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Decision No. 85339 -----
BEFORE THE PUBLIC UTILITIES COMMISSION OF, THE S'IA!E' ,OF, CAI.IFORmA 

Application of PACIFlC SOUTHWEst 
AIRLINES for authority to' increase 
its passenger air £ares. 

) 
'Applicaeion No;, ,55:160 

(F:Ued,September',11~' 1974;" 
amended March' 7 and: ,20; ," 

and July 8' ~ 1975) ,', ' 

(Appearances are shoo;..m in DeciSion No. 84S44.) 

Additional Appearances 

Frederick R. Davis ~ for },j:r California ~ 
interested party.. ' 

Edw3-rd c. Cole~ for the Comm:tss1on staff. 

FINAL OPINION 

Pacific Southwest Airlines (PSA) seeks authority to increase 
• its passenger air fares by $l9 ~956~000 or 1&.45 pereent. 

Interim DeciSion No. 84544 dated June 17, 1975 authorized 
PSA to inerease its fares by $7,.747,000 or 6.5 pereent. Second Interim 
Decision No. 84767 dated August 5, 1975 authorized PSA to further' 

increase its :fares by $2,441,000 or 1.92 percent to offset 1nCreased~ 
fuel prices. 

Further hearing was held before Commissioner Bat1novich 
and! or Examiner Mallory on October 27 and ~tober 29 ~ 197'>. The 

application was submitted on November 12, 1975 upon receipt of, late­
filed exbJ."bits of PSA and the Coma:d.ssion staff. 

Evidence in support of the relief $Ought in the application~ 
as attended, was presented by PSA' s president> senior viee president­
finanee> assistant cOlllptroller , and a consultant. 
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A trausportat:ion engineer test:if1ed with respect to the ' 

results of operations study made by the staff. '!be' engineer 
recommended that the full- amount of the fare increase sought be 

granted. .. . 
Background 

Decision No. 84544 resulted from hear1ngs wbich considered 

tbe following matters: 
1. Whether non-airline expenses and investment are completely 

excluded from, the test year operating results offered in support of 
the sought fare increase. 

2. Whether the deterioration of ?SA r s cash flow' in recent months. 

resulted from use of PSA, Ine. ts funds to offset losses from. operations 
of non-airline subsidiaries of :£>SA, Inc. 

3. Whether increased test year operating expenses for higher 
wages overstate known contraet;:tal wage increases. 

4. Acqu.is.ition and operation of 1.-1011 aircraft: 
(a) Whether it is possible to eliminate =w~ 

existing L-10ll aircraft from PSA's fleet. 
(b) Whetber?SA was successful in canceling 

acquisition of additional L~lOll aircraft. 
(e) 

(d) 

The amount of excessive operating expenses, 
if any~ resulting. from. the use of L-10ll 
aircraft. . 
Whether aequisition of L-IOll aircraft 
was prudent and, if not, ~bether excessive 
operating costs and investment should be 
borne by PSA stockholders rather than 
ratepayers. 

Decision No. 84544 determined that non-airline operating 
expenses and fnvesemene were excluded from test year operating 
results ~ and that wages included in test year operating . eXpenses were 

not overstated. 
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o,ncern1llg 4cquisition .and operation of L-10ll aireraft;t 
Deeisi",n No. 84544 contains the following statements: 

''The PSA fleet currently consists of 26 a.ucra£t 
in common carrier service within the State of ' 
California. Ibe fleet is comprised of one 
727-114 wbich is leased from. Lockheed Aircraft 
Co%pOration~ twenty 727-214 f s which include one 
aircraft leased from Armco Boothe Corporation 
and 1:Wo aircraft leased from. National Aircraft 
Leasing Company three 737-2l4 t s;t and two 
Lockheed L-IOll's which are leased from Securi~ 
Pacific I.ea.sillg Corporation. The lease of two 
727-214:s from National Aircraft Leas~ Cocp~ny 
will expire in .June 1975. :two 727-214 t S 
CUl:rent1y leased to All Nippon Airways through 
Jetair Leasing will . enter the PSA fleet to· 
replace the two leased aircraft upon termination 
of the lease with NatiODal •. 

"PSA bas contracts with Lockheed Aircraft 
Corporation to take delivery of three additional 
L-10ll's, oneeac:.h in June, August, and November 
1975. PSA is negotiating with Lockheed to delay 
the November delivel:Y until early 1976 and to 
cancel the purchase of tbe two other L-10ll 
a.:i:reraft. 

"For economy reasons, PSA groT.mded one L-IOll on 
March 15, 1975 and the otlier on .April l~ 1975. 
L-10ll flights were replaced by 727 aircraft. 
• •• PSA stated that L-IOll flights will resume 
and the additional seats on 727-214's nll be 
replaced and full £l1$ht attendant staffing will 
be made at the ~-n-n' ng of the summer peak 
demand period.~ecord shows that the L-10l1 
airera£t will again be placed in service on 
.June 13, 1975." (Mi.meo. pages 3 and 4.) 
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''PSA's fi.Dancial witness testifi.ed that it is not 
possible to eliminate the exis~ two L-lOll 
.ail:cra£t from. its fleet. The witness stated 
that PSA has leased the two I.-lOll 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 invest­
men.t credit flowing to the owner-investor.. The 
effective interest rate under the lease is less 
than 4.6 percent which assertedly is a very 
favorable long-term. f1na.ncing rate.. The witness 
te5tified that airline 1ndustry sources .and PSA' s 
own investigation indicate that currently there 
is not a market for I.-lOll aircraft on a loog­
te1:tll. lease or purchase agreement basis.. ...... 

"The witness also testified that PSA bas not been 
successful in canceling acquisition of additional 
L-lOll J s. The witness indicated that negotiations 
are continuing with Lockheed for delay in delivery 
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. Lockheed bas proposed that PSA 
attempt to lease two of the aircraft to a foreign 
airline for a Short term (such as two years) and . 
tben take the aircraft into PSA's fleet at that 
time. '!be witness stated that tbis p::oposal is 
now being studied and contacts are now being ttlade 
with potential customers." (Mimeo. page 11.) 
'~e carefully reviewed the evidecce adduced by PSA 
and the staff with respect to operations of L-lOll 
aircraft. We believe that the test year operating 
results wbich wUl be used as a bas:Ls for ·analyzing 
PSA's revenue requirements should be further 
adjusted at this time to exclude the operat~ 
costs associated with the use of L-lOll a:freraft 
and that costs associated with the operation of 
727-214 aixeraft should be substituted~ therefor. 
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nCar determination to exclude L-lOll opera~ing 
costs at tbi.s time results from our desire to 
further evaluate the matlagement performance in 
regard to all aspec:s concerning the L-lOll 
operation. We do not wish to prejudge the matter 
in this interim decision." (Mimeo. page 25.) 

