
Decision No. 

BEFORE TEE R.AJ::LRO.A:D COMMISSION OF ~BE -
In the Matter of the Application o~ ) 
tAe San Franoisoo-Oakland ~erminal ) 
Railways ~or an order re-adjueting ) 
passenger fares between San. Franei8Qo) 
and transb~ P01llts. ) 

App11oation No. 2985. 

C.~.Durbrow, for Southern Paoific Co~~. . 
E1Shop & Bahler, by R.M.~ade and t.R.BiShop, for the 

Oi ty of Oak' and end. Oe.klend Chambe r o~ Com.eroe. 
Paul c. Mo~ and. H.!A.Ra.gan. for the City of Oakland.. 
Frank D. Stringham and. B.D.Marx Greene, for the 

City of Berkeley and Berkeley Chamber of Commeroe. 
A.F.St.Sure, for City of Alameda. 
R.F.Strother, for master mates and p1lots in the employ 
. of the So~thern Pacific and San Francisco-Oakland 

~erminsl Railways, 
Vincent Carroll, for marine engineers. 
C.W.White. for City of Hayward. 
~.V.Or]rien. for the citizens of Hayward. 
Sapiro. Neylan & Ehrlich. for East Oakland ~roteot~ve 

League and. Merchants Exchange. of Os.kland, 
Leon Clark. tor City of Albany, 
Morrison. Dunne & Brobeok and Creed, Jones & Dall. for 

San Francisco-Oak1and ~erminal Ra1lways. 

BY ~EE COMMISSION: 

On June a. 1918, the Commission made a prelim1nary 

order in thiS applioation (Decision No. 5473, Op1n1ons and. Order a 

of the Eailroad COmQission of Cal1fornia, Vol. 15. p.S32) and 

authorized· the san Francisco-Oakland Terminal Railways to 1no~ea8e 

by lO% its one way and commutation aubu:rba.n pa.s'senger fares·. This 

order had the effeot of raising the one wa~ fare from lO to II oents 

and. the commutation fare from $,3.00 to $3.3C-'b.etween San Francisco 

and pOints located. 1n Alameda County. these being the rates estab-
lished June 10. 1918 between the same pOints on the Southern Fae1fic 
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Company by Direotor Genornl MCAdoo in his Order No.28. The 

app11cation had. been con~o11dated with. Applications Noa. 308&_. 3087 

and. 3219 and. a n'Dmcer of hearings were held on the tour, applications'. 

beginning September 5, 1917 and ending May 29. 1915. Applicat10ns 

Nos. 30SS. and. 3087 were filed 1n behalf of the Southern Pacific. 

Oo~~ to increase their fares betwean these same potnta and were 

d1smissed by this COmmiss10n June S, 1916, by reason ot the Southern 

Pac1fif Company having pas-sed under federal control. .A;pp11oat1on 

No. 3219, of the San Francisco-Oakland ~erminsl Railways, sought 

authority to increase its street car fares 'on the Traotion Div1sj.on 

serving pOints in Alameda and Contra. Coata Counties. This: last 
applioation was disposed of by our dec1sion Bo. 5687, AUgust 13, 1918 

(Opinions and Orders of the Railroad. Oommission of California, Vol.1S, 

p.1070). by whic.h applioant was given permission to inorease the fares 

in the street car zonea from 5 to 6 cents. 

~e, therefore, have rema1ning for considerat1on, tn 

conueot1on with the tranS-bay rates, only those of the Xe:r Divis10n 

of the &n Franoisco-Oakland Temj ~l :Railways embraced in App11ca.tion, 
No. 2985. ~he application as filed July 7, 1917 asked for higher 

passenger fares based on the large increases in operating costs' 
. 

conSisting mainly of w.a.ges, paving, taxea, COS.t of materials and 
supplies, power atld. fuel. 

In Decision No. 5473, supra, we said:. 

'''on May 27,1918, the Director General of ra11-
,road.s, Ron. wm. G. MC~doo. filed with th1s 
CommiSSion his Order No.28. initiating new 
freight and passenger rates on all :f'eders.l.ly 
controlled ra.11ways, the passenger ra.tes· to 
become effective on June 10, 1918, and. the 
freight rates on June 25, 1918. 

~he passenger rate sohedule as initiated by 
the Director Genersl also affects so-oalled 
suburban and oommutation retes, and insofar as 
~ch ratea are concerned reads as' followa: 

'Section 9- Oommutation fares shall be advanced 
ten (10) per cent. Commutation fares shall be 
construed to include all forma of' transportat1on 
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"designed for suburban tra.vel. and. for the use 
o~ those who have dailr. or frequent occasion 
to travel between their homes and places ot 
employment or educational institutions'." (page SZS) 

'* * * * * * * * * * 

"~he numerous issues involved were presented by 
the applicants and protestsnta in ~hese pro-
ceedings in a ver,y thorough and complete manner. 
~he Commission has now before it all of the 
data necessary in order to come to definite 
conclusions, but it has not yet been pOSSible 
to come to a f1nal decision ss to the amount 
of increase which Should be finally allowed. 
Pending such decision it is our O~inion that 
the ie1 ~stem shcula b6 ~utho~izea to put into 
e~~eQt tho same rates that w~~~ be estab~~shed 
~or the Southern Pao1~10 as 1t saccs to us 
prc~er that similar rates should become efteot-
~ve ~or both ~inos at the sam4 t~G~. (~age 834}. 

