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REPORT TO THE STOCKHOLDERS

N ew York‘, 1

The operating record for the year was excellent. The company tr.
passengers, mail and cargo than in any previous year, without serious
dent. Transatlantic crossings were 1,907, an increase of 65% over
ary reports indicate that American Overseas was the low cost U. S op
North Atlantic route in 1947. :

Revenue miles flown increased 71.1% over 1946. 99.2% of‘the, m
were completed, a good record of dependable performance. The 59,74
sengers for the year represents an increase of 79.3% over 1946.
increase of 94.1% in the volume of U. S. mail, and cargo increased 80.
mail decreased 22.5%, due to entry of addifional foreign ﬂag compe
North Atlantic route.

SERVICE’S"A D

New services were instituted to Reykjavik, Iceland, in Ma :
Scotland, and Helsinki, Finland, in June. The company now se
countries. No permission has yet been secured to serve Pola.nd ,
charter flights were flown to Moscow in March, transportlng de ga
Ministers Conference.

Eight Boeing Stratocruisers are on order. The first of
delivered late in 1948. At the end of 1947 fifteen aircra
Constellations, seven Douglas DC-4’s and one Douglas DC—-
between Stockholm and Helsinki.

The last of the military operating contracts has be
amount of work for the United States Government continu
of our subsidiary companies.



Revenues and expenses for 1946 were re-stated to reflect: a retroactive increase
in U. S. mail compensation; a decrease in the provision for flight equipment deprecia-
tion, to conform with estimated useful life of the equipment; a retroactive wage
adjustment and adjustments to overhaul reserves to accord with experience. The net
effect of the adjustments was to change the loss of $302,371, reported for the year of
1946, to a profit of $411,138, after Federal taxes, for that year.

The volume of operations for the year increased substantially but revenues per
mile decreased, from $3.70 in 1946 to $2.74 in 1947. The decrease resulted from
the following factors: decline in load factor from 68.3% in 1946 to 62.3% in 1947;
a 13% reduction in passenger fares late in 1946 and applicable to all of 1947; a 22%
reduction in the effective cargo rates; a 40% reduction in rates paid by the foreign
governments for mail transportation; a 22.5% reduction in the volume of foreign
mail and a reduction in the temporary U. S. mail compensation from 35.8¢ per
revenue mile in 1946 to 31.6¢ per revenue mile in 1947.

Despite the cost of a pilots’ strike and the generally higher level of wage and
material costs, operating expenses per mile were reduced from $3.51 in 1946 to $2.97
in 1947.

Comparative financial statements, 1946 and 1947, certified by Arthur Andersen
& Company, are submitted with this report. The statements give effect to consoli-
dation of accounts of American Overseas Airlines, Inc. and its subsidiary companies.

MAIL RATE CASES

CAPITAL

The mail rate cases pending before the Civil Aeronautics Board are for the purpose
of determining the permanent rates to be paid to the company from January 1, 1945.
Since that date, as you know, the company has been operating on temporary rates and
has been keeping its accounts on the basis of those temporary rates.

The company holds that it is entitled to a higher rate of compensation for the
transportation of the U. S. mail, under the terms of the Civil Aeronautics Act, and
has presented proof and justification, in its opinion, for additional retroactive mail
compensation. The cases should be decided during 1948.

There were no changes in the capital structure during the year. There are
approximately 1,250 common stockholders. American Airlines, Inc. owns approxi-
mately 62% of the outstanding shares, American Export Lines, Inc. owns approxi-
mately 20 % and approximately 18 % is owned by other shareholders.

To finance the purchase of the eight Boeing Stratocruisers, with spare parts and
ground equipment, the company entered into a credit agreement with a group of
twelve banks on June 20, 1947, providing for a maximum credit of $12,000,000.
A total of $3,000,000 has been borrowed against this credit. Notes drawn pursuant

to this agreement are payable in quarterly installments over a five year period esti-
mated to begin in April, 1949.




