'I'aELeE o:ETcE!STt-gi

Present
Fares '

PrOposed -Altemate
: Fares (1) '

Statistics
Pes ers.

Flight Hours

_Revenue o
Passenger
Beverage (\Iet)
relghe
zgage,’ Maﬂ, and Miscellaneous
, Toéal Revenue '

\ Exoenses
~Leased Aircraft

- Flying Operations
Direct Maintenance:

Maintenance': ‘Berden

Passan 2r- Sexvice
t Servicing

'Irdffic Sexrvi

Serv:tc Administration
: ns -and Sales
Advertisgg and Publicity
General Admin:[.st:at:!.ve
Depreciation
- Total Expmses
Income Before Taxes
Income Texes"
Net mcome
R4te Base -
0perat:!.ng Rat:io
P.ate of Rett:m

&
-7.6~

Based o exhibits submitted <
Fares recowmmended by staff,

6 350’-{1: 8,
57.5;‘}" . .97.5

$l 9 190 o
1 934* y
1 3-73-'" "

$ 5522

43, 321-

$138, 176

. 724',..
1,984
1,373

$152J257ﬂ

10586-1

& 672" '

7311‘

6 630
- 12,953" |

833

9,525 -

2 219

6.940 =
10 523

s 2,230

$ 2,230
$ 87,168

- 98,27,
2.67

$1za 9644;};"
724

1,98

1,373

$ 5 522 .
430321
10, 586
4,672
77311
06,6300

2 219;'-5,7.'_’7 o2
6, 940:"; e
10 529“ -

$ 20,721
$ 3 954._}

$ 16, 2767
- $ 87,168:.‘“; | j }
19 272 o
rich apph.cation -

% l..,749';;: .
$ 1 18*3;,_.;{;«'-

92.17: o
12 1/.
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PSA, in its Exhibit 4-A, addpced the staff's estimate of
passenger and flight hours for the test year for the development of -
its estimates of operating results for 1975. The following table
sets forth.the 1975 test year operating results, rate. base, and rate ‘.
of return’ developed by PSA under the fare structure proposed :Ln the
application. : : ‘ o
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TABLE 8
PACIFIC SOUTEWEST AIRLINES

Projected Operat Results - Airline Operations
Year Ended December 31, 1975

— R ey

Results Without Results With -
ProposedvFaxe“_ - Proposed Faxe
—_Increase Increase . .
. unts :Ln '.1‘ sands) -
Flight Hours i ' . 57,5 575 ,
~ Passengers = - 6,350 6,350 ‘
Revenue Passenger Miles | 2,016,570 2,016,570
Availlable Seat Miles 3 431 453; EE 3 431 453 e
load Factoxr . | 58.87-.'; o 58 8%
ileld | o 5.922£:~';-_-.- B 6,897¢5:‘;‘,;_ RO
Revenue ' T L B
assenger | ' $ 118 986,-‘
Bevegge (Net) "726

Freight: (Including Pending Increase) 2,052
gga%e Mail, and M:[scell%.neous 17575

¢al Revenue rrzr‘m
enses = ‘ R
glixcraft Leases o - S 664’- v

‘ Operations | DR 43 068 . .
Di‘rect and Indirect Maintenance - 17, 797

ﬁerService o 3235;__ R
'h'a.ffic Servicing . 15 157-’-_“ L ,
- Reservations and Sales _ 9,873

Ge:neral ang mggége ' T g %g N
To¥erest ~her L - (o
_ ~Total’ ExpenSes , SRR m RN A
Income (Loss) Before Taxes S8 (9,036 ¢ §
Taxes (Credit) - 48% o (4,336).
Net Income (Loss) | (4-‘59‘3)‘1}:?:‘_ S
‘Return Element . s @,53)
Rate Base - $ 102,530
Rate of Return S @smy
| °Pemt1na Ratto o 101 267. |
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The sbove table depicts. the estimated test. year dpeféting-
results relied upon to support the full amount of increased rates
sought in this proceeding.

There are several diffu-ences in the methods and assz.:mpt:ions '

upon which the staff and PSA have prepared their estimates of expenses
~ and rate base as set forth in Tables 1 and 2. In addition to the
differeaces in levels of expenses for various sexrvices and functions,
federal income taxes are developed on differeant bases. The COmission
staff has adopted the so-called flow-through basis, which reflects
taxes as would be paid by PSA giving effect to investment tax credit
on aircraft purchases and accelerated depreclation. PSA has adopted
the so-called normalization method, which does not give effect to
income deductions for tax puxposes for investment tax credit and
accelexrated depreciation. The flow-through method has been used in
priox PSA fare increase proceedings; the normalization method is used
by the Civil Aeromautics Board (CAB) in setting fares for :Lm:erst:ate
-airlines. . .

