














580s —two for delivery in 1976
and three in 1977 —and the proceeds
are helping finance new aircraft.

Profitable operations for over two
decades, with higher earnings in the
last five years, have put the company
In the strongest financial condition
in its history. Considering these
factors, the Board of Directors raised
the annual cash dividend 20 percent
to $.12, payable to stockholders of
record February 15, 1977.

North Central is the only regional
airline that has paid a cash dividend
in each of the last five years.

Some 12,177,718 shares of common
stock were outstanding at the end of
1976, and another 285,034 were

in treasury stock. With stockholders’
equity at a record $57,033,000, book
value has reached $4.68 per share.

North Central is capitalizing on

its expertise, equipment and facilities
to derive income from activities
other than airline service. This
diversification generated $2,000,000
in revenues for 1976. The company
leases computers and aircraft, sells
computer and flight simulator time,
and provides catering from the

Flight Kitchen.

Trends in financial performance
and traffic growth from 1972-1976
are summarized on Page 23.
Quarterly statements of earnings for
the last two years and stock
quotations are carried on Page 21.

North Central is financially sound,
and prospects for the future are
particularly good. Traffic gains and
fare increases should boost revenues.
The new DC-9-50s offer operating
economies, strict cost control will
hold down expenses, and a substan-
tial tax credit is available. With these
favorable conditions, the company is
anticipating record earnings for 1977.

MAJOR FACTORS OF CHANGE IN REVENUES AND EXPENSES

The Variance Analysis table below
summarizes the major changes in
revenues and expenses which have
occurred in the company's operation
over the past two years.

The $27.5-million revenue gain
for 1976 is attributable to several

factors. The upturn in the economy
stimulated traffic and raised

passenger revenues by $11.4 million.

To meet rising costs, the Civil
Aeronautics Board granted fare

increases worth $10.1 million. A

revised formula for calculating public

VARIANCE ANALYSIS

NET EARNINGS

MAJOR FACTORS OF CHANGE:
Operating revenues

Passenger miles ...............
Passenger fares ...............
Public service revenues .........
Cargo and other revenues .......

Net revenue changes .......

Operating expenses

Labor and employee benefits . . ...
Cost of aircraft fuel ............
Parts, supplies and services .. ...
Landing fees and rent ..........
Passenger service and promotion ...
Mutual Aid payments ...........
Other expenses ................

Depreciation

Net expense changes .......
Change in operating profit . .

Nonoperating income and expense

Interest income and other .......
Interest expense ...............
Incometaxes ..................

Net nonoperating changes ..
Change in net earnings . ...

Change in net earnings . . ..

Net Changes

1976-1975 1975-1974

... $ 7,400,000
o 5,200,000 $ 5,200,000
S 8,200,000
$ 2,200,000 $(3,000,000)
... $11,400,000 $ 1,400,000
... 10,100,000 10,300,000
R 1,100,000 100,000
s 4,900,000 300,000
... 27,500,000 12,100,000
. 10,200,000 7,700,000
R 3,400,000 9,200,000
S 2,300,000 1,700,000
S 1,700,000 800,000
1,300,000 600,000
- (1,100,000) 800,000
. 1,400,000 1,900,000
. 1,500,000 200,000
... 20,700,000 22,900,000
6,800,000 (10,800,000)
. 300,000 (700,000)
S 1,600,000 (700,000)
co. 3,300,000 (7,800,000)
S 4,600,000 (7,800,000}
$ 2,200,000 $ (3,000,000)

service revenues, paid to the company
for providing air service to small
communities, added $1.1 million.

The balance of revenue growth came
from cargo business, up 24 percent,
and charter activity, which jumped

48 percent.

Inflation escalated operating
expenses although not quite as
rapidly as in 1975. Total expenses
rose $20.7 million, compared with
$22.9 million the previous year.

Labor and employee benefits
increased $10.2 million, or 15 percent,
due mainly to higher wages and
greater pension and insurance costs.
The 3,600 people on the payroll
represent a five percent gain

over 1975.