'''rbe acquisition of the L-lOll ai:rcraft: bas been 
discussed at length above. Tbe financial effect 
of those transactions bas been enormous. In 
addition to the O?erating consequences of the 
planes previously delivered,.we note the $16 
million in deposits on undelivered aircraft which 
may be lost entirely, depending on the outeome of 
PSA's ongoing negotiations witn Lockheed. 

''''We are alarmed by the long term. implications of 
the apparent change in managementlhilosophy 
tmderlying both tli.e acquisition 0 the L-10ll r s 
and the corporate reorganization. We are told 
that one of the reasons for PSA r s suecess· bas 
been its will~ess to do things differently 
from. other a1rllnes, to irmovate. '!he expansion 
into hotels and ear rentals was apparoently done 
because the interstate carriers were engaging in 
such businesses with the encouragement of the 
C:Lvil Aeronautics Board. We are concerned tbat 
these decisions are evidence that PSA may become 
rjust another airline', .and, if so, it then must 
expect to endure the fina:D.cial fortunes and 
misfortunes associated with the airline business 
generally." (Mimeo. page 29.) 
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Coucern:f.ng the operations of PSA7 Inc.. (PSA t S parent 
corporation) and its affiliates, Decision No. 84544 comments as follows: 

" ••• PSA7 Inc. bas incurred substantial operating 
losses from its hotel and broadcasting operations 
which has caused the' parent company to' be in a 
very poor financial position.. Jrae purpose of 
this proceeding is to focus on PSA r S cOll'lClon 
carrier airline operations to the exclusion of 
other operations conducted by PSA f S parent: 
corporation. No attempt is made herein to 
determine the financial status of PSA, Inc. in 
the test year used herein nor to make PSA, Inc .. 
whole. Our sole consideration is to ensure that 
we fairly and reasonably measure the test year 
operating revenues, expenses, rate base, and 
~ requirements of PSA' s common earrier 
airline services., and to provide reasonable and 
nonciiscrimi.Ilatoxy airline fares for tbat service 
in the future." (l".dmeo. page 28.) 

''We cannot escape the eonelusion that the greater 
part of the airline t s immediate financial problem 
is the product of the parent r S c.a.nagement. 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 two years. 7 PSA bas paid to 
its parent more in. dividends than it bas earned. 
We conclude that such transactions have bad a 
detrimental effect on airline cash flow 
requirements. It (Mimeo. page 29.) 
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Decision No. 84544 was interim. in nature and granted only 
partially the relief sough= in order that the Cormnissioo. could review 
PSA t s experience during its peak travel rJlOO.ths of June, July, and; 

August, and'to enable the Commission to be advised conc:em:tng further 
steps taken by PSA, Inc. to divest its uneconomical hotel and broadcast 
subsidiaries, and to determine th~ current plans of PSA concerning 1.1:$ 
L-101l aircraft. 

~r8tion of L-10ll Aircraft 
./ . PSA 1 

S fleet of aircraft includes Boeing 727 .and 737 equipoene 
and Lockheed L-IOll a:nd I.-loa (Electra) equipment. Decision No;. 84544 
concluded that the te$t ye1!JX operating. resul:t:s wb:tch were used asa 
basis for. analyzing PSA r s revenue requireoenes should be adjusted to 

exclude the operating costs associated with the use of L-IOll aircraft, 
and the costs of 727-214 aircraft should be substituted: in order that 
the Cottm1.ssiotl. could further evaluate all aspects ~f L-IOll operation 

in our final decision.. '!'be background COtlcernitlg the acquisition' ana 
operation of I.-lOll' ,aircraft is set out 1n Decision No. 84544 at 
mimeo.. pages II through 15. 

PSArs p~esident testified that since the hearings conducted, 

in the initial phase of these proceedings, PSA bas grounded the two, 

t-1011 aircraft now in its fleet and bas deferred the acquisition of 

three additional L-10ll aircraft for which deposits of $16"OOO~OOO 

have been made with I.ockheed Aircraft Corporation. Exhibit 14 sbows 
that PSA has offered its 1..-1011 aircraft to all cOlllmercial airlines 
using jet aircraft known to be operating anywhere in the world.. '!be 
witness stated 'tha:c there is an excess of wide-bOdied jet aircraft 

for sale in the world market and that no firm offer bas been received. 

The witness stated that in the event tbatit is not Possible;~ t~ dispose 

of the two L-101l t s 1JfJW in its possesSion, those aircraft would" be 
needed in PSA t S operations and would, be again placed· in ,service' in 
June 1976. 
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Evidence Re Subsidiaries 
PSA's senior vice president-fiaance eeseifiedWieh respect 

to PSA, Inc. rs plans for its hotel .and broadcasting subsidiaries.;. '!he 
witness stated that ·PSA, Inc. bas decided that it would dispose of 
.the broadcasting stations and hotels by February 28, 1976~ Therefore, 
it bas set up a. reserve to cover 'the expected losses !nvolyed in tbe 
di.sposition of such properties by that date. A loss of $6,189',000 is 
expected, which will involve a projected net cash outlay of".$2~067 ,000 
on the ~~t date of February 28:, 1976. 
Traffic Estimates 

A consultant employed by PSA and the Commission. staff witness 

presented estimates of passenger traffic for the year 1976. 
The consultant, in Exhibit 17, developed projections of 

passenger traffic between airport pairs on PSA' s routes based on 
historical data, economic conditions, .o.nd other factors. affecting 
air passenger transportation. Exhibit 17 shows that PSA carried 
6,386,000 passengers in 1974. The witness estimated that PSAwould 
cany 6,376,000 passengers in 1975. His forec:as.t for 197& is 
6,565,000 passengers, which includes' Lake Tahoe .and Long Beach-
San Jose/Oakland service on a full-year basis. 

The corresponding estimate of the Commission s~ff wieness~ 
AS set forth in Exhibit 23, is that FSA will carry &~55~ ,100 passengers 

i,n·1976. 
the forecasts of both witnesses indicate· that the continuous , 

growth of traffic in cal1forn1a bas ended, at least for the time being, 
and tbae 1976 passenger traffic w1l1 be at a level only about three 

percent greate:,1:' than that for 1975. 
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... Oper!Ft!!8e~;ficf~ie8 ..:: 
'The eonsul~ pl:&Sented data in Exhibit' 17 to' shOW 

the £oll~d.ng: 

1. Interstate carriers operating route segments in California 
wbich are competitive With PSA all show that their intra-California 
operations a:e conducted at a loss. 1/ 'l'bose carriers all meet the jet 

COtrlmuter fares maintained by PSA. !he interstate carriers.~ as a group,. 
assertedly 'Would require an. , average 40 perccntincrease'in fares to' 
reach the break-even point for their intra-California operations. 

