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CONDENSED COMPARATIVE STATEMENT OF EARNINGS

SIN MONTHS ENDING JUNE 30, 19061 AND JUNE 230, 19060

SIX MONTHS ENDIN

tEVENUES UNE 30, 1961
Passengers ST G S P o % w o+ 33,084,334
MAMEREGOEIPY: 5 v 7 & &% % ¢ & ¥ % & % 161,779

Public service revenues

—

946,663

Other R T R e S S 3 358,349

NE 30, 1960

33,018,432

128,758

-t

996,957

361,569

w

5,001,125
OPERATING EXPENSES 8 d e e W & e 5,085,155

E EAE AL
0,005,706

867,776

Operating income (loss) . . .

o

b W e @ 415,970
INTEREST AND OTHER EXPENSES . o ik o 168,279

"

362,070)

115,882

8 247,691

ESTIMATED FEDERAL INCOME TAXES T 128,800

177,952

248,535

NET EARNINGS (LOSS

o

118,891

COMPARATIVE OPERATING STATISTICOS

229,417)

SCHEDULED MILES FLOWN 188,124
AVAILABLE SEAT MILES FLOWN (in thousands b e 99,971
REVENUE PASSENGER MILES FLOWN (in thousands 47,793

(-]

REVENUE PASSENGER LOAD FACTOR R 47.8%
REVENUE PASSENGERS CARRIED . . . o e 207,386

3,144,170

120,085
50,174
41.8%

219,060
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PRESIDENTS REPORT TO THE STOCKHOLDERS, EMPLOYEES AND CUSTOMERS

The year 1960 may be looked upon ag transitional and a year in which major
effort waz devoted to building for the future. As previously reported to you,
the Company introduced the Fairchild F-27 turbo-prop aireraft in the latter
half of 1959 and the integration of these aireraft continued into 1960, with
the usual heavy initial introductory costs common to all new aircraft.

During 1960 the Company purchased and integrated eight pressurized
air-conditioned Martin 404's and disposed of five Martin 202 non-pressurized
aircraft. Consequently, with the exception of two Martin 202°s, now used only
as spares, the entire fleet is pressurized and air-conditioned, which has re-
sulted in increased revenue through improved acceptance of Pacific’s service.
To complete the modernization program a radar installation, now required
by the Federal Aviation Agency, was engineered for the 404's,

The Martin 404 iz a later model and & larger aircraft than the 202 and
is well suited to our needs. The earning potential is considerably improved
through greater passenger appeal of well-spaced luxurious full-sized seats,
pressurization, and larger freight capacity,

Under F.A.A. regulations five of these aireraft required complete major
overhauls before being placed into service and, in addition, all of our pilots
and mechanics were required to undergo costly extensive flight training and
ground training courses to meet the Company's and F.A A’s high standards
of proficiency. As a result of the continued integration of the F-27 into 1960,
the introduction of the Martin 404, with the attendant costly training pro-
grams involved, the Company ended the year with a net loss of $226,745.

Considering the above circumstances, the loss for the year may be
deemed reasonable as the training and integration costs of the F-27 and the
Martin 404 aircraft are non-recurring; and, I am most pleased to report that,
due to the substantially improved passenger acceptance of these aireraft, the
favorable results of the first six months of 1961 reflect the successful plan-
ning of 1960. During the period, which historically is not as productive as the

last six months, the Company had an operating profit of $415,970, in contrast
to an operating loss of 362,070 for the same quarter of the previoug year.

Of significant importance to the future earnings of your company is the
Class Mail Rate method of administering federal subsidy, introduced by the
Civil Aeronautics Board and made effective January 1, 1961, Based upon the
Company’s capital structure, this Class Mail Rate permits earnings as high
as 12.75% after taxes, but before interest expense. Earnings between 12.75%
and 159 are shared with the Civil Aeronautics Board on a 50-50 basis and
2569 of the earnings in excess of 159 may be retained.

Other advantages of the Class Rate are opportunities to improve sched-
uling for the greater development of traffie, according to management's best
judgment within the limits of our Certificate of Public Convenience and
Necessity ; forecasting future financial results with a greater degree of reli-
ability ; and virtual elimination of disallowances on a post-review basis of the
C.A.B. staff.

