
Dec1sion No. ? ~1 R ~ ~~ 

BEFORE Tl'ili RAI:,ROAD CO~1raSS!ON OF THE STATE OF CALIFORNIA 

In the ~~tter or the Appl~cation ot 
Y.:ARKET ST~EET RA.ILWAY COMPANY" for 
an Orde~ o~ the Railroad Commission 
or the Stste or California authoriz-
ing emergency inCre~3e$ in certain 
fares. 

Application No. 21115. 

~h~~. M. ABBOTT and !r.A.X ~.uEN 1 for M.9.rket Street 
........ " C ""1 t na •• wQY ompany, ~pp. can • 

• JOHN J. O'TOOLE" City Attorney .. and. DION R. :S:OLM" 
Deputy City A-ttorZley, for the City and 
County or San FranCisco" Protestant. 

FRA!'rA: S. RICKARDS a.nd THOS. K. t-icCARTHY, for 
Zast Bay Tra.ns1t Company atld Key System, 
~terested Parties. 

1.J'ARE" COZv.UvU:SS!Or~R: 

In th1s p:'oceed1ng the IrJarket Street Ra.ilway Company 

seeks authority to increa.se fares On its local transporta.tion 

system serving the City and County of San Francisco, as well as 

on a. l1ne extending between Leipsic Junction, in the southern 

part of the City of San Francisco, and its term!nus in the City 
! 

of Sou'ell Sa.."l Francisco. T:"11s app11cs. tion" however, does not 

request permiSSion to cake any changes in fares on applicant's 

interurban line bet·--reen Sa.n Prancisco and San vateo. 

?~b11c hearings were conducted 1n this proceed1nz at 
Sa.n Fra.nc1sco on April 22nd and 28th" 1937" and on the ls:tter 

date the matter wes te.ken under subm1ssion a.nd is now rea.dy for 

dec1zion. 

At this time the fare structure on' applicant's local 

, lines is as f'ollo'W's: 



Cash fares • • • • • • • • • • • • • • • 
School Children • • • •. • • • • • • • • 
Full Fare Tiekets • • • • • ~ • • • • • 
Sunday and Holiday Pass • • • • • • • • 

5 cents 
2Jr " 
5-- " 

20 " 
In this proceed1ng .applicant proposes a new tare struc-

ture on loeal lines l as follow~: 

Ca.sh fares. • • • • • • • • • • • • .' • 
Tokens •••••• (~ tor 25¢) •••••• 
School Children (16 for 50¢) ••••• 
Sunday and Rolida.y .. Pa.ss ••• ·d •••• 

with the s~e transfer priv1leges as are now offered. 

1 cents 
6~ " 
3-1/8" 

25 " 

In seeking tbis increa.se in tares l applicant alleges that 

its net revenue must be increa.sed to meet 1ncrea.sed taxes and labor 

costs, although app11cant 1s not at this time seeking a. fa.ir return 

on its investment. Max Tbelan l ot counsel tor applieant, in his 

opening statement l e~unc1ated the issue involved as follows: 
"This is an application tor per.m1ssion to charge specified 

increased tares for the purpose of enabling Market Street Ra11-
wa.y Company to pa.y a part of increased operating expenses wh1eh 
we must necessarily pay. 

"These increased operating expenses are the result of in-
cressed wages which we must necessa.rily pay to our employees, 
and of improved hours and working conditions, as agreed to 
between tbe Company and the Union 1n an agreement recently 
entered 1nto. The remaining portion of the funds which we 
are ~sk1ng for by this increase in fares w1l1 be used to 
meet increa.sed expenses, increased taxes, which Ye must incur 
in connection with our employes under the Federal and the State 
Social Security l8~s. Now, that is all there is in this ap-
plication. This is not a valuation C~3e. It 1s not a case in 
which we are asking ror a fair return on our 1nvestment, or on 
our property devoted to the public service, but, as I stated, it 
is simply and solely a case in wh1ch we are asking an increase 
in rares suffie1ent to enable us to pay a portion or these in-
creased operating expenses, which we must necessarily pay in 
connection with our employes." 