PSA also presented rebuttal Exhibit No. 10 which is d‘es:l;gned
to show the areas in staff estimates in which PSA believes undexr-
estimates or omissions were made. PSA attempted to show in t:hat
exhibit that corrections and adjustments sbould be made in expenses
for leased aircraft, flying operations, direct maintenance, passengex
service, aixcraft servicing, resexvations and sales, and deprecilation.
Some of the adjustments to the staff exhibit are predicated upon.
different methods of allocation of joint expenses, and others involved
areas where the staff assertedly has not used the most currem: _
expenses. PSA also disputed the mamner :{.n which the staff treats
gains from sales of aircraft in rate base. The following ’J.‘able 9
summarizes the staff data in Table 7 as adjusted by PSA. o
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Pmmc somm'r AIRLINES

Revision of Staff Est,imates Per Exhibit 10

Stafr Esbiméte COrréétiOns & Additions ' ' . B ' :
S AL Ir\ Expénseés & Rate Base Staft Hith Normalizﬁtion Staff Estimates
PrOpOSed Fares : RecOmmended by PSA ) OOrreotiOns . 0fv - A3 Reviséd
_{Table 1) (Exhibit 10) - “InCol, Lfe) IncOmé Taxes col. (3)+(41
(1) - (2). (3) »(U,
‘ : (Dollars 14 Thousands)

Total Revenue $142,257 ' su.z 257 o $142,259
Expenses - ' : TS ‘ : S
Leased Aircraft - $ 5,522 : - 8 5687 - -~ $ 5,667
Flying Operations 43,32, - 6 / 43,950 "
Direet Maintenance 10,586 NN 12,990
- Maintenance Burden h.672' - v - 4,672
- Passengor Service 2,311 o S ‘
Alrceraft Servieing
Traffic Serviocing 12,953
Servicing Administration 833
Reservations & Sales - 10,020
Advertising & Publiecity 2,219
General & Adninistrative 6,90

e
e teL Brpenses  STAVE5 A N
Income Before Taxes $ 20,721 C$129y, - $ 12,91,
Incomo Taxes 3,954 1,547 $ 4,652 6,199
Net Inconme $ 16,767 o $11,367 $(4,652) $ 6,115
Rate Base $ 87,168 $103,328 - $133,328
Oporating Ratio 88,2% 92,014 - 95.26%
Rate of Return 19.2% . 11,004 - 6,504
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Proposed Adjustments Based on a
Charpge in Historical or Base-Year

PSA suggests revisions of staff estimates in various -
categories of expenses to reflect a more recent base period than that
used by the staff, The use of the later base period assertedly would
result in higher expenses than for the base perfod used in the staff
study. The Commission staff has endeavored to reflect in the:t.r‘ test
year operating expenses the charges necessary to update base year
expenses, and revisions proposed by PSA in these areas are not |
required to arrive at reasomable results. PSA's proposed revisions
of the data in the staff studies based om use of a more recent '
historical or base period will mot be adopted.

Outside Training Activities

The staff exhibit contains allocations of certain categories
of operating expense designed to exclude costs assocfated with comduct
of outside training activities with aircraft and persomnel also used
in aixline services. PSA, in its Exhibit No. 10, urges that the staff
adjustments be revised because of alleged misunderstandings of the
personnel and operational requirements for such activities. The .
alternative to adjusting airline expenses to eliminate this activity
s to retain the expenses for outside training and include revenues
for that activity. The estimates of training hours and revenues for
the test year for outside training are set forth in Table 4. =

The inclusion of the revenues and operating. expenses for
outside training activities will eliminate the necessity to resolve
issues relating to proper allocation of expenses. for this act::.vity
and will simplify the determination of PSA's revenue needs in the |
test year. The test year operating expenses adopted here:.n reflect
the revenues and expemses relating to contract tra:l.ning with the use
of 727 and 737 aircraft; other winox train:.ng activities, i.e.,
training in the ¥S~11 aircraft are excluded. Flight hours are




A. 55160 eak .

adjusted to reflect PSA's estimate of addi.tional contract: training
hours in the test year and reduction of PSA'S internal ‘training.
Unit costs used in the developament of contract training expenses are
based on the same methods delineated in the staff's Exh.fbit No. 8.

Flight Crew Wages |

The staff and PSA have increased flight crew salaries in
the test year by differing amounts because the wage contract for this
class of enployees was under negotiation at. the time of the initial
hearings. In the reopened proceeding, PSA indicated that a settlement
had been reached with the pilots and presented evidence to show the ]
effect of the wage and benefit changes effective in the test year for
pilots and those estimated to result if a similar agreement is reached
with flight attendants. Exhibit No. 12 shows that the settlement
resulted in an increase of 13.66 percent over 1974 wages. Flight
crew wages are reflected in Flying Operations and Passenger Sexvice
categories. Expenses in the staff exhibit should be adjusted to
reflect actual wages to be paid in the test year to p‘:'.'lots‘;k n{o
adjustment should be made for flight attendants as the wage comtract
for that class of employee is st:!.ll under negotiation,

Afrcreft Lesse Expernse

PSA showed that the staff did not use the actual period
involved with respect to lease of certain aircraft. Lease expense
should be Incxeased by $145,000, additional depreciat:[on expense of
$56,000 should be deleted, and xate 'base should be‘ adj usted '
accordingly. !