2. The present San Francisco-Los Allgeles (SFo-LAX) jet eOClllluter, 
fare of $22'.50 (including tax) is substantially below corresponding 

fares maintai:c.ed' by other airlines for the, same flight segment lengths. 
!he yield of the SFO-LAX jet COtDmuter fare is &.67 cents per mile;" the 

corresponding yield of other air fares. range from. 11.52 to 13~17" cents 
per mile. ASsertedly the reason that the fare ,with the lowest yield 
can be maintained in the $FO-LAX market is that PSA is the most 
efficient air carrier of those compared ~ and that PSA :t:s, the fare 
setting carrier ill. that market. 

3. PSA is .an efficient' carrier compared with earriers,"regulated 
by the Civil Aeronautics Board (CAB). Statisti.cs compUedby CAB show 

that PSA is the most efficient airline with respect to (a) number of 
passengers per employee~ (1)) revenue passenger miles and revenue per 

, ' 

employee~ and (c) system. average amlual labor cost per emr>1oyee. PSA 
also reduced its number of employees in 1974 versus 1973 more rapidly 
than did any other airline~ when faced with declining traffic and 
higher energy and other operating costs.1.l . 

1/ The.air carriers ,in question are: Hughes Ai:west, Trans' Wor;d 
Airlines ~ United Jd:r Lines, Western Air Lines, American ,A:trll.%les,. 
and National Airlines. 

1:.1 Air califoro.i.a and other carriers operating intra-California: .. 
route segm.ents are iucluded in these comparisons. . 
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The foregoing data waS presented in response totbe" folloWing 
statements ,in Deeision No. 84544~ supra: 

"The record in this proceeding contains substantial 
data which show tb.3t PSA is not operating as 
efficiently as it bas done so in the 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 'Illost efficient' operator 
in the California. corridor.' r (Mimeo. page 28 .. ) 

"All of these circumstances taken together raise 
some fundamental questions with regard to the 
appropriate regulato:z:y scheme for intrastate 
airlines. We are concerned that the inefficiency 
of PSA results simply in bigher fares. We intend 
to explore means by which one carrier's ineffi­
ciency can be offset by another ~ more efficient 
carrier. We believe that this and future fare 
increases should be granted with the understanding 
that the affected routes will be· available to 
other carriers who are willing to fly at the 
previously effective fares. We believe that we 
must consider changes in the nature and extent 
of our regulation of routes and fares~ and we 
intend to institute our own investigation into 
the subject of airline regulation." (Mimeo. page 30.) 

Estimated Results of Operations - PSA 
PSA's assistant controller Set forth his projected operating 

results for the year ending December 31, 1976 in Exhibit 18. '!be 
following table summarizes PSA' s test year estimates of operating. 
results under interim fares and under the full aDlOan.tof increase 
sought in the app11catiou~ as .amended: 

, ' 
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TABLE 1 

PACIFIC SOTJ'!Ior.oJEST AI?LINES 

Projected Operati:lg Re:sults 
Year Eaded. December 3l~ 1976-

ooo·~ Omit.ted - Exe~t. for Pereentn e and Yield 
ZXbibit lS 

Fligllt ho\l%'S 
Passerlge~ 
Revenue pa.$$engor cUes, 
Av.ail.3b10 ~eat miles 
Load. factor 
Yield 

Revenues 
P~enger 
Bever~ (net) 
Freight 
Baggage, maU,. a:ld ~e. 
Flight trM n; ng (ou1:.$id.e) 

£xoense.s 
Airers.:tt leases 
Flying operatiO:ls. 
Direct and 1ndil"eet. mai:lte:la::lce 
P~rMrviee 
Aircraft,· servi.eing 
Tra£!ic . isexv.iei%lg 
~rvieitlg administration 
Reo.ervati01l:5 Mld. sale$. 
Advert1si:lg and. publicity 
Genertll. ~ adr:rlni ~trat1ve 
Depreeiation 
Interest. (net.) 

Income (loss) 'betore t.3Xes 

Taxes paid 

Net income (lOSS) 

ReturD. eletlent 

Rate b~: Fixed as:s.ets 
Inventory 
Uorking cash 

Rate ot return. 

Opera~ ratio 

Return on stocl".holde~· equity' 
-11-. 

Results ~thout 
Additional 
Proposed. 

Fare Increase 

'. S9~9 
6,565 

2.,066.,.,~ 
;3,483:,.24.6- . 

, S9.~: 
6.454~ 

S ,,.154-
50,301 
19,69S 

S.,772 
9',Zl3. 

14,.;232·· . 
852-

10,074-
'2.~626." . 
9,4/.$ . 
12y~6$ 

Zt3~. $13,9 .... 
S~,80Jr 

"0 

$, (5;S03Y .', 

s (3,430)', 
S 85,795 :,: .... 

998:' . 
4.,22>", 

s~ 91"716-,, 
C3~74~" .. 

102.46%, 
nega.t:Lvc' , 

ReS'Ul.tsWith ' . 
Proposed, . 

Add.itiow; 
. Fare'Inel:"eases, 

, . ·"·''59:~9-:· 
'6,56> .. ' 

2,066 .. 3~, " 
~,4S'3,.24b . '; ." . 
, ·'<::S9·;~·. 

·7.O'Y1l, .. 

$14$,650'::': .. , 
S2l.;'" 

2,,09~": 
. 1~016-.:~: . 
lr6S'l. ' 

. . $l.5l-,.26>.' 
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The' above table includes interest as an operating expense. 
This CommiSsion considers interest as a below the line expense a.nd~ 
therefore, interest expense should be excluded from. operating expense 
and net income upon which rate of return i.s calculated. 

Table 1 includes the operating expenses of two L-IOll 
aircraft for the mcnth of June 1976 and succeedi:c.g IXIOnths. 

Operating expenses also include t1:e most recent increase- in 

jet aviation fuel prices of Shell Oil Company, PSA's major supplier, , 
effective October 18, 1975 (E:xhibit' 21). Exhibit 22 is a letter from. 