New York, was also elected a Director during the year. Mr. H. D. Starr was

“ cost may be anticipated.

By order of the

In June, 1947, the company also entered into an agreernent with Ame
lines, Inc. and Amerlcan Export Lines, Inc., whereby further funds in
amount of $5,000,000 are available to the company. $2,000,000 has been
against this credit. Notes drawn pursuant to this agreement mature in 19
subordinate to the loans from banks discussed in the preceding paragraph. |

At December 31, 1947, there were 1,722 employees in the Unite_ S
747 in Europe, a total of 2,469. This total compares with 3,335 on Maréh .

Mr. W. H. Coverdale, who had been associated with the company since its
tion, resigned as Director. Major H. M. Gillespie, Vice President of America
Lines, Inc., was elected to replace him. Mr. James A. Jackson, Investme:

Secretary—Treasurer, replacing Mr. J. C. Gardiner, Jr., resigned.

period i is ant1c1pated The company should receive an increase in compe ‘
transportation of U. S. mail during the year, having effect both on t
the past. The operations are being conducted with continuing economy a

tinuation of the present level of general prices additional reductions ir

Respectfully submitted,

Board of Directors
March 19, 1948






COMPARATIVE STATISTICS OF PROGRESS
YEARS 1945-1947

Operating Revenues:
Passenger . . . . . . . . . . . .
Mail . 5
Express, Freight and Other
Military Contract Fees .
Total
Expenses and Federal Income Taxes
Net Profit (Loss) Carried to Surplus .
Current Assets 56 6
Current Liabilities .
Net Working Capital .

Aircraft, Ground and Other Eqmpment (depremated value)

Total Assets .

Paid-In Surplus .

Earned Surplus . o e e
Total surplus . . . .
Common Stock Outstandmg

Net Worth .

Airplanes in Scheduled Serv1ce (at end of year)

Expenses per Revenue Mile Flown (Exclusive of Federal Income Taxes and
Provision for Possible Adjustments on Cost-Plus-A-Fixed-Fee Contracts):
Expenses, before Provision for Depreciation, Obsolescence and Interest

Provision for Depreciation and Obsolescence .
Interest .
Total .

Revenue Miles Flown3 5 s
Passengers per Revenue Mile Flown in Passenger Serv1ce
Passenger Seat Miles Flown® .

Revenue Passenger Miles® .

Passenger Load Factor

Air Mail Ton-Miles? e RS T e
Air-Express-Freight Ton-Mlles3 e T s

Average Revenue Load per Plane, per Mile (pounds)

Passenger and Excess Baggage . 5o
Maik= =n e el e
Express-Freight .
Total =0 == 0.

- NOTES
() Denotes red figure.

* Figures for 1946 have been restated to give effect to ad-
justments mentioned in Note 2 to the financial statements.

* Includes net of Other Income and Deductions.

? Effective Jan. 1, 1946, the Civil Aeronautics Board re-

quired that revenue miles flown and associated traffic

statistics be computed on “airport to airport” distances
rather than on the “course mile” distances used prior to

.

.

* Excludes ¢ :

1947

$15,017,154
3,115,743
1,827,953
235,170
20,196,020
21,969,220 .
(1,773,200) 411,138
12,860,675
3,960,754 9,349,112
8,899,921 6,053,216
8,856,072 9,182,56
26,549,417 98,371,24
14,881,855 :
(1,491,401) 281,799
13,390,454
1,749,825
15,140,279

$2.793
$ 211
$ .008
$3.012

7,367,357

248,309,000
168,496,000

1,806,509
1,926,553

5014'

15,402,328

14,881,855

15

28.1

67.95
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ASSETS

AMERICAN OVERSEAS
AND SUBSIDIARY

CONSOLIDATED

DECEMBER 31, 1947

CURRENT ASSETS:

Cash .
U. S. Treasury Bonds l%%, at cost
U. S. Treasury Bills, principal amount $3,000, 000

Accounts receivable —
Due from U. S. Government —
For services performed at cost under cost-plus-a-fixed-fee contracts
(less advance of $1,611,695 in 1946)
Less—Reserve for adjustments .