- Maintenance | , .

PSA uxrges that two adjustments be made to the staff's test
year maintenance expenses. PSA's witness testified that recorded
maintenance expenses in the historical period undexlying the staff s
test year projections included a credit to mai.ntenance reserve w:[th
no related offsetting charges to expense for aircraft undex lease: in
the histo;ical pexiod to All Nippon Afirlines. '.'L’hose aircraft are

29-
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included in PSA's fleet in the test year. The eredit should be
eliminated from base yeaxr maintenance expense, as proposed by PSA.
PSA also urges an adjustment to base year maintemance expenses to
give retroactive effect to the current billing rate of $25. 00 per
bour for services performed by Pacific Southwest: Airmotive for its
parent. That adjustment also is appropriate.

The base year maintenance expenses determined in the above
manner should then be adjusted in the mammer descrn.bed in the staff
projections to provide for an 8.5 percent increase in labor expenses'
and a 7.35 percent increase in engine parts to an'i.ve at test yea:: .
expenses. ' S

Passenger Service :

The Commission staff has excluded from Passenger Service
expense the wage costs for the fourth cabin attendants in 727-200
aircraft, inasmuch as PSA has been operating those a:trcxaft with ,
three cabin attendants for reasons of economy. PSA asserts that fomer
staffing levels will be restored if a fare increase is granted
inasmuch as sexvice has degenerated as a xvesult of the reduction in
service. This revision will not be adopted because the Comissionl
believes that economies of this nature should be cont:[nued ~even' 1f
a fare :anrease is granted. '

Afrcraft Servicing

PSA showed that landing fees at Burbank were raised
effective April 1, 1975 by 56.25 percent, Test year expenses sbould
be raised by $79,000 to reflect that increase.

Traffic Servicing

PSA presented data indicating that the staff had not
reflected current remtal costs for term:!nal space at San Jose,
Oakland, Los Angeles, and Burbank. The amount shown in the staff
exhibic should be incxreased by $106 QOO to reflect current :;_en‘ts."_;' |
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Depreciation Expense and Rate BRase

Exhibit 10 contains a listing of various assets assertedly
omitted by the staff in its determination of depreciation expense
and rate base., Inclusion of those assets would raise test year
depreciation expense by $672,000 and would increase the average test
year rate base by $5,231,000. The assets are spare engines and parts,
electronic equipment, maintenance and test equipment, and’ leasehold
improvements completed or im progress. a:nd substantially completed at
the end of 1974. :

The. pr0posed adjustments to test yeax operating expenses
and rate base should be made.

‘ Income Taxes :

PSA urges that income taxes 'be computed based on- normaliza-
tion of the effect of applying accelerated depreciation and investaent
tax credit (so-called CAB method). This Commission has consistentlv |
used the flow-through method of computing imcome tax for ratemak:.ng
purposes. No basis for change from that method has been presented
which has not heretofore been considered by the Commnission. The

staff method of computing income tax on the so-called flow-through
method is reasonable. ‘ . Lo
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Adjustments to Test Year 0perat:ing
Results to Eli{minate 1-1011 Afircraft

We carefully reviewed the evidence adduced by PSA and the
staff with respect to operations of L-1011 aircraft. We believe
that the test year operating results which will be used as a basis _
for analyzing PSA's revenue requirements should be further adj usted
at this time to exclude the operating costs associated with the use
of L-1011 aircraft and that costs assoclated with the operation of
727-214 aircraft should be substituted therefor. -

Our determination to exclude L-1011 operating costs at
this time results from our desire to further evaluate the management:
performance in regard to all aspects concerning the L-1011 operation.
We do not wish to prejudge the matter in this interim decision.

Test Year Operating Results at Present Fares ,

Adopted test year operating results at present fares axe:
set forth in '.Ba.ble 10 belw. , -




' TAELE 10
PACIFIC SOUTHWEST AIRLINES

Eatimated Results of Operations
Year Ended December 31, 1
(Includes Contract Training Activity)

Colum 3 _

3 Present Fares =
Fares sWithout L-1011 =
Without - :F.H.on & Plane-s
1-JOl1 ~ :for-Plane Basis:
OB

Column 2
Present

Column 1-
Present
Fares
- With .
L=-1011

(000)"

[ TR T
"

: Reference

"

LU L L

Ttem

Statistics

Passengers -
Flight Hours

Reverme -

| 6350 6350
w0 eles

592807 o

. 19 to 120

P
Beveragasm:r?nn) .
Freight

Baggage, Mad.'!. & Misc.
Contract Tr

‘rotal Revexme

Leased Aircra.ft :
Flying: Operations
Direct Maintemance
Maintengnce Burden
Passenger Service
Adxcraft Servicing
Traffic Servicing -
Servicing Admin.
Reservation & Sales
Advte & Publicity
General & Admin.
Depreciation

