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Decision No. 84767 @ :a Q g:‘ ?AL

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CAIIFORNIA

Application of Pacific Southwest

Airlines for an exparte oxrder or plication No. 55160
expedited authority to increase ( d Amendment filed
its passenger air fares. July 8, 1975)

SECOND INTERIM OPINION

Decision No. 84544 dated Jume 17, 1975 in this proceeding
authorized Pacific Southwest Airlines (PSA) to Increase its passenger
aix fares by 6.5 percent on an interim basis. In the second amendment
to this application, PSA had requested a fare increase of 16.45 percent.

In the third amendment filed July 8, 1975, PSA seeks an ex
parte ordexr authorizing a further fare Increase of 1,92 percent designed
to offset recent increases in fuel prices aggregating 2.4572 cents per
gallon over the fuel prices underlying the economic data adopted as
reasonable in Decision No. 84544, The sought fuel offset increase is
designed to produce additional annual revemues of $2,441,000. The
specific fares proposed in the third amendment to the application are
set forth in Appendix A hereto.

The third amendment to the application contains the following
information In support of the requested interim relief:

Since the time of the hearing of said application, PSA
has experienced substantial increases in the cost of
aviation fuel. This inecrease in flying operations
expense apounts to almost $2,400,000 on an annual basis.
Such umanticipated fuel cost {ncreases were mot fore-
cast or taken into account by the Commission in the
results of airline operations adopted in Decision

No. 84544. The Commission stated in Decision No. 84544:
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"It is apparent that PSA's common carrier
airline service is operating omnly slightly
above the break-even point, and that if
PSA should face any further major economic
adversity, such as a further decline in
traffic, further fuel price increases...its
operations will cease to be profitable in
the test year.'

It is furthexr alleged that since the hearing of PSA's
general fare application, PSA has suffered substantial economic adver-
sity because of reduced passenger levels and higher fuel prices. PSA's
passenger traffic for the year ended May 31, 1975 (exclusive of Lake
Tahoe serxvice) totals 6,243,000 which is over 100,000 pagsengers less
than the total projected by Decision No. 84544 .for the year ended
December 31, 1975. This traffic deficiency equates to about a
$2,000,000 loss in revemme. Fuel prices have '‘continued to escalate
with PSA's major supplier raising prices om April 1, 1975 and on July
1, 1975 in the amount of 1-1/2 cents and 1-1/4 cents pex gallon res-
pectively. PSA has already absorbed over $300,000 of such increased
expenses and continues to experience unrecovered costs on & daily
basis. The above-~described cost increases from PSA's major supplier
were occasioned by an escalation In the posted prices of crude oil to
the fuel suppliers which, in accordance with existing contxracts between
PSA and its suppliers, resulted in an increase in charges by the
suppliers to PSA. The increased fuel prices imposed on PSA implicitly
are sanctioned by Federxal Energy Administration (FEA) regulations
which permit petroleum suppliers to pass on all increased costs to
customers whose fuel contracts have expired. PSA's fuel contxact with
its major supplier, Shell 011 Company, expired on Septembexr 30, 1974,
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In portraying the effect of the fuel increase and solely
for the purpose of this third amendment to the application, PSA has
based its analysis on the findings and conclusions of Decision
No. 84544 including the "Adopted Results of Airline Operations"
appearing in Table 11 of that decision. The effect of the fuel
increases on PSA's results of operations as adopted by the Commission
in that decision is set forth in the following table. The increase
in passenger air fares requested herein assertedly will result in a
rate of return to PSA identical to that found reasonable by the
Commission in Decision No. 84544, with an operating ratio of 93.8
pexcent.




TARLE 1
PACYIFIC SOUTHWEST AIRLINES
Adopted Results of Adrline Operations
Adjusted for Increased Cost of Fuel

Yea= Endiny December 31, 1975 —« Pro Forma
(000 omitted) .

PUC Adopted Increased PUC Adopted Effect of PUC Adopted
Resulss Cost Due to Results With Proposed Results With
(Cur:en.t.( ) Fuel Price Fuel Cost Paze Fare and Fuel,
Faroa) V> Tnerease Inereases _Inerease Cost Tnereass

Statistien 6 6 3.50 ‘ 6 350_
Pazzengers el ‘ _ ro 20"
Flight hours 612606 61,506 | 3 606

Revenue ‘ . S
Passeogers 126,537 s os2ua®  siz9,378
Beverage (net) 724 72k L TR -
Freight 1,98, 1,98, . 1,984
Baggage, mall & misce 1,006 _ L2006 - 1,206
Contract training 3,029 3,02 0

Total revenue 133,780 133,780

b=

Leased afreralt 4,128 Lyl28
Flying operations 45,736 48,03
Direct maintenance 12,024
Maintenance burden 4y993
Passenger service : 7284
Axerafs servicing 74036
Traffic servicing ' 13,059
Servicing admine 833
Reservaticas & sales 9,721
Advertising &

pablicity : 2,29
General & , ‘

administrative 64580
Deprocistion 1 T390 —10:739

Total expense 126,835
Income before toxes '6r9105-
Income taxes A2 209

Yot dacone (53
Rate base £3,320 83,320
Qperating ratio 93.7% 95.0%
Rate of retum 10.1% Sqﬁ
System load Zfactor 58.8% 58.6%

(Red Figure)
PUC Decision No. 84544, Table 11, page 3l.
Extibit C o Third Anendment to Application
Now 551.60.
Effective rate 30.84%. _
Compissions aad service charpge @ 2.61% of
passenger revenue = used in Decision
Noe 8L5kise '
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PSA i:eqdests that the fares shown in Appendix A be made
effective on two days' notice. PSA states that the relief requested
{s urgently needed to meintain the level of service mow enjoyed by
the California air traveler as well as to maintain the f£inancial
viability of the carrier providing such service. The third amendment
to Application No. 55160 was served in accordance with Commission
rules, and notice of the filing appeared in the Commission s Daily
Calendax. There are no protests.