In view of the achievement of a profit in the first half of 1961 against a
loss for the same period of the prior vear; the completion of the costly reequip-
ment and training programs; the stabilization of mail pay under the Class
Rate; the increased earnings permitted on investment; and the normal sub-
stantial increase in revenues forthcoming as we move into our high-traffie-
producing seasons, coupled with a most determined cost-control program, your
management projects the year 1961 should result in the highest earnings in
the Company’s history.

1 should like to again remind you as an owner that Pacific Air Lines’
routes cover the very heart of the Pacific area, where the population increases
have been and are forecast in the future as explosive. Consequently, your
management looks forward with confidence to potentially greater earnings
and increased value of your Company.

Respectfully

JOHN H. CONNELLY, PRESIDENT




GROWTH

Throughout its entire history Pacific Air Lines has experienced dynamic growth.
The year 1960 was no exception. Substantial gains were recorded in volume of
business, both passenger and cargo.

In the past five years, total revenues have increased over 100 percent and
revenue passenger miles have increased 85 percent, These gains have been accom-
plished primarily through intensive development of Pacific’s permanently certifi-
cated route system.

In the yvear 1960 the Company also completed its re-equipment program and
is now operating a fleet of modern 44 passenger pressurized and air conditioned
aireraft, equipped with the latest in radio and radar installations,

The future holds every promise of continuing the rapid growth experienced
in the past. With modern equipment, good labor relations, well-trained and enthu-
siastic employees who have contributed so much to our past successes, your Com-
pany looks forward to & most successful future year.

1056 1960 Percentage Increase

MILESFLOWN. . . « « « + « « 4040000 6,653,000 i3]
PASSENGER MILES e 4 s o+ o« . BBILIT000 103,374,000 85
PASSENGERS CARRIED . . . . . 259,500 451,500 4
PASSENGER REVENUE . . . . . $3120900 §6,186,300 o8
TOTAL REVENUES . . . . . . . $5300,500 811,073,700 106
TON-MILES CARRIED:

Passenger . . . . . . . 5842700 10,907,000 93

P S S 96,000 197,000 105

COERD & 5 & 9 4 % v » 171,200 203,500 1
ROUTE MILES OPERATED . . . . 1,622 2,260 39
AIRPORTS SERVED. . . . . . . 24 26 4

AIRCRAFT OPERATED . . . . . 18 23 28

PACIFIC

RATES




Two significant developments occurred during the yvear 1960 which will con

tribute substantially to the future strength and stability of your Company

The Civil Aeronautics Board issued its decision in the Local Sere

ice Rate of Retwurn Investigation, August 26, 1960

The Board initiated this investigation in 1956 to determine whether the
rate of return or profit element allowed the local service carriers in the past
had been generally fair and reasonable and, if not, to determine a fair and

reasonable rate of return for the local service carriers as a cla

In determining the permitted rate of return for future periods, the

Board will use the actual capital structure of the particular carrier. The ra

to be applied are 5.5 percent on debl capital, wh i# all long term debt of

the carrier plus 75 percent of current maturities, and 21.35 percent on the

equity portion of the carrier’s capital structure, which is the sum of its com

mon stock, capital surplus and earned surplus, These rates are subject to an

overall minimum of 9 percent and a maximum of 1275 percent on tota

income taxes but before interest

vested capital, after applic:

The Civil Aeronasutics Board instituted proceedings in the Local

Serviee Cla Subgidy Rate Investigation

On December 1960, the Board instituted the Local Serviee Clas

Subsidy Rate Investigation for the purpose of determining whether it should

establish a class rate for local service carriers effective January 1, 1961.