For transportation of U. S. air mail (Note 1) .
For transportatlon of foreign air mail
For air travel, etc.

Total due from U. S. Govemment .

Traffic balances ($338,125 and $613,482 due from Amencan A1r-
lines, Inc.) and miscellaneous o ™ rem e gl )
Less—Reserve for doubtful accounts

Total accounts receivable .
Inventories —parts and supplies at cost .
TOTAL CURRENT ASSETS .

INVESTMENTS AND SPECIAL FUNDS:

Advances on purchases of aircraft and engines .
Other

PROPERTY AND EQUIPMENT, at cost:

Flight equipment .
Less —Reserves for deprec1at10n

Buildings and other equipment
Less —Reserves for depreciation

Total Property and Equipment .
DEFERRED CHARGES:
Prepaid insurance, etc.

Advances to employees :
Other

EXTENSION AND DEVELOPMENT COSTS, in process of amortization to
July 4, 1952 . : - St

1946
1947 (Note 2)
$ 3,094,802 $ 3,708,764
ST $ 3,029,283
$ 2,996,411 =
$ 2,863,842 $ 2,481,976
165,000 400,289
$ 2,698,842 $ 2,081,687
528,157 1,975,798
288,915 1,079,852
191,749 242.865
$ 3,707,663 $ 5,380,202
$ 1,880,676 $ 2,328,406
150,000 .
$ 1,730,676 $ 2,328,406
$ 5,438,339 $ 17,708,608
$ 1,331,123 $ 955,673
$12,860,675 $15,402,328

$ 2,957,102 $ 2,319,945
45,507 45,507
$ 3,002,609 $ 2,365,452

$ 9,923,031 $ 8,945,169
2,604,890 993,426
$ 7,318,141 $ 7,951,743
$ 2,074,573 $ 1,576,314
536,642 345,489

$ 1,537,931 $ 1,230,825

$ 8,856,072 $ 9,182,568

$ 334,767 $ 96,120

82,106 89,194
541,095 169,694
$ 957,968 $ 855,008
$ 872,098 $ 1,065,892
$26,549,417 $28,371,248

(The accompanying notes are an integral part of these statements)




AIRLINES, INC.
COMPANIES

BALANCE SHEETS
AND DECEMBER 31, ‘1946

LIABILITIES

CURRENT LIABILITIES:

Notes payable to banks, 1%%, due March 3, 1947 (guaranteed by
American Airlines, Inc.) .

Accounts payable—
Traffic balances . . .

Other trade accounts ($595 890 and $566 733 due to Amencan An'-
lines,Inch) . s T L e

Accrued salaries and wages .

Taxes payable —
Federal income . .
Other . . . . Gicemn moaslme o

Other current and accrued liabilities .
TOTAL CURRENT LIABILITIES .

UNEARNED TRANSPORTATION REVENUE, ETC.

LONG-TERM DEBT (Note 3):

Notes payable to banks, 8% = ¢ 5 7
Subordinated notes payable, 3% % due October 30,

RESERVES FOR AIRCRAFT AND ENGINE OVERHAUL

CAPITAL STOCK AND SURPLUS:

Capital stock—par value $1 per share—
Authorized 3,000,000 shares
Issued and outstanding 1,749,825 shares .

Paid-in surplus (no change during 1947)
Earned surplus (deficit) (Notel) . . . . . .
Total capital stock and surplus .

Lrela .

(The accompanying notes are an inte




AMERICAN OVERSEAS AIRLINES, INC.
AND SUBSIDIARY COMPANIES

STATEMENTS OF CONSOLIDATED PROFIT AND LOSS
FOR THE YEARS ENDED DECEMBER 31, 1947 AND 1946

OPERATING REVENUE:
Commercial operations—
Passenger . .
United States air mall ( Notes 1 and 2)
Foreign air mail P SR
Express and freight .
Excess baggage

Other incidental revenue .