Exxon Company~ USA, which states, in part, that upon expiration of 
PSAfs contract with Exxon on March 31, 1976, the price' of fuel- at 
Qakland. Wi.ll be "anybody's guess" and that to "predictfuture'prices 

is a hc?eless task". 
Test year estimates of wages include all contractual wage 

inC'.reases occurring in the test year, and PSA' s current offer for 
, ' 

those crafes whose contracts are now being negotiated. In sddition" 
test ye.n- wages and salaries for offi.cers and' nontmion employees are 

ino:eased 7 percent over 1975' wa.ges, to cover wage increases to' be 

granted to such employees to match the med:La.n percentage increases 
in wage contracts for union personnel. 

Federal income ~es in Table 1 do not reflect the full -

amount of the available investment credit car.r:ied forward £rO/ll.' the 
1974 federal :bcome tax return. It is PSA'S contention that the 
carried forward credit should be reduced by the amount of credit which 

wocld have been used in prior years if the full amount· of revenue 
1nc:eases bad- been granted to PSA as sought in prior fare applications, 
and. if no regulatory lag had resulted in the granting of such fare 
increases. A compatation of taxable income that was los~ t~ PSA 
because of regulatory lag and reductions from sought. fare levels is 

shstwn i:l. Exbibit 19. In that exhibit, PSA' s assis-tant controller 
developed that there would have been $32,351,000 additional taxable. . ' 
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1ncome~ the tax on which could be offset, :tn part, by available 
investment tax credit. If that income had been earned, $7 ,764~OOO 
of investment tax credit would have been used on prior income tax 

returns, leaving only $906~OOO for use as an offset against PSAfs 
1976 i:lcom.e tax liability... 'Xbis argument is nonsense ... 

PSA r s estima.tes :in Table 1 understate net income from airline 
operations to the extent that interest is included as an operating. , 
expense, and to the extent that test year income taxes do not give 
effect to the full amount of investment taKcredit from prior years 

, , 

which !os avail able as .an offset against its test year tax liability. 
Test Year Operating Results - Staff 

The study of the Commission' s Iranspox-~tion Division is 
set forth in Exhibit 23. The sttldy co~i:ls- the estitnated results 
of operations for PSA for the rate year 1976 under conditions, of, 
(a) including Loekb.eecl L-1011 aircraft and (b" exclol:Lng such, aircraft. 
!be stucly is based on the COl:pa:1Y's operations for the months of Jone, 
July, and August 1975 usiDg present routes and the LaI~ Tahoe service. 

the staff exhibit contains estimated results of operations: 
tmder fares ong-fooal 1y proposed in the £:!.rst amendment to the , 
cs.pplieation and under the higher fares proposed in the third amendment 
to the application. The staff exhibit states: that present fares 
?roduce insufficient earnings. The fares requested in ·the third 
amendment to the application (proposed fares) produce an estimated 
rate of return of 11.53 percent excluding L-10llaircraft operat~ 
expenses and rate base factors, aDd 7.50 percent l.nclud:ing L-10ll . 
operating expenses and rate base factors. The. corresponding ope%'sting 
ratios (after taxes) are 94.38 percent and 95.89'pel:'cent,respectively .. · 

, " . 
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. The witness concluded that the fares proposed in the third amendmerit 

will be reasonable considering the rate of return And operat:tng ratio 
authorized in PSA r s last general fare increase proceed:i.ng.1J' The' 
staff witness reconxnended that such £ares be granted. 

The follo~ ta~le depicts the staff's estimate of· operating 
results for a 1976 test year u:c.der fares rec:ommended for adoption by 
the staff witness. 

~/ The last general passenger fare increase granted to PSA was in 
Decision No. 81793 dated .August: 21> 1973 in Apl'>lication No. 53525. 
The fares authorized in that decision were designed to produce 
for PSA t s scheduled airline Ol'>eratio:J.S a rate of retUl:n of 12.10' 
~cent and an o~ating ratio (after taxes) of 88.47 perce:lt for 
the test year used therein. 
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COMMISSION STAr'""':' 

Estimated Re:5Ul~ or Operation 
Paei~e Southwest Airli-~es 

(Exhibit 23 - Table 2) 

Estimated Yea%" 1976., 
. Reguested· Fare~ * . 

Statistics 
Pas.5eIlgers 
night hours 

Revenue 
Pa.ss=ger 
Beverage (net) 
Fre!:ght. 
Baggage,. ma:il.,. aM Mise. 
Flight' trai,,1 ng 

Total 
E:toe.'"lSe5. 

Leased aircratt 
~ operation:J 
Direct. nuUntenanee 
Maintenance ba.rd.en 
Pas$e:cger serri.ee ' 
Airera:t:t ~e:iJlg 
Tratt:te suvieing 
Servi~ ad"., n1 ~trat:i.on 
Reservations and :5.81es 
Ad.verti~~and publicity 
Gc:I.eral 8:ld adminj ~ative 
Depred.at1on 

Total 
Income before taxes 
Income, 'taxes 

Income 
" 

Opera:t.:i:cg ratio 
" 

Rate l~r return 
Rate ba:"e 

* 

Without. ., , .' ~l:tth 
L-lOll I,..:.lOU,,: 

Aircraft. Aircraft 

.. 

S12,.~o:;.,.600 

$' 3,801,.000 

$ St302t606 
, '94..% 

J.;l..5i~ 
$ 7l,9~OOO 

" $: 5,.156,.000 
.51,.520;600': " 
lS,.250y OOO, 
4p9S2~800·, 
7 ,,676y<600 
e.,.m~m 

'1~,,781;900' " 
OOC,OOO,' 

9,.8:28l800· " 
2~808,,200: 
9',.202,..306' ' 

1l?250c0 '2! ", 
$1397.392'7500 

i' '.' .~' 

's S~42S;200, 

S' 2y'54~ooo 
S 6,.074,,200:, 

".%~,,' 
7~S~:,,~' 

$ 8O,.937;060:,~ '" 

Fares as ~ow:l on EJchibit A 
ot' Third. Amendment • 

, 
-l5-



. ~ :" .. -, 
" 

A. 55160 eak 

e -', ,. 
. -' 

" . 

