University of Mississippi
eGrove

Deloitte, Haskins and Sells Publications Deloitte Collection

1-1-1979

Accounting practices 1979: Airline industry,
illustrative items of current interest from annual

reports to the SEC;

Deloitte, Haskins & Sells;

Follow this and additional works at: https://egrove.olemiss.edu/dl dhs

b Part of the Accounting Commons, and the Taxation Commons

Recommended Citation

Deloitte, Haskins & Sells;, "Accounting practices 1979: Airline industry, illustrative items of current interest from annual reports to the
SEC;" (1979). Deloitte, Haskins and Sells Publications. 27.
https://egrove.olemiss.edu/dl_dhs/27

This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for inclusion in Deloitte, Haskins and

Sells Publications by an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.


https://egrove.olemiss.edu?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
https://egrove.olemiss.edu/dl_dhs?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
https://egrove.olemiss.edu/deloitte?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
https://egrove.olemiss.edu/dl_dhs?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/625?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/643?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
https://egrove.olemiss.edu/dl_dhs/27?utm_source=egrove.olemiss.edu%2Fdl_dhs%2F27&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:egrove@olemiss.edu

~ Deloitte

Haskins+Sells

Accounting Practices
1979 — Airline Industry



Deloitte Haskins & Sells is an international account-
ing firm that serves an almost endless variety of cli-
ents, private and public, around the world.

Our 16,500 partners and other'professionals stand
ready to help you with any accounting, auditing,
tax or management advisory need—big or small,
virtually anywhere.

At DH&S, we believe that serving a client properly
involves more than just technical competence. It
also takes lots of sound business judgment . . .
together with an innovative application of the skills
of our profession.

It’s an attitude we think of as going ‘’Beyond the

Bottom Line.”" ™
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INTRODUCTTION

This survey of the 1978 10-K reports of investor-owned
alr carriers is designed to assist our professional personnel in
finding examples of accounting practices and disclosure tech-
niques used by the airlines. It provides information for the
airline industry similar to that for all industries published by
the American Institute of Certified Public Accountants in Account-
ing Trends and Techniques.

The illustrations shown herein do not necessarily
represent authoritative support for the underlying accounting
procedures or reporting practices, and their status must be
considered in view of recent pronouncements and interpretations
of the Financial Accounting Standards Board, the Securities and
Exchange Commission, the American Institute of Certified Public
Accountants, and the Civil Aeronautics Board which could affect
the manner in which certain items are reflected or disclosed.

Although this survey is intended principally for internal
reference purposes by personnel of Deloitte Haskins & Sells, it may
be made available to persons outside the Firm having an interest in
reporting practices of the airline industry. The Firm welcomes any
comments and suggestions regarding this publication for considera-
tion in preparing future editions.

DELOITTE HASKINS & SELLS
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SECTION 1
GENERAL

ATRLINES SURVEYED

This survey includes both domestic and international
U. 8. airlines. The airlines selected are the trunk-carriers
and selected supplemental carriers. The survey results reflect
the accounting and reporting practices found in the 1978 10-K's
of the following airlines:

Alaska Airlines (Alaska) North Central Airlines
Allegheny Airlines (Allegheny) (North Central)

Aloha Airlines (Aloha) Ozark Air Iines (Ozark)
American Airlines (American) Pan American World Airways
Braniff International (Braniff) (Pan American)

Continental Air ILines (Continental) Piedmont Aviation (Piedmont)
Delta Air Iines (Delta) Southern Airways (Southern)
Fastern Air Lines (Eastern) Texas International Airlines
Frontier Airlines (Frontier) (Texas International)
Hawailan Airlines (Hawaiian) Trans World Alrlines (TWA)
National Airlines (National) United Airlines (United)
Northwest Airlines (Northwest) Western Air Lines (Western)

* % X ¥ *x

OTHER GENERAT, TNFORMATTION

Reporting Periods - Nineteen of the airlines report on
a calendar-year basis while Delta and National report on a June 30
fiscal-year basis.

Note References - Nineteen of the airlines surveyed
included specific note references within the financial statements,
while all had general references to the notes to the financial
statements on each page of the statements.

Presentation of Dollar Amounts - Eleven airlines presented
the financial statements in thousands of dollars while ten presented
the actual dollar amounts.

Summary of Operations - Thirteen of the airlines surveyed
presented five-year summaries while eight presented a ten-year
summary.
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Where Shares Are Traded - The surveyed airlines are
listed on the following exchanges:

New YorK.e.eeeoeoo Ceecccessscaaasanas eccteceonnaas oo 1M
PacifiCeeesenaens ceeeceecscecasesene ceiceenesaas cees 12
American.cceeeeees cecssccrsseccescens ceeecacee ceone 7
Midwesteeeeoeas cecesecens cesesees ceeasescaas cecevas 7
Nasdaq/Over-the-counter...... ceeeeenn ceeeeeeseaanns 2
BoSTON.eeesseae ceseseccnacs et eesressccossasssseenne 1
Philadelphig.seeeereeeenn sssaccecnsesanes ceceeane .o 1

ATRILINE DEREGUIATION ACT

In October of 1978, the Airline Deregulation Act of 1978
became law. The effect of this Act is to gradually eliminate the
Civil Aeronsutics Board and end all controls over rates and fares
by 1985.

The Act is based upon the premise that the Civil
Aeronautics Act of 1938, which was intended to assure that the
public would receive the best possible air transportation services
at the lowest costs, had in fact thwarted competition among
airlines, and prevented new alirlines from entering the industry.

Between now and 1985 new routes can be acquired in
one of three ways:

1. Under the "dormant route" authority an airline
may claim a route which was authorized to another
carrier, but not currently being operated.

2. Under the "automatic market entry" provision an
airline may begin service on one new route each
year for three years, whether the route is dormant
or not.

3. New routes can now be authorized with reduced
regulatory delays.

The Act allows air carriers to discontinue service on
unprofitable routes with 90 days notice, as long as there are
two or more airlines serving the route.
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Fares will be completely deregulated by 1982, with the
CAB retaining authority over minimum and maximum fares until
that time.

The Act is the most significant legislation to affect
the industry since regulation in 1938. The ability of the
airlines to improve thelr route structure and adjust fares
should contribute to improved air transportation services.



GENERAL

SECTION 1

*paqelsay Amv *SONUSASI OWITATE~UOU SOPNTONE (h) *93uUsyd BUTIUMOOD® JO 3093J8 SATIBRTNUMY) Amv “swa3T AJBUTPIAOBIIXH
STT98 ¥ SUTHSBH 83310780 pajacdey 30N
] LT 8 €T 8 6 6 ot
*0D % TTOUPITH “YOoTAdBN ‘3Bad (e)es" <1°2 (e)ee-1 w82 (s)s8* (s)os" ghsihg (s)nzefet £TshEB #9h‘T69 0n6°E0L (s)enefnes
T Ll T T T T T hs
*0) ¥ USSJIOPUY JNYIIY 0z+0T €6°TT  (2)T2°T (s)69°€ (2)z8°T (S)6S°€  $S2Z0E  (S)060°GET 196°€zh‘e €62°168°C 2zz169°c (g)o9c‘cec’‘e
€ S S S € € € €
STTsS % SUTASBH 033TOTa( 0z*h hSh (s)eze (s)eese  +nho‘os z92°.s £hzéons‘z Toz hiE‘T S19°98€‘c  (S)eLLf9gE‘e
3T €T ST ST 8T 8T 9T 8T
*0) % USSJISPUY JINUILY (z)18" h2'T (z)se  ze'T (2)tes (s)te'T (2)12* (S)Te"T  IsTET (s)sezs Z6T408T 182hhT S58h6T (s)96s°80T
6T T 0z AT JAS LT 8T JAS
4SUSH % FSULT €6 62T (s)sh e (s)ee"s  LOwn‘C (s)zne‘e 275 ‘88T TIS6ST 045°02T (s)E6S“9TT
€1 9 8T ‘T 9T 9T ST T
JSULH ¥ ISULE gh"T h0*Z 80°¢ S6°7  T65°S 96h* 2L 09h*“h0Z 202081 T65°66T TS TLT
ot 9T h 9 S S H n
puBaqf] ¥ sasdoop z5°1 1€z €8° 90°T  T08°STT H00°Sh 88.°h0Z 2 €5h°L06°T €0€°8h0°e 9€9°968‘T
0z At 9T 9T ST ST LT 9T
*0D % §50Y 8yonoy 96" 02°T (s)96"* (s)st"T 00Z‘8 (s)ess‘ s 91z‘9ez 68T 06T zse‘eLT (s)oes‘eHT
AT ST T Tt €T HT €1 €T
Ausdmo) % JUBL) JIOPUBKSTY 0s°1 0T TU'T  hoT‘2e 969°€T £50°662 €z1‘6C2 €86°20€ TSh HTL
L € A 4 6 L L L
jsuay ¥ Isuay 982 6z°h T8 T9 6TLZ6 z91‘06L SSE‘9R0‘T S98°Z6E‘T TSh 662 T
ST i HT 61T 1T Tt 1T Tt
STT9S % SUTHSBH 93370730 89°T SE” Zon hT 600°¢€ 0S€°68S T6£°S6h Z56°25h T6L°E9h
Tz [o}4 jrd 1z 6T 6T oz 6T
STTSS % SUTAS®H 93370780 (hh") (th) on* on"  {669) la) T5h°06 18h°6L 12562 96199
T 1T €T zZT AT €T T ST
ISULE % ISULT T6°T hT'2Z (s)ts*T (s)oz*t €g9‘9tT (s)eLo‘eT TT8062 60€‘hEZ 6rE HTZ (S)9nE HIT
9 zT 9 3 H ] S S
*0) R 98NOULSIBY ©0Tad Th*Z 16°2 (s)ne*1 (s)8e*'T 452919 (s)zi8°22 h9S‘6LE‘T €68°5€02 956°806°T  ($)296€99°T
z z € € 9 9 9 9
*00 ¥ USSJISPUY JUIAY 09°'9 S9'h  LZIFTET 08e‘z6 TT6°050°e Sh9‘6TL T €89°9h9°T 618°T6n T
S ot 6 6 ot 0T 0T 6
*00 % TTOUPITH “HOTMIBN ‘38ed €0°€E 62°€ 99'T £°T  06T‘6h Zho‘se (T)eL9h2L (T)990° 259 [AXAVIL] 9Th 049
1T 3 [0 L Z 8 8 g
STTeg ¥ SUTNSBH 233T0Taq 9z (s)es*T  o€z‘sh (s)ze99e (4)€0£°596 (h)heEOhBL 59T 558 (s)€zs‘669
h 8 z f z z z z
*0) ¥ Sunox Janyjay 00°h 12°h (s)TT°Z (s)hT'z  96£“hET  (S)9z9‘0L 80s‘sesfz  (S)LTTé6lEC 8149292 (S)9ge‘Tshe
LT 6T 6T 0z jz4 Tz T 1z
*0) R TTRUOITH ‘XoTadsW ‘284 hS* T (s)est z8zc (s)ste‘t 189°09 9Tz 0S hez‘0S (s)ece nn
6 / Tt ot ZT [ 2t zT
‘0D % TTOUPITW “MoTadeW ‘3vad  (2)€8°  66°T (z)1e 1 sz (s)es T (s)esz  noefze (5)658°sT IAS-T1 (s)szifzen ST9 E0h (s)8s9¢98E
9T 8T LT 8T [o14 oz 6T [o74
*0) % esnoyaaleM 99Tad 95" T 19°T Gl 08" 1€z ¢ HhTh‘E ¢ ohz‘hB ¢ 81s‘9, ¢ ezh‘ze ¢ 660°99 ¢
INVINNODJY LNIANAJEGNT YHIO OAl0T10  U4HL0  AMVAIGd _WiHLO  OALIld  WHIO  X9yWInud 8761 1761 861 261 8761 76T
8761 7761 HWOINT LN SHNNAATY SIHSSY
SdH

VLV AMLSNANT ENTTHMIY

(VLY SdF ANV NV IJIOXH QFLLIWO 000)

(z)

*DPOTJTESBTOSd squnowy ()

qusy
180M JTY seusny
see e eyuBy
*+*88UTT JTY UJI91SOM

. DI **Tvn
. seet e GOUTTITY DTAOM SUBIJ
. sesrerseesaesiet e iy

SOUTTATY TBUOTIBULSIUT SBXIY,
L ey
Ceeeeeees s gRBMITY U4GUTROG
B T R P
e UOTRETAY JUOWPOT4
e O
*sABAITY DTJIOM UBOTJSWY UBd
e L ey
*r e SOUTT ITY HIBZ0
S ey
*tctSOUTTATY TBIUSY Y3aoN
e ey
**BAUTTJITY 388MYFJION
e T ey
‘°tSSUTTITY TBUOTIBN
.. e eyey
***BOUTTJTY UBTTBMBH
s ey
* e *8aUTTITY d8TIUOIS
e e
**tSUTT ATV ULS18EBY
e e Pputiden
***SOUTT ATY 831TaQ
R P e
SOUTTITY TBIUSUTIUOY
e ey
BUOT1B8UJIIUT JITUuRIg
cet Yuey
©*SOULTJITY UBOTJSWY
et e yuen
et SRUTTATY BUOTY
. S sy
*S8UTTATY Ausu3sTTy
R R
*SSUTTATY BXSBIY




— 3 *PTEd SPUSPTATJ UOUIO) ON (x)
mm *puy JBOL 3B OJBUS J8J ONTB ISNIBN/SIBUS Lo SPUSDTATI (8)
= *£9INbE SJIOPTOP{00IS UOUMO) /908 WIST-3U0T (/L)
o H *§1988y TBI0L/KITNDbE SIEPTOUN203g uoumiop (9)
mu WM *osuedxy 1segejul/osusdxy 350d99UI DUB XBJ oJ40Jed SWOOUL ()
SR O] *(qusudinby USTTA) Lyaedoad/uotaeroeadeq pelBInONoOy (+h)
&3 *(Z) +s9e (€)
N *S0TqBATE08Y 16N oFBaosy/senuersy ()
*SOTFTITABT] JUSIINY/S3088Y Jueaan) (1)
oT AT HT ZT HT T ot B TR R et
0c* sZ°'8 chee he © 6°€Z 96 °Z 8E 9€ S¢tot 0t serseresesetenenes ‘SQUTT JITY UdLS3I8OM
T 8T 9 9 T LT € R R R e =1t
S0°T €162 09°¢c P L TE /S*h he Hh /c°8 62°T B R R Rt}
ot 61 LT T oz / e B R R -
* 0S°LT * 62°1 68T (A4 Th Lh 8°L 90°1 cec ettt SQUITJLTY DTJIOM SUBILL
HH N ON H‘ﬁ wﬁ w.ﬁ m.ﬂ o000 cco-ctoo.uu.ouuuo.".o-oc.xﬁhﬁm
8z’ 88°TT 9€°Z €S°€E L°ST 86°C 9 Oh 20°6 68° SereceeertttSOUTTATY TBUOTIBULSIUL SBXO]
h 8T oz €T 9 i1 ceees cesescesieteceeaesares o yEy
* mN.NH % MI.N @-mwﬁ QJ-H 6€ I4 wmoH,_” Nmo ces e ......o-.-o...-.m%dgg .E.HOSP.DOW
@ m N..ﬂ m.ﬂ m mH m CRCRC AU LCIC I S CRCRC ) cqo..o'ctctxgmm
hZ* 88°8 oL Sh*e 36T 6S°1 Zh 0h 06 [ARAR creterrecesecesre st UOTIBTAY JUOWPSTH
FH m mH m w.ﬂ m --.o-oooo-oo-ooo-accncoo.oo-o'oo&qwm
* €9°9 * gL” L°TE Lete Sh Hh sz°8 0 *T crererercererosfBMITY PTIOM UBOTISUY UBJ
m @ mu.ﬂ m N.ﬁ Oﬁ NH -.o--0--u0..pv|.o.cv-ooooooounvﬂgg
ST’ 88°h 10°¢ 0s°1 S*he €°c £e hE 9°0T s8* et seerc e ettt BQUTTATY HJIBZ0
. NH N m \. mH m mﬁ * e oo --.o..o-loQ-Oncnoonolucoxgdm
9T° €L°L hZ°Z 6h°T 9'62 T.*€E 14 hE 89°0T H6 * e $eftertttSOUTTATY TBIJUS) UJJION
m HN H H NH m”._“ .ﬁ * 0000 -oacuo-.owqooo-oxgm
SL* 05°8Z £€9°¢ €T” 0°LS 6C°¢ce S°6€ 8¢ 89°6 ho°T et ©Ct°SSUTTJLTY 1SOMUIJION
9 0z z " n T 8T cesen R el
0s* 05°81 oL*¢ oc* T°SHh TL*h hh 9z 91 hl 8°* et ttCtCSUTTATY TBUOTIBN
m H HN HN HN N.ﬁ .ﬁN oo e o LR sev oo -ocVHHH.mm
ST* 0S°S €Lz 65°€E S*hl 09° ST 9€ hZ 0T 89* s ©ttttSOUTTATY UBTTBABH
@.ﬁ mﬁ N m m.ﬁ N Nﬁ LR R o~co-oo-.ov.-oo.x§
0c* 00 *HT €h°T 96° T°1€ L*h L€ Lz S°€T S6°* tree $0 0 CSQUTTATY J8T3UOI]
11 9T 8T g € 6T ceoes D e 1
* 0s°*8 * 20°1T 9°0Z 6°T €h 82 0°€T €L freeees sf0ttSRUT] JITY UJSISBY
mﬁ mﬁ m m OH J Wﬁ e e v CRCRCE ) nt-ca-.o.-oxﬁdm
SL* 8€°Sh S9°T g€’ L hh LT°TT Th 62 9°¢t L8° srenees cece fSOUT] 4TV BITSQ
N WH T_ O._” FH JH ON LR U -....-..o-....-..&qmm
og* SL°8 €h'e 88° L°€EE T0°€ SE 0t €16 89°* sroeee ***SOUTTITY TBIUSUTIUOD
@ m H.—H mﬁ mﬁ m J.ﬂ LRI ) c&.tt.no.t..ao.ché.mm
She* S§2°CT 0L ¢ Sh°T 0°8¢ 29°¢ TE 1€ 68°1T 6° G setetttSOUTTATY JITUBJId
+._ @.ﬁ NH mAﬁ N ,ﬂN N saess 000 se s ooo-...-on.&é
oh* SZ°Cl T0°€ 08° 0°9Z £€8°¢ 6h 0S SE°L Ze°T sereres *t 0T tSQUTTATY UBOTJISUY
m.h m mﬁ AT_AH N‘ mA_” m LI A ) LIC LN ) .-c.o.t.o&é
otr* SLth Ttz hS°T Leze 99°C S*th Sh 91°8 SO°T sreree ceere *SeUTTATY BUOTY
NH w w m._ w O sre oo -Oo-octu-n-cooovxgmm
* £T°¢ * 66° L*62 s #h ne ©8°0T TLOT  cweweeresesesc oo e SOUTTATY LUUSOTTY
.JH w OH N ON N +_ o-ovn-.0-0-..-uo-..-oo-q-.'o-occoxgvmm
otT* 98°h § %90°C 9h°T %0 *8¢ 18°1T %ze €€ 86°0T €1°T secreesseseseees et tSOUTTATY BASBTY
(8) (4) (9) (s) (h) (€) (¢) (D)
ONIHNa J00LS aTdIX ALINDE  SIASSY TVIOL TENYYE ATMEd08d 0L  SHIGVATHOEH HIAONHAL OILvY
arvd 40 Jq00LS  OL I4HA Ol ALINGH ISTHAINT  NOLLVIDHYdEQ 40 SAVd FHVATHOHY  INEMY0D
SANEATATT  @0I¥d  NOWWOD YHTTOHMOOLS SHATL QHELVIANODDY
NOWWOO

8/6T - SOIIVYM AMISNANT UNITIIV



SECTION 1
GENERAL

FOOTNOTE DISCLOSURES

Table 1-3 summarizes the nature of information frequently

disclosed in financial statements and the number of survey companies

disclosing such information.

Table 1-3

Types of Disclosure No. Types of Disclosure No.
Accounting policies 21 Purchase commitments 8
Lease commitments 21 Stock options 7
Long-term debt 21 Supplementary income
Income taxes 21 statement information 7
Capital stock 18 Public service revenue 6
Quarterly results 18 Mail revenue 5
Pension plan 16 Mutual aid b
Replacement cost 16 Property and equipment L
Contingencies 13 Accounting change 3
Barnings per share 11 Business segments 3

* Footnotes found in two or fewer reports are listed in Table 1-23.

Examples of some of the above footnote disclosures
follow:

ACCOUNTING POLICIES - NORTH CENTRAL

Note A - Summary of Significant Accounting Policles -
The company, as a regional airline providing scheduled service
for passengers, mall and property, is regulated by the Civil
Aeronautics Board (CAB) and uses the Uniform System of Accounts
and Reports for Certified Air Carriers as required by the CAB.
The significant policies consistently followed by the company are:

Flight Equipment Parts and Supplies

These are priced at average cost. An allowance for

obsolescence ($1,067,000 in 1978 and $999,000 in 1977) is provided

for repairable parts by allocating their cost over the life of
the related aircraft.
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Prepaid Expenses - Engine Overhaul

The Company reclassifies to a current prepaid expense the estimated
portion of the purchase price of flight equipment attributable to
its overhaul expected to be consumed within the next twelve months
($5,695,000 in 1978 and $4,530,000 in 1977). Actual overhaul costs
are charged to expense as incurred.

Capitalized Interest

To properly reflect their total cost, major additions
to flight equipment, ground facilities and expenditures for
deferred charges include capitalized interest based on the
welghted average interest rate of debt outstanding. Capitaliza-
tion of interest ceases when projects become operational. The
capitalized interest is amortized over the useful lives of the
related assets for financlal reporting purposes. If capitalized
interest had been expensed as incurred for financial reporting
purposes, net earnings would have been reduced by approximately
$1,357,000 in 1978 and $565,000 in 1977. For income tax reporting
purposes, interest is expensed as incurred.

Capitalized Ieases

The company accounts for leased property in accordance
with Financial Accounting Standards Board Statement No. 13.
Accordingly, for financial reporting purposes, certain leases
are treated as capital leases while other are treated as operating
leases (Note C).

Depreciation

Depreciation is provided in amounts sufficient to
relate the cost of depreciable assets to operations over their
estimated service lives on a straight line basis for financial
and tax reporting purposes. Flight equipment is being depreciated
to estimated residual values (15% of cost): Convair 580 based
principally on a common retirement date of December 1983 and
DC-9 based on 15 year lives.

Deferred Charges

Expenditures for route development are deferred and
amortized over the life of temporary certificates, or five
years for permanent certificates. Major computer software
development is deferred and amortized over a five-year period.
Certain of these expenditures are expensed when incurred for
tax reporting purposes.

~11-



SECTION 1
GENERAL

Passenger Revenues

Passenger revenue is recognized when the transportation
service is provided. Unused ticket sales are included as a
current liability.

Pension Costs

The company has pension plans for substantially all of
its employees, and funds its current expense of normal costs
and amortization of prior service costs over 40 years. Pension
funding is determined under the unit credit and aggregate
frozen liability methods (Note H).

Income Taxes

The company uses the flow-through method of accounting
for investment tax credit which reduces income tax expense when
the related liability is reduced. Investment credits not applied
on tax returns are offset against deferred income taxes to the
extent they are applicable to deferred taxes becoming payable
in the carry-over periods. The company recognizes deferred
income taxes resulting from differences in financial and income
tax reporting (Note 1).

ACCOUNTING POLICIES - WESTERN

Note 1. Summary of Significant Accounting Policies

Property and Equipment

Property and equipment, exclusive of residual values,
are depreciated over estimated useful lives by the straight-line
method. Ieases primarily for flight equipment are classified
and accounted for as capital leases under SFAS No. 13. All
financial data for periods prior to 1978 have been restated to
retroactively reflect these capital leases from the inceptions
of the leases. FASB Interpretation No. 23, effective December 1,
1978, requires that leases of terminal space and other airport
facilities owned by governmental authorities be classified as
capital leases unless all conditions for exemption are met.
Because of the early adoption of SFAS No. 13, Western has
accounted for such leases entered into prior to December 1, 1978
as operating leases. (See Note 2.) Maintenance and repalrs
are expensed as incurred. Major renewals and betterments are

charged to property and equipment accounts.
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Preoperating Costs

Significant costs, such as those for traffic promotion
and personnel training, related to the inauguration of service
over major new routes and to the introduction of new types of
aircraft are deferred and amortized over five years.