Total Ibcpenae

I.8 Less 121 Income Before ‘raxes

Im:Ome 'raxes

I.& Less 123 Net Income

Rate Base

2,23 ¥18 Operating Ratio

1,98
1,373

51—2%720021.'1:

$ 5,667

45,675

- 12,450

Ly795
 Te29

64759
13,059
€33

Y 9y525

7,080

11,616

53

s:u9,19o :."_*{‘; |

1,98 i
1,106

2t '833

$ 4,028
12,024
o he993
77381&."
7,036
13,059 .
el
525

s “‘.:}_" =
777

) .
ro-

13,089

3119',1.90;‘:{,{ o
gt

‘; 1;.9‘3:5;.}5 __

e

a $ h,m?rl‘

k3v87L o

4r795 O o

76
6!759 o

97525 -

2,&9“-” ‘

$ [6033

$ 95,593+
100.5% - -

$ 1,77
$ 33,3204 o
98.6%

m. =125 Rate of Return IR

" System Avg. Losd Factor - 58.8% -

[Red Prgure]

26
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Colum L of Table 10 shows the estimated test year operating
results adopted as reasonsble herein, including use of L-1011 aircraft.

In Colum 2 of Table 10, the operating results in Column 1
are adjusted to eliminate operatfon of L-1011 airxcraft in the test
year assuming that the system load factor will remain the same
(58.8 percent). In Column 2, depreciation expense and rate base are
adjusted to eliminate L-1011 components owned by PSA; miscellaneous
revenues are reduced to eliminate the L-1011 utilization guarantee
from Lockheed ($267,000); lease expense is adjusted to eliminate two
leased L-1011 aircraft and two 727-200 aircraft are substituted:
therefor; and flight hours are increased to wmaintain the sawe number
of seat miles provided by use of L-1011l aircraft in the test‘: Yyear.

In Column 3, adjustments of Colum 1 are made to substitute
727-214 aireraft for L-101l afrcraft without increasing total seat
miles to the level avaflable with L-1011 sircraft. The effect of
substituting 727-214 for L-1011 aircraft on a plane-for-plane basis
is to maintain the same annual flight hours as shown in Column 1, but
to increase load factor to 6l.4 percent. In prior proceedings, we
assumed that PSA’'s optimum system load factor was 60.0 percent and
that any increase in load factor above that amount would: require the
scheduling of additional flight houxrs to maintain the number of
passengexs estimated for the test year,

We conclude that the total numbexr of passengers (6, 350 ,000)
estimated for the test year camnot be achieved by PSA unless it
provides the same number of seat miles as estimated in Column 1;
therefore, it is our view that Column 2 moxre accm‘ately represents
the test year operations of PSA without the use of L-1011 aircrgft

" than Colum 3. Test year operating results undexr preseﬁ.t fares .set
- forth in Column 2 of Table 10 are reasonable and are adopted for the
pu:poses of this proceeding- SR
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The adopted test year results of operations ‘unde'ri-pre'sent-_.
fares produce an operating ratio (after taxes) of'98.6‘percent'and
a rate of return of 2.1 percent. It is apparent that PSA's-common
carriex airline service Is operating only slightly above the break-
even point, and that if PSA should face any further major ‘economic
adversity, such as a further decline in traffic, furtherx fuel pr:[ce
increeses, or a settlement of labor conmtracts in an amount g:eater
_than projected in Table 10, its operations,will cease to be profiteble
in the test year. .
As indicated above, PSA, Inc. has incurred substantial

_operating losses from its hotel and broadcasting operat:[ons wh:[eh has
caused the pareat company to be in a very poor financial position.-
' The purpose of this proceeding is to focus on PSA'S common ‘carrier
‘airline operations to the exclusion of other operations conducted by
PSA's parent corporation. No &attempt is made herein ‘to determine- the
financfal status of PSA, Inc. in the test year used herein nor to
make PSA, Imc. whole. Our sole consideration {s to emsure that we
fairly and reasonably messure tle test yeaxr operating revenues, - .
expenses, rate base, and earning requirements of PSA's common carrier
airline services, and to provide reasonable and nondiscriminatory '
airlire fares for that service in the future.
Relief to be Granted | ' |

~ In Decision No. 81793—dated Angust 21 1973 in Application ‘
No. 53525, we stated’ |

"In our view, PSA should be perm:(.tted to earn the o
maximum reasousble rate of-return for the reasom
that it conducts the most efficient operations.
in its field, and, as a consequeace, Is the rate-
making carrier in the California corridor."

(Page 32.)

The record in this proceeding,contains substantial data which show
that PSA 1is not operating as efficiently as it has done : 50 in the I

past. In the further proceedings to be held in this matter we-intend -
to pursue our investigation as to whether PSA continues to be-the '
most ef‘icient" operator ia in tee Carrfornia corridor.