::i:'ho Sa.n Frano1sco-Oakl8.lld ~erm1nal Re.1~wqS' is d1.v1ded 

into two divisiona, the Key Division,covering that":part of the organ-

1xat1on handling l?s.ssenge~s by boat Slld rail between San Freno1s'oo 
and. Alamed.a couuty points, end the T:ra~tion Division. hand.l1ng the 

street car and 1nt~rurban traffic between p~1nts lo~ated in Contra 
Costa ana Alameas Counties. While this proceeding has only to do 

with Xey DiviSion rates. it will be necessar,y to deal, to a great 

extent, with the property as a whole in order to reaoh a conclusion. 

Pinancial Conait1on of tha Compsnz 

~he financial con~ition of applicant as it appears in 

the last annual report filed with the Commission is shown on the 
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following eond6nsed balance sheet as of December 3l. 1918: 

Road. mld Equipment 
51 nk1ng Ftmd 

ASSETS 

Investments .. 

DepOSita ~ lieu ot mortgaged 
property sold 

,w,ecellaneoue :physi~al ;property 
Investments in affiliated companiee: 

Stocks-
Other lnv8stments: 

:Bonds-
msoell8ll.eoua 

~otal Investments. 

C'O'RRENT ASS&TS 

CaSh 
Special depoaits 
Loans and notea receivable 
M1s'oe1laneous a.ccounts receivable 
Material ana supp11ea 
Intereat,dividende and rents receivable 

~ot81 Current Assets , 

DEFERRED ASSETS 

Insurance and other funds-
Total deferred ~sets 

UNADJUSTED DEBI~S 
Rents and 1n~uranoo premluma :paid 

in ad. vance 
Other unad.justed debits 

Total Unadjusted. Debits 
Grand Total--

-4-

$46,052., 230 ~ 05 
2.13,342. .. 35 
ll,700.00 

1,594,177.99 

1,979,34:4.26 

13,601.00 
5,464,000.00 

.S$,!2S,396.6S 

66,040..4l 
110,654.52 

500.00 
l25,695.4a 
388,1'12.56 

528.93 
691,'191.84 

6,4~6.91 

lo.,322.'15 
55,992.55 

54. o~e:, 9£9. 70 



Capital Stock" 
~ota.l Stoak 

Funded debt UDmat~ed 

LIABILITIES 

stock 

LONG ~ERM DEBT 

Total Long-term ~ebt 

CtJ:I:'ffiID.'T tUB IL IT IES 

$28 z 175.000.00 
28,175.000.00 

•. le·! 825 ,000.00 
18,82<6,000.00 

Loans and notes payable 3,848,901.61 
Audited. e.oeountc and wages payable 531,250.~4 
Mlseellaneoua accounts payable 12,351.8& 
Matued interest, divid.end.s and. rents. Ullpa.1d 952,,310.00 
Maturea £unaea dabt ~~aia 1,185,000.00 
Aoerued ~terest.d~vldends and r~ta p~ab~e 518.012.80 

~~tal Current ~labl1lt1ee 6.845,SZS.G7 

DEFE.REED LIA'BILIT XES 

De~erred liabl11tiea 
~otal Deferred Liabilities 

~1lX lia.b11i ty 
Insuranc& and casualty reServes 
Operating reServea 
Accrued depreoiation-Roed and equipment 
Reserve for amortization of franohises 
Other unadjus;ed credits 

Total Unadjusted Credits 
Profit and Losa Debit 

!(!otal. oorporate s'Cl:'pl.us 

Grand ~ote.l 
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434.162.6$ 

16,381.32 
5,000.00 

25,875.03 
866.72,6.02 
22!09~.4.0 
35,970.48 

970,047.U 

751. 126.B'5" 
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Xhe inv~stment in road and equ1p~ont of the entire 

property, inol~d1ng ::ne.torials and. supl'lies~ it will be noted., 

appears on the balanoe c~eet at $46,440,402.61. Thie figtlZe 

is not reliable &0 ~ invest~ent figure ~~i should be oompared 

with the valu~~ion i1gu%ea ~vailable for this puxpose. 

It. 1s our opinion th~t neither the invest~ent nor the 

valuation in this ~rooeed1ng e~ be oonsidered the ohief factor 

in the deter~1nation of rates. It should be notod, howeve~, 

that the Co~issionto Engineoring Dep~rt~ont'e est1mcteo of ro-

:proo:c.ction cost leas depreCiation 0:' this :property, which figu:res 

in our opinion roflect as noarly ~s may be tho "fair value" of 
tho :propel't~ devoted to the public cervica, e=o: $a~OOO,OOO . 
(a:PDrox1amtely} for the AOY D1vi31on property, $ll~OOO,OOO 

(appro~iamte17)for the Traction Division :property~ ~d a total 

of $19,000,000 (appro%1matel~) for tho cOQoined property. 

