
Decision No.3r,ssn 

BEF03E TEE RAlI.ROAD COMMISSI~~ 07 Tn ST.AXJi: 02 CALIFO~"'IA 

In the Matter ot the Application or ) 
SOU"I'BEl=U~ C.AI.IFORNIA FREIGHT LINES, a ) 
corporation, and SOUTEERN C.AI.D'om.'"IA I 
FREIGHT FORY1ARDERS, a corporation, 
for authority to increase their rates 
or charges. 

In the Matter or the Application ot ) 
VALLEY EXPRESS CO., a.oorporation, ) 
and V.AI:!Z'l MOTOR ~"ES, INC., a ) 
co=poration, tor authority.to in- ) 
crease their rates ot charges. ) 
In the Matter ot the Application or ) 
PACIFIC FREIGHT LINES, a corporation, ) 
and PACIFIC FREIGHT LINES· EXPRESS, a ) 
corporation, tor authority to increase ) 
rates. ) 
BY ~ COMMISSION: 

Appearances 

Application No. 25753 

Application No. 25784 

Application No. 25841 

H. ;r. Bischott and H. P. Merry tor Southern Calitornia 
Freight Lines and Southern California Freight . FOr"Narders. . . 

Hugh Gordon and Fred H. Chesnut tor Pac1:f'1c Freight 
Lines and Pacitic Freight Lines Express. 

Harold.Frasher, Rugh Gordon, Fred R. Chesnut and 
Marvin Handler tor Valley Express Co. and . 
Valley Motor lines, Inc. 

AbrahSlll Gottfried and Frank H. Sloss tor the Ottica 
ot Price Anmjnistration. 

:r. ;r. Deuel tor Calitornia Farm. Bureau Federation. 
C. A. HO<lgmatl tor San Diego ChalIiber ot Commerce, 

protestant. 
L~ A.: Bey tor William Volker & Company, Western 

Shade Cloth Company or Calit'ornia and Los 
· Angeles Trart'1c Y~agers Conterenoe. " 

A. H. Valentine to:: Interstate Bakeries Corporation. 
R. A. Henderson tor Pioneer F11ntkote Company. 
H~ E~ Noyes tor Loeklleed Aircratt Corporation and 

· . Western Reg10n Aeronautical Chamber of Commerce 
· ot America. 

W. E. Paul and :r.. D. Rearden tor Union Oil Company 
or Calitornia. 

T~ F~ McCue tor Crane Co::npany. 
R. E. Smith tor western Auto Supply CO:IIpany, Western 

· . Tr~tic Cont'erenoe, Los Angeles Wholesale 
· Institute and California Shippers Associates. 

Harry Heltrich tor American Fruit Growers, Inc. 
R. T. Hunt tor R10hfield Oil Corpo::ation. . 
Arlo D. Poe t'or a group ot 42 common carriers named 

· in Application No. 25934, as interxenors in 
support 0: the applications. 

R. E. w1edek1nd and M. ;r. 5)n1th tor Pacific Uotor 
~cking Company. 

Starr Thomas a::::.d George' T. Hurst tor Santa Fe 
Transportation Company. 

F. H. Powers tor Sears Roebuck Company. 
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w. G. Stone for Sacramento Chamber of Commerce. 
r"~Jton 01Donnel fo~ Johnson & Johnson and 

Allied Drug Distributors Association. 
E. A. Reed fo~,.Oakl~d CC...cJ:loer of COmmerce. 

~ .~ .. • .. i 

Applicant corpo=ations are common carriers as defined 
in the Pubiic Utilities Act of California. By these proceedings 
they seek autbor1ty under Section 63(a) of that Lct to ~e a 

. 1 
blanket increase of 12t per cent in all of taeir r~tes ~~d charges. 

The matte=s were heard on a consolidated record at Los 
-Angeles and san Fr~e1sco before Examiner Freas~ and were submitted 

for decision on December 20, 1943. 

Southcr~ California Fre1zht Lines is ~ highway common 
cc.rr1er. Southern California Freight Forwarders is an eA~ress 
co=poration'and freight 1"orvro.~der operat1D.g principally over 
Southern California Freight Lines. The t:.a.nagement and ownership 
Of the two compa.!lies a~e s~bstant1al1y identical and tb.ei~ records 
were consolidated for the purpose of these proceedings. For 
conveni~nce~ the two comp~es collectively will be referred to 

as "Southern." 
, , 

Similarly, Pacific Freight Lines is a highwuy common 

carrier, and ;Pacific Freieht Lines Express is an express corporation 

. " ' ... , .. .. 
.I. 