Interest Capitalized

Interest related to deposits on aircraft purchase contracts is
capitalized and amortized over the useful lives of the aircraft.

Investment Credits

Effective January 1, 1978, investment credits are reflected as
a reduction of federal income tax expense, subject to statutory
limitations, in the year during which the credit arises or is
allowable based on financial statement earnings. For previous
periods, investment credits generated by acquisition of assets
to the extent used to reduce federal income tax liability were
amortized to income on a straight-line basis over the useful
lives of the related assets. (See Note 7.)

Obsolescence of Expendable Parts

An allowance for obsolescence of expendable parts is accrued
over the useful lives of the related aircraft types.

Airline Traffic Iiability

Passenger ticket sales are recorded as a current lisbility until
recognized as revenues for services provided by Western, refunded,
or until billed by other carriers for transportation provided

by them. The related receivable and payable accounts for prior
years have been reclassified to conform with the financial
statement presentation in 1978.
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SUMMARY OF DISCIOSURES :

SE

The nature of information disclosed 1in summaries of
accounting policies and the number of survey companies disclosing

such information follows:

Table 1-4
Passenger revenue recognition.......... cecescccasans 18
Property and equipment....... cavsesseseresssssccssses 18
Capitalized Interest.eceeeeeeoen Ceersecscesessesnans 16
Income taxXeS.eee.. cassessens cesnseccsssencesnnsas ... 16
Pension pPlanescesecececosssess cecesssssessesncansssan 13
Principles of consolidation...ceeeess ceessecaaaa eees 11
Farnings per share....ceeeeeeeees e cesssce 8
InventorieS.eeeeeeeseess cecsceenas cccssssccennss oo 6
Capital 1e8SeSiieeceasrsonssasecs cececeseccsannaa ceee 5
Deferred ChargeS.ceeeececreoscssns et sccseseesaneenn 5
Foreign currency transactions...... N 5
Preoperating costs....... cececssae cecesens Cecoeencns L
Depreciation.eeesceeses cececnnne ccececscscecscenasasan 3
Spare parts and suUpPpPlieS..c.eeeceecrcces ssseccscasese 3
Investment tax Ccreditee.ceeeeeeeeerecones ceceessans . 3
Maintenance and repairs..... ceeecessesssene ceesceens 3

CTION 1
GENERAL

There are numerous items which are not included in the
above listing which appeared in two or less reports. For such

items see the Examples of Accounting Policies Disclosure.

LEASE COMMITMENTS - AMERTICAN

4, Ieases

American leases various types of property, including

aircraft, passenger terminals, ground equipment and various
other supporting facilities.

Rental expense, net of sublease iIncome, was $52, 700,000

in 1978 and $49,400,000 in 1977. In addition, American incurred
airport landing fees of approximately $49,500,000 in 1978 and
$50,100,000 in 1977. Airport landing fees are considered a
component of American's airport lease obligations.
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In 1978, American recorded its capital leases and
those of its unconsolidated subsidiaries in accordance with
Financial Accounting Standards Board Statement No. 13, Accounting
for Ieases, and restated the financial statements for prior periods
to apply the change in accounting retroactively. The effect of
this change in accounting was to decrease the net earnings for the
year ended December 31, 1977 by $11,226,000 ($.40 per share). In
addition, retained earnings at January 1, 1977 have been decreased
by $78,367,000.

The future minimum lease payments under capital leases,
together with the present value of net minimum lease payments as
of December 31, 1978, are as follows (in thousands):

Year ending
December 31,

1979 ieennnenennnn Cereeeeeeean ceeean $ 72,000
1980 ettt eeeeccessoscossonscssassasss 70,000
1981....... eceresaceesens ceeseecnn .o 70,000
1982...... Cessesesesensons cessenas cees 69,000
1983 et escennessens et esescseacaasnns 63,000
1984 and subsequent..e.e.e.. ceeccsecas 307,000
651,000

Iess amount representing interest....... 200,000

Present value of net minimum lease :
PAYMENES et e v tvevacenanacnnasansasanses PUSL,000%

*Includes $85,600,000 of lessors' long-term loan certificates
guaranteed by American in connection with the lease of seven
Boeing 747 aircraft. In connection with American's lease of

five Boeing 727 aircraft included above, American 1s contingently
liable with respect to a letter of credit issued by a third
party, which letter of credit guarantees $15,200,000 at

December 31, 1978 of lessors' long-term loan certificates.

Future minimum lease payments required under operating
leases that have initial or remaining noncancelable lease terms

in excess of one year as of December 31, 1978 are as follows
(in thousands):

(See following page.)
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Year Ending
December 31,

1979 et ieennnns e e Cereceeene $ 29,000

1980 o » .o e o 80 000 008 000 . o e s 0o s 26’000

19810 ............ . ® & & o & o o o L] ® o & 0 0 0 25,000

1982, ceececcenes cetececnencan ceesesos 25,000

1983, ceiiececoacenss cesese cesenes ceces 23,000

1984 and subsequent...ceceeceecscas .o 326,000
Total minimum paymentsS....... Ceeeeaseanas $usu, 000

Minimum payments have been reduced by sublease rentals of
$88,500,000 due in the future under noncancellable subleases.

In connection with the corporate relocation (see Note 11),
American entered into a lease agreement with the Dallas/Fort Worth
Regional Airport. The cities of Dallas and Fort Worth, Texas have
issued 1979 Revenue Bonds with a principal amount of $147,000,000
to provide funds for the construction of a general office building
and a regional reservations center to be completed in 1981 and
certain improvements to the Flight Academy, Learning Center and
other airport facilities.

American has guaranteed payments under capital leases
for hotels and other properties operated by Flagship having a
present value of approximately $55,900,000 at December 31, 1978.
American has also guaranteed other obligations of Flagship
aggregating approximately $9,700,000.

CURRENT DEVELOPMENTS RE: LEASES

Amendment No. 28 to Part 24l of Regulation ER-1013
by the Civil Aeronautics Board adopted July 14, 1977, establishes
disclosure standards for lease transactions which will require
air carriers to record, in appropriate balance sheet accounts,
capital leases and their respective obligations. The Amendment
also incorporates detail accounting and reporting standards for
capital leases and other types of leases. Also in the Amendment
are disclosure requirements for both quarterly and year-end
financial statements for leases which meet the criteria for
capitalization but have not been capitalized. These disclosure
requirements are in compliance with FASB 13. The CAB has
encouraged immediate impplementation of the new requirements,
including retroactive application to leases entered into before
January 1, 1977.
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Accounting Series Release No. 225 was developed to
conform SEC lease accounting and disclosure requirements to
that of FASB 13. Requirements of ASR 225 differ from those
of FASB 13 in that the SEC requires (with some exceptions)
registrants to adopt the accounting provisions of the statements
for fiscal years ending after December 24, 1978 (as opposed to
fiscal years beginning after December 31, 1980).

Another development has been the issuance by the
Financial Accounting Standards Board of Interpretation 23, leases
of certain property owned by a governmental unit or authority.
Interpretation 23 clarifies that portion of paragraph 28 of FASB
Statement 13, accounting for leases, stating that leases of
certain property owned by a governmental unit or authority
shall be classified as operating leases. The interpretation
provides additional requirements which must be met before such
leases can be categorized as operating leases. Interpretation 23
is effective for leasing transactions recorded and lease agreement
revisions recorded as of December 1, 1978 or thereafter. This
interpretation shall be applied retoractively at the same time
and in the same manner as the provisions of Statement 13, except
that enterprises that have already applied Statement No. 13
retroactively in published annual financial statements need not
apply the interpretation retroactively.

SUMMARY OF DISCLOSURES

Companies reporting items relating to FASB 13 and
ASR 225 (Disclosure of Ilease Commitments by Lessee):

Table 1-5
Disclosed...ceeeesns i cesecessecassennas ceess 21
Statement that leases are elther not
material or not significant.............. . =
TOtal"'..'.....‘.. .......... Z.__]:
Total rent expense entering into determination of net
income:
Table 1-6
Disclosedeeeceeroncocanecans ceencacessns eees 20
Not disclosed..... cerectansans ceeeressacnans 1
Totaleeeeeosenenn ceeens . 21
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Rental from subleases:

Table 1-7
Disclosed.eeeeereoncons eecoses s e esesecasnnae b
Not disclosed.ee.eeeececesns Ceceesccccns s eeeee 17
TOtAleeeeeeeeseceaocsnsnnssos EL
Tanding fees:
Table 1-8
Disclosed..ecees.. caseocevesesereseanns e ee e (0
Not disclosed..... ceecececennan Ceceeesnnans . 17
Total.eeeeeoeacans ceeeeesesean 21

Disclosure of minimum rental commitments under all

noncancellable leases as of the date of the latest balance sheet
are as follows:

Table 1-9

Each of the five succeeding years and
the remainder as a single amount.......... 20
Bach of the five succeeding years, three
five-year periods and the remainder
as a single amount........ .o

Totaleeeeeeeooocoos .

I= -

ooooooooo

Basis for calculating rental payments if dependent
upon factors other than lapse of time:

Table 1-10
Disclosedeeeeeeee cesancecene ceevee ceeceeens -
Not disclosed..eeeecesececconnnnnn cteseeaaan 21
Totaleeeoeoeens ceceereceenense 21
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Existence and terms of renewal or purchase options,
escalation clauses, etc.:

Table 1-11
Disclosed.eeeveeeeeees s et e e seceae e 5
Not Ai8CloSEAeeeeevenseesaneesess ceeeen .e 16
Totaleeeeeeeeeaanas ceeeeean 21

Nature and amount of guarantees or obligations assumed:

Table 1-12
DiISClOSEA. ... eeeeeceoeeanoncnasans ceencene 6
Not disclosed......... B )
Total..... cereereeaeas . . 21

Restriction on paying debt, additional leasing, etc.:

Table 1-13
Disclosed....... et cesacesceenssenns . . 3
Not disclosedes.eeenesernnneanns ceceernen 18
U0 1 - 1 PN 21

Any other information necessary to assess the effect
of lease commitments on future operations:

Table 1-14
DiSClOoSEAeeeeaeioncesssoancsoseosoononsnss 3
Not diSCJ-osed-....'O...0.!0........0. ...... ;.é
Totaleeeeeeeeeaaonn ceeeeeee 21
Present value of lease commitments by major category
at balance sheet date:
Table 1-15
Disclosed.e.eeeeeeeceseecnrecccocnsnae ceeeees 18
Not disclosed..... crersceas ceeeaes . 3
Totaleeeeeeoens ceeosnan cees 21

-19-



SECTION 1

Rate used in computation of present value:

Table 1-16
Disclosede.eeees ceceeoaneseesesesans ceete e 9
Not disclosed....... AR ceseenen ceeaeae 12
Total..... cecocesesessesesseens 21

Present value of all sub-rentals which will reduce

rental expense:

Table 1-17

Disclosed.

Not disclosSed..eeeeeecocssssens ceeoas cerecocss 21

TOt8leeeeeesooscccnsossne ceeeees 21

GENERAL

Tmpact on net income of capitalizing all noncapitalized

financing leases:

Table 1-18
Disclosed...oseesecens Creeessescctacsscssensnnn 11
Not dlSClOSGd.... ..... ceeaen cesecanene oo 5
Statement that the impact was either not
material or not significant.... ceersean «s _6
*¥Totaleeeoeooeean . gﬁ

*One airline disclosed 1977 impact, and stated that effect in
1978 was not material.

Amount of amortization and 1nterest cost for all
noncapitalized financing leases:

Table 1-19

Disclosed .
Not disclosed..eee..

Total..

ooooooooooooo

I= o~
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LONG-TERM DEBT - EASTERN

Note C - Long-term Debt

Long-term debt (including current maturities) follows
(in millions):

December 31

1978 1977

Nonsubordinated:
8-3/8% Promissory Notes due 1979-1982

(1982 NOtES)eetverernonnoennannans ciiienenieees P3uu P oun2
6% Promissory Notes due 1979-1986 (1986 and

19868 NOtES)eveeorsoeosanoooeeansannnn ceeianan 96.1 108.4
Promissory Notes due 1979 (1979 NOteS)eeerennnnn - 13.1
8-3/4% Promissory Notes due 1979-1993

(1993 Notes)..... Ce et tteccee et nns ceee 28.8 29.2
Promissory Notes due 1979-1981

(1981B NoteS) (L)eeeeeseseocsccesacsonnosonnns 23.9 31.9
5-1/2%, 6%, 7-1/2%, and 8-1/2% Series A and B

Promissory Notes due 1979-1988

(RO11S-ROYCE NOLES)eeeeeereaaanaaaanan ceeeeees 8l.u4 91.5
8-1/4% Promissory Notes due 1979- 1988

(A300 NOLES)eu i veieeosenosassoessosacasncasass L6. L -
5-3/8% - 11-3/4% Instalment and Other Purchase

Obligations due 1979-1988.4.cceeccccracenacans 11.1 13.1
Total nonsubordinated.....c..eeveieineeciranenss . 322.1 331.4

(See following page.)
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Subordinated:
5% Mamufacturer's Subordinated Notes due 1979... 0.2 2.2
Manufacturer's Subordinated Notes

due 1979-1980 (2) e uecennenenecncnoacnnnas .. b4 7.9
9-1/4% Airbus Industrie Subordinated Notes

due 1989-1993 (3)eeveuecercenssosonsennnnnnns . 15.4 -
9-1/4% General Electric Subordlnated Notes

due 1989-1993(4)eeeeenenanens e . 12.9 -

10% Convertible Subordinated Debentures due

April 1, 2002; convertible into Common Stock

at $10 per share, called during 1978...... ceee - 50.0
4-3/4% Convertible Subordinated Debentures

due October 1, 1993; convertible into Conmmon

Stock at $34 per share, callable.e.veeeees .. . 43.0 47.6
5% Convertible Subordinated Debentures due

November 1, 1992; convertible into Common

Stock at $50 per share, callable....... Cereae 61.0 68.0
Total Subordinated...ccceeeeececcsccssccessacons 136.9 175.7
Total Long-Term Debt

(including current maturities).............. .. 459.0 507.1
Tess Current MaturitieS.ceeeieeeeecereeccnconans 59.3 71.3
Total Tong-Term Debt..eeeeeeececeeosossscons eeo. $399.7  $u3s.8

(1)

(2)
(3)

(1)

Interest rate floats at a rate equal to 7/8 of 1% above the
prime at The Chase Manhattan Bank, N.A. This series of notes
was issued on January 3, 1977 in exchange for a like amount
of 1978C and 1981 Notes.

Interest rates float at a rate equal to 2% above prime at
Citibank, New York.

Net of imputed interest of $6.u4 million. The notes are
interest free for up to 48 months after the delivery of
each alrcraft. Interest was imputed at 9-1/4% for the
interest-free period.

Interest rate is subject to upward or downward adjustment
(plus or minus 1-1/4 percentage points) based on Eastern's
profit margin for each fiscal year.
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The portion of the 1982, 1986, 1986B and 1993 Notes
related to amounts originally scheduled for repayment in 1976
but rescheduled during 1976 to 1978-1981 bear interest at rates
other than those shown above.

The 1979 Notes were retired in the latter part of 1978
with the delivery of the last 1-1011 aircraft on firm order by
the Company from Lockheed.

Under a 1972 bank revolving loan agreement, $67.5 million
of undrawn credit was avallable as of December 31, 1978, while
as of December 31, 1977, $106.9 million was avallable for draw-down
under this agreement. In addition, $60.0 million was available
for draw-down under the 1977 Bank Credit Agreement as of December 31,
1978, as compared to $25.0 million which was undrawn as of
December 31, 1977.

The Rolls-Royce Notes due 1979-1988 are denominated
in pounds sterling and represent amounts outstanding under agree-
ments with a group of British banks to provide financing in British
pounds for approximately 90 per cent of the purchase price of
Rolls-Royce RB.211 engines, plus spares, installed on Lockheed
1-1011 aircraft. The 5-1/2% Notes are repayable at a stipulated
exchange rate of $2.51 per pound sterling, and the 6%, 7-1/2%
and 8-1/2% Notes are repayable in pounds sterling. Of the amount
shown at December 31, 1978, $35.8 million bears interest at the
rate of 5-1/2 per cent per annum, $34.7 million at the rate of
six per cent, $6.9 million at the rate of 7-1/2 per cent and
$4.0 million at the rate of 8-1/2 per cent. Of the amount shown
at December 31, 1977, $46.5 million bears interest at the rate
of 5-1/2 per cent per annum, $37.3 million at the rate of six
per cent, $2.6 million at the rate of 7-1/2 per cent and $5.1
million at the rate of 8-1/2 per cent. At December 31, 1978, all
amounts available for financing had been drawn down. At December 31,
1977, the remaining available financing under this agreement at
the exchange rate in effect at that date, amounted to approximately
$4.3 million. During 1978, all remaining financing was drawn at
the prevailing exchange rates.

In accordance with customary and normal practices, the
Company maintains compensating balances on certaln bank borrowings.
Such balances amounted to approximately $13 million as of
December 31, 1978 and $18 million as of December 31, 1977.
Compensating balances are maintained under informal and unwritten
arrangements, and their withdrawal is not generally subject to
any legally binding restrictions.
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Substantially all the Company's flight equipment and
rights under aircraft leases (with terms longer than two years)
are mortgaged as collateral for the Promissory Notes under the
Company's Indenture of Mortgage dated as of October 1, 1963, as
amended. The Indenture includes provisions relating to maintenance
of net worth and working capital, as well as certain ratios of
assets to senior indebtdedness and contains, among others,
restrictions which 1imit the payment of cash dividends. The 1977
Bank Credit Agreement also contains covenants relating to the
level of financial leverage, net worth and senior indebtedness.

Minimum repayments of long-term debt outstanding at
December 31, 1978 are scheduled as follows (in millions):

1979 (included in current liabilities)..... $59.3

1980.cceeeeens sesvoss cecessecsececcssesssacns 53.9
1981l.eeeecenns e sosenss 52.4
1982..ceeeennn ceeeceseeaana cevenses cecocens 40.5
1983. e eececeenccnns A 31.3

After19830000000000..-..0'0000009.oooo..oo 22106

INCOME TAXES - PTEDMONT

Note G - Income Taxes

The reasons for the significant differences between
total income tax expense and the amount computed by applying
the statutory Federal income tax rate of u48% to combined income
before income taxes are as follows:

1978 1977
% of % of
Pre-tax Pre-tax
Amount Income Amount Income

Computed tax at

statutory Federal

income tax rate...... . $2,889,000 us $4+,194,500 48
State income taxes,

net of Federal tax

benefit..eeeeeeereenss 104,100 2 158,500 2
Investment tax credit... (2,510,500) (u2) (2,985,500) (3u4)
Other..ieiieieeeeeeaenns (54,641) (1) 148,184 1
Actual tax expens€...... $ 427,959 7 $1,515,684 17
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The provision for federal and state income taxes
includes net deferred income taxes of $979,676 in 1978 and
$307,493 in 1977. The 1978 tax provision includes an income
tax credit of $699,009 arising from an investment tax credit
carryback.

Under a special provision for airlines, the Company
was allowed to claim investment tax credits up to 100% of its
tax liability in 1977 and 1978. This allowable credit decreases
10% each year through 1980 and returns to the normal corporate
limitation in 1981.

At December 31, 1978, the Company has investment tax
credits of approximately $381,000 and jobs tax credit of approx-
imately $100,000 which may be utilized for income tax purposes
to reduce future income taxes. All of the credits expire in
1985. For financial reporting purposes, the Company has utilized
the above tax credits in its income tax provision.

The Company's federal income tax returns have been
examined through 1974.

SUMMARY OF DISCLOSURES

A1l reports surveyed included Federal income taxes on
their income statement. The following table summarizes the
method of income tax disclosure:

Table 1-20

Current and deferred on the income

statement.eeeieeeeireeesreccoascncsoncnns 2
Income taxes shown as one number on the

income statement with no disclosure

of componentS..eeeeeeeaceoansssnss ceeecans 3
Income taxes shown as one number on the

income statement with footnote

disclosure of the componentS............ 16
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The following table summarizes the method used to
disclose the amount of the investment tax credit utilized:

Table 1-21
Disclosed 1n a footnotEeeeeieeeserteveascnns 16
Shown on the income statement....... s e 3
Not disclosed..ceiveeneccecennns ceeecennans 2
Tot al ......... LN 1 . ® ® o & o o o i

The method of accounting for the investment tax credit
used by the airlines surveyed is summarized as follows:

Table 1-22
Deferred method..eeeeeeceeenens ccsassssssss 2
Flow-through method...ceevieeeieeneeeeennnn 19

CAPITAL, STOCK - ALLEGHENY

(5) CAPITAL STOCK

The Company has in effect qualified stock option plans
under which options have been granted to key employees to purchase
common stock of the Company at 100% of the fair market value of
the common stock on the date of the grant. The optilons granted
prior to September 1, 1977 become exercisable to the extent of
25% one year from date of grant and an additional 25% each year
thereafter. Options granted on or after September 1, 1977
become exercisable to the extent of 33-1/3% one year from date
of grant and an additional 33-1/3% each year thereafter.

Information as of December 31, 1978 and for the two

years then ended with respect to the stock option plans is as
follows:

(See following page.)
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Total
Market
Number Value at
of Option Price Date of
Shares Per Share Total Grant
(in thousands except
per share amounts)
Options outstanding at
December 31, 1978:
Date of Grant:
February 6, 1974 Ll $6.375 $280 $280
July 22, 1975 3 6.375 19 19
August 1, 1975 3 6.375 19 19
September 3, 1975 59 4.00 236 236
November 6, 1975 2 4.00 8 8
September 1, 1977 69 4.25 293 293
180 $855 $855
Options becoming
exercisable during:
1977 49 $4.00 - 9.00 $318 $ouox
1978 53 $4.00 - 6.375 248 601 *

* Market value at date options became exercisable.

No options were exercised in 1977. During 1978, options
were exercised for 7,166 shares of common stock at an average
option price of $5.35. Options exercisable at December 31, 1978
and 1977 were 117,000 and 135,000, respectively. Options for
71,000 and 62,000 shares expired or were canceled during 1978
and 1977, respectively. There were 127,000 shares available at
December 31, 1978 for granting of additional options. The excess
of the proceeds received upon exercise of options over par value
of the shares issued is credited to additional paid-in capital.

No charge is made to income with respect to options.

Common stock reserved for issuance upon the conversion
of convertible debentures and preferred stock and the excercise
of warrants and options at December 31, 1978 is as follows:

(See following page.)
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Exercise or
Amount or Conversion Common
Number Price Per Stock
Outstanding Common Share Reserved
(in thousands except per share
and warrant amounts)
Convertible
Subordinated
Debentures:
5-3/u% due
October, 1993..... ee. $1,294 $23.16 56
6% due January,
1993 it eeneenn ceeae 613 - 11
$1,907
Senior Preferred Stock... 1,600 shares - 2,991
Preferred StoCKeeeeeeoeos 204 shares - 611
Common Stock Purchase
Warrants:
Expiring 1979........ 719 warrants  $25.00 719
Expiring 1987...... .. L77 warrants  $17.31 496
Stock Option PlanS....... 180 options  $4.00-6.375 307
5,191

The 6% Convertible Subordinated Debentures are convertible
until April 12, 1979 into 18.099 shares of Common Stock and 12.1
1979 Stock Purchase Warrants, which expire April 12, 1979, and
thereafter into 18.099 shares of Common Stock for each $1,000
debenture. - Upon expiration of the 1979 Stock Purchase Warrants
gn April 12, 1979, the conversion price per common share will be
55.25.

The 1987 warrants expire on April 1, 1987, and are
exercisable at $18 per warrant for 1.04 shares of Common Stock,
which may be exercised in whole or in part by surrender of the
5-1/2% Subordinated Debentures due April 1987.

On May 25, 1978, the stockholders approved amendments
to the Company's Certificate of Incorporation authorizing the
issuance of 3,000,000 shares of Senior Preferred Stock and
providing that upon the issuance of any preferred stock which
is fully cumulative with respect to dividends, the Preferred
Stock already outstanding shall also become fully cumulative
with respect to dividends. In August 1978 the Company sold
1,600,000 shares of fully cumulative Senior Preferred Stock.
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Fach issued share of Senior Preferred Stock is without
par or stated value, has an annual cumulative dividend requirement
of $1.875, a redemption price of $26.88, which declines to $25
in 1988, a liquidation preference of $25 and is convertible into
1.869 shares (subject to adjustment under certain conditions)
of Common Stock.

Each issued share of the Preferred Stock is without
par or stated value, has an annual cumulative dividend requirement
of $3, a redemption price of $100, a liquidation preference of
$50 and is convertible into 3 shares (subject to adjustment under
certain conditions) of Common Stock.