~he valuation ~1gurea ae reflecting the oost. less depreoiation. 
are the va.J.ues under which the oompa.,ny ola.1mS 8. :reir return. 

.""".,'II'I't,'''''', 
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~he following ta.b le, oompiled :!rom applioant t 8 Inoome and 

Expense statements in evidence heroin, portrays the reSlllts of the 

Company's operation for the Key and. ~raet1on :DiviSions. for the various 

periods shown: 

.. : 6perat;' .: .. .. .. .. .. · .. .. .. :Expenses u: .. .. .. :eluding de- · .. .. .. · .. .. · Gross :preeiation · .. Non .. .. .. .. .. .. Operating :a.s figlll:ed :Operat1ng :Operating .. Gross · · :by company) .. Revenue .. I:o.eome .. .. .. .. .. :a.nd Taxes • : .. .. .. 
if iseaJ. Year : : : : 

ending: : : : 
June SO. 1915: : : : 

~raetion Div.:$2,994,599.0S:~,159,261.49:8SS,3S?54: 
Ke~ Div1a1~ :.1.~~9.a9z .. a6:1,025t2?2 .. 62:3Z4;~19.64: 

~otal- .. 4.~53,891.~.3,184.534 .. 11.llb ~5?18. 

FiScal Year : 
ending : 

June 30 t 1916: 

· .. .. .. 
· · 

.. .. .. .. 
: .. · .. .. 

Inoome .. .. .. .. 
.. .. .. .. .. · 

Income 

16,325.10: 851,662.64 
46,339.65: 380,359.29 
62,664.75:1232,021.93 

.. .. 
· .. .. · 

Traction :Div. :$3,009, 702.30:2.,2.76,184.07:733·,5·1S.2Z: 13,375.52: 746,893. '15 
Xe:v :Division: 1,408,145.59 :1,051,892.40:356925S.19:37 ,037 .. 24: . 403,290.43 . 

Total- :~,417,84?89:3,Z28,076.41:108 771.42: 60,412.76:1,150,184.18 

Fisoal Yoar : .. .. .. .. .. .. · · ending : .. .. .. · .. .. · .. 
June 30, 1917: .. .. .. .. .. .. .. · 
Traction :Div. :$3,228,940 .. 95:2, 277 ,964. O~:950'~ 976.92.: '13,908. 37: 964~6a~.29 
Key Division: 1,187 J454.34:11274,2S7 •. 8S:.~S6.aOZ.49: 41,982.34: * 44,821.15 

~otal- : 4,416,$95.2:9:3,552;.221.66 864,17$.4$: 55,890 .. 71: 920,064 .. 14 

Calendar Year: 
1918 : 

~raotion~iv.:$3,?4a,821.78:2.924,087 .. 59:824,734.19: 15,008.71: 839,?42.90 
KeY' :Division: l,41l.563.36:1.371.556.29: 4:0,007.07: 3,174.91: 43,181.98 

~otal- : S,160,~B5.14:4,295,643.~:864,74i.26: 18,183.6&:882,924.88 

* Defioit. 

:ffi Inoludea $240,882 ... 34 aeco'llllt abandonment. 
of old trestle.. 
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Items represon't1l:l8' o:perat1ng inoome, as the table 

shows, are the am~ts obtatned after deducting operating 

e~enee8 (inoludtQg depreoiation and taxea) from the gro88 

opera.ting revenue to wl:doh 1a added. non-operating income 

and trom this gross income payment of interest on flmde4 

and ~d.d debt and retnr.n on the property investment 18 

obtained. The deficit for ~ia~al year ~917 for the 

KeY' DiVision 18 aooo'lmted for by reason of a oharge to oper-

ating 8%pense o£ $240,882.34, oover1ng ab8.lld.onment of the 

old pier trestle, whiob. amount should properly have been 

a:p:read. over a period. oi' yoars. ~ e11minating this aharge, 

instead ot & defioit of $44,821 t a l'rofit of $196,061. woa.ld 

appear. It will be noted. that the inorease 1n gross oper -

ating re~nU& 1918 over 1915 18 $806,493.85 whereas the 1ncr8aa8 

in expenses amounts to $1.111.109.77 t 1ncl.1oating thc.t tbe 

grOlrt.b. in r8TeI1lle has tailed. to keep paoe- with the 1norea8e 

in opere.tmg eX}:8ues. !l!b.e operating costs oommenoed 

to asoend 111 191'1 begilming with tbe Doc:1s1on of the Boax4 

of Arb1tratian 1n the dispute between the oompany aDd its 

steamer orews involving the engineers, maste:ra, mtes a:c4 

pilots, whioh res'tllted in oha.xlged working hours and the em-

plo:yment of add1 tional men. enta.iling an inorea.se in the pq 

roll ot approximately $30,000.00 per annum. It is an 

$stab11alle4 faot that sinoe then the ooat of labor and 

materials has stead.1lJ" been on the :lnorea.se. 