-28-
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The acquisition of the L-101l aircraft has been discussed
at length above. The financial effect of those transactions has been
enormous. In addition to the operating consequences of the planes
previously delivered, we note the $16 millfon in deposits: on P
undelivered aircraft which may be lost entirely, depending on the
outcome of PSA's ongoing negotiations with Lockheed. :

We are alarmed by the long term implications of the apparent
change in management philosophy umderlying both the acquisition of the
L-1011's and the corporate reoxrganization. We are told that ome of
the reasons for PSA's success has been its willinguess to do things.
differently from other airlimes, to inmovate. The expansi.on into
hotels and car rentals was apparently dome because the inters:ate
carriers were emgaging in such businesses with the encouragement of
the Civil Aeronautics.Board. We axe concerned that these decisions
are evidence that PSA may become "just another afrline"”, and, 1f so,
it then must expect to endure the financial fortunes and misfortunes
assoclated with the airline business generally. ‘

We cannot escape the conclusion that the greatm part of
the airline's fmmedfate financial problem is the product of the
parent's management. We question the prudency of the decision,
discussed above, to buy $8,000,000 of treasury stock. We believe
that such decisions are the reason that, in each of the last t_wo
years, PSA has paid to its parent more in d:[videndsﬂ than It has
earned. We conclude that such transactions ‘bave had a detrimental
effect on airline cash flow requ:f.rements
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All -of these circumstances taken together raise some -
fundamental questions with regaxrd to the appropriate regulatory
scheme for intrastate airlines. We are concerned that the
inefficiency of PSA results simply in higher faxes. We intend to
explore means by which one carriex's inefficiency can be offset by
another, more efficient carrier. We believe that this and future
fare increases should be granted with the understanding tha.t the
affected routes will be available to other carriers who are willing
to fly at the previously effective fares._ We believe that we tnust ,
consider changes in the nature and extent of our regulation of ‘routes
and fares, and we intend to institute our own :{nvest:t.gation :Lnto the
subject of airline regulation. '

In the meantime we are very much conce:ned with the
continued well-be:f.ng of PSA. We know that the next few months
represent peak months for air transportation in California, and a
possibility of utilizing the L-1011's. We believe that the totality
of eir.cumstances - the Inefficiency combined with the immediate peak
pern.od -~ supports us in awarding an interim fare increase of 6.5
percent, lower than the recommendation of the staff. We propose to
reevaluate PSA's position in several months, to determine whether
further fare relief is in order. We expect by that time to have
some resolution to the problem of the L-1011's, delivered and
undelivered, as well as the results of some of the propr:letexy new
marketing techniques alluded to by PSA's comsultant. -

Estimated Test Year Operating
Results at Authorfized Fares

Table 11, below depicts our est:l.mate of the em:ire test year
operating results under the interim fare increase of 6.5 percent.
Column A of that table is derived from Columm 2 of Table 10.. Columm B
of Table 1l represents the adjustments to Column A requ:’.red by a
revenue increase of 6.5 pexcent from. passenger fares. o |




'IABLE J.'L
PACIFIC SOUTHHEST AIM.INES

Estimated Results oz' Operations
Year Ended December 31, 1975

~ Column A .
Fy ‘ o ) PI'OBCRt ‘
: 4 T4 __ Fares - -

7* OOO),_-_‘ L ‘

Statistics - o SUN
“Passemgers . . 6,350
Flight Hours B 61..606.: -
Passenger - ° o $ll9,190:‘;:;:"
Beverage (Net) ' 24
Freight - : 1,984
Baggage,l(aﬂ&msc ) S 1,106
Contract Trairing L
, ’rotal Reveme | | $12 2"‘,0'33;,_ o

Leased.m-c:a:t 8 28
' k5y736'j .

Reservation & Sales

Advertising & Publicity
General & Administrat:.ve
Depreciation .

- Total Ebcpcnse
Income Before Taxes '
* ‘Income 'raxes
et Income
Rate Base
Operat:mg.Ratio'-
Rate of Return =
System*ltvei-age Load Factor.
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Findings ‘ SR o
: l. PSA is a passenger alr carrier providing service between
po:Lnts wholly within California.

2. PSA seeks a permanent fare increase which will produce an .
annual. increase in revenues of $19,956,000 or 16.45 percent. It seeks
an immediate interim increase in revenues in the amount recommended in
the staff report (Table 7) of $9,774 OOO or 8.2 percent. .

3. PSA and the Commission staff presented est:’.mated'results of
operations foxr a 1975 test year which were developed on- differeut
assumptions and methods. :

4. The differences between the test year estima.tes of operatingj ,
results presented by PSA and the staff have been fully discussed and:
resolved in the precading opinion..

. 5. The 1975 test year operating results set forth in Table 10
reasonably represent PSA's operations at present fares wunder the
differing operating conditions assumed thexein.

6. Operation of L-1011 aircraft should be excluded from test
year operating results pending fm':ther analysis i.n the subsequent
phase of this proceeding.