, ' . •• 
Rebuttal EXhibit 2S contains acljustments to the data in 

staff Exhibit 23 which PSA believes should be made to correctly reflect 

operating results :in the 1976 test year. That exhibit proposes 

adjusttneuts to staff estimates as follows: 

TABLE l 

PACIFIC SO~T AIRLINES 

Adjustments of !ransportation Division Projection 
Year Ended December 31. 1975 

Description of C~e to Projection 
Without L-10l1 (Exhibit 23, Table 2) 

Overestimate of flight training hours and 
::evenues 

Aircraft lease expense for equipment to take 
place of two L-1011's eliminated 

Net change in flying o?Uations expense due 
to reduction in flight hours and 
October 1975 increases in fuel cost 

Net change in direct maintenance ~e due 
to reduction in £light hours and reflection 
of current maintenance cost 

. Reduction in maintenance burden expense due 
. '. :.to reduction in flight hours 

Net cbange in pas~er service. expense due 
to reCluction :tn flight hours and reflection 
of more representative cost data 

.. :. ·Reduction in aircraft servicing expense due 
. to reduction in flight bours 

Increase in depreciation expense for purchase 
. of additional 1.-188 and other misc.- . 

additions 
Total reduction in income before taXes 

(Negative .Amo~t) 

-l6-

Reduction in Revenue 
Or Increase in Expense 

$2,863;,000 

(359,000) 

784,000 

(113,000)· 

l,069,000 

(204,000) 

153,000 
$5',.549',000 

" .. 
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The staff t s late-filed Exhibit 29 comments onps.A,'s Rebuttal 

Exhibit 2.5-. 

One of the cbanges proposed in Exhibit 25 .. is the addition of 
OIle Lockbeed Electra (I.-188). The staff exhi.b1'C states that it was 
not informed of the .?cquisi'Cion of that aircraft p~ior to thebe.aring. 

The staff believes that 1£ such aircraft is :lecessary ~t should be 
i::.cluded in the test year operating results. The addeC! aircra.£t will r 

I 

be. required in the test year to provide adequate Lake Tahoe. service, \ 
and operat:i:cg results for the test year should be adjusted accordingly_ I, 

I 

Dep::eciation expense in Table 2 should be increased by $153>000 and 
ra1:e base sbould . ,be increased by $1;045,500. 

the pr~~cipal Cbange recommended by PSA is a reduction'in 
the number of flight hours ~d revenues resulting from. an alleged' 
overestimate of flight training hours and flight training ievenues. 

PSA presented evieence to show that ~bout 50 percent of :i.~s past 
flight training was conducted ~·ithB-737 equipment, whiCh type of' 
aircraft will be eli ar£n.? ted . from PSA r s flee't :Ln the tes,t year. 
Assc~edly recuction of flight training service will reduce test year 

reVc:lues by $2,863,000 and test year flight hours by 1,421. Test year 

expenses for flying operations~ :cain'te:c.ance, ,maintenance burden,. 

passenger servi<::e, and aircraft servicing wOl:ld bereducedbec.luse of 
the decrease in flight hours. Those adj usClents are reasona'i>le a::ld 
should' be made. 

PSA also proposed that the data. in Table 2 be revise::lto 
reflect the October 1975 fuel cost increase of ShelJ. Oil .. Co:apany. 
That increase amo~ts to $788,000 .mc.ually. that adjustment should 
also be made. 

-17-
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, 

Exhibit 29 contains an adjustment to tbe daea in Column 2 of 
I·. 

Table 2 to show the staff's estimate of test year operating results if. 
flight trafofog revenues are reduced by $2786~70007 flight, hoars 
reduced by 174217 and related changes are reflected in operating 
expenses. The tabulation set forth below contains the adjustment to 
Table 2 to reduce flight training flight boars 7 r~enues 7'expense$'~ 
the addition of a seconcl L-1887 and to increase fuel coses t»October 
1975 levels": 

", 
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Statistics 
Passengers 
night hours 

Revetmes 
Passenger 
Beverage' (net) 
Freight 
Bagg~ge, mail, and misc. 
Flight'training 

~enses.' 
~3sea aircraft 
Flying operations 
Direct maintenance 
Maintenance barden 
Passenger, service, 
Aircraft servicing 
'Xraff1c serviciDg 
Servicing. admiDi st::r:at1on 
Reservations., and sales 
Advert1s~andpub11ci~ 
General ana administrative 
Depreeiatio:l. 

Income before taxes 
Income taxes 
Income 
Operating ratio 
Rate of return 
Rate base 
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The adjustment of the staff test year estimates as shown in 

Table 4 is reasonable and should be .adopted .. 

The staff strongly disputes PSA's proposed adjustment to 
cover lease expense for two additional 727-200'5 to replace the two, 

I.-1011's excluded from the test year comp:Uation shown in Table 2 
(Column 2) and :in Table 4. 'l'be staff showed in Exlni>:Lt 29'tbat the 

flight boars per aircraft per day t.1SingPSA' s existixl,z. fleet under 

the annual flight hours in the staff estimate would approximate the 
same usage as PSA exper1.enced. in 1969. The staff contends that its 
estimate can be achieved by PSA and that any lesser usage ~ow.d 
indicat:e that PSA's efficiency is diminisbing. 'Ib.e staffrs estimate 
reflects :t'ea.sotlably efficien~ opera::LotlS) .and PSA r s adjustments to 

tbose data should not be adopted. 
PSA proposed ebat the maintenance costs shown In Table 2 be 

amended to reflect a bigher unit cost than the cost used by the staff. 
PSA contends that the staff estimates are based on 1974 data, and that· 
if more recent experience is used ~ the unit costs would be greater. 
The record does not clearly show the ClaInler in which the PSAadj ustment 
was calculated; taerefore, that adjustment w:tll not be adopted. 

Adopted Results of Operation 
!he operating results set forth in Table 4 reasotlAbly measure 

PSA I S operating. revenues, expenses, income taxes, net operating 

revenues, rate base~ and rate of return for a 1976 tes't year \mder 
fares proposed herein, and are adopted for the pUl:pose of this 
proceeding. !he resulting rate of retu:n of 9.39 percent is well below 
that found reasonable for FSA in prior fare increase proceedings. In 

addition, the evidence adduced concertUng. ~atiDg efficiency 
indicates that: PSA is the most efficient carrier in the Cali.fornia 
cOrridor,. although M:r california. is approaching pSA. As the ClOst 

effieient carrier in that corridor !>SA's fare structure sets· the 
pattern for all competing air carriers. Historically we have permitted 
competing air ca%riers to concu:r:rent1y raise their fares to the levels 
authorized to· PSA :£:c. order not to dilute the. revenue requiresnents· of 
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the fare setting (low cost) carrier in its principal markets.. Western 
and United will be granted similar authority to that granted PSA berein 
for jet commuter service,. by separate orders. 