Exh1b1 t "Eft 8:~tached to the applica.tion shows the 

operating results of th.e Market Street Rs,ilway tor the period 1932 
to 19361 L~elus1ve, from which is abstracted the tabulation sbown 
on the follOWing page. 
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l&\RKIT S'BUm'l' RAILWAY CCl'PAHY 
BARNlNG &I».T1!JmNT 

.. ... 
I I YZ~R I 
I I T E M I 1932 I 1935 I 19M I 1935 I 1936 -, 
. OPI&\TING INXIIE' , 

Railway Opera~iDg Revenues 
~11way OperatIng Expense. 

Net R8Tenue - Railway OperatioDs 

Taxes Assignable 'to OperatioD 

OperattD8 Income 

NON-OPmATING lIDam 

Gross Inc~.'';' Depreoiation 
Expense Exoluded 

DEP~IA'l'ION APPROPRIATION 

Grose Income -'~preolatloD 
. Expense Inoluded 

. 
DKroO'l'IONS FIle&! GROSS INOtaa: 

.... - . "",. . ~ .... . 
Interest on Funded Debt 
Interest OD Vntunded Debt 
Other DeductioDS 
. 'D)~ Deduotions from Grose Income 

, . . 
net IncoI!l"l .. Depreciation Expense 

Exoluded 
Not Inoome - Depreoiation EXpense 

Ino1ud~ 

,'1,805,607.44 $7,407 ,416.« t?2'1~,860.76 .7,323,95&.99 $7,600,353.74: 
.0,635)29'4,.33 .5,939,748.97 ,6,9UJ 868.62 .6,902,445."19 ,5,918,360.78 

tl,2"10,213.11 $1,467,667.47 $1,330,992.14 $1,421,509.20 11,689 ,986.96 

399,000.00 382,000.00 416,000.00 328,009.M 306,500.00 

,871,213.11 $1,065,667.47 • 914,992.14 $1,093,499.86 tl,2S3,486.96 

15,985.5l 14,369.86 13,507.16 llJ901.66 10,812.36 

• 887,198.65 .1,100,057.33 • 928,'99.&0 $1,106,401.52 11,29$,729 .31 

262)530.7.0 498,2"71.23 361,467.1' roo,OOO.OO 600,000.00 

• 624,667.95 $ 601,786.10 • 667,032.16 • 605,401.62 • 793,729.31 

526,806.76 482,732.16 453,073.66 423,456.06 398,366.77 
46,070.93 74.817.17 72,096.67 76,624.63 84,097.7. 
43,417.48 39,221..60 36,661.07 31,633.52 28,826.70 

t 616,297.17 • 69~,770.89 • 561,730.30 $ 630,71 •• 13 $ 511,290.21 

• 2'10,901.48 $ 603.286.4:4: ., 366,7~.OO • 674,68'.39 • 782,~.lO 

• 8,370.78 $ 6.0U;.21 • 6,301.66 • 74,687.39 • 282,m.10 

'> 
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Exhibit "B" attached to the application is a COpy of an 
agreement entered into between applicant and the Amalgamated Asso-

ciat10n of Street Electric Railway & Motor Coach Employes of 
America l Division 1004. Although th1s agreement is dated March 

23, 1937, the increased rates of pay becru~e effective March 14, 
. . 

1937, the agreement is to remain in effec'c until March 311 1939, 

and thereafter unt1l changed on 30 days' notice by either party. 