Jet fuel costs were up another $3.4
million, after soaring $9.2 million the
year before. Inflation also raised
prices for landing fees, parts, services,
and supplies. Mutual aid payments

to other carriers dropped because
1976 was relatively free of strikes in
the airline industry.

The climb in depreciation and interest
is directly related to the acquisition of
six new DC-9-50 jet aircraft.

Even after utilizing maximum allow-
able investment tax credits, the
company incurred $3.3 million more
income tax expense in 1976. This
jump is due to increased earnings.
In 1975, the company had a net

tax credit.

The combined effect of all these
factors was the substantial $2.2-
million improvement in net earnings
for 1976.






social action programs

By continuing to develop existing
programs and enacting new ones,
North Central again demonstrated
that it cares about its employees, the
cities it serves and the environment.

Working within Affirmative Action
plans approved by the Federal
Aviation Administration and the
Office of Federal Contract
Compliance, the company increased
its minority employee population by
nine percent in 1976, while total ranks
grew five percent. Women hold

39 management positions, 22 percent
over the previous year, and members
of both sexes are now working in
virtually every job category.

To insure that minorities and women
are aware of the airline’s long-
standing policy of promotion from
within, these people were given an
opportunity to complete an
“Individual Profile” summarizing
education, training and work
experience. When job openings occur,
this data is compared with the
qualifications needed, and personnel
meeting them are referred to the
particular department for
consideration.

A booklet containing equal
employment and affirmative action
information was distributed to all
employees. It describes the company
policy and how it affects each person.

Recruiting is centered in communities
the airline serves. Industrial Relations
personnel have made appearances at
high schools and colleges, and career
counselors have toured North

Central facilities to gain a better
understanding of job requirements.

Conservation of natural resources
and protection of the environment
remain major corporate objectives.
For several years, North Central has
been implementing fuel-saving and
noise-abatement measures.

By using its $1.8-million DC-9

digital flight simulator for pilot
training, the company saved 600,000 -
gallons of jet fuel in 1976. Also, the
U.S. Air Force, Federal Aviation
Administration and another airline
buy time on the simulator, keeping it
busy over 13 hours a day.

For 1977, company pilots hope to
save one million gallons of jet fuel.
Flight Operations has prepared a new
Fuel Management manual which
emphasizes that minor adjustments in
cruise speed, altitude, taxi time, fuel
loads and flap settings have a

cumulative effect on fuel consumption.

Revised noise-abatement take-off
and descent procedures, which also

Flight Superintendent Mike Carew reviews weather conditions
with pilots. From left are Captain Bill Banks, First Officer
Joe Moore, Captain Chuck Timberg, First Officer Barbara Wiley.

save fuel, were recently implemented
by member-carriers of the industry’s
Air Transport Association. North
Central actively participated in

the development of these techniques
and others involving lower power and
flap settings, which produce quieter
flights with operational economies.

The company has invested in

aircraft deicing equipment offering
more efficient use of petroleum-base
fluids. To conserve heating oil,
building thermostats are turned down
to 60 degrees in off-hours. Since 1973,
more discriminate use of lighting at
the airline’s headquarters has
curtailed electricity requirements by
three million watts yearly.

Over 146,500 pounds of used paper
were salvaged for recycling in 1976.
In less than three years, the
company’s ‘Waste Not” program has
recovered 495,000 pounds of paper.

Demonstrating concern for its
personnel, North Central is helping
chemically dependent employees and
family members through professional
education and treatment under

company-paid insurance. Reaction
to the program is very favorable,
and direct benefits have been
far-reaching.

Active corporate and individual
memberships are maintained in many
civic and social development
organizations. North Central people
are involved in such groups as the
National Urban League, National
Alliance of Businessmen, Kiwanis,
Lions, Better Business Bureau and
the National Society of Consumer
Affairs Professionals.

A new management development
program was begun in 1976 to
achieve better communications and
more effective leadership. Group
meetings were designed to build
understanding between people and
departments. Special training is also
provided for newly-promoted
supervisors. Future seminars will
expand the initial series of lectures
and workshops.

North Central is constantly seeking
new and improved ways to be a
sensitive employer and responsible
corporate citizen.