QUARTERLY RESULTS - CONTINENTAL

(16) QUARTERLY FINANCIAIL, DATA (UNAUDITED)

Summarized quarterly financial data for 1977 and 1978
is as follows:

ceessssesssessssThree Months Ended....cceeeeeeeeeae e
March 31 June 30 September 30 December 31

1977

Total operating

revenues..... $143,227,000 $161,815,000 $179,060,000 $172,964,000

Operating

income....... 5,764,000 12,717,000 18,445,000 11,014,000
Nonoperating

expense, net. 4,842,000 5,233,000 5,486,000 5,781,000
Net earnings... $ 876,000 7,152,000 12,568,000 5,046,000
Net earnings

per share:

Primary...... $ .06 & .50 ¢ .87 $ .35

Fully diluted § .06 $ 46§ .79 $ .33

(See following page.)
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1978
Total operating

PEVENUeS ... .. $175,331,000 $188,200,000 $205,899,000 $205,243,000
Operating

income....... 9,432,000 14,870,000 22,441,000 6,166,000
Nonoperating

expense

(income), net (14,783,000) 5,290,000 4,990,000 6,489,000

Net earnings

(loss)eeee... $ 23,392,000 $ 9,253,000 & 16,859,000 $  (314,000)

Net earnings

(loss) per
share:
Primary.... $ 1.59 $ 62 & 1.12 § (.02)
Fully
diluted.. $ 1.43 ¢ .58 ¢ 1.03 $ (.02)

In the first quarter 1977, the Company settled a fuel
price dispute with one of its major fuel suppliers, and $1,358,000
was credited to expense, representing amounts charged to fuel
expense in prior years.

During the fourth quarter of 1977 the Company recorded
the following adjustments: earnings before income taxes were
increased by $1,475,000 (included in Cargo revenues) representing
retroactive mail rate adjustments for the period 1973-1977 and ‘
decreased by $1,215,000 for the accrual of incentive compensation
payable to officers and other key personnel.

In the first quarter of 1978, the Company recorded a
pretax gain of $19, 742,000 from the loss of a DC-10 aircraft.
See note 12.

Fourth quarter 1978 passenger revenues were affected
by an adjustment in Continental's estimate of its advance ticket
sales liabilities attributable to the first two qQuarters in 1978
which reduced the airline's liability at year end and increased
passenger revenues by $4,200,000. FEarnings before income taxes
were increased by $1,177,000 as a result of the settlement of a
vendor account and decreased by $1,188,000 for the accrual of
incentive compensation payable to officers and other key
personnel.

-30-



SECTION 1
GENERAL

PENSTON PLANS - FRONTIER

Note H - Pension Plans

The Company contributes to pension plans covering all
groups of employees. The Company's policy is to fund all pension
costs accrued. As of December 31, 1978, there was no unfunded
pension liability. Total pension expense was $9,627,000 and
$7,618,000 for 1978 and 1977, respectively.

REPLACEMENT COST - DELTA

PROPERTY AND EQUIPMENT REPLACEMENT COST (UNAUDITED):

For operating expenses such as salaries and wages, fuel,
supplies, etc., the Company's financial statements generally
reflect current prices. However, the Company's substantial
investment in productive capacity (flight equipment and ground
property and equipment) and the related depreciation expense are
based on historical cost. Although a major portion of the Company's
aircraft seat capacity has been purchased in recent years, the
financial statements do not reflect the higher current replacement
cost of the Company's entire productive capacity resulting from
the cumulative impact of inflation. Further, the Civil Aeronautics
Board presently makes no allowance for these higher replacement
costs in determining airline fares and rates.

In compliance with rules of the Securities and Exchange
Commission (SEC), the Company has estimated certain replacement
cost data relative to the Company's current productive capacity.
Such information is based wholly on a hypothetical assumption
that the entire productive capacity would be replaced at June 30,
1977 and 1978. This does not represent the intention of the
Company with regard to purchases of future property and equipment
“but expresses the possible repurchase values of currently operated
aircraft, equipment and facilities. Further, the information
does not purport to represent amounts at which these assets could
be sold. These factors should be kept in mind when reviewing
the replacement cost data contained below.
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The estimated replacement cost information for the

Company's productive capacity as of June 30, 1977 and 1978,
together with related historical cost data, was as follows
(in thousands of dollars):

1977 Historicat Replacement
Flight equipment......... Ceeeceaiaea ceee. $1,577,705  $2,2u7,u6l
Spare aircraft parts and equlpment........ 182,024 259,295
Facilities and ground equipment and

facilities..... ceceeesecsscnsens cececeas 179,804 239,501
1,939,533 2,746,257

Iess - Accumulated depreciation....... cees (764,740) (1,072,886)

$1,174,793 $1,673,371

Depreciation expense for the year

ended June 30, 1977...cccveen. C et $ 165,282 $ 239,099
1978

Flight equipment..... ettt .. $1,713,478 $2,706,589

Spare aircraft parts and equipment........ 186,082 293,933
Facilities and ground equipment and

facilities...... Ceeeceeteeetesasenaaannns 198,198 299,186

2,097,758 3,299,708

Iess - Accumulated depreciation....... cees (904,269) (1,420,157)

$1,193,489 $1,879,551

Depreciation expense for the year
ended June 30, 1978..cceeveecncss ceeeeee $ 166,669  $ 273,312
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The following reconciles the historical amounts included
in the Company's financial statements at June 30, 1977 and 1978,
with the historical amounts used above (in thousands of dollars):

1977 Cost

Historical amounts as
shown in the accompany-
ing financial state-
ments -
Flighteeeeeeeennenns . $1,720,843
Ground..ceeececeens .. 256,949

Depreciation
and
Accumulated Amortization
Depreciation Expense

$630,260
133,470

1,977,792

Add - Capital leases not
included in financial
statementsS....cceeeeenne 43,940
Deduct - Amounts included
in financial statements,
for which no replacement
cost information is
provided:
Ieasehold improve-
ments under
operating leases... (71,866)
Construction
work-in-progress... (6,899)
Capitalized interest
on equipment
adVaNCeS.e.eeonss e (1,733)
Tand..eeeeseeeoeoonss (1,701)

763, 730 $166, 040

28,033 3,362

(27,023) (4,120)

Historical amounts for
which replacement
cost information is
provided...... ceeerese. $1,939,533

$764, 740 $165,282
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1978
Historical amounts as
shown in the accompany-
ing financial state-
ments -

Flighte.eeeeenn. ceee. P21,

Cost

862,231
282,149

Accumulated
Depreciation

$755, 747
148,081

2,144,380

Add - Capital leases
not included in
financial statements...
Deduct - Amounts included
in financial state-
ments, for which no
replacement cost
information is provided:
Ieasehold improve-
ments under
operating leases...
Amortization of
preoperating
EXPENSES e evss . ceae
Construction
work-in-progress...
Capitalized interest
and ground
equipment advances.
Iand...... ceesescenne

43, 940

(77,549)

(6,759)

(4,553)
(1,701)

903,828

31, 244

(30,803)
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Depreciation
and
Amortization
Expense

$168,155

3,211

(4,597)

(100)

Historical amounts for
which replacement
cost informatlon is

provided....veevevee... $2,097,758

$o0u,269

$166,669

The methodology used for the determination of replacement
cost was developed by the airline industry in concert with the

Air Transport Association of America (ATA).

This was done under

a SEC recommendation that a uniform industry method be developed
to allow general comparisons within the industry.

“3-
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the variety of aircraft available, the common denominator
selected to equate replacement cost with productive capacity

was the aircraft seat. The current average cost per seat for
the various types of new replacement aircraft (as furnished by
ATA based on aircraft manufacturers' current selling prices of
new aircraft) was multiplied by the estimated number of seats
needed to replace the existing fleet. The replacement cost of
spare parts and equipment was determined by applying the
Company's historic ratio of the cost of spare parts and equipment
to the total cost of the related aircraft fleets. The Company
grouped its ground equipment and facilities by type of equipment
and year of acquisition and then multiplied each group by a
replacement index published by the government to compute a
current theoretical replacement cost. ILeased flight and ground
equipment defined as capital leases (in accordance with Financial
Accounting Standards Board Statement No. 13) is also included

in this productive capacity.

Accumulated depreciation based on replacement cost was
determined by applying the ratio of historical cost to replacement
cost for flight equipment and ground equipment separately.
Replacement cost depreciation expense for fiscal 1977 and 1978
was determined by applying the ratio of historical cost deprecia-
tion expense to the average historical cost during the years
multiplied by the average replacement cost of property and
equipment.

CONTINGENCIES - BRANIFE

NOTE 9 CONTINGENCIES

In connection with the sale of certain of its assets,
Braniff has agreed, under certain circumstances, to repurchase
such assets. At December 31, 1978, the contingent repurchase
prices aggregated $16,900,000. Braniff estimates that the
current market values of such assets are in excess of any
contingent repurchase prices and that no losses would occur
in the event of such repurchase.

At December 31, 1978, Braniff was contingently liable

with respect to certain accounts in ILatin America, approximating
$783,000, which had been sold to banks with recourse.
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At December 31, 1978, Federal income tax returns of
Braniff and consolidated returns in which it was included from
December 1, 1965 through December 31, 1973 had been examined
by the Internal Revenue Service ("IRS"). Braniff has agreed
to settlement proposals with the IRS on certain issues relating
to 1969 and prior years and has provided for such amounts.
Remaining proposed adjustments through December 31, 1973 could
result in additional net tax assessments. In addition, the IRS,
as a result of its investigation into the competitive practices
program which was the subject of a complaint by the Civil
Aeronautics Board, is claiming civil fraud penalties for 1970
through 1972 which Braniff calculates to aggregate a maximum
of approximately $1,136,000. Braniff is vigorously opposing
the asserted civil fraud penalties and has protested the remain-
ing proposed adjustments for 1970 through 1973. In the opinion
of management, the ultimate payments of prior years' income
taxes will not materially exceed the aggregate of the amounts
provided for prior years' liabilities, the amount of future tax
benefits and the amount related to deferred taxes provided in
the prior years.

Various lawsuits and claims are pending against the
Company, including those which contain allegations related to
noise and air pollution, statutory or regulatory compliance,
and employee benefit and discriminatory employment practices.
Management believes that the ultimate disposition of any of
these actions, where losses are possible but not probable as
of December 31, 1978, will not have a material adverse effect
on the consolidated financial statements of the Company.

EARNINGS PER SHARE - HAWATTAN

9. EARNINGS PER SHARE

Primary earnings per share are based on the weighted
average number of common shares outstanding during each year.
Fully diluted earnings per share include the assumed conversion
of the Company's convertible debentures and elimination of
related interest expense. Assumed exercise of the warrants
issued in connection with senior subordinated notes (see Note 5)
would be anti-dilutive.
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SUMMARY OF DISCLOSURE

The following table summarizes some of the footnotes
that appeared two or fewer times in the reports surveyed.

Table 1-23 - Miscellaneous Notes

Intercorporate relationships Export sales

Dispositions of property Significant transactions and
Capitalized interest credits affecting operating
Dividends results

Accrued expenses International route agreement
Proposed consolidation Loans to subsidiaries

Wage programs Retained earnings

McDonnell Douglas Case Cash and short-term investments
Change in accounting method Subsequent event and
Reclassification supplementary EPS data

Example of some of the above footnote disclosures follow:

ATASKA

NOTE 9 TRANSACTIONS WITH ALASKA CONTINENTATL DEVEILOPMENT
CORPORATION (AICO) AND INTERCORPORATE RELATIONSHIPS.

As of December 31, 1976, Alaska Airlines, Inc. and
certain of its officers and directors held a controlling interest
in Alaska Continental Development Corporation (ALCO) and, in turn,
ATCO and certain of its officers and directors owned approximately
11% of the Company's outstanding common stock. On April 24, 1976,
the shareholders of AICO adopted a Plan of Complete Lidquidation
pursuant to which AICO distributed all of its stock ownership of
the Company to the individual shareholders of AICO, with the
final distribution made in January 1977.

In prior years, AICO had earned 787,663 warrants of
the Company, together with certain registration rights as a
result of guaranteeing Company indebtedness and pledging its

-37-



SECTION 1
GENERAL

assets on behalf of the Company. FEach warrant entitled AICO

to purchase, subject to approval by the CAB, one restricted

share of the Company's common stock for $u4 per share, with the
price increasing $.20 each year for years 1973 through 1977 and
thereafter to increase $.10 each year until expiration in 1981.

On April 26, 1976, the Company purchased all of the above warrants
from the shareholders of AICO for $1,536,000 ($1.95 each) and in
1977 the Company recognized the income tax benefit of the deduction
for the purchase of the warrants in the amount of $774,000. Both
the costs of the purchase of the warrants and the income tax benefit
thereof have been accounted for as charges and credits respectively
to retained earnings.

In January 1977, AICO exercised its remaining options
granted in a 1974 agreement to purchase two parcels of undeveloped
land owned by the Company. The option price in the amount of
$373,000 was 125 per cent of the acquisition price of the properties
when these were acquired from AICO.

TWA

NOTE 6 DISPOSITION OF PROPERTY

The gain on disposition of property includes $15, 644,000
in 1978 from the sale of five Boeing 707 freighter aircraft and
$7,056,000 in 1977 from the sale of five Douglas DC-9 passenger
aircraft.

BRANTEF

NOTE 7 CAPITALIZED INTEREST

As discussed in Note 1, Braniff capitalizes interest on
borrowed funds used to finance equipment purchase deposits. Had
Braniff followed the alternative practice of expensing these
interest costs, net income would have decreased by approximately
$2,280,000 in 1978 and $928,000 in 1977.
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2. CASH AND SHORT-TERM INVESTMENTS
Cash and short-term investments consisted.of the

following (in thousands):

December 31,

1978 1977
Cash....... Cetieeneeaanen ettt ee. $ 29,187 $ 17,277
U. 5. Government securities........ sesssncs 99,370 72,130
Certificates of deposSiteee.eeeiieeeeeneenenns 270,760 184,727
Prime commercial PaPETre.eiceccecossceennenean 32,885 71,709
Bankers' acceptances and other......cecev... 105,028 88,395

$537,230 $u34,238

Short-term investments are carried at cost, which
approximates market value.

CONTINENTAT,

(5) DIVIDENDS

On January 30, 1975, a 10% stock dividend was declared,
payable March 28, 1975 to stockholders of record on February 28,
1975. The dividend was recorded by a charge to retained earnings
of $5,852,000. For the 1,300,293 additional shares issued,
common stock was credited for $651,000 and capital in excess of
par value was credited with $5,201,000.

No cash dividends were declared during the period 1974
through 1976. 1In 1977 cash dividends of $3,577,000 or 25¢ per
share were paid. In 1978 the Company resumed payment of a regular
quarterly dividend of 10¢ per share per quarter, the first of
which was declared in May 1978. Total dividends declared and
paid in 1978 were 30¢ per share or $4,421,000.
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SOUTHERN

NOTE B - CERTAIN SIGNIFICANT TRANSACTIONS AND CREDITS
AFFECTING OPERATING RESULTS

The Company sold four DC9 engines during 1978. The
gain on the sale was $1,166,000 ($#660,000 or 32 cents per share
primary after income taxes).

The Company's financial statements have been restated
to reflect the accounting for certain operating leases entered
into prior to January 1, 1977, as capital leases by recording
assets and liabilities for leased property and equipment in
accordance with FASB Statement No. 13, "Accounting for Leases'".
The effect of this change is recorded as an adjustment of
beginning retained earnings for the year 1977. Net income for
1977 was increased by $1,089,000 ($.63 per share primary).

On April 4, 1977, a DC9 aircraft was destroyed during
severe weather conditions near Atlanta, Georgia. A number of
claims have been made and are expected to be made against the
Company for loss of 1life, injury, and damage to property as a
result of this accident. In the opinion of management, the
claims are adequately covered by insurance. Insurance proceeds
in excess of the purchase price of the leased aircraft and other
related costs were $5,823,000 ($3,922,000 or $2.26 per share
primary after income tax effect).

On December 29, 1977, the CAB issued an order establish-
ing temporary rates for the carriage of mail during the period
1973 through 1977 as a continuing part of the Priority and
Nonpriority Domestic Service Mail Rates Investigation instituted
in December 1970. Under the order, Southern received $1,012,000
of additional mail revenue applicable to the years 1973 through
1976, which is included in mail, express and freight revenue for
1977. The additional revenue had the effect of increasing net
income for 1977 by approximately $500,000 (29 cents per share
primary). In November 1978, the CAB issued a final order
substantially confirming the mail rates through 1977 and estab-
lishing a procedure for adjusting mail rates for cost increases
for years beginning with 1978. The final order had the effect
of increasing net income in 1978 by $54,000 (three cents per
share primary).
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HAWATTAN

2. CHANGE IN ACCOUNTING METHOD

In 1978, the Company changed its method of accounting
for unused investment tax credits to conform to the requirements
of FASB Interpretation No. 25 issued in September 1978. The
effect of the change was to increase investment tax credits
recognized in 1978 and decrease net loss by approximately $290, 000
(18¢ per share).

OPINIONS

The following is a summary of opinions issued on the
financial statements of the airlines surveyed:

Table 1-2u
Ungqualified opinioNnS.ceeeeeeeeeecess crees e 9
Qualified:
"Subject to"....... e teececeeteneeaae s 2
"Except for".iiieieennn.. Ceteeeeeneeeanaes -
"Consistency"......... et Ceeeeeea 12

Total....l.....' ............. 23

MANAGEMENT 'S DISCUSSION AND ANATYSTS OF THE SUMMARY OF OPERATIONS

As required by Section 13 or 15(d) of the Securities
Exchange Act of 1934 each airline filed a Form 10-K, including
management 's discussion and analysis of the summary of operations.
Twenty of the airlines used five-year summaries while only one
used a ten-year summary. Six airlines incorporated by reference
the management discussion and analysis from the annual report.
Examples of management's discussion and analysis follow:
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OZARK

MANAGEMENT'S DISCUSSION OF FINANCIAL RESULTS

1978 vs. 1977

Operating revenues increased 19% over 1977 due to fare
increases totalling 6.2% allowed during the year by the Civil
Aeronautics Board (CAB) and passenger revenue miles increasing
20% in 1978. Iength of haul increased from an average trip of
301 miles to 324 miles which accounts for the dilution in the
average yield from 12.86¢ per revenue passenger mile in 1977 to
12.77¢ in 1978.

Continued charter promotion and rate increases of
approximately 12% increased charter revenues 22%. Cargo volume
was up 1lu4% combined with a 10% rate increase effective May 1,
1978 increasing cargo revenues a total of 18%. Mutual aid
payments were made to one member airline during 1978, while none
was made in 1977. Other operating revenues remained unchanged.
Total mail revenues were down in 1978 because 1977 included
retroactive payments for prior years. Mall revenues for 1978
actually increased 30% over 1977.

1977 vs. 1976

Operating revenues increased 18% over 1976. Fare
increases totalling 7% were allowed by the CAB at various dates
during the year to cover higher operating costs, and, when applied
to a gain of 11% in revenue passenger miles, resulted in increased
passenger revenues. Yield per revenue passenger mile flown
increased 4%. Public service revenues were up 6% reflecting a
change in the rate paid to the Company during the last half of
the year as a result of updated data furnished under the current
class rate. Continued promotion of charter operations increased
charter revenues 75%. Cargo revenues were up 22% on 11% higher
volume. Other revenues increased $642,000 primarily due to
increases in outside maintenance services and in-flight beverage
sales. There were no mutual aid payments as there were no member
airline strike days in 1977.

Mail revenues include an additional $1,228,000 represent-
ing a retroactive payment by the Post Office Department applicable
to the years 1973 through 1976; and $659,000 due to the increased
rate applicable to 1977.
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Operating expenses were up 18% in 1977, primarily
due to a 10% increase in miles flown and the increase in
passengers carried. Unit fuel costs increased 15% over the
prior year. Wages and employee benefits, services and
materials continued to increase with inflation and the growth
in operations.

Nonoperating expenses: interest and debt expense
increased primarily due to the increase in debt outstanding
throughout the year. During 1977, five FH-227B aircraft were
sold resulting in a gain on disposal of aircraft in the amount
of $568,000; gain on sale of related aircraft parts was $291,000.
No aircraft were sold in 1976. The increase in interest income
reflected participation in short-term investments during the
year. Other income includes a gain of $113,000 on purchase
of the Company's 6-3/4% convertible debentures. Federal and
state taxes on income were up based on the increase in before
tax earnings and less available investment tax credit.

The 1977 increase in net earnings over 1976 resulted
from continuing traffic growth; increased fares; additional
mail pay, and gain on sale of aircraft and related parts.

Operating expenses rose 18% primarily due to an
additional 13% available seat miles flown, 20% more passenger
miles and initial start-up costs for service to six new cities
in 1978.

Interest expense increased due to additional debt
outstanding and a substantial increase in the prime interest
rate during 1978.

Gain on sale of aircraft relates to the sale of one
FH-227B aircraft and spare parts in 1978 as compared to five
FH-2227B aircraft sold in 1977. The iIncrease in interest
income reflects additional short-term cash investments during
the year at higher rates. Other income in 1978 and 1977 included
a gain of $66,500 and $113,000 on purchases of the Company's
6-3/u4% convertible debentures.

Pederal and state taxes on income were up reflecting
an increase in before tax earnings and a lesser amount of
available investment tax credit.

The 1978 earnings Improvement over 1977 resulted
primarily from continued strong traffic growth.
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NATIONAL
MANAGEMENT 'S DISCUSSION OF FINANCTAL RESULTS

Net Income

Net income for fiscal 1978 was $14 million, or $1.68
per share, that includes $1.8 million from non-recurring items.
These earnings compare with last year's net income of $3 million,
or 35 cents per share.

Aided by new marketing and scheduling programs, our
market share has increased. New international route awards
also have helped increase passenger volume. Despite traffic
gains, however, deeply discounted fares currently offered have
lessened improvements in net results.

Costs continue to escalate, particularly labor and fuel.
Tabor expense increased from $183 million in the previous year
to $210 million in fiscal 1978, partially due to the increased
business volume. Fuel cost of $117 million reflects an increase
of $18 million over fiscal 1977. These two items accounted
for 37 per cent and 20 per cent of operating expenses respectively
in both years.

Revenues

Revenues rose sharply to a new high of $589 million,
surpassing the $495 million record set in 1977 by 19 per cent.
Contributing to this strong performance was a new all-time
traffic record of 7.1 billion revenue passenger miles, up a
dramatic 22 per cent over the prior year. However, available
seat miles rose only seven per cent. Our load factor was
53 per cent, up significantly over the u47 per cent in fiscal
1977.

The traffic improvement resulted from several factors,
including a strong U. S. economy, our new "Watch Us Shine"
advertising and marketing campaign, and new discount fares.
Redesigned schedules, new international routes and dedicated
employee support also exerted positive influences.
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Deep discount fares were expanded throughout the
industry in fiscal 1978. National met these cut rates, offering
a '"Super No Frills" discount fare across its domestic system.
This fare offered travelers an opportunity to enjoy the benefits
of alr travel at dramatic savings.

"No Frills" originally was introduced by National in
1975. The purpose of this promotional fare was to stimulate
and promote new traffic during periods of seasonally weak demand.
Unfortunately, most of the current excessive discount fares are
offered during high demand periods and as a result are not
generating enough new traffic to offset diversion from regular
fares.

National favors properly timed and priced promotional
fares but the deep discount fares now offered are excessive.
National had no choice but to meet the competition. But based
upon our continued evaluation of the impact of these fares, we
have initiated actions to reduce their adverse effects.

Domestic normal fare level increases totaling eight
per cent were approved by the CAB during the year to offset
rapidly escalating costs. But these increases were more than
offset by discount fares, resulting in a yield per passenger
mile decline of three per cent below the prior year.

Expenses

Operating expenses rose 16 per cent for the year to
$s64 million, whereas unit costs increased eight per cent.
Costs continue to rise in all areas with labor and fuel having
the greatest impact. They accounted for 37 per cent and 20
per cent respectively of operating expenses in both 1978 and
1977.

Fuel costs continue to rise even though the OPEC
nations did not raise their prices during the last year.
Complicating future fuel pricing is the Administration's
proposed energy legislation now before Congress. Theoretically
designed to lessen U.S. dependence on foreign oil imports, it
will result in further substantial increases in airline fuel
prices.
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National paid $117 million for fuel during the year.
Although our cost per gallon of 37 cents is the lowest in the
industry, it rose 12 per cent over the prior year and 1s more
than three times the price paid per gallon in 1973.