7. The wethod set forth in Column 2 of" 'rable 10 to eliminate
the use of L-1011 aircraft from test year operating results will be
reasonable, as it maintains the same annual average system load factor
and numbexr of available seat-miles as is estimated before exclusion ofl
the L-1011 aircraft. o _

8. The estimate of test year operat:!.ug results mder preseut
fares set forth in Column 2 of Table 10 is reasonable and is adopted
for the purposes of this proceeding. As set forth hereim, preseut
£ares would produce an opexating ratio (after taxes) of 98 & perceut
and a rate of return of 2.1 percent. That operating rat:.o and’ rate .
of retu:n demonstrates the need for additional reve.nues :Lu. the 1975
| .test year. - | A | '
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9. The Commission staff in its Exhibit 8 recommends that PSA
be granted a permanent fare increase which {s designed to produce a
rate of return of 12.10 percent, and an operating ratio (after taxes)
of 92.1 percent. That xate of xeturn is the same as that aﬁthorized
in the last gemeral fare increase proceeding (Decision No. 81793), :
the operating ratio is less favorable than tha.t authorized :Ln that
decision.

10. Table 1l in the preceding opinion sets forth test year
estimated revenues, expemses, income taxes, rate base, rate of returm,
and operating ratio resulting from a fare :tncrease of 6.5 percent.

The results of operations set forth in Table 1l are reasonable and
are adopted for the purposes of this proceeding. - .

11. Table 11 indicates that a fare increase of 6.5 percent would
result in an operating ratio (after taxes) of 93. 7 percent, a rate of
return of 10.1 percent, and a corresponding retwrn on‘equit‘:y of 11.46
percent. The foregoing operating ratio and rate of retwrn is in the
zone of reasonableness for PSA's airline operations and will not
provide excessive earnings. ‘ :

12. The fares resulting from a 6 S percent Increase over presem: :
fares (as set forth in Appendix A hereto) are justified and will be
Treasonable for the’ future. The fare intxease is $7,747, 000
Conclusions \ : \

PSA should be author:!.zed to establish the fares found
justified in the above findings on five days' notice to the Commission
and the public. In view of the demonstrated urgent need for ' 1
additional revenues, the effective date of this order should be the
date of issuance. The proceeding should be k.ept open for receipt of
add:‘.tional evidence as indicated above.
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INTERIM ORDER
IT IS OFDERED that: ‘ '

1. Pacific Southwest Airlines is authorized to establish the
increased passenger air fares set forth in Appendix A attacbed ‘hereto
and made a part hereof.

2. The experimental ninety-day promo!:ional fares authorized in -
Decisions Nos. 84139 and 84213 in Application No. 35474 shall be
constructed on the basis of the increased fares authorized in Order:‘.ng
Paragraph 1 of this decision.

3. Taxiff publicatioms authorized to be made as a- result of this
order may be made effective not earlier than five days after the
effective date of this order on not ‘less than five days not:ice to the
Commission and to the public. .

4. The authority granted hexein shall exp:Lre mless exercised
within ninety days after the date hereof.

The effective date of this order is the date hereof
Dated at: San Francisco | california, this 7%
day of : _lUNE 1975, - o L




APPENDIX A
Page 1 of 2

PACIFIC SOUTHWEST AIRLINES

Schedule of Present and Authoxized Fares

Present Fare
Route/Between Points “Excluding : lociuding
(Bither Direction) -~ Tax .2 Tax
San Diego ‘ ‘
Los Angeles, Burbank : L e
Ountario, Long Beack: $9.95  $10.75  $10.60. -
SanFrand.sco - ' . S Lo
Sacramento, Stockton | 995 1075 120,60 LIS
Fresno . i ' o
S_toclcton‘ . P95 0.75 . 10.60 L
Sau-amento 9.95 10.75 20260 X
Fresuo- o g
San Francisco 12.73 13.75
Los Angeles o :
Fresuo ' . 17.55
- Los Angeles/Burbank = - |
~ Ssn Francisco, Oa}d.and _ : -
San Jose : L 20.75
' Los Angeles 3 S
Long Beach o
. San Francdsco, Qakland, o :
~ San Jose 22.80,
Ontario : o :
' Sen Francisco Al 22.80
Los Angeles :
Sacramento
Burbenk/Ontario/Long Beach
Sacranento
San Diego
San Diego
San: Franedsco, Oakland
San Jose, Stockton -

San: D:.ego
Sacramento

San Jose .
Oald.and

Authorized Fare ~
Execluding : Including
Tax -

Tax T

"

N LT Y
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PACTFIC SOI_J'I‘HHE‘.S‘I" ATRLINES
Schedule of Present and Authorized Fares

Present. Fare : Authorized Fare
Route/Between. Points Excluding : Including Ebccludz.ng : Including
(Bither Direction) Tax < Tax Ce Tax -

Speea.al Fares-Midnight
ler lgghts Only

San Diego - |
los Angeles
San Francisco
- Sacramento
Los Angeles.
San Francisco-
Los. Angeles
Sacran;en_to
Sen Diego
' San Francisco

