Declsion No. 2UORKY RGGUNA&.

BEFORE TEE RAILROAD COMMISSION OF THE STATE OF CALIFORNTA

In the Matter of the Application of

YARKET STREET RAILWAY COMPANY, for

an Order of the Rallroad Commission Application No. 21115.
of the State of Caiifornia authoriz-

Eng emergency increases in certaln

LTS .

W¥. M. ABBOTT and MAX THELEN, for Market Street
Raliway Company, Applicant.

JOHN J. O'TOOLE, City Attorney, and DIOX R. HOLYM,
Depuly City Attorney, for the City and
County of Zan Franclsco, Protestant.

FRANX S. RICEARDS and THOS. X. MeCARTEY, for
Zast Bay Translt Company and Key System,
Interested Parties.

OP.INTION
WARE, COMMISSIONER:

In this proceeding the Market Street Rallway Company
seexs authority to Increase fares on 1ts local transportation
systen serving the Cily and County of San Francisco, as well as
on & line extending bdetween Leipsic Junction, In the southern
part of the Clty of San Francisco, and it; terminus In the City
of South San Franclsco. This applicatlion, however, does not
request permission Vo make any changes in fares on applicant's
Interurban Line velween San Franclisco and San Mateo.

Public hearings were conducted in thi= »roceeding at
San Franclisco on April 22nd and 28th, 1937, and on the latter
cete The maviler wes taken under submission and is now ready for
decision.

At this time the fare structure on applicant’s local

"lines is as {ollows:




Cash £8T03 o o« v o o o « o o o o o o o =
School Children « « ¢ o & « &
Full Fare Tickets « « « « «
Sunday and Eollday Pass . . .

In this proceeding applicant proposes & new fare struc-

ture on local lines, as follows:
Cash £areS. o« o« =« o o ¢ o o o @
Tokens « « « - « «(% Lor 25¢;.

School Children (16 for 504).
Sunday and Eollday.Pass . . ...

7 cents
» O

32 /8"
25 "

® & s @

with the same transfer privileges a3 are now offered.

In seeking this Iincrease In fares, applicant alleges that
1ts net revenue must be Increased to meet Increased taxes snd labor
costs, although applicent 1s not at this time seeking a fair return
on its investment. Mex Thelan, of counsel for applicant, in his
opening statement, enrunclated the issue Involved as follows:

"This 1s an applicetion for permission to charge specified
increased fares for the purpose of enabling Market Street Ralle-
way Company to pay & part of Iincreased operating expenses which
we must necessarily pay.

"These increased operating expenses are the result of in-
creased wages which we must necessarily pay to our employees,
and of lmproved hours and working condltions, as agreed to
between the Company and the Union in an agreement recently
entered into. The remaining portion of the funds which we
are asking for by this increase in fares wlll be used to
meet Incressed expenses, increased taxes, which we must Incur
in connection with our employes under the Federsal and the State
Soclal Security lsws. Now, that Is all there Is in this ap-
plication. This 1s not a valuation cese. It 1Is not a case in
whilch we are asking for a fair return on our lnvestment, or on
our property devoted to the public service, dut, as I stated, 1t
is simply and solely & case In which we are asking an increase
in fares sufficient to enable us t0 pay a porition of these in-
creased operating expenses, which we must necessarlly pay in
connection with our employes.”

Exhibis "E" attached to the application shows the
operating results 6f‘the Market Street Rallway for the period 1932

to 1936, inclusive, from which is abstracted the tabulation shown
on the following page.