This agreement provides for an increase 1n the rates of 
. , 

~ay to the various classes or employes, rang1ng from 2i to 7t cents 

per hour for the f1rst 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-

yee:: period. 
Approximately one million dollars will be expend~d in 

the next two years by applicant for increased wages and new social 

secur1ty taxes affecting labor. or this amount, labor w11l 

receive in increased wages over 3/4 of a mill10n dollars, while 

new social secur1~y taxes will amount to approXimately 1/4 or 

a million dollars. 
The following table succinctly item1zea these increased 

operat1ng costs: 

. • 
: 

ESTI.MATED INCREASE IN OPERATING COSTS 
DUE TO INCREASED W6R RATES AND ~OCm; SECURITY TAXES 

:~~~Y~ea~r~E~n;d_1n~g~~~~· __ : 
: March 1~, March 14, : 

~: ____________ I~t~e~m~ __________ ~: _____ 1.~3~8 __________ 1~93~9~ __ : 

LABOR: 
Street Car and Sus Operators 
ShOp, Line Dept., Tr~ck De~t.> 

and ~see22sneou~ Labor 

Tota.l Labor 
SOCIAL S'ECP11ITl T:!\XES: 

State 
Federal 

Total Taxes 
Total Increased Oporat~ Co~t 
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$210,891.90 

116,200.12 

$227,092.02 

$ 501932~99 
46 8.z,.~~6~ * 91:17:.~ 

$424._ 870.64 

$307,201.80 

122,522 • .32 

!429,124•12 



Exhibit 6 zhows app1icantf~ est1mate or the change in 

revenue o~ the various lines following the establishment of the 

proposed increased fares. This exhibit sets forth that applicant 

estimates t~e proposed tares will increase the gross revenue 

$3501 610.00 during the .first yeart~ operation. It may benotedl 

hovever l that this amount will not equal the estimated increased 

opera.ting costs set forth above. In orfering this exhibit" which 
reflects the est~ted diversion of traffic 1n terms of revenue l 

a.pplicant's vitnes9 testified that it vas based upon their best 

judgment and only experience could determine what the actual 

change in revenue would amount to. 

The record shows that dur1ng the past year applicant 

a.dopted a plan of converting its two-men car operation into 

one-men car operation on a portion of the system, and by its 

EXhibit 9 it shows that this change has provided a saving in the 

operating expenses of $84,751.00 for the year ending March 31" 1937. 

In addition to economies effected by one-man car operationl 

a. further reduction in operating costs was rea.lized by reason of 

discontinuing the payment of management fees to the former Byllesby 

Engineer1ng and Management Corporation" (1) which pa~ents amounted 

to as high as $115,000.00 during 1931, and about $94,,000.00 during 

1935. Such pay.:ents were disco~t1nued by October 1, 1935. 

With respect to service on applicant's line" one of its 

operating officials testified tha.t the company experiences con-

sider~ble difficulty in maintaining schedules on the various l~es 

as a rosu1t of interforence by sutomobi1e9 and trucks. Many in-

stances were cited where cars were held up due to both single 

and double parking~ as well as 1nterference by trucks in loading 

~d unloading at tho curbside. T~~s witness also testified that 

considerable difficulty had been experienced in maintaining 

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

(1) Now Standard Gas ~ Electric Company. 
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to the fact that it was necessary to train the operators of the cars 

and f&m1l1arize the public with th1s new plan of operation. It 13 

alleged that this situation is now materially improved~ due to the 

fS.et that the one-man plan of operation has now been perfected to 

the point where better service can be offered the public at a lesser 

cost to the carrier. . It is further alleged that the s~e schedules 

are noVl ma1nta~ed with one-Ill3.n operation as were employed under two-

man operation. 

At the he~ring~ applicant offered as an amendment to its 

originnl applicat~on a revision of the proposed rate structure to 

the effect that the present 5-cent fare be retained on l1nes No. 8 

(Market Street line) and No. 19 (Polk Street l1ne)~ both of which 

are in direct competition tor the1r ent.ire length with lines of 

the Municipal $t~eet car system. 