1. Children's fares at 50% of regular fares. |
2. Lake Tahoe fares are not included in this proceeding
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HDISSENTING OPIN'ION COF COM'IISSIONER ROSS

Fo:- years, PSA performed bm.lham:ly as a low-cost :.nnovator in
airline serv:.ce. Bu‘c reoen'cly PSA has made some ve:ry expens:we mstakes.'-sg
As a vesult, this Com:.ss:.on faces a pa:mful dzlemna If we refuse a 'f:_ ‘
rate increase, PSA may face banlmuptcy. If we ‘nke ra'ces, _we may be ‘.
asking customers to pay for management’s mstakes.‘ T | G
The. solut:.on, in pr::.nc:.ple, :.s to set ra'ces ;;ust h:;.gh enough to"f,"” . :
allow a well—managed alrl:z.ne To prosper. But the PUC”s current method of_f |
regulat:z.on provides no sure :Lnd:.catn.on of what that rate would be. ‘ S::.nce'.“\'j' -
we re..:crn.c‘c compet:.t:.on among the airlines we regulate, we- la.ok the only
‘real ev:z.dence of eff:z.cnency -—a market pm.ce. We don’t ::eally know o
whether the rate. hn.ke we - grant today is necessary, or whether :x.'c :.s more ; o |
than would result £rom open compet:.t:.on- ‘ | |
. - There is one sure way to f:.nd oL, We can a.'Llow othez- a:.z-l:mesﬁ I
to fly PSATs voutes :x.f they will oharge less than PSA"s rates. PSA of
course; wou...d have the same pmv:.lege. Compet:\.t:.on, no'c bureaucracy, W:z.ll .
decide who m.ll remain in the bus:mess and how much they w:ll charge- ‘,  o o
PSA grew up in & compent:.ve world, before the Leg:z. | “
allowed the PUC to £ix rat:es and exclude oompe‘c:;tors. If ::.t had not been “ 5 |
for that early era of compet:. n.on, Cal:.fom:.a s air market would probably}f‘ _._"7: R
! be domnated by the mterstate carrn.ers charg:mg ::-ates SO pemcent above '-
today’s .'Level. - Qur best course is to re‘cum to the pol::.c:z.es wh:;ch. gave
Cal:.forn:.a the lowest pmces and best semce :.n 'che nat::.on. A few
pr:.ncmples, in my v:.ew,-should(%gu:.de us. |

_ «Neither the FIC nor the customer c:an be an a:.rl.me s fa.uy . o

?
i
Y
l

9: ther. Th:.s Comm:nsszon has no duty o ra:.se rates 3ust because an
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airline is in financial trouble. Adrlines should be. allowed o make money
if they are run well and .'Lose money if they are Tun poorly. _ " .
«Adrlines are not inherently monopol:es. Un.h.ke some of the e

other businesses we regulate -- such as gas and electr:.c ut:.l:.tmes --‘
there is no reasen why any one f:x.m should have monopoly pr::.v:.leges.- :

Ic. would be socially wasteful to have 'cwo compan:z.es str:.ng:.ng electo:.c
lines from door to door. But’ there is noth:mg necessar:.ly was teful about
having two or five airlines fly:.ng the same’ routes. |

We should be encouragn.ng ¢o Jet:.tzonLnot suppressn.ng 1t. ‘ We |

have no more bus:.ness exclud:.ng qua:l.n.f:.ed a:.rl:mes from compet:.t:x.on 'chan

we would in restmcta.ng dry clea.ners, on steel manufacturers, or hot dog

To be sure, some a:.rl:me routes may suppox\t only one carrn.er.‘ e
But the best way o f£ind that out is o see whether other a::.rlmes w:.ll
compete at the go:.ng rate. | | |
- T would vote fo:c th:.s rate n.ncrease, smply on 'che basn.s of
PSA's :.rmed:.ate need, :.f th::.s Comm.ss:.on were comm.‘cted o a tho:r:ough
:.nvest:.gat:.on of the need for freer competa.t:.on. But w:x.thou'c a change :m
Commission pob.cy, th:.s ::.ncrease will Zbe Just another corporate we.'x.fare
check. ZEy | o | _‘ o _” -
) I hope this is the last a:.rl:me :mcrease we ever have to g'rant

smply on hunch .'L-- w:.thout any evzdence that 'che Job canno'c be done fo::-

Sanf.;Prancisco,‘CaJifornia - — “, Leona:r:d?oss R
June 17, 1975 - o : Comss:.one:: 1’ =
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D. W. HOLMES, COMMISSIONER, Concurring in Part and
Dissenting in Part-“ '

I concur w:.th the relief gs.ven in the order before us s:.nce*lﬂ“ ce
it is necessary to keep Pac:.fn.c Southwest A:.:r:l::.nes a v:.able B
element to serxve the Cal:..form.a pu.bl:.c- ‘