~e :following table was prepared :trom the applioant's 

aooao.nts a:o.d from reports made b:v- the Commission '8 Aud1 t1ng 

-8-
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Department. It shows results. for the Key Div1sion only tor the per10d 

beginning August 1. 1918 ana ending June 30,19l9, oompared with sim11ar 

period for the preoeding year. 

Period 

· · · · : Olte rat ing 
Revenue · .. 

: Operating : Operating : 
:l:.'xpenees ex .. :Profit befor~ . 
:¢lusive of : charging : De-
:Depreoiat10n:Depreoia~ion:preoiation 

: Operating 
:Profit after 
: charging 
:De:preo1at10n 

.b..ug. 1. /:19: : : .. .. · .. 
to :$l,384,l38.00:1,214,647.00: 169,491.00 193 ,_071. •. 0.p~:_23·, 580 .. 00 · · June 30 ,/19: : : .. · · .. 

Aug. 1. /17 · .. . .. · .. .. .. · .. 
to 1,206.14:1.00: 959 .• 0'l1.0C: 247,070.00 · 143.783.00:103,287.00 .. 

J'ttO.e 30,/19: . .. · · .. .. · .. 
Increase .. 177,997.00: 255,576.00: · 49,2.88.00: - . .. · D·eorease · .. . 77,579.00 · .. :126,867.00 .. . .. .. 

NOTE: During the c'Ilrrent year (19l9) the wages of platform. men s.nd.' the 
boat or~ were increased. SQeh increase be1ng retroaet1ve, as 
follows: Platform men as from November 1. 1918, boat orew as 
from Januar.y 1. 1919. The company states that the amount due 
the men under the retroactivo clause had not been paid 
JimEl 30. 1919. nor had the 11a.'Oi11 ty DC en set up on the Do-oks', 
vlith the result that the oporating expenses shown aDove are 
understated by approximately $20,000.00 and the result of the 
operation of the System for the eleven months. to June ~Ot19l9t 
should. be a loss of $43.580.00 in place of $23,580.00 shown 
above. 

From the foregOing table 1 t will be sean that while operating 

revenue increased $177,997.00. the operating expenses. exclusive of de-

preciation. increased $255,575.00, an exceSs in the increase in expenses 

over increase in revenue o:t $77,579.00. 71hen t.he o.la1:led. 1ncreas.e 1n d.e-

preciat10n o:f $49,298.00 is included, it 1s shovnl that the net oper4ting 

pro~1t for the eleven months T perlod.1918-1919,as compared. with 1917-1918 

was a d.ecreas.e. 

In thls discuss1~ the item of de~reciat1on enters as eharged by 

the company without e:rry correct10n on the :part of the Commission. ~he 

~tter of depreciatlon 1S a very important one and w1ll be further consid-

ered in this deCiSion. 
~he tare of 11 cents and. the cocmutation fare of $3.30 authorized 

in our deciSion No. 5473 • .Application No. 2985, const;tuting a 10% inorease 

on the Key DiviSion. became effective June 12, 1918 and the fare of 6 cents 

on the ~ractio:c. DiviSion,making an incretLSe of 20%. as authorized by ~ur ~~~6 . 
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Decision No..s687,Applioation No.3219, beo~ e:tfeot1ve Aug. 31 .. 1.918. 

In oreer to asc0rt~in the ~ffect of these increases ~ the 

revonue of both divisions of the· San Fr~ncisc~-Onkl~d ~ermi-

nal P.ailwaye~ the CommissionT~ Auaitiug De~art~ent made a 

comparative stat~ont begi~~ins \vith August 1, 1918, to an 

including J'l;.D.e SO. 1919. i'i:L thout l'rOducung the figuxss 1n 

detail, it is s~icient to say that while ~ the period under 

conSideration ~~e iucresses in rates produced additional 

reVenue to the amo~t of $685,116.83, the increases ~ expenses 

end. t~"l:es inclUding de:9rociat1on as ch~\rged 'by the Company 

amounting to $762,808.42, sb.owing that du:rtttng the ten Dlonth3l' 

p-eriod. ..c~ugust 1, 1918, to ana. 1:l.cluding May 31" 1919. the en-

tiro property e~rnea. net ~~77 ~691.59 less then it :prod.uced. d.uring 

the saQe period of 1917-1918. 

Por the twelve monthS, oomparing tho fiscal year ending 

June 30,. 1919, with the ~rear ending June 30,1918, we find. tha.t 

t~e ~rection Com,any carried (pay passengers only) 68,234,105 

us against 66.407,534, or an increuse of 1,826,571, indicating 

no ~1Qunition in travel 'by ~ceson of the change in fare from 5 to 

6 cents. Tho same condition developed on the Key Division, 

15,338 .. 617 l'as~engers huvin¢ 'been c$.rrj,eu. as ~geinst 14,663,552, 

or an increase of 675,065, & tot~l incro~se for the two divisions 

during the twelve mO!lths f poriod of 2,501,636 J?s.~;se!!8'ers. 

',lere it not for the fnct tha.t there: haS been s. remarkable 

incre~se in traffic d.uriIl8 the l~.st two years on both the r:rttotion 

and. the :'ley Divisions of teis system, the financis.l results Vlould. 