Applicants originally reo.ueste~ an increa~e of lO per cent. 
The_change £rom ~O per cent to 12~ per cent was made at the closo 
of the hearing, atter the taking of evidence ~d been concluded. 



operating over the l~~~s o! various hieh~ay common carriers in 

Calitornia,J 1r..clud1ns Pac11"1c Freight Lines. These companies 

~=e closely afr1li~ted~ a combined shov.r-n~ was made, and they 
w1ll be referred to .:lS ·Pacific." 

Valley llotor L1nes,J Inc. is a highway common carrier. 

Vslley Express Co. is an express corporation whose principal 

underlying carrier is Valley Motor Lines~ Inc. Those companies 

~ve substantially identical ownership and man~eement~ and made 

a consolidated showing in these proceedings. 

referred to as "Valley." 
They will be 

Applicants are ~ong the largest b1ehw~y carriers in 

the stt..te,J- each having gross annual revenue well in excess or a 
2 

million dollars. The express tari!.fs are' .virtually state-wide 

in application, but in a general way the operations of Southern 

~d Pacific cover southern California,J while Valley serves the 
San JoaCluin and. So.eramcnto VaJ.leys ':1.D.d the San Francisco Bay 

area. 

Se.veral sb.1p~ r or ganiza tions in the so'C.thern part of the j 

_ J 

state stated that they opposed ~y increase in transportation rates. 
2· . , . . . . . . . . . . . . . . . . .. .. . .. ' .................. ... . ... . 

AccordL~s to e7ldbits of reeord~ southern's gross revenue for 
the~first six mo~tbs of 1943 w~s $1~179,540;, for the first e1ght 
montbs or the year Pacificfs operating revenue was $2)57l~165,J 
~d Valley's was $1,266/ 038. 

3 The protestants here referred to arc Los.Aneeles Tratr1e Y~agers 
Conference, Western Traffic Co~erencc, Los ~gelcs ~olesale 
I:lst1tutel Cali1"ornia Shippers J.ssoei.:.te:, William V~lker & Company,J 
Western Shade Cloth Company of California, Interstate Bakeries 
Corporation, Pioneer Flintkote Company, and ~c~tc=n ~~to Supply. 
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These protestants did ~ot o!fer fQctual evidenee, b~t in explana-

tion of their position asserted that manufacturers could not afford 

to absorb any further increase in costs, nor, because of price 
ceilinzs, could they transfer addad costs to the consumers. 
T~e Office of Price Acminjstration, in a ztate~ent of its posi-

tion, emphasized the "importance of these proceedings in their 
possible effect upon the federal ~rice st~bllizat1on progr~. 
Without undertaking to j~dge whet~er ~r increase should be round 

justified on this record, it ~ged that the.proors be closely 

sc~u.t1nized, and that any increase oe limited to that which was 
shown to be necessary to prccerve ~ essential transportation 
service under war-t~e st~~dards. 

The applications were separately filed and each will be 
judged on 1ts merits, but several fe~tures ~bich they have in 

common ~ay be stated fi~st. All of the applicants introduced 

evidence to show that they have experienced increased and ~creas

ine operating expen~cs. These incre~ses were attr1buted princi-

pnlly to h1z~cr labor costs, to hichcr eost of maintaining snd 
repairing equip:ent, to bigher prices and lowered q~1ty or 

tires ~C tubes, to hizher ~le~~e cost of fuel due to lowered 

quality and to decra~sed efficiency of vehicles, and to increased 
cost of claims for loss and damage of freight. The higher labor 

CO$t was attributed to recent wage increases, to new agreements 

attectinz working conditions, and to the necessity of employing 
inexperienced and less efficient help to replace employees who have 

entered the arced forces or transferred to war industries. 



Allot 'che applicc....'"lts sta.tecl that their available equip-

ment is being operated at or neo.r cc.pacity, one. tl'ut mu·c.h of the 

traffic is directly relo.ted to tho v~r effort. T40Y declared that 

they have made every possible effort to reduce eA~enses, to bring 

about more efficient operations, and to effect economic:. They 

a.sserted, hO'I'lever, that the p:::-ese::;,t difficulties a.re in large measure 

due to war time conditions which 0.:::-0 entirely beyond t4eir control, and 

indicated tno.t unless the inc:::-ec.sed operating expenses can be met by 

an increase in revenues it was Cl.uestionablc hOVI long they would be 

able to continuo to provide their p:::-esent essential tr~sportation 
services. 