In March, 1961, the Board ;uiuplv-‘l the Class Rate method of subsidy
administration for the local service carriers. Under this method the subsidy
receivable each month shall be a rate per seat mile flown, determined on the
basis of the average number of revenue plane miles flown per station per day

in the month, applied to the total seat miles flown in the month
M

The permitted return on investment, above, is implemented through the

class rate with two significant improvements. A profit sharing feature is

added, permitting a carrier to retain a return on investment, after appli

income taxe n excess of 12.95 percent on total capital, The carvier may

retain 50 percent of its e ngs between its caleulated differentiated rate

and 15 percent and 25 percent of earnings over the 15 percent Jevel. Th

excesses are refunded to the Board, except that they be offset by any

earnings deficiencies in the two preceding calendar years, beginning after

lanuary 1, 1961

The class rate provides for automatic adjustment of subsidy for new
i

routes, equipment, and financing. Contrary to the many uncertainties involved

in the former method of subsidy administration, the class rate permits man
agement to conduct its operations with current appraisal of the anticipated
final results and with a greater degree of control than has been heretofore
]DI“MI'!I!'

31,
received and it has been receiving mail pay under the class rate since Janu-
ary 1, 1961

1960, has bees

All final mail pay due the Company as of December



ROUTES

Applications on file with the Civil Aeronauties Board, as shown on the map, are designed to improve and strengthen
the present system and provide a service required in the public interest,

Oral Argument has been heard by the Civil Aeronautics Board and a final decision is expected soon in the Pacifie
Southwest Local Service Case. Application was made herein to extend our present route to Reno, Nevada, and San

Diego, California, and to add the cities of Fresno, Long Beach, Inyokern, Ontario, and Palm Springs, California

Liberalization of operating restrictions was also requested so as to authorize non-stop flights between San Francisco
Oakland and Los Angeles/Burbank, California; San Francisco/Oakland, California, and Las Vegas, Nevada; Los
Angeles/Burbank and Sacramento, California; and Burbank, California, and Las Vegas, Nevada. It is expected the

Board will issue final decision in this case later this year.

Hearings have just been concluded in the Southern Rocky Mountain Area Local S reice Case. This case was
instituted by the Board to consider the local air service needs of communities in California, Nevada, Utah, Colorado,
Arizona, New Mexico, and Texas. The Company has filed numerous applications in this case. Decision is not anti¢i-
pated until late in 1962 at the earliest.

Other route applications filed with the Board, but which have not been set for hearings, include application for
authority to serve between Portland, Oregon, and Seattle/Tacoma, Washington, and between Medford and Port-
land, Oregon.
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PACIFIC

A\ll{ IJIN].:S’ INC.

BALANCE
SHEET

PACIFIC

AlIR LINES

ASSETS

CURRENT ASSETS:
Cash .

Accounts rerei\'able'
United States Government : Mail, passenger and other
Refundable federal income taxes (Note B)

Traflic and agents

Miscellanecus, less allowance for possxble Io.sses (1960 810 000

1059—83,678)

Inventories of materials and nupphcs at approxlmate cost. not in

excess of market
Prepaid expenses .

PROPERTY AND EQUIPMENT, AT cosT:
Flight equipment—pledged under notes payable

orCnsMnEx 31 1960

waCEMnEn AL 199

Ground and other equipment .

Less—Accumulated depreciation and amortization

Construction in progress ’
Deposit on purchase of flight cquipmcm .

INVESTMENTS, ar cost

FUNDS SET ASIDE FOR REPLACEMENT OF FLIGHT EQUIPMENT

DEFERRED CHARGES:

Route extension and development expense 5 »
Pre-operating cost of new flight equipment, less amurtnmtmn

Other

i e
.« $ 226,753 $ 577074
1,112,745 584,677

205,000
446,02 431,022
5 % 100,177 73,858
465,262 272,496
. 201,637 244,179
2,848,386 2,183,306
9,520,000 9,288,267
937,431 850,654
10,457,431 10,138,821
3,049,520 3,549,040
7,407,911 6,589,781
51,45 14,831
9,694
7,459,856 6,614,306
. 9,414 4321
. 43,767
68,436 57,584
76,666 94,070
10,545 11,769
155,647 163,423
£10,473,303 £0,009,123




LIABILITIIS

sacEMpen Al 1960

DECEMBIN S 1959

CURRENT LIABILITIES:

Notes payable—current instalments . . . . . . . . . 0§
Accountspayable. . . . . . N S S e N e
Taxes collected or withheld fxumulhuw St & SR R &

Accrued expenses 2 8 ’ -
I'ransportation mld not vet uw(l or refunded
Estimated federal income taxes (Note B)