'.the adopted test year operating results in Table 4· are based 
on elimination of 1.-1011 aircraft from test year operations. '!be 

current s~rvice offered by PSA docs not involve use of such aircraft, 
and the number of passengers estimated for the test year does not 
indicate L-1011 aircraft will be required. Test yw:operating results 
should be based on the most efficient aircraft in PSA f S fleet wb1ch can 
accommodate the passenger traffic estimated for tbat:. period .. "· 'Ibe most 
efficient aircraft: in PSA ts principal markets in the California 
corridor is the B-727 aircraft. 
Alternate Fare Structures 

In response to the request of the presiding. Coam!ssioner, PSA 
presented .an alternate £are struct.ure in Exhibit 24. PSAt s request: :in 
the amended application is to increase all fares by the same pereenta.ge. 
According to PSA, that type of fare increase distorts the relationship 
of fares between short-haul segments and long-haul segments and is not 
cost-oriented. !he alternative fare structure proposed in Exhibit 24 
assertedly gives effece to PSA t s operating costs in. that .. initially the 
fares are constructed by cocblning terndnal costs at each airport with 
cost per mile for flying op-eratiotlS. The fares so. developed were 
modified to provide the same fares between I..AX-BUR/SFo-OAK-SJo-SCK:. and 
betw'een LGB-ONT/SFo-OAK-SJO. Also:. all short-haul segments were placed 
on a parity (SAN!.LAX-BUR-ONT-I.GB; SCK!FAT-SFC; SftiF/SFO-OAJ.<). '!'he fare 
between 'P}.]'i.{/SMF was established on a parity with '!..IJ{/STIiE. The latter 
a1 ternat:e fares are lower than. orig:tna.lly proposed in order to 

stimulate traffic to and from. Sacramento. !be followi.ne table sets 
forth a c~ison of PSA'S fares proposed in the third amendment to 
the application and the alternate fares in Exhibit 24. 'l'be last two· 
colua:ltlS develop- the fact that each proposal will yield substantially 
the same total revenues, based on 197~ traffic est:tmates. 

." " . 
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TABLE 5 

PACIFIC sounr~'ES'r AIRLINES 

Revised Pro'OO:5ed Fares 
" (Exllibit 24) 

Fares ~i t...'t Tax Fare~ Without Tax Srstem Weighted Yield 
Routes Per 'l'hi.""Ci Revised Per Third. Revised. Per Third. Revised 

Short SeS!e."lt Amendment. Pro22sal Amendment Prol?£sal Amendment Pro'OOsal 
SANju.:l., BUR, 
ONT ~ I.GB; scKjr K!, 
SFO; SMl:YSFO, OAK $12.75 $l2~25 '$ll.Sl ' Sll.3/... S 1.6953;' $1..6289 

, ' 

tAX/PAT': 20.80 20.00 19.26 18·52 .1897 ~1S24,' 
FKr/sro: 16.30 16.00 15.09 l4-S2 .0S$l:' .086$, 
LAX-so:a:/sFO, 

12.,3102 SJC, O~ SCK 24.-60 25.50 22.78 23.61 12.760> ' 
I.G:a-om/SFO, 
SJC, OAK 27.00 26.50 25.00 24.-54 1.8)05 1.7966-
tAX-SMF Z7.oo 26 • .50 25.;00 

. ," 

~.4S47 '. 24.-.54., 1..45~, ' 
BOR-sMF 30.50 26.50 28.24 24-S4 .,3;361 ' .2920, 
!.GB, ONX/SMF ,30.50 ZJ • .50' 2$.24- 25.46 ' .194$' , '" .l754 ' 
SAN/SFO, SJC, 
OAlC, SCK .34-.35 ,32.00 31.81 29.6,3 3·741!1J 3.49l6· 
SAN/SMF 35.00 35.00 32.41 ,32.4J. .410~ 

,"':, . 

-410,3. 
SPJ'f/Fxt .30.50 .30.50' 28;..24- 28'.24- .0779 .om " 
SJC/OAX 8".00 6.6q 7.41 6.ll .oooj .000.3' 
mjuJr., BUR 
(No Change) 30.00 30.00 Z7.7S 27.78 .4~2Z .4:322:-

Total system weighted yield: $22.7979 
' , 

$22.7911' 
(before dilution) 

Calculation OMed. on :1llformation £rom: Exhibit lS, Page 12 of 12. 

(~a<inight i'lyer fares, are not ~ed !rom the amended. application.). ' 
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In a memorandum furnisbed to- the pareies:t the staff opposed 
the establisbnent of PSAfs alternate fare strueture:t .and proposed its 
own. 

'!he reasons for. staff opposition are set forth in· its 
memorandum. as follows: The fare structure in Exhibit 24 will lower 

most of the fares except for the fares between the Bay Area and 
Los Angeles International and Hollywood;.. :Burbank airports. It adjusts 

the !..os Angeles satellite airport aw::kee. fares so they are one dollar 

hi.gb.er than. the !.os Angeles International fares and lowers all the· 

. Sacramento fares except for. the San Diego-Sacramento fare. PSA states 

that these fares better reflect the costsrelat:£.ng. to each city pa1r. 
~ staff bas reviewed the costs for the San Francisco-Los Angeles 
International airports market and believes the 1976 total cost per 
passenger in this market will be $20.02. The third .amendment ·fue 
without taxes for this market is $22.78p 'I'h1s appears to be qa1te 

adequate to cover costs. The proposed fare of $Z>.61 seems excessive. 
Xbe staff memorandum states that it bas studied the fare 

Structure of PSA and believes. some changes should be made as follows: 

1. Some of the. Sacramento fares should be 
reduced. 

2. The Los Angeles satellite airport fares 
should approximate the dollar differential 
proposed by PSA. 

3. The !.os Angeles International to Bay Area 
fare as requested in tbe third am.endment 
is exceeding the cost of transportation. 

The s taf£ r s proposed fares are shown in Table 6. Those fares 
are compared to requested fares in the th:trd amendment to the 
aPPlication and P'SA's rev-'-Sed fares. The staffrs proposal retains the 
Los Angeles to Sacramento fare of $25.00:t lowers the Hollywood-Burbank 

to Sacramento- fare to $25.00, and adjusts the satellite a.i%ports. of 
I.oug Beach and· Ontario fares to be approximately oue dol~ higher 
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tban the Los. Angeles International fares. '!be Bay Area to Lo~ .. · Angeles. 
In~e:na~ional fare was increased to compensate for the revenue loss 
due to the fare reductions. This fare was increased to $23 .. 01. only 
23 cents above the third amendment fare of $22.78 and" 60. cents lower 
than PSA t S proposed fare of $23 .61. 

TABLE 6 

COMMISSION STAFF AND PACIFIC SO'C'XHWES'r AIRLINES 

Comparison of AI ternate Fare' Structures 

: Fares WithOut Tax : 
:. Per :PSA's..: Staff's :. 