Applicants argued tr~t their rates should not be fiXed upon 

the basis of :::-eturn on the value of the properties. In support of 

this contention it wac urged that theirs is primarily a service indus-

try, that the value of the operating properties is low in relation to 

the ~ual sross revenues, and that these ca:::-riers do not enjoy the 

virtual monopolies uncler which the rates of :::-eturn to telephone com-

paniCS, gas ~~d elect:::-ic corpo:::-ations, a.nd similar utilit1es are 

regulated acco:::-dinS to dete:::-mined valuations. Applicants contended 

that the rate levels should be ~c~sured by the pe:::-centage ~elat1on-

ship which o,ero.ting expenses bea:::- to operatir..g :::-evenues, commonly 
termed the "operating ratiO. tr ~owever, the evidence offered, as 

~ 

will be explained, WOoS not predicated upon an a.'"lalysis of operating 

ratio~. Southe:::-n relied largely upon a stUdy or the cost of trans-

porting shipments of va:::-ious weights for va:::-ious distances~ and 

p~ciric o.nd Valley ur.dertoo~ to show the revenue increase necessary 

to return an ass~ed net profit on the invested capital. 
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Before referring more specifically to the separate show-

ings of the applicant ca!'riers, reference n13.y be made to the back-

S:-ou.nd of their existing rates and charges. In accordance wIth 

prov:t3ion: of the Highway Carriers' Act, City Carrierz T Act and 

Public utilities Act, this Co~ssion has esta.blished ~nimum rates 

tor the tro.nsportation of property by radial highway common and 

highway contract carriers, ~nd has in ~ost cases fixed the same 

rates as the nd.nimu:l rea.sona.ble and ::;ufficient rates for common 

ca.XTiers. Theoe rates were established for the :nostpart prior 

to 1940, and ... ·loro increD.sed by npproxi=m.tely 6 per cent in April, 

1942. Applica.nt s, in common vrl. til nost of the ta.riff-filing carriers 

in CD.liforni~, have =aintained tccir rate::; on these minimum levels. 

However, the I:linimum rates were not ests.blished upon the cc,st exper-

ience of anyone carrier, or even of all of the carriers, but upon 

the best evidence a.va.ilable at the time whi~~ consisted primarily 

of studies and estimates of the rea.sonable cost to an efficient 

carrier of perfOrming tb.o variouo tran.!:portlltion services. In view 

of this history, it \~.ll be apparent t~at the question whether 
~eber rates should be authorized :o~ any pa~t1cula~ carrier' cannot 

bo answored by reference only 'to increasecl opero.ti:o.g costs, but 

must depend upon the actual experience of t~t carrier under its 
existing ra.tes. 

Southern 

Southern, through H. J. Bischoff, the principal officer 
and controlling ztockholder~ introduced a det~iled otudy ot the 

costs of operation as of December 1, 1943; a consolidated opero..ti!lg 

:::to.tetlent for six months ended ';u.ne SO~ 1943; and oepa.!'ate and eon-
oolidated comparatlve balance sheets. 
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The cost study, althoU&~ developed in larse part from 

the carrierTs record~, is based to so~e extent upon studies made 

in previous years, upon the e~erience ot other carriers, and upon 

personv.1 judgment. It shows that many of the separate items ot 

cost havo increased substo.ntially ~ince 1939, but cannot be said 

to ~how the actual over-all re~ult of Southernfo operations, either 

tor 0. poriod in the immediate past or projected into the immediate 

future. In spite of detailed co.re ~~d attention apparently given 

to it$ preparation, the study is of limited value tor the purpose 

ot judging whether or not So blanket rate increase is juotified. 

It is ~imarily a judgment estirr.ate of the average cost to Southern, 

per 100 pounds, of transporting shipments of various weights for 

various dist~~ces up to 150 miles, based upon current conditions. 

If accepted at its full face value, it would serve to show that 

existir~ rates of Southern are not closely related to the costs 

of performing the several ~erviccs, a..."'ld ... ,ould sugge$t that various 

roudjustments of the rates might properly be made. However, the 

net fin~~cial result of any such adjustments could not be predeter-

mined ~~thout resort to further theory and speculation. The eXhibit 

would be of considerable assist~~ce if we were concerned \nth the 

development and initial establiShment uf rate scales, but no direct 

con..~ection cO' .. ·'1 be trs.ced between the costs as developed in this 

study and the sought blanket incroase of l2! per cent in all rates 
o....~d charge s • 