Fixed fees under cost-plus-a-fixed-fee contracts .
Total operating revenue .

OPERATING EXPENSES:
Flying expense—

Flying operations
Flight equipment maintenance—direct .
Depreciation—flight equipment .
Total flying expense .
Ground expense—
Ground operations . :
Ground and indirect mamtenance .
Passenger service
Traffic and sales :
Advertising and pubhclty
Provision for adjustment under cost—plus a-fixed-fee contracts
General and administrative
Depreciation—property and ground equlpment
Total ground expense .
Total operating expense .

Gross profit or (loss) from operatlons
OTHER DEDUCTIONS:

Amortization of extension and development costs .
Interest expense (net)

Excess of insurance indemnity over ‘et book value of aircraft lost .

Other (net) .

Net profit or (loss) before Federal income taxes .
PROVISION FOR_ FEDERAL INCOME TAXES. .
CREDIT ARISING FROM 1947 LOSS CARRY-BACK

Net loss in 1947 and net profit in 1946 .

() Denotes red figure

1947 1946 (Note 2)
$15,017,154 $11,004,093
2,327,625 1,540,292
788,118 1,858,734
1,160,203 872.459
277,684 306,609
390,066 251,532
$19,960,850 $15,833.649
235,170 86,384
$20,196,020 $15,920,033
$ 5,366,868 $ 4,053,352
2,800,794 1,582,501
1,654,347 941,987

$ 9,822,009 $ 6,577,840
$ 2,706,188 $ 1,832,468
2,318,965 1,841,518
1,451,012 1,161,475
2,118,152 1,218,271
812,409 305,762
31,651 321,440
2,427,790 1,779,536
999,912 96,851
$12,089,079 $ 8,557,321
$21,911,088 $15,135,161
($ 1,715,068) $ 784,872
$ 195052 $ 200,154
57,659 82,523

= (  129477)
57,409 31,454)

$ 310,120 $ 121,746
($ 2,025,188) $ 663,126
= 251,988

(  251,988) =

($ 1,773,200) $ 411,138

(The accompanying notes are an integral part of these statements)



AMERICAN OVERSEAS AIRLINES, I}
AND SUBSIDIARY COMPANIES

STATEMENT OF CONSOLIDATED
EARNED SURPLUS (DEFICIT)
FOR THE YEAR ENDED DECEMBER 381, 1947_

Net loss for the year ended December 31,1947 . . . . ”

Balance, December 31, 1947 (déﬁcit) B L




AMERICAN OVERSEAS AIRLINES, INC.
AND SUBSIDIARY COMPANIES

NOTES TO FINANCIAL STATEMENTS

(1) U.S. Mail Compensation:

In an order dated July 15, 1946, the Civil Aeronautics Board proposed a temporary
rate for U. S. mail compensation of 75¢ per U.S. mail ton-mile effective on and
after January 1, 1946. In an order dated October 16, 1947 the Board amended
this temporary rate by an award of $3,137,000 as compensation for the trans-
portation of U.S. mail for the eighteen months ended June 30, 1947. Such
award is equivalent to a rate of $1.9582 per U.S. mail ton-mile flown during
the period. In this same order the Board proposed a composite rate, effective on
and after July 1, 1947, whereby the Company receives compensation at the
temporary rate of (1) 75¢ per U.S. mail ton-mile between the United States
and certain gateway points west of the European mainland and (2) 35¢ per

airplane mile, computed without reference to base poundage, for all designated
flights east of these gateways.