00 ~uch worse. Thera e~pe&rs to 'be so healthy and r$.pid e growth 

in population in the territory ;;:erved. by this oompa."lY th.!l.t it is 

souna to est~~te thut this zr~wth will further continue. This 

con~ition is tuken into consideration in re~ching our conclusions • 

.. 
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EVen with this condition obt~i~ing it is ~~parent t~~t 

th~ increased eross revenue from the inc~eased traffic has fciled 

-:0 :tce:p up wi t::o. the incroc.sing oper:lting expenses. The rosul ts 

for the ten months' period Septomber 1. 1918, to June 30. 1919. 

fo::: the Xey :.mel :'rl:-tction Divisions d'ltring Wlll.ch ti:r::c the i:lcreased 

fsre~ were in ~ll force and effect. will be ap~al~ent from the 
following t:lble: 

-11- '~):'~<.."" 
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Gross Operating Rovenue: ~~1,194,165.34 

Oper.ating ~enses (ex-
cluding depreciation) 1,048,540.83 

Net ~erating Revenue l45,624.51 

Add.Net Co~i$sary Revenue 57,056.12 

Total Net Revenue 202,680.63 

Less Taxes 67 1173.09 

Operating Income 135,507.54 

A~~ - Non-O~erating Income 1,375.49 

Gross Income 136,883.0S. 

Total DepreCiation 175,415.59 

Net Income after deducting 
Operating Expenses, in-
cluding Depreciation and 
Taxes 3S~032.56 

Correction: Auditorr s Entry 
in connection wlt~ Renew-
als for last four months of 
1916 ~proper1Y charged to 
Operating Expenses, now. 
credited to Profit and Loss 
and charged to Do~reciation 5~82~.17 

Corrected. Net Income 32,;'104.39 . 

Deduct a.dd.i tions.lOpe,rating 
Expenses: 
Increased wages motormen 

and conductors retroaotive 
Nov.1, 1915 to A~ri1 22, 
1919 (National War Labor 
Board Award) 11,189.2J.. 

Increased wages, Ferry Boat 
cre\vs, ·retroactive January 
1, 1919 (Account action of 
Federally controlled Lines) 1°1560.00 

Actual Net Income aft·er de-
ducting all Operati:og 
Expenses (including De-
~reciation and ~axes) 
Corrected 54~453.60 

'. -12-

TRACTION 

~3,460,300.20 

2 1311 1164.50 

1,14:9,135.10 

. . . ,. . . 
1,149,.135.70 

165,108;.23 

986,02.1.47 

l4,855..93 

1,000,883.40 

236.!577.9~ 

23,856..29 

788,.16l.70 

. . . . 

713,696..33 

TOTAL 

$4,654,465.54 

31 359,705.33 

1,294,760.21 

57 I 056.l2-

1,351,816.33 

230,281.32 

l,121,535.01 

·loy2Z1.42 

1,137,166.43 

411,993.58; 

725.772.85 

29,684.4.& 

755,457.31 

10,560.00 

6£9,242.73 



Under a de~ision of the National War ~or Board. effeot-

ive ~rl1 22. 1919, ~age scales of motormen and oonduotors were 

inoreased and other wage increases have been given to var10us 
classes of the oomp~Ts em~lo1eea stnoe Ma~, 1919. 

The COmmission has def~1tely adopted the po11cy to 

reeogn1ze as operating expense all increases in labor ooats and 

th1s ~olicy will be adhered to ~ th1s prooeed1ng. It will not 
be neoesaar.1 in this dec1sion to go into the deta1ls of the 1n-

creases in operating'expenses and the reasons for such increases. 
~he subject is a fami11ar and pressing one and has been dealt 

with exhaustively in a number of previous decisiona made by th1a 
Commission. 

A oareful analysiS' of app11oant'a ~inano1al eondit1~ 

leads to tho oonc~usion that the margin between revenues and 

operating expenses is steadily grOwing less. ~h1S 1s true for 
the propert~ as a whole, taking the ~r80t1on and the XeY~1v1s1ona 
together. It 1s also true to a lesser extent for the Traction 

System alone. although it is apparent that the street car oper-. . 

ations of applioant taken by themselves are still, even with the 

increased operating coats, returning' a profit even though this 

:9rofit on a fair rate basis is leas t.ban S per oent. ~he Traction 
DiviSion ea.rn1ngs now are, aa they have been in the :past.· carry1ng 

the Xer D1'g1s10n's losses .. Considering the Xe~ Division aJ.ong 

(an~ it must be remeQoered that it is the rates on the Key ~1v1810n 
that we are dealing With ~ this deciSion), the point has almost 

been reaohed where the revenues are insufficient tor o:perating 

expenses end taxes alone with no margin whatever for s. ret'tU'XI. on 
allY rate base. 
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For the pro~erty as a whole. the net income 

after o~er~ting expenses; depreciation and taxes, is 
.L 

less than 5 per cent on the rate ~ase. 