Balance sheets and operating statements submitted by 

Southern are reore intor.mative for present purposes. According to 

the books as of June SO, 1943, Southern's totnl operating expenses 
4-

for the first six month.s of the year were ~~1,141,489. Viitness 
4 

Figures c.rter Ju..~e 30, 1943 were not included, presu:mab1y having 
not been available at the time the exhibits were prepared. 
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Bischoff estireated that this total should be L~creased to ~1,223,999 

in order to be properly representative of current conditions. His 

adjustments included the addition of :~25,161 to cover deferred 

maintenance and garage expenses; 822,685 to cove~ ~~ increase 1n 

~~pnid claim3 and in vehicle insurance; $17,500 to cover wages due 

under a retroactive labor aereement; and :~il7 ,164 to of1'set a 

terminal handling expense which ·,vo.s not inc",lrred during the period. 

The two items la.st sto.ted. require special explanation 

~~d. cocment. It appears that t~e new labor agreement contains 

provisions ~der which straight-ti=e adjustments were retroactive 

to i,Io.rch 1, 1943, and overtime a.djust:nents were retroactive to 

August 7, 1943. We conclude from evidence available in the record 

th . .':t.t t::'e wo.go ito::::: of :;j;17, 500 It.B.y properly be increased to approxi-

mately (~O,OOO in order to reflect current v~ge conditionz for 

the full six-months f period. The other item represents the esti-

~tod cost which would have been incurred by Southern if it had 

been required to perform a co~plcte service on a substantial 

tonnage \m.ic.h was transported for the Ar:ny 1l...'"lc.er conditions not 

requiring either loading or ~~10adin5 service. We conclude that 

this aQjustment in est1~ted costs should not be 1ncluded~ inas-

much as there is no showing that Southern's e~erience in connec-

tion with Shipreents of this lund will be different in the future 

than it w~s d~ing the period in q~estion. 

With these c~anges, t~c esti~eted operating expenses for 

the six-months f period would be :Jl,229,S34~ or *2~4S8,668 projected 

tor a full ye~r. Since tb.e total revenue sb.ovm for the six months 

wOoS :i~1,179,539.70, or $2,:359~079 projected for a full year, it appears 

from these figures that a revenue increase of apprOXimately 4.22 

per cent would be necess~~ to offset the estimated loss, Without 

provision for profit. 
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Witness Bischoff declared that it earnings were to be 

~easured by a rate bese rather than upon a percentage of gross 

revenue, Southern should be permitted to earn a fair return on its 

total assets, or on the total assets less current liabilities. 

The difference between total assets and current liabilities on 

June 30, 1943, was $778,914, whiCh includes the appraised value 

for insurance purposes of the :::-evenue freight ectuipment, and 

$96,267 as the unamortized cost of perfecting and acquiring opera-

tive rights. Por purposes of this proceeding the latter item must 

in any eve~t be reduced to the amou.~t actually paid to the State 

or to political subdivisions thereof as the conSideration tor the 

gr~~t of such rights, which it may reasonably be assumed would 
5 

not exceed $5,000. The resulting d1fferencebetween total assets 

and current liabilities would be $687,647. No argument was advanced 
in support of the contention that f~ir return should be allowed on 

the amount :::-epresented by this difference, but since it appears that 

the invested capital represented by book value of the tangible 

properties plus the statutory provision for operative rights ~~d a 

rea:onable allowance tor working capital would be somewhat higher, 

it =ay be assumed on this record that Southern is entitled to expect 
a fair return on value of approximately $700,000. 

5 
Section 52(b) of the Public Utilities Act provides, among other 

things~ that the Co~~ssion shall have no power to authorize the 
capitalizat:i.on of the right to be s. corporation, or to authorize 
tho capitalization or ~~y franchise or pe~it whatsoever or the 
right to own, operate. or enjoy any such fr~chise or per.m1t, in 
excess of the a::1ount (exclusive ot ::my °i;ax or 3...'l."'lual c:-..a:r'ge) actually 
paid to the state or to a political subdiviSion thereof as the con-
sidera.tion tor the grant of such franchise, permit or right. 
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• 

Paclf~c pnd yal1~ 
" It i> , • • •• • •••••••• 

Pacific and Valle7.. through Freel E. Chesnut" a con-
sulting eneinecr engaged for the purposo~ introduced what were 
termed "revenue studies." In view of similarities 1n develop-
ment of the ev1dence~ the snovdngs of these two applicants may 
conveniently be discussed together. 