ITEM

YEAR

1932

1933

1934

1958

1956

"QPERATING INCOME

- Rallway Operating Revenues
Railway Operating Bxpenses

" Not Revenue = Railway Operations

Texes Assignable to Operation
~ Operating Income
NON~OPERATING INCOME

Gross Income - Depreciation
Expense Exocluded

LEPRECIATION APPROPRIATION

Gross Incoms - Dapreoclation
Expense Inoluded

DEDUCTIONS FROM GROSS INCCME

" Interest on Funded Debt
Interest on Unfunded Debt
Other Deductions

© Total Deductions from Qross Income

Net Incoms - Deprectation Expense
Exoluded

ﬁet Income - Depreciation Expense
. Inoluded

—
s ————————— = ——

*7 ,805,50’7-44
- 6,535)_294033

$7,407,416.44

$7,27£,860,76
6,941,868, 62

‘7.3%|9“099
.5,902,445,.79

$7,608,353,74
.5,918,366,78

$1,270,215,11
 399,000.00

.5,939,748.97
$1,467,667.47
 382,000.00

$1,330,992,14
 416,000,00

$1,421,509.20
| 328,009.34

$1,689,986.96
| 306,600.00

871,213,11
16,985,654

$1,085,667.47
 14,369.86

$ 914,992.14
. 13,607.16

$1,093,499.86
11,901.66

$1,203,486.96

10, 242,35

887,198,65
262,630.70

$1,100,057,33
 498,271,23

928,499,530

$1,106,401,58
 500,000,00

$1,293,729 .31
. 500,000.00

624,667.95

b526,808.76
46.070.93
43,417.48

60,786,10

482,732.16
74,817,17
39,2&.5’6

36),467.)4

667,032,116

453,073,66
72,095,067
36,661,07

605,401,662

423,4560@
76,624.63
31,633,562

793,729,311

398,366,77
84,097,774
28,825,70

$ 616,297,17

$ 270,901.48

$8 8,370,78

596,770,689

503' %6.44

$ 5,016.21

561,730.,30

365.769 0w

5,301.86

630' 714.13

674,687,3%

$  74,667.39

511,230.21

782,4“.10

%2,4’39010

——

e

—

e ——




Exhibit "B" attached to the applicatlon is & copy of an
agreement entered 1nto detween appllicant and the Amalgamated Asso-
clation of Street Electric Rallway & Motor Coach Employes of
Axmerics, Divislon 1004. Although thils agreement 1s dated March
23, ;937, the incressed rates of pay becane effective Marqh 14,‘
1937, the agreement 1s to remain in effect until Mareh 31, 1939,
and thereafter until chenged on 30 days’ notlice by elther party.

This agreement provides for an increase in the rates of
pay to the various classes Qf employes, ranging from 2% to 7§ cents
per hour for the first year, and from 5 to 10 cents per hour for the
second year. The majority of the men affected are platform men whose
rates of pay are increased from 5 to 10 cents per hour over the two-
TYear period.

App*oximately one million dollars will be expended in
the next two years by applicant for Increased vages and new soclal
securlty taxes affecting labor. Of thlis amount, labor will
receive in Iincreased wages over 3/4 of a million dollars, while
new soclal security taxes will amount to approximately 1/% of

& million dollars.
The following table succinctly itemizea these increased

operating costs:

ESTIMATED INCREASE IN OPERATING COSTS

DUE TO IN ED RATES AND ITY TAXES

Year Ending
March 14,
1938

March 14,
1939

* 38

Iten

LABOR:
Street Car and Bus Operators

Shop, Line Dept., Track Dept.,

$307,201.80

$210,891.90

and Miscellaneous Labor

Total Labor
SOCIAL SECURITY TAXES:

State
Federal
Total Taxes

Total Increased Operating Cost

-l

116,200.12

122,522.32

$327,092,02

$429,724.12

$ EO 932 99

85,145 25
6.00

) L4

-‘)421“ » 870 - 62"

$566,445.37




Exhibit 6 shows applicant's estimate of the change in

revenue on the various lines following the estahlishment of the
proposed increased fares. This exhibit sets forth that applicant
estipates the proposed fares will increase the gross revenue .
$350,610.00 during the first year's operation. It may be noted,
however, that this amount will not equal the estimated incroased
operating costs set forth above. In offering this exhidlt, whigh
reflects the estimated diversion of traffic in terms of revenue,
applicant's witness testifled that it was based upon thelr best
judgment and only experience could determine what the actual
change in revenue would amount to.