LONG-TERM DEBT (XNoTE A) - . b B ok

PROVISION FOR FEDERAL INCOME TAXES OF FUTURE YEARS

STOCKHOLDERS' EQUITY:
Common stock :
Authorized, 40,000,000 shares of 50¢ par value per share
Issued, 671,410 shares . . .
Paid-in surplus N 5lia -
Earnings retained for use in t}u Im\m- 83, per accompanying
statement (Note A)

110,455

125,296

£ 663,000
1,148,961
150,439

4,448,742

2,673,303

4,310,128

4,436,300

59,454

44,142

1,072,950

335,705

2460

5

1,273,349

1,654,979

1,855,378

59,009,123




YEAR £N0I0 DpcEMnEx 51

1960 1949
e e
OPERATING REVENUES:
PEIREE-» &b o ¢ 2 ¥ B i s s By v i e eIy $05,764,854
Mall o o o . RIS S o A R VR R 149,993 134,919
Charter and contract npcratmnn e e A W d gy R W R e ok B om w R e 667,905 655,128
Express, freight and excessbaggage . . . . . . . . « « + « + . 138,582 124,644
T 30,257 26,164
7,173,004 6,705,709
PEDERALSUBSBIDY + ¢ ¢ o + 5 & o s s 5 5 s s » 3 = 5 v % » s 3,900,697 2,506,588
11,073,701 9,212,297
OPERATING EXPENSES (NoTE €) :
PIvInE oo o o & 55 % % 3 % 3 = & % & ow w K ¥ s kg @ 3,351,219 2,789,462
MMBIRORIEE & v & v 4 % K ¥ oa v e B ok e e ow b P o ow e ¥ 2,867,977 2,039,088
Passenger service . 6 A A A ow ow WA M o ¥ e 561,358 426,630
Aircraft and traflic serv icma' < ‘iole l-. T - RO R S 1,974,661 1,664,414
Promotionandsales (NoteE) . & « o+ ¢ o & o o« 4 4 o s o o a 1,060,727 831,500
Generaland administrative . . . . . . . . . . ¢ o o o o« . . 813,841 536,023
DOpteidtion « « + + & % % » & om % B ® om s s ow K A & e 3 732,210 665,495
11,361,883 8,952,412
OPERATING INCOME (LOSS) o A W oeoe WS s e R B S e b (288,182) 259,885
OTHER INCOME AND (EXPENSES):
Interest . . & aOA e e e (279.,723) (183,982)
Amortization of rnute exlensmn and de\'elopment expenses and
pre-operating costs . . . i ok s eow O B R e E (33,198) (17,558)
Net gain (Joss) on dupmltion uf nmu AT R T R 55,915 (7,083)
Other,net . . . . o 5 % g W B e BT B M & w YW (8,244) 412
(265,250 ) (208.211)
STATEMENT (553,432) 51.674
OF ESTIMATED FEDERAL INCOME TAXES .| . . . . . ¢ ¢ 4 « o o & = (31,611)
FEDERAL INCOME TAXCREDIT (Note B) . . . . . + « 4 v v « « « 326,687
EARNINGS NET EARNINGS (LOSS) FOR THE YEAR (NoteC) . , . , . . . . (226,745) 20,063
SPECIAL CREDITS (NET OF FEDERAL INCOME TAXES TIIEREON)
Retroactive subsidy for 1959 . , . o 26,346
Exeess of insurance pnxeeds OVer Carry mg \alue of amcraft de;stroyed ol @ 43,767
Amounts provided in prior years for unredecmed passenger tickets
determined to be in excess of vequirements , . . 8w W e 8 12,000
EARNINGS RETAINED FOR USE IN THE Bl'\‘lNEhﬂ'
BALANCE, BEGINNING OF YEAR e ERE LEE S 1,273,349 1,197,519
BALANCE.BNDOERYBAR : i v ¢ ¢ 6 4 © « » & & & & o « o $ L2980 $1,273.349




NOTES TO FINANCIAL STATEMENTS

NOTE A:
Notes payable at December 31 1960 consisted of the following bank
loans :