Rstc Base 
The interurbvn service given by Applicant 

is of a st~ictly competitive chnrscter. I tWill 

not prove ~racticable to have onc set of rates for the 

Kcy Route and another set for the competingS~uthern 

Psciiic lines. To' fix fares on a tb.eoretics.1 ra.te 

base ~T.ithout regard to this competitive condition is 

impracticable s.nd. is, therej!ore, in our opinion un-

sound.. ' 

It is further our conclusion thst the in-

teruroan ser,~ce of this company end the street car 

service mnst be considerea together. And applicant 

wou.J.d hav:e no cause for com"91aint if its combined. 

transporta.tion operations were on a fair earning bo.s1s. 

It'h~s alre~dy been pOinted out t~t the traction op-

era-tions are cs.rrJ'ing the Key D1 '\"'1s1on l·S losses. It 

seems to us im1)ractica'ble, aside from the questions 

of value.of the service, to increasc'the interurban 

fares toa :!'oint where they would :'!roduce what might' 

be called a fair retur~ on the value of the Key Di-

vision !,roperty alone., We are aware that this is the 

claim made by the company 'but it is our conclusion 

that this claim cannot be considered. without at the 

same time giving oonsideration to the other control-

l:i.ng factors rei:crred to. 

A f~ir decision both to the ~ublic and to 

the company should ~rovide for incr0ase~ in fares 

au£:ficiont to }?ltlce this ccm'lJany in a position whe:re 

it can render adequate ana efficient service to the 
communities on its lines. 
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It has been re~eatedly ~ointed out by 

this Commission that the only permanent remedy for 

th.e financial dii'f1cul ties of this comp,e.ny is 

So thorough-going reorganization of' its finances. 

As lor~ as the Key System rests on the ~resent 

unsound :f'in!l.nci~.l structure, it is bound to con-

tinue in financial difticulties in the future as 

it has in the ~ast. The rste increases \7i11 

net effect a com~lete or ~ermanent remedy of this 

8i tuation. If it were -practioable to do so, we 

would m~e reorganization one of the conditions 

of this order. The value end the cost of the 

serVice rendered by the Com~any, in our o~inion, 

justify !Ln incre$.se of interurban fares. ,Even 

wi th the fa.res as they nre now '!'.'ro,!)osed, the 

subux'oo.n rates will still be among the lowest 

1nthe entire oountry. This is true if we take 

into consideration both the quality of the ferry 

snd electric service rendered and also the length 

of haul, which for the combined ferry and rail 

serrlce on the shortest line amounts to 6.7 miles 

and on the long-est line to 12.6 miles, with an 

average haul for nll passengers carried oinearly 

lO miles. 
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~enreciatio~ and Donrecistion Reserve 

In the figures of operating e~enses shovm hereto-

fore, there nre inc1u~ed for the several years va~ing amounts 

cred,i te d· to deprecic.t1on reserves, increasing for the yenr· 
. r 

end.ing December 31, 1918. to tho sum of ~492.29l. The appli-

cant in 1918 ms~e ~ re~ica1 chsnge in its ~ractices o~ de-
.. 

~reciation accounting. :Prior to 1918 the com')')any:chnrged. 

altogether insufficient amounts against de~reciation. snd in 

a number of statements filed with the Commission the deprecia-

tion actu,~lly coorged, on the com'P~f s books \1S.S revised in 

order to reflect more accurntely what in tho com~anyTs o~in­

ion was the actual result of its operations year by year. 

In the year 1916, for instance, the actu~ depreciation de-

duction from gross income according to the annual report 

of the com'!Jany was :~89.281.54t while. in the subsequent state-

ments that figure \"l8.S increased to ~~;473 ,197 ($204,731 fO.l: the 

Key property $.lld ~~268t466 for the Tra.ction :!'roperty). In 

1917, the actual charg~ n~pearing in the com~any's annual 

report was *178,070.83, while the figure was increased in 

the sta temcnt to ::~1.I:88 t 607 ($211,215 for the Key !'roperty 

and $277,39'2 for the r.rrsction property). The figures for 

1918 were :~211 t 900 :for the Key pro.?erty and $280,391 for 

the Trsction progerty. 
The matter of adequ~te depreciation reserves is 

without doubt one of the most i~portant consiQeratione in 

this :?:,oceeding. In s number of iuvestigations in vario~s 

street railway oropcrtics throughout th.o sto.te which t).re 

now under way, it has become increasingly clear that one 
of the ~rincipal ressons tor the present difficult ~i~-

cial situation of theso nro,ertics is the fuct that in the 
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:past no provision a.t all. or only inad.equate provision. 
-

h.a.s ceen made for the inevitable wastin,~ awuy oi -property. 

from natural or othe~ .. oa,U2',CS, ths.t is summed up in the 

term 'Tdeprec1o.tion!T. 