Through ESCORT, the airline’s
$8-million electronic reservations
and communications system,
preparation of complicated travel
itineraries was simplified by an
improved display of flight schedules
for reservationists.

At the Milwaukee airport, a new
“Mini-Computer” is serving as an
information center for North
Central passengers. The TV-like
console gives travelers access to
ESCORT’s weather and flight arrival
data for Milwaukee.

A Fuel Inventory Management
System, designed for ESCORT, was
developed to monitor the use of

jet fuel—which costs about $77,000 a
day. The data aids analysis of aircraft
and schedule characteristics that
produce higher than normal fuel
consumption. Also, availability of
fuel at North Central cities is quickly
determined so refueling stops

can be planned efficiently.

A unique deicing system conceived
by company personnel is being
field-tested in Grand Rapids. From
hydrants connected to a 2,000-gallon
supply tank in the terminal, an
electrically-heated and pumped
solution is sprayed on aircraft by
one agent working from a lift basket

Agent Darlene Lalich assists a passenger in using the
flight information “Mini-Computer” at Milwaukee.

he alone controls. Compared with
other methods, this approach costs
less initially, is more reliable, saves
fluid and reduces man-hours.

The airline has purchased deicing
vehicles at Minneapolis/St. Paul and
converted other units at Detroit,
Milwaukee and Chicago.

Working with manufacturers, North
Central modified the autopilot
system on all DC-9-30s to match
that on the DC-9-50. Also, new
computerized equipment was
acquired for testing overhauled
autopilots. In addition, installation
of improved solid-state electronic
distance measuring equipment for
navigation has been completed
on the entire DC-9 fleet.

Maintenance economies were
realized with the expansion of
SCEPTRE, the company-developed
computer system with corporate
information as its base. Hundreds of
thousands of supplies and aircraft
parts were cataloged into SCEPTRE
so ordering from inventory can now
be accomplished with a computer
entry. SCEPTRE aiso provides
real-time data on components and
parts, maintenance forecasts, work
completed, aircraft flying times, and
pilot reports on aircraft.

Maintenance information, which is
continually updated, can be

displayed on TV-style receivers or
hard-copy printers. A mechanic,
inspector, pilot, flight superin-
tendent, or engineer can extract
aircraft information from SCEPTRE
at any of 150 locations—line
maintenance bases, overhaul shops,
stock rooms, and station operations
offices.

In 1976, the company initiated a
program to issue an Individual
Benefit Statement to each
employee annually. The Industrial
Relations Department produces the
statement from personnel data
within SCEPTRE. The system
allows continuous updating of
employee information.

To feature the nation’s Bicentennial,
favorite dishes of ““Great Colonial
Inns’” were offered on selected
flights. Recipes came from
restaurants dating back 200 years
or more.

Employees helped reduce costs and
increase efficiency through the
company’s incentive suggestion
program. Cash awards totaling
$4,200 were made to 72 people for
ideas implemented during 1976.

In its efforts to provide quality
service to passengers and shippers,
North Central constantly strives to
improve every phase of its operation.

National advertising by IBM featured
SCEPTRE, the company’s computerized
maintenance program. This photo of
Supervisor Jim Jilek was in the ad.






the future

North Central sees real opportunities
for further growth and development in
1977—its 30th year of scheduled
operation. The three most significant
factors affecting the future will be
route development, the national
economy and regulatory reform.

New Detroit-Boston nonstops began
January 3, 1977. These have been
operating profitably since service was
inaugurated, and traffic should
increase in the coming months. This
route is expected to generate

$10 million in revenues and produce
an operating profit of $3.2 million

the first year.

Boston is an international gateway
to Europe. It is a good business
market and also offers attractions for
the lucrative, leisure-travel field.

The company’s passenger traffic

North Central flights to Boston-Logan International Airport arrive at the

is now 27 percent pleasure-oriented,
and efforts are being made to boost
that share while still attaining
growth in business travel.

The airline also feels it has an
excellent chance of being awarded
other routes now under consideration
by the Civil Aeronautics Board.

According to most leading indicators,
the national economy should have
moderate growth in 1977. On that
assumption, and adding traffic from
new routes, North Central anticipates
passenger and cargo gains of
approximately eight percent. Any fare
increases will be closely tied to rising
costs—particularly fuel and wages.