The record shows that during the past year applicant
adopted a plan of converting its two-men car‘ope:ation into
one-men car operatlion on a portion of the system, and by its
Exhiblt 9 1t shows that thls chenge has provided a saving in the
operating expenses of $84,751.00 for the year ending March 31, 1937.'

In additlion to ecconomies effected by one-man car operation,
a further reductlon in operating costs was reslized by reason of
discontinuing the payment of management fees to the former Byllesby
Engineering and Management Corporation, (1) which payments amounted
to as high as $175,000.00 during 1931, and about $9§,OO0.00 during
1935. Such payments were discontinued by October 1, 1935.

With respect to service on applicant's line, one of its
operating officials testifled that the company experiences con-
sidexrable difflculty in melnteining schedules on the varlous lines
as & rosult of interference by zutomoblles and trucks. Many iﬁ-
stances were cited.where cars were held up due to both single
end double parking, as well as interference by trucks in loading
and unloading at the curbside. This witness also testifled that
considerable difficulty hed been experienced in malntalning

schedules following the establishment of one-man car operation, due

TI) Now Stancard Gas & Blectric Company.

-5-




to the fact that it was necéssary to traln the operators of the cars
and famlliarize the public with this new plan of operation. It is
slleged that this situation is now moterially improved, due to the
foct that the one-man plan of oporation has now been perfected to
the point where better service can be offered the public at a lesser
¢ost to the carrier." It is further alleged ﬁhat the ssme schedules
are row maintalned with one-man operation as were employed under two=-
man operation.

At the hearing, applicant ¢ffered as an amendment to its
original application a revision of the proposed rate structure to

the effect that the present S~cont fare be retained on lines No. S
(Market Street line) and No. 19 (Polk Street line), both of which

are in direct competition for their entire length with lines of
the Munliclipal street car system.

While operating these two lines on a S~-cent fare might
return applicant o somewhat greater net revenue, this plan has
objectionable features which are of sufficient magnitude to
condemn it. For example, lige No. 8 operates along Market Street
on the same rails used by other lines of this carrier. it 1s
obvious that for applicant to have different fares on the same
line, carrying passengers to the same points along Market Street,

would be confusing and objectionable to the public. Applicant

suggested that this line might be operated om a S-cent fare without

transfer to other lines. To have one line of the system not
issulng transfers to other intersecting lines, contrary to the
general practice of the carrier, wouwld be additlonally perplexing
to the pudlic.

With respect to line No. 19 operating on a S~cent fare
and Issuing transfers to other lines of the system, it is apparent

that such practice would present 2 serious objection in that a

6.




considerable amount of confusion would result thereby. We
therefore disapprove this proposed fare structure.

The City of 3an Francisco, through its attornmey, entered
an appearance in this proceeding as a protestant, and cross-examined
applicant's witnesses, particularly with respect to the rate of
interest pald on outstanding donds, one-man car operatlon, and
diversion of traffic., The City Attorney attacked the Market
Strest Rallway's practice of paying 7 per cent interest om its
outstanding bonds which are in excess of $5,000,000. No plan
was suggested, however, whereby the company's outstanding bonds
could be refinanced at a lesser interest rate, and moreover, the
record shows that applicant has been unsuccessful in 1ts past ef-
forts to effectuate such refinancing.

The record shows that the applicant has for a number of
vears past failed to earn a full return on its investment, and

there appesrs to be no relief in sight for the lmmedlate future

with operations under the present fare structure.(z) Furthermore,

Paragraph X, Application No. 21115:

"That during the last five (5) years the moxlmum return
on said value of $24,000,000,00, after deducting operating,
depreclation and maintenance expenses, has been not to excoed
3.31 per cent in any year, and the average return during the
sald five (5) yesrs has been considerably less; that applle
cant hes nover paid any dividend on its common stock; that
1t has paid no dividend on its preferroed stock subsequent to
the year 1921; that it has paid no dividend on its prior pre-
ferrod stock for any perlod subsequent to the year 1923; and
that no class of spplicant's stockholders has received any
dividend whatever during the last thirteea (13) years,”




this carrier is now confronted with a substantial incresse in its
operating expenses which csnnot be met with the revenues it now
recoives or cen reasonably expect to receive in the irmediate future.
Applicant's estimates, however, ars open to some criticism in -
mumder of respects, to the effect that no recognlition has béen given
to the upward trend of travel; that an unwarranted high percentsge
of token use has been assumed; and that no consideration has been
given to the possibllity of reducing operating expenses as a result
of fewer cars being used after the effect of diversicn has been

roalized, which reduction in expense will also reflect in estimates

of future labor expenses and taxes. The application of these changes
ir the estimate, however, would not be sufficient to meet the in-
creased costs of operation.

It is clear from this record that operatlion under any reason-
able fare structure will not in the neoar future yield a revenue suf-
Ilclent to provide s full return on any roasonable rate base of
applicent's property so long &s the competing Munlcipal lines sare
operated on a S~cent fare, For that reason this record does not
deal with the matter of establishing a rate base for this property.
In fact, the only reference to valuation in this record i1s that
which 12 contained in the application to the effect that a valua-
tion made by the late M., M. O'Shaughnessy, formexr Clty Engineoxr
of San Francisco, shows that the present fair value of applicant!

property is at least $24,QOO,OOO.OO.(5> '

(3} Peragroph IX, Application No. ZIIL5:

"That in accordance with the provisions of Ordinance No.
8125 (New Seriles) of the Board of Supervisors of the City
and County of San Francisco, and under the dlrections of
sald Boasrd of Supervisors, a Report entitled Report on the
Street Railway Transportation Requirements of San Franclsco
was heretofore prepared by Mr. M. M. O'Shevghnessy, City
Engineer of the City and County of San Franclsco, and was
filed with said Board of Supervisors in the month of May,
1929; that Chief Engineer O'Shaughnessy reported in sald
Report that the reproduction costs of the propsrties of
Market Street Rallway

(Cont'd on page 9)
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It has been the practice of this carrler for the past
two years to seft aside $500,000 a year as a deprecilation allowance
for the entire property. This amount 1s'not supported by detalled
studies, dut it appears from this record, which the Commission's
investigation has conflirmed, that a complete study of depreclation
would not make sufficlent difference in the matter now before us
to change the conclusions of this Order. .I |

It is apparent from this record that the only means of
zeeting the increased operating expenseslis through an increase
in fares. As to just what plan thils increased fare structure should
follow, 1s a matter of prime importance to both appl;canx and the
public; the objective is to prescride a fare which will attract the
greatest volume of traffic and at the same time provide sufficlent
revenue to meet the costs.of performing the service. If applicant!s
fare structure 1s sdopted, and 1ts estimates of diversion are
correct, 1t reans that applicant's rgmaining patrons must pay in
incressed fares approximately $1,350,000 in order. that applicant
zay reallize en Increase in I1ts gross earnings of.approximately
$350,000. We recognize that applicant is entitled to increased
revenues; but it is nelther reasonable nor in the interest of the
public or of the carrier for applicant's passengers to be pepalized
$1,000,000 annually in order that applicant may realize $350,000

Iincreased gross revenue.

(3) Cont'a

Company as estimated by him as of June 30, 1928, was $45,859,006,
and that the reproduction cost of saild properties less the ac-
crued deprecietion, as estimated by him as of said date, was
$28,602,831; that the additions and betterments to the property
less retirementsc subsequent 0 June 30,1928, have been
$2,616,772.87, and retirements from June 30, 1928, to February
28, 1937, have been $4,417,724.%0; and that the present fainr
value of the property of applicant used and useful In its said
service to the public Zs at least the sum of $24,000,000.00."

-Qu




Local street transportation in San Franclsco is different
12 & mmber of respects from that of any other city in the State,

particularly as to the riding hadbit, average length of ride, and

competition which involves three locsl stroet raill systems In

a@dition to Jitney busses.