It is self-evident that when trsclt and equipment 

WCOIZ ~way anu muzt ~e repl~ccd and there is no money ~vail~ 

sole for s~ch replacement, o~cra.ting ex~ensee must increase. 
the value of the -oX'o-pcrty muet d'Windle', the ctL-pi tal account 

\vlll be inflat~d, and, what is l' e:chaps most important, 5er-
vice must deteriorate. 'Wi tr.ou t e::tcel?'tion, almost all street 

X'!l.ili'lay-propertiee. not only in California but throughout 

the United States, are tod~~ conironti~g this deplorable 

comlition. 
Whatever the ultimate solution of the present d~ 

street railway difficulties may be: whether we have to come 

to outright public o~~ership or to some form of partne~ship 

between the ~resent o\v.ners and. the publiC on a' cost of service 

basis; or w'r-ethel' :,>1'i veta ownershi:p and, o!,erati,on continues; 
there. is no escape from this :9r01;osi tiol'l: If the service is 

to oontinue. the cost of the service must be forthcoming. 

And this cost of service is made u1' of the three chief items 

of expense., namely., cost of operation, tD.XCS and co:::t of 

money. Included in the cost of operation is the cost of 

lllSintain1ng the !.lronerty ami ~1ntainins the service. In-

cluded in the cost of maintaining the ~roperty is tee cost 

of de~reciation. 

We !Jro'Pose in this ~rooeeding to fix such rates 

as will enable the com~any to meet for the future ~l ot 

the costs of oyerntion, including the cozt of depreCiation, 

as will provide for taxes, and as ~dll, in addition, give 

such a return on the ~l'o~erty devoted to the service of 
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the public as :::eem po ssi ·ole und.er the circu.mstances. 

The de:!?reciation s.llO\'I'S.nce. therefore. which will "oe 

made in thi~ r1).te fixing 'Crocee,ding is 0. direct 01'-

er~ting e~ense, e~ctly ~s the cost of power, for 

instance, :lIld becomes a direct charge on the patrons' 

of this business and consoquently on the public. We 

propose, therefore, that in the f~~e the amount 9.1-

lowed to insure against de~reciation shall be actually 

set aside ~~d used for that purpose only under the care-

ful and strict su~crvision of this Commission. One 

great difficulty in the past has 'been that the amounts 

ostensibly set aside for d.epreciation were book ,figures 

meroly and th~t the actual money was used for ~~ogether 

'different ~ur~oses. It must be clear that de~reciation 

funds used for new construction or for additions and 

betterments are not availaole when the need for the re-

"!>lacement of the original property items urises. And 

the additions and betterments !laid with such :fundsc$ll-

not possibly be a substitute for what it is necossar.1 

to replace. As long as the credit of e utility is good. 

and as long as there exists sufficient margin 'between 
<# 

~roperty valuez and out~tanding bonds, the real condi-

tion is not a~~srent end the financial aspect of the 

question is not a very serious on.e Additional bonds 

can be is~ued and sold and the ~ro,erty can "oe kept 

intact. Operating e~enses in normal times can "oe in-

creased to take care of unusual repl~cement and require-

ments without great dams,go to net revenue. But such. 

~rnctices cannot be considered as sound under normal - , 

cond..i tions even, and with :prosperous concerns. In 

the ~resent situation confronting the street and.. inter-

urban railway 2':r'operties, eo continWltion of this course 

must :prove disastrous. 
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A depreciation fund sho~ld be sufficient to allow,for 

the replacement of such depreciable items of property D,t the end 

at 0. reezonaole expected life as sho'illo.be tsltcn c~e of through 

the fund.. What this sum should 'be, it is im'!,')ossible to deter-

mine with absolute ~ccu.racy at this time because of necessity 

estimates o:f vlhat \vill hS!'l'en in the future enter into the :9rob-

lam. A close $,"O'Orox:tm,G,tion. howevp.:r.. c~,rt be h~,d. From time to 

time the status of the de'Oreciation reserve should be com~ered 

vnth the actusl de"Oreciation of the ~ro~erty and the annual al-

lowance for the fund should be either increased or decrea.?ed as 

actual cono.itions m~~ o.cmand. 

The allowance should be neither too large nor too small. 

If it is too small, the ~roperty a4d the service will suffer. The 

depreCiation reserve is intended to t~tc care of the future and 

is not intended to provide ~, reimbursement for neglecteo, renewals 

and maintenance in the past. Such renew~ls. of course must be 

made but the allowance which w·lll be set u:!' witli ina:u,guro.tion o:f 

the pro:posed rates is intcn~ed to keep the de,rec1a.ble ~ro~erty 

intact for the future only and the deficiencies of the yast vdll 

have to oe ~rovid~d for out of s~lus. Yle have reached. the 

conclusion th~t the amounts set aside on the company's books 

(though it will be noted not D.ct'llally set aside) in 1918 o.re too 

large. l..iter segreg'~.t:tng between deprecia.ble and non-depreciable 

property and between oro.ino.ry opel"$.ting eX'?enses ~nd. such re-

l'lacements as should come from s de~recin.tion reserve, we are of 

the opini9n that there should be set aside annually to take care 

of the now existing de,!,rcciable ~ro:!,erty, the sum of ~240,OOO. 