~bile operating these two lines on a 5-cent fare might 

return applicant a somewhat greater net revenue~ this plan has 

objectionable feat'Ul"es which are of sufficient magn1tude to 

condemn it. For example" l1ne No. 8 operates along Ma~ket Street 
on the sruma rails used by other lines of this carrier. It is 
obvious that fo~ applicant to have different tares on the same 

l1ne" carrying passengers to the same points along Market Street~ 

would be contusing and objectionable to the public. Applicant 

suggested that this l1ne might be operated on a 5-cent fare without 

transfer to other l1nes. To have one line ot the system not 

issuing transfers to other intersecting lines, contrary to the 

general practice of the carrier~ would be additionally perplexing 
to the public. 

W1th respect to line No. 19 operating on a 5-cent tare 

and issuing transfers to other lines or the system" it is apparent 

that such prac~ice would present a serious objection in that a 
~ ~. 
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considerable amount of confusion would result thereby. We 

thereforo disapprove this proposed tare structure. 

The City ot San Francisco, through its attorney, entered 

an appearance 10 this proceeding as a protestant, and crosa-cxam1ned 

applic~tts witnesses, particularly with respect to the rate ot 

interest paid on outstanding bonds, one-man car operation, and 

diversion of traffic. The City Attorney attacked the Market 

Street Railway's practice or paying 7 per cent interest on its 

outstanding bonds which are in excess of $5,000,000. ~o plan 

was suggested, however, whereby the companr's outstanding bonds 

could be ref1nanced at a lesser interest rate, and moreover, the 

record shows that applicant has been unsuccessful in its past ef-

forts to effectuate such ret1nanc1ng. 
T.be record shows that the applicant bas tor a number or 

years past failed to e~ a full re'curn on its investment, and 

there nppenrs to be no relief in sight tor the immediate future 

with operations under the present fare structure.(2) Furthermore, 

.' . . -
(2) Paragraph X, Application No. 21115: 

n~t dur1ng the last rive (5) years the maximum return 
on said value of $24~OOO,OOO.OO, atter deducting operat1ng~ 
deprec1at1on and maintenance expenses, has been not to exceed 
3.31 per cent 1n any yoar, and the averago return during the 
said five (5) years has been considerably less; that appli-
cant has nover paid any dividond on its common stock; that 
it ha3 paid no dividend on its proferrod stock subsequent to 
the year 1921; that it has paid no dividend on its prior pre-
terred stock tor any period subsequent to the ye~ 1923; and 
that no class of npplic~tfs stockholdorz bA$ roceived ~ 
dividend whatever during the last th1rteen (13) years." 
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this carrier is now confronted with a substantial increase in its 

operating expenses which cannot be met with the revenues 1t DOW 

receives or can reasonably expect to receive in the tmmed1ate fUture. 

~ppl1cant's estimates, however, are open to some crit1c1sm in a 

~er of respects, to the effect thnt no recognition ha~ beeD given 

to the upward trend of travel; that an unwarranted h1gh percentage 

of token use hns been assumed; and that no consideration has been 

given to the possibility of reducing operating expenses as a result 

or rewer cars being used atter the effect of diversion has been 

realized, which reduct10n in expense will also reflect 1n est1mates 

or future labor expenses and taxes. The application of these changes 

1n the est~te, however, would not be suffiCient to meet the in-

creased cozts of operation. 

It is clear from this record that operation under anr reason-

able fare structure will not in the near future yield a revenue suf-

ficient to prov1de a f1L1l return on any roasonable rate base of 

applicant's property so long as the compet1ng Mun1cipal lines are 

operated on a 5-cent tare. For that reason th1$ record does not 

deal with the matter ot establishing a rate base tor th1s property. 

In fact, the only reference to valuat10n in this record is that 

which 15 contained in the application to the effect that a valua-

tion made by the late M. M. O'Shaughnessy, tormer C1ty Engineer 

of San FranCiSCO, shows that the present fair value of applicant's 

property is at least $24,000,000.00.(3) 

(3) Paragraph IX, App11cation No. 21115: 
nThat 1n accordance w1th the provisions of ordinance No. 