The two studies consisted essentially of statements 
or invested ccp1tal ~~d operating statistics ~or the years 

1939 to 1942" inclusive" and the first eight months of 1943. 
Later d~t~ ,vere not available" and the witness made variou.s 

adjustments and prOjections for the puxpose of estimating the ex-
penses for a full year based upon the current rate ot e,~enditure. 
In tho c~~e of Pacitic the adjustments included the wage increase 
to which reference has been ~ade" additional depreci~tion" de-
terred maintenance" and higher mileage cost fol" tires. The Valley 
adjustments included additional depreciation, higher average 
hourly wage at the end of the period" and higher ,tiro costs. 
~ccord1ng to the e7lUb1ts" in order to return 8 per cent per 
annum on the invested c~pital without makjng any provision tor 

!edoral inco~c t~~es, P~c~ic ~ould rec.uiro ~ increa~e in revenue 

of 12.14 per cent and V~ley would require ~ increase of lO.,2 

pel' cent. The !ollo~1ng tables illustrate how these figures 
were developed in the exhibits of record: 
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TABLE 1 - PACIF~C 

Invested Capital as of August 31, 1943, $1,907,959 

Est1m~ted Revenue. • • • • • • • • 
Estimated Expense ••••••••• 
Estimated Loss • • • • • • • • • • 8% of Capital Investment • • • • • 
Incre~se in revenue needed to cover 

estimated loss and to yield 8% on 
c~pital 1nves~ent without provi-
sion tor Federal inco:e taxes •• 

Provision for Federal inco:e taxes, 
. 42% of net income. • • • • • • • 

$ 441,,877 

Increase in revenue needed to yield 8% return on capital investment 
after payment of Federal income 
taxes. • • • • • • • • • • • •• $ 552.406 

Per Cent of 
Revenye 

100.00 
107.95 

7.95 
4.19 

.. , 
" .. ,' , 

12.14 

TABLE 2 - VALLEY 

Invested Capital as of ~ugust 31, 1943, $750,,240 

Estimated Revenue. • • • • • • • • 
Estimated Expense. • • • • • • • • 
Estim,a ted Los s • • •.• • • • • • ~ 8% of Capital Investment • • • • • 
Increase 1n revenue needed to cover 

estimated loss and to yield 8% 
on capital investment without 
provision for Federal income 
taxes. • • • • • • • • • • • • • 

Provis1on tor Federal income taxes, 
. 40% of net income. • • • • • • • 
Increase in revenne needed to yield 8% return on capital invest~ent 

after pa~ent of Federal income 
taxes~ ••••• • • • • • • • • 

$1,899,057 
2,038,801 
139~744 
bO,019 

4O,Oll 

$ 239,77; 

Per Cent of 
Revenue 

100.00 
107.36 

7.36 
3~6 

2.11 

12.63 
A number of corrections and revisions must be mo.de in 

foregoing tables befo~e they may be made the subject of further 
conSideration. The t'invested capitaltl represents the depreCiated 

book value of the operatin~ p~operty, plus working capital and 

certain other items hereinafter mentioned. It includes 

~5S,064 for Pacific and $44,813 for Valley as the ~ortized 
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cost of perfecting and acquiring operative rights. For purposes 
of the present applications these items should be rednced to 
the amounts actually paid to the state or to 'Po11t1caJ. subdiv1-. 6 
sions thereof as the consideration for the grant ot such rights. 

The acount~ so paid are not a matter of record in these proceed-

1nes~ but b~sed upo~ ~tatutory filing fees it'may reasonably be 
assumed that the total would not exceed $5,000 for either 'of the 
applicants. Prepayments and deferred charges, totaling $65,612 
in the c~~e of'Pacific and $42,365 in the case of Valley, should 
be deducted from L~vested capital tor the reason that these head-
inzs gener8~ly involve expense items such cs those for which pro-

vision was made in conl'l.oction with the est1I:lated expense of con-
7 

ducting the operations. The invested c~pital figures include a 
provision for workine capital on the basis of operatine expenses 
for one month, less depreciation. Due to necessary adjustments 
in the operating expenses, hereinatter eA-pla1ned, the aJ.lowance 

for working capital ~~y be ~cre~sed fro~ $292,000 to $303,900 
for PacifiC, and from $156,000 to $160,767 for Valley. 