514 %, payable in monthly instalments

of $38,550 to February 1969 23,875,650
5149, payable in monthly instalments
of $16,700toDecember1968 . . . . . « + 4 ¢ o 615,000
6%, payable in monthly instalments
of $5,583 to July 1967 . . . 2o e e e 441,083
614 9%, payable in monthly mstalments
IR GIT I OctaberiBBE ¢ & o U o W e § e F o e ow 209,766
Total secured loans W e e e v RIAEEN0
64 %, payable January 12 196l unnecured & e N S0 TE a8 350,000
$5,492,399

All of the Company's flight equipment is pledged as security under chattel
mortgages for the secured loans.

The Civil Aeronautics Board, under agreements dated November 17 19568
and May 9 1960, guaranteed 90% of the principal amount and 1009 of the
interest on the 5% % and 69 loans.

Under a moratorium agreement, December 1960 loan instalments aggre-
gating $58,867 will not be payable until June 1961, The agreement also pro-
vides for the deferment of January and February 1961 instalments until
June 1961,

Under the terms of the bank loan agreements, the Company has agreed
that (1) it will not, without the prior consent of bank, pay any dividends
(except in stock) or purchase, redeem or otherwise acquire for value any of
its outstanding shares, and (2) after January 31 1961 maintain current
asszets at least equal to current liabilities; for the purpose of this computa-
tion, current instalments under the loan agreements may be excluded from
current liabilities.

In 1961 the bank approved and the Civil Aeronautics Board consented
to (1) deferring payment of the March and April 1961 loan instalments until
June 1961 and (2) suspension of the working capital requirements until
June 30 1961.

NOTE B:

Federal subsidy and the related provision for income taxes are recorded
in the Company's accounts in the period to which applicable. However, retro-
active subsidy settlements are not taxable until the peried in which payment
is received.

FEDERAL INCOME TAX CREDIT COMPRISE THE FOLLOWING:
Refundable federal income taxes arising from

net operating loss carryback . . .
Balance of 1959 federal income tax Habllity no

longer required due to 1960 net operatingloss . . . . . . . 109,617
Provision for federal income taxes on subsidy accrued

in the books in 1959, received and taxable in 1960,

$205,000

no longer required due to 1960 net operating loss . . . ol 72,800
Other tax provisions previously provided, no longer required o) e 36,024
423,441

Deduct—Provision for income taxes on
retroactive subsidy collected in 1961
Less—Amount applicable to 1959

$125,296
28,5642 96,754

$326,687

NOTE C:

As a result of recommendations by the Civil Aeronautics Board the
Company has increased the estimated residual value of certain flight equip-
ment and accordingly, depreciation charged against operations and the net
loes for 1960 is approximately $70,000 less than it would have been on the
basis of residual values used in the preceding year.

NOTE D:

Under contributory pension plans for employees, income was charged
with $133,698 during 1960 representing the Company’s share of current and
past service pension cost.

As at December 31 1960 the estimated unfunded portion of past service
costs under the retirement plan for pilots, payable over the next six years,
amounted to approximately $120,000.

NOTE E:

Operating expenses for 1959 relating to (1) aircraft and traffic serv-
jeing and (2) promotion and sales have been reclassified in accordance with
the Company’s account classifications as revised in 1960.



Prace Warertnouse & Co.
THO MONTOOMERY STREET

MARC 28 198
SAN FHANCISCO 4 MARCH 28 1961

TO THE BOARD OF DIRECTORS OF
PACIFIC AIR LINES, INC.

In our opinion, the accompanying statements pre-
sent fairly the financial position of Pacific Air Lines, Inc.
at December 831 1960 and the results of its operations for
the vear, in conformity with generally accepted account-
ing principles applied on a basis consistent with that of
the preceding year. Our examination of these statements
was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the
accounting records and such other auditing procedures as

gsary in the circumstances. Certain

we considered nece
receivables from the United States Government selected
for tests were not confirmed by direct correspondence, but
we satisfied ourselves ag to these amounts by means of

other auditing procedures.

9/7 LZHn. 75,

Aite

AlIR LINES






b =) '

"

v T 3

b ¢
s Mo di
= -

| Sl €l Py |