8125 (New Series) of the Board of Supervisoro of the City 
and County of San FranCiSCO, and under the directions of 
said Board of Supervisors, a Report entitled Report on the 
Street Railway Transportation Requirements o~ San Franc1sco 
was heretofore prepared by Mr. M. M. O'Shaughnessy, City 
Engineer of the City and County of Snn FranCiSCO, and wa~ 
filed with said Board of Supervisors 1n the month of May, 
1929; that Chief Engfneer O'Shaughnessy reported 1n said 
Report that the reproduet1011 costs or the properties or 
Market Street Railway 

(Cont'd on page 9) 
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It ha!! 'been the pract1ce of this carr1er for the past 

~NO years to set aside $500,000 a year as a depreciation allowance 

for the entire property. This amount is not suppo~:'ted. by detailed 

studies, but 1t ap?ears from th1s record, which the Commission's 

investigation has confirmed, that a co.mplete study of depreciation 

would not make sufficient difference in the matter now before us 

to change the conclusions of this Order. 

It is apparent from this record that the only means Of 

:eet1ng the increased operating expenses is through an 1ncrease 

1n fares. As to just what plan this increased fare structure should 

follow, is a matter of prime 1mporta.~ce to 'both applicant and the 

public; the objective is to prescribe a fare wh1ch will attract the 

greatest volume of traffic e...",d a.t the ss.me time pro'7ide sufficient 

revenue to meet the costs of performing the serv1ce. If a.pplicant's 

tare structure 1s adopted, and 1ts estimates of d1vers10n are 

correct, it means that applicant's re~1n1ng patron3 must pay in 

increased fares approximately $1,;50,000 in order,tbat applicant 

may realize an increase in its gross earnings of approximately 

$;50,000. We recognize that ~pp2icant is entitled to increased 

revenues; but it is neither reasonable nor in the ~nterest of the 

public or of the carrier for applicant 1 s passengers to be penalized 

$1,000,000 annually 1n order that applicant may realize $350~OOO 

increased gross revenue. 

(3) Cont'd 

Company as est~ted by ~ as of June 30, 1928, was $45,859,006, 
and that tb.e reproduction cost of said properties less the ac-
crued depreCiation, as est1mated by h1m as of said date, vas 
$28,602/831; that the additions and betterments to the property 
1e3$ ret1re~ents suo3equent to June 30,1928, bavebeen 
$2,616,772.87, and retirements from June 30, 1928, to February 
28, 1937, h.a.ve been $4,417,724 .. 40; and tb.a.t tbe present fs.ir 
value of the property of applicant used and useful in its said 
serViee to the public is at least the sum of $24,000,000.00." 
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Local street transportation in San Francisco is different 
in a ~r ot respects trom that of any other city 1n th~ State, 

part1cul~ly as to the riding habit, average length of ride, and 

competition which ~volves three local stroet rail systems in 

addition to j1tney busses. 

It is apparent that gny increase 10 fares on applicant's 

lines will re3ult 10 some diversion of traff1c to the lines o~ its 

competitors. The amount of such diversion, however, w1ll be more 

or less 10 proport10:l to the vol-ame ot increase in t:a.res. It is 

obvious that such diversion of trs!'t1c means that th4, remaloing 

riders ~t not only make up for this loss, but also contribute to 

an. added gross revenue if th1s carr1er 1s to earn 1 t:J locreased 

operating costs, and also must necessarily result in some tQconven1enoe 

to the riders who seek other means of transportation. 