, . 
In adjusting the est~ted expe~ses the ~tness made 

provision for furt~!r depreciation on vehicles wbich had already 

been tuJ.ly depreciated on the books, bu.t vlbich tbe carriers were 

Wlaole to replace 'bEIC,').USC of 'r."ar-t1me restrictions. Depreciation 

sb.o~d not be allowe:d. as an operatinz expense af'ter the invest-
ment in property a,g.:l,1nst which depreciation accruals are accumulated 
has 'been tully de:pr€ciated. (Decision No. 36613 cf September 21, 
19431 in the Applic,!!,i".'ton of M~r~ Isla;'ld Fe;,l"Y., 44 C.R.C. 802). 

~~~~ •• "' •• ''''''.'''~'''' •. ''''' •• ~#. 6 ... " ..... ......... , ............ . 
See footnote ,. 

7 
The \'Ji tlless was un.3.ble to specify the details included under the 

head1nss or "prcpay:::l,ents" and "deferred charges." 
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The depreciation items "tto be deducted for tbis reason are 

$40,,234 in th.e case of Pacific" and $32,,610 i.e. the case of 
Valley. A further deduction of $40,,663 must be made from the 

Pacific expenses in order to correct on obvious error msde by 
8 

the witness in his calculation of estimated w~ges. 

Th.e net effect ot these several changes is to reduce 

the invested capital and th~ est~ted expenses" and conse~uently 

to reduce the '~ount of reven~e ~crease which would be reQuired. 

Tho revi~ed tables woul~ appe~~ as follows: 
TABLE 1 (Eevised) - PACIFIC 

Invested Capital as ot August 31" 1943" $1" 801" 185 

Estimated Revenue ••••••••• 
Estimated Expense •••••• • • • 
Estimated Loss • • • • • • • • • • 8% of Capital Investment • • • • • 
Increase in revenue needed to cover 

estimatc& loss ana to yiela Qd on 
eap:ttal. 1..O.vestment vr.Lt.b.ou.t pro-
vision for Federal income taxes. 

Pr~~:ton ror Feder~ ~eome t~~es~ 
" 42% ot net income. • • • • • • • 
Znereaso ~ revenue ncede~ to ~e~d . 8% return on capital investment 

atter :p~yment of Federal incomo 
taxes •••••••• • • • • • • 

" . , . , , ", " ~ . 

Per Cent of 
Revenge 

~.68' 

~ , '" • " ,. • , • • ~ .~ • • • • " • .. , \ ~ • • ,I 
• " • • • ~ • • .. • • • , • .. ... • • ... • ~ i • i #I • • • " ~ .,. " • • • 

8 The witness 1ncreased the est1=ated additional cost o~ straight 
time pay for the months from March to August, inclusive, by ,0 per 
cent 1.0. projecting the expenses tor a tw.l year. This item 
should not have been increased, inasmuch. as straight time tor the 
balance of the ye~ was fully provided for 1.0. his Exbib1 t 4 and in 
Schedule IX o£ ~bit 3. 
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TABLE 2 (Revised) - VrY,EY 
,1',: ... ~ .•• ,~ .. , ..• ' .. ,.J' .. " •• .,J .. # 

Invested C~p1t&l ~s or Aueust 31, 1943" $672,,829 

Estimated Revenue. • • • • • • • • 
Estimated Expense. • •• • • • • • 
Estimated Loss • • • • • • • • • • 8% or Capital Investment • • • • • 
Increase in revenue needed to cover 

estlcated loss and to yield 8% on 
capital investment without provi-
sion £or Federil income t~es. • 

Provision tor ]'ederal income taxes" 
~ 40% ot net income. • • • • • • • 
In~rease 1n revenue needed to yield 
~% return on capital investment 

$l,S66"O?1 
~IIQQ .1 

- - -107".134 
531~;;6 

. ,. . ,. ,. . " . ,. ,. 

$ l60,960 

3~1~ ......... .; . 

after payment or Federal incoJ:G 
taxes. • • • • • • • • • • • •• $ 1961 844 

Per Cent of 
B~y;~nne 

, # , .. .If f' ,. # .. ~ .. 

100.00 
105.64 

,.64 
2.84 

8.4~ 

1.89 

It should be understood" of coursel that these tables 
were developed directly from applicants' exhibits and should not 

~ 

be interpreted as representing our tinal conclusions. A more 
complete record would possibly disclose the neces~ity of"mak1n~ 

t~ther revisions, either upward or downwnrd. For e:~ple" in 

addition to the traffic involved in these proceedings both 

Pacific and valley transport so~e quantities of (a) interstate 

traffic, (b) traftic moving under through jo~t rates witA car-
riers not parties to these proceedi~gsl and (c) traffic handled 

" 

under radial bighway common" hiehway contract carrier, or city 
carrier permits. It does not appear that any attempt was made 
to eliminate from the exhibits the revenues" expenses or invest-
ments properly assignable to these extraneons classes ot traffic. 
Moreover, from a study of the exhibits it appears that the capital 
used tor Pacific J:l.ay' 1ncl1:.de some investm<;.nt in taDk vehicles". 
although the record on this point is not clear. The net eftect 

whieh elimination of these several items would have on the 
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amount of revenue re~u1red is perhaps not great, but the factor 

is one which cannot be ~easured from the evidence of record. 
Even as to matters fully covered by applicants' e7Jnbits, 