Of this amount there should be assigned. to the Key pro~erty the 

sum of ~)lOO,OOO :per year and to the Traction -property ~.:140,OOO. 
This total sum should go into a. sinking fund in monthly install-

ments of $20,000 and should be set aside in s.ctual cash and 

invested, under the direction of this CommiSSion. The 

safety of the fund 
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shou14 not be saor1:t1eed to a possible high rate o1! 1nterest. 

We believe it is preferable to require merely that all earn -

1nge br the flmd shall be added to the re-serve (w.hatever thea • 
. 8&l':D.1ngS maY' be) rather than to reqUire an aocounting on a 

atriotlY' e1nktng fund basis at a def1nite rate of interest, 

irrespeotive of whether or not the flUl4 actualll" was able tCt 
earn at the fiXe! rate. !I!b.is method lEeems to us mo:re 

equitable to the oompany beoause U%ld.er the f1Xed interest 

rate the 'lmeamed portion of .the f'tIZld wOllld have to be m&4e up 

fxoom the c c:mP8.llY' I S slll"plua. 

Diebursements from the f1%Ud are to be ma4e on~ on 

'etailed. shOWing and on tlJe periodioal approval of this Com-

m1ssion. 

Proposed Fares and Esttmated Results. 

We have made a oarefal study of t:be operations of t~ 

Key Division and of the operations of the property as a whole. 

have considered all of the faeta and oiroumstano.s and reoor4a 

in the oase, and it is our oonolusion that the Appl10ant shoull. 

be authorized to increase ita fares as follows: 

(a) 

(b) 

Ono-w~ fares on entire system between 
all po1n to where the p:re sent fare is 
11 oents to be inoreased to 15 cents. 

Monthly oommutation books between all 
pOints Where the :xreaent fare i8 $3.30 
to be increased. to $4.00. . 

It is our estimate that with theee tares, the ap -

pliO ant fS ravenues will be increased. bY' approx1mate17 *,00,000 

per a:xmum. ~(t greater percentage of this amount will be a 

%let 1norease, because whatever add 1 t1onaJ. operation expenae 

inoreases may oome, will oco:or regardless of the rate of fare. 

It is tme that under these rates the oom~, with pl'esent 
and estimated 
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o:pcrating e::-::!?cnses, vlill :!)robs.b1y not earn more than 5 :per cent 

on the de~recisted reproduction cost of its operative Key Division 

:pro~erty. But thts rete of return is not an unreasona'bly low 

one. in our opinion, when the p~st history of the com~a~, the 

co~etitive conditions und the returns from the Tr~ction Division 

are taken into the ca1cul~tion. The increase in earnings, we 

confidently believe. will be sufficient to take care of all in-

creased operating expeuees. will enable the com~any to set aside 

an actual depreciation reserve as indic~ted above and will make 

it possible in addition to secure the necessary funds to re-

ha'bi 11 tate its tro,ck and str'..lctu.res where reha.bil1 tation is 

necess~~y. and to provide tor the necessery edditions and bet-

terments. We believe thut with this increase, the anp11cant 

will be enablea to render an entirely efficient ~nd adequate 

ser~lce to the ~ublic. 
It is our opinion, as re~catedly expressed that a 

financia.l reorlgaIlization of the com'Osny is necessary and that 

no perma.:nent satisfc.ctory opera.ting and fina.nciul result can "be 

obtained until such 8, reorganization has been made. 

ORDER ___ IiIII!III> .... 

A preliminary order ho.ving 'been made by the CommiSSion 

in this -proceed.ing on June 8, 1918 (Decision 5473, Opinions and 

Orders of the :!ei1road Col:llllission. Vol. XV, page 832): and 'it 

eppearing to the Commission that su:pp1emental order should be 

made. and basing this sunplcmenta.l order on the findi~ss of fact 

as set forth in the foregoing Opinion: 
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IT IS RE?.EEY O:RIlE...~ that the san Pro.noisco-oakla.nd 

~erminal Railways be and the eame is hereby authorized to 

es~a.b11sh wi thin thirty days !rom the date ot this order a 

schedule of rates as fo·llows:-
(a) A 15 cent single tare between all pOints. 

on A~p11cantfs lines where the single 
fare is noW II cents.. 

(b) fltontllly commuta.tion rates between all 
pOinte on Applicant's lines at $4.00.per 
monthly commutation book where tha present 
monthly commutation rate is $3.30 • 

• All other existing. rates, ~ules a.nd regulations now 

in effect on App11cant' s sylrtem are to remain the Bame-. 
IT IS FtmTh"'ER ORDEEED that applioant set aside beginning .~, 

with the effective date of this order, in cash as ind1aated in 

the prec&d1.ng o.pinion. as e. de.preoiation a1l1k1.ng fund, the annual 

S~ o~ $240,000 1n installments o~ $20,OO~ per month. ~hiS fund 

is to be held. used and accounted for under a~ch directions and 

regulat1ans as the Comcission may hereafter prescribe. 
~he foregoing opinion and order are hereby approved 

and ordered tiled as the opinion and order of the Ra1lroad Com-

m1asio~ of the St$te of C~11forn1a. .... 
De.tod at San Francisoo, California., this (/ ~ de.,. 