Two labor contracts are to be
negotiated in 1977, and the four
others extend into the next year or

North Terminal (center), and passengers use the left concourse. Service
began January 3, 1977. The city of Boston is in the background.

beyond. The company has never
had a work stoppage, and expects
to reach equitable agreements with
all unions.

While Congress is considering some
degree of regulatory reform in the
airline industry, the end result
cannot be predicted. The company
favors more flexibility in setting
fares and expedited procedures for
granting routes.

The success of any company
ultimately hinges on its ability to
maintain strict cost control and
achieve maximum productivity. North
Central will continue to meet these
requirements, while providing safe,
dependable airline service. The
company forecasts a substantial
profit again in 1977.
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(e) Lease obligation payable in monthly installments of $99,000
including interest at 10% through July 1980.

(f) Convertible into common shares at $8.55 a share to maturity,
June 1, 1978; interest payable each June and December at 5142%.

(g) Debt was retired in March 1976. Stock purchase warrants issued
in connection with this debt enable the holders to purchase a total
of 200,000 common shares through October 31, 1979 (note G).

(h) Current maturities of all long-term debt due in each of the next
five years following December 31, 1976 are as follows:

e . S e $ 9,068,000
grs . e 18,660,000
99 .. . 11,401,000
el e . s 8,801,000
98l = . e . 8,245,000

$56,175,000

At December 31, 1976, $4,500,000 of unused lines of credit were
available for short-term borrowing from several banks principally at
their prime lending rate.

Note C—Lessor Leasing Activities—Investments in leased equipment
accounted for under the finance method, including residual values,
totaled $958,000 and $1,338,000 at December 31, 1976 and 1975,
respectively.

In 1975 the company leased equipment which they capitalized at a
cost of approximately $4,700,000 (note B[el). This equipment was
subleased and rentals are accounted for under the operating method.

In 1976 the company purchased an aircraft and spare engine at a
cost of approximately $8,900,000. This equipment has been leased
to another carrier and rentals are accounted for under the operating
method.

Note D — Lease Ohligations — Total rent expense, including landing
fees, was $15,389,000 in 1976 and $13,642,000 in 1975, including
rentals under “financing leases” (as defined by the Securities and
Exchange Commission) of $6,193,000 in 1976, $6,421,000 in 1975.

The company has lease commitments for various airport facilities
based upon usage and landings, subject to adjustment depending
upon the needs of the airport operating authority. These leases ex-
pire over varying periods, and future annual lease commitments are
not determinable due to the usage and adjustment factors.

At December 31, 1976, the company’s minimum rental commitments,
including rental prepayment requirements, under non-cancellable
leases with initial or remaining terms of more than one year are
as follows (in thousands of dollars):

DC-9-30 Computer
Period ARircraft i Facilities Other _Total
1977 $2,088 $1,569 $1,634 $24 $5,315
1978 2,088 1,398 1,634 — 5,120
1979 2,088 1023 1,634 — 4745
1980 2,088 — 1,634 - 3,722
1981 1,467 — 1,634 — 3,101
1982-1986 490 — 8,170 — 8,660
1987-1991 - — 7,963 — 7,963
1992-1996 — - 7,290 — 7,290
1997-2001 — - 817 — 817

Because DC-9-30 leases are related to the prevailing prime interest
rate, the actual rent expense exceeded the minimum by $140,000
in 1976 and $344,000 in 1975. Nearly all leases contain renewal or
extension options which are to be negotiated within specified pe-
riods prior to the expiration of the leases.

The present value of the noncapitalized financing leases and the
related interest rates at December 31 are (in thousands of dollars):

Interest
Rate 1976 1975
Five DC930 ajrerait . ..., .. .. .. .. 6% % $ 8,612 $10,113
Nine GV-580.aircraft .. ... = 53%% — 434
Computer equipment .. 8%% 3,317 4,220
Facilities . ... .. %% 15,427 15,942
Otheb. - e 0 . 0 634 % 24 467
$27,380 $31,176

The impact on net earnings by capitalization of such leases would
have been immaterial. The company, regulated by the CAB, is un-
able to determine what impact the above capitalization might have
on the rate base and any consequent rate adjustments.