National again had one of the lowest breakeven load
factors of any airline at 51 per cent for the fiscal year.
This was achieved through cost controls, improved aircraft
utilization and greatly increased average flight stage length.
Reduction in the average passenger yield raises this rate.

Tabor costs continue to rise as new contracts are
resolved throughout the industry and because of wage increases
contained in existing agreements.

Technological improvements, development and production
plans for new replacement aircraft types further support a
longer term of economical use of the presently owned smaller
jet aircraft. Consequently, effective April 1 the Company
extended the remaining depreciation termination dates by three
years for the 727 tri-jet aircraft. Major maintenance improve-
ment programs are being performed on this fleet to assure the
longer useful life now anticipated.

CAPITAT, STOCK AND DIVIDENDS

The common stock of the Company 1s listed on the
New York Stock Exchange, which is the principal market. It
also 1s listed on the Pacific Stock Exchange.

The high and low market price for the common stock

on the New York Stock Exchange, and cash dividends paid during
each quarter of fiscal 1978 and 1977 were as follows:

(See following page.)
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...per Share... Dividends
Quarter High Low Per Share
Fiscal 1978:
Btheeoooerennnn cecevserserieaana 19-1/2 1u4-1/8 .125
5/ ceos 15-7/8 13 .125
2Nde et eenennnn cecercensesesancs 14-3/8 10-5/8 .125
I1steeenn... cecencnn teesscensenna 12-1/8 10-1/8 .125
Fiscal 1977:
71 o cecsesersanas 13 10-1/8 .125
3rAeececencecens Ciessscescesanne 13-5/8 10-3/8 .125
2. e eieeeens G eseeesessscsncaan . 13-3/4 11-5/8 .125
18teeeeieeennn cecerrenssnsesssaes 17-1/4 13 .125

Cash dividends in fiscal 1978 were paid October 7 and
December 30, 1977, and March 31 and June 30, 1978, to stockholders of
record September 26 and December 16, 1977, and March 17 and June 20,
1978.

TAXES

National continues its original conservative policy of
amortizing investment tax credits over the depreciable lives of
the related assets. This contrasts sharply with the flow-through
method used by all but one other U. 3. trunk airline. Tax expenses
for those carriers are reduced immediately by credits utilized
against any current or future Federal income tax liabilities. Under
the Tax Reform Act of 1976, those airlines drastically reduce or
completely eliminate Federal income tax expense on their corporate
income statement. National and one other airline, by contrast,
continue to reflect the benefits of these credits over the aircraft
lives,

A balance of $21 million remains in our unamortized invest-
ment tax credits to reduce future reported tax expense and to increase
reported net income. Income tax expense was reduced by $2.4 million
for investment tax credits amortized in fiscal 1978.

Total income taxes, transportation, social security,
unemployment, property and fuel taxes paid, accrued or collected by
National for Federal, state and local governments amounted to $9u
million in fiscal 1978.
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FINANCING

National's balance sheet remains one of the industry's
strongest. Stockholders!' equity was more than four times greater
than its outstanding debt at June 30, 1978, and was second best
among U. S. trunk airlines. In addition, we do not lease any air-
craft. Only two other trunk carriers own all their planes.

During the year we returned $55 million under our bank
revolving credit agreement. This reduced outstanding bank debt to
$30 million at June 30, 1978, when $98 million was available for
borrowing.

Interest expense decreased in fiscal 1978 mainly because
of the reduction in the amount of loans outstanding.

NORTHWEST

FINANCIATL, REVIEW AND MANAGEMENT ANALYSIS FOR 1978

Revenue

Total operating revenues for 1978 amounted to $790,161,892
compared with $1,0u46,354,772 in 1977 and $963,808,065 in 1976. This
reduction in total operating revenue resulted from a major curtall-
ment in operations due to the 109 day pilot strike against the Company
in 1978. Consequently, comparisons of individual revenue categories
for the current and prior years are not meaningful. Operating reve-
nues in 1978 included mutual aid payments of $104,863,790.

In 1978 the Civil Aeronautics Board approved domestic
48-state passenger fare increases of 3% in May and 2.5% in December.
The CAB also approved a 3% fare increase in Mainland-Hawaii markets
in May with an additional 3% increase in September.

Northwest's system passenger-mile yield increased to 7.94¢
in 1978 or a 2.3% increase in the 1977 yield of 7.76¢. This increase
was attributable to limited usage of discount fares in 1978 as a

result of the strike curtailed operations during the peak summer vaca-

tion months. March 1978 brought the introduction of systemwide Super
Saver fares at 30-40% discounts from coach fare levels. Despite fare
advances, increasing usage of the Super Saver and other discount fares
is eroding passenger-mile yields.
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The Civil Aeronautics Board also approved freight rate
increases of 10% for all domestic cargo in May of 1978 following

a 7% increase in domestic cargo container rates that occurred in
March.

Total revenues from charter and other transportation
were $10,996,783 in 1978. This revenue included $8,028,741 from
commercial charters and other income, and $2,968,042 from military
charters.

Expenses

Total operating expenses for 1978 amounted to $722,877,225,
down significantly from operating expenses of $941,771,207 in 1977
and $860,860,038 in 1976 as a result of the strike. Depreciation
and amortization expenses totaled $104,968,627 in 1978 compared with
$103,152,530 in 1977 and $102,713,531 in 1976. This increase in
depreciation and amortization expense reflected the addition of new,
more modern aircraft which was partially offset by the disposal of
older, less productive aircraft.

Operating expenses per available ton-mile increased to
27.86¢ in 1978 from 22.92¢ in 1977 and 21.61¢ in 1976. This
unusually large increase in unit production expense is in large part
due to the curtailment of operations resulting from the strike.
Inflation trends continue to increase costs in the airline industry
particularly in wages, rentals, fuel, services and cost of materials
and supplies.

Taxes on Farnings

In 1978 income taxes on earnings amounted to $47,194,200
compared with $60,425,200 in 1977. Investment tax credit earned
declined from $14,850,900 in 1977 to $6,319,800 in 1978. The \
Company continues to use accelerated depreciation methods for income
tax purposes.

Cash Flow

Funds provided from all sources totaled $208,426,2u4 in
1978, consisting of net earnings, depreciation and amortization,
deferred income taxes and proceeds from sale of property. Applica-
tion of funds in 1978 totaled $166,615,614 and consisted of flight
equipment and other property additions, advance deposits on air-
craft and cash dividends.
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Traffic and Services

Traffic results showed reductions in all areas during
1978 reflecting the effect of the strike. Individual traffic
category comparisons, therefore, are not meaningful.

Passenger and cargo traffic recovered at an encouraging
rate during the fourth quarter of 1978 and continues to show strength
through February of 1979. Northwest embarked on a significant ex-
pansion program in January and February of 1979 which aided in the
strike recovery.

Financial Condition

The financial condition of Northwest continues to be one
of the healthiest in the U. S. airline industry. Long-term debt
totals $100,000,000 with repayment beginning in April 1981 and
terminating in January 1983.

Northwest's debt to equity ratio on December 31, 1978 was
12.6%. This favorable debt equity ratio is one of the lowest, if not
the lowest, in the U. 8. airline industry.

Stockholders equity increased to $793,691,090 in 1978 from
$747,671,847 at the end of 1977. The book value per average common
share increased to $36.70 from $3u.60 a year ago.

At year end, the Company had on order an additional six B-747
and two B-727 passenger jet aircraft and spare engines for delivery
in 1979 and 1980. In addition the Company announced in February 1979
the purchase of four B-727-200, one B-747 passenger aircraft and one
B-747F all-cargo jet for 1980 delivery. It is planned that intern-
ally generated funds and the existing financial arrangements will be
used to purchase all aircraft on order.

Farnings and Dividends

Net earnings for 1978 amounted to $61,8u41,389 or $2.86 per
average share of common stock outstanding compared with $92, 718,790
of $4.29 per share in 1977. Total interest on long-term debt net of
capitalized interest declined from $6,517,695 in 1977 to $3,376,357
in 1978.

Gain on disposal of property declined to $34,290,447 from
$51, 053,719 a year ago.
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The Company increased its cash dividend to $.75 per share
in 1978 and paid out a dividend for the twenty-fourth consecutive
year. Dividends paid to shareholders in 1978 totaled $16,210, 260.

FORM 10-K VERSUS ANNUAL REPORT DISCLOSURES

This survey is made from the airlines Form 10-K annual
reports. As such the disclosures indicated herein are more exten-
sive than those appearing in the stockholders' annual reports. A
tabulation of the footnote disclosures in the stockholders' annual
reports indicated a total of 268 items, whereas the Form 10-K
annual reports included a total of 315 items. Thirty-three of the
additional items consisted of further disclosures of items which
had been disclosed in the stockholders' annual report. The follow-
ing summarizes those items which had additional disclosures in the
Form 10-K annual report.

Table 1-25

Replacement cost dal8eeeeceecscescsceseceses 1
INCOmME T8XESeeeeocoseessccssscosssscsoscssses
Capitalized interestec.eeeeeeeces cecsenceccas
Stock OPLiONSececececsceses esesssssseseseccs
InventorieSeeesecesesescscsesosscsssscncnsns
Property and equipmente.ceceeesccececceccaae
Pension pPlanSececececcsccccsscsscscsacccsocccs
Accounting POliCieSeceeeecesccesccccsccoscns
Depreciationesee.. cteccsesecconns ceessssccas
Long-term debt maturities..cccecececcecceces
Stock and stock OptionSe.ceceececcecosccececnns
Mutual 8ilQecececcscessceaccsoasssccacccnsscscss
Stockholder's equityeeeeceececcescccecacesns
Long-term debteececscececsocecocsccocoscosnsnns
Capital STOCKeeesseessesccccscaccccnnns ceaee

HEFEHEHEERERNNNNNWN

:
;
1% |

Tot@leeeeeeoesacanns

Examples of the stockholders' annual report disclosures
and the additional disclosures made in the Form 10-K annual report
are as follows:

PAN AMERICAN - REPLACEMENT COST

STOCKHOLDERS' ANNUAL REPORT

Replacement Data (Unaudited)

In accordance with Securities and Exchange Commission
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disclosure requirements, information with respect to the Company's
estimates of the cost to replace its productive capacity as of
December 31, 1978, has been included in the Company's Annual Report
on Form 10-K filed with the Commission. The estimated cost to
replace the productive capacity, consisting primarily of the Company's
aircraft fleet, is significantly greater than the original cost of
these assets. The Company cautions that the assumptions necessary

to accumulate the required data do not reflect a real 1life situation,
that is, a one-time replacement of its productive capacity, and that
there are significant inherent limitations in using the data. A copy
of the 1978 Form 10-K is available upon request.

FORM 10-K ANNUAL, REPORT

Replacement Cost Data (Unaudited)

The Company presents below its estimates of the cost as
of December 31, 1977 and December 31, 1978 to replace its productive
capacity, consisting of flight and ground equipment. The informa-
tion is presented in accordance with the Securities and Exchange
Commision's disclosure requirements designed to provide investors
with information about the current cost of operating a business
enterprise in an inflationary economy. The Company cautions that
there are significant inherent limitations in using the data to
adjust reported net income or to draw conclusions from such informa-
tion by and of itself or in comparison with data disclosed by other
enterprises, for the following reasons:

. The estimate of the cost to replace the Company's entire
productive capacity as of a given date, at prices at that
date, is not a real-life situation. The result is hypo-
thetical and probably will not be borne out by subsequent
actual replacements. The Company is continually reviewing
1ts needs on an on-going basis and replacement of flight
equipment and major ground facilities will be in accordance
with factors such as market growth, technological develop-
ments, operating cost efficiency and revenue generating
capability. The productive capacity existing at December 31,
1977 has not been replaced to a significant extent and the
actual replacement of the productive capacity existing at
December 31, 1978, will probably differ from that contemplated
for the purpose of this disclosure, and the cost of replace-
ment many vary significantly, either upward or downward,
from the price levels at that date.
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. The data disclosed herein is concerned only with the replace-
ment cost of the Company's productive capacity. The impact
of economic factors, positive as well as negative, on other
assets and costs, revenues and liabilities has not been
measured.,

. Possible operating economies deriving from technological
developments and design changes inherent in the use of
ailrcraft and other equipment which the Company may
decide to purchase or lease may partially offset an
increase 1in depreciation and amortization expense based
on the higher replacement cost.

. The difference between the historical cost and the replace-
ment cost of productive capacity does not represent
additional equity for the Company's stockholders.

. The information presented below is an estimate of the cost
to replace the Company's productive capacity as at
December 31, 1977 and December 31, 1978 and does not
necessarily represent the current value of the assets or
the amounts at which the assets could be sold.

SUMMARY OF DATA

eesseDecember 31, 1977.cc6e. «..es.December 31, 1978....
Replacement Historical Replacement Historical
Cost Basis(a) Cost Basis(a) Cost Basis(a) Cost Basis(a)

(In Thousands)

Flight equip-
ment (b)e... $3,284,323 $1,66u4,316 $3, 009, 955 $1, 646,604
Ground prop-
erty and
equipment. . 675,207 434,305 709,377 450,489
3,959,530 2,098,621 3,719,332 2,097,093

Less reserves
for depre-
ciation and
amortiza-
tion(¢)eve.. 1,922,315 928, 885 1,847,399 924,571

$2, 037,215 $1,169, 736 $1,871,933 $1,172,522
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teoseccssssesssYear Ended Decembel 3leceesscccssccce
(In thousands)

1977 1978

Depreciation
and amor-

tization
expense(c). $ 256,491 $ 146,938 $ 224,608 $ 167,465

(a) Includes equipment operated under capital leases.

(b) Includes capitalized interest on owned aircraft computed in the
same manner as reflected in the Company's financial statements.

(¢c) The computation of depreciation and amortization expense and the
reserves for depreciation and amortization on a replacement
cost basils reflect use of the straight line method and the
same useful lives as those utilized for the Company's finan-
cial statements.

TECHNIQUE

The replacement cost of the Company's flight equipment is
based primarily on manufacturers' current selling prices of new
aircraft. The productive capacity of the replacement fleet, in
terms of available seats (tons of load capacity with respect to
all-cargo aircraft) is closely equivalent to that of the existing
fleet. Replacement aircraft incorporate technological developments
and design features from which, relative to older models or types
currently in operation, operating economies may be realized. Accord-
ingly, the Company's determinations concerning replacement of 1ts
productive capacity, particularly its flight equipment, give recog-
nition to any such potential benefits.

The replacement cost of spare engines and other flight
equipment spare parts has been computed by applying to historical
cost of those assets the ratio of the replacement cost of the
associated aircraft derived as described above to the historial cost
of such aircraft.

The replacement cost of certain facilities and major items
of ground equipment reflects current price estimates for replacement
assets deemed to be desirable and feasible and with consideration to
technological change that has occurred. These estimates were derived
from price lists, quotations and/or estimates obtained in consulta-
tion with manufacturers and construction engineering firms as appro-
priate. The replacement cost of all other ground equipment was
developed by the application of indexes which the Company believes
are reasonably representative of changes in prices and technology.

—S4—



SECTION 1
GENERAL

PTEDMONT - INVENTORIES

STOCKHOLDERS' ANNUAL REPORT

Inventories

Airline inventories consist primarily of aircraft spare
Parts and materials stated at average cost, reduced by an allow-
ance for obsolescence. General aviation inventories, primarily
held for resale, consist of aircraft valued at cost, and parts and
materials valued at average cost.

FORM 10-K ANNUAL REPORT

Note M - Inventories

Opening and closing inventories and the related allowance
for obsolescence for the years ended December 31, 1978 and 1977 are
shown in the following tabulation:

Allowance
Gross For Net
Airline Division Amount Obsolescence Amount

January 1, 1977.eceeecee.. $ 8,537,592 $2,490,715 ¢ 6,046,877

December 31, 1977¢eeeeen.. 9,201,377 2,963,264 6,238,113
December 31, 1978......... 9,253,300 3,146, 055 6,107,245
Separately
Operated Divisions
Janual"y l, 1977.00.0.00-00 9,2"[‘9,16"" - 9, 2L*'9’16Ll‘
Decembel" 31’ 1977000000000 12,8""’0,""""1 - 12,8"“0,"*’"!‘1
Deoember 31’ 1978.0 ® o 009000 12,171, 55L+ - 12,171’ 55""

FRONTTER -~ STOCK AND STOCK OPTION

ANNUAL, STOCKHOLDERS' REPORT

Note F - Stock and Stock Options

At December 31, 1978, RKO General, Inc., wholly-owned by
The General Tire & Rubber Company, owned approximately 45 per cent
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and 93 per cent of the Company's outstanding common stock and con-
vertible special preference stock, respectively. In January 1979,
all of RKO General, Inc's holding of special preference stock was
converted into 2,099,300 shares of common stock, thereby increasing
RKO's ownership of common stock to 60 per cent.

As of December 31, 1978, 4,299,632 shares of common stock
were reserved for conversion of the 6 per cent convertible subor-
dinated debentures, for exercise of warrants to purchase common
stock, for conversion of the convertible special preference stock
and for issuance under the stock option plans.

Three per cent common stock dividends totaling 145,470
and 140,571 shares were issued in 1978 and 1977, respectively.

At December 31, 1978, options under the Qualified and
Non-qualified employee stock option plans for 33,541 shares of the
Company's common stock granted at per share prices ranging from
$3.72 to $13.81 were outstanding, of which 20,434 were exercisable.
In 1978, 3,090 options expired while 12,718 options were exercised
at an average price of $3.84 per share. In 1977, 9,851 options
expired while 1,309 options were exercised at an average price of
$5.80 per share.

At December 31, 1978, options under agreements with
the Company's President and Executive Vice President for 111,343
shares of the Company's common stock granted at per share prices
of $4.11 and $5.07 were outstanding, of which 66,431 were exer-
cisable. The option agreement provides for exercise in the form
of shares of stock or stock appreciation rights whereby the differ-
ence between the exercise price and market price may be paid in
cash in lieu of stock. I¥n 1978, options for 47,261 shares were
exercised in the form of stock appreciation rights. A charge to
1978 earnings of 3566,000 was made in connection with the stock
appreciation rights.

$35,000 of 6 per cent convertible subordinated deben-
tures were converted into 2,151 common shares in 1978.

Special preference stock is convertible at $25,00 per
share into common stock at $4.61 per common share, subject to
ad justment under certain conditions. Commencing July 1, 1979,
the Company may, at its option, redeem the special preference stock,
in whole or in part, at the redemption price of $25.00 per share.
The special preference stock has no dividend rights. Liquidating
value per share is $25.00. A total of 8,184 and 2,549 special
preference shares were converted into 41,958 and 12,110 common
shares in 1978 and 1977, respectively.
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BAIANCE SHEET

The titles used to describe the statement of assets,
liabilities and stockholders' equity follow:

Table 2-1

Balance Sheet(8) e et enrneeneneeennenneaenneans
Consolidated Balance Sheet(s)
Statement(s) of Financial Position...............
Statement of Consolidated Financial Position

ooooo

“II:)' I!—'F—'\I}_l\_)'

¥ X X ¥ ¥

PRINCIPAL CAPTIONS

The following summarizes the principal captions used to
describe the asset and liability sides of the statement of assets,
liabilities and stockholders' equity:

Table 2-2

Assets

ooooooooooooooooooooooooooooooooo

Iiabilities and Stockholders' Equity

Iiabilities and Shareholders' Equity...
Liabilities

ooooooooooooooooooooooooooo

[ R

* % X X ¥
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CASH
Captions used to designate cash are shown below:
Table 2-3

075 7<) o 12

Cash and short-term investments......... N 4

Cash and temporary investmentS...........c.ceee. . 2

Cash and demand deposSitS.eeieiinierineeenennennss 1

Cash and equivalent.......... I 1

Cash, including certificates of deposit....... eee 1
Totaleeeeeeennn. . Cees e . 21

In addition to the above captions, thirteen airlines in

1978 presented at least one additional cash-related caption. These
captions are:

Table 2-4

Short-term cash investments......... e e e 6

Certificates of deposit.....c.ven... crssossacnesa 3

Temporary cash investments....ceeeeeeeeenocecenns 2

Commercial paper at cost and accrued
interest......... csevescessusnssasansssranses s 1

U. S. Government securities..... ceeetescesesarannn 1

Cash In eSCrOWe..eeeveeeevenenenns csecsseessevencs 1

Of the thirteen airlines giving additional cash-related
captions, the following information was given as to the method of
valuation:

Table 2-5
Cost which approximates market......oeieeeeeenan. 7
No method disclosede..ceeeenineienennnns ceeeiaaen 4
00 v . 2

Examples of the cash section of the balance sheet (000
omitted) are as follows:

CONTINENTAL ' 1978 1977
0= $ 8,902 ¢ 16,673
Short-term investments, at cost, which
approximates market....... ceeseceescce e e 8,012 10, 053
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NATTONAL 1978 1977
Cash and equivalent...eeeeeeeeeenns e . $ 14,713 $ 21,257
TWA
Casheeeeneenennn ceceesseseesanacesaanens oo 25,804 42,235
Temporary cash investments, at cost
(approximates market)......ovvnnn. e 150,977 101,710
RECEIVABLES

Captions used to designate receivables and the related
provision for doubtful accounts are as follows:

Table 2-6
Accounts receivable. ccieee it tteeeccessssonanns . 12
RecelvableSeeieeeeeenioceononanns ceessscecanonnn . 7
Receivables, prlnolpally traffic.c.ieeeeiienieiens 2
Totali @ ® & & & & O @ & & 5 9 9 O * 5 5 0" B S s e e & o 2_‘—];

Table 2-7
Iess allowance(s) for doubtful accountsS.......... 7
Tess 8110Wance(S) e eeeeeeneeeeeeeasonennsanocnns L
Net of allowance for doubtful accounts........... 3
1ESS PESEIrVE . ittt erearoosrosceasanas et eecaeseean 2
et e e et oiveeoessooesssassossacsssessssssssscscnesse 2
Iess allowance(s) for uncollectible accounts..... 1
After allowance for doubtful accounts..... ceeeene 1
Iess allowance for doubtful receivables......... N
TOtAleeeeeseesensans ceseeneas . 21

Examples of the receivable section of the balance sheet
are as follows:

HAWATTAN 1978 1977

Accounts receivable - less allowance for
doubtful accounts, $90,000 (Schedule XII). $8,u479,u74 $9,186,172

UNITED (000 OMITTED)

Receivables, less allowance for doubtful
accounts (1978 - $7,844,000; 1977 -
$8,065,000) (Schedule XII):eeeeeeernenns .. 446, 666 371, 564
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PAN AMERICAN (000 OMITTED) 1978 1977

Receivables, principally traffic, less
reserve (1978 - $12, L4343 1977 -

B9, 327 ) vttt i e et $ 287,388 §$ 2u7,234

INVENTORTES

Captions used to designate inventories (3 with multiple
captions) and the related provision for obsolescence are as follows:

Table 2-8

Maintenance and operating supplies........cev.e.. 3
Inventory of spare parts and supplies ............ 2
Spare parts and supplies....... ettt ececesaenn 2
Flight equipment expendable parts .............. .. 2
Inventories....eceeeeeienen. Ceceseannanan ceceesaan 2
Materials and supplieS.......... et estsesasteesnnn 2
Expendable parts and supplieS..eceeeeeeceeiecans . 2
Flight equipment parts and supplies......... e 2

Inventory of spare parts, materials and
SUPPliesS. et eeennsnn cesecen cecececescncnanns 1
SPATE PP LS.t eneeriorestsssecssnsacnasssansencnns 1
Flight equipment spare PArtS. e e es ceceeraann 1
Airiine inventories............ cescescesseacasnan 1
Inventories of aircraft, parts and supplies...... 1
Merchandise and supplies inventories............. 1
Parts and supplies inventorye............. ceesen 1
Total.eeeeieeeennn. cteecaneaes oenn 24

Table 2-9

Allowance fOr ObSOlESCENCE e . ettenesesssaanannn 11
Net of allowance for obsolescence.......... ceeeen 3
NO CapPtiOmn. e vveteeeerseeeeseeesosssecnccososonans 2
Obsolescence allOWanCe. . cvereeeetsoccaoroossonnna 1
Reserve. . .ottt iiieriietiteieeiesiosoncenannnnns cenn 1
ODSO1ESCENCE PESEIVE .. e vt e v teesesssosossossonsnns 1
Valuation PeSEIrVE .. e teeeeeessscioresscanseasanoans 1
Allowance for depreciation...... creesscoreanene P
Totaleeeerenennanns ceeeesseneaas oo 21

All airlines except one valued expendable parts, materials
and supplies at average cost. Only one airline valued merchandise
and supplies relating to vending, food and hotel services at the
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lower of average cost or market. Disclosure on the face of the
statement was made by twelve airlines while all others except one
disclose the valuation methods in the notes.