In reviewing this record, the Commission i~ not convinced 

that applicant's proposed fare structure is one wh1c~L best meet~ the 

Situation, in fact the President of the companr has stated that no 

considoration has been given to any other torm of tare (Tor. p. 52); 
that the estimates were ot necessity only a ~e8s; and that experi-

ence alone could tell what results would obtain if the proposed 

tare structure were put into eftect. 
The Commission has g1ven considerable thought to the matter 

or selecting a fare structure whiCh will result in the least dis-

turbance ot traffic and at the same t~e provide the needed revenue 

10 the most equitable ~er. In our search for su~cb. a rare stl'1lC-

ture~ we have given conSideration to applicant's plan, and have 

likeWise given consideration to a number of fOrm3 of tare l such as 

a straight 6-cent cash tare, zono fares, and tho existing 5-eent 

tare in comb1uat1on with a 2-cent charge tor a transfer. 
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The Commission has concluded that tho eXisting 5-cent 

tare, in combination w1th a 2-ce:c.t chnrge tor lti transfer, a.rf'ords 

the greatest promise for the most favorable ro~lts to both the 

traveling public and the applicant carr1er. Such a plan can be 

adopted upon an exper1mental basis and it it d.evelops that this 

tare is not fulfilling the requirements, the entire matter can be 

reviewed and. a record developed which w1ll place the Commission 

in a better position to select a form of fare best su1ted to meet 

the nee~ of the public and provide a revenue suff1c1ent to meet 

the cost of perto~ng the service. 

The Commission believes that it applicant retains its 

exist1:lg 5-cont cash rare and esta.bl1shes a clw.rge of two cents 

tor a transfer, its gross earnings will be increased to an amount 

in excess or thAt which 1t est1:mates 1t w11l lobta1n trom the fare 

structure proposed in this application. T:c.e tl.doption or such a 

course w11l at once spa.re almost 60 per cent 1':>1' applicant's :patrons 

from ~1 1ncreased rare whatsoever, and w1ll save allot app11cant's 

patrons increased annual traDSportation costs aggregating $l,OOO~OOO. 

The following form of order 13 recommended. 

ORDER - ----
MArket Street RailwayComp~, hav~ug made applioation 

:for an order granting a.uthority to increase the rate of rare upon 

its street cor lines operllting in the City an'o. County or San 

Frtmci~co and also 1n the City of South San FranCiSCO,. San Mateo 

County; public hoar1rJ.gs having 'boon held; o.nd tho Comm1s$10n 'being 

apprised of tho tact$, 
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IT IS HEREBY ORDERED tha.t Market Strleet Ra.ilvs.y Compa.ny 

be and it is hereby authorized to file with the Commission, and 

~ut L~to effect within th~7ty da.ys from the effective da.te of 

this Order, upon not le$$ than five (5) days' notice to the 

COmmission and the genera.l public,the following sched.ule of fa.res: 

Cash Fa.res, without tra.~sfer •••• 
In combination with transfer •• 

Full F3.re Tickets, vithout transfer 
In combination with tran~fer • • 

• • • 
• • • • • 

· . . . . · . . . . 

5 cents 
7 cents 

5 cents 
1 cents 

School Children • • • • • • • • .20 rides for 50 cents 
W1th tree transfers to other lines of the 
company, .for cont1nuous tra.vel 1n the same 
general direct1on. 

Sunday and Holiday Pa.ss •• ~ ••••••••• 25 cents 

This fare ~tructure to 'be in lieu of and ~upe:rsede the fare struc-

ture now in effect. 

IT IS HEREBY FURT.EER ORDERED tha.t the appl1cat1on in 

all other respect:: 'be a.nd the same is hereby d.en1ed w1thout 

prejudice. 

The Co~~sion reserves the right to abolish, modify, or 

change' from time to time, by forcal order, the rates of tare above 

prescribed, and to ~~e such fUrther orders 3.3 to 1t may seem 

right end proper. 
For all other purposes the effective da.te of this Order 

o~~ll be twenty (20) day~ trom the date hereof. 

The foregoing Opin1on an~ Order are hereby approved and 

ordered f1led as the Opinion and Order of the Railroad COmmiss1on 

of the State of California. 
Dated at Sand FranciSCO, Cali:!'orn1a." this _...&;:;:;.c.... __ 