the amount of revenue required can be only ap~roximated at best. 
Cost of deferred ~aintenance claimed for Pacific, higher cost per 
mile of war tires tor both applicants, and a number of other tac-

tors were or necessity questions ot judgment. In the case ot 

Pacitic, the effect of the new wage agreement, which accounted for 
more than six per cent of the total adjusted expense and a:ounted 

9 
to nearly seven per cent of the revenue, was necessarily estimated. 
It must be recognized that a considerable margin for error mast 
always be allowed in any attempt to predict future revenues and 

expenses under ~stable conditions such as those encountered by the 
applicant carriers during the war emergency. 

ConcluSions 

We cannot subscribe to the contention that applicants' rate 

levels should be judged solely by the relationship between revenues 
and expenses. If that contention were accepted, the net profit 

re~u1red would be measured by the gross expenses on what might well 

be termed a ncost plus" basis, and could not be related in any direct 
. 

~anner to the value or the properties. On that theory the rate of 

return would hnve to be much greater when expenses were hieh than when 
they were low. We do not intend to state here that establishment of 

9 Witness Chesnut stated: "This is, frankly, an estimate. It is 
not .possible ~~tb1n probably. the next couple of months, and perhaps 
longer, to get an absolutely accurate figure of what must be paid 
by this applicant to the line-haul drivers, the platform labor and 
the pickup drivers because of the ~aze agreement, so far as the back 
pay is concerned." 

-l5-



a rate base is always requisite to the determination of reasonable 

rate levels for common carrierz 1 but certainly where the general 
level of rates for a particular carrier is being considered, the 

probable fair value of the properties cannot be ignored. 
By whatever standard or rule of measu=ement the evidence 

is judged, however, there can be no doubt on this record that each 

of the applicants is entitled to an increase in revenue. This is 

necessarily so, since the record is convincing that each of the 

applicants will suffer an actual operating loss if required to 
continue at the prezent rates. It can not be questioned that appli-
cants are performing essential tr~~portat1on servlc~s, and certainly 

it is in the f'Ilrtl:.erance of the war efrort and in the interest or 
tne public tnat these carriers be permitte~ to establish rates whiCh 

may reasonably be expected to return the cost of operation plus some 

measure of profit. 
To restore to Southern its 1939-1941 average operating 

ratio of 92.41, as witness Bischofr suggested 1 would require an 1n~ 

crease in revenue of approximately 12.78 per cent; but, under South-
ern's present high level of receipts and expenses, an iDCrease or 
this amount would return almost 29 per cent per an:c:am.1 before income 
taxes, Oll a value of $70ap00. Under the reques'ted rate1:o.crease or 
12t per cent the return ~ould be ~ear1y 28 per cent per annum. This 
may be compared with a 1939-l94l average return on the difference 
between tot~l adjusted assets and current 11abi11ti&s, computed 
from eylUbit 9 of record, of approxicately 16.72 per cent per annum 

before payment of income taxes. 
In toe case or Pacir1c 7 the evidence indicates that the 

reouested rate increase of 12~ ~er cent r.ould return l3.73 per cent . ... .. 
per annum on the invested capital before payment of income taxes, or 
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approximately 8 per cent per ann,uc after income t~es. Tn1s is to be 
compared with an average return for the years 1939~ 1940~ and 1941~ 
before payment of income taxes~ of less than 7 per cent on the invested 
capital (Exhibit 3, Schedule II). 

The req,uested ratei:lc:rease ot 12i;- per cent wow.d apparently 
retu:n to Valley ~o~e 19.36 per ce~t per ?rnum on the L~vested capital 
before p~yment 01" income taxes, or 11.61 pel" cent per annum atter 
~aking provision tor an income t~~ of 40 per cent on the net profit. 
Valley's average return for the years 1939, 1940, and 1941, betore 
pa~ent ot income taxes, was about 9.5 per cent on the invested 

capital C~1ibit 7, Schedule II). 
The conclilsion is in€~sc,apc.b1e, the:-e!ore, that the proposed 

rate ot ~~cre~se o~ l2t per cent '~ould produce revenues tor each of 
t!le applicants: s'Clfficie::lt to paJl' all of the operating expenses and to 

also return a_substantially gre~ter profit, in terms of'capital~ than 

was enjoyed in the three prewar years. From the evidence of record it 
appears that revenue increases ot 9.18 per cent tor Southern, 9.08' 
per cent for PaCific, and 9.01 per cent for Valley would restore the 