Examples of the inventory section of the balance sheet
are as follows:

ATASKA (000 OMITTED) 1978 1977

Expendable parts and supplies at average
cost net of allowance for obsolescence
of $180,000 in 1978 and $164,000 in
1977 ceuennn [N et eeteieece e $ 1,143 § 1,005

OZARK

Flight equipment parts and supplies, at
- average cost less allowance for
obsolescence of $1,222,000 and
1,029,000  cieieneenonancennoneeaasannnnns 4,351,414 3,709,180

UNITED (000 OMITTED)

Flight equipment expendable parts, less
obsolescence allowance (1978 -
$17,887,000; 1977 - $18,686,000)

(Schedule XIT)eveeeeereooaaasooonseacnsnns 116, 966 128,673
Maintenance and operating supplies..... cesese 31,222 28,855
INVESTMENTS

The principal captions used by alrlines to designate the
investment section of the statement are as follows:

Table 2-10
NO CaOPLIONe e eeseeeseeeeeneeesecacasaacnosannsasns 16
*Tnvestments and advanCesS....eeee.. cereceas ceeeeaas 2
Investments and other assets.. ettt i teneeeneeens 2
Investments and special fundsS.....ceeeveeeeieenens 1
Total.eeeeeeennon ceeaee c e . ;;

*¥0f the airlines surveyed in 1978 indicating Investments and
Advances, only one distinguished investments at equity from
those at cost.
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Of the airlines indicating investments and other assets,
one indicated investments at equity, while the others did not in-
dicate the valuation method.

Of the three ailrlines indicating investments in subsid-
iaries on the statement, all three airlines gave no reason in the
notes for not consolidating the subsidiaries.

Examples of the investment section (000 omitted) of the
balance sheet are as follows:

AMERTCAN 1978 1977

INVESTMENTS AND OTHER ASSETS:
Investment in and advances to
unconsolidated subsidiaries
(Note 11)...... e ereerereei e ... $ 83,573 $ 51,750
Non-current receivables, less allowances
and deferred income (1978 - $6,006;

1977 = $7,418) ceneenrneranacnnns e 6,097 14,473
Route acquisition costs......... cieecesann 43,700 43,700
Other assets and deferred charges......... 7,540 10,165

Total investments and other assets $ 140,910 $ 120,088

PAN AMERTCAN

INVESTMENTS AND ADVANCES:

Marketable equity securities, at cost

(NOtE 2) ieerenieeeeeeeenneeaeeanacncnnns $ 69,864
Unconsolidated subsidiaries and

associated companies, on the equity

basis (NOote 3)eeveereereneenaennns e 5,075 ¢ 91,760
Associated companies, at cost; approximate

underlying equity: 1978 - $1,133;

1977 - $5,438........ et ceeeae oo 575 L, 124
Advances to associated companies and

long-term receivables, less reserve

(1978 - $2,331; 1977 - $2,172)cevencnn .. 20,372 17,559
Secured Equipment Certificates proceeds
deposited with trustee (Note Y4).eeeeenn. 53, 000
Advances on aircraft purchase contracts... 84,727 38,487
Total..ee.. Cereceeiccesaestasans .. $ 320,613 $ 204,930
EASTERN
INVESTMENTS AND ADVANCES ..o :evcevocnscesns . $ 21,974+ $ 21,885
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PREPAID ITEMS OR OTHER CURRENT ASSETS

Various captions used to designate prepaid items or other
current assets follows:

Table 2-11

Prepaid eXpenSeS...ccececceccsccessssens ceeesenen 10
Othere..oiveceeereanenns cesecenn cseacseesesensens 3
Current deferred income taXesS....cceeeeceecocen. . 3
Prepaid expenses and other current assets........ 3
Prepaid expenses and other........ crseseseseasnes 1
Prepaid expenses, etCe..cieeeccenns cecsesccaccoes . 1
Other current assetS...ccceceenns . ceecenen ceene 1
Prepayments and other current assets... ......... 1
Prepayments, deposits, and other.......... ceceann 1
Refundable Federal income taX€Seseeeeeesess. oo 1
Prepaid expenses - other........... ceiecesccasense 1
Prepaid expenses - INSUPraNCE...ceceeccecsens B £

Total...eee. seessscssersssnscas . 27

It was noted that three airlines broke out prepaid items
and other current assets into two or more separate line items.

Examples of captions used to designate prepaid items or
other current assets follow:

ALOHA 978 1977
Prepaid expenses:

TNSULENCE e o v e s evvenansnns Ceeeeneaan ceiece. $ 666,039 $ 373,400

Other....cevveeiuven. s casemencscccessssss 625,787 302,929

Total prepaid expenses. ........... 1,291,826 676,329
Other current assetS......... cececeseaneanas 18,281 33, 634
Deferred income t8XE€S..e.eeeeveescooscanss .ee 1,615,000
FRONTIER

Prepaid expense......... Ceteceeseceaeaeean . $ 744,000 $1,122,000
Refundable Federal income taxes - Note E.... 7,561,000

Current deferred income taxes - Note E...... 4,036,000 6,783,000

PIEDMONT
Prepayments, deposits and other - Note I.... $5,571,048 5,372,383
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PROPERTY

The principal captions of the property section of the
statement and the subcaptions included under the principal captions,
and the number of airlines using such captions, are set forth below:

Table 2-12 Principal Captions

Property and equipment, at cost....... et cneann
Property and equipment............ Cecscscrsensans
leased property under capital 1eases .............
Operating property and equipment........ceeuveves.
Property....... Ceereeeeas Ceetiesaeeaeeene N
Property, plant and equipment.....eee.. Cereseenan
Property and equipment under capital leases. .....

2| -
FlrrRRNDO

Three airlines used two principal captions to differentiate
leased property from non-leased property.

Table 2-13 Subcaptions

Flight equipment........ . e e ceecsssetsanaenn 19.
Other property and equlpment ......... e c e 10 -
Advance payments for new equipment..... et
Other .. vt iiieeneiarseneennannans cestecscessanssans
Deposits on aircraft purchase contracts..........
Flight equipment including purchase deposits.....
Ground property and equipment........ Chrececeeee
Progress payments on flight equipment............
Ieased property under capital leaseS....cccccoaen
Iand, buildings and other equipment...... ceeeaeas
Facilities and ground equipment........ cereiecaen
Advances on flight equipment purchase contracts..
Purchase deposits with manufacturers of

flight equipment......c..c.... cecssencssecnsnucs
Other equipment..e e eie ittt eneeeonceconnacnsens
Aircraft modification and other work in

PrOZTESS e eesssssnssssosnssssnonnss ceeecens ceann
Improvements to leased property ...... csessecansee
Ground equipment, buildings, and leasehold

IMpPrOVEMENTS . et ot eereereecassencsanans ceeseas
Nonoperating flight equlpment......... ...........
NONOPETratINngG . e oot eeeeeeceneoncesnccanns et eceoocon
Operating......eee.. mescssesessonsss ceoene ceseens
Ground and other equlpment ......... e ieeacnsseans
Property under capital leases........ ceecetceareas
Tand, buildings and improvements......... cesesans
Ground ProOPErtYee e seeecocseensecosososcncnssosans

HEHERFRNNNNWFE

e

SR

e
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Prepayments on flight equipment....... cecereaenns 1

Advance payments on alrcraft purchase
AgreemeNtSe e eeeeaanaans e eaeectscansacsacanns 1
Deposit on aircraft purchase......ceeeeeee.e. e &
Total..... cesecasisesseeceaan e 3

The following tables summarize the method of valuing
property indicated by each airline and the terms used to describe
depreciation deducted from property:

Table 2-14
T 1 R R LR 20
No disclosure....e... ceeienn ceeeeen cereeaeeaaaans _1
TOLEleeteeessoeees et eeceesereavann ;;

Table 2-15
AcCUmMUIAEEA . e o et v e voeresesosocnsosssosascsosssosss 15
Al1OWANCEeeeeeeeeesnon teececeteensecsenenens ceeaa 5
Reserve....... Ceeeeeas T 1
Totale.eeo.. e e s e e eerecscece e s ;i

Examples of the property section of the balance sheet are
as follows:

AMERICAN (000 OMITTED) 1978 1977
EQUIPMENT AND PROPERTY (Notes 3, 5, and 10):
Flight equipment, at coste.ieceeeerannn. oo $1,742,594 $1,607,732
Iess accumulated depreciation........... .. 860,531 839,282
882,063 768,450
Purchase deposits with manufacturers of
flight equipment......... e e ieieeaeas .o 99,529 93, 007
981,592 861,457
Land, buildings and other equipment,
QL COST et ne ittt toenesecssaconacaans 459,063 374,122
Iess accumulated depreciation............. 216,403 186,460
242,660 187,662

Total equipment and property - net $1,224,252 $1,049,119

EQUIPMENT AND PROPERTY UNDER CAPITAL
IEASES (Note 4):

Flight equipment....oeeieeeerenerenns ceeees $ 675,689 $ 675,689
Land, buildings and other equipment....... 34,014 34,774

709,703 710,463
Iess accumulated amortizationNe.ee.ceeecess 344, 669 301,919

Total equipment and property under
capital leases - nNet..eeeeeennns $ 365,034 $ 408,544
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BRANTFF 1978 1977
PROPERTY AND EQUIPMENT - At cost:
Flight equipment.......cceveenns .o $750,374,000 $569, 020,000
Iess accumulated depreclatlon and
amortization...... Ceeteretceensseans 234, 663, 000 163,561,000
Flight equlpment -nete..oe..s 515,711,000 405,459,000
Other property and equipment..... .o 101,520,000 86, 026,000
Iess accumulated depreciation and
amortization...... ceen s cs et ose 50, 062, 000 L4, 342,000
Other property and equipment -
NEL .. eeeeesreonsoeacesasanss 51,458, 000 41,684,000
Property under capital leases -
NOtesS 2 and Sevevevrneeeennononnenns 104,170,000 132,742,000
Iess accumulated amortization....... .- 59, 150, 000 86, 566, 000
Property under capital
leases - net....... cteceaae 45,020, 000 46,176,000
Total property and
equipment - net........ $612,189,000 §493,319,000
DELTA (000 OMITTED) 1978 1977
PROPERTY AND EQUIPMENT
(Notes 2 and 4):
Flight
Equipment Other
Cost -
1978 e i eeeennnnnes $1,862,231 $§282,149 $2,144,380
1977 e iieennsnnes . 1,720,843 256,949 $1,977,792
Accumulated
depreciation -
1978 e eeeeenanennans 755,747 148,081 903, 828
1977 ¢t eeeeenensnnnas 630,260 133,470 763, 730
1,240,552 1,214,062
Advance payments for new
equipment (Note 2).eeeeevnencnns e 71,983 45, 084
TOtaleeevecunnns et $1,312,535  $1,259,146
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DEFERRED CHARGES AND OTHER NON-CURRENT ASSETS

Various captions used by airlines under deferred charges
and other non-current assets are as follows:

Table 2-16
Other a8setS.ieererieeeeeenescosonaas cecereaeeeaen 11
Deferred charges and other assetS.........c.0..ne 6
Deferred chargeS..cceeccioceecen cersseesascnanes oo 2
Deferred charges, net of amortization............ 1
NO caption.ee.ceeeeececncens ceteesecene creeeesesens 1
Total. cesersceceanes ceeecacaen . 21

Examples of the deferred charge or other asset sections of
the balance sheet are as follows:

NORTH CENTRAL 1978 1977

DEFERRED CHARGES AND OTHER ASSETS:
Unamortized development costs (Note A) $ 2,912,000 $ 1,876,000
Rentals and other (Notes A and C)..... 2,158,000 1,982,000
$ 5,070,000 § 3,858,000

SOUTHERN
DEFERRED CHARGES AND OTHER ASSETS:
Deferred charges - Note A....vvvinnnns $ 1,893,000 $ 1,862,000
Other assets...c....... et eceecearasans 489, 000 565, 000

$ 2,382,000 $ 2,427,000

TEXAS INTERNATTIONAL

OTHER ASSETS (Note S):
Investment in National Airlines,

Incorporated.e.eece e.. Ceeeeeccecaa $ su4,653,646
Ilong-term note receivable...cveeeereess 168,975 § 994,170
0 ) 1 3,017,851 3,432,662

$ 57,840,472 $ 4,426,832
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MISCELIANEOUS LINE ITEMS - ASSETS

Line items not previously categorized (000 omitted) are
noted as follows:

PAN AMERICAN 1978 1977
Aircraft held fOr resale..vcieeeeeneeennnnannnnn $ 6,546 $ 3,080
NATTONAL
TEaSE PrePaYMENTS . et e nnereerennnseeennnnneeennns $ 11,129 $ 11,391

CURRENT LIABILITIES

Notes Payable and Current Portion Due

The following summarizes the different captions used by
the airline industry to describe notes payable:

Table 2-17

Current maturities of long-term debt............. 9
Current installwents on long-term debt.......... 3
Iong-term debt maturing in one year.............. 2
Notes payable within one year.....ecceeieeeevenens 2
Short-term notes payable..c.eeeeiiiieieiiinennnnn 2
Notes payable. . o ettt iiite et oeecnonennes 1
Current portion of long-term debt.....cceceeiannn 1

Notes payable and current maturities of
long-term Aebtee et er ittt eneeeneeeannaneanns 1
Notes payable TO banksS..v ettt nieeneaeneenns 1
TOtALleeeeeeenoessosocncosecaconnns 22

It was noted that one airline broke out notes payable into
two separate line items.

Examples of the notes payable section of the balance sheet
are at Page 72.

Accounts Pavyable

The captions used to describe accounts payable are as
follows:

(See following page.)

-69-



SECTION 2
BATANCE SHEET

Table 2-18

Accounts payable..cecececiisenannnn cessecenes eees 11
Accounts payable and accrued liabilities......... L
Trade accounts payable...c.cceeeereiiinierneneroans L
Accounts payable - general....ccceveececcnnns .o 2
Accounts payable - traffic......coieeiieeiivncens 1
Accounts payable - other....... i 1

Total.eeeeeeenneeanns ceet e s e 23

It was noted that two airlines broke out accounts payable
into two separate line iltems.

Examples of the accounts payable section of the balance
sheet are at Page 72.

Accrued Iiabilities

The following summarizes the types of other current
liabilities shown by the airline industry:

Table 2-19

Accrued salaries, wages, vacations and
payroll taxes
Accrued interest
. Accrued income taxes
. Accrued taxes
Income taxes payable
Accrued and deferred income taxes
. Accrued ligbilities
. Accrued expenses
Accrued compensation and retirement benefits
Accrued vacation pay
Employee compensation
Other
Accrued pension plan contributions
Dividends payable
Current obligations under capital leases
Insurance and other accrued expenses
Accrued pensions
Accrued taxes and other expenses
Federal and state income taxes
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Accrued salaries, wages and vacation
allowances

Accrued rents

Current liabilities under capital leases

Capital lease obligations maturing within
one year

Current portion of capital leases

Current portion of accrued vacation
liability

Accrued compensation and other expenses

Accrued salaries and wages

oalaries, wages and vacations

Accrued payroll and pension costs

Examples of the accrued liability section of the balance
sheet are at Page 72.

Advance Ticket Sales

The following summarizes the captions used to describe
the ticket liability accounts:

Table 2-20

Alr traffic 1iability.eeeeeeeeiierieeiennenennnn ..
Advance ticket S81ESe..eetiteerertierisanennsonnnns
Unearned transportation IeVeNUE.....cceceeeceseses
Advance ticket sales and customers' deposits.....
Traffic balances payable and unused tickets......
Unredeemed ticket liability..... cececaas csescscns
Unused tickets held by passengers.....c.cceeeceecse
Air traffic liability and customers' deposits...

Unearned reveNUE ... .coseeeessnsssecocsososasonnnos
Interline payables and tickets outstandlng ...... .
Deposits and advance payments by customers.......
Accounts payable - airline traffic...............
Airline traffic payable.............. Geeesecean .-

”tiIF’P’F’F‘FJF‘FJF‘FJF’N)N ~

Examples of the ticket liability section of the balance
sheet are below and at Page72 .
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Examples of the current liability section of the balance
sheet showing various current liability captions are as follows:

PTEDMONT

Current liabilities:
Notes payable. e eeiaenersaaccasanss
Accounts payable - general........ ceeene
Accounts payable - traffic......covceee
Accrued interest expense........... et
Accrued salaries and WagESeeeeeeasoesse .
Accrued pension expense...... cese e
Deposits and advance payments by
CUSEOMErS e et ceveereosesooscsasssscsssse
Federal and state income taxes..........
Current portion of long-term debt...... .

Total current liabilities.......

TEXAS INTERNATTIONAL

Current liabilities:
Current maturities of long-term debt
(Notes 3 and 4)ceeeeenennn. e
Notes payable to banks....ceeeeeeeeas.n
Accounts payable, trade.......ccceveneen
Accounts payable, other................ .
Advance ticket sales (Note 1)...evven...
Accrued payroll and pension costs
(Note 9) eevevenenennnnn. e cens
Accrued Interest....cceeeeeeeceeeeccncnns
Other accrued ligbilitieS........cce.v.n

Total current liabilities.......

SOUTHERN

Current liabilities:

Trade accounts payable....cceceeeenn. .
Salaries, wages and vacations........ .o
Accrued interest payable............ .o
Accrued income tAXES.e.eereeeeereescsnnns
Accrued taxes and other expenses........
Alr traffic 1iabilityeeeeeeeeeneeneeanns
Current maturities of long-term

debt (NOte C)everrreneennnnoenancsnnns

Total current liabilities.......
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1978

$ 1,506,447

1977

$ 2,454,015

20,332,993 16,392,332
9,508,556 9,064,991
1,947,228 1,609,914
7,152,593 6,129,568
4,339,507 3,946, 754
1,312,863 673,750

39,641 1,002,964
10,286, 722 7,666,196
$56,426,550  $48,940,u48Y
$ 5,120,078 $10,815,u463
2,150,000 250,000

10,041, 663 9,945,433
3, 604,693 2,717,636
9,523,280 9,302,104
8,842,550 8,104,297
1,692,961 627,482
3,603,192 2,670,676

$ul, 578,417  $44,433,091

$ 6,657,000

$ 7,390,000

5, 514, 000 4,346,000
1,036,000 782,000
2,039, 000 2,014,000
4,792,000 3,662,000
10,313, 000 9,471, 000
8,329, 000 9,615,000
$38, 680,000 $37,280, 000
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LONG-TERM DEBT

The principal captions of the long-term debt section of
the statement, the subcaptions included under the principal cap-

tions, and the number of airlines using such captions, are set
forth below:

Table 2-21 Principal captions

Iong-term debt. e e ittt iieitinerneeonooneeaennas
Iong-term debt, less current maturities..........
long-term debt, excluding current instalments....
Iong-term debt, net of current maturities........
Iong-term obligations....vevieiiiiiiiiiiieann .o
Iong-term ligabilities..vcee e iernnnenne .o
Non-current notes payable.......cieiieieiieenn.n.

[ APENUNENIE =

Table 2-22 Subcaptions

1<) @ 1 @ LY o) v
Subordinated convertible debentures....... e
Iong-term debt, less current maturities....... .o
Other noncurrent liabilities.........ee.ev.n. e
Subordinated debt ... e ieeesteeerioneessscocnnsns
Principal less current portion......ceieeeeeeeen.
Iess unamortized discount...c.veeeeeerieenneennnnns
Notes payable and other..... .t
Non-current obligations under capital leases.....
137 o 1
Capital 1eaSES i eieeeerierecssesocsssssscssacanaans

l_.l
”r LAIJFJFJFJPJFJFJvaTV

Examples of the presentation of long-term debt including
the detailed note or schedule follow:

BRANIFF 1978 1977
LONG-TERM DEBT, LESS CURRENT MATURITIES
(Note 3):
SENIOr dEbbeeereeeeeeneernoacanneasans $320, 985,000 $235,312,000
Subordinated debt......... e eeieaeaan 27,692,000 37,307,000
Total long-term debt, less

current maturities.......... $3u8,677,000 $272,619,000
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NOTE 3 - LONG-TERM DEBT AND LINES OF CREDIT

...... December 31.....
1978 1977
(In Thousands)

SENIOR DEBT:
Payable to insurance companies:

5-1/2% notes due July 1, 1985.....ccu... $ 21,062 $ 24,021
5-1/4% notes due July 1, 1985...c.c.0cn. 9,188 10,479
9-3/8% notes due October 1, 1992........ 60, 000 60, 000
9-3/5% notes due September 1, 1996...... 60, 000

Payable to banks:
Term notes due June 30, 1980............ 7,500 12,500
Term notes due October 1, 1983.......... 30,000 30,000
Revolving credit notes......c.ecvevecen
Term loan due July 1, 1988......c000.0. 40, 000

Payable to others:
Notes due June 30, 1981.....ciceeerecen. 2,692 5,449
10% notes due July 1, 1986.....ccvueeesn. 50, 000 50, 000

9-1/8% sinking fund debentures due
January 1, 1997 (less unamortized
discount: 1978, $169,000; 1977,

$178,000) e et iene e neannernncennanns 49,831 49,822
OB e et ettt tineeneeeneancenacansenens 2,066 4,679
o ) o1 PP 332,339 246, 950
Iess current poOrtion...cieeeeeeeeececeennas 11,354 11,638
TOtELe e e eeenennnenocesneasans $320, 985 $235,312

SUBORDINATED DEPBT:
Notes due June 30, 1981..... ettt $ 5,uus $ 8,206
5-3/4% debentures due December 1, 1986.... 25,002 31,859
OB L e s ettt eeeieneanenansonsonanns 30,450 40, 065
Iess current portion...c.ceeeeeeeceenn.. 2,758 2,758
TOtALe e neennerennoenonnenas $ 27,692 $ 37,307

The 5-1/2% and 5-1/4% notes due in 1985 require annual sink-
ing fund payments aggregating $4,250,000. The 9-3/8% notes due in 1992
require annual prepayments of $3,000,000 each October 1 in 1980 through
1985 increasing to $6,000,000 each October 1 thereafter.
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The 9-3/5% notes due in 1996 require annual prepayments of
$2,500,000 each September 1 in 1981 through 1986 increasing to
$4, 500,000 each September 1 thereafter.

The term notes due in 1980 are payable in semiannual in-
stalments of $2,500,000 with interest at 120% of the sum of 1/2%
and the best commercial loan rate of each of the participating
banks.

The term notes due in 1983 are payable in six semiannual
instalments of $3,750,000 beginning in 1980 with the balance due in
1983. Notes aggregating $25,000,000 bear interest at rates of 120%
of the best commercial loan rate until 1980 and 124% of such rate
thereafter; such interest shall be adjusted at maturity to a maxi-
mum rate of 8-1/4% provided the notes are then outstanding. The
remaining $5,000,000 principal amount of the notes bear interest at
the rate of 8-1/2%.

At December 31, 1978, the new revolving credit agreement
provided for maximum borrowings by Braniff of $100,000,000 until
January 1982; thereafter the maximum commitment is reduced in quarter-
1y amounts of $6,250,000 through September 1985. Interest is at the
best commercial loan rate until October 1, 1981 and 1/2 of 1% over
such loan rate thereafter. The agreement requires a loan commitment
fee of 1/2 of 1% per annum on the unused portion.

The term loan due July 1, 1988 1s payable in semlannual
instalments of $1,000,000 in each of the years 1979 through 1983 and
$2,300,000 in 1984 through 1985 increasing to $2,400,000 in 1986 and
$u4,000,000 thereafter. Interest is at 118% of the best commercial
loan rate or 11%, whichever is less.

Senior credit notes due in 1981 are payable in quarterly
instalments aggregating $2,757,600 per year with interest at 1%
above the best commercial loan rate of the Chase Manhattan Bank,
N.A. The 10% notes due in 1986 require annual prepayments of
$15,000,000 each July 1 in 1984 and 1985 with a final payment of
$20,000,000 due July 1, 1986.

Minimum annual sinking fund requirements of the 9-1/8%
senior sinking fund debentures are $1,700,000 beginning January 1,
1983 through January 1, 1986 and $3,900,000 thereafter, with a
final payment due January 1, 1997 in the amount of $4,200,000.
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Other senior debt includes amounts of $1,983,000 and
$4,572,000 at December 31, 1978 and 1977, respectively, with cer-
tain hotel property and equipment and long-term recelvables
pledged as collateral. Substantially all of such debt bears in-
terest at 9-1/2% at December 31, 1978 and matures in monthly in-
stalments through 1993.