Note E — Commitments — At December 31, 1976, the company has
purchase commitments on three new DC-9-50 aircraft for which it
has advanced $4,735,000 and capitalized interest of $31,000. An
additional $19,363,000 will be expended by the company in fulfill-
ing these commitments. The purchase agreement calls for delivery
of these aircraft during the fourth quarter of 1977, although earlier
deliveries may be arranged depending upon the operating needs of
the company.

The company has advanced $150,000 on a purchase commitment,
which contains an option to cancel prior to September 1977, for
three additional DC-9-50 aircraft. If the option to cancel is not
exercised, an additional $23,527,000 would be expended prior to
delivery of the three aircraft in the fourth quarter of 1978.

Subsequent to year end, the company advanced another $150,000
on a purchase commitment, which contains an option to cancel
prior to March 1977, for three additional DC-9-50 aircraft. If the
option to cancel is not exercised, an additional $26,140,000 would
be expended prior to delivery of the three aircraft in the second
quarter of 1978.

During 1976, the company entered into a contract for the sale of
five CV-580 aircraft. Pursuant to the terms of the agreement, two
aircraft were delivered in 1976 and three are scheduled for delivery
in 1977. The total selling price is $3,975,000, which approximates
the company’s undepreciated cost of these aircraft.

Purchase commitments for various other equipment total $382,000,
for which $87,000 has been advanced.

Under provisions of the Mutual Aid Agreement, the company would
pay struck carriers who are a party to this agreement. The com-
pany would receive such payments in the event of a strike by its
employees.

Note F — Contingency — The company, as well as all other sched-
uled domestic air carriers, is a party to the Domestic Service Mail
Rates Investigation by the CAB. Mail revenues received by the com-
pany for the period March 28, 1973 through December 31, 1976 are
subject to retroactive determination upon the conclusion of the in-
vestigation. An Administrative Law Judge has rendered an initial
decision in this proceeding which, if made final by the CAB, would
result in approximately $2,800,000 of additional mail revenue being
recognized by the company for the period from 1973 through 1976.
However, the initial decision has been appealed by the United States
Postal Service and is being reviewed by the CAB. Therefore, deter-
mination of the final rate is not possible at the present time and no
provision for any adjustment has been recorded.

Note G — Common Stock — At December 31, 1976, 87,450 shares
of unissued common stock are reserved for officers and key em-
ployees, under a qualified plan adopted in 1965. An additional
200,000 shares are reserved under a plan adopted in 1975. When
options are exercised, the excess of the option price over par value
of the shares is credited to additional paid-in capital. The company
makes no charges to income in connection with the shares issued
under the stock option plan.
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cNorth Central Airlines
jets between
Detroit and Boston,

(with direct or connecting service to over 40 other cities)

8no

We'll steak our breakfast
against anyone's —
steak and eggs!

Good news! A
\_complimentary
<>\ morning
paper.

Explore our Explorer's Bill of
Fare dinners...featuring
) recipes from famous
Colonial inns.

A morning eye-opening
surprise...gigantic
Bloody Marys or
Screwdrivers! &=

In Boston, we’re located

in the North Terminal Lv. 8:05 a.m. Ar. 9:37 a.m.
with DELTA, TWA and 2:20 p.m. 3:52 p.m.
UNITED. 5:15 p.m. 6:47 p.m.

8:30 p.m. 10:02 p.m.

NORTH CENTRAL AIRLINES

Detroit to Boston

Lv. 7:50a.m. Ar. 9:35a.m.

; Join
our space

The wine's on
usA.zwith your

hot towel service before
breakfast and dinner.

Nobody flies second class
either — just one kind of
service. The best!

That's our Custom
% Jet Service...at
coach fares!

You'll smile
when we say
cheese.

Call your travel agent

or North Central Airlines

Boston to Detroit

10:25 a.m. 12:10 p.m.
4:35 p.m. 6:20 p.m.
7:30 p.m. 9:15 p.m