rate of profit:, in terms of ca~1tal~ to the averaees experienced by 

applicants in the years 1939~ 1940, and 1941. A rate ot pror1t soce-
what below the prewar no~l~ if otherwise reasonable, would be 1n 

harmony with the present national polic7~ with respect to price 

stabilization. Carriers rendering an essential service during time of 

war must be permitted to earn revenue sufficient to insure their 

continued opcration~ and applicants are entitled to rates which will 
retux::l a reasonable profit, but they should not expect to increase 

their rates to the point that the revenues ~d~~ meet al~ ~ctual and 
~t1cipated operating expenses and will in addition yield a profit in 

excess of a no~al reasonable profit for ~arriers or the same class 

during normal periods. We do not l:le3.D. to be understood as concluding 1:b.at 

-17-



earnings on capital invested in a business of this nature should be 

limited to those which toe record indicates may be earned by certain 

of the ~pp11cants unde= rates hereinafter authorized. Ho~evor, where 
inf1rmities and def1ciencies are found in the evidence submitted by 

applicants in application proceedings, they must expect that the result-

ing doubts will be resolved against the:. Under these circumstances 

we do not deem 1t prudent to allow increases which might prove to be 
excessive in some cases, nor do ~e deem 1t advisable under the circum-

stances to allow difte~ent rates of increase between the present ap-

plicants. If it subsequently appc~rs on the basis of experience, or 

from more complete data, that one or more or the carriers is entitled 

to rates higher thnn those herein found justified, the matter should 

be brought to the attention or the Commission tor further consideration. 

Upon careful consideration o~ all of the facts and circum-

stances of record, we find as a fact that an increase or eight per 

cent in the rates and charges of Southern California Freight Lines, 

Southern California Freight Fonvarders, Pacific Freight Lines, Pacific 

Freight Lines Express, Valley Express Co., and Valley ~otor Lines, Inc. 

~dll be justified. \~cere joint rates are maintained between two or . 

more of the applicants the increase may be applied. It should be under-

stood l however, that no increase is herein authorized in joint rates 

where onaot the participating carriers is not an applicant. 

~R~~R 

The above entitled applications having been duly heard and 

submitted l full consider~tion of the matters and things involved having 

been had, and the Commission now being fully advised. 
IT IS HEREBY ORDERED that Southern California Freight Lines, 

Southern California Freight Forwarders~ Pacific Freight t1nes~ Pacific 
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Freight Lines Express, Valley Express Co., and Valley MOtor Lines, 
Inc. be and they are, and each of the~ is, hereby authorized to 
establish, on not less than ten (10) days' notice to the Commission 

and to the public, an increase or eight (8) per cent in all rates 

and charges. 
IT IS HEREBY FURTEER ORD~~ that the increase here1nbefore 

authorized may be established in connection with joint rates as well 
as local rates, except that no increase shall be made in joint rates 

in which carriers other than applicants participate. 
IT IS EEP~Y FURTHER ORDERED that tractional parts of a 

cent res~t1ng from the percentage increases herein authorized shall 

be disposed of ,and ~ublished according to the following rule: 

Fractions of less than one-quarter of a cent shall be dropped; 
fractions of one-quarter of a cent or more, but less than three-quarters 
of a cent shall be changed to one-r~lf cent; fractions of three-quarte~s 

of a cent or more shall be incre~sed to the next whole cent. 
IT IS 3EREBY FURTHER ORDERED that the authority herein granted 

is subject to the express condition ~at applicants herein will never 

urge before this Commission in any proceeding under Section 71 of the 

Public Utilities ~ct, or in any other proceeding, that the opinion 
and order herein constitute a finding of fact of the reasonableness 

of a:tJY particular rate or charge, and. that the filing of rates and. . 

charges pursuant to the authority herein granted will be construed 

as consent to this condition. 
The authority herein granted shall be void unless the rates 

and charges authorized in this order are published# tiled, and made 

effective within ninety (90) days from the effective date hereof. 
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This order shall become effective twe~ty (20) days from 

the date hereof'. 
Dated at Los Angeles, California, this /J~ day of 

February, 1944. 
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