Subordinated notes due in 1981 are payable in quarterly
instalments aggregating $2,757,600 per year with interest at 2%
above the best commercial loan rate of the Chase Manhattan Bank,
N.A. The 5-3/4% subordinated debentures due in 1986 require
annual sinking fund payments of $3,600,000.

Certain of Braniff's loan and lease agreements provide,
among other things, for restrictions relating to Braniff's payment
of cash dividends to International and for Braniff's maintenance
of certain minimum working capital and asset coverage ratios.
Under the most restrictive of these provisions, $140,400,000 of
Braniff's retained earnings were restricted at December 31, 1978.
Also, under the $40,000,000 term loan agreement, International is
required not to make, pay or declare any dividends, except from an
amount equal to the cash dividends received from i1ts subsidiaries
and the cash proceeds of any redemption by its subsidiaries in
favor of International of stock held by 1t in such subsidiaries
after June 1, 1978.

The aggregate minimum maturities for the years 1979
through 1983 of long-term debt outstanding on December 31, 1978
are as follows: 1979 - $14,112,000, 1980 - $20,388,000, 1981 -
$19,872,000, 1982 - $22,012,000, and 1983 - $28,366,000 excluding
sinking fund requirements on the 5-3/4% subordinated debentures
of $3,600,000 in each of the years 1979 through 1981 and
$2,598,000 in 1982 which had been met at December 31, 1978.

At December 31, 1978, International had a line of credit
of $5,000,000 for 90-day notes at the bank's best commercial loan
rate.

Under the new revolving credit agreement for $100,000,000
and the line of credit for $5,000,000, under which commitments
explre on September 30, 1985 and upon notification, respectively,
the Company maintains average compensating balances of 15% and 20%,
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respectively, of the debt outstanding under the commitments and 10%
of the unused commitments. Such compensating balances required at
December 31, 1978 aggregated approximately $10,500,000. During
1978, under the former $80,000,000 revolving credit agreement and
the new revolving credit agreement and line of credit, the Company
was requlired to maintain average compensating balances of approxi-
mately $9,815,000.

Braniff entered into an agreement dated as of February 15,
1979 for additional borrowings of $100,000,000, 10-1/5% senior notes
due March 1997.

AT.OHA 1978 1977

Long-term debt, excluding current
instalmentS.tl..Q....O.'......l...... $17’672,562 &19,0“6,222

(4+) LONG-TERM DEBT

The Company's long-term debt with
banks at December 31, 1978 and 1977
consisted of the following:

Loan-agreement in 1973 for $206,550;

interest, 10%; maturity, June 1978;

payable in monthly instalments of

$3,u442 including interest; secured

by ground equipment, receivables

and Inventoryeceesecescecesoscsosssne 20,652
Mortgage notes in 1973 for $5,400,000

and in 1975 for an additional

$2,109, 735; interest, 2-1/4% over

prime; maturity, on or before

May 30, 1983; payable in monthly

instalments of $67,500 including

interest; secured by two Boeing 737

aircraft, spare parts and revenues,

profits and income from such aircraft 2,509,417
Loan agreement in 1974 for $200, 000;

interest, 10.4%; maturity, February

1981; payable in monthly instalments

of $3,366 including interest;

secured by ground eqQuipmenteeeececesse 78,652 109,170
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Loan agreement in 1976 for $3,285,000;

interest on 90% of loan balance at
8-1/2%, interest at 1-1/2% over
prime on 10% of loan balance;
maturity, March 1986; payable in
quarterly instalments of approx-
imately $112,000 including interest,
plus principal and interest on 10%
of the outstanding balance; secured
by one Boeing 737 aircrafte.ceceeceeces

Loan agreement in 1977 for $15,289, 000;

interest on 90% of loan balance at
7-7/8%, interest at 1-1/2% over
prime on 10% of loan balance,
maturity, August 1987; payable 1n
gquarterly instalments of approxi-
mately $500,000 including interest,
plus principal and interest on 10%
of the outstanding loan balance;
secured by two Boeing 737 aircraft

Loan agreement in 1977 for $520,000;

interest, 9-1/2%; maturity, June
1985; payable in monthly instal-
ments of $7,754 including interest;

secured by computer equipment.eceececes

Loan agreement in 1978 for $2,065,000;

2,636,823

13,963, 631

interest, 1-1/4% over prime; maturity,

on demand; payable in monthly instal-
ments of interest only; corresponding

to a firm commitment from a bank for

long-term financinge.cecececcececccsns

ILess amounts due within one yeare......

SECTION 2
BATANCE SHEET

2,890,034

15,034,160

447,838 495,837
2,065, 000

19,191, 94k 21, 059,270

1,519,382 2,013,048

$17,672,562

$19, 046,222

1979..0ooooooooooooooooco.ooo.o--o-tooo--"oo.o

1980..0.0..00.000000.‘.00..o:oooc

1981..'00000o.ooa..ao.ooo.’o ooooo

® ® 000 0000090000

19820.0.000.0..'.009000..-...00.0.0..0000000.0.

19830.'0000000000000000.00.0....0900000000000.0
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The approximate maturities of long-term debt during the next five
years are as follows:

$1,519, 000
1,646,000
1,750,000
1,887,000
2, 04, 000
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The Company had a short term credit line of $400, 000 available at
December 31, 1978 and 1977 with interest at 1/4 of 1% over prime
under which no borrowing was outstanding.

At December 31, 1978 the Company had a long-term financing commitment
for $17,500,000 with interest at 1-1/u4% over prime for the purchase
of two Boeing 737-200 aircraft to be delivered in March 1979 on which
no borrowing was outstanding interim financing of progress payments
on these aircraft has been provided under a $3,465,000 line of

credit due March 15, 1979 with interest at 1-1/4% over prime under
which $2,065,000 was outstanding at December 31, 1978.

The Company is required, under the various mortgage nctes and loan
agreements, to maintain specified minimum amounts of working capital
and stockholders' equity and a specified mininum working capital
ratio. Additionally, the Company may not pay cash dividends, make
capital expenditures, or lease the secured aircraft to others
without prior written consent. At December 31, 1978 and 1977 the
Company was in compliance with these restrictive covenants.

TWA (000 OMITTED) 1978 1977

ILONG-TERM LIABILITIES:
Iong-term debt, less current

maturities (Note 11).eeeeeeeerecenaens $ 583,851 $ 614,634
Non-current obligations under capital
leases (Note 12)eeeerereeeenneanns ceee 540, 464 568, 342
Other non-current liabilities........... 31,469 26,418
TOEALe e ereosesconnonscnes .. $1,155,784 $1,209,394

NOTE 11 - IONG-TERM DEBT: Iong-term debt outstanding is as follows:

(See following page.)
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...... December 31l....
1978 1977
(Amounts in Thousands)

Senior notes:

Series D, 5-1/u4%, due 1978-85.......0... .. $ 68,320 $ 74,240
Series E, 5-3/8%, due 1978-85...cceuuseense 68,320 74,240
Series F, 6-1/2%, due 1978-92..... e 73,142 78,369
Notes, 5- 1/27 to 7-1/2%, due 1978- 85(a) 50,267 56,313
Note, due 1980-83(b)..... e e cees 40, 000 40, 000
Notes, 9-1/4%, due 1982-OH..ieeerecoencncons 15, 000 15,000
Notes, 10-3/8%, due 1981-92...eeverenrecanns 13,000 13, 000
Subordinated income debentures, 6-1/2%,
AUE 1978 . ¢ttt eeeeennecescnansosoasssascsonss 38,019
Subordinated debentures, 4%, due
1982-92(C) v inrencneanaaecnnnns eseeeesee. 100,000 100, 000
Subordinated debentures, 5%, due
1984-94(C)erernanennnn Ceteeceineeaas 149, 988 149,988
Debentures, 7-3/4%, due 1987 ................ 11,417 12,370
Sundry indebtedness (d).eeveeeiencnnn eieen 33,921 30,596
1o =0 623,375 682,135
Iess current maturities (€)..eeeeeeeeereaen. 39,524 67,501
TOtaLl (F)ereeenneneeeeooonnns $583,851 $elu, 634

(a) The notes are denominated and payable in Pritish pounds sterling.

(b) Interest is payable at the higher of 1% above the Continental
Illinois National Bank and Trust Company prime rate or various per-
cents (116% to 124%) of such prime rate for subsequent periods through
maturity at November 1, 1983. After the note has been fully paid, in-
terest will be recomputed as if the prime rate had been 7- 1/2% at all
times during the period of borrowing and any interest paid in excess
of the recomputed amount will be refunded.

(c) The 4% and the 5% debentures are redeemable, at TWA's option, at
the following premium rates for 1979:

4% subordinated debentures - 1.8%
5% subordinated debentures - 2.75%

(d) Sundry indebtedness includes certain notes secured by mortgages
on various operating properties of Canteen Corporation and Hilton
International Co. The net book value of these properties is
#u4,861,000 at December 31, 1978.

(e) Aggregate annual maturities of long-term debt are as follows:
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Year (Amounts in Thousands)

1979 ceeeenn.. . et eeteceaaeaaaaa Ceieenn $ 39,524

1980. . ® ® 8 o o 0 s 0 0 0 0 L] L Y ® o 5 S 0 0 0 0 ® & ¢ o o o LN l+9, 113

S 3 i . 56,827

1982 e iiniennnnn. ettt eteeaeieaaeetareaees 52,586

1983. ® & & 0 0 0 o o ® & & & » 0 % 5 0 0 " 0 o ® o & 6 0 0 ® 0 9" 0 0 0 0 o L+8, 2L"L+

Subsequent....oiiviieeen.. . ceesrceransens 377,081
Totaleeeeineieiniennenn ﬁ623,375

(f) General information concerning long-term debt is as follows:

A revolving credit arrangement (the July 1973 Ioan Agree-
ment) with a group of banks and Irving Trust Company, as Agent, per-
mits TWA to borrow amounts of as much as $150,000,000 ($200,000,000
prior to March 1978 when the maximum was voluntarily reduced by TWA
to $150,000,000) until January 1, 1980, and lesser amounts thereafter
until the arrangement expires on July 1, 1981. Interest on amounts
borrowed ranges from 1/4 to 1/2 of 1% above the agent bank's monthly
prime rate. A commitment fee at the annual rate of 1/2 of 1% is paid
on the unused portion of the revolving credit. The average interest
rate on funds borrowed under this agreement during 1977 was 6.56%.

No funds were borrowed during 1978.

The July 1973 Loan Agreement and certain of TWA's other
loan agreements, including its Senior Note Agreements, specify finan-
cial conditions which must be met if TWA is to incur additional debt
("incurrence tests"). The loan agreements also contain covenants
which require the maintenance at all times of certain financial
ratios ("maintenance tests"). Failure by TWA to comply with the
maintenance tests would permit the lenders, by appropriate notice,
to declare TWA in default under such agreements, and thereafter, un-
less such default was cured or waived, to accelerate the maturity of
the entire amount of their loans. On March 1, 1977, in order to
enable TWA to borrow under its 1973 Loan Agreement, TWA and certain
of its senior lenders entered into amendments of the July 1973 Ioan
Agreement and other TWA loan agreements, including the Senior Note
Agreements, providing, among other things, for the relaxation of
certain of the incurrence and maintenance tests contained therein.

In return for this relaxation of its financial covenants,
TWA granted to the senior lenders a mortgage on substantially all
of TWA's aircraft and engines (including installed accessories)
having a net book value of approximately $564,000,000 at December 31,
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1978. Under such mortgage TWA has the right, if its financial
condition reaches certain specified levels, to suspend most of the
mortgage covenants subject to an obligation to reinstate such cove-
nants if TWA thereafter fails to meet specified financial tests. In
July 1977, certain provisions of the mortgage on TWA's fleet of owned
aircraft and engines were suspended because the sale of units of
equity securities permitted TWA to attain certain specified finan-
cial tests necessary to such suspension. However, such suspension
does not release TWA from its obligations under the financial cove-
nants in TWA's other loan agreements, including certain restrictions
on the incurrence of additional debt and the lease financing of air-
craft. In connection with the reorganization of corporate structure
(Note 2), changes were made in the incurrence tests, the maintenance
tests and certain other provisions of TWA's loan agreements.

Effective January 1, 1979, as a result of the reorganiza-
tion of corporate structure described in Note 2, the intercompany
promissory note issued by Trans World to TWA for the purchase of
capital stock of Canteen Corporation and Hilton International Co.
is secured by such stock and the note is pledged to secure only
the senior debt of TWA outstanding at December 31, 1978 plus any
subsequent borrowings of TWA, not in excess of $150,000,000, under
the revolving credit arrangement described above. Also contained
in the promissory note are certain restrictive financial covenants
applicable to Trans World, including restrictions on the payment of
dividends (Note 13). :

Compensating balance deposits are maintained with several
banks related to certain borrowing arrangements of the consolidated
companies; such deposits vary by bank relative to outstanding bor-
rowings and unused commitments for borrowing. Compensating balance
deposits approximating $7,720,000 are included in the consolidated
cash balances at December 31, 1978. Average compensating balance
deposits approximated $7,560,000 during 1978.

DEFERRED CREDITS

The principal captions of the deferred credit section of
the statement, the subcaptions included under the principal captions,
and the number of airlines using such captions, are set forth below:

(See following page.)
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Table 2-23 Principal captions

Deferred Credits.eeeee e et eieeerineeeeeennennnnees
*Deferred income taxes ............... crresencsecene
Deferred credits and other llabllltles. ..........
Other 1iabilitieSeeeeeeeieeenenereneeenenenesnanns
*0Other deferred credits and non-current
liabilities....... et e ceeeeceneeectee e
sundry deferred creditS........ e tecassecaatecann
Other liabilities and deferred credits....... e
Tong-term ObligationSe. v eeierioieroeesocannnnns
Deferred credits and other long-term liabilities.
No caption..ceeeseesess e tecesesses ettt encans

N W F @

”t;IFJPJF‘F’PWA

@]
ct
jnp
)
e
j—

Deferred income t8XES..e.veeereeraanens Creerseanas
Deferred Federal income taXeS...eeeeeeos cesteeacas
Other deferred credits and liabilities...........
Unamortized investment credifS.e.ceceeececesncecns
Accrued pension expense....... ettt een et naanas
Income taxeSe.iceeeeaes ceeererer e e ceeete e
Deferred Federal taxes On INCOME...cieetenieeenns
Deferred investment tax creditSececceeeceeaan .o
Other liabilities and deferred credits..... ceeeas
Deferred compensation and other liabilities......
Deferred gain from sale/leaseback transactions...
Non-current portion of accrued vacation liability

HREHRHEHEHERHERENNN OO

*It was noted that two airlines chose to report each component
of deferred credits as a line item on the statement, where
one airline had no deferred credit disclosures.

Examples of the deferred credits section of the balance
sheet are as follows:

NORTHWEST 1978 1977
DEFERRED CREDITS AND OTHER LIABILITIES:

Income taxes - NOte Devevevrenneennnn. $290,660,200 $261,349,600

Obher.o.ve e ieeenenneannnns e 21,666,076 11,995, 782

$312,326,276  $273, 345,382
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WESTERN (000 OMITTED) 1978 1977
DEFERRED CREDITS (Note 7):
Deferred Federal taxes on income..... ceeeees $ 53,952 $ u8,u00
Unamortized investment creditsS......cec.cce.. 1,851 18,610
Other.e.e..... cres e eonon ceseeasessease o 5,636 4,892

$ 61,439 $ 71,902

CONTINENTAL (000 OMITTED)

Deferred iNCOME TAXES.eeeascoesrennsseonnss eeo $Hu2,937 $ u2,685
Other deferred credits and non-current
ligbilities...... ceessvensnes ceseacesesansan 5,557 5,367

FQUITY STRUCTURE

The following table summarizes the capital structure of
the airlines included in the survey:

Table 2-25
Common stock with no preferred stock......... ee.. 10
Common stock with one class of preferred
Stook .......... ® ® @ 6 8 0 6 0 ¢ @ 8 o a0t o 0 00 s o ® & ¢ 0 & 9 » s s 7
Common stock with more than one class of
preferred stock.......coveeeen cececaaee cesecacs W
Total ............ . ® & 0 ¢ o » o s s v 0 0 -_2—_l

As shown below, several different captions were used by the
airlines to describe capital surplus and retained earnings:

Table 2-26

Additional paid-in capital....ccccoc... ceeseoees .o 8
Capital in excess of par valu€..eeeeeeeceeennn ceen 5
Capital SUrpPlUSe.cecscecceccecsecccense ceescsesssos . 3
Other paid-in capital............ cesesescecsnsane 2
Paid-in capiltal.....cccc.ce e Cecesesteenonn 1
Additional capital invested....... cecececassannes 1
Other capital...... cerecacans ceceescecsecatsncarnn 1

Total ceceee Cesecccsseanassensas 21
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Table 2-27
Retained earnings......ce.ev... Ceerieeseaaeenenns 19
Farnings (Deficit) retained for use in the
PUSINESSeeeeeeeereanansens cetreeas cecacaas ceeen
Reinvested earningS..coe.eeeerereeresoecoccocassns

=
e}
ct
oy
=
[y

Six airlines made additional disclosures in the stockholders!
equity section as follows:

Table 2-28
Treasury StOCK...eeiiieeeeieacocaans Ceteesavens .o 5
Common stock purchase warrantsS........cceceeeee P
0 7> _6
Examples of the equity section of the balance sheet are as
follows:
ATIEGHENY (000 OMITTED) 1978 1977

STOCKHOIDERS' EQUITY (Notes 2, 3, and 5):
Senior preferred stock, without par or
stated value:
Authorized 3,000,000 shares, issued and
outstanding 1,600,000 shares, prefe-

rence in liquidation - $40,000.......... $ 140,000
Preferred stock, without par or stated
value:

Authorized 1,000,000 shares, issued and
outstanding 204,000 shares, prefe-
rence in liquidation - $10,200.......... 7,132 $ 7,132
Common stock, par value $1 per share:
Authorized 20,000,000 shares, issued and
outstanding 9,908,000 and 6,024,000

shares, respectivelye..ccoveeeieeencences 9,908 6,024
Additional paid-in capital........... ceeenes 71,370 53,438
Retalned earnings...cceeeeeieeeeeeconcencnns 38,925 7,966

Total stockholders' equity.......... $167,335 $ 74,560
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ATASKA (000 OMITTED) 1978

SHAREHOIDERS' EQUITY:
Common stock, par value $1 per share -
Notes 3 and 5:
Authorized: 15,000,000 shares
Issued: 1978 - 4,278,014 shares;

1977 - 4,078,629 ShareS.e.cceocenens oo $ ou,278
Capital in excess Of par valu€eceececcecoses 16,514
Retained €8rningS. . ceeeeeecrececeosccrsancans 5,480
Treasury stock, at cost (1978 - 75,905

SNEBTES )eveerornnroansonsacasancsnannnens .. (380)

1977

$ 4,079
15,467
348

$ 25,892

$ 19,894

EASTERN (000 OMITTED)

STOCKHOLDERS' EQUITY (Notes E, F, and I):
Preferred stock, par value $1.00 per share:
Authorized - 10,000,000 shares
Issued and outstanding - 2,000,000 shares
of $2.69 cumulative
Preferred stock (liquidation preference
of $50,000,000) cceucececcancnns ceeeeee B 2,000
Capltal in excess of par value......... oo 45,376
Common stock, par value of $1.00 per share:
Authorized - 50,000,000 ghares
Issued and outstanding - 24,839,725 and
19,843,225 SharESeseeeeeeceotececeaas oo 24,840
Reserved - 5,942,409 and 11,461,288
shares (Notes E, F, and I)
Capital in excess of p@mr value........ oo 340,891
Earnings (Deficit) retained for use in
PUSINESS et et eneenens Cececcecsessesseseanas 27,423

$ 2,000
45,349

19, 843

298,531

(34,621)

#4440, 530

$331,102

COMMITMENTS AND CONTINGENT LIABILITIES

The following table summarizes the captions used to des-

cribe commitments and contingent liabilities:

(See following page.)
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Table 2-29

Commitments and contingent liabilities.......... .
Commitments and contingencleS........... ceserenas
CommitmentsSeeeeceeeeonseenens ceeene cecreesesesane
Commitments, leases and contingenciesS...cee.eece.
ContingenCieSeeeeeeeerearecennnns Cesecscesaasann .
Leases, commitments, and contingencies...........
Obligations under capital leases, excluding

current obligationS....ceeveveevenen cesterieanns .
Maintenance liability reserves for leased

Tlight equipment.e.. e ee ittt insneneennns

“ti‘k‘ H HRHFEOO

One airline did not make reference to commitments and con-
tingent liabilities on the face of the statement.

Examples of the commitments and contingent liabilities
footnote disclosure are as follows:

FRONTIER
NOTE G - COMMITMENTS AND CONTINGENCIES

The Company has ordered seven Boeing 737-200 aircraft at a
total cost of approximately $63,700,000 for delivery in 1979. In-
cluded in Property and Equipment - Flight Equipment, as of December 31,
1978, is $5,800,000 of deposits on the aircraft ordered, with the re-
maining amount to be pald in 1979.

In March 1977, the Company was sued in the United States
District Court for the Northern District of Texas, Dallas Division,
by Great Plains Airlines, Inc. Plaintiff claims that the Company
has monopolized and attempted to monopolize air transportation from
Iawton, Oklahoma to Oklahoma City and Dallas/Ft. Worth, in violation
of Federal anti-trust laws. The plaintiff originally sought treble
damages in the approximate amount of $5 million plus attorneys' fees,
but now is seeking approximately $15 million plus attorneys' fees
under the Federal Anti-trust laws and an additional $10 million plus
attorneys' fees under state law. While it is impossible to predict
the outcome with certainty, it is the Company's opinion that the
plaintiff's claims are without merit and the Company should prevail.
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NORTH CENTRAL

NOTE D - COMMITMENTS

The company has purchase commitments on seven new DC-9-50
aircraft on which it has advanced $16,185,000 and capitalized in-
terest of $693,000. An additional $50,539,000 will be expended by
the company in fulfilling these commitments prior to delivery in
1979. The company has arranged leveraged lease financing for the
three aircraft to be delivered in the second quarter of 1979.

The company has advanced $+,227,000 and capitalized in-
terest of $39,000 on a purchase commitment for three Boeing 727-200
aircraft to be delivered in 1980 and options on four additional air-
craft to be delivered in 1980 and 1981 which contaln options to
cancel prior to July 1979. If the options to cancel are not exer-
cised, an additional $99,8u48,000 will be expended prior to delivery.

In November 1978 the company assumed Southern Airways,
Inc. (Note L) purchase agreement for four new DC-9-50 aircraft for
delivery in 1980 and options for two additional aircraft to be
delivered in 1980 which can be canceled prior to July 1979. The
company reimbursed Southern $3,078,000 including capitalized in-
terest of $262,000. If the options to cancel are not exercised,
an additional $56,051,000 will be expended prior to delivery.

In January 1979 the company signed a letter of intent to
purchase four new DC-9-80 aircraft and obtained options on four
additional aircraft. The letter includes provisions for cancella-
tion of the order. The company has advanced $700,000 and capitali-
zed interest of $7,000 and, if the order is not canceled, will
expend an additional $103,889,000 prior to delivery in 1981.

0ZARK
NOTE H - COMMITMENTS:
LEASTNG ARRANGEMENTS:

Ozark leases five DC-9 aircraft. The leases involved have
varying lease terms and some contain renewal options and/or purchase
options. In addition, terminals, hangars, and certain maintenance
faclilities, general office facilities and equipment are leased.

These leases are for varying terms and generally include renewal
options.
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Future minimum lease commitments at December 31, 1978 under

all non-cancellable leases are as follows:

1979, cheeseseceaann ceeeeen
1980 eceeeennnees ces s eassesecncesnnan
1981l.civennnn. csessas Ceesenseases .

1982 ceeoens . Ceeceseeann
1983......... cessesscans ceseesesenns
Iater years.....coeee.. cvesecataans
Total minimum lease payments.......

less amount representing interest..

Present value of minimum lease
payments......... Cececasesscencns

Less current portion............. ..

Iong-term obligations under
capital leases.......... ceeeceas .

Capital Operating
leases Teases

2,342,000 $ 2,559,000
2,342,000 2,124,000
2,336,000 1,998,000
2,035,000 1,961,000
1,709,000 1,858,000
4,613,000 24,574,000

15,377, 000

(4,011, 000)

$35, 074, 000

11,366, 000

(1,533,000)

$ 9,833,000

Rent expense (which excludes landing fees) for 1978 under

all operating leases was $4,166,000 (§3,780,000 - 1977).

Ieased property under capital leases included in property

and equipment is as follows:

Flight equipment...ceececseeceesons
Other property and equipment.......