,_~~ ______ ;.;;;.;:;.;;;,,;;;;;;;...~.,,-____ : Third : Revised c :·Revise<i : 
: Amendment: Proposal: Proposal: 

-24-

$11.81 $'11~34. $11..81· 

11 .. 81 
11.81 
19.20: 
15,;.09' .. 
22.78 
22.78 
25~OO 

·25.00' 

28~24 

28.24 .' 
31.81, 
32.41 
28:.24 

7 .• 41 
27.78. 

11~34: 

li~34 . 
18 .. 52:' 

14 .• 82':.' 
23~61··: 

11~81 .. 
11..:~· 

19':.26, 
. 15~09:., 
·23:.:01;:' . '. . . . "'" ... " 

23.~61.' 23~O:r'" 
24.~_ .•... ·24.:03~ 

24.~. '.' 2.5;;OO/~: 
24 .. 54:. 25..:00 
25.46 ..... 26.'02> 

",' 

29'~63 .... 
32.41 . 

28~24:" 
6~i{' 

27.78-: 
. " " .' 

. ,"., 

3l~'3l;:' 

32~41'" 
" ',' ,," ",' " " 
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The estimated systenweighted yield is similar for all three 
fare structures shown in Table 6; thus. the to:al revenue frOal each w111 
be approximately the same. 

At the request of the presiding CoClClissioner ~ PSA sublllitted 
late-filed Exlrlbit 26. That exhibit reads~ in part~ as follows: 

''Du:in.g the course of public hearings ~ the presid:tng. 
Commissioner specifically suggested tbat PSA give . 
consideration to the ins~itution of air service in 
major California markets at a discounted fare. 
'!'be purpose of such a program would be to ma!te air 
service available to many of those californians 
hardest bit by the inflat1onal:y spiral. PSA hereW 
res nds with a lan it believes meets and even 
exceeds the oa s set t e ~ss oner s re ues~. 
tll.tully, lot l.S approprl.ate t:o tna ere cOtxlment 

on the evolution of PSArs discount marketing 
strategies." (Emphasis added.) 

"Since the beginning of its SCheduled passenger 
operat:iotlS,. PSA' s management philoso,hy bas been 
to offer the lowest possible fares to each 
potential air traveler. This policy bas bad tbe 
ultimate result of providing to the'California 
public travelling between points in this State 
the lowest cost air transportation available in 
the COtlnt%y •. In 1974 and 1975,. for reasons 
outl1n.ed :tn PSA's exhibits and testimony in this 
proceeding, the airline experienced economic 
setbacks. The impact of the recession coupled 
with the fuel crisis was unprecedented and 
unfo:eseeablc. PSA's traffic growth decltacd 
alarmingly. Fo'r the first time in its history, 
PSA adopted severe financial austerity measures. 
In addition,. PSA for the first time filed tariffs 
that were intended to generate new· traffic by 
instituting a comprehensive discount fare program 
including a family fare~ gx'oup fare, Saturday 
excursion fare and a tour fare ••• 

"Certain of tbese fares proved successful for PSA, 
not resulting in si~ieant diversion cf full 
fare passengers or oilutiotl. of traffic. After 
further application to the Commission, the 
successful programs remain in effect. 
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" ••• PSA bas continued to x:ev:i,ew new marketing 
techniq~es. With the recent acquicitiou by PSA 
of 1,-188 Electra aircraft, flexioi1ity in 
offering new programs has been enhanced both 
from 4 legal st:audpoint and operationally. 
Based on the suggestions of the Coa:missioner, 
the following represents a marketing approach 
that PSA believes most nearly achieves the 
PUl:pOse of providing low priced air service to 
those cembers of the public who fn the past may 
not have bee:c. able to afford such transportation, 
while at too same tice reasonably protecting PSA 
aga~t self-diversion and revenue dilution. 

"PSA is prepared to initiate non-st~ service 
between San Franeisco and HollywoodI'Burba%l1< 
using Lockheed' L-l88 Electra aircraft, expand!ng 
as traffic warrants to the Los Angeles-
Sau Francisco market.. Such service would not be 
restricted to so-called off-peak times, it being 
cOllt~lated that two round trips per day would 
be offered at scheduled :imes convenient to tbe 
momi.ng and afternoon traveler. !'he fares 
offered for such service would be $20 (including 
tax) for passengers requiring reservations and a 
$17.00 (including tax) space available fare which 
would be limited to part:tcular segments of the 
CalifonU..a population; in partieular, those on 
fixed ineomes such as senior citizens. The $20 
reserved fa:e represents a discount of 25%, or 
three trips for the price of two;. Tbe $17.00 fare 
is equal to. the fare prevailing in the California 
corridor chree years ago (before tbe impact of 
recession). 

''PSA proposes that the foregoit1g program. be 
cOttlmeUeed in December, 1975, but no later than 
January 5, 1976, on an experimental basis for a 
I>er1~oQ of six ClOnths. During the test period, 
PSA through passenger surveys and other rc.on:i.toring 
techniques wi.l1 evaluate the financial imp"act and 
market acceptabUity of the program. Specifically, 
PSA would analyze the extent of the possible 
effects of di.versiou .. dilution or t.manticipated 
cost increases. . 
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''!>SA believes this concept will be successful 
!immcially and will benefit the public which it 
is intended to serve. If the program does achieve 
these goals, PSA will initiate expansion in the 
p:rogram to serve other points such as Sacramento", 
even if such expansion required the acquisition of 
a third Electra aircraft. With special reference 
:0 Sacramento, PSA is now studying A plan whereby 
stude.c.ts through high. school age who visit the 
capital would be entitled to one-half fare 
privileges,' whether or not the student is 
accolXIpaided' by an adult. Other sOldent dis<:ount: 
plans are under couside:ration as well. 

"Under the expanded p:rograms, discou:a.t fares will 
also be offered between Los .Angeles and Hollywood! 
Burbank on the one baud, and tbe Bay .Area points 
of San Francisco, San Jose and Oakland, on the 
other hand, as part of PSA's inereasing, service 
to South Lake Tahoe. Similar discount service 
would be provided non-stop between San DiegO' and 
San Jose tn coanectionwith PSA's Lake TahOe 
authority. Of course, the Bay Area and 
Sacramento-Tahoe segtnents would be operated on a 
closed door basis until Commission action on 
PSA IS. pending application for permanent 
Lake Tahoe route authoriey. 

rlIn conclUSion, PSA believes that the above strategy 
bas the ingredients that make a truly attractive 
package to the average COtlS1.lIller: non-stop- flights; 
prime t:Lm.e; at diSCOUl'lt fares with the assurance,. if 
necessary,. of reserved seats. Of course, ~he program. 
is not contemplated to be an i:mmediate financial 
success to :PSA. However,. with affirmative action 
by the Commission with respect to granting the full 
relief request:ed in PSA r s present pending fare . 
application,. PSA believes it would have the.resoUZ'ces 
to make the proposal a success." 