I concux with the opuu.on of my fellow Coma.ss;':.oners;, pa::— .
t:.cularly as it refers to the utz.llty s f:.na.nc:.al problems
Losses in the non—utn.l:.ty area have served to- szphon ca.p:.tal
and manager:.a.l resources amy from the A:.rln.ne. : 'rhe dec:.s:x.on of S
the holding company s management to purchase $8, 000 000 of
’I‘reasuzy stock was a :Elag::ant example of poor judgment, consa.de?- -
:.ng the A::.rl:me s need for cap:-..ta.l and the extremely expens:.ve
money ma.rket that existed a.t tha.t’tme. “

I further concuxr w::.th the :.nference that th::.s COnm:.ssa.on

will not make whole a ut:.l:.ty wh:.ch :.t regulates because of

burdens placed on it by :.mproper management of the holda.ng company“ _

which the Comm:.ss:.on does not regu].a.te.

C
W

D:Lssentn.ng

I d:.ssent to the words and t.he ph:.longphyeemtdd.ntthe
' vopem.ng paragraph on page 30 of th:.s order., I do not beln.eve

N ‘«‘:",'..r\-:_,' Cterst
. .
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that wé sheuld éonsider changes in the na.tﬁre a.nd e#ténﬁ c’>f~'v ou:r;"
regulat:.on of routes and. fares of n.ntrastate a:.rl:.nes :.n
California. The Cal:.foma aix tra.veler fl:.es the 1owest cost
miles of .any air traveler in the world. '.I‘h:.s is in part: because
of our intrastate a::.rl:.nes and in pa.rt beca.use of the system of : |
regulatn.on which the CaJ.:Lfom:.a Publ:.c Ut:.l:.ta.es COmma.ss:.on. has ~ ' )
’ evolved through the years. o Lo

The only\'weaJcness in our regulatbfy scheméﬂ is :.mmed:.ately
brought vto bear in this decision, a.nd that. n.s thatﬁe are ‘no’t"f‘x‘ “
able to reg-ulate the hold.:.ng compam.es which 5o v:rtally affect

their publ:.c ut::.l:nty subs;d:.a.r:.es. :

D. W. HOI.MES Comm:x.ss:.one:: .

Yo 4

| Dated at San’ Francisco, Cala.fornn.a,

June 17, 1975. W -~—--
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COMMISSIONER WILLIAM SYMONS, JR., Concurring in Part and .
| D:’.s_s'enting in Part

I conclude from cons:z.derat;on of the evidence in the Droceed:.ng
thus far, including the operating results adopted as ::ea.so-zab:!.c for the
Test year, that the staff's recom«.ndatzon of an 8.2 rercent :.ntenm |
increase in fares is justified. As to the lesser amount of 6 S percent
granted in this :.nter:.m order I would concur that the :mcrease :.s ‘
necessary and Just:x.fn.ed but do not concur in its suff:xc:.ency. Ha.gh
seasonal traffic even at these rates should allow PSA to operate thxough
the summex months. However, rates. should be des:.gned on a yearly bas;s
with profits dur:.ng' traffic peaks help:.ng to balance the low per:.ods. ;
Setting madequate rates for thzs summer could well 3.ead to the conpany
f:.nd:.ng itself in anem:.c f.nanc:s.al strazghts later this year and
consequem:ly in need of greater rate rela.ef than. presently is the case

I dissent from the opinion: where:.n :.1: :mel:.es any pre-gudgmem-\
on the matter of L-J.Oll purchase,,. '.ro Judge management dec:s:.ons by use’
of hznds:.ght instead of exam:m:.ng the dec:.s:.ons in l:.ght of :.nformat:.on
which was known or should have been known by management at the tme of
deczs;on, is Monday morning quarcerbaclu.ng of the worst type and a
destmct:;.ve, unfair method of regulat:.on for this’ Comsszon to follow., .

I further d:.ssent from the language conta:z.ned ::.n 'che Op:mzon |

on page 30, the f:mst paragraph. It se'cs up @ non-real "straw man" to ‘

knock down in suggestmg we are restrainmg compet;tmon :.tch:mg to get
at PSA"= routes. Oux appl:.catmon procedure has been open To. all who wa.sh

to f:xle in competi‘\:zon to PSA for the same fares or: :Less. "No- one has f:.led.
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The language has an S.mplieetion fob other airlines‘ in the state,

however, when it implies that we are adopt:.ng a policy that any part of
any route in the state is open to any‘ air camer who choses to file.

Our statutory zespons:.b:.l:.ty set forth :Ln. § 2739 of the A:.r Camers Act -
is to promote an "... orderly, effic:i.ent, economcal and healthy
intrastate passenger air network . ..".' We cannot use as the only
consideration a system wh:.ch favors the lowest fares between the magor
c:xtn.es other considerations, such as market assignmem: may be necessary
to promote service to less traveled communit:.es thus. promot:.ng a more

comprehens:.ve network of service for Cal:.fomzans

San Pranc:.sco, Cal:.fomla
June 17, 1975 .