Iess accumulated amortizatione.....

ATRCRAFT PURCHASE AGREEMENTS:

1978 1977

$12, 926,666 $21,110,931
4, 314,428 4,298, 381
17,241, 094 25,409, 312
7,515,395 11,444,503

$ 9,725,699 $13, 964, 809

During 1978, the Company contracted to purchase six used
DC9-32 aircraft, two new DC9-34 aircraft, two Boeing 727-200 aircraft
and related spare parts, at an aggregate cost of approximately

$85, 000, 000.

One of the used DC9-32 was delivered in December 1978,

the other aircraft are scheduled for delivery at various dates to May
1980. Amendments to the principal bank credit agreement provide for
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additional borrowings of $10,000,000 under the agreement to finance
aircraft purchases, of which $5,000,000 was borrowed prior to
December 31, 1978 to finance the purchase of the aircraft delivered
in December.

To December 31, 1978, Ozark paid $7,659,943 as advances
on the various purchase agreements and deposited $1,450,000 in
escrow ($450,000 included in current assets and $1,000,000 included
in other assets) to be refunded upon completion of the respective
purchase agreements.
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TITLE

The majority of the alrlines reports surveyed use the
word '"income" in their descriptive title for their operating
statement. The following table indicates the breakdown of operating
statement titles:

Table 3-1
Operating Statement Titles

INCOMEeeeeeeeeacssossnssssossasssssossssncss
Barningseeeeeeees cecatscsssesennsssensraasas
OPEratiONSececssssesosscssossssasssssessscce
Income and retained €arningSesccsesscesccsscs
Operations and earnings retained for

use in the bUSINESSeeeceesccccscccscscsasse

N U1 Oy N

I~ -

Totaloo.0.00........-0000000.

Examples of the operating statement titles used are as
follows:

Statement of Income

Statement of Earnings

Statement of Income and Retained Earnings

Statement of Consolidated Income

Statement of Operations and Earnings Retained
for Use in the Business

Consolidated Statement(s) of Operations

Consolidated Statement of Income

¥ ¥ ¥ ¥ ¥

UNUSUAL FORMATS

TRANS WORLD AIRLINES - Operating revenues and expenses
classified as air transport, transport related or
nontransport. All other carriers report operating
revenues by sources and expenses by functions
(000 omitted).

-91-



STATEMENTS OF CONSOLIDATED INCOME
Operating Revenues:

Air transpPOrteecececcecsscccescccscscaccsscce
Transport relatedeeccecscescccccsccccscncsce
NontranspOrteeeescececcecccscsosccossseccses
Total AirlinGe..... secsseesessns -
Hotel operationSeeceecccecccecssccscccsasaccs
Vending and food SErvViCBeecsccccscsscscces
Totaleecesessscossscssssocsscscae

Operating Expenses:

Cost of services and products sold:
Alr transpOrteecececcscccccscosccacsance
Transport relatedecececcecccesocccsccscns
NontranspOrteeecececscecccccsoscssoscccccccsca
Total AlrlinCececececssccsccsccscaccas
Hotel operatioOnSecsceccccccccosccoscscesacs
Vending and food SErviCCececscecscsscscscees
TOt8leeseeosscoscsccsosossccssccsnsnsse

Selling, administrative and general
EXPEINSESeceeosnsocsssacssscsssssscscosnscs
Matual aid contractual payments (Note 5)..
Tot@leecscosssscsssoscscnces

OPERATING INCOME:eeeeeeesoccscossscacassocses

RESTATEMENT, EXTRAORDINARY ITEMS, ACCOUNTING CHANGES, AND

SECTION 3
INCOME STATEMENT

1978 1977
$2,3u4,623 $2,182,960
130,101 128,967
65,519 62,274
2,540,243 2,374,201
503,477 402,840
651,281 612,260
3,695,001 3,389,301
1,909,202 1,762,109
87,742 91,111
50,184 52,800
2,047,128 1,906,020
390, 902 313,528
603,892 563, 568
3,041,922 2,783,116
505, 509 457,274
11, 344
3,558,775 3,240,390
$ 136,226 $ 1us8,911

PRIOR PERTOD ADJUSTMENTS

The number of airlines restating prior years' income in

1978 is as follows:

Table 3-2

Restated...0000000.0.00..o.oooo.oo.c..oo..o'

Not restatedoottoooo..'ooooacolotoocco.oocoo

Totalooooco.0....0.0..0000..0

=

An example of the footnote concerning a restatement for

FASB 13 follows Table 3-5.
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The number of airlines showing an extraordinary item in
1978 or 1977 is as follows:

Table 3-3
1978 1977
Extraordinary 1teMeeceecececcccecccsns 2 2
No extraordinary iteMessccecceecs. . 19 19
Totaloo.oooooooooooooooo —2:1— _2;]-..

The following illustrates an extraordinary item disclosure.

ALIEGHENY (000 OMITTED) 1978 1977

Extraordinary item:
Reduction of Federal income tax arising
from utilization of net operating
loss carryforwards (Noté 4)eeeeeeecee... $ 9,851

Net INnCOmMeeeeeeeecesceses ceeeeseees $32,304 $15,859

The airlines reported accounting changes as follows:

Table 3-4
1978

Current period effect disclosed
IN NOTESeeeesesssevsecscssccocccsosnssssces 10
Prior period financial statements
restatedeeececcescccccocsscsssccnscnce 12
No material effecCtececsceecsccacccss cece 3

The accounting changes made were for the following

reasons:
Table 3-5
1978
Change in method of accounting
for leaseSOOOOOOOQOOOOCIOOOO.l........ 15
Change in method of accounting for
investment tax creditSeceececceccacces 3
Change in estimated lives in aircraft... 1
An example of note disclosure for an accounting change
follows:
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TEXAS TITNTERNATTONAT

In 1978, the Company changed its method of accounting for
leases to conform to Statement of Financial Accounting Standards
No. 13, Accounting for Leases. The effect of this change in account-
ing method was to decrease retained earnings at January 1, 1977 by
$2,509,000 and to increase net income for 1977 by $2u45,000 or $.0u
per share. The financial information for 1977 has been restated to
reflect this change in accounting method. This change had no signif-
icant effect on net income for 1978.

The present value of obligations under capital leases 1s
calculated using the interest rates implicit in the leases. These
rates range from 4-5/8% to 10%.

At December 31, 1978 the Company's minimum lease payments under
its non-cancellable leases together with the present value of the
net minimim lease payments (obligations under capital leases) were
(in thousands):

Capital Operating

Period leases leases
1970 eecececcacnccoacceccnsaaencnncenneasnanaeae $ 3,921 $ 2,192
1980ceeccecscaccsocsscsessasssnsssasocosscscsccs 3,446 2,192
L 3,479 2,190
1982cccecesccccscscscssoccsancososssssccsscncns 3,222 2,180
19830 e eesceccccscsasaceacossoacsnscansosacnane 2,485 2,160
1984 — 1988eccscecsssoscassscsscossossacsocnsas 7,328 10,807
1989 = 19934cceeccsccccocccsssoccsossscssssnscs 737 10,827
199U = 1998eeeccescecccoccscsoscnsssscssssnans 435 10, 795
AFEET 1998eeeeeeecececeesascascccassasscsssnna 213 7,626
Total minimim lease PaAYMENtSessesscccssceses 25,266
Less: Amount representing interestecccececes 5,835
Present value of obligations under
capltal 1e8SESeecesccccsocssccssscsccconns 19,431

Iess: Current portion of obligations

under capital 168SEeSeccecscecccccsccsccnne
Long-term obligations under

CaAPItal 1EASESeeeeecerneenesescnscacsscese  $16,720

2,711

The net lease rental expense for 1978 and 1977 was
$2,908,000 and $2,657,000, respectively.
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OPERATTING REVENUES

The principal operating reverue captions used by the
alrlines and the subcaptions and the number of times such captions
appeared are as follows:

Table 3-6

Principal Captions
Airline operating revenuUeS.cecceecceccccscscse 1
Operatirlg revenues..’...........'..........0 19
Revenues...‘..Q..O...O.I.....'t.'....0...... 1

TOtA8lececeeesccesccscoscsacnscsa 21

Table 3-7
subcaptions

Passerlger.oooo..loo'oooooooca.oo.oo-.co-0000 19

Other..'.....‘....0‘.O.Ql.’...."...........

[
w

Cargoo.oo....o.0.oo..o'oo-oo.'..o..o..'.‘ooo

lv-[alil......‘...........0....'..0.‘.....'.....

Charte e ceceeseceseacsccecsecncansscaccsscns
Transport relatedeeccsccescesccccccscccscccces
Public service (revenues)e.cececececcceescess
Federal SuUbSidYeeceececococcccccccsccccncnsns
Mutual aid (assistance)e.eceee.s cetecccnsans
Freighteeeecececceecececenns cecesescesseense
Non-transpPOrtececceccecccscseccccssosacoccccscss
Freight and eXpresSS.cecceccececcscccosacsasccs
Hotel (operations)eeeececccececaceases ceeenen
Express, freight and maileceeececeeecccecnns

NNNRNNNNWF FNNO@

Some of the remaining operating revenue subcaptions are
listed below. They appeared only once.

Table 3-8
Air transport Other operations
Vending and food service Retroactive mail settlement
Freight and mail Mail and property
Federal subsidy returned Mainland air cargo
Express, freight and mail Charter and other transportation
Cargo, mail, and other Nonscheduled service and other
United States mail Freight, express, and excess baggage
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Examples of operating revenue presentation by various

airlines are as follows:

NORTHWEST

Operating revenues:
Passerlger. @ ®© © ¢ 0 0 0 0 6 000 0 0000000 OO0
Cargo. ® © 0 00000 00 000 00 0 S F 00 00O GO OO

mj—l....C.Q.‘......0...0...0.0..0.'.

Charter and other transportation....
Mll.tual aid. ® 6 © & 06 0 00 0 0 0 000 00 0 00 0 00 0 00
Nontransport ® 9 6 0 0 0 090 %0 00 09 00 00 09 0o

Tot8leeeeevoseoncoaase

SOUTHERN

Operating revenues:
Passengereeececececscceccccoccccscnse
Mail, express and freight - Note B..
Public service revenue - Note A.....
Charter......
Other....

® 0 00606 0000 000 000000000900

® 0 00 00000 0000 000 ® e 000000 0000

TOtalQ.'.............

PTEDMONT

Operations of airline division
Operating revenues:
PasSsSeNgereeececececsccsecsscrcnnee
Cargo — Note Beeececeseoccsncecnne
Chartereeeecceccoecoccccscnscncnsnce
Other - net (gross revenues
1978 - $10,956,390;
1977 - $6,702,266)cecececcccccse

Public service revenue - Note B...

TotOleeooeoeceasacoce

OPERATING EXPENSES

1978 1977
$557,400,881 $ 861,053,058
87,076, 726 121,185,084
18, 944,410 29,893, 962
10,996, 783 25,870,610
104,863, 790 38,416
10,879,302 8,313, 642
$790,161,892  $1,046,354,772

$159,802, 000

(As Restated)

$130,828, 000

10,180, 000 9,325, 000
4,327,000 5,220, 000
7,162,000 9, 594, 000
7,041, 000 L4, 544, 000

$188,512, 000 $159,511, 000

$177,989,199

$155,507,596

11,157,678 11,511,376
3,118,699 2,102,250
2,924,409 2,083, 930

195,189,985 171,205,152
9,270,450 9,496,491
$204,460,435 $180, 701, 643

The principal operating expense captions used by the
airlines and the subcaptions and the number of times such captions

appeared are as follows:

(See following page. )
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Table 3-9

Principal Captions

Operating eXpenSESeecececcecccocsse
Airline operating expenses.....
E.X_penses.......Q.....C.... .....

Totaloacoooocoooo.o

Table 3-10

Subcaptions

General and administrative,....
MaintenanCleseeesecesccacoscsssse
Passenger servicC.c..ceecceecess
Aircraft and traffic servicing,

Depreciation and amortization...

Flying operationSeececeeceeeses
Promotion and S8l€Seceecccccces
Transport relatedeseceececesce
Aircraft fueleeeeeeerseseonesese

Reservations, sales, and advertisingeececeees

Sales and advertisingeeececceese
Depreciationeececesecsceccecesscs
Mutual aid paymentSeececececececes
Othereeececeoncesccsoscscccnconnes

Flying operations, excluding fuele..eeceececes

Flying and in-flight services..

® 0 00 00 000 00 000

SECTION 3
INCOME STATEMENT

® o 0000090009000
® o & & 0 600000 o0

19
1
21

e % 088060000009

® 00 90000 00000 17

...... I S
e &
I
cesesssssees 15
A 1L
B K )

® o0 000 0000000

® 9% 90 oo 00 o0
® e 9 000000000
® e 000 000000 0

® 060000 00900000

NNNNNNWWW

Some of the remaining operating expense subcaptions used
are listed below. They appeared only once.

Table 3-11

Selling and advertising
Airline flying and ground operations
Airline maintenance
Non-airline subsidiaries
Depreciation and amortization

less amounts charged to other accounts
Maintenance and ground operations
Sales, advertising, and reservations
Other operations
Salaries and related costs
Aircraft maintenance material and repairs
Vending and food service

Taxes other than income and payroll
not included elsewhere
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Rentals and landing fees

Agency commissions

Other cash costs

Marketing and administrative

Cost of incidental revenue

Fuel, o0il, and restated taxes

Aircraft rent

Obsolescence

Administrative and general

Other transport related
expenses

Operations, exclusive of
expenses listed separately

Air Transport
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Examples of the operating expense presentation by the

various airlines are as follows:

FRONTIER

Operating expenses:
Flying operations, excluding fuel.....
Fuel, oll and related taXeS..ceseeececse
Alrcraft reNtesceccecscsccccsccecsaccses
MaintenanCeeee..
Passenger ServiCCececccsceccscscscscnse
Aircraft and traffic servicinge.eceese.
Reservations, sales and advertising...
General and administrativEeeeececesecse
DepreciatiONececeeeses
ObS0lESCEINC e eassssesssssssascsscsssesscs
OtheTrecececsecessocccccscnes cesssessesese

® ® 0 0 0060 0 00 00000 000800

Tot&l.o.o.-.-..-a.

CONTINENTAL, (000 OMITTED)

Operating expenses:
Flying operations, excluding fuel.....
Adrcraft fuCleeceseeececcccecsccosscancns
Maintenance and ground operationsS.....
Sales, advertising and reservations...
General and administrative.cceceececececse
Depreciation and amortizationeeeeceeeces
Other operationSeececesccsscosccccncase

Total operating €XpPensCSesess.

AT.CHA

Operating expenses:
Flying operationSeceeccececccccscscoccsse
MaintenanCeleeeeesessescecscoscssoscscasce
Passenger ServiCCececccceccccecesacss .
Aircraft and traffic servicingeecece.e.
Promotion and S8leSececececcscccscsssee
General and administrativee.scceceececese
Taxes, other than income and payroll,
not included elsewherCeceecececececse
Depreciation and amortization, not
included elsewherCeeeceeccsesccccccans

Total operating ©XpensSeSecess.

-98-

1978

$ 38,490,000

43,501,000
2,265,000
10,110, 000
23,605, 000
63,961, 000
28,589, 000
14,827,000
13, 940, 000
320, 000
1,511,000

1977

$ 28,989,000
33, 584, 000
659, 000
30,193,000
16,926,000
51,870, 000
21,214,000
11,517,000
11,099,000
299, 000
2,130,000

$271,119, 000

$208,480, 000

$ 91,568 $ 77,236
147,763 123,232
298,911 251, 013

88, 845 68, 754
35, 204 31,687
49,188 47,570
10, 285 9, 634
$721, 764 $609,126
(Restated)

1978 1977
$15,111,072  $13,697,186
6,790, 027 6,366,660
2,415,281 2,001, 849
12,690,454 11,139,978
11,647,273 9,421,091
3,489,110 3,123,904
1,600,991 1,440,571
3,321,931 2,771,555

$57, 066,139

$49, 962, 794
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DEPRECIATION

A1l the airlines surveyed used straight-line depreciation.
The following table is a 1list of the ranges used by the airlines
surveyed for the "useful life" of their flight equipment:

Table 3-12

10-15S yearsSceeeeeseceascscs cececcens seecscesans
I AT Seeeecescssesossosscscosssssssoscssasse
10-1Y4 JEaAIrSeeecscesesscscocsonsccocssssosacsscs .o
8-15 JEAIrSeeesscsseccsscossessoscsscsnasns ceocs
2-16 JEOISeessesecssccasssecsscsssscsscscccns
10 YOI Seeeeeecossessossssscsasssssosacssnss
1H=15 JeaArSceceeceeesocsscsossccssncssscssnssns
7=1l JCBTSeeescoossssosscsssascocsscssssccssascss
15 JearSeecescecesscccccccccossassscscssoscace
14-18 JCAISeeessoesscsssocscsoscssscsssssasssss
8-12 YCATrScesecccsasocascs secsee ceeccens coces
5-15 YOI Seecccessccssocsccscaccssssnsssnsssss
13-18 YOI Seeeseccsasesssccssscssscsssscssscsss
1U-16 YOOI Sesseeossecssscssscssssccssssccoscssas
7-12 JCAISeeessseescscsassssssccsssssssssssssscae

I3 IF“F’F‘F‘FJFJF‘FJFJF‘F‘FJF'u):

Totalooo ..... ® ® ® 6 00 0 0 00 0 00 00

National, instead of disclosing the useful life of their
flight equipment disclosed the termination dates by type.

An example of a depreciation and useful life footnote
is at Section 1, Summary of Accounting Policiles, page 11.

NONOPERATING INCOME (EXPENSE)

The principal nonoperating income (expense) captions
used by the airlines and the subcaptions and the number of times
such captions appeared are as follows:

(See following page. )
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Table 3-13

Principal Captions

Other income (EXPensSe)eececcescsscscssess
Other expense (INCOME)eecececscosssescosoas
Nonoperating expenses (Income)eeeeseecess
Nonoperating expense (credit)ecececceccss
Other deductions (iNCOME)ececescocacsnces
Nonoperating income and (expense)ee.ec....
Nonoperating income - neteecececcccceasccee
Nonoperating expense - nNelecesecececansas
Other income (deductions)escecececececscess
Other charges (CreditS)ececescesccceccasss

“ﬁ ll—‘k—'l—'l—-‘f\)l\)l\)wwm

Totaloooocoooooooooaoouo

Table 3-14

Subcaptions

Obherececesececsccscscsssesosscsccascsssnes 12
Interest EXPEenSCeceescceassscsscscsosssss L1
Interest 1NCOMEecseescsssesccsssscscsseces 10
Interest capitalizedeccecececcccccecosaans
Gain from disposition of property

and equipmenteeceecsceccscccsccosecccocne
Gain on sale of flight equipmenteceeceececes
Gain on disposal of propertyeceesccccecscs
Gain on disposition of aircrafteccececess
Interest on long-term debteececececececeens
MiSCE1laNEOUSeeeeesceeeesscsscscnsassans

Xe}

Total..l'. ..... ® ® 0 00 0 09 00

The remainder of the nonoperating income (expense)
subcaptions are listed below. They appeared only once.

Table 3-15

Hotel and resort revenues

Hotel and resort operating expenses

Interest expense, net of capitalized
interest

Retroactive mail revenues

Interest on capital leases

Net earnings (loss) of unconsolidated
subsidiaries

Relocation and consolidation expenses
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Realized and unrealized loss (gain) on
foreign currency translation

Gain on extinguilishment of debt

Galn on sale of equipment

Equipment rental income, net of
depreciation

Temporary investments income

Gain on involuntary conversion and
disposal of property

Examples of the nonoperating income (expense) presentation
by the various airlines are as follows (000 omitted):

WESTERN 1978 1977

Other income (expenses):
Interest, principally on long-term
ODligatioNSeeeeeeeeeeereasescscsaencenanens $(23,089) $(20,122)

Interest capitalizZede.ieceeeeecessecccocccsccccscs 2,910 2,592
Interest INCOMEeseeceeoccscecsscccccoscscsscsce 3,666 2,302
Gain on sale of equipmeNnteececececcsccoscsacees 6, 754 4,549
Other — NEteeeeceerecsosssccessssscsccosnsesns 258 1,086

TOt8Lleeeooecsoeseasnesoeee $ (9,501) $ (9,593)

DELTA 1978 1977

Other expense (income):
INtETEST EXDEINSCo e eeeesoececscceaassasasseses $ 22,107 §$ 25,983
Iess - interest capitalized on
advances for equipmenteeeeccecececccecses cees 4,794 2,922
Subtotaleeceeeccccccsoccccccensns 17,313 23,061
Gain on disposition of aircrafteecccessceeecees (32,689)  (29,403)
Realized and unrealized loss (gain)
on foreign currency translatioN...cceeceess 3,339 (2,699)
Miscellaneous income, Nebeeececcecsescsscasess (7,640) (4,825)

TOtAleeeeseesseseaesaeess $(19,677) $(13,866)
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AMERTCAN 1978 1977

Other income (deductions):
TNEErESt 1NCOMEasevesssaesssasneascsscanseaes B 45974 $ 30,646
Interest on long-term debbeeeeeeseesssecesssss  (37,106)  (24,540)
Interest on capital 16aSESeececececcccssccossss (33,364) (37,383)

Interest capitalizedecsececseoscosscosscscscscse 5,092 3, oy
Gain on disposal of property (Note 11)ee.e... 14,846 8, 94k
Net earnings (loss) of unconsolidated

subsidiaries (Note 11)eeeeceecescscescencss 28, 264 (5,645)

Relocation and consolidation expenses
(Note ll)'.OI...0.'.0...'0."...0.'.'..0... (21’700)
Miscellal'leOU.S - net (Note 5)..-.00000000900.. 5,118 l, 969

TOLAleseesenoescesennesss $ 10,124  $(22,065)

TAX PROVISIONS

The degree of tax disclosure in the income statement varies
among the airlines. The captions used to describe the provisions
are summarized as follows:

Table 3-16

Provision for Income t8XESeeececescesscccsocss
Tncome TAXESeeeecessteosacsorsssersscsscsncsscnncss
Provision (credit) for income taXESe.eceesesss
Income taxes (Credit)eeeceececccesccsescsccnnns
Income tax (Credit)ececeesceccscescocosconanns
Income tax (expense)ecece... Ceteerececeecnannn
Provision for Federal and State income taxes..
Provision for taxes on inCome.eceecescscecscsss

“tﬁIFJFJFJFJN)u)ﬁ'm

TOtal...o..l.'...............
Additionally, the following subcaptions are used:

Table 3-17

Income taxes provided

Iess amortization of investment tax credit
Current

Deferred

State and foreign income taxes

Charge equivalent to income taxes

Assumed utilization of investment tax credit
Income taxes before investment tax credit
Investment tax credits
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In the footnote disclosure of the surveyed airlines, all
included a schedule disclosing a breakdown of the provision.

Examples of the income statement presentation and the
related footnote disclosure follows:

NATIONAL (000 OMITTED) 1978 1977
Income before iNCOME tAXESeseeessscoseceeseescoss $23,895 $ 1,996
Income taxes (Credit)eceeeeeeeceeconeceesoneenees 9,493 (1,013)

Net income..."o.o..ooo.o.....ot.o....‘......ob.. &l"!‘,""oz $34009

Income taxes:
Income taxes are as follows:

1978 1977

Current income tax (refundableé)ee.ceeecece... $ 542 $(2,046)
Tax refund reduction for investment tax

credit utilized in & Prior yearleceeeeeeess. (2,582)
Deferred income taxes (AecCrease)ec.eeeeceeces (3,505) 5,846
Deferred investment tax credit utilized...... 14,887
Investment tax credit amortizatioNe........ .. (2,431) (2,231)

Income tax expense (credit)eceeec.... $ 9,493  $(1,013)

Deferred income taxes result primarily from use of accel-
erated depreciation rates for income tax purposes.

Investment tax credits offset against deferred income taxes
at June 30, 1978, for application against future income taxes amounted
to $18 million. If not utilized, these will expire over a six year
period beginning in fiscal 1980.