It 4is apparent that any increase in fares ox applicant's
lines will result In some diversion of traffic to the lines of Its
competitors. The amount of such diversion, however, will be more
or less In probortion to the volume of increase in fares, It is
ovvious that such diversion of traffic means that the remaining
riders must not only make up for this loss, but also contribute to
an added gross revemue if this carrler 1s to earnm its Increased
operating costs, and also must necessarily result In some inconvenlence
to the riders who seek other mesns of transportation.

In reviewing this record, the Commission 1s not convinced
that applicant's proposed fare structure is one which best meets the
situation, in fact the President of the company has ststed that no
considoration has been given to any other form of fare (Tr. pe 52);
that the eatimates were of necessity only a gueas; and that experi-
ence alone could tell what results would obtain if the proposed
faro structure were put into effect.

Tre Commilssion has given consliderable thought to the matter
of selecting a fare structure which will result in the least dis-
turbance of traffic and at the same time provide the nesded revenue
in the most equitable manner, In our search for such a fare struc-
ture, we have given consideration to applicent's plan, and have
likewise given considerstion to & mumber of forms of fare, such &s
a straight 6~cent cash fare, zono fares, and the exlsting S=-cent

fare in combinabion with a 2=-cent charge for a transfexr,

=10~




The Commisslon has concluded that the existing Secent
fare, in combination with & 2-cent charge for a transfer, affords
the greatest promise for the most favorable results to both the
traveling publlc and the applicant carrler. Such & plan can be
adopted upon an experimental basis and if it develops that this
fare 1s not fulfilling the requirements, the entire mabtter can be
reviewed and a record developed which will place the Commission
in a better position to select a form of fare best sulted to meet
the needs of tne public and provide a revenue sufficient to meot
the cost of performing the service.

The Commission belleves that 1f applicant retains Iits
exlsting S-cent cash fare and establishes a charge of two cents
for a transfer, its gross earnings will de Increased to an amount

in excess of that which it estimates it will obtain from the fare

structure proposed in this application. The adoption of such a

course will at once spare almost 60 per cent of applicant's patrons

from any increased fare whatsoever, and will save all of applicant's

patrons increased anrual transportation costs aggregating $1,000,000,.
The following form of Order 1s recommended.

Market Streoet Rallway Company, bhaving made application
for an order granting suthority to increase the rate of fare upon
its street car lines operating in the City and County of San
Francisco snd also in the City of South San Froncisco, San Mateo
County; public hearings having boexn held; and the Comxission being
apprised of the facts,




' .

IT IS HEREBY ORDERED that Market Street Rallway Company
be and 1t 1s heredy zsuthorized to file with the Commission, and
vut Into effect within thixty days from the effective date of
this Order, upon not less than five (5) deys! notice to the
Commission and the general publlc, the following schedule of fares:

Cash Fares, without transfer « « o « « . « 5 cents
In combination with transfer . . . . T gents

Full Fare Tickets, without transfer . . . « 5 cents
In combination with transfer . . . . . 7 cents

School Children . ¢« ¢ ¢« o o « « 20 rides for 50 cents
With free transfers to other lines of the
company for continucus travel in the same
general direction.
Sunday and Holl1day Pa3%. « « ¢ o o ¢ o s + o o 25 cents
T™his fare structure to be in lieu of and supersede the fare struc~
ture now in effect.

IT IS EEREBY FURTEER ORDERED that the application in
all otker fespec;s be and the same Is hereby denled without
prejudice. . _ , _

T™he Commission reserves the right to abolish, modify, or
changevfrom time to time, by formal order, the rates of fare above
prescribed, and to make such further orders as to 1t may seem
right &nd proper. .

For 2ll other purposes the effective date of thi; Order
shall be twenty (20) daeys from the date hereor.

The foregéing Opinlon and Order are hereby approved and
ordered filed as the Opinion and Order of the Rallroad Commission
of the State of Califormla.

Dated at Send Francisco, Callfornia, thils ,Z/ day
ot Sumb , 1937.
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