The Comm.f ssion is convinced of the need for special· reduced 
fares limited to L-l88 aircraft and directed to that portion of the' 
public which travels on a d:i.scretionaxy basis and which has l:ta:d~e<t· 
income for travel. 
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!'he order which follows ~'ill require PSA to establish 
discount £ares of $18.52 ($20 in<?luding t:ax). on a reservation basis 
.;md $15 .. 74 ($l7 including tax) on 8,· space available basis between 

'!.os Angeles or Hollywood/Eorba%lk" ok. the one hand',. and the Bay Area 
" ' ,.' 

points of San Francisco or San Jose or Oakl.a:ld, on the other Mud. 
After a six-month period PSA will be directed to advise the Co~sio:l. . .' 

whether the experimental fares M7C caused dilution or diversion of 
traffic from. the faxes and serviee otherwise applie.able, whether the 
exper~eal fares cover the avoidable costs of the additional. service" 
and whether unanticipated co~tS have been encountered in the sl.x-month 
period. Based on that info%'tXll1tion and the availability of L-183= 
aircraft, the discount fares will be reviewed'. 

The fare structure !u the third amendment and the a1ter.:late 
fa:re str.:xcture set forth in Table 6 were not developed in c01ltea:xplation 
of the initiation of discount. fares. the revised proposed fare 
structure provided in Exhibi't 24 should be approved. 
Fin.dings 

1. In the third amendment to Application No. 55-:1.60 PSAseeks 
to establish air fares higher than those granted on an interim basis, 

in Decisions NO$. 84544 and 84767 in these. proceedings. 
2. Evidence conce::tl.i:::g results of operatiOtl. ~d proposed fare 

levels was adduced by PSA and the Co~ss1on staff. 
3. The estimated operating revenues under proposed fares, 

operating expenses, i:lcome taxes, net operating revenues ,rate .. base, 
ra~ of return, and operating ratio' set forth i::l Table' 4 are reasons.1>le 
:Eor PSA f S ai.=1ine ope::atio:lS for a 1976 test yesr, and arC! ad,opted ·for 
the parpose of tbisproceeding. 

. .' . , 
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4. The adopted test year operating :results indicate that .PSA 
would experience a rate of return of 9.39 percent an~ an operat~ 
ratio (after taxes) of 95.27 percent 1JD.der the fares proposed. That 
operating ratio and rate of :z:-etu::u 15 less favorable than corresponding 
operating ratios and rates of return applicable to fare increases of 
PSA previously found reasonable by this CotOClission .. 

5. !'he rev1.sed prcposed f.:res in Exhibit 24 Crable 5) will not 
result fn excessive earnings for PSA's operations in the test year 
used herein, such fares are reaso::J.able, and the increases resultirig 
fro::o. the estab11sbment of such fares are just:r.£1ed. 

6.. ?SA should establish experimental discount fares usingL-1SS 
(Electra) aucra£t in conjunction with tae increased fares autbor...zed. 
Conclusions 

1. PSA should be authorized· to establish increased a.ir fares· 
fo~d reasonable above. 

2. PSA should be ordered to establish experimental reduced a1: 
fares usi:lg 1.-188 (Electra) aircraft between LAX/BTJR·,and SFO/SJC/OAX, 
to mo~tor the use of such fares, and to :z:-eport the results tbereo£~ 
as set :orth in the orcerwhich follows. 

3. ?SA should be directed to periodically report to the 
Commission the results of its efforts to divest its affiliated 

broadcast <m<! hotel properties.~ and whe!l such divestitu:e is 
. , 

completed, PSA sho-.Jld repo:e the fi.n3.llcial effect of those transactions 
on PSA,· Inc. 
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FINAL ORDER 

IT IS ORDERED tbat: 

1. Pacific Southwest Airlines is authorized to establish 
increased air fares as set forth under the columnS, entitled' '~ev!.sed • I • 

Proposal tf in ':table 5 ~ except that special fares for midnight flyer 
servi.ce 'shall be the mes shown in Exhibit A to the third amend.m.ent 

I 

to Application No. 55160. 

2. The temporary promotional tou:r fares· maintained .bY:Paeif1e 
Southwest Airlines shall be based on the increased fares authorized 
in the preceding paragraph. 

3. Within thirty-days of the establishment of the increased" 
fares authorized ~ Pa.cific SoutbtJest Airlines is :ordered-,. in cOt'lnection 
with its exhibit representation,. to provide a ttdn:fm,\:Im of two roand 

trips per d:J.y between LAX or BUR and $FO or SJc. ~r OAK at experimental 
fares of $18-.52 ($20 :tneluding tax) reserved space and $J5.74 
($17 including tax) space available using I.-las aircraft. 

4. Pacific SoU~..1est Airlines shall file with the Cor=ission~ 
after the initial six-month period:; a report showing: (a) the eco:lcmic 

impact of the experiClClltal £ares on PSA' s net revenues,. (b) ,whether 
such fares eacsc d11uti~ or diverSion from the full fares Qaint:a~ed 
by PSA,. and (c) the avoidable costs and fully diseributed costs' of 

providing the added service with L-l~ a:trc:-afe. 
5. 'Xttrl.£f pabl:teatiOt1S authorized to be Cl3.ce as a result of 

this orde= may be made effective not earlier th8n five days after the 
effeetive date of this order on not less ~ £:tvedays' notice to' the 
Co:nmission end to the pcl>lic. 

5. The authority granted herein' shall· exp~e unless exere:tsed' 
wi~b.:Ln clnety days after the date hereof. 
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/", 

7 • Pacific Southwest Airlines shall report to the CoDlDlission 
o~ or before March 31, 1976 whether the sale of affiliated.broadcast 
and hotel operations bas been completed and the financial: effect 
thereof on its parent, PSA, Inc. In the event the properties in 
question have not been disposed of by March 31, 1976,mouthlyprogress 
reports shall be made. 

!'he effective detc of this order is the date hereof,., 
Dated at 8m Fn..nci!eo- " Californ:La, this,' 13..1£ 

day of' JANUARY , 1976. ' 

>','"',".: .. ' 
"",'." 