Findings .

1. PSA {s a passenger air carrier providing service between
points wholly within California. |

2. In this application PSA seeks a perumanent fare increase
which will produce an annual increase in revemues of $19,956, 000 or
16.45 pexcent.

3. Decision No. 84544 1issued Jume 17, 1975, authorized PSA
to increase its faxes by 6.5 percent on an interim basis. The results
of airline operations adopted as reasomable in Table 1l of that
decision indicated that the authorized increase would produce a rate
of return of 10.1 percent and an operating ratio (after taxes) of
93.7 percent for & test year ending December 31, 1975.

4. PSA has recently incurred increases in the price of fuel
from its major supplier (Shell 0il Company). The weighted average
cost per gallon for all fuel used by PSA is 2.3402 cents greater than
the cost pexr gallon reflected in the adopted operating results in
Table 1l of Decision No. 84544. The increased cost including
California sales tax of S perxcent is 2.4572 cents per gallon.

5. Based on the data used in Decision No. 84544, the resultant
ammual increase in operating expenses is $2,377,000. A fare increase
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of $2,441,000 1is needed to offset the increased fuel costs, when
allowance 1s made for sales commissions of 2.61 percent on the higher
fares. A fare increase of 1.92 percent is required to produce an
annual revenue increase of $2,441,000.

6. The proposed fuel offset increase 1s designed to produce
only sufficient increased revenues to directly offset the increased
fuel costs currently experienced by PSA. As shown in Table 1 herein

the estimated rate of return and operating ratio for a 1975 test year
will be not more favorable than that found reasonable in Findings 11
and 12 of Decision No. 84544.

7. The proposed increased fares set forth in Appendix A are
Justified.

Conclusion

The Commission concludes that further interim fare relief
should be granted as provided in the order which follows.

SECOND INTERIM ORDER

IT IS ORDERED that:

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

2. The experimental ninety-day promotionsl fares authorized in
Decisions Nos. 84139 and 84213 in Application No. 55474 shall be
constructed on the basis of the increased fares authorized in Ordering
Paragraph 1 of this decision.
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3. Tariff publications authorized to be made as & result of
this order may be made effective not earlier than two days after the
effective date of this order on not less than two days' notice to the
Commission and to the public.

4. The authority granted herein shall expire unless exercised
within ninety days after the date hereof.

The effective date of this order is the date hereof.
Dated 8t __ San Teosine , California, this _ 5l
day of AUGUST , 1975.

Commissiensr D. F.: Holmes, being
Becessarily adsent, @14 nmot participate
in the disposition‘or this proceeding.
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PACIFIC SOUTHWEST AIRLINES
Schedule of Fares, Current and Pronosed

Proposed

Interin

Present: Authorized Fare. Proposed Interim Fare* Increase

Routes Between Points Excluding Including Excluding Including  Excluding
_(Bither Direction) Tax Tax Tax Tax - Tax

San Diego

Los Angeles, Burbani,

Ontario, Long Beach $10.60 $1L.45 $10.79 - $11.65 $ 09
San Francisco o

Sacramento, Stockton 10.60 1145 10.79 11.465 19
Fresno

StOthon 10060 uohs 10079 11.65 } -19
Oakland , ' '

Sacramento 10.60 1145 10.79 - 1165 19
Fresno . : ‘

San Francisco 13.56 1L.65 13.84 14.95 28
Los Angeles ‘

Fresno 18.70 17.84 19.05
Los Angeles/Burbank -

San Francisco, Qakland

San Jose 210 0.83 22.50
Los Angeles

Stockton 22.10 20.83 22.50
Long Beach

San Francisco, Qskland '

San Jose 2250 2430 22.92 275
Ontario ‘

San Francisco 2.50 2le30 22.92 275
Los Angeles ) |

Sacramento 22450 Upe30 22.92 275
Burbank/Ontaxio/Long Beach ‘ ,

Sacramento 25.37 : 25.88 27.55
San Diego :

Fresno 25.37 27.40 25.88 2795

Note: Children fares at 50% of reguiar fare.

* Proposed interim fares increased 1.92% over
present fare (rownded to the nearest $.05).

(Continued)
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PACIFIC SOUTEWEST ATRLINES

Schedule of Fares, Current and Proposed

Proposed
Interim

Present Authorized Fare Pro sed Interim Fare* Increase
Routes Between Points

_(Bither Direction)

San Diego
San Francisco, Oakland
San Jose, Stockton

San Diego
Sacramento

San Jose
Qakl.and,

Special Fares - Midnight
Flyer Flights Only

Sap Diego
Los Angeles

San Trancisco
Sacramento 8.80

Los Angeles
San Francisco 14.8L 16.00
Los Angeles
Sacramento 18.06 19.50
San Diego
San Franeisco .
Sacramento : .45 22.10 20.83

Note: Children fares at 50% of regular fare.

* Proposed interim fares increased 1.92% over
present fare (rounded to the nearest $.05).