NORTH CENTRAL 1978 1977
Income taxes (Notes A and I):
Cul‘rent........’.’... ..... ® ® 9 & 0 9 " v O 0 0 0 $ 1’677,000 $ 7L"5’000
Deferred......'........‘.'..........‘... 21878, OOO 259’ OOO

4,555, 000 1,004, 000
Net EarNingSeeceececscecccccccscacssessoss $22,164,000 $13,696,000
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NOTE I - INCOME TAXES

Income tax expense for the years ended December 31, consists
of the following:

1978 1977

Current income taxes
FOAETE e e sveeeonaossosssnsennsassneanaeas $11,747,000 $6,065,000
Investment tax credit used
iN CUPTENT JOBTsseeensseseennassaanssss (11,412,000) (6,065,000)

335, 000
State and 100&1. ® © ® 0 ¢ 0 0 0 ° 00 0O S O &0 0 e 0o [ ] l, 3‘4‘2’ OOO 7L+S’ OOO
1,677,000 745, 000

Deferred income taxes
Federal...l.....C...0...00.....0.'.....'. 1,008’000 l,OLl'6,OOO

Investment tax Crediteeeeceecacccsssseces 1,795,000 (898, 000)
2,803, 000 148, 000
State and 100&1...0..0.0...I..Q...".Q.l. 75,000 111,000
2,878, 000 259, 000

Total.l........QQC........ %H,SSS,OOO ﬁl,oo";’,ooo

Tncome taxes of $u4,555,000 in 1978 and $1,004,000 in 1977
(effective rates of 17.0% and 6.8%, respectively) are less than those
expected to result by application of the federal income tax rate of
48% to income before taxes. The reasons for these differences are:

1978 1977

Computed "expected" tax eXpense............ $12,825,000 $7,056,000
Increase (Decrease) in income taxes:
Investment tax credit utilizedeeeeeeeeceos (9,617,000) (6,963,000)
State and local income taxes net of

federal income tax benefiteececeeeceees 1,417,000 856, 000
Other.....................Q..0.0..I...... (70,000) 55’000
TOt@leeosocosssonss veeseee P 4,555,000 $1,004,000

Deferred income taxes arise from timing differences between
financial and tax reporting. The tax effects of these differences
follow:

1978 1977

Increase (Decrease) in deferred
income tax expense:
Capitalized INtereStee.cceececsssecesessss $ 821,000 $ 328,000
Investment tax Creditesceccccccescscessss 1,795,000 (898, 000)
Ot e eeeeeeoesessaceescsnssscossssassses 262, 000 829, 000

POLALeeeeeaeseacanaeensess  $2,878,000 $ 259,000
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For federal income tax reporting purposes, investment tax
credits of $932,000 are available to offset future income taxes
payable through 1985. This amount has been recognized for financial
reporting purposes as an offset to deferred income taxes payable
through December 31, 1978.

Under the Revenue Act of 1978 and existing law, a special
provision allows the company to offset its Federal tax liability
by the following approximate percentages (subject to the availability
of sufficient investment tax credits): 1977 and 1978 - 100%; 1979 -
90%; 1980 and 1981 - 80%; 1982 (and later years) - 90%.

The Internal Revenue Service has examined and cleared the
company's federal tax returns through December 31, 1977.

INVESTMENT TAX CREDIT

Two airlines surveyed had an investment tax credit
amount appear on the face of the income statement as a separate
line item, The presentation of the provision is as follows
(000 omitted):

DELTA 1978 1977

Provision for income taxes (Note 5):
Income taxes Providedesceccscescscesccceansesss $109,296 $ 76,362
ILess amortization of investment tax credits... (15,651) (13,695)

Total..... et $ 93,645 $ 62,667

UNTTED

Provision for income taxes (Notes 3 and 8):
Income taxes before investment
£8X CrEditSeccececcccceccccoscecsesascsseneses $175,165 $ U6,698
Investment taX CreditSeccececeecceceecceeessees (139,600) (40,700)

TOt8Le e eeeeseens e ee.. $ 35,565 $ 5,998

NET INCOME

The principal captions used by the airlines to designate
net income are summarized as follows:

Table 3-18
Net income..‘IOOOOQOOOQ.'..'.'...0‘...........
Net earningSeecceccecscccccccesocssssssss ceecen

Net earnings (loss)‘.....‘......‘...O..0.00...
Net income (1OSS)eeeeeeeeececsccaoscsooscnnnas

Totalooocoooocoo-‘0..0.-.0..-00.0.
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EARNINGS PER SHARE

The principal captions used by the surveyed airlines to
designate earnings per share for a simple capital structure are
summarized in the following table:

Table 3-19

Farnings Per Shar€....eeeeeeeereeeeaecoasanns 1
Farnings per share of common stock........... 1
Net earnings per share and equivalent share.. 1
Net income per common shart......cceeeeeeeens 1
Net income per shar€........ce.... Ceeece e 1
Net earnings per Shar€...eceeeeeecsciertannenns 1

0 o = 1 6

The principal captions used to designate a dual presenta-
tion of earnings per share are summarized as follows:

Table 3-20

Farnings per common share and common equlvalent share

Barnings per common share - assumming full dilution

Earnings per common share - Primary

Earnings per common share - Fully diluted

Net earnings (loss) per common share - Primary

Net earnings (loss) per common share - Fully diluted

Barnings per common share

Fully diluted earnings per common share

Net income per share - Primary

Net income per share - Assuming full dilution

Farnings (Loss) per share - Primary

Farnings (Loss) per share - Fully diluted

Net earnings per share - Primary

Net earnings per share fully diluted

Farnings per share - Primary

Earnings per share - Fully diluted

Earnings per common share - On average outstanding
and equivalent shares.
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SECTION 3
INCOME STATEMENT

The following table shows whether the amount of common
shares outstanding or equivalents is shown in the income statement
or disclosed elsewhere.

Table 3-21
Disclosed in NnoteS.e et eeeneennsn ce e e s es o anans 12
Shown on balance Sheel.e. e eeeteeeesseecensenes 5
Shown on income statement..eeeeeeeeereeeeeeenns L
Total..... et eeceeceecsesense e gi

Examples of earnings per share presentation in the income
statement and the related footnote disclosure follows:

BRANIFF 1978 1977
Farnings per Share. .cueeee e eieeeenenenenas ceeee..  $2.26 #$1.83
Welghted average number of shares

outstanding (thousands)....... et iieecaaaa «... 20,016 20,008

EARNINGS PER SHARE

Farnings per share are based on the weighted average number
of shares of Common Stock outstanding during the year. Equivalent
shares resulting from the assumed exercise of stock options less
shares assumed to be repurchased with option proceeds based on the
average market price during the year are not material. Earnings
rer share, assuming full dilution, are not presented as the additional
dilution is immaterial. The assumed exercise of warrants referred
to in Note C would have been anti-dilutive in each year.

PAN AMERTICAN 1978 1977
Average shares outstanding during year...... 51,398,190 42,288,515
Earnings per share (Note 9):

Primary...ceeee... fe et seeeaeee e $2.31 $1.06
Fully diluted...... ceesenann ceceeeenn oo $1.52 .83

EARNTNGS PER SHARE

Primary earnings per share is computed by dividing the
applicable amounts by the average number of shares outstanding during
each year. Fully diluted earnings per share for 1978 and 1977 is
computed by dividing the applicable amounts, adjusted to eliminate
interest expense on convertible debentures, by the total of the
average number of shares outstanding and the average number of shares
reserved for issuance on conversion of such debentures.
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SECTION 3
INCOME STATEMENT

Per share earnings for 1978 reflect an increase in the
number of shares outstanding in 1978 as a result of conversions
primarily relating to the Company's call for redemption of its
10-1/2% Convertible Subordinated Debentures due October 1, 2001
and its 11% Convertible Subordinated Debentures due February 15,
1999. BSee Note 4.
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SECTION 4
STATEMENT OF CHANGES
IN FINANCIAL POSITION

TITLE

The airlines included in the survey used several titles
to describe their statement of changes in financial position.
The following table indicates the breakdown of the statement
titles:

Table 4-1
Statement(s) of Changes in Financial Position 12
Consolidated Statement(s) of Changes in
Financial PoSition.i.eeetiiriinneennennnnns 6
otatement of Changes in Consolldated
Financial Position............ Ce e 3
Total.. ..o iniiiiiieiinnens . 21
* KX X X X
FORMAT

The format of the statements used by the surveyed
airlines is as follows:

Table 4-2
Balanced statement..... ... iineneens ceee 1
Unbalanced statement.....voveiiineieeneennns 20

The net totals shown on the unbalanced statements are:

Table 4-3

Changes in Working Capital............. ceesen
Working Capital at End of Year......cevieuean
Cash and Temporary (Cash) Investments at

End of Year... .ottt nnennns

-
N

N

Y O et vttt et tenneonnsanennaeacas

oooooooooooooooooooooooooo

[
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SECTION 4
STATEMENT OF CHANGES
IN FINANCIAL POSITION

The principal captions used by the airlines to designate
sources, applications and net changes 1in financial position are
as follows:

Table L-4 - Sources

Punds Provided..... oo eoscestaceesssascannns
Sources Of FUundS ..ee e eeeravorsoscorsnscacans
Sources of Working Capital...ccciveveiaeeennn
Funds Provided By.e..oeeeeorecesesessosaceoanes
Financial Resources Were Provided By.........
Funds Provided During the Year........c.ce...
S OUL CES e v v e v veveossassassosccososssssnssssssnnsas
Working Capital was Prov1ded BYeeeriioeieeenns
Working Capital Provided.....ccviieieieeiaennen

Hﬁ3|k4thJkaJu>u>£'@

Table 4-5 - Applications

FUNAS USEA e e v i v et tteecanososssssncssnosncannas
Application of FUNdsS....eeeeevierre e vansns
Uses of Working Capital........ 2ssssassasanns
Funds Applied.. .. vieeteiereeeneessaosscnasanns
Funds Used FOr. ...t eieneaancas e e
Financial Resources Were Used FOr..e.oieeeeene
Funds Used During the Year.....ceeeeinienenns
Working Capltal Used...eveeeeeriretenoeennnns
Funds Applicd For..e e e ieeeeteeteeneeennannns
APPLicCationS e ieereereieetesacneeocaaconcancns
Working Capital Was Applied To ...............
Application of Working Capital.........veov..

([ P EENENEN

Table 4-6 - Net Change in Financial Position

Increase (Decrease) in Working Capital.......
Increase in Working Capital.............
Decrease in Working Capital............. .
Increase (Decrease) in Funds Durlng'Year....
Increase in Cash.
NOL DiscloSede . eeeerseesnenenoeoroensnnnenns
Increase (Decrease) in Cash and Temporary
Cash Investments... ittt ittt i iiieennnns
Net Increase in Working Capital.

Increase (Decrease) in Cash and Short-term
Cash Investments

HPEHEHWWW

ooooooooooooooooooooooooooo
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SECTION 4
STATEMENT OF CHANGES
IN FINANCIAL POSITION

OPERATTONS

A1l of the airline companies surveyed included in their
statement of changes a section 1ndicating the funds provided in-
ternally or from operations. Some of those items included in such a
section are summarized as follows:

Table L4-7

Depreciation and Amortization......eeeeveeeas 12
Deferred Tncome TaXesS..eer e ieerseeasesannes . 11
0 7 0 . 8
Net INCOME et ettt eeresnsesescsaaasosanosssans 8
Net Earnings....... C et i ettt ae s . 5
Depreciation.eeeee e it anonennes Ceeeeas oo L4
Deferred Federal ITncome TaXES...oieeeecossens 3
Gain on Disposition of Property and Equipment 2
Deferred Income Taxes - Noncurrent.......... . 2
Depreciation and Amortization of Property and
Fquipment.....oeiiiiiiiieieiernieneennnns .o
Income for the Period......... e eeeen ceeeraee
Income Before Extraordinary Item....... e
Other Costs...... e e s secestseseess e ar o
Less Undistributed Earnings (Loss) of Un-
consolidated Subsidiaries.......... Cereene
Gain on Purchase of Debentures........ceeeeu.
Transactions of Long-term Portion of Debt
Payable in Sterling... .o iierieieieeneannns
Investment Tax Credits, Net..........cevuer..
Gain on Early Extinguishment of Debt.........
Translation of Foreilgn Indebtedness......... .
Warrant EXpDenSe .. v ittt eeeeteenacnaonsns
Increase in Allowance for Maintenance........
Provision for Airframe and Engine Overhaul
0= v .
Amortization of Intangible AssetS.......... ce
Amortization of Deferred Charges.......... .

HH RN

e

HHEE R RREE

Examples of the funds provided from operations section
of the surveyed airlines statement of changes in financial po-
gition are as follows:
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ALLEGHENY (000 OMITTED)

Funds provided during the year:

Income before extraordinary item.....
Add charges (credits) against income
not requiring (providing) funds:

Depreciation and amortization......
Gain on disposition of property and
equipment....... . it oo
Deferred income taxes (Note 4).....
Other CcosTsS ..t ittt enenens

Funds provided by operations......

OZARK

Source of funds:
Net earnings ... eonecenoneeeees oo
Add noncash expenses:
Amortization of overhaul and other
COST ittt it ittt ensonasanansanos
Depreciation and amortization of
property and equipment...........
Deferred income TaXeS...ceviveveeas

Funds provided from operations....

CONTINENTAL (OO0 OMITTED)

Working capital provided:
Net earnings (1OSS)..eeeeieencnrnenns
Ttems which do not use (provide)
working capital:
Depreciation and amortization......
Deflerred income taxes....veeeeeeens
(Gain) loss on disposition of
property and equipment.....c.ee...
Gain on purchase of 3-1/2%
debentures ... cviiiiiiieinsesarans

Working capital provided from
OPErationNS . ve st esascnnnnns
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SECTION 4
STATEMENT OF CHANGES
IN FINANCIAL. POSITION

1978 1977
22,453 15,859
34,797 32,872

(17,435) (2,202)

664 (108)
55,342 46,421

$ 8,199,776

% 7,988,289

7,830,148 7,354,780
9,580,793 9,490,861
1,130,000 3,415,826
$26,740,717  $28,249,756
49,190 25,642
50,266 49,547

252 (617)
(19,654) (S49)
(1,074) (2,363)
78,980 71,660




OTHER SOURCES

SECTION 4
STATEMENT OF CHANGES
IN FINANCTAL POSITION

Captions used to describe the other sources* of funds
or working capital are summarized as follows:

Table 4-8

Proceeds from Issuance of Long-Term Debt
Proceeds from Sale of Equipment and Property...

Other

-------------------

Long-Term Financing - Capital Leases
Termination of Capital Leases

Tssuance of Common Stock

Proceeds from Issuance of Preferred Stock

ooooooooooooooooooooooo

oooooooooooooooooo

Increase (Decrease) in Accounts Payable and

Accrued Liabilities

Property Dispositions Less Net Gains

*Some of the captions that appeared only once are listed in the

following table:

Table 4-9

Aircraft Purchase Deposit -
Returned

Decrease in Instalment Notes
and Contracts

Tax Benefit Related to Purchase
of Warrants from ALLCO in 1976

Proceeds from Conversion of
Debentures and Sale of Common
Stock

Decrease in Noncurrent receivables

Cash Advance Returned on Leased
Equipment

Deferred Gain from Sale/Leaseback
Transactions

Conversion of Long-Term Debt to
Capital Stock

Decrease in Cash and Equivalent

Increase in Deferred Credits
and Other Items

Increase in Unused Tickets Held
by Passengers

Reduction of Rentals and Other

Secured Equipment Certificate
Proceeds Utilized by Trustee

Dividends Received from unconsoli-
dated Subsidiaries

Proceeds from Long-Term Receivables
and Transfers to Current Assets

Examples of the other sources section of the surveyed
airlines statement of changes in financial position are as follows:
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SECTION 4
STATEMENT OF CHANGES
IN FINANCIATL, POSITION

ATASKA (000 OMITTED) 1978 1977
Proceeds received on disposition of
property and equipment............. . B 9,791 ¢ 880
Additional long-term debt............... 16,938 56
Aircraft purchase deposit returned...... 3,634 -
Decrease in instalment notes and
CONEraCES ..t i ittt teernasosaassenoanon 260 205
Tax benefit related to purchase of
warrants from ALCO in 1976...cceeeeenn - 774
Other......c.iivieeenns cec e N 373 254
HAWATTAN
Property and equipment retirements...... $ 2,639,429 $ 201,239
Additions to long-term debt......... e 14,589,378 5,878,064
Deferred gain from sale/leaseback
transactionNS . ceeieerecarecans ce e 510,190 -
Conversion of long-term debt to capital
< 070 11 146,185 -
other.....ceeeeeuess et ee et 21,711 238,720
UNITED (000 OMITTED)
Book value of aircraft and hotel
BLSPOSALS v et te e rierrneereneaeenas $ 20,888 $ 13,690
Issuance of long-term debt.....eceeee... 22,678 11,088(1)
Long-term debt of acquired company 14,933 -
Conversion of subordinated debentures
into common stock......... cevaes ceaen 32,325 -
Decrease (increase) in expendable
parts and SUPPlieS...cieeerierconnss cen 9,340 (6,032)
Increase in accounts payable and
accrued ligbilities........ cese e 91,045 81,261
Other, Net......cieneeeneeannnnn e 18,523 (17,161)
OTHER USES

The various captions used to describe the uses of funds

are summarized in the following table:

(See following page.)
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SECTION 4
STATEMENT OF CHANGES
IN FINANCTIAL POSITION

TABLE 4-10

Purchasgses of Property and Equipment.......... 17
Reduction of Long-Term Debt.......vevveuuun.. 14
Cash DividendS .. oottt et iteeeenenennnns 10
Reduction of Long-Term Obligations under

Capital LeasSeS .t et ineerineeeneeeennennns 8
Ol 0 L [ 7
F s Ko oo = 5
Advance on Aircraft Purchase Contracts...... . 5
Increase in receivablesS .. .viiee e ie e nenenn L
Increases in Deferred Charges........coeuvvun.. 3
Capital Lease AdAitionS.e.ve e ieenroneenns 3
Cash Dividends on Preferred StocK.....eeew... 3
Preoperating CostsS.....viiiiiieeerrinennenenns 2
Additions TO Property.e.v.iee i inreeenenns 2
Investment in National Airlines Inc.......... 2
Property Acquired under Capital ILeases....... 2
Increases in deferred Charges and Other

N 11 < 2

Some of the captions that appeared only once are listed
in the following table:

TABLE 4-11
Capital expenditures Increase in Lease Prepayments
Long-Term Debt Transferred to and Other Assets
current liabilities and Long-Term Debt Becoming
prepayments Currently Payable
Increases in investment in and Working Capilital Components
Advances to Unconsolidated Subordinated Debentures
Subsidiaries Redeemed
Dividends on Preferred and Purchase of Debentures to Meet
Common Stock Sinking Fund Requirements
Increase in Inventory and Increase in Other Current Assets
Prepaid Expenses Aircraft and Engine Overhaul
Decrease in Notes Payable Costs
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SECTION 4
STATEMENT OF CHANGES
IN FINANCTIAL POSITION

Examples of the uses of funds section of the surveyed
airlines statement of changes in financial position follow:
EASTERN (000 OMITTED) 1978 1977

FUNDS APPLIED FOR:
Flight and ground equipment purchases

ANd AAVANCES . v vttt ttereenneertacnsnsees $270,809  $105,288
Capital lease additions.....cceeeceeecnans. 137,501 100,945
Notes payable retired or maturing within

ONE JEAI e estecersroronsnenss . 60,764 216,579
Obligations under capltal leases maturing

within one year........coieieveriioienaancs 43,136 37,281
Reductions of long-term obligations under

capital leases ...t iennens Cecteaaaas 3,496 -
Subordinated debentures redeemed ........... 50,000 -
Repurchase of debentures to meet sinking

fund requirements...... .o e v ans 7,332 9,350
Cash dividends on $2.69 Preferred Stock . 5,186 -
Other, net.... .. Ceeec e 3,916 4,546
Working capital components....... eee e 36,831 73,370

Total funds applied........ e.. $618,971  $547,359

AMFRICAN (000 OMITTED)

APPLICATION OF FUNDS:
Capital expenditures:

Flight equipment....... Ceeeee Ceeeeeeaas $215,604  $185,983
Ground facilities and equipment.......... 91,424 56,126
Aircraft deposits, net......cieveeeeneens 6,522 52,988
Total capital expenditures........... . 313,550 295,097
Long-term debt transferred to current

liabilities and prepaymentsS....eeevuieeees 48,439 32,020

Non-current lease obligations transferred
to current liabilities.....ceeieeveeecens 40,303 40,352

Increase in investment in and advances to
unconsolidated subsidiaries.....c..o0e.n. 3,559 14,203
Dividends on preferred and common stock.... 19,533 8,477
Total applications........ eeo. $u2s,384  $390,149
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HAWATITAN

Changes in Working Capital:
Increase (Decrease) in current
assets:
Cash and certificates of deposit..
Accounts receivable.............o...

Refundable deposits on flight

7o [l o)1) o X v
Deferred income taXesS.....cevvuuu..
Inventories and prepaid expenses...

‘Decrease (Increase) in current

liabilities:
Current portion of long-term debt..
Accounts payable.....ciiveenennnens
Air traffic liability..............
Taxes other than income taxes......
Current portion of accrued vacation

1iability e e it ieiieeenneenennns
Accrued salaries and wagCSeeeeereeos
Accrued interest..eeeee. seeseesssan

Decrease in working capital........e..
Working capital, beginning of year....

Working capital (deficiency), end
Of JEA e it iieereeenensensseansansans

ATASKA (000 OMITTED)

SUMMARY OF CHANGES IN COMPONENTS OF
WORKING CAPITAL:
Increase (Decrease) in current assets:

RecelvableS.. v eeeesenencsasononns
Expendable parts and supplles .......
Prepaid eXpensSesS e eecrcesssantons .
Net change in current assets.......
Increase (Decrease) in current
ligbilities:
Accounts payable....cociieiiiiaaas .o
Accrued salaries, wages, vacations
and payroll taxes....ceeivieieenae
Accrued income TaXeS...cesesscaronne
Other accrued liabilities...........
Alr traffic liability..cececieeecass
Current instalments on long-term
o =Y o 1 v T
Net change in current llabllltles..

INCREASE (DECREASE) IN WORKING CAPITAL..
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1978 1977
$ (161,920) $(u,704,373)
(706,698) 2,520,182
- (1,060,331)
(4,052,935) 5,445,768
310,000 -
(298,8u41) (w42,778)
(1,866,407) (511,267)
(7o4,618)  (2,004,124)
(164,u64) (135, 545)
(720,644) (332,528)
(200,000) (200,000)
(268,401) (37,170)
(183,474) (36,977)
(9,018,402)  (1,499,143)
1,802,927 3,302,070
$(7,215,475) $ 1,802,927
$ (2,168) $ 1,627
15,853 (3,511)
(125) 1,222
138 110
310 (399)
14,008 (951)
413 876
971 535
1,810 73
488 435
1,050 923
1,058 1
5,790 2,843
$ 8,218 § (3,794)




SECTION &
STATEMENT OF CHANGES
IN FINANCIAL POSITION

NATIONAL (000 OMITTED) 1978 1977
FUNDS USED:

Increase in accounts receivable...... $ 1,655 & 2,195
Property and equipment.......cceeeve 20,977 11,790
Decrease in notes payable............ 57,748 42,830

Increase in prepaild expenses and
inventories. ..ttt eecaioans 2,435 2,451

Increase in lease prepayments and
other asselsS .. ittt eeannonns 9,477 6,588
DividendsS....eeveestoecesorecnansanos 4,278 4,277
TOtALe e v venoeeeeonnnnss $ 96,570 § 70,131

CHANGES IN COMPONENTS OF WORKING CAPITAL

The methods used by airlines to disclose the components
of changes in working capital follow:

Table 4-12
Disclosure in separate summary
or note to statement...... ettt iertnaannn 17
Disclosure within the statement.............. N
> 21

. Examples of the various types of disclosure of the change
in components of working capital follow:

(See following page.)
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OZARK
Increase In Cash.v.eeveveenns Creracasas
Cash, at beginning of year........ov...
Cash, at end of year......... Ceeaeraan

TEXAS INTERNATTONAL

Increase (Decrease) in working
capital by component:
Cash and temporary cash investments..

Accounts receivable. s iiieieeceaanans
Inventories .. veeei e iiereeneenneennnns
Prepaid expenses and other current

E T 7 cesesses
Current maturities of long- term debt

and notes payable to banks....... .o
Accounts payable and advance ticket

saleS.iiienian teesaseseneseeses e
Accrued liabilities and other........

Increase (Decrease) in working
capital. ¢ vivvieiertenetsnnaenaann
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1978 1977
$ 4,350,498 $ 941,965
12,177, 544 11,235,579
$16,528,042  $12,177, 544

$ 1,888,964

$ 5,798,126

(117,423) 3,198,718
669,848 598,314
77,616 383,562
5,695,385 (1,546,942)
(3,104,463) (5,544,113)
(2,736,248) (3,941,494)
$ 2,373,679  $(1,053,829)
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