The amounts included as U.S. mail compensation for the years ended December
31, 1946 and 1947 are based upon the decision of the Civil Aeronautics Board
dated October 16, 1947 described above. In cases pending before the Board,
permanent U.S. mail rates will be fixed retroactive to January 1, 1945. The
Company is presenting grounds for higher mail payments, including increase
of the rate of $1.50 per U.S. mail ton-mile awarded for the year 1945.

(2) Restatement of 1946 Financial Statements:

The consolidated balance sheet and statement of profit and loss for 1946 have been
restated to reflect (1) an increase, $949,847, in mail pay by reason of the order
of the Civil Aeronautics Board referred to in Note 1, plus (2) a decrease,
$325,881, in depreciation provided on flight equipment as a result of a redeter-
mination of the estimated service lives of such equipment, offset by (3) net
increases, $310,231 in operating expenses caused largely by retroactive salary
increases granted to pilots in 1947 and retroactive adjustments to maintenance
and other reserves. The effect of these restatements has been to change the loss

of $302,371 for the year 1946 previously reported to a profit of $411,138 after
provision for Federal income taxes.

(3) Long-term Debt:

On June 20, 1947 the Company negotiated a credit agreement with twelve banks
by the terms of which funds to the extent of $12,000,000 were made available
for the purchase of capital equipment. The life of the credit agreement extends
to April 30, 1949, or to a date 90 days after the date on which the Company
shall have received delivery of the last of the Boeing aircraft presently contracted
for, whichever is earlier. Interest on the unpaid balance of the loan accrues at
3% per annum plus a commitment fee of Y4 of 1% per annum on the daily
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average unused commitment cf the banks. Loans under this
evidenced by notes, the principal amount of which is payable in
installments over a five year period from the credit expiration d:

On June 20, 1947 the Company also entered into an agreement w
Airlines, Tae and Americ Export Lines, Inc. whereby funds 1
amounts of $3,750,000 and $1,250,000 respectlvely, were made av
under this agreement are evidericed by 334 % notes maturing O
and are subordinate to the loans from banks described above.

(4) Contingent Liabilities:

In connection with certain government contracts the Company is con
for materials furnished thereunder, final accountability for whic
been determined. The Company is also contingently liable for
ment of New York City sales tax. The Company believes tha
liability will not be material in amount.

(5) Commitments for Capital Expenditures:

Commitments for expenditures amounted to approximately $12,400,00
ber 31, 1947 principally for capital equipment, chiefly aircraf
expected that approximately $9,100,000 will be paid in 1948. P
expenditures for which the Company is not firmly commltted amo
mately $2,000,000.



ARTHUR ANDERSEN & CO.

67 WALL STREET
NEW YORK 5

To the Board of Directors,

American Overseas Airlines, Inc.:

We have examined the consolidated balance sheet of American Overseas
Airlines, Inc. (a Delaware corporation) and subsidiary companies as of Decem-
ber 31, 1947 and the statements of consolidated profit and loss and surplus
(deficit) for the the year ended that date, have reviewed the system of internal
control and the accounting procedures of the Company and, without making
a detailed audit of the transactions, have examined or tested accounting records
of the Company and other supporting evidence by methods and to the extent
we deemed appropriate. Our examination was made in accordance with gen-
erally accepted auditing standards applicable in the circumstances and included
all procedures which we considered necessary, except that we were unable to
secure direct confirmation of accounts receivable from Government agencies,
with respect to which we were able to satisfy ourselves by other means. We
had previously made a similar examination for the year ended December
31, 1946.

Except as affected by rates of compensation for transportation of United
States mail, when finally determined, referred to in Note 1 to the accom-
panying financial statements, in our opinion, the accompanying consolidated
balance sheets and related statements of profit and loss and earned surplus
(deficit) present fairly the position of American Overseas Airlines, Inc. and
subsidiary companies at December 31, 1947 and 1946 and the results of their
operations for the years then ended, and are in conformity with generally
accepted accounting principles applied consistently during the period under
review.

ARTHUR ANDERSEN & CO.

New York, N. Y,
February 19, 19438.




